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FURTHER REFERRALS: Finance

Labor S Commerce

"An Act relating to the Alaska Industrial Development and Export Authority;
and providing for an effective date."

RECOMMENDS:

1 1
O replace with A s R fi CL tg) I > the same title
t ] attached <amendment(s) £)0 a "83* title
[ do pass
[ do not pass
CX no recommendation
individual recommendations
additional referral to the Committee
ADOPTS: [ 3 letter of intent

ATTACHES NEW FISCAL NOTE(s):

[ X1 fiscal impact [ 1 same as previous fiscal note
[ 1 <zerc fiscal note published
[ 1 =zero with analysis [ ] same as previous zero fiscal

note published
COMMENDATIONS:

G aA
Q Ljijou*/



STATE OF ALASKA 3ILL VERSION:
1988 LEGISLATIVE SESSION PUBLiSH DATE.

FKPA1l NOTE

CSHB 402 (1.6C)
4-19-88 )

REQUEST: AK Industrial

Anpncv Atfected:

"Industrial Development and Export Authority
Rnnnsnr Governor Corriponents:

Rofjiipgtar Ro”e Labor 3 Commerce

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING FY 88 FY 89 FY 90 FY 91

PERSONAL SERVICES

TRAVEL
CONTRACTUAL

SUPPLIES
EQUIPMENT

LAND & STRUCTURES ¢ 11 tN OPERAILALIA
GRANTS, CLAIMS NO INLjJ

MISCELLANEOUS 1

TOTAL OPERATING . e L -

CAPITAL $25,150.0 $35.0 M $40.0 M

REVENUE

FUNDIN": (Thousands of dollars)

GENERAL FUND 1.

FEDERAL FUNDS
| OTHER $25,150.0  $3
$3

| TOTAL $25,150.0
POSITIONS:

FULLTIME 1 -
PARTTIME Nurte
TEMPORARY 1

ANALYSIS: (Attach a separate pi >eif necessary.)
SEE ATTACHED PAGE

$4U.0 M
$40.0 M

==

Prepared by: Bertram®. . Executive Director
~ypbian;

ax Industrial uevejj”ment and txport Authority Da(e.’

Approved by Commissioner. immissioner uate:

Agency: Pep artment .of-C Ic. Development

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

1486D-1/042088a

~ . ang
Tip- An Act relating to the Alaska gRIJ. Same as above

FY 92

$40.0 M

$40.0 M

$40.0 Mr”’

274-1651

"4n20788"

4-20-88

page

Development

FY 93

$40.0 M

$40.U M
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State of Alaska
1988 Legislative Session

FISCAL NOTE
Page 2 of 2
ANALYSIS:
Section 1:
Section 2:
Section 3:
Section 4:
01486D-4

042088a

This bill increases the loan limits of the Authority from $10.0
million to $25.0 million. The funding source is bond proceeds
derived from the sale of the Authority®s general obligation
bonds.

Changes the method of calculating the interest on loans
purchased by the Authority that are guaranteed bv an iInstru-
mentality of the U.S. government. Current law provides that
the iInterest rate received by the Authority will equal the
Moody"s Aa composite bond yield.

Changes 44.88.165 to allow the Authority to provide by regula-
tion when a bank will be restricted from submitting credits to
the Authority. Currently, it provides that, when over 2% of a
bank*s loans sold to the Authority are delinquent 90 days or
more, they cease being eligible.

This new section authorizes the feasibility study/financial
analysis of the Eagle River ski resort proposal. AIDEA
corporate receipts are to be used to finance 50% of the cost of
the study.
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go0548hB ~
Chenoweth
4/19/88
Original sponsor: Rules/Governor
BY THE LABOR AND
IN THE HOUSE COMMERCE COMMITTEE

CS FOR HOUSE BILL NO. 402 (L&C)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to projects of and the handling of

institutional loans by the Alaska Industrial Develop—
ment and Export Authority; increasing the maximum
size of loans entered 1into from the authority's
enterprise development account; amending the manner
of determining the interest rate on loans guaranteed
by the federal government; permitting the authority
to describe the circumstances under which it will

discontinue purchasing loans from a financial insti—
tution because of delinquencies; directing the au-—
thority to complete a feasibility study for a devel—
opment project vrelating to development of certain

state park land; and providing for an effective

date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 44 .88.153(d) is amended to read:

(d) A loan purchased in whole or in part by the authority with
assets of the enterprise development account or with proceeds of bonds
secured by assets of the enterprise development account, other than a
loan that [WHICH] 1is financed with the proceeds of bonds of the au-—
thority and secured only by a project applicant or a project,

(1) may not exceed
(A) $25,000,000 [$10,000,000]; or

(B) $1 ,000,000 [$500,000] 1if the loan 1is purchased
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under AS 44.88.158;

(2) may not exceed the cost of the project or 75 percent of
the appraised value of the project, whichever 1is less, unless the
amount of the loan 1in excess of this limit is federally 1insured or
guaranteed or 1is insured by a qualified mortgage insurance company;

(3) may not be for a term longer than three-quarters of the
authority"s estimate of the life of the project or 25 years from the
date the loan is made, whichever 1is earlier;

4) shall contain complete amortization provisions satis—
factory to the authority requiring periodic payments by the borrower;

(5) shall be in the form and contain the terms and pro-—
visions with respect to insurance, repairs, alterations, payment of
taxes and assessments, default reserves, delinquency charges, default
remedies, accelerationof maturity, secondary liens, and other matters
the authority prescribes;

(6) shall be secured as to repayment by a mortgage or other
security instrument in the manner the authority determines 1is feasible
to assure timely repayment under a loan agreement entered 1into with
the borrower;

(7) may not be made unless

(A) at least 10 percent of the principalamount of the
loan is retained by the originator of the loan; or

(B) 100 percent of the principal amount of the loan is
guaranteed by the United States or an agency or instrumentality
of the United States;

(8) must be

(A) at least partially guaranteed by the United

or an agency or instrumentality of the United States, subject to

the provisions of AS 44.88.158;
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(B) financed from the proceeds of bonds; or
©) expected by the authority to be financed from the

proceeds of bonds.

* Sec. 2. AS 44.88.159(c) 1is amended to read:

(c) The interest rate to be received by the authority
federally guaranteed loan purchased under AS 44.88.158 [BY THE AUTHOR —
ITY WITH MONEY IN THE SMALL ENTERPRISE LOAN ACCOUNT! that i1s not from
the proceeds of the sale of a series of bonds

(1) may be either floating or fixed;
(2) is the least of
(A) the prevailing prime rate adopted by the United

States Small Business Administration;

(B) Moody®"s Investors Service Aa corporate bond vyield
index; or

© an index as established by regulation of the
authority [IS EQUAL TO THE MOST RECENT INDEX OF Aa CORPORATE BOND

YIELD AVERAGES AS PUBLISHED BY MOODY®"S INVESTORS SERVICE].

* Sec. 3. AS 44.88.165 1is repealed and reenacted to read:

*

Sec. 44 .88.165. DELINQUENT LOANS. The authority shall adopt
regulations to describe the circumstances under which it will discon—
tinue purchasing loans from a financial institution because of exces—
sive delinquencies among the Jloans previously purchased from the
financial institution. In adopting the regulations, the authority
shall take into consideration its delinquency experience with loans it
has purchased from all financial institutions. The authority may
include in the regulations other remedies it considers appropriate as
alternatives to the discontinuance of purchasing loans from the finan—
cial institution.

Sec. 4. FEASIBILITY STUDY. (a) The legislature finds that it is 1in
-3- CSHR-AEI2_£1_££Ur--—-

on
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the best interests of the state to promptly determine the feasibility of
the development project proposed for tha Eagle River Valley portion of
Chugach State Park. The legislature further finds that it is contrary to
the public interest to incur the delay associated with soliciting competi—
tive sealed bids or competitive sealed proposals.

(b) The Alaska |Industrial Development and Export Authority shall
contract for the preparation of a feasibility study of the velopment
project proposed for the Eagle River Valley portion of Chugach State Park.
The feasibility study must

&) satisfy the requirements of AS AA.88.173(a);

(2)satisfy contractual requirements imposed on theowner or
developer by the Department of Natural Resources, division oi parks; and

3) make recommendations concerning amendments to AS 44.88
necessary for the authority to provide financing for the project.

(c) The authority shall finance 50 percent of the cost of the study
required by this section.

(d) The provisions of AS 36.30.310 apply to contracts entered into
for the study required by this section.

* Sec. 5. This Act takes effect immediately under AS 01.10.070(c).

CSHB 402 (L&C) “4-
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STEVE COWPER
aav'ERNOR

State of A laska
OFFICE OF THE GOVERNOR
JOHEAO

January 27, 1988

The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature

P.0. Box V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. 11l, sec. 18, of the Alaska Con—
stitution, | am transmitting a bill relating to the A3aska
Industrial Developmentand Export Authorityla (AIDEA"S)
handling of financial institution loans.

Current law provides inAS 44.88.155(d)(1)(A) that when the
authority purchases a participation under its enterprise de—
velopment account in a loan made by a financial institution,
the loan may not exceed $10 million. (The enterprise devel —
opment account 1is the "general fund"” of the authority, and
bonds issued in connection with this account are general
obligations of the authority.) Section 1 of this bill in-—
creases from $10 million to $25 million the limit on such
loans in which the authority may use assets of that account
to purchase a participation. This 1increase to $25 million
from $10 million will allow authority involvement in larger
transactions that will help diversify the state®s economy.
Due to the recent downturn 1in the Alaskan economy, many of
the traditional investor relationships with outside orga-—
nizations no Jlonger exist and the Jlarger Jloan limit will
help by allowing the authority to Ffill a portion of that
void.

Section 1 also increases from $500,000 to $1,000,000 the
loan limit on federally guaranteed loans that the authority

may purchase. The current limit, enacted with the original
AIDEA statutes, is too restrictive, especially in light of
current federal loan guaranty levels. These guaranteed

loans provide not only a good investment for the authority
but also are an important source of capital for Alaskan bor —
rowers .

Section 2 of this bill amends AS 44.88.159(c), which sets

the 1interest rate on those loans guaranteed by an 1instru—
mentality of the United States government. Current law sets

the rate equivalent to the Moody"s Aa corporate bond yield.

The new language adopts the prevailing methodology used by



The Honorable Ben Grussendorf Page 2

the Small Business Administration in setting 1its rates.
Additionally, to provide a degree of protection to borrowers
in high interest rate environments, it uses the lesser of
the prime rate, Moody"s Aa corporate bond yield, or other
index selected by the authority.

Current law provides 1in AS 44.88.165 that if more than two
percent of the total outstanding balance of loans purchased
from a financial institution (i.e., the authority®"s par—
ticipation in such loans) becomes delinquent for 90 days or
more, the authority may no longer purchase from that finan-—
cial institution participations in loans for which it has
not already made a commitment, until the delinquencies are
reduced to less than two percent. Section 3 of this bill
repeals that requirement and substitutes a requirement that
the authority adopt regulations to describe the circum—
stances under which it will discontinue purchasing loans
from a financial institution because of delinquencies among
the loan participations previously purchased from that in-—
stitution.



STATE OF ALASKA BILL VERSION: HB 402 _
1988 LEGISLATIVE SESSION PUBLISH DATE: 1/27/88  -Ir
REQUEST! FISCAL NOTE
Revision D ate: Agency Affected: AIDEA
Tide: An Act relating to the AIDEA BRU: Same as above
Sponsor Governor Components: N/A

Requester  Authority Board of Directors

EXPENDITURES IREVENUES : (Thousands of Daollars)
OPERATING FY 88 FY 89 FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES

TRAVEL
CONTRACTUAL y

SUPPLIES

EQUIPMENT

LAND & STRUCTURES ‘0
GRANTS, CLAIMS

MISCELLANEQUS

TOTAL OPERATING

CAPITAL $25.0 Mil $35.0 Mil $40.0 Mil $40.0 Mil $40.0 Mil

REVENUE

FUNDING: (Thousands of dollars)

GENERAL FUND
FEDERAL FUNDS

OTHER $23.0 Mil $35.0 Mi 1 $40.0 Mil $40.U Mi 1 $40.0 Mi 1
TOTAL 1 $25.0 Mil $35.0 Mi 1 $40.0 Mil $40.0 MilhpJO.0O Mi 1
POSITIONS:

FULL-TIME |

PARTTIME

TEMPORARY NOw :

ANALYSIS: (Attach a separate page if necessary.)

Prepared by: Bertram L. Wagnon, Executive Director Phone; 274-1651
Division:  AK Industrial Dev. and ExppPt~Authority (AIDEA)natP- January 18, 1988
Approved by C om m issioner:J” Date: /" A

Agency: Department of/”~ommercre & Economic Development

Distribution (by preparerf
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page 1 of L

0691D-1712288a



AND EXPORT AUTHORITY

A — —

1577 “C" STREET + SUITE 304 + ANCHORAGE, ALASKA 99501-5177 «(907) 274-1651

MEMORANDUM

TO: J. Jack Jessee
AIDEA Board of Directors

FROM: Bertram L. Wagnon
Executive Director

DATE: March 31, 1988

SUBJECT: AIDEA Legislation in House Labor & Commerce

Ci rently there 1is legislation related to theAuthority waiting to be
heard in the House Labor and Commerce (L & C) Committee. They include:

0 House Bill (HB) 402 entitled "An Actrelating to the Alaska
Industrial Development and Export Authority; and providing for
an effective date.” This act does three things and they are
prioritized as follows: 1) Provides language to allow the
Authority to adopt regulations describing at what delinquency
rates a financial institution may not access the Authority"s

programs. 2) Changes the method of calculating interest on
loans purchased by the Authority which are guaranteed by an
instrumentality of the United States. 3) Increases the

Authority®s loan limit from $10,000,000 to $25,000,000.

0 CommitteeSubstitute for Senate Bill (CSSB) 392 entitled "An
Act relating to the Alaska Industrial Development and Export
Authority; and providing for an effective date."” This act
addresses the existing statutes which prohibits the
participation of financial institutions in the Authority’s
programs if loans sold to the Authority by a particular
financial institution are over 2% delinquent.

These two bills are priority bills because they can be 1implemented
quickly with positive results.



J. Jack Jessee - Memo
March 31, 1988
Page Two

Because HB 402 ad CSSB 392 are priority, House L&C could:
1) Pass HB 402 as is;
2) Pass CSSB 392 as 1is; or

3) Amend CSSB 392 to include the language 1in HB 402 regarding
interest rates and loan limits and pass it out of committee.

The easiest way to meet the immediate priorities is for House L&C to pass
HB 402. This bill 1is comprehensive and would allow the Authority to
immediately implement procedures to allow greater participation of the
financial institutions (and business people) in the Authority"s
programs. The next best method would be to pass CSSB 392 in order to
address the delinquency situation of the some of the financial
institutions who could otherwise participate in the Authority"s programs.

Attached you will find the bills and their corresponding bill analyse,
and fiscal notes.



OFFICe OF THE QQVERNOR
BILL ANALYSIS

department COmMMmMerce A AK Industrial -ILL NUMBER SPONSOR
Economic Development Devel & Export Authorit / Request of Governor

jpoatT trrie of rin ~  act rel«.tZng to the Alaska Industrial Development and Export Authority and

providinz for an effpctlve date.
DEPARTMENT POSITION

The Authority supports this legislation in that it will provide the ability to
assist certain sectors of the economy during, these difficult timeB.

prepared »y /pLS*—p— " Executive DATE COMMISSIONER'S SIGNATURE OAYE
Bertram L. Wagnon Director 1/29/88
OTHER AOENCIU AFFECTED MY KLL CONSTITUENT OROUP13) AFFECTED BY M L

None Alaskan business and banking community.
ORGANIZATIONAL SUPPORT FOR BILL ORGANIZATIONAL OPPOSITION TO UU.
Lukewarm to mild support from the banki i Unknown. Should be very little.
community.

mm ammma=s " | I

FISCAL IMPACT: [} HONE B FISCAL HOTE ATTACHED

EACKOROUNCXLEGSLHTIVI INTENT
This legislation originated with the Authority"s Board of Directors to address certain
particular shortcomings in the Authority®"s existing statutes. During these difficult
economic times furthering the Authority®"s ability to provide an in-state investor for
Alaskan projects and increasing the availability of the Small Business program will

assist some businesses who otherwise may be unable to obtain capital through any other
means.

ANALYSIS OF BILL/PROGRAM EFFECTS

Section one of the bill 1increases the Authority®"s loan limit from 1its current $10
million maximum to $25 million for those loans which are not guaranteed by an
instrumentality of the U.S. Government. For those loans guaranteed by an agency or

instrumentality of the U.S. Government, the loan limit 1is increased from $500,000 to $1
million.

The increase in the bonded program limits to $25 million will allow the Authority to be
a participant 1in transactions that previously have been to® large for Authority
participation. The recent downturn in the economy has greatly diminished outside
correspondent investor relationships and the larger loan limit will allow the Authority
vo fill a portion of the void. The increase from $500,000 to $1 million for loans
ijuaranteed by the U.S. Government would allow the purchase of these larger guaranteed
.loans backed primarily by the BIA, Rational Marine Fisheries Service and the Farmers
Home Administration. SEE ADDITIONAL SHEET ATTACHED

AMENDMENTS PROPOSED

None

PLIAU ATTACH A MPAAATI SHUT FOR ADCmOKAL COMMENTS OR AMALYSH.
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SENATE BILL NO. 392
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
« BILL

An Act entitled: "An Act relating to delinquent loans of the Altski

Industrial Development and Export Authority; and

providing for an effective date.”
IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA;
* Section 1. AS 44.88.165 is repealed and reenacted to read:

Sec. 44.88.165. DELINQUENT LOANS. (@) The authority shall
adopt regulations to describe the circumstances under which it will
discontinue purchasing loans from a financial institution because of
excessive delinquencies among the loans previously purchased from the
financial institution. In adopting the vregulations, the authority
shall take into consideration its delinquency experience with loans it
has purchased from all financial institutions.

(b) The authority may include in the regulations other remedies
it considers appropriate as alternatives to the discontinuance of

purchasing loans from the financial institution.

* Sec. 2. This Act takes effect immediately under AS 01.10.070(c).-

SB0392* 1 SB 392



8TATI 0?7 ALASKA

—1

r, OFPKI OF THI GOVERNOR
BILL ANALYSIS
Commerce & AK Industrial WUNUMUR SPONSOR
Economic Davelooment Devel h Bxoort Authoritv SB392 Halford. Faiks. Kellv. et al

short rmj op mx

An act relating to delinquent loans of the Authority and providing for an effective date.

DEPARTMENT POEfTTON

The Authority eupporta this legislation in that it will permit the banking
community to participate in the Authority"s loan programs during these difficult times.

DATE COMMISSIONER* SIGNATURE DATE
Bertram L.~fagnon. ifxecutive Direct)r 2/5/88
OTMCR AGENCIES APFICTEO IT BHA SUM'V!:équtYituent orouf,*i affected it *u
HONE Alaskan Banking Community
organuatkwai.support for mu. ORGANIZATIONAL OPPOemON TO MU.

Banking Communit None to very little; perhaps from individuals
g y fearing we are to soft on the banks.

PUCAI IMPACT: X X HONK O  FISCAL NOTE ATTACKED

eAcxanouNtvLComATTvt intent

The Authority currently has a law on 1its books which requires the Authority to cease
participating with a bank when over 2% of the loans purchased from that institution are

90 days or more delinquent (44.88.165). This law would repeal and reenact a new law to
allow more banks to be involved with the Authority.

ANALYSIS Of SILL/IPROGRAM EFFECTS

S&CEIOIl <?ne OFf the bill addresses a problem in that existing statutes prohibits a bank
from participating in any of the Authority"s programs if over 2% of its loans sold to
the Authority are 90 days or more delinquent. The new language provides that the
Authority will adopt regulations todescribe the circumstances under which it will
discontinue purchasing loans which will provide much needed flexibility to allow banks
access to the Authority"s programs. The bill further provides other remedies as
alternatives to discontinuance of purchasing Jloans that maybe set forth in
regulations. This bill will allow greater bank involvement in the Authority®"s programs
which should allow the public more access to credit.

AMENDMENT* PROPOSED

FUAtf ATTACH A SEPARATE SHUT POP AOOTTKMAL COMMENTS OR AHALYM.

<+ ¢ - IMS



STATE OF ALASKA ' o BILL VERSION:  CSSB 32 (Rules)
1906 LEGISLATIVE SESSION PUBLISH DATE: 2 '2-1-19*¢'
ﬁ%@@@/}/ FISCAL NOTE
J% jsion D«tf: AgencyAffected: AIDEA.

FY An Act relating to the AIDEA bru: Same as above
Sponsor Halford. Falks. Kelly.et.al, Components: Same as above

Requester. Senate Rules

EXPENDITURES 1 REVENUES: (Thousands of Dollars)

OPERATING

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPUES
EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

CAPITAL 0. 0. 0. 0. 0. 0-

REVENUE -0- -0- -0- -0- -0 - -0 -

FUNDING: (Thousands of dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL —— —s —— —s —ts —s
POSITIONS:
FULLTIME -0- -0- -U- — o —o -0-

PARTTIME I
TEMPORARY

ANALYSIS: (Attach a separate page it necessary.)
Passage of this legislation will have no fiscal impact upon the Authority®s budget

Prepared by: Bertram L. Waonon. Executive Director Phone: 274-1651
Division: AK Industrial Dev, and Export Authority (AIDEA) Date: February 26. 1988

Approved by Commilsslonan J. Anthony Smi
Agency: Department 0f Commerce and Economic Development

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

0691D-»9/022688a

page 1 of 1



241* HOUSE JOURNAL Mereh 2, 1111

suumaali

commit SUBSTITUTE TOR SENATE BILL NO. 312 (Roll*) by the
Rules Committee, entitled:

"An Art rtlitint to eh« Altsk* Induitrlil Develep-
stnt snd Export Authority; snd providing far tn
effective date."

w*i resd ths first time »nd referred to ths Labor 1 CcirtMro*
snd Judiciary Committees.

SENATE SILL NO. 420 by Ksrttuls, entitled!

"An Act reUtlIni to the curriculum required in
public ichoolSi"

vis reed the first tiTe end referred to the Stite Affelre
end Health. Educetlon Soclel Services ConraittaeS.

COMMUNICATIONS

A letter of dl -10»ur* was received 1in eecerdsnce with AS
24.i0.070, and tra In House Journal Supplement No. 21.

The followlns reports were received!

AleeVa Judicial Council

News amersi in thi Alsiks Courts:
Assessing the impact

January 199S

Department of Education
Basle Skill* Eerformane* of Aleike®i Students
Achlevemsnt Test Results far 11S54.13;

1113-Si; and 11S6-17

University of Alsika
Cooperative Extension Servlet
118/ Demonstration 1 Rustrek Report

The reports tr* on file In the Sptsktr®e office.
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BILL ANALYSIS - Alaska Industrial Development and Export Authority
Continuation of Analysis of Bill/Program Effects

When the [limit was originally set at $500,000 it coincided with the SBA [limit.
Subsequently it has been learned that several other instrumentalities of the U.S.
Government guaranty larger loans and this would accommodate these. The purchase of the
guaranteed portion of these loans provides a secure investment of the Authority®s funds
and at the same time assists the Alaskan economy.

Section two of the bill changes the method of calculating the interest on loans
purchased by the Authority that are guaranteed by an instrumentality of the U.S.
Government. Current law provides that the interest rate received by the Authority will
equal the Moody"s Aa composite bond yield.

The SBA sets limits on the interest rates it allows banks to charge at 2 1/4% over New
York prime for a loan under seven years, and 23/4X over New York prime for a loan over
seven years. Recently these rates have gotten out of sync with the Moody"s rate and
makes it impossible for the Authority to participate in this program (i.e. the Moody"s
rate exceeds the SBA limits). It should be noted that at times during the period of
high rates in 1980, "81, and "82, the Moody"s rate was as much as 7 1/2% below the SBA
limits.

This legislation corrects this problem by setting the rate at the lesser of (1) the
prevailing prime rate adopted by SBA, or (?.) Moody"s Aa index or such other index as set
by regulation of the Authority. Additionally the Authority 1is given the ability to
utilize either of these indexes as Tfixed rat*™* or floating rates providing greater
latitude to borrowers and banks. This language will provide the flexibility to once
again make the program attractive.

Section three of the bill addresses a problem in that existing statutes prohibits a bank
from participating in any of the Authority"s programs if over 2X of its loans sold to
the Authority are 90 days or more delinquent. The now language provides that the
Authority will adopt regulations to describe the circumstances under which it will
discontinue purchasing loans which will provide much needed flexibility to allow banks
access to the Authority"s programs.
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FISCAL NOTE

REQUEST

. AK Industrial Development
Revision Date: Agency A/Tected: and Export Authority
Title: An act relating to the Alaska BRH - Same as above. .—————————m— e
Induat. Devel. and Export Authority
Sponsor: Governor Components : -11/A - -

Requestor:AnrhnrUy Hoard of- nlrjpcitnré.

EXPENDITURES/REVENUES: (AL dollars In millions)
OPERATING FY 88 FY 89 FY 91 FY 92

PERSONAL SERVICES
EL

CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND A STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL $25.0 Mil $35.0 Mil I340.0 Mil $40.0 MilB40.0 Mil
REVENUE

FUNDING: (Thousands of Pollan)
GENERALFUND

FEDERAL FUNDS
OTHER 22510 Mil $35.0 Mil $40.0 Mil 540,6 Mil $40.0 wil
TOTAL nvm AQ.0JLL-JolLILIiil r.4n.n 2m

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS : (Attach a scpanite page ifnecess*y)
SEE ATTACHED SEPARATE PAGE

Preparedby: JSmfram, L gnnn,,,.Bxp.r.uLiyp. .Dirp.r.r.nr.
Division: AX Industrial Development $ Export Authority Date: January 1S. 1988.

Approved by Commissioner : Date:
Agency:

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office ofManagement and Budget
Impacted Agency(iiesj page of




ANALYSIS:

Section 1

Sec.tlpn z

This bill iLcreases the loan limits of the Authority from
*10.0 million to *25.0 million. The funding source Is
bond proceeds derived from the sale of the Authority's
general obligation bonds.

Changes 44.88.165 to allow the Authority to provide by
regulation when a bank will be restricted from submitting
credits to the Authority. Currently It provides that
when over 2X of a bank®"s loans sold to the Authority are
delinquent 90 days or more, they cease being eligible.






OfficUl Btubeos

PLEASE PRINT

NAME & TiTLE

W\
B'd £ m'& c8j

[ § H uc/C ial
U-MI \W\ni s

\ \ t r

CuMMITTEE:

HOUSE LABOR 8 COMMERCE

DATE:

SIGN-IN

REPRESENTING

April 19, 1988

ADDRESS & zip

p c-Boi g

/VW/Z/\WFe »~ $ u*m

.T"~c.

32(d -41703 Alaska tkia

Subject ot meeting:

WORK SESSION - Insurance Related Bills including HB

502, HB 513, HB 514, HB 515, HB 313, HB 227.

HB 550 "An Act authorizing the Dept, of Community anjd
Regional Affairs to modify the terms of its
mortgage loans; and providing for an effecti ve date."

HB 552 "An Act relating to civil liability for emerg 2ncy
aid."

HB 402 "An Act establishing a program in the AIDEA t
guarantee business loans, and limiting the A Jthori tyls
@.h.i-T-i.fy tn 1dccim hnnHc; anH prnwiHing for an effecti ve
date." DO YOU WANT SUBJECT

PHONE TO TESTIFY?  BILL #

H AS IPICtiAptG
- At ctov*o
{Jo W 8 M35

H HOo 277

W

H If& S 13

W 1/BS/V

H

W

H

W
1 - 1_Aooytr”™_s H

Z.US7/ * ASSsT?

H

W

H

W

H

w

H

=



OFFICE OF THE GOVERNOR
JOJFCAOQ

January 27, 1988

The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature

P.0O. Box V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. 1l1l, sec. 18, of the Alaska Con—
stitution, | am transmitting a bill relating to the Alaska
Industrial Development and Export Authority™ (AIDEALlS)
handling of financial institution loans.

Current law provides in AS 44.88.155 (d) (1) (A) that when the
authority purchases a participation under its enterprise de—
velopment account in a loan made by a financial institution,

the loan may not exceed $10 million. (The enterprise devel —
opment account 1is the "general fund" of the authority, and
bonds issued in connection with this account are general

obligations of the authority.) Section 1 of this bill 1in—
creases from $10 million to $25 million the 1limit on such
loans in which the authority may use assets of that account
to purchase a participation. This increase to $25 million
from $10 million will allow authority involvement in larger
transactions that will help diversify the state®"s economy.

Due to the recent downturn 1in the Alaskan economy, many of
the traditional investor relationships with outside orga-—
nizations no longer exist and the Jlarger 1loan limit will

help by allowing the authority to Tfill a portion of that
void.

Section 1 also increases from $500,000 to $1,000,000 the
loan limit on federally guaranteed loans that the authority

may purchase. The current limit, enacted with the original
AIDEA statutes, is too restrictive, especially in light of
current federal loan guaranty levels. These guaranteed

loans provide not only a good investment for the authority
but also are an important source of capital for Alaskan bor —
rowers .

Section 2 of this bill amends AS 44.88.159(c), which sets
the interest rate on those 1loans guaranteed by an instru-—
mentality of the United States government. Current law sets
the rate equivalent to the Moody"s Aa corporate bond yield.
The new language adopts the prevailing methodology used by

jnm



The Honorable Ben Grussendorf Page 2

the Small Business Administration 1in setting 1its rates.
Additionally, to provide a degree of protection to borrowers
in high interest rate environments, it uses the lesser of
the prime rate, Moody"s Aa corporate bond yield, or other
index selected by the authority.

Current law provides in AS 44.88.165 that if more than two
percent of the total outstanding balance of loans purchased
from a Tfinancial institution (i.e., the authority®"s par—
ticipation in such loans) becomes delinquent for 90 days or
more, the authority may no longer purchase from that finan—
cial 1institution participations in loans for which it has
not already made a commitment, until the delinquencies are
reduced to less than two percent. Section 3 of this bill
repeals that requirement and substitutes a requirement that
the authority adopt regulations to describe the <circum—
stances under which it will discontinue purchasing Jloans
from a financial institution because of delinquencies among
the loan participations previously purchased from that in—
stitution.

Steve Cowper
Governor



STATE OF ALASKA BILL VERSION: »B 402
1988 LEGISLATIVE SESSION PUBLISH DATE: 1/27/88  ~TLL
REQUEST! FISCAL NOTE
Revision D ate: Agency Affected: dldea
Title: An Act relating to the AIDEA BRU: Same as above
Sponsor:____ Governor Components: N/A

Requester: Authority Board of Directors

EXPENDITURES /REVENUES : (Thousands of Dollars)
OPERATING FY 88 FY 89 FY SO FY 91 FY 92 FY 93

PERSONAL SERVICES

TRAVEL

CONTRACTUAL {0
SUPPLIES

EQUIPMENT - K<

LAND & STRUCTURES o
GRANTS, CLAIMS

MISCELLANEQUS

TOTAL OPERATING

.

CAPITAL $25.0 Mil $35.0 Mil $40.0 Mil $40.0 Mil $40.0 Mil

REVENUE

FUNDING: (Thousands of dollars)

GENERAL FUND

FEDERAL FUNDS
OTHER $25.0 Mil $35.0 Mi 1 $40.0 Mil $40.0 Mil "$40.U Mi 1

TOTAL $25.0 Mil $35.0 Mil $40.0"Mil $40.0 Mi 1 $40.0 Mi 1
POSITIONS:

FULL-TIME
PARTTIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary.)

Prepared by: Bertram L. Wagnon, Executive Director phone: 274-1651
Division: AK Industrial Dev, and Expgpt™Authority (AIDEA)nate- January 18, 1988
Approved by C om m issioner: Date: !

Agency: Department of/Commer$T & Economic Development

Distribution (by preparer]:
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page 1 of 1

0691D-1/12288a
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1577 "C" STREET «SUITE 304 « ANCHORAGE, ALASKA 99501-5177 «(907) 274-1651

MEMORANDUM

TO: J. Jack Jessee
AIDEA Board of Directors

FROM: Bertram L. Wagnon
Executive Director

DATE: March 31, 1988

SUBJECT: AIDEA Legislation in House Labor A Commerce

Currently there 1is legislation related to the Authority waiting to be
heard in the House Labor and Commerce (L & C) Committee. They include:

< House Bill (HB) 402 entitled "An Actrelating to the Alaska
Industrial Development and Export Authority; and providing for
an effective date.”™ This act does three things and they are
prioritized as follows: 1) Provides Jlanguage to allow the
Authority to adopt regulations describing at what delinquency
rates a financial institution may not access the Authority"s

programs. 2) Changes the method of calculating interest on
loans purchased by the Authority which are guaranteed by an
instrumentality of the United States. 3) Increases the

Authority"s loan limit from $10,000,000 to $25,000,000.

0 Committee Substitute for Senate Bill (CSSB) 392 entitled "An
Act relating to the Alaska Industrial Development and Export
Authority; and providing foran effective date."” This act
addresses the existing statutes which prohibits the
participation of financial institutions in the Authority"s
programs if loans sold to the Authority by a particular
financial institution are over 2% delinquent.

These two bills are priority bills because they can be implemented
quickly with positive results.



March 31,
Page Two

Because HB

1)

2)
3)

The easiest way to meet the
HB 402. This bill is comprehensive and would
immediately implement procedures to allow greater
institutions (and business

The next best method would be
address the delinquency situation of

institutions who could otherwise participate

financial
programs.

Attached you will find the bills and their

and fiscal

1988

402 ad CSSB 392 are priority,
Pass HB 402 as is;

Pass CSSB 392 as is; or

Amend CSSB 392 to include the
interest rates and loan limits and pass

notes.

immediate priorities

House L&C could:

language 1in HB 402 regarding
it out of committee.

people) in

the some of

is for House L&C to pass
allow the Authority to
participation
Authority"s
order to
financial
in the Authority®"s programs.

to pass CSSB 392

corresponding bill
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STATE OF ALASKA

OFFICE OF THE GOVERNOR
BILL ANALYSIS

dcpartmint Commerce & wytsion AK |ndUStI’ia| SILL NUMBER SPONSOR
Economic Development Devel &Export Authorit / Request of Governor
»OU MSop ori fa act -eiatiag t0 LhE Alaska Industrial Development and Export Authority and
Drovidine for an effective date.
DEPARTMENT POSITION . - - - - - - - - - -

The Authority supports this legislation in that it will provide the ability to
assist certain sectors of the economy during these difficult times.

- ! -
prepared bt /p 1Ssty— Executive 0AT« COMMISSIONER'S SIGNATURE DATE
Bertram L. Wagnon Director 1/29/88
OTHER AOENCIEJ AFFECTCD BY V'J. constituent Or[lpl'Sj Amcrco ir ru.

Hone Alaskan business and banking community.

ORGANIZATIONAL SUPPORT FOR BILL ORGANIZATIONAL OPPOSITION TO BILL
Lukewam to mild support from the banking Unknown. Should be very little.
community.
FISCAL IMPACT: [m] NONE S FISCAL NOTE ATTACHED

BACKOAODNCYLEOBLATIVE INTENT
This legislation originated vith the Authority®"s Board of Directors to address certain
particular shortcomings in the Authority"s existing statutes. During these difficult
economic times furthering the Authority"s ability to provide an in-state investor for
Alaskan projects and increasing the availability of the Small Business program will
assist some businesses who otherwise may be unable to obtain capital through any other
means.

ANALYSIS OF (UIUPfIOGRAM EFFECTS

mS_gctlon one of the bill increases the Authority"s loan limit from 1its current $10
million maximum to $25 million for those 1loans which are not guaranteed by an
instrumentality of the U.S. Government. For those loans guaranteed by an agency or
instrumentality of the U.S. Government, the loan limit is increased from $500,000 to $1
million.

The increase in the bonded program limits to $25 million will allow the Authority to be
a participant in transactions that previously have been " large for Authority
participation. The recent downturn in the economy has greatly diminished outside
correspondent investor relationships and the larger loan limit will allow the Authority
to fill a portion of the void. The increase from $500,000 to $1 million for loans
guaranteed by the U.S. Government would allow the purchase of these larger guaranteed
loans backed primarily by the BIA, National Marine Fisheries Service and the Farmers
Home Administration. SEE ADDITIONAL SHEET ATTACHED

AMENDMENTS proposed

None

FLEAM ATTACH a SEPARATE SHUT FOR ADOMOKAI COMM(NTS OR AHALTMB.

s '2/0
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Introduced: 2/3/11

Referred: financs
BY HALFORDi FAIRS, KELLY,
STURGULEW8SKI, HENSLEY, ABOOD,
FISCHER, JONES, JOSEPH80ON AND
IN THE SENATE UEHLINO

SENATE BILL NO. 392
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL

Por an Act entitled: "An Act relating to delinquent loans of the Alaska

Industrial Development and Export Authority; and

providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 44.88.165 is repealed and reenacted to read:

Sec. 44.88.165. DELINQUENT LOANS. €)] The authority ahall
adopt regulations to describe the circumstances under which it will
discontinue purchasing loans from a financial institution because of
excessive delinquencies among the loans previously purchased from the
financial institution. In adopting the vregulations, the authority
shall take into consideration its delinquency experience with loans it
has purchased from all financial institutions.

(b) The authority may include in the regulations other remedies
it considers appropriate as alternatives to the discontinuance of
purchasing loans from the financial Institution.

* Sec. 2. This Act takes effect immediately under AS 01.10.070(c).

SB0392* 1- SB 392



BILL ANALYSIS

otrannkns COBa#jc# & wt*=" AK Industrial MU. NUWMJI tFOMOft
Economic Development Devel 6 Bxport Authosritv SB392 Halford. Faiks. Kelly, st al

-cRT MU oF au

An act relating to delinquent loans of the Authority and rirovidina for an effective date.
OEFARTWENT FOartlION

The Authority supports this legislation in that it will permit the banking
community to participate in the Authority®s loan programs during these difficult times.

OATI COWUtSMONdn SWNATVIRt DATE
Bertram L. ~faanon. Executive Direct )r 2/5/88
OTHER AOENOU AFFECTED IT MU OOHETTTUENT OROUFO) AFFECTED IT MU
HONE Alaskan Banking Community
OROANUATKtWU. SUFFOHT FOR MU OROAHIEATttNAt OFFOMTTOH TO MU

Banking Communit None to very little; perhaps from individuals
g y fearing we are to soft on the banks.

F»CAIl IMFACT: C t NOw* O FISCAL NOTE ATTACHED

BAcxamxmouomATive intint

The Authority currently has a lav on its books vhich requires the Authority to cease
participating with a bank when over 27, of the loans purchased from that institution are

90 days or more delinquent (44.88.165). This lav vould repeal and reenact a nev lav to
allow more banks to be involved vith the Authority.

ANAIT3IlI OF MU/FROQRAM EFFECTS

Section- one of the bill addresses a problem in that existing statutes prohibits a bank
Sscmm participating in any of the Authority®"s programs if over 2X of its loans sold to
the Authority are 90 days or more delinquent. The new language provides that the
Authority will adopt regulations todescribe the circumstances under vhich it will
discontinue purchasing loans vhich will provide much needed flexibility to allov banks
access to the Authority"s programs. The bill further provides other remedies as
alternatives to discontinuance of purchasing Jloans that maybe set forth in
regulations. This bill vill allov greater bank involvement in the Authority"s programs
vhich should allov the public more access to credit.

AMENOWENTS FWOfOSED

FUAtt ATTACH A KFAAATI SHOT FOR ADOMOMAL COMMENT! OH AMALTM.

IMS



STATE OF ALASKA BILL VERSION:  CSSB 392 (Rules)
1988 LEGISLATIVE SESSION PUBLISH DATE: 2 =iX-
REQUEST) FISCAL NOTE
J?eYision Date:_ Agency Affected: AI0EA
Itle; An Act relating to the AIDEA BRU: Same as above

Sponsor Halford. Falks. Kelly, et al, Components: Same as above
Requester Senate Rules

EXPENDITURES 1 REVENUES: (Thousands of Dollars)

OPERATING

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

CAPITAL 0. 0- 0- 0- 0. 0-

REVENUE -0- -0- -0- -0- -0- -0-

FUNDING: (Thousands of dollars)

GENERAL FUND
FEDERAL FUNDS

OTHER
TOTAL 0- 0- 0- 0- 0- 0-

POSITIONS:

FULLTIME -0- -0 - —— S S
PARTTIME 1
TEMPORARY ‘

ANALYSIS: (Attach a separate page iFnecessary.)

Passage of this legislation wJ11 have no fiscal impact upon the Authority®s budget.

Prepared by: Bertram L. Waanon. Executive Director Phone: 274-1651
Division: AK Industrial Dev, and Export Authority (AIDEA)Date: February 26, 1988

Approved bv Commissioner _J. Anthony S m i t | ate:
Agency: Department of Commerce and Economic Development

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

0691D19/022688a



HOUSE JOURNAL March 2, I1fll

cm 3omi»)

COMMITTEE SUBSTITUTE TOR SENATE BILL NO. 392 (Rules) by the
Rules Committee, entitled:

"An Aot relating to the Alaska Induitrlil Develep*
nent and Export Authority, and providing for an
affactive data."

wti read tha flret tlma and referred to thi Labor 1 Comaeroe
and Judiciary Committoes.

SENATE BILL NO. 420 by Kartcuia, entitled!

"An Act relttlng to the curriculum vrequired in
public schools,™

was retd the first tlma and referred to the State Affairs
and Health, Education 6 Social Servlets Comittaes.

communications

A letter of diacloiure wa* received in accordance with AB
24.C0.070, and appeara in Houia Journal Supplement No. 21.

Tha following reports were received!

Alaiva Judicial Council

News Cameras 1in tha Alaska Courts!
Assessing tha Impact

January 1901

Department of Education
Basic Skills Farformanet of Alaska®"s Students
Achievement Test Result! for 19(4.1S;

19)5*46; and 1906-17

Univeriity of Alaska
Cooperative Extension Servlet
190/ Demonstration 6 Rtsaartk Report

Tha reports are on file in tht Speaker®s office.
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State of Alaska - Office of the Governor
BILL ANALYSIS - Alaska Industrial Development and Export Authority
Continuation of Analysis of Bill/Program Effects

When the limit was originally set at $500,000 it coincided with the SBA [limit.
Subsequently it has been learned that several other instrumentalities of the U.S.
Government guaranty larger loans and this would accommodate these. The purchase of the
guaranteed portion of these loans provides a secure investment of the Authority 3 funds
and at the same time assists the Alaskan economy.

Section two of the bill changes the method of calculating the interest on loans
purchased by the Authority that are guaranteed by an instrumentality of the U.S.
Government. Current law provides that the interest rate received by the Authority will
equal the Moody B Aa composite bond yield.

The SBA seta limits on the interest rates it allows banks to charge at 2 1/4% over New
York prime for a loan under seven years, and 2 3/4% over New York prime for a loan over
seven years. Recently these rates have gotten out of sync with the Moody"s rate and
makes it impossible for the Authority to participate in this program (i.e. the Moody"s
rate exceeds the SBA limits). It should be noted that at times during the period of
high rates in 19P0, "81, and "82, the Moody"s rate was as much as 7 1/2% below the SBA
limits.

This legislation corrects this problem by setting the rate at the lesser o (1) the
prevailing prime rate adopted by SBA, or (2) Moody"s Aa index or such other index as set
by regulation of the Authority. Additionally the Authority is given the ability to
utilize either of these indexes as fixed rates or floating rates providing greater
latitude to borrowers and banks. This language will provide the flexibility to once
again make the program attractive.

Section three of the bill addresses a problem in that existing statutes prohibits a bank
from participating in any of the Authority"s programs if over 2% of its loans sold to
the Authority are 90 days or more delinquent. The new Jlanguage provides that the
Authority will adopt regulations to describe the circumstances under which it will
discontinue purchasing loans which will provide much needed flexibility to allow banks
access to the Authority®s programs.
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FISCAL NOTE

REQUEST;

.. . AK Industrial Development
Revision Date: Agency A/Tected:and Export .Authority____
Title: An act relating to the Alaska BRU: Same aa aboVe-—————————— ——————— o
Induat. Devel. and Export Authority
Sponsor: Governor Components :.. il/A,

RGQUEStOI’:Author 'Ly Baaxd nf., THrfrtnrs

OPERATING FYy 88 FY 89 FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES
TRAVEL

CONTRACTUAL

SUPPLIES . \
BQUTPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL I $25.0 Mil $35.0 Mil~$40.0 Mil &A°.0  F$40.0 Mil

REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERALFUNDS

OTHER $25,0 Mil $35.0 Mil $4Q.0 Mjl 40. o M|I $40.0 Mil
TOTAL $25..n Mn  .$35.0 Mil |8)_||_|_|_

POSITIONS:

hULL-I LMii
PART-TIME
TEMPORARY $ 0 "

ANALYsis  (Attach a separate page if necessary)

SEE ATTACHED SEPARATE PAGE

Prepared by qutram h.. Wagnon.. Fxprutlvf Hirp.r.r.nr Phone : 274-1651
Division : ~.AK Tndustrial Dévelopment 4 Export Authority . Date;January IS. 1988

Approved by Commissioner: Date:
Agency: .
Distribution ( b‘y_ preparer):

Legislative Finance

Leglslatlve Sponsor

Requestor
Office of Management and Budget

Impacted Agency(ies) page of




State of Alaska

1988 Legislative Session

FISCAL ROTE
Page 2 of 2

ANALYSIS:

Section 1

Section 2

This bill increases the loan limits of the Authority from
$10.0 million to $25.0 million. The funding source is
bond proceeds derived from the sale of the Authority"s
general obligation bonds.

Changes 44.88.165 to allow the Authority to provide by
regulation when a bank will be restricted from submitting
credits to the Authority. Currently it provides that
when over 2% of a bank®"s loans sold to the Authority are
delinquent 90 days or more, they cease being eligible.






Date referred:

1/27/88 FURTHER REFERRALS: HESS
Finance
DATE
The Labor & Commerce Committee has considered HB 403
"An Act relating to insurance coverage for treatment of alcoholism or drug
abuse."
RECOMMENDS :
‘K*] replace with [ ] the same title
[ ] attached amendment(s) [ 1 a new title
; X] do pass
] do not pass
] no recommendation
] individual recommendations
] additional referral to the Committee
ADOPTS: [ 3 letter of intent
ATTACHES NEW FISCAL NOTE(s):
[ 1 fiscal impact [ ] same as previous fiscal note
[X] zero fiscal note published
[ 1 zero with analysis [ 1 same as previous zero fiscal

note published
RECOMMENDATIONS:




STATE OF ALAggA BILL VERSION: CSHB 403 (L&C)

1988 LEGISLATIVE SESSION PUBLISH DATE:  01/27/88
Revision Date: 02/22/88 (Ford) Agency Affected: Commerce & Economic Dev,
Tide: Insurance coverage for treatment BRU: Insurance

of alcoholism or drug abuse
Sponsor: Boyer Components: Public Protection
Requester:
EXPENDITURES /REVENUES: (Thousands of Dollars)

OPERATING FY 88 FY 89 FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0" ' 0.0 0.0 o e
CAPITAL 0.0 0.0 0.0 °° 0.0 0.0
REVENUE 0.0 0.0 0.0 0.0 °.° °.°

FUNDING: (Thousands of dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL 0.0 0.0 0.0 0.0 e e oo
POSITIONS: . L

FULLTIME 0.0 0.0 ° e 0.0 Irouu
PAP'-TIME

TEMPORARY
ANALYSIS: (Attach a separate page if necessary.)
Prepared by:  John L. George. Director Phone: 465-2515
Division: Division of Insurance Date: February 24, 1988
Approved by Commissioner: J. Anthony Smr Data:  February AS-, 1988
Agency: Commerce and Economic Development
Distribution (by preparer):

Legislative Finance

Legislative Sponsor

Requestor

Office of Management and Budget

Impacted Agency(ies) page of

DK/dg-10655K/022588a



1088 LECISLATIVE SeSsion

REQUEST:

FISCAL NOTE

Revision Dale:

Sponsor:

Requestor:.

Boyer

s

- IRV
EXPENDITURES/REVENUES:

OPERATING FY 88

PERSONAL SERVICES iz
TRAVEL

CONTRACTUAL

SUPPLIES ro. *
EQUIPMENT

LAND A STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING

CAPITAL 1-0-

REVENUE

s’ . o iim
v e
FUNDING: (Thousands of Dollars)
LB

GENERALFUND =

FEDERALFUNDS v
OTHER

TOTAL

POSITIONS:

FULLTIME
PART-TIME
TEMPORARY *

ANALYSIS :

(Thousands ofPollan)

FY 89 FY 90

_(V -n -

#47e 1 ev-vrWA

Jv* = * =

(Attach a separate page if necessary)
The enactment of HB 403 would have no direct f

Department of Health and. Social Services.

fa ff B AV VI I T

Prepared by: Matthew Ppliv

Division :

Approved by C'.nmissioner;

Agency:

Distribution (bﬁlpreparer):
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ASupplemental Benefits System
Group Health/Life insurance Benefits

DIVISION OF RETIREMENT & BENEFITS [Deferred Compensation Plan
Public Employers Social Security Contributions
PLEASE REPLY TO:

O P.O.BOX CR O 2600 DENALI ST. SUITE 401 S[EVE CO\/\PER, GOVERNOR

JUNEAU. ALASKA 99811-0203 ANCHORAGE, ALASKA 99503-2740,':ebr_uar 12 1988
PHONE: (907)465-4460 PHONE: (907) 277-7504 y ’

The Honorable Dave Donley

""hairman

House Labor and Commerce Committee
P.O. Box V

Juneau, AK 99811

Dear Representative Donley
Re: House Bill 403

This letter is iIn response to a question raised by Representative Boucher
during my testimony on HB 403 on February 9, 1988. Representative Boucher
wanted the cost of the alcohol®"sm/drug abuse coverage component in the
current State of Alaska group pi in for state employees. He also requested
what it would cost to implement the minimum level of coverage outlined in
HB 403 in the State group plan if it had no coverage for alcoholism.

The State"s carrier, Aetna, has stated that our current level of coverage
for alcoholism/drug abuse 1iIs costed at $3.50 per month per employee.
This equates to an estimated annual cost to the State of $504,000 or
approximately 1.2% of the current premium. If our current plan had no
coverage for alcoholism and implemented the coverage level outlined in HE
403, the monthly employee premium would increase by $1.75 or approximately
6% of the current premium. This level of coverage equates to an
estimated annual cost to the State of $252,000.

Representative Boucher also inquired about the claims volume of alcoholism
claims under the Statel* policy. We have requested the State"s benefit
consultant, Mercer-Meidinger, |Inc. to provide the dollar amount of
alcoholism claims over the past two years. The retrieval of these figures
requires special programming on their part since such statistics are not
normally retained for each component of the health plan. These figures
should be available in approximately three weeks.

Please contact me should you require any further information regarding
this bill.

Sincerely,

Robert F. Stalnaker
Acting Director

RFS/MBC/cam/111

cc: The Honorable H.A. Boucher
Representative
Alaska State Legislature

02-84LH Note: Please Include Your Social Security Number In All Correspondence & Requests Concerning Your Benefits.



To: Rep. H. A. "Red"™ Boucher
Rep. Walt Furnace

From: Linda Stewart”™"p>.
Roger Jenkins

Subj: HB 403 - " An Act Relating to Insurance Coverage for
Treatment of Alcoholism and Drug Abuse

Date: February 19, 1988

DISCUSSION

First, it must be clearly understood that alcohol and drug
abuse in Alaska 1is a serious problem that exists in
differing degrees within the rural and urban areas of the
state.

Second, we acknowledge that it costs the State of Alaska
approximately $170 million a year in alcohol and drug
related expenses, i.e., public assistance, foster care,
institutional care for children, accidents, 1injuries,
property damage, prosecution, enforcement, courts,
corrections, etc.

Third, we acknowledge there are a wide range social,
economic and various other detrimental, short and long-term
side affects caused by alcohol and drug abuse.

However, these are not the issues of HB 403. The problem of
abuse is the CORE, but is mandated insurance coverage the
answer?

Staff research shows that Alaska employers appear to be more
aware and concerned with abuse problems and are providing
this type of coverage over either dental or vision care.

Staff research shows that mandating these benefits will
accelerate a trend by employers towards self-insurance as a
means of avoiding the impact of the mandates, since at this
time, there is a legal question as to whether self-insured
plans must comply with most existing legislation.
Additionally, individuals and employers faced with the
increased costs of health coverages because of mandated
benefits may severely curtail or terminate their existing
group 1insurance programs.

There are presently 45 programs (SOADA) approved and
partially funded by the State of Alaska to treat addiction.
These programs serve approximately 20,000 clients per year.
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Composite results show that mandating coverage will have the
following affects:

35% of the sources indicated there was no measurable
premium increase in the plans they covered attributable to

the inception of mandated benefits.

11% of the sources indicated that they had experienced
premium increases in the 1-5% range in the plans they
covered attributable to the inception of mandated benefits.

50% of the sources indicated that they had experienced
premium increases in the 5-10% range in the plans they
covered attributable to the inceptionof mandated benefits.

3% of the sources indicated that they had experienced
premium increases in the 10-15% rangein the plans they
covered attributable to the inceptionof mandated benefits.

Presently, coverage is primarily for in-hospital patient
care or through a licensed physician®s program. These
programs are generally a 28 day hospital\physician program.

The social impact on a patient having to be away from the
job, family or friends for an extended time is often more
embarassing than the problem itself. In addition, the
social stigma of admitting to having alcohol or drug
problems is often more hard to handle than the abuse itself.

Staff believes that if insurance coverage applied to a
broader range of abuse programs, then those persons abusing
alcohol or drugs would be more inclined to seek
rehabilitation. An example of this 1is the Salvation Array
program. Presently, 1insurance carriers will not pay for
this program even though it is state approved and
certificated.

CONCLUSION

Staff does not believe that it is in the public interest to
mandate insurance coverage for alcohol and drug abuse. Why
should the many absorb the additional cost for the Tfew.
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RECOMMENDATION

Based on the facts presented herein, Staff believes that HB
403 should be amended as follows:

A. Insurance companies should be required to offer:
alcohol and drug abuse coverage as an optional premium
benefit.

B. Insurance companies should be required to allow
patient coverage to include out-patient care at any Tfacility
that is state approved and certificated.



Offered in the HOUSE

TO: HB 403

Page 1, line 22:
After "a" insert "group"
After "for"™ insert "major-
Page 3, after line 12:

Insert a new paragraph to read:

"(5)
or subscriber
care with potential

$10,000; or"

"major medical™

means a disability

contract that provides benefits for hospital

lifetime maximum benefits per

By Boyer

insurance contract,
and medical

insured of at Ileast

2/9/88



Page 4, line 12:
After "applies to"

Insert "group™

Page 4, line 14:

After "renewed"

Insert "on or"
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Abused Womerts Aid In Crisis (AWAI
» _Advocates foe Victims of Violence (AW
Aiding Women in Abuse and Rape Emergencies (AWAR
Alaska Women's Resource Cenler (AWRO: Arctic Women in Crisis gAWIQ;

Bering Sea Women's Croup r(BSWC); Emmonak Women's Shelter;

ON
Kodiak Womerfs Resource &Crisis Center (KWRCQ;
_ Maniitv] Regional Womens Crisis Program; MEN. Inc.
Safe & Fear-Free Environment HSAF ), Sitkans Against Family Violence tSAFV);

_ Southwestern Alaska Council for the
Prevention of Child Sexual Assault (SWACPCS?J;

AN D
) ) South Peninsula Womens Services tSPWS
Standing Together Against Rape (STAR): Tundra Womens Coalition (TW
Valley Womens Resource Center VWRO%

) Women in Crisis Counseling & Assistance (WICCA
130 Seward, No. 301 + Juneau, Alaska 99801 + (907)586-3650 Women in Safe Homes (WISH); Women's Resource & Crisis Center (WRC

POSITION.PAPEE
SUPPORT
MANDATORY INSURANCE COVERAGE FOR THE TREATMENT OF ALCOHOL
AND DRUG ABUSE

The Alaska Network on Domestic Violence and Sexual Assault supports
the —concept of mandatory insurance coverage for the treatment of
alcohol and drug abuse. While none of the literature on substance
abuse and family violence supports the existence of a direct causal
relationship between alcohol or drug use and woman battering and
child abuse, studies Indicate that chemical dependence is an
important factor 1in the frequency and severity of violence.

Men®s substance abuse PRIOR to marriage has been found 1in one study
to be a strong predictor of certain characteristics of family
violence IF it occurs 1in the marriage. These characteristics are:
— higher frequency of violence;
— more probability that alcohol or drug use is involved in the
most serious incidents;
— and long duration of violence in the relationship.

There is also research support for the observation that batterers
who abuse alcohol Inflict more serious injuries on their victims
than batterers who do not."

“9n  yet another study, 85% ofbatterers with chemical dependence
problems admitted that they were also assaultive when sober. ...it
seems clear that we cannot predict an individuals® violent behavior
by his alcohol consumption, either as a pattern or |In particular
incidents. However, these findings also suggest that battering is
even more dangerous if the batterer drinks at all, whether or not he
is intoxicated at the time of an incident."

In one study of battered women and alcohol abuse, the majority of
the women developed their problems with alcohol after being in F'n
abusive relationship for some time.

Finally, there is evidence that alcohol or drug use by a batterer
increases the potential that the violence will end in death.

In 1light of this research, the Network feels strongly that the
availability of substance abuse treatment should be Increased and is
an important aspect of assisting families where there is violence.

(Research excerpted from an address presented by Melissa Eddy at the
Sixth Annual Texas Council on Family Violence Conference, October

28, 1987, Austin Texas.)
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STATE OF \L/C ~ BIli /ERSION: SB 363
1988 LEGISLATIVE SESSION PUBLISHDATE: 1/22/88
FISCAL NOTE
REQUEST:
Revision Date: Agency Affected: commence & Economic Dev.
Title: Tnsiiranr.p coverage for treatment bru: Insurance

of alcoholism or drug abuse
Sponsor: Binkley, et al.
Requestor: Senate HESS Ccmmitte

EXPENDITURES/REVENUES:  (Thousands ofDollars)
OPERATING FY 88 FY 89 FY 90 FY 91 FY 92 FY 93
PERSONALSERVICES

TRAVEL
CONTRACTUAL
SUPPLIES
ERUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELCANEQUS

TOTAL OPERATING -0- -0- -0- -U- -U- -U-
CAPITAL T n- Q- L
REVENUE -0- -0- -0- -0- -0- -0-

FUNDING: (Thousands of Dollars)

GENERALFUND

FEDERAL FUNDS

OTHER

TOTAL -0- -0- -0- -U- -U- -U-

POSITIONS:

FULL-TIME 9. -0- -0- 0 0- 0

PART-TIME -0- -0- 0- 0 -0- 0

TEMPORARY - IL- 0 0- 0

ANALYSIS :  (Attach a separate page if necessary)

There 1is no fiscal impact to the Division of Insurance.

Prepared by:  John L. George, Director Phone: 465-2515
Division : Insurance N,..,.— 1/29/88

Approved by Commissioner:
p@@ngy Commerce & Economic Development 7

Distribution (bz preparer).
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Requestor
Office of Management and Budget
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FISCAL NOTE

REQUEST :

Revision Date: Agency Affected: Department of Adninistration
Title: An act relating to insurance BRU: Retirement and Benefits

coverage for alcoholism.

Sponsor: Binkley Components : Retirement and Benefits
Requestor:

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FYy 88 FY 89 FY 90 FY 91 7 FY 92 FY 93
PERSONAL  SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPVENT 0 0 0 0 0 0
LAND 4 STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
total Operating 0 0 0 0 0 0

CAPITAL 0 1 0 0 0 0 1 0
REVENUE o 0 0 0 0 1 0
FUNDING:  (Thousands of Dollars)
CENERAL RUND 0 0 0 0 0 1 0
FEDERAL. FUNDS 0 0 0 0 o 1 0
OTHER 0 0] 0 0 o1 0
TOTAL 0 0 0 0 01 0
POSITIONS: 0 0 0 0 0 0
FULL-TIVE 0 0 0 1 0 0 0
PART-TIVE 0 0 0 ! 0 0 0
TBVPORARY 0 0 o1 0 0 0]

ANALYSIS: (Attach a separate page if necessary)

Since the State already provides this form of coverage, there is no
anticipated increase in the division®s budget requirements or the State”s
health insurance premiums resulting from this bill.

Prepared By: iforMM~Nsta™k™r Phone: AGS-AA70
DiViISiOn : Retirerent ad Benefits Date: February 1, 1988
Approved by Commissioner: John M. Andrews Date- P/tF

Agency: Department of Administration

Distribution (by preparer):
Legislative Finance
Legislative Sponsor

Requestor
Office of Management and Budget
Impacted Agency(ies) Page 1 of _1i

Rev: 1/11/87 9/6K5/020187-03/142



POS‘T‘ON PAPER/fOepaI'tment Of |’ch &Social Services

POSITION PAPER
<FOR

HOUSE BILL NO. 403

“"An Act relacing to insurance coverage for treatment of
alcoholism and drug abuse.™

Passage of HB 403 would require providers of health insurance
to induct treatment for drug and alcohol abuse uith benefits
of at least $7,000 over two consecutive years and lifetime
benefits of at least $14,000. Benefits would be adjusted
annually to correspond to the consumer price index. Insurers
could not require higher deductibles for the cost of this
treatment than for other types of coverage. not require
prenoification of treatment, a second opinion concerning
treatment, a specific form of treatment or Ilimit coverage to
either an inpatient or outpatient basis. Insurers could not
exclude coverage for medical or psychiatric evaluation,
activity or fTamily therapy, counseling, or prescription drugs
or supplies received at an approved treatment facility.
Insurers may not deny coverage for the sole reason that
treatment was not completed. A definition is provided for
alcoholism and drug abuse. Approved treatment facility is
defined as treatment in a facility approved under AS

47 _.37.140 (Uniform Alcoholism Intoxication and Treatment
Act.) Treatment would include both inpatient and outpatient
services. The effective date on HB 403 is January 1, 1989.

From a public health and public safety perspective alcoholism
and drug abuse seriously impact the lives of many Alaskans.
These substances contribute to the alarmingly high state

rates of accidental personal 1injury and death. Alaska ranks
consistently among the leading states in the per capita
consumption of alcoholic beverages. This high level of

consumption places Alaskans at risk for related illnesses
such as cancer, infectious diseases, and diseases of 1ihe
liver and pancreas. Living in an alcoholic or drug abusive
home can also contribute to a variety of stress related
disorders among TfTamily members.

Like many preventive approaches to public health problems,
the cost versus benefits achieved with the passage of HB 403
will be difficult to measure. However, evidence exists that
alcoholism treatment costs can be offset by a reduction 1in
overall health care costs within two to three years following
the initiation of treatment.



Holder and Blose studied the impact of alcoholism treatment
on health care utilization and costs for health insurance
enrollees under the Federal Employees Health Benefit

Program U) Their results indicated that monthly health care
costs for families with an alcoholic member uere almost twice
as high as health care costs for fTamilies uith no aparent

alcoholic member. The results of the study showed that
following the initiation of alcohol treatment, the health
care costs of alcoholics declined significantly. Total

health care costs averaged $294 per month during the six
months following the initiation of treatment, but only $194
per month by the third post-treatment year.

Another study, bv Holder and Hallan (2) of public employees
in California, yielded similar findings, and a five-year
follow-up of 90 families of alcoholics showed a reduction in
monthly medical expenditures of $72. per person, bringing
them to the same level as a comparison group of non alcoholic
fami lies.

It has been suggested that following the passage of HB 403,
employers®™ health 1insurance premiums could increase. tle are
unable to determine the validity of this claim. However,
even though claims may increase 1initially, and we recognize
that this may cause some hardship on some employers, evidence
suggests that alcohol and drug abuse coverage decreases the
use of benefits for related medical conditions thereby
offsetting premium increases 1in the long run.

Many of the alcohol and drug abuse treatment policies
currently in effect 1in Alaska only cover treatment which 1is
provided in a hospital or bv a physician. HB 403 provides
for treatment in all programs approved by the SOADA under AS
47 .37.140. This provision would make current drug abuse and
alcohol coverages more cost-effective by allowing treatment
in settings which are less expensive than those provided by
physicians or hospitals. This would result 1in greater access
to service and make all coverage more cost-effective.

Presently, 34 states have similar legislation. Under the
duties of this department®s Office of Alcoholism and Drug
Abuse (SOADA), AS 47.37.040(16) mandates that the SOADA shall
“encourage all health and disability 1iInsurance programs to

include alcoholism as a covered illness.” At a November 1987
meeting the Review Board on Alcoholism and the Advisory Board
on Drug Abuse passed the following resolution: "Resolved

that: The State of Alaska should require that medical
insurance policies should be required to reimburse for
alcoho 1ism and drug abuse treatment services 1including those
that are state approved."



HB 403 -3 -

The Department of Health and Social Services 1is supportive of
the approach and intent contained in HB 403.

1. Harold Holder, Ph.D. and James Blose, MPP. A lcoho lism
Treatment and Total Health Care Utilization and Costs.
JAMA." SeptemFir"™ Y9'. 1988.~vol. 2537WTT1-————----——-

2. Harold Holder. Ph.D. and Jerome Hallen, Dr.P.H., Medical
Care_and_ A I coh olism Treatment Costs and Utilization; A-
Five Vear Analysis of the California Pilot Project to
Provide Health Insurance Coveraqe for Alcoholism,
National Institute on Alcohol Abuse and Alcoholism,

(Contract ADM 291-79-0008), December 1981

Myra fl. Munson Date

PP-HB403



STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE

REQUEST:

Revision Date: , ”
Title: "An Act relating to insurance cover-

age for treatment of alcoholism and drug abuse.™

Sponsor: Boyer
Requestor:

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING FY 87 FY 88 FY

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND A STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL |

REVENUE

FUNDING:
GENERALFUND
FEDERAL FUNDS

other

TOTAL

(Thousands of Dollars)

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS :

The enactment of HB 403 would have no di
Department of Health and Social

(Attach * separate page if necessary)

hve
y* ATHhoTrsTTnd"Drug™ifee
Approved by Commissioner: 7U.

Agency:

Matthew Felix by George Mundell

Bill Version: House Bill No. 403
Publish Dale :
Agency Affected: Health & Social Services

rrii- Alcohol & Drug Abuse Services

Components :—

89 FY 90 FY 91 FY 92

rect fiscal impact on the

Services.

586-62011 $
“r71788-

Date: SJf )

w ™*
N

Distribution (b'%_preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agenyfies)
Senate Secretary



ISSUES

MANDATED GROUP HEALTH INSURANCE
FOR

ALCOHOLISM AND DRUG ADDICTION

THE NEED
Alcoholism and drug addiction are primary diseases that kill thousands
of Alaskans each year. Addiction 1is, however, eminently treatable and
there are 45 programs approved and partially funded by the state to
treat addiction. As many as 35% of the employed patients seeking
treatment in Alaska find that they have no insurance coverage or sadly
inadequate coverage to pay for the costs of necessary treatment. They
are left with borrowing money or returning to their addiction until

they become unemployable and seek public support.

The intent of AS SB 363 1is simply to recognize chemical addiction as a
disease that deserves the same consideration in group health insurance
policies as cancer, heart disease and other common illnesses. The
bill sets minimum levels of reimbursement for treatment and mandates
the same safeguards for treating alcoholics and drug addicts as the
insurer provides for victims of other diseases. The long term impact
on the insurance industry should be a cost savings since a) studies by
insurers (i.e., Philadelphia Blue Cross, California blue Cross) have
shown that untreated alcoholics and their families use as much as 10
times the amount of health care services as the norm and b) other
studies (i.e., National Council on Alcoholism,. U.S. Health and Human
Services) reflect that 33% of general hospital beds are filled with

patients being treated for illnesses directly related to addiction.



Expected Pro and Con Arguments

Con

State should not mandate
insurance coverage.

Mandate will not affect policies
written out of state.

Mandate actually shows favoritism

for alcoholism and drug addiction.

Mandate costs too much.

Mandate will increase costs
of State employee coverage.

Mandate will increase out of
state hiring.

Pro

State already mandates coverage
for newborns as well as

mandatory payment to a wide

range of providers. Neither

insurers or employers, due to

collective denial, will add

addiction coverage without

mandate.

26 states already have
mandates (including Washington
and Oregon). In the
experience of 7 other states,
large numbers and self-
insurers use law as guidelines
in establishing a standard for
their employers and
subscribers.

Proposal would simply begin to
give parity to addiction
treatment in health care
plans, other common 1illnesses
carry much higher reimburse —
ment levels than those in the
bill.

Historically, only 1/2 of 1
percent of subscribers having
coverage actually use
coverage, average premium
increase in 7 states is 4%,
often much less (e.g., blue
Cross of Washington requested
2.5% increase after enactment
of Washington regulations).
We already pay 170-200 million
dollars a year 1in costs due to
untreated alcoholism.

IT bill 1is adjusted, the
coverage for inpatient
treatment could drop to 7,000
from an unlimited amount right
now. There should be a cost
savings if this occurs.

Blatantly emotional, obstruct—
ive argument. The 1issue 1is
not large enough to cause a
ripple in this area.



Some Actual Cases (Fictionalized Names)

Donna K., 16 years old, brought to treatment after suicide attempt and

long drug and alcohol addiction. Parents insurance contract
would not reimburse for inpatient treatment despite clear need
for same. Patient maintained on an outpatient basis while

parents seek money for inpat ®nt stay.

Charles T., 35 years old, arrives for treatment admitting addiction
has caused him to miss 40 days of work and estrange family.
Insurance plan allowed only $2,000 of coverage with 40%
copayment. Discouraged, he has continued and drinking and has
lost his job.



Iffect of Mandated Dru

Alcohol, ar
Benefits or
Insurance Premiums

ARBARA BROWNE
AYMOND
usant.McLaughlin
YNTITA D.WA(?NER,CLU

here exists within the health
care sector a considerable
controversy over the issue of

O oo

how to megt the costs of pro-
viding care for mental illness,
alcoholism, and drug dependency. A

F.BROWNE, CLU, ChFC

mat,msup, EdD

lude centin minimum benefits for

mental illness, alcoholism, and dru

01 iSSUe in this debate is the trend
érds legislative mandates to in-
c

ependency in insurance plans o
fered by insurers and health mainte-
nance organizations. At this writing,
over twenty states mandate some form
of these benefits and such legislation
IS under consideration in a number of
other states.

There is significant reluctance on
the part of many insurers and health
maintenance ofganizations to em-
brace_any form of mandatory bene-
fits. The insurers and health main-
tenance organizations have eeressed
the belief that provision of such bene-
fits should be the choice ,of the indi-
vidual or group purchaser. ,

The care providers for such ill-
nesses. and other advocates of such
care, contend that the social stlﬁma
and general denial systems of these
ilnesses prevent a groundswell of de-
mand for such benefits by the public.
They further contend that employers

0 are aware of this public percep-
do not feel meaningful pressures

to voluntarily provide or expand bene-

of this nature.
qal_nst this background, a chorus
of claims and counterclaims has

Journal of American Sucicty  CLU si ChFC. Jjrnunr. bM7

P

arisen from both camps. Central
among these claims are’ four issues
which this report attempts to explore.
They are: ,
(12 A number of insurers and
health maintenance orgamz_anons
claim that mandatln?, enefits for
mental illness, alcoholism, and drug
dependency will dramatically in-
crease premium costs for health care
ﬁrotectlon and be disruptive to the
ealth care delivery system. .
(2) Some insurers and health main-
tenance organizations indicate that
mandatmg ese benefits will acceler-
ate a trend by employers towards self-
Insurance as a means of ay0|d|n? the
impact of the mandates, since at this
time there is a legal question as to
whether self-insured plans must com-
ply with most existing legislation.
(3) Many insurers and health main-
tenance organizations also contend
that individuals and employers faced
with the increased costs of health cov-
era?es because of mandated benefits
will severely curtail or terminate their
emstmigroup insurance programs.
=4) A number of providers of care
o™ mental illness, alcoholism, and
dependency claim that mandat-
such benefits will lead to signifi-
ntl?/_ increased utilization of “such
benefits. While concedln? that this in-
creased usage may result in modest
increases in costs for such Protectlon,
they contend that there will be an off-
setnsavings through less general med-

I ical and hospital services utilization.

74

d Mental Health
Group Health

It is the purpose of this paper to ex-
Plore these four issues by reviewing
the actual health insurance experience
in six states which have had mandated
benefits in some form for a period of
time. The six states reviewed in our
report dl€ Arkansas.. Connecticut.
Maryland. Massachusetts. Oreaonl
and Wisconsin. These states were se-
lected for their many diverse charac-
teristics_to provide balance to the
report. They differ in region, popula-
tion. economy, and other important
social measurements. Their mandat-
ed benefits were incepted at different
points in time and differ widely in
structure.

M ethodology

_The relatively short period of time
since Wisconsin enacted the first
mandated health insurance Ie?lslatlo_n
in 1972 has made it difficult to obtain
hard data on claim experience on
mental health, alcohol, and drug
claims in post-mandated bencot peri-
ods as contrasted to prc-mandaicd
benefit periods. In the absence of such
data, we conducted our study hv eon-
tactinc sources located in the'six sti dy
states'who had been actively mx
in the.prlcm?, administrutic
marketing of farge numbers t ,
health insurancé plans during .
pre-mandated and post-mandated
periods. No individual coverauc ex-
perience winy “udied.

A total of thirty-one sources were




odologies vary among companies.

GAAP accounting also usually ac-
companies return on equity calcula-
tions. Thus, stock Insurers’that have
used GAAP prlmarll){]fo_rexternal re-
portln% (Purpose_s are having to extend
and modify their systems for internal
reporting.and many mutual compan-
les are being introduced to GAAP for
the first time. Bg necessity, the finan-
cial officer has been heavily involved
In the implementation of these exten-
sions of GAAP.

Conclusion

These are but a few examples of
how demands on the life insurance fi-
nancial officer have greadg expanged
In recent years as concerns regarding
profltablll% and solvency have in-
creased. These demands will con-
tinue to expand. at least over the short
term, as the Industry continues to ad-
just to the new environment,

(UR Code No. 4400.00/4000.00)J

Sfephen \W. Forbes ||s senior vice é)résmen}
or LOMA's Financia| Planning and Contro
Division. He has éaubllshed over 20 artides
on Insurance an ha]s Won nUMerous re-
search awards. He holds a PhD in Business
and Aﬁ)ﬁh?d Economics from the Universit
%I oSv sylvania where he was a Huebner
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Impaired Risk Undgrwriting
Financial Underwriting

Successful results in this big commission, big
premium market involve

* the art

the science

the expertise

the large sales volume _

the back up of nationally known insurance
companies

First Northern Consultants, Inc.

life Insurance brokerage services, has It all!

and...we can deliver S20 million face
amount without reinsurance on one exam
and usually no treadmill!

For your next big case (or the one you're working on
right now), call on

gSc First Northern Consultants, Inc.

the nationally acknowledged Jumbo case experts

g

¢jSc¢ First Northem Consultants, Inc.
LIFE INSURANCE BROKERAGE SERVICES

SIDE. Superior St~ Uiiltilli. viisdiizi “ied .
DULUTH UIH/7-p*411L:1 ™ MINNEAPOLIS nif* M riia.lt
OMAHA Itt/:uri IKitw
CONTACT ME IMMEDIATELY!
« SEND INFORMATION ON YOUR SERVICES

NAME .
COMPANY.

ADDRESS .
CITY. _STATE. AP,

PHONE . JIKSTTIMETOCALL.



... Insome state
mandated benefits in all g

contacted. All of the sources resPond-
ed. These sources administered
84.500 plans in the study states cover-
ing a total of 8.822,100 participants.
The sources have access to very sig-
nificant data from both a quantitative
and qualitative standpoint. The maﬁr
carrier resP_onded in each state. The
largest national anate carrier re-
sponded in each state. A national ac-
tuarial consulting firm resPonded for
all states. A large national employer
with locations in five of the six states
responded for those five states. The
balance of the responses were from
major group insurers and indepen-
dent agents located in the states stud-
ied. The respondents’ answers were
recorded exactly as given: however, it
is obvious the respondents tended to
round their numerical responses.

We have utilized data on mandated
legislation that is aged for several
years. This was done to present a
mandated benefit structure for each
state_that would track as closely as
possible with the period studied. The
period studied was from the effective
date of the mandates to a point thirty-
six months after the mandates became
effective. There may well be differ-
ences in the mandated benefits illus-
trated in the study and some legisla-
tion now mE)Ia_ce. _ _

Certain clarifications as to termi-
nology are important. In questioning
the experience of the respondents as
to cost history, the respondents were
asked not only if premiums increased
but if premiums would have de-
creased in the absence of the mandat-
ed mental health, alcohol, and drug
dependency benefits. This is impor-
tant because respondents indicated
some leveling of costs in recent years
due to cost containment programs.
We are also aware that it might not be
desirable politically or from a mar-
ketlngi standpoint for an insurer to ac-
knowledge cost increases for mandat
ed benefits. It would not be difficult
for the insurer to make internal rate
?djulstments to reach desirable pricing
evels.

Ie?islation requires ingl
Oup INsurance provide

In regard to “ mandated benefits,"
the term has a different meaning In
different states. For example, in some
states Ieglslatlon requires inclusion of
the mandated benefits in all group in-
surance n-ovided in the state. In other
states, the insurer or health mainte-
nance organization must provide the
benefitasan option for anemployer to
elect. In yet a third arrangement, an
emploYer has the option, b{ written
refusal, to waiver the mandated bene-

its.

It should be noted as a point in in-
terest, there are many other mandated
benefits that do not deal with mental
iliness, alcahal, or drug abuse issues
which are in place in the states we
studied, _

t should be noted that in access-
mg the move from insured to
self-insured health plans by em-
ployers. we measured the move-
ments that were solely attribut-

able to mandated benefits or where
mandated benefits were the major

causative factor in the responden

view. This is important because there
are two points to consider in evaluat-
ing the movement of plans from in-
sured to self-insured status. The first
point relates to the size of the group
Involved. The respondents indicated
that a group of less than 100 partici-
Pants was not generally $ppropriate
or self-insurance. This fact has par-
ticular significance in that the number
of employers with less than 100 em-
ployees generally significantly out-
numbers thosr employers with more
than 100 employees. The second
Pomt is that mandated benefits are on-
y one of the reasons, according to re-
S (%ndents. that such plans change
status.

Table One .
Mandated Benefits in Place
During Period Studied

Arkansas o
Drug—No benegfits in legislation
during Rerlod studied,
Alconol—No benefits in legislation
during period studied.

Mental Health—There are no mini-
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the

e e f t (

mum benefits specified for inpatient
treatment. Reimbursement for ser-
vices in a licensed outpatient psychi-
atric center on a par with those for
health care services in a hospital.
Minimum for hoth inpatient and out-
patient of 54,000 per Year. Employer
must sign waiver to delete these bene-
fits from coverage.

Connecticut .
Drug—There were no drug benefits
during'the period surveyed. ~
Alcohol—For Group and Individ-
ual plans the benefits provide tor 45
days inpatient coverage in a hospital
or residential facility. = _
Mental Health—Inpatient benefits
Prowd_e for at least 60 days full hospi-
alization or 120 sessions of ﬁartlal
hospitalization in a hospital (whether
or not operated by the State) in anv/-
calendaryear. _ I
Outpatient benefits provide a de-""-
ductible on a par with that for other
ilnesses. 50% copayment with man-
dated maximum benefit of up to
51,000 in any calendar year. Avail-
ability of additional benefits, up to a
maximum of $1.000 at option of
group policyholder with deductible or
copayment ‘provisions on a par with
those for other illnesses.

Maryland,

Drug— Inpatient “henefits cover 21
dQYS; there 15aS1.000 outpatient ben-
efit with 80% copayment.

Alcohol—For Group plans only,
the benefits provide 7 days detoxifica-
tion: 30 days residential: 30 outﬁa-
tient visits for at least S1.000 with a
lifetime limit of 120 inpatient days
and outpatient visits combined.

Mental Health— Inpatient benefits
provide at least 30 days full hospital-
Ization inany calendar year or benefit
period. Mandates optional availabil-
ity for partial hospitalization. Where
a patient lives at home part of the nmi»
and spends .some time in a treatment
program. . :

Outpatient benefits provide copay-
ment of up to 50% of the benefits pro-
vided for other types of illness.



~_ Massachusetts _
Dnig—There were no drug benefits

during'the period surveyed. ©
Alcohol—For Group and Individ-

Table Two
Study Results—By Individual States

ual plans and Health Maintenance Or- Insured-
8an|zat|ons_the beneﬁtsgrowdeforSO States and o Self- Plans,  Offsetting
ays inpatient and S500 outpatient Plans Surveyed  Increase inPremium  Insured  Terminating Cost Reductions
Covera%e. . _ Arkansas None 0 None None  None - 33%
Mental Health—Inpatient benefits Croups—6.420  15% - 0 Significant 0
provide at least 60 days foil hospital- Participants 5-10% - 100% Tooearly
Ization in a licensed/accredited pub- 619.700 10-15% - 0 todetermine - 67%
gﬁ/ arrlva;[grm%rg[naéfncs)sglntgl Ilir;n%{]gti%%t Connecticut None 5% None None  Nong - 40%
yeal. : Groups—16,400  1-5% - 25% Significant - 20%
ongptar\{wthttgose ff_(tJrother_allnessei. Partlcguants 5.10% - 0 Too early
utpatient benefits provide up to i 150 - ine - 409
500 per year for services furnished 165,000 10-15% ! todetemnine - 40%
by a comprehensive health service or- Maryland None 42% None None  Nong. - 29%
ganization, a licensed/accredited hos- Croups—13.750  1-5% - 0 Significant - 0
pital, an approved mental health Participants 5-10% - 58% Tooearly
center, and othe_rrr?efntal_chn:jcsorda% 1.295.600 10-15% - 0 todetermine - 71%
C i servces of sonices prg:/elgg% Massachu None 40 None  None  None. - 1o
a licensed psychotherapist, psy- Egﬁt : 3 48”’ %g”ég‘r’f‘m -0
chologist, or%mmal social worker. 10-15% - 20r todetgrmine - 250
regon
[ug—There wert no drug benefits None 3 None None  None . 33%
during the period surveyed. -ps-1060  15% - 0 Significant - 33%
Alcohol—For Group plans only, Participants 5-10% - 67% Tooearly
the benefits provide for $6.000 per 822.400 10-15% - 0 tocetérmine - 34%
24-month treatment period with mix _
of npatent, residential, and outpa.  HRENSR ) MR B g, o N AR O
i i —J. =/ -0070 - 0
tient and with usual copayments and Up ModcsL120 T(?O early

deductibles. _
Mental Health—General: Maxi-
mum overall ben.efltofuP £059.000 in
any 24-consecutive month period (un-
less payments are for both chemical
dependency, mclude alcoholism, in
which case an overall benefit cap of
56.000 may be applied.) Deductibles
and copayments on a par with those
for other ilnesses. o
Except as noted above, inpatient
benefits provide for not less than
§7.500 in any 24 consecutive month
period for full'hospital or other health
?vided_boih statistical

) Some 22 sources E)r
| and background mnrormation,. A pumber
organizations.had sources rePoang Inmore
lhan'one state. One source omitted a %estgnn
Uue to premium trackin mfﬁculta. Further ge-
talls Jegardmg% this s}t]u re avallable to Inter-
ested r&aders Trom the authors.

Participants 5-10% - T75%
755.000 10-15% - 0
faciiity within the dollar iimit for in-

patient. _

Except as noted above, outpatient
benefits provide not less than 52,000
inany 24 consecutive month period.

Wisconsin

qu?—For Group plans only, the
benefits provide 30 days inpatient
coverage and the first S500 of outpa-
tient treatment.

Alcohol—For Group plans only,
the benefits provide 30 days of inpa-
tient coverage: and the first S500 of
Outpatient coverage. _

Mental Health—Inpatient benefits
provide at least 30 days full hospital-
ization in any calendar year in ap-
Broved public or private hospitals.

enefits on a par with those for ether
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todetermine - 22%

ilinesses. Partial hospitalization in-
Cluded under outpatient coverage.

Outpatient coverage provides not
less than $500 in any calendar year,
including partial hospitalization.
(State may adjust the dollar limit ev-
ery two years.ﬁ Benefits on a par with
those for other illnesses.

Summary

Composite Results for All
Sources o

(1) 3555 of the sources indicated
there was no measurable premium In-
crease in the plans they covered attrib-
utable to the inception of mandated
benefits.1 o

11% of the sources indicated that



0 O Without exce Stlgn the resRondents indiﬁ]ted her? h%%ll’oeen

no Ci)gm telr)mln tions due to mandated mental healtn, alco
and drug benerits.

they had experienced premium in-
creases in the 1-5 % range in the plans
they covered attributable to the incep-
tion of mandated benefits.

50% of the sources indicated that
they had experienced premium in-
creases in die 5-10% range in the
plans they covered attributable to the
Inception”of mandated henefits.

3% of the sources indicated that
they had experienced premium in-
creases in the 10-15% range In ne
plans they covered attributable to the
Inception of mandated benefits.

(2? 98% of the sources indicated
there had been no change from in-
sured to self-insured status due solely
to the mandated henefits in the plans
which the?; administered,

2% of the sources indicated chang-
es fiom insured to self-insured status
due solely to the mandated benefits in
the 3plans which they administered.

(3) None of the sources in our
study states indicated that there had
been any plans terminated due to the
implementation of mandated benefits.

(4) 14% of the sources indicated
they had experienced measurable cost
reductions in other areas since the im-
plementation of mandated benefits in
plans which Rrewously did not offer
coverage in the mandated benefit aJ-
eas or offered limited coverage in
those areas. o

43% of the sources indicated there
had been no offsetting cost reductions
in other coverage areas since the in-
ception of mandated benefits. _

43% of the sources indicated that it
was too early to determine if there had
been savings in other coverage areas
?_ltnce the inception of mandated bene-
Its.

Observations

The composite figures indicate a
consistency of response throughout
the six states studied despite "their
aforementioned differences.
Premium Increases

We found no dramatic premium in-
creases in the states studied due to
mandated mental health, alcohol, and

drug benefits. Some respondents in-
dicated that a reason for this was that
aIthou%h individual claims for the
mandated benefits may be significant,
the number of claims for these bene-
fits as a percentage of the total claim
exposure was not significant in their
experience. Another reason given for
the moderate premium increases is
that many plans already had benefits
mCPIace for mental health, alcohol,
ana drug abuse which approached
equaled,” or exceeded the mandated
benefits. The major carrier reported
premium decreases in two states after
mandated benefits were enacted. We
believe it fair to assume that in many
cases the premium increases indi-
cated were the result of prospective
rate increases by the insurers as op-
Posed to rate adjustments hased on ac-
ual experience. The respondents, in
Iarge numbers, indicated they simply
had no hard claims figures on the
mandated benefits being studied. It is
interesting to note that a major carrier
estimated claims made for ‘substance
abuse (not including mental health{
were less than one-halfofone percen
oftotal claims. Another area not dealt
with in our study but of considerable
interest is the effect of costs occa-
sioned hy the involvement of family
members in the treatment of sub-
stance abuse patients. It has been indi-
cated that health care providers seek-
ing reimbursement for family ser-
ViCes are.assigning nervous or mental
health dla%nosls such as "adolescent
adjustment disorder" or "stress" to
the family members &Smence Man-
agement Technology Study 1981.)

rend to Self-insurance

The two Percent of the respondents
reporting plans changed solely due to
mandated benefits indicated only five
plans were actuall changed. The re-
spondents reported a modest trend to
self-insurance in plans of over one
hundred lives: however, reported that
mandated benefits were a minor con-
sideration in that trend. Cash tlow.
plan design flexibility, and elimina-

77

tion of premium taxes in states where
they exist, were cited as the main rea-
sons for the movement to self-insur-
ance. Future legislative efforts at the
federal level could impact on this area
if* qualified plans" were dealt with in
regard to mandated benefits as con-
trasted to the current state approach
which deals primarily with Insurers
?_nd health maintenance organiza-
jons.

Plan Terminations

~ Without exceﬁtlon the respondents
indicated there had been no plan ter-
minations due to mandated mental
health, alcohol, and drug benefits.

Offset Savings

~ No conclusion as to whether mean-
ingful offset savings had been experi-
enced could be reasonably deter-
mined from the sources' responses..
The respondents differed more on thif
question than any other. It was inter-
esting to note that those sources re-
pr'[InH offset savings were associated
with the administration of plans with
large numbers of ﬁartlm ants. These
respondents note that outpatient costs
had increased with utilization after
mandates, however, inpatient costs
had decreased and the total of outpa-
tient and inpatient costs had de-
creased. A reason cited for this result
was that many partl_ui)ants no longer
had to enter & hospital in order to Te-
ceive benefits for mental health, alco-
hol. or drug abuse. Another factor to
be reckoned with over time is the shift
In costs_resulting from previous mis-
dla%nosm of drug, alcohol, and men-
tal health claims. It is not uncommon
for the family physician to label these
clairss differently inorder to allow the
patient to avoid stigma and discrimi-
nation. and to obtain reimbursement
where none is provided under drug,
alcohol, or mental health,

(I/R Code No. 3250.00)J
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Barbara Brown*isan niTlcrrin Th* Brm»nr—
Company, a Wa.shinEton-ha.vtd national in-
surance and lax planning firm. Prior to her
association with the firm. Ms. Browne was
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Office Manager for Aetna Life and Casu- sive,Be,nefit% Service Co.. Inc. Prior to this Insurance." Final Report to the National Insti-
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Cynthia D. Wagner received her BAin Eco- ~ Gedrge Washington University. July.” 1979,
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State Democratic Party
February 6, 1988

WHEREAS alcoholism and its effects on families, the workplace and
communities has recently been the focus of the numerous news
reﬁorts in ﬁnchorage Daily News and Newsweek magazine, among
others; an

WHEREAS the Governor's Interim Commission on Children and Youth
(GICCY) has issued their final report which recognizes that youn
children and adults are at risk of family violence and abuse; an

WHEREAS children of alcoholics and drug abusers are at risk and are
also prime candidates for substance abuse themselves,and

WHEREAS the GICCY report recognizes that there are waysto deal
with substance abuse through education and treatment of the abuser
as well as the members of dysfunctional families; and

WHEREAS the state of Alaska spends millions of dollarsa rearon the
impacts of substance abuse.through such programs as, Public
Assistance , Medical Assistance, Foster Care, and the State Office of
Alcohol and Drug Abuse, as well as increased costs for the
Department of Public Safety and the Court system; and

WHEREAS thrity-four states already provide for either mandated
insurance coverage or required offering of insurance coverage for
alcoholism and drug abuse treatment; and

WHEREAS the costs and effects of alcohol and drug abuse on the
residents of this state are very high, and it is important to all
Alaskans that there is an easy method for people currently covered
by health insurance to seek treatment;

WHEREAS without insurance, treatment is often put off or never
obtained;
Therefore

BE IT RESOLVED that the Alaska State Democratic Party supports the
enactment of legislation requiring health insurance companies to
provide coverage for the treatment of”alcoholism and drug abuse.

wo* / :ilheS5
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Select ed Alaska Subst ance Abuse Facts

OFf the 260 drug arrests 1in 1985 cocaine uas involved 1in
176. 57* of those arrested uere retailers fTolloued by
distributors, users, and wholesalers.

Alcoholics have a 30 times greater risk for suicide; 807:
of successful suicides are alcoho l-related. Alaska had
95 suicides iIn 1985.

In 1985 the equivalent of 4.35 gallons of absolute
alcohol wuas sold per person over age 21 1in Alaska. The
U.S. average, rate is 2.52 gallons per person.

58 traffic fatality accidents in 1985 resulted 1in 69
alcohol-related fatalities. Each fatality 1is calculated
to cost S306,000. uhich results iIn a total cost of
321,114.000.

In 1982 there uere 1,474 liquor 1licenses in Alaska. In
1986 there uere 1,706 liquor licenses or one license for
every 178 Alaskans age 21 or over.

During the period of July 1985 through June 1986, 61* of
the persons receiving alcoholism and drug abuse treatment
services uere referred by the Criminal Justice System.

During 1985 youth aged 0-20 accounted for 14* of
alcoho 1-re lated driving fatalities. This same age group
only have 7.1* of the drivers licenses.

55* of all crime in Alaska 1is estimated to be
alcoho 1-re lated. 16* of 1985 felony court Ffilings uere
for drug-related charges.

The estimated value of drugs seized 1i1n 1985 by drug
enforcement officers uas 39,012,4009.

In up to 90* of child abuse cases alcohol 1is a
significant factor. There uere over 9,500 reports of
child abuse 1in Alaska 1iIn FY86.

Alcohol 1impaired persons accounted for 49.5* of 79
pedestrian TfTatalities betueen 1980-1984. Additionally,
30* of the drivers uere using alcohol at the time of
these crashes.



fedjLI
1,2,3
A

13.U .

15.16.
17,13,19

20
21

12

10.11,12

JG/19

£CT COMPUTATION ON
ACSRRGLARG LA TN T LY

P*JBUIC ASSISTANCE PAYMENTS:
MEDICAL ASSISTANCE PAYMENTS:

SOCIAL Faster Care, Institutional care fTar

SERVICES: children. Daycare, Protective Services,
Homemakers *(Some drug costs included)

MOTOR

VEHICLE: Accidents, Fatalities, |Injuries,
Property Qamage

CRIMINAL Prosecution, Enforcement. Courts.

JUSTICE Corrections

SYSTEM:

SOAOQA:

COSTS OF LOST PRODUCTION:

ESTIMATED INSTITUTIONAL EXCESS COSTS. HEALTH ANO

MEDICAL CARE:
COUNCIL ON OOMESTIC VIOLENCE:
TOTAL COSTS

Net Revenue to State fromLicensure Fees and
Taxat ion

TOTAL REVENUE

Estimated Loss.of Inc-ome toAlaska Families

Cost
Revenue
NET COST

The State Spends 512.69 on Services for
Each si of Revenue Collected for Alcohol
Product s .

*»*S<jpoart ing calculations on follouing pages.

5.328.217
5.650,392

3.713.444

31.903.460

73,644,355
13.10°.7CC

19.370.0CC

19.569.C0C
3.510.260
1-38.5C4.421

14.368.432

54.900.000

185.294.061
>14.368.432

rrriTTzrtETE



TABLE 4

MEDICAID PAYMENTS RELATED
T0 ALCOHOL, FY 34

. ictai
Medicaid Medlcaid Medicaid
cstimatad Al csno 1- Estimated Alcanol- Casts for
Medicaid Percent Related Medicaid Percent Related Alcohol -
Cast far Al cchol - Casts for Cost for Alcanal - Casts for Reiatad
AO"s Per Related AO*"s Per AFDC k Related AFDC k AFDC, 21
Year A0 Casas Year Under 21 AFDC k Under 21 A0 Casas

Per Year Under 21 Casas Yaar Per Year

15,117,431 201 $3,233,436 16,132,708 153 2,427,406 $5,550,392

Sourca: Olvision of Medical Assistance, Cept* of Health and Social Services

TABLE 5

MEDICAL A=~ PUBLIC ASSISTANCE AGtSESATcD OIRECT COSTS ATTRIBUTABLE
TO ALCOHOLISM- ANO ALCOHOL ABUSE, FT 34

UoSt 0T All
Catagory Al cana 1-Ra lated
_ _ _ _ _ _ _ Cases Par Yaar
AFQOC $2,331,914
-« 1,249,314
AdultPrograms 1,544,912
Medicaid 5,5=0,392

Total Alcanal-
Related Assistanca Casts 10,377,532



TABLE 3

ECONOMIC COSTS OF EXCSSS MOTOR VEHICLE ACCIDENTS
ATTRIBUTABLE TO ALCOHOLISM ANO ALCOHOL A8USE
ALASKA, rY 34

[— 1 4 — X
Accident Type- Number Unit Cost Total Cost EAA  Excess Cost
(dollars) (dollars) (dollars)
Fatal ities 137 $306,000 $44,562,000 51.13 $22,322,232
[njuri es 0,340 5,000 34,200,000 s.= 5,301,000
Actual
Property 14,499 Reported 40,210,253  9.43 3,779,754
Damage Damages

Total Excess

Cost Attri-

butable to

Alcohol Abuse S31,902.045

Sourca:

Caluian 1. Provided by Alaska Department of Public Safety and the Depart-
ment of Hlgnways.

Column 2- Unit Costs far Alaska provided by Mr. .Mike La*is, Alaska Hlgnway
Safety Planning Agency

Column 3, Product of Columns 1 and 2, Total Cost for Property damage ac-
cidents provided by actual resorted damages.

Column 4, Excess proportion due to alcoiiol aouse.

Column S* Product of Columns 3 and A.



TABLE LI

lost production costs among families with alcohol abusing male heads

BY AGE GROUPS .A\D TOTAL POPULATION

1 | -

Age Decrease 1n .Median Estimated Number

Income Income Oue to Alcohol of Families

3rcup Abuse of Male Head "Ath Alconol-Abusing
of Housanald. Male Head

20-23 $2,445 4,040

20-39 5*530 3,231

10-43 3,903 2,123

50-59 5,352 L,202

Total = TUTOTT

Column 1. Froa Table- L, Column 3.
Column 2* Fraa Table 2, Column 4*

Column 2. Product of Column 1 .multiplied by column 2,

]
Estimate of Total
Lost Income
(ml 11ions)



TABLE 13

EXPENDITURES OF THE CRIMINAL
JUSTICE SYSTEM- BY COMPONENT
ALASKA, FY 84

"CTponelNV *  AMOUNT
Enforcement
State Trocoers 5 33,786,300
Municipal Pol ice. 54,354,701
Prosecution 9,238,700
Juctlcl al 35,932,700
Corrections 36,517,100
TOTAL 189,380,001

Sourca: 3udget expendtures obtained from Olvision of 3udgat and
Management reports.. .Municipal expenditures obtained from Oepartment

of Public Safety*
Table 14

ESTIMATED EXPENDITURES GF CRIMINAL JUSTICE SYSTEM ATTRIBUTABLE TO
ALCOHOLISM AND ALCOHOL ABUSE AS A PROPORTION OF EACH AND ALL SYSTEM
COMPONENTS, FY 84

Component Total Alcohol Percent of Percent of
Comoariant Ralated Expenditure Total
Expend ture- Expenditures for eacn” Expenditures
Enforcement 88,141,500 40,016,241 45.4% 23.35
Courts 35,932,700 5,569,563 15.55 3.25
Corrections 55,517,100 33,058,546 23.55 13.

Percent expend tures detanrrined from survey of various agencies.



TABLE 16
PERSON YEARS LOST DUE TO EXCESS OEATHS DUE TO ALCOHOLISM AND ALCOHOL ABUSE

AGE GROLP WHEN YEARS LOST

e SrCHp 20-24 25-34 35-44 45-34 55-64
eat

20-24 49.84 136.96 191.36 179.04 153.23

25-34 10234 20036 137.38 15013
3544, 02012 4156 360.00
45-34 11242 139.35
93.12

Sourca: Economic Cost of Alcohol Abuse and Alconollsa, 1371, Hins a2-73-Lia
MIAAA

TABLE 17

m\BEDIAN TOTAL INCOME BY
AGc FOR 1380

MEDIAN TOTAL

AGE GROUP INCOME
20-24 10,501
25-34 14,662
35-44 13,252
45-54 17,023
55-64 13,743

Sourca: Department of Laoor, 1380 Census report.



C3TIMAT7ED

Ho 33 ital5 - Acute Care

Non—Nat:ve-?ri vate

3.be Heal th
M:~itary
a<s

sus—-tctal

hysician’s Services
Non-Native and Military
Rub®"ic Health Service

SUB-TOTAL

Drug anc Drug Sundries

Nursing Services

«*jPdate a*
E:onamic
1.. 33

previous

62-c9 .

estimate completed
Impact of Alcoholism and Alcohol

TABLE 20

INSTITUTIONAL CCST3 OF health
attributable

to ALCOHOLISH

I Qu

1st.’mate

me 00** *WwQ
1.41i .715
437,937
«cQ

5.096.306

5,341, 125
116,600

5,457,725
546,340
1,732,198

77 .383,573

oy

TABLE 21

AND MEDICAL

care
and alcohol ABUSE-
High Average
53..UJJLLa -21- 122
Y . o g
We < kw MWL
foem> * o d.3AaC
700,131
382.599
A *
%-coo-yég 3~ fwal
15,435.000 10. 333
356,009 4.37
16,291,069 10. 875
614,960 W $
1,732.193 I- “32
— ..<§(iA _40(1 ......‘..'..-.'_
Dennis Ke]so. ~hEA--"ne€

Abuse

ESTIMATED COST CF DOMESTIC VIOLENCE SERVICE:

at—-rieutable

FV-36 Buaget
Council
pgm?sllc

J' -1 *nc*

= A.3To,500

to alcoholism

o of
Case load

Alglped

AMD a1 CCHCL a€£ij3E

Costs pue
vests |ue

Abu-se*

3 3.511.3=0

in »
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INSURANCE COMPANIES THAT COVER ACTION TO OATE

AETNA LIFE & CASUALTY
Most group policies offer 80% coverage. Individual polices vary nreatly.
(Boeing, Toshiba America, Inc., First Farwest)

AMERICAN STATES LIFE INSURANCE COMPANY
80% usual and customary charqges.

AUTOMOTIVE MACHINISTS HEALTH & WELFATE FUND
80% or 90%

THE BANKERS LIFE
80% (Seattle Times, Hyster Co.)

BLUE CROSS OF OREGON
Coverage $3,000.00 per every 24 months. Paid at 80%

BLUE CROSS OF WASHINGTON AND ALASKA
Policies 80 % usual and customary charges. (Evergreen General Hospital)

CARPENTERS hEALTH & SECURITY TRUST FUND
Treatment only, including all of ACTION, 80% (Baugh Construction)

CONNECTICUT GENERAL LIFE INSURANCE
Most policies pay at 80%. (United Airlines)

ELDEC CORPORATION
80%

EQUITABLE 1 1FE ASSURANCE SOCLETV
Must be onysician referred

o PAILINARANC: - LINPAN>
iil]

GROUP HEAI »= COOPERAT 1VI
Gi lent MUS1 be roterred b, jiju. neaitr. ,AGAt" -=< jm .u"lo: In treatment
uutside services referral autnorination wiii state wnat L;nd ot services
they will pay for and dollar limit. Policies usually nave either a s500.0u.
81,000.00, Si.b00.00, or s3,000.00 (Also covers “SPRING"™ Proaram.)

GREAT-UEST LIFE ASSURANCE COMPANY
Must be physician referred. 8o%

HEWLETT-PACKARD CO. EMPLOYEE BENEFITS
Self-insured, group policy, covers outpatient treatment.

HOSPITAL EMPLOYEE BENEFIT PLAN & TRUST
0o0% to 80% (Ballard Community Hospital)



PAGE 2: INSURANCE COMPANIES THAT COVER ACTION TO DATE

JOHN HANCOCK MUTUAL LIFE [INSURANCE COMPAIM
80S (Digital Electronics)

HEALTH MAINTENANCE PROGRAM OF SNOHOMISH COUNTY

Must be referred by Snohomish County Physician Plan M.D.

1ILWU-PMA BENEFITS PLANS (Two types)

- 100%

Republic Insurance is the carrier. Check your own benefit book for details.

INSURANCE COMPANY OF NORTH AMERICA

CINft)

EARLE M. JORGENSEN COMPANY
Shop Employees Health & Welfare Plan. 807?"to 907?

KING COUNTY MEDICAL BLUE SHIELD
8oeing employees ONLY-807? (Rainier National Bank)

KEMPER INSURANCE COMPANY
507

LOCKHEED MEDICAL BENEFIT PLAN
Services must be provided by M.D. covered under mental

LINCOLN NATIONAL LIFE INSURANCE COMPANY
80? - policies vary

MASSACHUSETTS MUTUAL
Pays 807

(TASTERS, MATES AND PILOTS HEALTH f, BENEFIT PLAN
80; up to i0UJ.Ou per year.

METROPOLITAN 1 IFE INSURANCE COMPANY

-health treatment-outpatient

Frederick b Nelson - si,000.00 basic lifetime (Doctor referral also).

NEW YUK> ir1 INSURANCE COMPANY

Services rendered pv licensed physician - oa> at so;.

NORTHWEST AOMINIbTRATURb, IN.
Administered fo”: Washington Teamsters Welfare Trust
Company, A.B.C. Seafood Company - 80? coverage.



northwest metal crafts trust funp

Covers Lockheed Shipbuilding Union Local /9 - HO? (Blue Cross - administritor

PACIFIC MUTUAL INSURANCE
Must be physician referred - coverage at 80%.

PACIFIC NORTHWEST BELL
Travelers

PAN AMERICAN WORLD AIRWAYS
Blue Cross - Coverage at 507?

PAY-N-SAVE CORPORATION
Administered by Bankers Life Insurance Company. Needs a physician referral.

PRUDENTIAL INSURANCE COMPANY OF AMERICA
Group claims 80% usual and customary charges (PACCAE). Individual nolicies

vary greatly.

PUGET SOUND & INLAND EMPIRE WELFARE TRUST

REPUBLIC NATIONAL LIFE INSURANCE
Handles many national and international unions - administrator.

RETAIL CLERKS WELFARE TRUST
Safeway, etc. - 8Ci

SEARS ROEBUCK AND COMPANY
807

SEATTLE AREA PLUMBING AND PIPEFITTING LOCAS f22
Administered by Lincoln National Life - coverage is at 100"

SEATTLE TIMES EMPLOYEE BENEFIT PLAN
Administered by Bankers Life Comoany - coverage at 50;

SUNPSTRAND DATA CONTRO.
SrouP Benefit Program - $500.0L oer vear outoat"pnr ah"inolis"i bpne?itl

Oy = E_l » '\# ]1.IA]1V_[

n»
* TNieimone ne* .ontnut . - e
VALY [
VL |
roforrde  hi:

UNITED ADMINISTRATORS
nandle many local unions, welfare trust anc genera: businesses overage

ranges from 80% to 90%.

JM TED BENEFIT LIFE INSURANCE
A77TTTaTe-TTIJiTrtid—oT-OmahaT handle manv local unions, welfare trust anil
general business policies. S1,000.00 oer year alconolism treatment, for

Western Washington Laborer®s.
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UNITED HEALTHCARE” CORPORATION
Five day outpatient coverage per year.

UNITED OF OMAHA

Outpatient coverage, varies on group policies - Washington Employer®s Trus

UNITED PACIFIC LIFE INSURANCE COMPANY
Van DeCamps Bakery, for example - outpatient coverage is $250.00 per year

WASHINGTON STATE AUTO DEALERS INSURANCE
Administered by Prudential Life Insurance - 90% to 100-.

WASHINGTON TEAMSTERS WELFARE TRUST
Local Union #117.



Equitable
VARIABLE LIFE INSURANCE COMPANY
NEW YORK, N.Y.

<"EVLICO

KEITH ,MOFT.FNSEN .
Professional Life Underwriter

Equity Qualified Agent

Reese, Rice & Afolland,
ATTN: Karen Hammerlund

211 H Street
Anchorage, AK 99501

Dear Karen:

The following is
companys and the ways each treats

Please use the
columns.

EQUITABLE VARIABLE LIFE INSURANCE COMPANY

3301 C. St. Suite 500 }9073 561-5355
Anchorage. Alaska 99503 907) 333-7667

March 27, 1985

a break down of eighteen group health insurance

alcoholism.

following to help understand my abbreviations and

Column 1 -Shows the yearly and lifetime maximum benefits.

Column 2 -Shows if
inpatient or outpatient basis.
treatment to be performed

the canpar.y will cover treatment on an
All of the companys require inpatient
a state approved facility.

Column 3 -Reflects the coinsurance level paid by the company.

Column 4 -Shews if
on inpatient or outpatient basis.

Please note that

the company will cover counseling treatment

for visits and "D" stands for days.

Sincerely,
f/|
- %

m L. KEITH

Agent



COMPANY

TRAVELERS

WESTERN/ST PAUL

W . P.E.T.

AETNA
patient
benefit
V.E.T.
M.0O.N.Y.

NEW YORK LIFE

PRUDENTIAL

NORTHWESTERN NAT.

NEW ENGLAND LIFE

MUTUAL OF OMAHA

$1,000.00 Yr
$3,000.00 Life

In-73 days yr
Out-130 hrs

Yr-$10,000
Life-$10,000

May be written

treatment and with or without yearly or

at 80%.

Life-$10,000
Yr-$10,000

Life-$20,000
Yr-$20,000
No Limit

Life-$20,000
Yr-$20,000

No Limit

No Limit

In/0ut

with coverage to cover in or out
lifetime

In/0ut

In-30 Days
Out-15 Visits

In/0ut

80%

80%

80%

80%

Out-80%

In-50%-$30

In-80%
Out $2CV

In-80%
Qut-50%

-No coverage provided-

In/0ut

In/0ut

Reflects the best coverage available for this company

MUTUAL BENEFIT LIFE

LINCOLN NATIONAL

ALLIED GRP TRUST

UNION MUTUAL

AMERICAN CHOICE

UNITED OMAHA

GREATWEST LIFE

No Limit
Life-$50,000

Life-$15,000

Yr-1,000

Life-None

Life-$10,000
Yr-$10,000

Life-$50,000
Yr-$1,000

In-Life-$25,000

In-Yr-$10,00.0
Qut-Life-None
Out-Yr-$500.00

In

In/0ut
In-30D $10,000
Out-$60V, 50 Yr

In-30D, yr
Quc-$1,000 yr

In

In/0ut

In-80%

80%

In-80%

Out-50%

In-80%
Qut-50%

80%

In-80%

Out-50%

In-80%
Out-50%

In-Out
Out-No

In-Yes
Out-Yes

In-Yes
Out-No

In-Yes
Out-No

In-Yes
OQut-Yes

In-Yes
Out-Yes

In-Yes
Out-Yes

In-Yes
Qut-Yes

In-Yes
Out-Yes

In-Yes

In-Yes
Qut-Yes

In-Yes
Out-Yes

In-Yes
Out-Yes

In-Yes
OQut-Yes

In-Yes
Out-Yes

In-Yes

Out-Yes
($20V)
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A variety of conclusions may be drawn as a result of this study. It appears
chat inpatient care has not gained in popularity as a modality of service;
indeed, it now appears as 1if inpatient care is leveling with respect to the
number of inpatient admissions per client. It further appears thac upon
admission to an inpatient facility clients are now scaying for much shorter
periods of time chan the three years previously. This perhaps may be
attributable, to the use of hospitals for detoxification only. Surprisingly
the outpatient care in terms of visit per person had dropped during the fourth
year of the study. It is not clear at this cine whether such a drop protends
a true trend, or whether it is merely an artifact in the data. Finally,

the study findings continue to demonstrate thac a uniform comprehensive sec
of insurance benefits for the treatment of alcoholism is feasible and
generally inexpensive. Utilization continues at a relatively low race and
projection of insurance premiums necessary to finance this program indicate
that only a modest increase above normal insurance cost would be necessary.
This observation does not take into account the potential off-setting costs
likely to be achieved and the reduction of costs associated with other forms

of health care.



Conclusions which nay be drawn about the potential impact of the treatment
of alcoholism as a specific diagnosis include: (See Figure 1-7.)

o Utilization and costs of all forms of inpatient care for both
nonalcoholic family members as well as alcoholic family members
can be expected to drop.

0 Outpatient care will also decrease in frequency and will represent
a higher percentage of the family health care costs.

0 Total medical care costs per family member (both inpatient and
outpatient care) will decrease substantially over time as the
effect or. the family of treatment of its alcoholic member occurs.

The conclusions are supported when compared with the nonalcoholic matched
control group of families. At the end of the study, the inpatient costs per
person per month of both the control families and the alcoholic families were
similar and. the outpatient costs of the control families vere actually higher.
Therefore, one can conclude that the changes in health care costs and utiliza-
tion among the study papulation are most likely a result of alcoholism treat-
ment and not a result of natural changes (e.g., aging or family composition)
as demonstrated in the control population over time. It would appear that
the treatment of alcoholism lias a significant effect in reducing not only the
utilization and costs of all health care for alcoholic family members but for
nonalcoholic family members as well.



FIGURE 1-1

Alcoholism Treatment Utilization, 1974-78
California Pilot Project and Follow-up
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