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_Urginlg the Congress to amend the Social Security Act so that the higher cost of I_ivingz In Alaska
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Alaska State Legislate
O L P13 House of Representatives O istrict 11
288191 '

Sa>d Lake
W hile in Session: ,
Alaska State Capitol Spen'aRD
Juneau, Alaska 99801-1182 Taku-Campbell
4654968

Representative Jim Nordlund
SPONSOR STATEMENT

HJR 52 urges the amendment of the Social Security Act to increase
federal funding for Alaska's Medicaid program. Currently, the federal
government sets its medical assistance percentages based on each state's
per capita income. Those percentages range from 50% to 79%, with
Alaska's matching rate set at only 50%.

We all know that Alaska’s per capita income appears high until you
consider our high cost of living and medical care. An American Chamber of

( ammerce study shows that health care costs in Anchorage, Fairbanks,
juneau and Kodiak are between 171 and 190% of the national average.

The federal government already takes into account these higher costs
by adjusting our poverty guidelines up 25%. Medicare regulations also
recognize the higher cost of health care by providing a funding adjustment
of 25% for nursing facilities in Alaska.

Amending the Social Security Act to include a similar 25%
adjustment in the federal medical assistance formula would increase the
percentage for Alaska's med’caild progran to 62%. This would mean an
additional $31,000,000 in federal T udinr; and would require no increase in
state General Fund dollars. The savings could be used for other state
purposes while Alaska residents in need of Medicaid would still receive
the care they need.

An increase in the Federal Medical Assistance Percentage would also
increase funding for nd . families with dependent children, foster care
assistance and the . 3BS program (Job Opportunity and Basic Skills).

Since Medicaid eligibility is determined according to each state's
poverty level, the 25% federal adjustment to Alaska’s poverty guidelines
increases the number of people we have to cover. This is unfair. On one
hand the feds tell us we have to cover these individuals, and yet they
don't give us the additional assistance to make it equitable. Given the
state's current financial situation, it seens that now is the time to reguest
our fair share.



FISCAL NOTE

STATE OF ALASKA BILL NO. HJR 52
1994 LEGISLATIVE SESSION

Revision Date: 01/26/94 Oept. Affected:  Health and Social Services
Titie: Federal share of Medicaid Costs 'BRU: Medical Assistance Administration
for Alaska Component: All components

Sponsor: Reps. Nordhmd. Brice. Foster, ...
Requestor: COMPONENT SERIAL NO, 242. 243. 244. 1226. 1434. 1X22. IVP*

Expenditures/Revenues: (Thousands ai Dollars)

OPERATING FY95 FY96 FY97 FYo8 Y3 FY0O0
PERSONAL SERVICES 00 00 00 00 00 00
TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEQUS

TOTAL OPERATING 00 00 00 00 00 00

CAPITAL EXPENDITURES 1 1

CHANGES IN REVENUES

FUND SOURCE (Thousands of Cuilars)

1002 Federal Receipts 00 00 00 00 00 00
1008 GF Match -

1004 GF | |
1005 GF/Program Receipts i
1006 GF/MHTIA i |

Other |
TOTAL 00 00 00 00 00 00i

POSITIONS:

FULL-TIME

PART-TIME |
TEMPORARY |

Estimate of current year (FY94) impact:

ANALYSIS: (Attach a separate page if necessary)
Revised Alaska specific formula would increase Federal matching funds lor Medicaid. If Congress accepts the Alaska specific

federal match rate formula requested in the resolution, Alaska assistance programs that rely on this formula would realize
an increase in federal match in excess of 40 million dollars.

Prepared by: Phone:  465-3355

Division: Medical Assistance Date:  01/27/94
A

Approved by Commissioner: Mafga R. Lowe. M.Ed.. Ed.S.” Dm-

Agency: Department of Health &. Social Services

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution information call the Governor'rLegislative Office
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Position Paper

A resolution urging the Congress to amend the Social Security
Act so that the higher cost: of living in Alaska is ref.ected
when the per capita income of the state is used as a factor 1in
determining the federal share of Medicaid costs.

POSITION

The Department of Health and Social Services strongly supports
House Joint Resolution No. KJR 52 which urges Congress to
amend the Social Security Act so that the higher cost of
living in Alaska is reflected in the formula used to calculate
the federal financial contribution for programs including
Medicaid and Aid to Families with Dependent Children.

Historically, the federal law has mar.aaced a formula which
uses a cost of living differential to set a higher poverty
level for Alaska. This has the effect of mandating a greater
number of eligibles for such programs as Medicaid and Aid to
Families with Dependent Children. The federal law fails to
specify the use of a cost of living differential to establish
the match rate for federal financial contributions to these
same programs. The result is that Alaska receives 1In excess
of 40 million dollars less in federal dollars every year than
the amount that we believe an equitable formula would provide
to us.

A.11 of the current health care reform proposals except the
Chaffee 3111 emplcv the same federal match rate formula.
Passage of these proposals will further exacerbate the
financial burden to Alaska. Senator Stevens instigated the
inclusion of this Alaska-specific language in the Chaffee
Hill. This was a very important step that we believe must be
taker, further. The Social Security Act must be amended this
year tc include this .Alaska specific language.

We support Representative Ncralur.d"s resolution to encourage
this action by cur Congressional delegation.

xeccmmeinded bv:

Kimberly 27 Busch
Director
Division of Medical Assistance

Date / - A

Approved by:.
MargareeR.Lowe, M .Ed. ,Ed.S,
Commissioner

DeifS1 [/ -17 -9V
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February 9, 1993

The Honorable Jim Nordlund
Alaska State Legislature
House of Representatives
Juneau, Alaska 99802-1182

Dear Jim:

Thank you for letting me know of your support for my efforts
to amend the Social Security Act and to increase the federal
share for the State®"s Medicaid program.

I was able to attach my Medicaid amendment to the Health
Equity and Access Reform Today Act (HEART) prior to its
introduction in November. It is my understanding that a member
of my staff has already sent you the language for this amendment,
but knowing of your interest in healt® care reform 1 have
attached a copy of the HEART bill, along with some other
information on legislation currently being considered by

Congress.

With best wishes,

Enclosure
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Medicaid Services
Reduced To Meet
Budget Constraints

eductions in Medicaid services

were implemented rhis fall
because FY93 medrcar avmencs
exceeded Brogectrons the FY4
medicaid budget request was not fuilv
funded bv the Iegrslature and, some
one time costs wére incurred chrough
legal settlements,

edicaid, an "entitlement program"

created bv the federal government to
provide medical service' for low-income
crtrzens 15 unded rorntly by a state

federal match formla, " The
program is intended tq_help those who
are elderiy, blind, or disabled, and
families with dePendent children who
do not have sufficient money or
insurance coverage to pay for health

The Division of Medical Assistance
is limiting_the services it pavs for in
the following wavs:

Increases for inflation adjustments for
physicians and dentjst fees and for
resigential psychratnc treatment facility
services will not be made; and
payments 0 doctors who' assise in
surgerv will be reduced;

e amount raid, to some
transportation pr widers will be capP ed;
Payment for growth hormones wil
only’be made if the treatment is

prescried by a boarg-certified
endocnnolo Ist to address certain
specific medical needs;

The maximum number of
chiropractic visits pard for in_one year
will De reduced from 24 to 12and
gaymenc for x-rays to chrropractors will
e"limited to oné x-ray per year instead

of the current threg: and,

Prior approval will be requised for
magnetic resonance rmagrn% @
dragnostrc service similar’ to' x-rays).

N keeping with our mission, we
want to_enstre access to medical care
by low income Alaskans who meet
réqulatory eligibility and medical need
e urrements said” Kim Busch,
Director of the Division of Medical
Assistance. “To that end, the Division
reduced expenditures through ﬁrogram
changes which. limited rathér than
eIrmrnatTd optional Medicaid services
or eligible groups.

ACCu irtu'ci

Featured speaker Burdena Pasenelli, Special Agent in char
Alaska meets with students at McLaughiin during Red Ri

Botulism in Alaska:

A Guide for Physicians and Health Care

Providers ma be obtained'by writin
f Public Health, Section o

gdv2 PO. Box 240249 Anchorage

Drvrsron 0 Publrc-

ontroI and re

Kep NGIZCiu ix(, winTer 1953

the Federal Bureau of Investigations (FBI),

Deputy Commissioner Mel Krogseng
signing Memorandum i Understanding
between the Divistoi of PuPlic Heaith's
Alaska Cancer Prrmention and Control
Program ar.d the American Cancer
Society, Alaska Division Cancer,

Botulism in Alaska

A Guido for Physicians and
Health Caro Providers -

ul



FEDERAL MEDICAL ASSISTANCE PERCENTAGE

(FM AP)

THE FEDERAL BUDGET FOR THE MEDICAID PROGRAM WAS APPROXIMATELY
$121,400,000,000 FOR FEDERAL FY 92.

THE FEDERAL SHARE OF MEDICAID INALASKA FOR THAT PERIOD WAS $107,700,000, OR
LESS THAN SI OF EVERY S1000 IN THE FEDERAL BUDGET.

THE PROPOSED ADJUSTMENT TO THE FMAP FOR ALASKA WOULD INCREASE FEDERAL
FUNDING FOR MEDICAID IN AU\SKA BY ABOUT $30 MILLION, OR 10 CENTS FOR EVERY
$230 SPENT BY THE FEDERAL GOVERNMENT FOR MEDICAID NATIONALLY.

THE PROVIDER TAX PROGRAM, WHICH OVER 30 STATES USE AS A FUNDING DEVICE TO
INCREASE THE FEDERAL SHARE OF THEIR MEDICAID PROGRAM COSTS, WILL INCREASE
FEDERAL MEDICAID SPENDING BY $11,300,000,000 IN FY 93.

THE AMERICAN CHAMBER OF COMMERCE (ACCRA) COST OF LIVING INDEX FOR 1992
SHOWS THE COST OF UVING FOR 4 COMMUNITIES INALASKA WHICH RANGE BETWEEN
130% TO 146% OF THE NATIONAL AVERAGE.

THE ACCRA INDEX FOR HEALTH CARE COSTS IN THE ALASKA COMMUNITIES ISBETWEEN
171 % TO 190% OF THE NATIONAL AVERAGE.

MEDICARE REGULATIONS RECOGNIZE THE HIGHER COSTS OF HEALTH CARE IN ALASKA
BYPROVIDING A FUNDING ADJUSTMENT OF 25 % FOR NURSING FACILITIES IN THE STATE.

ELIGIBILITY FOR MEDICAID IS BASED IN PART ON FEDERAL POVERTY GUIDELINES
ESTABLISHED BY THE U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES.

POVERTY GUIDEL'NES FOR THE STATE OF ALASKA ARE ADJUSTED UP BY 25%
ACCORDING TO THE FEDERAL REGISTER TO REFLECT THE HIGHER COST OF LIVING IN

AJ.ASKA.

ANY ADJUSTMENT TO THE ALASKA FMAP WILL IMPACT NOT ONLY MEDICAID BUT ALSO
THE AFDC, FOSTER CARE, AND JOBS PROGRAMS.

ADJUSTING THE FMAP FOR ALASKA WILL HAVE NO IMPACT ON THE FMAP FOR OTHER
STATES.

MISEMOS JUILMzZZEM



FY 1994 Federal Financial Participation
Proposed FMAP Increase for Alaska

AFDC - Program

Total Eligible jor Federal Match $113,600,800
Federal Motch @ P-oposed Rate 70.432.400
Federal Match @ Current Rate 56.300400
Proposed Federal Fund Increase 13,632,000
Medicaid - Program

Total Eligible for Federal Match $258,035,000
Federal Match @ Proposed Rate 159,981,700
Federal Match @ Current Rate 129.017.500
Proposed Federal Fund Increase 30,964,200
|A:\FDdC & Medicaid Increased Federal SFY 94 Budget 3 44.596.200

unds

The $44.5 million dollars represents an increase in federal funds to the State of Alaska
Medicaid and AFDCPro%rams. This estimation Is based on the state FY 94 budget. If the
proposed change to the FMAP calculation would pass and be effective for FY94, it would
mean that federal partlc.. ..'d0nfor_fund|n(]1 the Alaska Medicaid and .AFDC programs would
Increase by the $44.5 million, which would reduce the state portion of the Alaska Medicaid
budget by $30.9 million forFY 94and reduce state expendituresfor AFDC by $13.6 million.
That Is, ouerall the state budget for the programs would not change, but the federal
participation would Increase, thereby deceasing the state GF expenditure.

WISEWO06 0L XW 30wisIssv MiggH — OWI (BVI£6-9HCH)
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FACT SHEET IN SUPPORT OF THE FMAP ADJUSTMENT

Sections _1101$a)(8)(B)_and 1905(h) of the Social Security Act establishes for each stote
participating In the Medicaid program afederal matching rate known as the "Federal Medical
Assistance Percentage" or FMAP.  The FMAP Is that percentage of the state’s Medicaid
expenditures paid by the federal government. The matching rate Is established on the basis
of the ratio between each state’s per capita Income and the per capita income of the United
States. The Intent behind these sections Is to assure that states that are poorer in relation to
other states will be required to bear a lesser share of the burden of their Medicaid
expenditures, with the federal gouemment picking up a larger share. Currently, federal
matching rates range from 50% to 79%.

Alaska Is unfairly disadvantaged bY the current statutory formula, for Alaska the current
FMAP rate Is 50%, a result of the fact that the Alaska per capita Income looks very high In
comparison to the per capita Incomes of the lower 48 states. However, a simple comparison
of per capita Income fails to take Into account the dramatically higher cost of living and of

medical care In Alaska.

Currently Medicare regulations rechnize the higher costs in Alaska by providing for an
adjustment of 25% for nursmﬁ facilities in Alaska. Federal poverty guidelines are also
adjusted by 25%for Alaska. The statutory Provmons that determine federal matching rates
by reference to state Rer capita Income should incorporate a similar cost of living adjustment,
Tolh~aTiHe~share of thel™eBicaid~expenditure burden borne by Alaska will be comparable to
that of states where residentsM tlflower perjcaplla Incpmes alsojienefilfrom slgnificantly
lower living costs.

The attached legislation to amend sections 1101(a)(8l)(81and 1905(h) would employ an
"adjusted per capita income" (per capita Income diufaed by 1.25) to compute the federal
matching, FMAP, for Alaska.

ZQjj frSISESrA06 'ON M 30WLSISSV ItfOIOHH 68: Vt (v 86-31-030



FEDEIbXL MEDICAL ASSISTANCE PERCENTAGE

FMAP BACKGROUND

. FEDERAL FINANCIAL PARTICIPATION FOR THE MEDICAID PROGRAM IS BASED ON THE
FEDERAL MEDICAL ASSISTANCE PERCENTAGE (FMAP).

. THE FMAP IS CALCULATED ACCORDING TO A FORMULA BASED ON PER CAJ'ITA INCOME
OF THE INDIVIDUAL STATE IN RELATION TO THE PER CAPITA INCOME OF THE UNITED
STATES.

. THIS FORMULA 1S DEFINED IN THE SOCIAL SECURITY ACT UNDER SECTION 1101 (a)(3)(B)
AND SECVON 190S (b).

. STATE INCOME IS ESTABUSHED AS A DESIGNATED PORTION OF THE NATIONAL INCOME
AS DETERMINED AT THE U.S. DEPARTMENT OF COMMERCE, BUREAU OF ECONOMIC
ANALYSIS (BEA), PER CAPITA INCOME OF ALASKA IS DERIVED BY THE BEA AS A
PORTION OF NATIONAL INCOME STATISTICS.

FMAP FORMULA

THE FORMULA IS DEFINED IN THE SOCIAL SECURITY ACT, SECTION 1101(a)(8)(B) AND SECTION
1905(h).

THE FORMULA IS:

(STATE PER CAPITA INCOME)2
....................................................................................... X 45%

(NATIONAL PER CAPITAL INCOME)2

Population figures arefrom the U.S. Department of Commerce-U.S. Census Bureau,

Income figures are *personal Income' which Indudes income derived from all sources.
Data Is from the U.S. Department of Commerce-Bureau of Economic /\no/ysfs.

THE FMAP IS USED TO DETERMINE THE FEDERAL MATCH TO FUND PROGRAMS SUCH AS:

MEDICAID

AFDC \
FOSTER CARE
JOBS PROGRAMJ

ANY ADJUSTMENTS MADE TO THE FMAP WILL IMPACT THE FEDERAL FUNDING AVAILABLE TO
THESE PROGRAMS.

i 0 >5I5E9IMQ6 'ON Xm HONiLSISSt 1ttQfwWU



FY 1994 Federal Financial Participation
Proposed FMAI3Increase for Alaska

AFDC —Proggram

Total Eligible for Federal Match $113,600,800
Federal Match @ Proposed Rate 70,432,400
Federal Match @ Current Rate 56.800,400
Proposed Federal Fund Increase 13,632,000
Medicaid . Program

Total Eligible for Federal Match $258,035,000
Federal Match @ Proposed Rate 159.981,700
Federal Match @ Current Rate 129017500
Proposed Federal Fund Increase 30,964,200
AFDC & Medicaid Increased Federal SFY 94 Budget $ 44,596,200
Fund3

The j44.5 million dollars represents an increase in federal funds to the State of Alaska
Medicaid and AFDC pro%rams. This estimation Is based on (he state FY 94 budget. If the
proposed change to the FMAP calculation would pass and be. effective for FY94, it would
mean that feder$L&art|C|pat|on for_fundm% the Alaska Medicild and AFDC programs would
Increase by the $44.5 million, which would .educe the state portion of the Alaska Medicaid
bud%et bp $30,9 million for FY 94.and reduce state expendituresfor AFDC fay $13.6 million.
That Is, overall the state budget for the programs would not change, but the federal
participation Would Increc'e, thereby decreasing the state GF expenditure.



This letter Isto update you with additional information in support of the change we would
like to propose to the Sodal Secunty Act regarding the Federal Medical Assistance
Percentage (FMAP), the federal matching for Medicaid and other prograns. At this time we
would like to share with you the results of our continued research and other effarts to bring
equity to the matching formula for the states of Alaska and Hawalii.

On Decanmber 12, 1991 Congress pessed the Medicaid Voluntary Contribution and Provider
Spedfic Tax Amendments of 1991. This law was enacted to estaldish new limitations on
Federal FHnancial Partidpation (FP) when states receive funds donated from providers and
revenues generated by certain health care related taxes.  This legdlation waes conceived in
response to finanaing methods developed in some dates as amethod of shifting the burden
of Medicaid financing to Increase Federal partiapation, a pradice labeled as “a financing
scani' and ’dleight of hand" by OMB Director, Rdhard Darmran.

Currently there are at lesst 29 states operating 34 different provider tax or donation prograns
which oost the federal govermment $6.8 hillion in FY 92. The George Washington University
publication "'State Health Notes” begns its June 29 issLe with the headlines "lllinais Explores
New Provider Tax; Other States May Fallow'. The lead artide dates that Illinois Governor
Jim Egan has dedded to press the issue with the new provider tax legislation by modifying
the state’s existing assessrent program to protect an estimated $735 million In federal
metching funds. This exenplifies the magnitude of and tenadity for these prograns which
are designed, to draw Medicaid money from the federal govemment to subsidze date
Medicaid expenditures.

In spite of HCFA's best effarts to denolish this type of federal underwriting of Medicaid, the
legislation which Gongress finally enacted has been less effective than weas hoped for by that
agency. Future aosts assodated with this method of burden-shifting are shown in the current
Federal Medicaid besdline spending progjections.  The fallowing talde shons amounts induded
in the fiscal year 1993 Federal Medicaid budget assodated with State tax and donation
prograns. These prgections which were derived from estinetes provided by Sates show
projected federal medicaid spending assodated with these prograns (in billions of dallars)

FY93 113
FYo4 144
FY95 18.0
FY96 22.00

The States of Alaska and Hawaii honever, have never used a provider tax "scarl’ or
adlected provider donations to "'areatively* fund our Medicaid prograns. Medicaid in Alaska
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hes aways been paid for with 50% FP and 50% State general funds void of any contrived
funding mechanism At this tine we till are not intiating a device to finance our Medicaid
program through the use of "artifida* provider taxes or donations. All we are seekingisto
have our prograns funded in temrs of ddlars that recognize our true aosts in these unique
Settings.

CONSIDERATIONS FOR EQUITY

COST OF LIVING

Alaska Is unfairly dsadvantaged by the current statutory fonmula. Alaska’s current federdal
metching rate Is 50%, a resut of the fact thet the Alaska per caita income looks very high
In comparison to the per caata incomes of the lower 48 dates. However, a sinple
conmparison of per cgaita Incones fails to take into account the dranmetically higher aost of
living in Alaska and the even nore egregaus aost of health care inthe state. According to
the nost recent OPM sunvey data, residents of Juneau experience a aost of living that
exceeds the national standard by nmore than 32%. The aost of living is even higher in nore
renote Alaska locations.

These data are confinmed in a study by the Arerican Chamber of Commerce Research
Assodiation (ACCRA). Quarterly the assodation produces the ACCRA Cost of Living Index
to provide a reasonably aoourate measure of living oost differences among urban aress. The
four Alaska conrunities indluded in this index all registered current living aosts at more than

30% above the average for al partiapating aress. The Comrposite Index soore for
Anchorage wes 131%, Fairbanks-130%, Juneau-133%, and Kodiak-146%.

The attached dart disdays the ACCRA aost of living data for 34 representative comunities
when sorted by Health Care Cost standing. The aost of health care in Alaska far exceeds
that of any other state. The health care segent of the ACCRA unadjusted conpoasite index
revedls fire index for Alaska as Anchorage-179%, Fairbanks-19 Q%. Juneau- 182%-ard
Kodiak-Tt T% riflhe nafiCnahaverage:

The ACCRA index reflects aost differentials for a midmanagement standard of living.  This
standard is st by a weighting structure in which home onwnership aosts are nore heamvily
weighted than they would te if the Index were designed to reflet the average oodts for dll
urban consurers, The remaining darts demonstrate the change in the rank'-.g status of
urban areas Where the index is recalculated based on a consunmer padkage nore in line with
a Medicaid dlighle’s spending aality. That is to say, the nortgage aost has been removed
from the caauation. These darts are prepared from ACCRA data for a representative
selection of 34 communities. bigsdll; urbanrural; and nationwide.

When the aost of the nortgage is renoved from the comosite figure the two Alaska
conmrunities indluded in the 34 Imrediately cone to the top of the list with an even nore
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substantial gap between Alaska and the other States regarding consumer prices,  (Kodiak is
now at 141% and Anchorage a 127% with the next two conmrunities, Washington D.C,
and Los Angeles, at nearly 10 and 15 percentage paints less than Anchorage In living aosts)
This large gap denmonstrates that Federall nmatchjpr Medicaid cannot buy senvioss in Alaska
comparable to the loner 48 dates.

The prindpels of benefit adeguacy and horizontal equity support aost of living differentias in
programfunding. A health care program receiving federal funding should provide horizontal
equity which means adequate and equal treatment of peogle in simlar draurstances.
Unifornibenefits.seemingly woujd provide horizontal equity, in dollar terrs, However:if:the
aost of living varies substantialy, the purchasing power of agiven amount of money is higher
In areas with lower living costs™andthe.amountpfserylces purchased in one locatlonwould
not be affordable In another location with a higher”ast of living. Hnandal adjustment to
reflect cost of living differences would .equdlize.thejeal purchasing power of the progrars
a,,d produce equal treatment for the Alaska.Medicaid population.

PROGRAM ELIGIBILITY AND COSTS

Medicaid in Alaska haes severa program arees Where coverage is based on federal poverty
levels as a guiding ariteria. These prograns probably account for at least half of the Medicaid
elighble population and an even greater percentage of people actually served under Medicaid.
The poverty level is estadished for the 48 dates by family Sz guidelines are updated
annually from the Department of Health and Human Senvices.

As prescribed by Federal regulations, the povy.)ey.els.forAlaskajire set at 12.5% of poverty
inthe 48 dates, and poverty levds in Hawali are 115% of US poverty. TheJcederd Register
states this adjustment sinply and dearly, Tn view of substantialy higher aosts of living in
Alaska jnd Hawaii, the OEO Income Poverty Guidelines for determining program/gjbility >
in Alaska will be 25% higher, and In Hmaii~T5%-higher, than the national guidelines.*

Federal financial partiapation for the Medicaid program is based on the Federal Medical
Assistance Percentage (FVIAP) whichis calaulated acoordingto aformula besed on per caaita
income In the state In direct relation to the per cgaita incone of the United States, This
formula is defined in the Soda Seaunty Act under section 1101(a)(8)(B) and section
1905(b). It is to this formula that we hone to add very sinpla-langiage which will mlect
consideration for our documented higher living aosts and higher medical care aosts in the
states of Alaska and Hawaii-only.

The methodology used by the federd govermment to determine the FMAP available to Alaska
and Hawaii for the Medicaid program truly produces Inequity and diminishes our two States
ahllities to purchase care for our Medicaid populations, Amending the Sodial Security 'Act
to corect this Inequity would have increaieS the federal metch by approximetely
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$40,000,000 in SFY 93 in Alaska and $54,000,000 in Hawaii for both the medically Indigent
people and the health care industry. While significant for these two states, this Isan increase
of less than 0,2% in federal matching for Medicaid program expenditures. By adjusting the
FMAP formula it provides the federal govermment the opportunity to recognize the true value
of per cgata income in the financing side of Medicaid for Alaska and Hawaii as it already
recognizes our higher living acsts in determining who and how many are dlighle for program
berefits, and till have no inpact on the FAIVIAP of other States.

The folloning Is a copy of the language proposed to amend the FMAP formrulal In a way
which will provide relief from the horizontal inequity experienced In the States of Alaska and
Hawali In relationship to our burden of providing higher aost medical care for an expanded
Medicaid dighble population. Please contact Kim Busch, Director of Medical Assistance In
the Department of Health and Sodal Services, at 465-3355 for nore information regarding
the FMAP formula and the proposed amendment to the Sodal Security Act.

Proposed Amendment to the Social Security Act

Section 1905(b) of the Sodial Security Act (42 U.S.C, §1396d(b)] shdll be amended to read
as follons:

The term "Federal medical assistance percentage”’ for any State shall e 100 per centum less

the State percentage; and the State percentage shdll e that percentage which bears the sare

ratio to the 45 per centum as tire souare of the per caata income of such State bears to the
square of the per cgaita Income of the continental United States (induding Alaska) and

Hawaii; except that (1) for Alaska and Hawaii, the State percentage shall be that percentage
which bears the sare ratio to 45 per centum as the squire of the adjusted per caaita Income
of such State bears to the sguare of the per cgata Incore of the. 50 states. (2) the Federal

medical assistance percentage shdll in No Gase ke less than 50 per centum or nore than 83
per centumy; and (3) the Federal medical assistance percentage for Puerto Rico, the Virgin

Ilands. Guam, the Northerm Mariana Idands, and American Samoa shall be 50 per centum

"Adjusted per caaita i com e - for Alaska.. gl be determined bv dividing the State three year

average per cgaita income bv 1.25. and for Hawali bv dividing the date three year average

per capita income by 1.15. The Federal medical assistance percentage for any State shdll

be determined and promulgated In acoordance with the provisions of section 1101(a)(8)(B)

of thistitle. Notwithstanding the first sentence of this section, the Federal medical assistance

percentage shall be 100 per centumwith respect to amounts expended as nedical assistance
for senvices which are recaived through an Indian Health Service faality whether operated

by the Indian Health Service or by an Indian tritee or tribal organization (as defined in section
1603 of Title 25).

017 tAFHAG ‘N KA aomsissy |y0|arw WM GV S8-S-03Q
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FAX  NO.

MEDICAL ASSISTANCE

DEC-15-93 WD 14:4b

L
COL SORThy HEALTHCARE COST STANDING

Location Houlth Caw Composite Gfocel Housin il Trans. '
- & o o Tsge Ul U

1 ngtg?(ra%i( AK 1735 131.0 1411 20 106.9 1311
2 , 1714 145.7 1 156.8 1728 122 1302
3 Washin t?n D 4277 1344 1106 1758 1137 1124
% 0SAn ?doé A 1365 1326 107.7 1853 0 196 1164
iInglr 1104 1107 1099 1350 1349 1112 106.
6 00 117.0 100 1000 2 1001 1068 1029
7 ma ’FAﬁs, OR 1126 931 95 398 756 105.0 930
@ B 1125 1142 1100 1198 1282 1044 1103
[tspurg, PA 1110 1073 1034 975 149.7 1070 1049
P moow o ow b
? (qnﬁh n FD 106.7 984 100.0 88.3 1027 90.0 1000
| Ia]n M 104.8 109.2 1060 1246 875 1001 1069
% a{ eEton C 1035 994 93.7 96.7 992 90.2 1069
PEmt B o B o2 B
17 f glglg 1024 78 1030 07 %g 18%'2 1003
18 e1rs , <02.3 88,7 1025 738 1060 M1
P L % o9 B oW B B &
il ncinnatl,” 98.7 1067 1007 1126 94.2 1026 1001
2 eyenno, 978 99, 1063 %51 011 1930 1035
2? 0 rinm% L 96.7 1027 R1 98.0 1301 1015 1003
% i R A D At
28 elsa'? 8 94.7 885 983 727 90.6 91.4 95.3
27 Macon_GA 94.3 1001 9.7 94.2 1066 95,6 1066
28 Baton our%e, 93.0 977 1005 848 1179 1007 1016
5 A Boow @ @ w6
1 L Bgﬁ , 87.6 94.0 99.3 86.3 839 9/3 1%%
3 OLP g 85.2 P01 082 89.2 79.7 929
3 For a\tlvpe, m 83.7 90.6 04.2 898 983 98.C B6G
3 Fayettevill, 749 879 94.2 764 86,6 95.6 94.8

Prre arge(ei Htsa{n\%dsg‘g cftr|0m ti}eﬁ(éCRA L(J:rﬁ)tSTs OF UVINQINDEX, First Quarter 1922for
‘?herfn ex reHects coat(()it erertfa?u%ram|8rhanagoment fi>32,000/yr.)stBraard of living.
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COL SORThy COMPOSITE STANDING

asaBomes

COSTOFL im a ANALYSIS

Looatlon Composite Qtocoy Housin9 Utility Trano, Hodth Caro Misc

ta0% ts % 26% Ph 10% 5% 04

1 Kodinlt, AK 145.7 160.G 166.0 172.0 1122 171.4 130.2
2 Washington, DC 134.4 11B.G 176.0 na7 130.4 1422 112.4
3 L” aAngelos, CA 132.0 107.7 165.3 BO.O 119.0 136.5 116.4
4 Anchorago, AK 131.0 132.1 141.1 96.5 106.9 178.6 131.1
S Springfield, MA 110.7 109,0 135.0 134.9 111.2 110.4 106.3
G Visalia, CA 114.9 107,0 128.8 110.6 106.5 110.1 108.4
7 Albany, NY 114.2 110.0 110.0 128.2 104.4 112.5 110.3
0 Midland, MI 100.2 106.0 124.0 07.5 100.1 104.B 106.9
0 Pittsburg, PA 107.3 103.4 97.5 149.7 107.0 111.0 104,9
10 Santa Fo, NM 107.3 98,2 133.4 04.9 1023 103.3 97.7
1* Cincinnati, OH 106.7 102.7 112.6 94 2 1026 96.7 109.1
12 Milwaukee, WI 104.9 99.6 124.0 95.5 1021 10L2 06.3
IS Bloomington, IL 102.7 90.1 08.0 130.1 101.5 96.7 1023
M Qalnosvitlo, FL 101.7 95.9 107.0 62,5 107.7 1024 102.7
15 Phoenix, AZ 100.5 loo.a 92.6 100.1 106.0 117.0 102.9
Id Macon, QA 1D0O. 1 06.7 94.2 106 6 95.0 94.3 106.6
17 Charloston, SC 99.4 93.7 86.7 99.2 90.2 103.5 105.9
10 Birmingham, AL 99.2 0Ss.2 94.0 121.4 90,7 93.5 99.2
ID Cheyenne, WY 99.2 100.3 85.1 61.1 103.6 97.B 103.5
20 Qallot, TX 99.1 100.0 93.1 110.0 103.2 1U7.3 90.5
21 Springfield IL 97.B 103.0 92.7 90.6 101.2 1024 100.3
22 Baton Rouge, LA 97.7 100.5 64.0 117.9 100.7 93.0 101.6
23 Vermillion, SD 96.4 100.0 66.8 102.7 90.0 106.7 100.0
24 Memphle, TN 94.7 100.0 62.0 60,G 101.6 96.3 101.4
2G Lubbock, TX 94.0 B9.3 86.3 63.9 97.3 87.5 100.9
26 Bellingham, WA 93.5 94.3 92.1 64.6 91.0 00.3 97.7
27 I0arnalh Foils, OR 93.1 06.6 89.0 73.6 105.0 112C 93.0
26 Sioux Falla, SD 92.2 97.1 06.7 84.5 99.7 09.4 91.0
20 Louisville, KY 92.1 60.2 89.2 79.7 92.9 65,2 90.7
30 Fort Wayno, IN 90.6 94.2 09.0 98.3 96.6 B3.7 86.6
31 Carlsbad, NM 09.7 102.5 73.6 66.6 106.0 1023 94.1
32 Tulio, OK BQ.5 9B.3 72.7 90.6 91.4 94.7 95.3
33 F»yrritev)lle, AR 07.9 94.2 76.4 66.6 95.6 74.9 94.0
34 Pueblo, CO es.a 97.1 73.3 76.5 03.2 96.4 93.2

DEC-15-93 WD

Bund on dale from the ACCRA COST OF LIVING INDEX, FIrti Quarter 1092
for« representative selection of 34 communities.
The Index reflects cost differentials for « mldmanogomenl etenderd of living.

\FMAP\COL-100%.WK3
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FAX  NO,

MEDICAL ASSISTANCE

DEC-15-93 WED 14:46

S o®N o OE W N

| e
N

Location

Los Angelos, CA
Washington, DC
Kodinlt. AK
Anc.hor.eqo, AK
Springfield, MA
Sunits Fh, NM
Vitellu, CA
Midland, MI
Mllwoukoo, WI
Albany, NY
Cincirinati, OH
Gainesville, FL
Bloomington, IL
Pltlsburg, PA
Clisilestoi , SC
Choyunne, WY
Birmingham, AL
Mnoon, GA
Dallas, TX
Sﬁnng]told IL
Phoenix, AZ
Bellingham, WA
Fori Wayno, IN

Klamath FoJle, OP.

Loulavl! ., K
Vermillion, SD
Sioux FoW. SD
Lubbock, TX
Baton Rouge, LA
Memf)hls N
fayetlovillo, An
CarUbad, NM
Puoblo, CO
Tulen, OK

Composite
to0%

132.6
134.4
145.7
131.0
110.7
107.3
114.9
109.2
104.9
114.2
106.7
101.7
102.7
107.3
09.4
99.2
99.2
100.1
09.1
97.3
100.5
93.5
90.6
93.1
92.1
oe.4
92.2
94.0
97.7
94.7
67.8
88.7
80.0

085

f'JST ChilVING ANALYSIS
COL son' by HOUSING

Grocery Housmﬂ Utility
13% 28% %
107.7 165.3 80.0
118.6 175.6 113.7
16a6 156.6 1720
1321 1411 98.5
loan 135.0 134.9
08.2 133.4 84.0
107.6 128.9 118.0
1080 124.6 B7.5
99.5 124.0 95.5
110.6 119.0 128.2
102.7 112.6 94.2
05.9 107.0 02.6
98.1 98.0 130.1
103.4 97.5 149.7
03.7 06.7 89.2
106.3 95.1 811
98.2 94.6 121.4
90.7 94.2 106.6
100.8 93.1 118.0
103.0 92.7 90.6
1000 92.0 100.1
94.3 92.1 84.8
94.2 89.8 98.3
96.5 89.6 75.6
88.2 89.2 79.7
100.0 68.0 102.7
97.1 08,7 84.5
09.3 86.3 83.9
100.6 64.6 117.9
100.0 62.9 89.B
94.2 70.4 80.6
102.5 73.6 66.8
97.1 73.3 78.5
90.3 72.7 90.6

Doted on dal mfrom die ACCRA COST OF LIVING INDEX, First Quarter 1992

(rorerepresentative s0 cllonof34 communities. .
he Index reflects cod differential* for * mdmonagoment standard of living.

\FMAPUvouso- sLWK3

Trans.
10%

119.6
1364
1122
106.9
111.2
1023
1066
100.1
102.1
104.4
102.6
107.7
101.5
107.8
90.2
1036
98.7
95.6
1032
101.2
106.8
91.0
08.6
105.0
92.9
90.0
99.7
97.3
100.7
101.5
95.6
1060
83.2
91.4

HeNth Caro
5%

1365
1422
171.4
1765
1164
1033
110.1
104.8
101.2
112.8
98.7
102.4
96.7
1110
103.5
97.8
98.5
94.3
107.3
1024
117.0
90.3
83.7
1128
85.2
1067
99.4
87.5
93.8
98.3
74.9
102.3
96.4
94.7

Mlso
3%

116.4
112.4
130.2
131.1
106.3
97.7
100.4
108.9
95.3
110.3
109.1
102.7
102.3
104.9
105.9
103.5
99.2
106.6
96.5
100.3
102.9
97.7
86.6
93.0
99.7
100.0
919
100.9
101.6
101.4
94,8
94.1
93.2
95.3
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DEC-15-93 HBD

COSTOFLIMa ANALYSIS
¢olsorrrbycompositestandin
COMPARISON OF LIVING COSTS WiTlland WITHOUTMSRTGAGEPAYEMNTS

Wilh Without

Moitgaga Moitgeyo Hoalth

Locution Composite Composite Grocery Utility Trans. Cam Mhc

too% 16% 13X 14% 7% 46%

1  Kodiak, AK 1457 1410 160.6 1720 1122 1714 1302
2 Anchoiago. AK 1310 12u./ 1321 95 106.0 1735 1311
3 Washington, DC 1344 1179 1106 1137 1304 1422 1124
4  LceAngeloa, CA 1326 111.6 107.7 60.0 1196 1365 1164
5  Sprinaflald, MA 1107 111.7 1099 1349 111.2 1104 106.3
6  Alban/, NY 1142 111.6 110.U 1282 1044 1125 1103
7  Pittsburg, PA 1073 110.7 1034 1497 1070 111.0 1049
8  viialln, CA 1149 109.1 1078 1188 106.6 1101 1084
9 Bloomington, IL 1027 104.2 %81 1301 1015 96.7 1023
10  Cincinnati, OH 1067 104.1 1027 94.2 1020 087 1091
N Phoenix, AZ 1005 103.2 i0ao 100.1 106.8 1170 1029
12 Midland, MI 1032 102.B 106.0 875 100.1 1040 1069
13  Baton Rouge, LA 977 1025 1005 1179 100.7 938 101.6
14  Macon, GA 100.1 102.1 90.7 106.6 95.6 94.3 1086
15  Dalias, TX 991 101.1 l0o.e 1160 1032 107.3 965
16 Birmingham. AL 092 100.7 B8.2 1214 98.7 935 392
17  choyonno, WY 09.2 100.S 1003 811 1036 078 1035
18 Charleston, SC 994 100.2 037 99.2 90.2 1035 1059
19  springfiold IL 978 99,5 1030 906 101.2 1024 1003
20  Gainesville, FL 1017 99.3 950 825 107.7 1024 1027
21 Vermillion. SD %4 99.1 100.0 1027 90.0 106,7 100.0
22 Memphis, TN 047 99.0 100.0 89.0 1015 06.3 1014
23 Milwaukee, WI 104.0 971 995 955 102.1 101.2 95.3
24  santaFe, NM 1073 98.9 96.2 84.0 102.3 1033 B7.7
25  Lubbock, TX 94.0 98.7 99,3 839 97.3 876 1009
29  Tulsa, OK 805 944 90,3 00.6 914 4.7 953
27  Kimmilh Fads, OR 931 942 005 75.6 1050 112.6 030
22  Carlsbad, NM 887 94.1 102.6 60.8 106.0 1023 91
20  Bellingham, WA 935 937 94.3 84.0 910 S0.3 977
30  sioux Ftlla, sD 922 932 071 845 99.7 904 919
21 Louisville, KY 921 929 88.2 797 920 85.2 99.7
32  Fayotlovillo, AR 879 921 04.2 66.6 95.6 748 94.0
33 Fort Wsyno, IN 900 90.6 942 98.3 900 83,7 88.6
A Puablo, CO 06.0 90.6 971 785 832 984 932

Prepared using dais from Iho ACCRA COST OF LIVING INDEX, First Quarter 1992
for * representative selection of 04 communities nationwide,
WOH-SCRT-A3



COST OF LIVING ANALYSIS
COL SORT by COMPOSITE STANDING

COMPARISON OF LIVING COSTS WITH and WITHOUT MORTGAGE
PAYMENTS

OBSERVATIONS - How the Housing Cost Factor skews the
composite Index.

When nortgage payment Is removed from the conposite aost of living determination, the
variance or range of difference between highest and lowest Is reduced by 9.4 percentage
paints.

Priontizing the commmunities besed on the conrposite number wimoitgage, there are 12 aties
In the range of 100% = 5,0%.

Prioritizing the communities based on the compaosite number without nortgage, there are 17
dties, or one-half the population, in the range of 100% + 5.0%.

The aost of anortgage is 23% of the conposite figure when it IsInduded; this is nore than
twice the weight of any other singe factor accumulated.  (Groceries are next high at 13%.)

The range in the nortgage factor Isfrom 185.3 in Los Angeles and 175.8 in\Washington DC
to 72.7 in Tulsa. This is a difference of 112.6 percentage points.

The one overriding assumption in dl these numbers is. this Index refledts cost differentials
for a mdmanacemenf standard of living; a family of four with incone at $32.000 annually. /

The possihility of these AFDC and Medicaid redpients paying a mortgege for housing at this
income leve is uredlistic.  For this reason the nortgage payment was dropped from the
COL cacuations.

Furthermore, there are severd prograns which subsidize housing expenses for the poverty
and near-poverty income levds, therely rendering any comparison of housing aosts
ineffective at this incone level.
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Representative Pete Kott

SPONSOR STATEMENT
HJR 54 - Supporting Medical Savings Account Legislation

As medical costs nationally and in Alaska continue to rise, the
need for innovative approaches to health care cost containment
becomes more acute. Medical Savings Accounts (MSAs) offer an
approach to reducing health care costs that appeals to market forces
and minimizes government intrusion into the market MSAs allow
employers and self-employed individuals to purchase a high-deductible
catastrophic medical policy and put the premium savings into a special
savings account to pay for routine medical care. The funds in the MSA
belong to the insured and, if not spent, accumulate as savings, pre-
funding future medical care expenses.

Because MSAS helong to the employee, they are fuII){ portable and
are not relinquished when the individual changes employment Over
time, MSAs have the potential of building a substantial savings
account for the individual, if the person exercises prudence in use of
medical care. MSAs will enable a person to_?urchase health insurance
coverage during periods of unemployment if the person so chooses.

~ MSAs are an attractive health care option because they encourage
Individual restraint as a means of containing costs. This Is coir

with the free market in that it protects individual freedom and r
prudent decision-making.

"HJR 54 urges Congress to enact Ieﬁislation that will make I
Savings Accounts a viable option in the national effort to redr
contain health care costs. | urge its speedy passage.



STATE OF ALASKA .
1994 LEGISLATIVE SESSION

FI1 SCAL NOTE
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Revision Date:
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Executive Summary

Each ar s is monal — we gar sick and we de. And when we do get Sick it
is the hedlth care system that reaches out to hea? andtoconfort us. The hellth
cae system will touch each of us & our nost vulnerable ad intimete
nmoments.  How to reform thet system is not an aostract exerdsg, it is a
decision thet will affect us personally for the rest of our lives. Ard it isa
decision that must put people -- patients -- first, ecause the only purpose of
thisor any other health care systemmmust lee the care and confort of the petient.

The Council for Affordable Health Insurance hes carefully reviened the
nuerous health care reform proposals in the states and at the Federd level.
The Council believes that they are all fundamentally flaned because they do
not address the real problem in the health care delivery systemtouay— the
difference between the person who receives the care, and the personwho pays
the bill. The Council supports something truly revolutionary for our hedlth
care system— a retum to market princples through the estaldishment of
medical saMings acoounts.

Medical savings acoounts (MSAS) are tax-deferred acocounts st it

routine medical care and to allow for ihe build-up of ssvings top. <, re
medical expenses. MSAs would allowenloyers, seif-ermpioyed individuals,

and athers to purchase ahigh-deductible policy and put the premiumsavings
into amedical savings account to pay for routine medical care. The funds in
the MSA belong to the insured, and if not spert, accuulate over time as
savings, pre-funding funire health care exenses.

MSAs have many unique advantages.

» MSAs is the one idea that hes tire potential to actually reduce hedlth care
oosts without resorting to rationing.

» MSAs restore the panem/phvsician relationship, making the patient abuyer
& well as user of care.

» MSAs will create adermand for information about the quality and price of
hedlth care

* MSAs will reduce administrative costs.

» MSAs will put insurance conpanies back in the business of providing red
insurance.

* VISAs wih end the strugdles over state mandated benefits.



By incorporating medical samMings acoounts with ather conogpts thet have
aways been the strength of our country — individual freedom ad
responsihility, afree market for goods, senvices, andidess, ardoust conpetitive
environment, and limiting govermment’s involvement to protecting those
who are incapalle of caring for their own needs; we can fix the current health
care delivery system insteed of destroying it.

This will in tum best acconplish the purpose of ahedlth care systemreform
— an optimal balance of quality, affordability, and accessihility.



Overall Costs of an MSA

Question: Will administrative aosts of the insurance company increase
because they will be writing more individual palicies? How will this
affect the price of the policy?

Answer: It is not dear thet there will be nore individual policies since we
antidpatejoint participation between the enployer andenployee. Infact, if
there were an increese in individual palicies, thet would prolably nean thet
the aost of administering an individual policy would ke less then thet of a
group palicy. It must ke recognized thet administrative costs of treinsurance
conpanies Will fall since they will nat ke handling the sell dollar dains.

And every dollar saved in administrative eqoenses is a dallar direcdy
available to increase MSA contributions or reduce the cost of the entire
insurance program

Statement: Proponents claim that insurance aosts would go down under
their plan because consumers would buy their insurance directly from
insurers and not through employers. They claim that getting rid of the
“third party in the transaction” would greatly reduce administrative red
tapeand cost. It could beargued, however, that eliminating the employer
would lead to increased administrative oosts.

Answer: The staterment misses the point. \We would encourage enployers
to incorporate the MSA concept into thelr program No ane is trying to get
rid of the enployer, but rather to advocate individual responsibility. That is
why we erMsion joint particpation, as it is the most efficent and ‘ost
effective way to reduce health care oosts over a period of tine.

Question: Would health insurance premiums e reduced substantially
enough to cover the deducible of a catastrophic policy as the medical
saMings account concept proposes?

Answer: Qur actuaries have developed the following estinetes besed on
sare of the largest sources of dains data availadle in the country. These
premiuns are besed on a plan which pays 80 percart of the first $5,000 of
exenses after the deductible and 100 percent theresfter, ad assures a75
peroert loss ratio, and a40-45 year old head of househald.



Annual Premium

Deductible Individual Family of 4

S 220 S2,108 56.223
2.500 1132 3106

Difference 976 3,117

The MSA arrangement isnaturally nore attractive forfamilies sincechildren's
aosts are nore heavily weighted tonard first-doilar expense then those for
aduits. For about a 40% increase in premuns, the per person 52500
deductible can ke dhanged to a per family deductible of $2,500. In this
exanple, the 56.223 currently being spent for the 5250 deductible plan could
be split as follows:

Premium for aS2.500 per family deductible $4.348
Contribution to the MSA S1,85

The maximum out-of-pocket exposure  under the $2,500 deductible plan is
S3,500 or ($2,500 + (.20 x $5,000)). The maximum out-of-pocket exposure
under the S250 deductible plan assuming a maximum imposition  three
deductibles and three stoploss exqpense amounts per family is S3.750 or
(3[S250 . (.20 x $5,000)]). Thus the maximum potential out-of-pocket is
actually $250 less under the $2,500 family deductible even before we
consider the amount in the MSA. With the MSA contribution, the financial
protection for the family hes actually increased by 52,125.  In this exanyle,
theindividual may want toincrease thedeductible further to, say, 55,000. The
annual premium for a 55,000 family deductible would e S3,135 ad tre
maximumout-of-pocket expense would be $6,000. Thus, theS6.223 prenium
for the $250 deductible plan could ke split with $3,135 gaoing tonards
insurance and 53,088 tothe MSA. In this case, the increase in maximum out-
of-pocket expense would ke ($6,000-53,750) or $2,250 which is nore then
covered by the MSA contribution.

Question: Would raising the deductible from their typical levels of 5100
or $250 up to $3,000 really reduce the premiums by 66 percent, thereby
assuring that enmployees would assune no risk of making out-of-pocket
expenses with their own money other than out of the MSA?

Answer: It could ke as much as two-thirds, but the $4,500, S3.000. ad
S1,500 figures are meart to ke illustrative only. In sonme cases, they nay ke



pretty dose to tre nark, but they will vary widely depending on locationard
denographics of a particular group. If we use instead numoers besed on the
sane dains deta from above, we get atade:

Deductible Individual Familv

$ 100 2,236 6,726

3.000 1039 JLs844
Premium Samings $1,197 $3,882
% Reduction 54% 58%

Question: The reduction in health premiums by 66 percent appears to
be implausibly large. It implies that employers currently spend $3,000
in premiums to reduce each enployee family’s deductible by at most
$2,900 (from $3,000 to $100). Because many families spend less than
$2,900 per year on covered care, the cost of providing low deductible
policies ($3,000 per employee) would ke far in excess of the expected cost
of the extra care the additional premiums cover, right?

Answer: This is predisely the irony. At loner deductible levels, enployers
may spend mere than one dollar for every dallar of added coverage. This is
largely due tothe increasing certainty of use of benefits asdeductible anounts
oet loner, combined with the administrative add on of processing these sl
dains through the insurance mechanism While atypical health insirance
loss-ratio is 75 percent (meaning 25 cants of every premiumdollar is spenton
taxes, administration, andmarketing costs), thedistribution of theseexqpanses
is much heavier in the handling of small dains where third party involverment
IS bath unnecessary and inefficient.

The ast effect is particularly true for family coverage. For instance, usingthe
nubers above, the aost to reduce the deductible for a family of four from
$3,000 per person to $100 per person is (56,726 - 52,844) or $3,882. If we
adjust the 53,000 deductible premium so thet it applies on aper family besis,
we gt (52,844 x 1.40) or 53,982 and the aost of the deductible reduction
becores ($6.726 - $3,982) or 52,744.

This 52,744 of savings realized by increasing the deductible to$3,000will not
e diminished by expense loads— every penny is available tospendon hedlth
care senices or left in the MSA for the future. Anotherway tolook at it is thet
the premium savings represent average health care exenses of (.75 x$2,744)
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or 52,058, ad an average inarease in the MSA of 5686, which nekes the
option even nore attractive to the consuer.

Question: Isit realistic tothink that insurerswould bewillingtosell high-
deductible policies? Would policies be affordable?

Answer: Low-cost, high-deductible policies areavailable today. \What is nat
available is the ahility to invest the premium samngs in atax-free acoount for
the purpose of offsetting medical expenses below the deductible anount.
Below the table shons some of theannual premius for palicies available in
Jure, 1992. The premiuns are basedon afamily with two aduits, age 3, with
one child.
1
Individual Health Insurance Annual Family Premiums With $2,500 Deductible
(June, 1992)

W ashington Pyramid Time American
National Life Insurance Community
City S1,369 S1.622 S1,310 S1,083
Cincinnati
Suburb 1.369 1,622 1,310 1,032
City 1.369 1,537 1,404 1.259
Indianapolis
Suburb 1,213 1.451 1,216 1,135
City 1,542 1,622 1,572 1,032
Peoria
Suburb 1,542 1,622 1,572 1,032
City N/A 1,878 1,253 N/A
Portland
Suburb N/A 1,878 1,164 N/A
City 1,369 1,451 1.123 N/A
Des Moines
Suburb 1.213 1,281 1,123 N/A
City 1.836 2,135 1.872 N/A
Dallas
Suburb 1,680 1.281 1,123 N/A
City 1.525 1,622 1,497 N/A
Richmond
Suburb 1,525 1,537 1,497 N/A

(Cents have been truncated to make the chart easier to read)



Some observations about these figures:
1 These pdlides are on the market today.

2 They are sdd individually, not in grayps. Medical saMngs acoounts ae
intended chiefly as a group insurance program and nay save additional
premuns through economies of scae and the administrative advantages of
ness purchesing

3 These pdlices contain a per-person deductible, not afamily deductible.
Going from a per-person to a single family deductible would raise the
premium cost by approximately 40 perocant.

4. There are extremely wide variations in health care costs and utilization
petterms in the United States. These are somewhat reflected on this tade in
the premium differences between Des Moines and Dallas, but the truly high
aost arees (New York, Boston, Los Angeles, and San Frandsco) are not
incdluded here. Premiums thet are gppropriate in Des Moines would befar too
low for New York (as would deductible levels), ad it is important thet any
legislation allow for the dranatic differences in regional oosts.
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Golden Iv 'e Erployees
Enthusiastic About M1 dcad Savings Account

An early-January suney demorstrates  thet enployees of Golden Rule, an lllinois-
besed life and hedth insurer, are very peased with their new Medical Savings Account
(MSA) plan, are using the funds to pay for senices not covered previously, and are saving
money for thensalves and their conpany.  Sixty-five paroat of the enployees enralled in
the MSA rate their new form of health insurance as "excellent, "and another 32% rate it as
"good." Only 2% rate it "only fair,” ad no ae raed it "poor.” The enployees
overwhelmingly prefer the MSA to their former plan, by a margin of 82% to 1%.

"By any standard of comparison, these numbers represant a strong endorsement  of
the Medical Savings Account,” acocording to Sd Groenenan, a Research Manager for
Market Facts, Inc., the firm thet conducted the January 7-13 sunvey for Golden Rule.

The Medical Savings Accourt is a new form of enmployer-provided health coverage
which usss finandal incentives to encorage cosumers o purdhese health care services
nmore carefully, promoting efficent utilization. With "first-dollar coverage”” provided by the
MSA, enpiovees can minimize their deductides and copayments, or avoid them entirely.
Under Golden Rule’s plan, enployees not exhausting the noney in their account can anoose
to recave an end-of-year refud or retain the noney in an interest-bearing account to pay
for next yearsexpenses.  Golden Rule’s MSA plan aso dffers enployees nore choice in
how they can soad their benefits, as the funds can be usad for products and services not
covered by nost traditional™ pans such as dental care, eye care, ad preventive care.

Most Golden Rule enployees dose the MSA originally, at least in pan, because they
believed it might save them money. As it tumed out, they were corect: 93% of enrolled
enployees received arefund dedk, averaging $602. The refunds applied to the period from
May through the end of 1993 ad likely would have been higher for a full calendar year.

-MORE -
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The few MSA-plan enployees who didn’t recaive a refund are just as pleased with
the plan as those who dd recaive a dhedk in Decenber: 19 of the 28 who didn’t receive a
refund rated the MSA plan as "excelent” (68%), ad the remaining nine rated it as "'good.”

"The thing I’'m most pleased about with the Medical Samings Account is the benefit
it represents for the single mother,” said Jon M. Whelan, president and chief executive
officer. "Ifshe hes achild thet needs to go to the doctor, she now hes first dollar coverage,
ad ge isn't penalized with either a deductidle or copayment. It mekes it easy for her to
take her child to a doctor."

The popularity of the plan extends beyond sheer economics, as 29% aso gave a
coverage-related  reason for choosing the MSA. Most of them mentioned  thet the MSA pays
for routine medical care or miscellaneous eqoanses not covered by traditional  insurance,
sore noted dental eqoenses or vision care, ad afew mentioned  prescription drugs or other
iters. And about 15% of the enployees gpting for the MSA mentioned choosing it because
they think it helps reduce healthmedical expases for the conparny or the country.

If it becores nore widely adopted, the MSA form of health coverage should nmeke
use of health ad nmedical care servioss nore  efficient systemwide.  And, while saving
money, its proponents believe that it can dso pronote v.dlness by expanding consumers’
options.

Since Golden Rule’s Medical Savings Account went into effect in May 1993, one-fifth
of enrdlled employees started using amedical senvice they had’t used before vecauvse o 1 e
12+, While only 3% indicated they stogped using sore senice they hed been using earlier.
Looking toward the future, over half (51%) of the enployees think they or their family
might use a senvice they hadn't used before, such as vision or dental care, because of the
plan; 4% think they might stop using sone medical senice or health product.

Twenty-one percent reported ''shopping around” or “'conparning prices™ » ... since the
plan went into effect; 9% reported shopping or comparing [rnces ..

Since the Medical Savings Account went into effect, enployees have dhanged their
pettems  of purdhasing hedltii care. One enployee said de liked the plan because she now
hes an incentive "to dheck on the surgeons’ fees before any surgery and even with de
regular doctors.”

- MORE
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The telephone suney of Golden Rule Insurance enployees wes conducted by the
Washington and Chicago-area offices of Market Facts, Inc., an intemational survey and
market research firm headguartered in Arlington Heights, lllinois  Market Facts mede three
attepts  during the week of the sunvey to reach ad interview the 708 Golden Rule
enployees for whom phone numbers were available.  Five hundred twenty enployees were
interviewed (73% conpletion rate). Only 28 enployees refused to be interviewed (s« Of
the eligible enployees contacted).

Market Facts condudts research for many of the country’s leading corporations,
assodations, non-profits, and government organizations at all levels. The company recently
conpleted its secod parsond surnvey for the U.S. Postal Service (Summer, 1993), and is
about to begin a third USPS sunvey in 1994. This series indudes all USPS enployees (over
716,000 in 1993) and represants the largest civilian enployee  sunveys ever conducted.

- GRAPHS ON NEXT PAGE -



Key Findings from Jan. 7-13 Survey
of Golden Rule’s Employees
Enrolled in the Medical Savings Account Plan
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MEDICAL COSTS IN ALASKA

Alaska has the highest health care costs in the nation. According to
Dr. Rodman Wilson costs in Anchorage are 40% higher than in Seattle.
In a newspaper article in March of 1993, Ms. Betty Wood, President of
Blue Cross, Washington/Alaska stated that coronary bypass heart
operations were three times as expensive in Anchorage as compared to
Seattle, The manager of the Alaska Truckers Association said that he
inquired about tying into a Washington State group health 1insurance
plan for the trucking industry and he was told that the Alaska
participants would pay a 40% surcharge.

The reason for this situation 1is overinsurance or excessive demand for
medical services.. This is caused by the 130,000 Alaskans who are
enrolled in group health insurance plans provided by the State of
Alaska, by municipal governments, and by school districts.

The model of these plans is the Aetna plan covering 13,500 Employees
of the State of Alaska who are in the Alaska State Employees
Association which negotiates this plan. As of March of 1993 this plan
had a deductible of $100, 90% coinsurance to $3,950, and 100% payment
beyond that number.

Suppose that the Union had negotiated a clothing purchase plan instead
of the group health insurance plan? State Employees could go to any
store that sold clothing and buy as many articles of clothing as they
wished. They would be required to have these purchases approved by a
Licensed Clothing Advisor who would receive 10% of the purchase as
compensation for advice. The participant would be required to pay the
first $100 of the transaction and then 10% of the next $3,950. For
amounts over this number the State would pay 100%. There would be no
restrictions on the cost of the clothing or accessories. They could
buy Gucci shoes and Brooks Brothers Suits. These purchases would not
be taxed as income by the Internal Revenue Service.

If such a plan were to be put into force, Nordstrums, Pennys, Lamonts

and other clothing establishments would be jammed with shoppers. The
management would expand the facilities and hire more sales and
warehouse people. The stores would raise the prices because with the

State of Alaska paying the bills, no one will be concerned about cost.

The only difference between the Clothing Purchase Plan and the Group
Health Insurance plan is that medical services are intangible and
cannot be stored.

The State of \laska has more people in the service of State and Local
government and schooledistricts than any other state, as a percentage
of the population. All the group insurance plans of these lesser
governmental entities follow the pattern of the State plan negotiated
by the Alaska State Employees Union. For example, the group insurance
plan of the Copper River School District which has about 100 employees
is a clone of the State plan although it is not administered by the

1



Aetna. It is my estimate that there are 130,000 participants and

their dependents in these plans. Private employers such as the banks
and the energy companies must pattern their plans after the State
Plan.

In February of 1993, the negotiators for the State of Alaska attempted
to make some changes to the plan to moderate an anticipated increase
in premiums. Aetna had told the State that rates would increase by
30%. This meant an increase iIn payments to Aetna of about

$20,000,000. The negotiators for the state asked the Union to accept
a change in the deductible from $100 to $250.00 and a change 1in
coinsurance from 90% of the first $3,950 to 80% of the first $5,000 of
expense. This change was refused by the Union and the matter has gone
to an arbitrator to decide whether the State can alter these
provisions.

Why did costs double in the years form 1988 to 1992? According to an
article in the Anchorage Times 1in October of 1989, the 13,500 State
employees and their dependents made 338,800 claims in 1988. This 1is
25 claims per participant. In 1992 the employees made 685,000 claims
or about double the number of clainms.

Dental and Vision claims remained about the same, The increase was 1in
medical claims.

No analysis has ever been made in the State Plan of who makes the
claims. Figures in most plans show that 25% of the people make 80% of
the claims. Half the people in a plan will make less than 10% of the
claims and about 20% of them will not see a physician in the course of
a year. Federal Express with 47,000 employees found that 16% of the
participants made 80% of claims. I believe that these figures would
apply to the State. IT my surmise is correct then there are 3.750
participants and their families who made 80% of the claims.

There is no reason why the participants in these governmental plans
should not demand as much expensive and extensive health care 1is
available. From the point of view of the doctor he has every reason
to supply these services and even urge upon the patient more elaborate
and costly procedures. His income and career will benefit by so
doing. These fortunate people in the governmental plans have free
medical care of the finest quality and this has created unlimited
demand and rising costs.

The State will pay $80,000,000 to pay for the medical, dental and
vision costs of 13,500 State Employees. This is about $6,000 per
participant or $500 per month. We estimate that there are 30,000
people in the plan, 1including dependents, the cost 1is about $2,700 per

individual.

These government employees have unlimited access at no cost to the
finest in health care. On the other hand, there are 60,000 to 90,000
Alaskans who have no access to health care outside of what they car.

2



pay for themselves. Anchorage has 30,000 of these uninsured people.

On February 6, 1993 there was an article in the Anchorage Daily News
concerning the financial problem at the Anchorage Neighborhood Health
Center. This is a Community Health Center whose expenses are met in
part by the Federal government. These centers were established to
provide health care to poor people for a modest fee. The center
treated 9,400 people in a year at a cost of $4,000,000. The doctors
at the center work on salary. The cost per person was 3$425 per year.

Why does it cost the State $2,700 per person for health care as
compared to $425 for the Neighborhood Health Center? A partial
explanation is that the Health Center provided basic medical care. We
know that hospital charges are about 50% of medical costs so let us
double the cost for the Health Center per person to $850. This is 30%
of the cost of the State.

The reason for the difference 1is the State plan is Third Party
payments and medicine for a fee with complete choice of physicians
available to the participant. The Neighborhood Health Center 1is
direct service with a small payment for service based on the patients
ability to pay. It resembles the British System of National Health

Service.

The State Group Health Plan could be changed to save millions of
dollors. For example a vairible deductable could be used as in the
Forbes Plan which 1is attached. Payments could be made to those who

made no claims.

William A. Barnes SR..

Written at Anchorage, AK. April 6, 1993
430 W. 7th St. #201

Anchorage, AK 99501

Tel. 907-276-8998

800-770-89913
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) Private Labor Union
Membership Continues
to Slide

The US. Department of Labor
Bureau of Labor Statistics has re-
portedanotheryear-to-year decline
In the percentage (market share) of
private sector workers belonging
ralaborunions. In 1993 union mar-
ket share was 111 percent, down
from 114 percentin 1992 In the
lastfive years, 22million newjobs
have been created, while private
union membership decline b?/] 12
million. Private uuionmarketshare
peaked in the middle 1950s when
nearly 40 percent of private work-
ers were union members. Since
1955, private employment has
doubled, with 45million new jobs
created. At the same time private
sector union membership declined
by more that) 40 percent, with a
membership decline of more than
seven million. Public sector union
membership continues to be com-
paratively strong, with nearly 38
percent market share, compared to
37 percent in 1989

Real Estate Value Drop
Due to "8 Tax Increases

Onetrillion dollars have beenelimi-
nated from the market value of do-
mestic real estate in response to the
tax changes of 198, according to
Dr. Paul Craig Roberts of George
Washington University, although
subsequent tax changes have
slightly improvedthe a%gre ateen-
vironment for real estate. But the
normal underlying trend ct price
changes in domestic real estate are
influenced hy. among other things,
local conditions. One study reveal-
ed that approximately 50% of
changesin relative real estate prices
canbe explained in changesin stare
tax burdens.

Medical Savin(%,s
Account Introductions
Reach Record Level

While the federal health care de-
bate rages on in the nation’s capi-
tal, often focusing on how mnch
control government should have
over the medical care that Ameri-
cans receive, state legislators are
exploring innovative methods for
controlling costs hy giving people
greaterdecisionmiikingpowcr. One
such method is through medical
savings accounts (MSA), which
ALEC has been promoting for sev-
eral years.

In 1991, medical savings account
bills wereintroducedin diree states.
In 1991 MSAs were introduced in
four states. Then, a remarkable
thing happened. Legislatorsin 15
states introduced MSAs in 1993
and thus far in 1994.27 states have
seen medical savings accounts in-
troduccd. (The 27states are: Ala.,
Ariz.. Calif., Colo,, Conn, Ga,
Hawaii, Eli. Ind., Idaho, lowa, Kan.,
Md.,Miob.,Miss..N.Y.,NC., Ohio,
Okla., Pa, S.C., Utah, Vt, Va,
Wash., W. Va., Wise.)

A recent study prepared by the ac-
tuarial consulting firm ofMilUman
and Robertson. Inc. for the Coun-
cil for Affordable Health Insur-
ance (CAHI) determined that the
U.S. could save S5S8 hillion over
five yearsifCongress enactedmedi-
cal savings accounts (for more in-
formation on this study, see the
November!, 1993 editionoffT7.)

For more information on medical
savings accounts, see ALEC's In-
dividual Medical Account Act IN
Keeping the Promise: A Compre-
hensive Health Care Plan for the
States, or contact Molly Hcring,
Legislative Director of the Heal
Care Task Force.

National Leadership
um |t§)n ?cononyc
Growth Set for Apri
In San Antonio

ALEC's 1994Notional LeadershiF
Summit OnEconomic Growth will
behcldin San Antonio, Texas, April
14-17 San Antonio is an ideal site
because it is one of the nation’3
fastest growing economic and cu’e
tural centers. The Hyatt Regency
Riverwalk is one of the nation’s
premier meeting facilities, located
In the heart of old San Antonio,
home of the Alamo. This year’s
Summit, Business, Laborand Gov-
ernment Working Togetherfor Eco-
nomic Growthand Prosperity, will
focus on strategies, policies and
fundamental economic principles
necessary to promote economic
rowth in the U.S, as wc enter into
e ucw global marketplace.

The areas to be covered include:
Principles of Economic Growth;
Business and Job Creation; Invest-
ment and Technological Innova-
tion; Regulations and Government
Mandate_s;.andPubllcSpendmgand
Competitive Government. State
legislatures play a critical role in
Promotlng a sound economy, and
he policies developed at the state
level will be the difference infuture
economic prosperity or stagnation.
ALEC’sNational Leadership Sum-
mit on Economic Growth will pro-
vide up-to-date information and
analysis from senior corporate ex-
ecutives. public policy experts and
state legislative leaders on this im-
Portannssue. Some ofthe speakers
entatlveIY scheduled include. The
Honorable Nelson Wolfe, Mayor
of San Antonio; Wall StreetJour-
nal columnist Robert Bartley;
U.S. Senator Kay Balle?i Hutchr*
son;and Lawrence Lindsey,
member Of the FEderal Reserve
Board of Governors.

Vt»oni 11 1Qua as *;
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A golden health plan

This Christmas is turning out to he
golden for hundreds of Gdlden Rule
employees, thanks-to an innovative
health pro gram thatJust could become
a mode' for other employers,

Thrs past year. Golden Rule Chair-
Patrrck 00ney gave his em-

E]o ees ac orce etweén regular, low-
uctible health nsurance and a
new Medical Savings Account plan.

Because low-deductible Insurance is
50 costly the company devised, the
new plan: ch ealper rnsurance with a
hi her deductible, along with a sav
Ings account to cover expenses hot
vcurred under the old plan.

The old plan for families had a
5250 deductible and a co-pay that
stopped at SI 000, for a tot | out of-
po et empl ee expenseo

The ne an set a 83000 de uct-

no cp-pay. and thus cost Golden
Rule far Iess but the_company then
gave the employee SI.750 to cover the
additional deductrble expenses ,

That made the two pans seemrnﬁ]y
equaI N merit; rn ot cases
employee's out-of poc ket expenses
would be the same, S1.250. But there
are some important differences.

$ot only did Golden Rule save mon-

ey on the MSA plan, but now, at year-
end, employees are being yeimbursed
any mtoneg not spent” from their
acc unts

The total reimbursement? An in-

credible S468.000.

Under current law. the MSA
ceeds are taxable Income, as op sed
{0 the tax-free nature of tradifional
health benefits. But the MSA plan
generally would be the better optron
or those who are able to keeg thelr

-alth costs own In a given g r

The Medical avrn s Acc untFpIan
has some additjonal bene Its rst
the account could be used to parr
surance premiums between lobs. 1f an

employee loses his or her Job or js qut
on strike, there would be money in the
account to contrnu% health insurance.
100, as ooney as pointed out. the
Incentive for empo ees to be rudent
about their at cost sgen ing
would be revived under the M
for employees know they would recoup
anY unspent money
n other types of em Io ee health
savrn S acco nts, the moriey reverts
0 the emTofo yer If It Isnts ent
ears end, Thus, es ecra[}/r rt rs
the emplouees own m ne% e ucte
rom NiS or her paycheck, the emp ou-
ee has a built-in” urgency to try
spend the money aIIocated to the und,
not cut back on’health expenditures.
One of the_best offshoots of such a
plan is that it wouyld encourage more
employers to provide health jnSurance
for™ thiejr employees.  People whose
companies pau for their insurance of-
ten don't realize how much therr em-
pogrers are paFurng on their be alfs.
ccording oone annual family
emrums rn In ranapolrs average
0. In Cincinnati, the cost “is
slightly higher. 34500, In Des Maines,

that figure’ nears $4,700. In Washing-

ton, it's closer to 38.200.
Small businesses often don't provide
8roup Insurance not because they
care about their employees but
because they can't afford It That
might change_ if they paid formore

redsonabl prrceﬁt hrgh ~deductible in-

surance a dempoye MSAS.
Congress could get the ball ro||rng
even further by modifying the taxcod
to allow MSA money fo be treated like
an Indrvrgual Refirement Accopnt
with the tund allowed to accumuate
tax free untrl It Was sp%nt r(rj tgact
Jac and . Sen
oaty ?dS both have intro-

duced Iegrslatron to that end.

In particular. Coats' "HealthSave
Proposal” would call for participating
emponers t0 purchase an umbreIIa
policy “for emp ¥]ees for catastrop IC
medrca COStS. Te ten would Lpro
vide each empoyee with an MS f
0 per ahndm, which would
maip on account tax-free, for future
medical hills and other limited uses,
such as |ong ~term care and edycation.
Coats also has called for an Increase
in t%x credrtﬁ for those whose employ-

ers (o not offer such coverage,
Americans recognize their critical
need for aftordable health care but
th ez\aso wantc orces Golden Ruie's
lan ought to become a Rromr
nent pIayer rn the debate over health
care options before Congress.

Rising cost
of health,”

care

Cost of health care In
the United States
$t.ar- r f.

9.6 L Trillions of dollars
i Frgureshr 1992-2000
14\ prorecte

19090 R RBH B %697 B P03
AP/Wm. J. CasiQilc
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Health Care Reform That Works: Medical Savings Accounts

A former Speaker of ihe Mouse
of Representatives once described
some pending Icgisinlinn by saying:
"An indefinable something is to be
8fne in n wav rwbndy knows how.

a time nobody knows when, thru
willaccomplish nobody knows
what. "

How's that for an accurate
assessment of today's national

health care debate?

An indefinable something is to be done, because the Clinton
administration has staked most of its political capital on bring-
ing manifest change to the way we Americans purchase and
receive health care.

Il is to he done in a way nobody knows how. because the
administration has kept secret its health care plans not in the
name of reform hut in the interest of politics.

It is to he done ni a time nobody knows when, because the
administration has discovered that neither Congress nor the
nation is thrilled with its economic plan and health care reform
involves tinkering with one-eighth of the gross domestic prod-
uct of the United States.

And it milaccomplish nobodv knows what, because the
types of programs, the extent of the government s involve-
ment. and the economic and social costs they will incur have
never before been seen, so the results can only be speculated
Supply Side Controls Don7 Work

The basis of the problem ;s this: All of these ideas for health
care reform ingKixe controls on the <upply side of the econom-
ic interchange. But the empirical evidence is that controls on
the supply side simply don't work.

Medicaid is an excellent example. Statisticians tell us that
ihe average national medical cost of the normally-insured,
non eldcrly population, including the deductibles and co-
insurance they pay out of their own pockets, is S1,495 per per-
son

Hut ihe average national cost for non-elderlv Medicaid
p3tiems is $3,313 .. more than twice as much!

So what are we accomplishing by controlling medical care
costs> We arc denying tow-income people convenient, quality
medical care. Instead, we’re sending them to emergency
rooms—often in ambulances—at a cost many tunes greater than
if thnra patients were simply able to visit a neighimrhood
physician

Unfortunately, it is this same supply side philosophy that
drives the administration's most frequently-mentioned idea for
controlling medical costs—managed competition.

Demand Side Idea Makes More Sense

While I'don't want to deny the Clinton plan a fatr hearing, f
think we all would profit by examining an idea from the
demand side. It’s known as the Medical Savings Account and
it allow s employers to replace conventional insurance plans
* oh individual ravings accounts for employees' medical

Mere s how i: works' The average employer nationally paid
about SV6<)0in 1942 for health care coverage on an individual
worker and family. Nationwide, lhe annual dcduclihle aver-
ages 5212 for one person and >531 for a family So when the
employee co payment is included, the employee typically has
.in average out-of-pocket cost of S1,000 tc $2.000 for any seri-
ous medical expense

Rut in most parts of ihe United Stales, the employer could
buy a catastrophic policy for the worker and his family that
will pay all medical expenses above 53.000 for just 35 to 40%
of the cost he has been paying

If the employer puts S2.000 into a Medical Savings
\ceruni. that employee is guaranteed the same protection he
or she had under the previous insurance programs Here's the
difference* if the employee doesn't spend all of the $2,000. die
unspent halam. «is his in keep.

In a typical American city such as Cincinnati. 23% of all
families will spend less titan $500 a year on health care. Those
families could retain a savings of S1.500 nr more—if their
employers put at least 52.000 into their Medical Savings
Account.

If he employee had a $100.000 heart transplant operation
during the next year, his out-of-pocket costs would still he
only S1.000— no higher than they are today with conventional
insurance, The difference is this: with the Medical Savings
Account, the insurance company doesn't get involved until the
family’s medical expenses exceed 53.000. The employee self-
insures the first 53,000

Each year, the employee will receive 52.000—and. at the
end of the year, he would be able to roll over any money
remaining in his Medical Savings Account into an IRA.

Practical Solution lo Cost Control
Medical Savings Accounts offer the most practical method

for getting health care spending under control.

« Individual*, would have an incentive to spend their health
carc dollars wisely— they would be using their money, not
mmeone else*s.

« The account could he used to pay for any medical expense
recognized by the Internal Revenue Service, including pre-
ventive care, eye care, dental care and annual physicals.

= Escalating premium increases for employers would stop

« The accounts would be fully vesled in the employee and
portable. They would leave with hint when he changes jobs

« Paperwork would be reduced for providers and insurance
companies alike, because there is no insurance claim to fill
out and no pnor approval to be obtained until the expense
exceeds 53.000,

<« Medical Savings Accounts would let individuals choose
their physicians, rather than have bureaucrats choose for
them.

« Medical Savings Accounts would also provide an incentive
to stay healthy by allowing individuals to receive preventive
care—such as mammograms and pap smears—they might
have avoided previously because their insurance didn’tcover
it or they didn’t have the cash.

The Medical Savings Account concept works. At Dominion
Resources. Inc.. a Virginia utility, acombination of Medical
Savings Accounts and other incentives has held health care
cost increases to an average of just seven-tenths of one percent
over the last three years.

People spending their own money spend it more wisely. So
why hasn't acommon-sense solution of such obvious merit
been adopted nationwide?

Federal Tax Code Presents Obstacle

The primary obstacle is ihe present federal rax code When
an employer spends a dollar on an employee's health insur-
ance today, that dollar is excluded from the employee’s tax-
able income. Out. tf ihe employer wants to establish a Medical
Savings Account for the employee, that dollar is subje-t to
federal, state and local raxes—including social <ecuniv tax
Looking at n another way, today's las laws encourage us to
use health Insurance.

The Medical Savings Account would restore competition in
the health care marketplace, because the first 53.000 employ-
ees spend would he their own money.

A simple revision of our present tax codes would make
Medical Savings Accounts economically attractive to more
Americans and begin to apply the brakes lo our out-of-control
healthcare costs

Rut that isn't the only advantage of the Medical Savings
Account.

When employees lo*e their jobs today, the COBRA legisla-
tion guarantees them the right to slay insured by paying an
insurance premium to thetr former employer. The reason most
employees don’i do that is because they don't have the cash
available to pay the premiums that are required.

Rut. if they had a Medical Savings Account, they would
have tax-free money in Ihal account that could he used to pay
Continued on Page 17

(Continued from page 5)
the COBRA payment and keep insurance m
effect until they got a new job

Half of all uninsured persons are without
coverage for four months nr less, anil 70%
are without coverage for 12 months or ie<s.
The Medical Savings Account would permit
these people lostqy insured

In other wools. 25 million Americans—nr
70% of the 37 million uninsured—could stay
insured without new costs to employers and
without new payroll taxes on the workers
This is possible simply by permitting work-
ers to accumulate money in a Medical
Savings Account.

The remaining 12 million uninsured could
be accommodated by treating all Americans
equally on the tax deduction for health
ItcneQix.

It’s estimated that tax fairness would bring
another 9.8 million Americans into the health
insurance system at a net cost to the federal
government of only 58 billion a year—small
potatoes indeed when compared to the 5150
billion the White Ilcusc plan may cost! Then,
if the government would privatize Medicaid
for the non-cldcrly, we could begin io treat
the poor with decency and respect. We could
let them go lo a neighborhood doctor instead
of an emergency room, and wc could cut the
cost of MedicauJ by half.

Savings for Ihe American People

A final point is that this proposal provides
much-needed savings for the American peo-
ple. You'll recall that the individual retire-
ment account was one of the most popular
tax benefits ever offered the American work-
ers—hbefore it was repealed’

flic Medical Savings Account bring' that
idea back Il embodies the nuich-ballyhoocd
tax cut for ine middle class—about which
wc have heard very little lately from our
elected leaders in Washington And it pro-
vides each of us with a pnvnte-sccinr solution
to nor nation's mounting health care crisis.

Instead of wailing for the administration
to produce the "indefinable xomething " in ‘a
way nobody knows how" and "at a time
nobody knows when." each of us should tell
our representatives m Congress now that we
support ihe Medical Savings Account as the
most practical method for getting health cate
spending under control.

Let me conclude by confiding with you that
the Speaker of the House | quoted in the begin-
ning of this a/iide—the man who so succinctly
summarized the Clinton administration's jury-
rigged approach to health care reform—was
Congressman Thomas B. Reed of Maine, lie
served in Congress between 1877 ami IR99!

Donald F Foy
MSSNY Executive Vice President
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HERE*S HEALTH-CARE REFORM THAT WORKS

It's no mystery Why our health-care spend'ng has skyrocketed. Under
the law, employers can deduct the cost of health insurance for their employ-
ees. but employees cannot deduct insurance they buy themselves. That makes
it cheaper for employers to buy insurance than for emplovees to buv their
own. Health-policv analyst Eric-Charles Banheld notes that when federal,
state and local taxes take 40 percent of an employee's income, the worker
must earn S3335 to buy a S2000 insurance policy.

What's more, since employees pay taxes on their salaries but not on their
health benefits, they want ever more generous benefits. The result: Today
employers offer their workers extravagant coverage for everything from
psychological counseling to cosmetic surgery. That makes these services
appear free and. says economist John Goodman of the National Center for
Policy Analysis. “As long as medical care appears to be free, there will be
an unlimited demand for it, driving up costs."

If individuals could deduct the cost of health insurance they bought
themselves, many might choose to buy their own—especially if not getting
it at the office meant they could earn higher salaries. And if they bought
their own. most people would choose more efficient, high-deductible poli-
cies. "Insurance should be disaster protection for when the house burns
down or the Koung breadwinner dies," writes Jonathan Kwitny, author of
Acceptable Risks- "Yet when it comes to health, we send for insurance
accountants and adjusters every time we catch cold." The IRS leaves us
almost no choice.



Golden Rule™

Representative Cynthia Toohey

Co-Chair, House HESS Committee

House of Representatives

State Capitol

Juneau, AK 99801 March 21, 1994

Dear Rep. Toohey:

Not only do | endorse Representatives Kott and Davis®™ resolution
relating to Medical Savings Account legislation, but I also applaud
the Alaska Legislature for considering an "American Solution"™ to the
problem of increased spending for health care.

I am aware that the plight of the oft-mentioned 37 million Americans
without health insurance is not a result of lack of access. With the
exception of about 1% of the population, uninsurability due to health
status is not the problem. Cost is the major deterrent, and "job-
lock™ 1is also a significant factor.

As the resolution so succinctly states, Medical Savings Accounts will
address those problems by empowering people to make their own deci—
sions and at the same time reducing costs throughout the system.

IT I or my associates can be of assistance to you, please feel free to
rontact me.

J. Patrick Rooney 1
Chairman of the Board

JPR/js
Golden Rule Insurance Company Goluen Rule Insurance Company
Home Office Golden Rule Building
Golden Rule Building 7440 Woodland Drive
712 Eleventh Street - Indianapolis. Indiana 40278-1719
Liwrencevillo. lllinois 02439 Telephone (317) 297-4123

Telephone (618) 943-SOX)
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Dace Referred: March 1S, 1994 FURTHER REFERRALS:

G :of Committee Action: H

The HEALTH. EDUCATION AND SOCIAL SERVICES Committee considered: SSHJR 54

SPONSOR SUBSTITUTE FOR HOUSE JOINT RESOLUTION NO. - 1K
SUPPORT MEDICAL SAVINGS ACCT LuGIS

Reiatir.2 to medical savings account legislation.

RECOMMENDATIONS: | ] tlte same title
be replaced with j ] a new title

[ ] have attached amendments(s)

[.<] do pass
[ ] do not pass
[ 1 no recommendations

[ ] individual recommendations

[ J additional referral to the Commute:
ADOPTS
W attaches new fiscal note(s) APPROVES PREVIOUS (CepuDaist
[ ] fiscal impact [ ] fiscal note(s)
[*] zero tiscai note AX,/**. A’ [ 1 zero tiscai note(s)
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DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA
(007) 465-3867 or 465-2450

FAX (907) 465-2029 130 Seward Street, Suite 409
Mail Stop 3101 Jurteau, Alaska 99801-2105
MEMORANDUM January 14, 1993
SUBJECT: Sectional analysis of SB 1 (Retirement Incentive Program)
TO: Senator Jim Duncan

Attention: Roxanne Stewart

FROM: Teresa B Cramer'AMAN,
Legislative Counsel

You have requested a sectional analysis of ‘e above described hill.

As a preliminary metter, note that a sectional analysis or summary of a hill should
not be considered an authoritative interpretation of the bill and the bill itself is the
best statement of its contents. If you would like an interpretation of the bill as it may
apply to a particular set of drcunstances, please advise.

Because this hill sets up a time-limited program which is repealed July 1, 1995, it is
not placed into the codified statutes. If the hill is enacted, it will be published in the
Session Laws and also in the Temporary and Special Acts volume of the Alaska
Statutes.

Section 1 states the legislative purpose in adopting a retirement incentive program
for public employers and enployees.

Section 2 establishes the general requirements for a retirement incentive program
Subsection (@) permits employers to designate organizational units of employees
eligible to participate. Subsection (b) sets out criteria for the organization units.
Subsection (€) limits which enployees are eligible to participate to those who will be
qualified to retire after receipt of the retirement incentive.

Subsection (d) sets out requirements for the employer’s plan and requires the
employer to agree to reimburse the retirement system for the extra costs incurred by
the system as a result of participation by the employer’s employees.

Subsection (e) sets out the formula for computing how much each member of the
Teachers’ Retirement System (TRS) who participates in the plan ones in order to

Sc.ctionat AnaltjsU



Senator Jim Duncan
January 14, 1993
Page 2

receive the threeyear credit. It is based on the annual contribution rate of 8.65%
for members of TRS set out in AS 14.25.080. Subsection (f) sets out the formula for
computing how much each member of the Public Employees’ Retirement System
(PERS) who participates in the plan ones in order to receive the three-year credit.
It is based on the annual contribution rates of 7.5% for peace officers who are
members of PERS and 6.75% for other members of PERS set out in AS 39.35.160.

Subsection (g) provides that the retirement incentive is a credit of three years, to be
used either to meet retirement eligibility requirements or, if those are met, to
increase the amount of credited service a participant is entitled to when computing
benefits. Subsection (h) limits the kinds of credited senice that employees retiring
under the retirement incentive plan may use when determining whether they are
eligible to retire. Note that the sulbsection does not limit the kinds of credited service
that may be considered when computing the employee’s benefits.

Subsection (i) permits employees to assure part of the employer’s liability in order
to become eligible to participate in a retirement incentive plan.

Section 3 authorizes the state to adopt a retirement incentive plan for its employees,
to begin July 31, 1993, and ending October 31, 1993. Subsections (b) and (c) limit
which enployees may participate. Subsection (d) requires that participants be
appointed to retirement on or before July 1, 194,

Section 4 authorizes political subdivisions and public organizations which participate
in PERS to adopt a retirement incentive plan for their enployees, to begin
December 31, 1993, and ending June 30, 1994. Subsection (b) requires that
participants be appointed to retirement on or before February 1, 19%6.

Section 5 authorizes the University of Alaska to adopt a retirement incentive plan for
its employees, to begin June 30, 1993, and ending December 31, 1993, Subsection
(b) requires that participants be appointed to retirement on or before August 1, 1934.
Subsection (€) addresses participants in the Optional University Retirement Program

Section 6 authorizes enmployers in TRS other than the state or the University of
Alaska, which are covered in sections 3 and 5 above, to adopt a retirement incentive
plan for their employees, to begin June 30, 1993, and ending December 31, 1993
Subsection (b) requires that participants e appointed to retirement on or before
August 1, 194,

Section 7 permits state employee participants to receive credit, for purposes of
determining whether the participant satisfies the years of senice requirements for
retirement under TRS or PERS, for certain employment with political subdivisions
or public organizations who did not participate in PERS or TRS at the time of the
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employment. The employment may nc' ’ counted when the amount of the partici-
pant’s benefits are calculated.

Section 8 permits the administrative director of the Alaska Court System who is a
member of the Judicial Retirement System (JRSi to participaf; in a retirement
incentive program  The section sets out provisions comparable to those that apply
to mermbers of the other retirement systens.

Section 9 permits the Department of Administration to take certain actions if
enployers who are participating in the retirement incentive program become
delinquent in the payments they one the system for the increased benefits paid to
their retirees under the program

Section 10 establishes an indebtedness owed by participants in the retirement
incentive program who, after retirement, are raemployed in a position that is covered
by PERS, TRS, or JRS.

Subsection (b) prohibits participants from working for a state department or agency
for three years after the participant retired. There is an exception for work for the
University of Alaska and for employment with the legislature during the session if the
employment is on an hourly besis and if the employee is not entitled to retirement,
health, or leave benefits. Subsection (c) permits the Board of Regents, in the case
of the University of Alaska, and the commissioner of administration, in the case of
other enmployers, to permit enployers to enter into personal sernvices contracts with
participants during the three-year waiting period if the employer establishes that
there is a compelling reason for hiring the participant because of the participant’s
specialized or extensive experience. Note that while subsections (b) and (c) permit
state agendes to hire certain participants, neither sulbsection excuses the participant
from paying the penalty established under subsection (a).

Section 11 directs state agendes to file with the Office of Management and Budget
reports showing the expected effect of the program on the agency’s personal senices
cost and operation.  Subsection (b) directs OMB to document the net reduction in
personal services aosts for each agency in the governor’s annual budget reguest.
Subsection (c) directs OMB to report to the legislature on the retirement incentive

program

Section 12 states that employees do not have avested or contractual right to benefits
under a retirement incentive program until an agreement is executed with the
administrator of the retirement system The legislature reserves the right to make

changes to the program

Section 13 makes the definitions in TRS and PERS, as appropriate, applicable to the
bill.
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Section 14 repeals sections 2 - 8 of the Act, which establish and authorize the
retirement incentive prograns, on July 1, 195,

Section 15 is an immediate effective date dause.

If | may be of further assistance, please adMise.



FISCAL NOTE

STATE OF ALASKA BILL NO. SB1
1993 LEGISLATIVE SESSION

Revision D ale: _Dcpt. Affected:_ Administration
Title: An Actrelating lo retirement incentive programs for J3RU: Retirement and Benefits
Public Employees' and Teachers Retirement Systems and _Component: Retirementand Benefits
x:rtain persons under fRS

Sponsor: Duncan

Requestor: (S) State Affairs COMPONENT SERIAL NO. 64
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY94 FY95 FY96 FY97 FY 98 FY 99
PERSONAL SERVICES 701.7 6303 273.9 273.9 273.9 273.9
TRAVEL 6.0 6.0 20 20 20 20
CONTRACTUAL 253 24.9 10.9 10.9 10.9 10.9
SUPPLIES 43 4.0 15 15 15 15
EOQUIPMENT 1090 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRAMS.CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 846.8 665.2 288.3 288.3 288.3 288.3

REVENUE FUND SOURCE: 0 0 0 0 0 0

FUNDING:

1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
1004GF 0 0 0 0 0 0
1005 GF/Propram Receipts 0 0 0 0 0 0
1006GF/MHTIA 0 0 0 0 0 0
Otlxr 8463 6652 2883 2883 28S3 2383
TOTAL 846.8 665.2 288.3 288.3 288.3 2SS.3

POSITIONS
FULL-TIME 6 6 6 6 6 6
PART-TIME 0 0 0 0
TEMPORARY 12 1 0 0 0
Estimate of currentyear (FY93) impact: $ Wc anticipate the need for a Legislative Revised Propram to increase

our FY93 authorization, thus allowing the division to hire the FY94 staff prior to lulv 1. 1993. The FY93 hirine wi.uld
be needed so that we can properly train the RIP staff prior to the opening of the window periods. These costs would be
paid for bv participating employers.

ANALYSIS: (attach a separate page if necessary.) The actuarial costs to participating employers due to this
program are lo be paid up front and no additional costs to the systems are anticipated. See attached detailed analysis.

Prepared By: Robert F. Stalnaker Phone: 465-4470
Division: Retirement and Benefits Date: January 14.1993
Approved by Commissioner Nancy Bear Usong il M I Date:

Agency: Department of Admmfj)ti‘ation

PREPARER TO PROVIDE ALL DISTRIBUTION COPIESTO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative fficc
Rev 11792 gam« hi nnB N wim. . 2a8K__L-0L 4
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Senate Bill 1
Analysis of Fiscal Implications to the Retirement Fund
Prepared by Division of Retirement and Benefits
Department of Administration
January 14,1993

Analysis:  This bill would place a temporary retirement incentive provision in statute for the
Public Employees’ (PERS) and Teachers' (TRS) Retirement Systems. Active PERS and TRS
members could retire on an accelerated basis with an increased benefit under the following
conditions: as early as age 47, if vested; with 17 years of senvice as a qualified peace officer, fire
fighter G teacher; or with 27 years of credited service in the PERS. Before qualifying for an
accelerated benefit, however, the member must pay alump sum indebtedness payment or take
an actuarial reduction from their life time benefit for the indebtedness amount.

We estimate that five permanent full-time positions will be needed in Juneau and one in
Anchorage to administer the increased demand for information and services resulting from
adding potentially over 4000 new retirees to the PERS and TRS, resulting from prior RIPs and
projected for this one. In addition, we estimate that twelve long-term non-permanent employees
will also be needed for varying lengths of time over the nexi two fiscal years. Personnel will
handle increased counseling, address and beneficiary changes, account maintenance and other
services.

We estimate that we will need to increase our normal number of counseling trips by 5 trips over
the next two fiscal years to assure that members understand the options and requirements of the

program.
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Senate Bill 1
Analysis of Fiscal Implications to the Retirement Fund
Prepared by Division of Retirement and Benefits
Department of Administration

January 14,1993
The total estimated administrative cost to the division by fiscal year is as follows:
FY A FY 9% FY 96
PERSONAL SERVICES
FY A
2 Retirement Specialist 1/11 102.6
8 Retirement Technician I/n 336.0
1 Accountant | 453
3 Accounting Clerk 11l (12 months) 1134
2 Clerk Il (12 months) 58.2
1 Retirement Technician | (6 months) 210
1 Accounting Clerk Il (8 P.onths) 252
Total FY 94 Personal Services Cost.....
FY 95
2 Retirement Specialist I/11 1026
5 Retirement Technician /11 210.0
4 Retirement Technician I/11 (9 months) 126.0
1 Accountant | 453
2 Accounting Clerk Il (12 months) 75.6
1 Accounting Clerk Il (4 months) 126
9 Clerk Il (12 months) 582
Total FY 95 Personal Services Cost.............. $630.30
FY %6
2 Retirement Specialist I/11 102.6
3 Retirement Technician /11 126.0
1 Accountant | 453
Personal Services Cost (FY 96 and beyond)...........cccovuveiiiiiiiii e, 2739
TRAVEL
Traveling to various locations throughout
the state lo counsel prospective retirees and
give seminars 6.0 6.0 2.0
CONTRACTUAL
Computer senvices for additional PCs, CRT use 161 157 72
Telephone service for: 6 permanent phones 12 12 12
Telephone service for: 11 leased phones 55 55 0.0
Long distance call expense base on previous RIP 25 25 25
Total Contractual COStS.........ccvviiiiiiiiiiiieccececece e 253 24.9 10.9

Page 3 of 4



Senate Bill 1
Analysis of Fiscal Implications to the Ru :rement Fund
Prepared by Division of Retirement and Benefits
Department of Administration

January 14, 1993
FY A FY 95 FY 96
SUPPLIES
Office supplies 4.8 40 1.5
EQUIPMENT
6 Work stations 180
6 Chairs 24
10 Personal computers 550
Other office equipment (calculators, etc.) 50
6 Phones (1100/instrument) 6.6
5 Microfiche viewers 40
1 Computer Output Printer 180
Total Equipment Cost 1090 0.0 0.0
TOTAL Operations Cost S346.S $665.2 $233.3

The retirement technicians, retirement specialists, accountant and accounting cierks need
constant access to the PERS and TRS computer files. We do not have excess terminals,
microfiche viewers or calculators. Our equipment request will satisfy our equipment needs for
the duration of the program. We propose the purchase of personal computers to be used as
terminals because they will be compatible with the division's Local Area Network.

We are also proposing the purchase of an additional computer output printer. The previous
RIPs put great demand on our existing two printers, and we were always in a state of backlog.
Our current day-to-day printer needs maximize the capacity of our existing printers. After
comparing the cost of leasing a printer for two years, coupled with our existing needs, purchasing
a new printer would be more cost effective.

All administrative costs of the program will be paid in advance by participating employers as
required by tire bill.

The Other Funds are comprised of PERS at $453.2, TRS at $370.8 and SBS at $22.8 for FY 9.
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FISCAL NOTE

STATE OF ALASKA
193 LEGISLATIVE SESSION

Revision Date:

Title: “‘An Act relating to retirement incentive
programs for the public employees ... effective date.'
Sponsor:  Senator Duncan

Requestor Senate State Affairs

EXPENDITURES/REVENUES:

OPERATING FY 94 FY 95
PERSONAL SERVICES 709 78
TRAVEL 0 0
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 7

S o o o o o o
~N o o o o o o

CAPITAL 0 0

REVENUE
FUND SOURCE: 0 0

FUNDING:

1002 Federal Receipts

1003 GF Match 0

1004 GF 709 7.8
1005 GF/Program Receipts

1006 GF/MHTIA

OTHER

TOTAL 709 7

FULL-TIME 0 0
PART-TIME
TEMPORARY C 0

Estimate of current year (FY93) impact: None

ANALYSIS: (Attach a separate page if necessary,)
See Attached

Prepared by: Don Wanie, Director "AA” [Ui\ 5 |
Division:  Finance

Approved by Commissioner Nancy Bear Usera >
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FISCAL NOTE

STATE OF ALASKA BILL NO. SB 1
1993 LEGISLATIVE SESSION

ANALYSIS: (continued)

The Division of Finance is responsible for verification of employment history and processing of termination pay for all State employees. This includes
verifying tne length of employment, accounting for all leave without pay during the entire employment with the State,and determining salaries for the three
highest years. In addition, final and terminal leave pay must be processed in accordance with contractual agreements.

With implementation of a Retirement Incentive Program (RIP), the woridoad for these functions would be significantly increased and additional support will
be required by the Division of Finance to meet processing deadlines. Approximately 500 employees took advantage of the previous RIP. Itis anticipated
that a comparable number of employees would participate ifa RIP was implemented in the next year. Based on past experience, this would require four
additional positions, including one Accountant Iand three Accounting Technicians I, fora period of six months. Estimated cost for these positions would
be:

FY % FY 9%
Accountant I (1) Range 14A 179 36
Accounting Technician I (3) Range 12A 53.0 4.2

709 78
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Alaska 17tate Hegrilature o

Vice Chair -
Finance

Senator Jim Duncan Vice Chair-
State affairs

Rules
Budget4 audit
Ethics Reform

MEMORANI) UM

Date: January 12, 1S93
To: Senator Loren Leman, Chair
SenateSt&te Affairs Committee
XV K1
From: Senator Jr&Mirrieail,
Subject: SB 1, relating to retirement incentive programs for

the public employees' retirement system and the teachers'
retirement system and certain persons under the judicial
retirement system.

Please schedule SB 1, establishing the Retirement Incentive Program
for a hearing in the Senate State Affairs Committee as soon as possible.
The basic configuration of the Retirement Incentive Program #s proposed
in SB 1is substantially similar to previous offerings of the program.

The basic provisions of the program remain unchanged. It will
again offer a three year retirement credit to qualified individuals to be
applied in the following order;

1 to meet the age or service required for eligibility for normal
retirement;

2. to meet the age required for early retirement;

3. to reduce the actuarial adjustment required for early
retirement; and

4. as years of credited service for calculating retirement benefits.

To qualify, an employee must be within 3 years of earl}ror normal
retirement. The increased benefit will vary depending on each individual's
length of service and their age. The personal services savings required by
the program will again be calculated over a five year period.

The employee is required to pay what they would have paid into the
retirement system if they had continued to work for an additional three-
years. The employer's cost will be the difference between the employee's
contribution and the full actuarial cost of the three year incentive. Tire
State's actuaries calculate the full cost for each individual eligible for the



program. This; means that all cost incurred because the individual retires
three years earlier is fully paid m*- he respective retirement system.
Recent annual reports on both P. aid TRS repcrt that the systems have
been adequately compensated for i\Jr incurred costs.

The window periods in SB 1 arc as follows;

- : EFHBIIO%X Employee Must
Employee Type Application Period Can'Retire  Retire’on or Before
Teachers 6/30/93-12/31/93 7/1/93 8/1/%4
University 6/30/93-12/31/93 7/1/93 8/1/94
State 7/31/93-10/31/93 8/1/93 7/1/94
Municipal 12/31/93-6/30/94 1/1/%A 2/1/95

A November 1991 Legislative Audit reported a total savings of almost
$23 million was achieved by public employers through the use of the 1959-90
Retirement Incentive Program. The State of Alaska saved over $6 million,
with the largest savings accruing to the Department of Transportation and
Public Facilities. The University saved $4.3 million and school districts
throughout the state saved almost $9 million. The total number of
participants was 1,571. This compares to 2.327 participants in the 1986-87
Retirement Incentive Program and a savings estimated at $73 million.

| appreciate your support for the reenactment of the Retirement
Incentive Program, SB 1

Attachments
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COMMITTEES:
Vice Chair -
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fllagfea H>tate Hegtelature

Senator Jim Duncan

Rules
Budgeti Audit
Ethics Reform

January 12, 1993 Provided by Senator Jim Duncan

FACT SHEET ON SB 1, 1993-94 RETIREMENT INCENTIVE

| introduced SB 1, establishing the Incentive Program in 1986. For
1993-94 Retirement Incentive example, retirees in the Public
Program for public employees on Employees' Retiremer  System
January 4. 1993. remaining in Alaska rot from 60

Background: SB 1includes all
the same provisions as SB 337
which was vetoed by the Governor
in June. 1992 except tine section
for which the governor ostensibly-
vetoed the bill. The "objectionable
provision™ was added by the House
Finance Committee and would have
allowed the Commissioner of
Administration to implement the
program in times of economic
crises without requiring legislation.

Economic Benefits: In addition
to the required personal services
cost savings, the economic benefits

of the Retirement Incentiv
Program are very compelling; firsc,
personal services savings are
realized in operating budgets;
second, a high percentage of the
new retirees remain in their
communities and continue

contributing their resources to our
economy; and third, the employee
with less seniority who is not laid
off or is newly hired continues to
receive a paycheck and also
contribuLes to Alaska's economy.

Statistics provided by the
Department of Administration
show that increased percentages of
retirees are remaining in Alaska
since the first Retirement

Alaska State Senate State Capitol

Juneau, Alaska 99501-1182

percent in 1982 to 69 percent in
1986 and reached 71 percent in
1991. Teachers Retirement
System retirees remaining in
Alaska was at 49 percent in 1982,
rose to 54 percent in 1986. and
reached 66 percent in 1991.
Retention of these retirees and
their income is beneficial to
Alaska's economy.

The Incentive: The basic
configuration of the Retirement
Incentive Program remains
substantially similar to previous
offerings of the program.
Individuals will be provided with a
three year retirement credit to be
applied in the following order;

1. to meet the age or service
required for eligibility for normal
retirement:

2. to meet the age required for
early retirement:

actuarial
early

3. to reduce the
adjustment required for
retirement; and

4. as years of credited service for
calculating retirement benefits.

The Retirement Incentive Program
requires that the employer's

(907) 465-4766



1986-87 RJ.P. Savings - Sources February 1989 Legislative Audit, and
Retirement and Benefits Statistics

# Participants Savings
State 1,095 $ 14,448520
Schoaol Districts 603 31,182,600
Political Subdivisions 412 756,800
University of Alaska 217 22.305.400
Totals 2,327 S72,693,320

1989-90 RJ.P. Savings Source - 1991 Legislative Audit

# Participants Savings
State 739 $ 6,033,100
School Districts 748 10,016,000
Political Subdivisions 1P 2,617,900
University of Alaska 145 4.317.800

Totals 1,764 S22,984,500



Office of the Governor
Office of Management and Budget
February 1,1993

Position Paper
Retirement Incentive Program Legislation

(SB 1, SB 10, HB 36, HB 42, HB 57)

Several bills have been introduced in the L}'gislature which would establish another
retirement incentive program (RIP) for AL .d state and local government employees.
These bills are: SB 1, SB 10, HB 36, HB 42. _ id HB 57.

The Hickel Administration does not support any of these retirement incentive bills
under current circumstances. A similar retirement incentive bill, SB 337, was passed
during the 1992 legislative session, and was vetoed by Governor Hickel. The chief
reason cited in the Governor’s veto message was that the bill would have made the
retirement incentive orogram a permanent feature of the PERS and TRS systems.

This "permanent RIP" provision was the most serious flaw in SB 307and in itself was
sufficient to justify veto of the bill; however, members of the Administration had other
concerns about the legislation which have been evaluated in detail since that time.
These concents are serious enough to prevent the Administration from supporting the
current RIP bills, even though the "permanent RIP" provision is not included in any of
the current bills.

The most important of these concerns are:

1. A third retirement incentive program is unlikely to be cost-effective unless large
numbers of layoffs are necessary and most positions are eliminated;

2. R:gularly repeated retirement incentive programs —such as one every three or
four years — undermine the fundamental purpose of ti-ese programs by encour-
aging employees to delay, rather than accelerate, their etirements in order to
take advantage of the next likely incentive program; and,

3. The state should not be encouraging its most experienced, knowledgeable
employees to leave state service unless severe fiscal conditions allow no other
alternative. The primary purpose of the state's already generous retirement
system is to retain experienced employees. In the 1989 RIP, 23 percent of the
participants were under age 50, and several retired at age 40.

0 KWHHanBMmI

Dapa/L-twO-Yit PoA-ist<-on PFIpCcA



Cost-Effectiveness of a Third RIP

The Administration's position is that another retirement incentive program is unlikely
to save the state money unless large numbers of layoffs are required, and most of the
positions are eliminated. The vast majority of retirement incentive programs which
have been offered by governments and corporations across the country were estab-
lished because large layoffs were imminent, and the incentive programs offered a
means to reduce the number of layc ffs necessary.

In contrast, the most recent RIP offered by the State of Alaska was not established
because large layoffs were anticipated. In fact, only three of tire 753 state positions
affected by the program were expected to be eliminated. Nevertheless, the program
was supposed to result in savings to the state by filling the vacated positions with
employees at lower salaries. In 1990, the Office of Management and Budget (OMB)
projected that the 1989 RIF would result in net savings to the state of over $6 million.

However, tl s projection did not account for the fact that many of the participants in the
RIP would have retired in the near future even if the program had not been available.
This issue has been acknowledged by OMB, the Division of Legislative Audit, and
others in the past, with a general consensus that the savings estimates were inflated
somewhat by omitting the effect of normal retirements. However, the magnitude of this
savings inflation was not recognized until OMB recently began quantifying the effect of
normal retirements on the projected RIP savings

The details of these calculations will be Included in a separate report to the legislature,
but the end result is that when historical retirement rates are incorporated into the
estimates of RIP savings, the total savings for the program during the 3-5 year
measurement period drop from over $6 million to less than zero.

The primary reason for this dramatic difference is that because only three of 753 posi-
tions were expected to be eliminated, the net savings from the RIP were small — aver-
aging about $8,000 per participant — compared to the cost of the RIP to the state to fund
the additional retirement benefits — which averaged about $23,000 per employee.
According to the state's actuarial data, about 48 percent of the RIP participants would
have been expected to retire normally without the RIP. When the relatively small
savings per employee arc adjusted to reflect these normal retirement statistics, the
overall savings originally projected for the program during the measurement period are
eliminated.

Advocates for another retirement incentive program may point out that some potential
savings under the RIP were not calculated in the original savings estimates. This is true,
but these factors are relatively minor in comparison and do not change the basic con-
clusion supported by OMB's most recent analysis: that successful retirement incentive
programs are successful because most, if not all, of the affected positions are eliminated,



and that a RIP which relies primarily on filling positions at lower salaries is likely to be
marginal at best and may well result in a net cost to the employer.

Repeating tire Retirement Incentive Program Over and Over

Retirement incentive programs v/ere offered by the state and many local governments
and school districts in 1986 and 1989, and would have been available again in 1992 if the
Governor had not vetoed SB337. The Administration's position is that retirement
incentive programs simply cannot be effective if they are repeated on a regular basis.
According to a national retirement consulting firm, very few, if any governments or
corporations have offered retirement incentive programs three times in only nine or ten
years.

The basic purpose of these programs is to encourage employees to retire earlier than
they otherwise would. Yet if employees believe that another RIP may be offered in two
or three years, they have a strong incentive to delay their retirements to take advantage
of the financial benefits of the next RIP. This effect is difficult to quantify, but it is clear
that at some pomt regularly repeated RIPs simply become an enhancement of an
already generous retirement system, with little or no savings to the employer.

Loss of Experienced Employees

The main purpose of the state's retirement system is to encourage experienced, knowl-
edgeable state emplc_. ees to remain in state service, thereby reducing the costs and loss
of productivity associated with rapid turnover in the state work force. Retirement
incentive programs are designed to increase turnover and reduce the number of long-
term employees. Some advocates of these programs believe that they mainly eliminate
the "dead wood" of less productive employees; others opposed to the programs feel
they result in a "brain drain" of good employees that leaves agencies less productive.

As noted above, 23 percent of the participants in the 1989 RIP were under age 50, and
several retired at age 40. The Administration's view is that the state is not well-served
by encouraging experienced, capable employees to leave state service early, and that a
program which has this effect should only be implemented if the need for large layoffs
leaves no other alternative.
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THE LEGlSLATURE JUNEAU. ALASKA 99811-3300

BUDGET AND AUDIT COMMITTEE

February 8, 1989

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska
Statutes, the attached report is submitted for your review.

A REPORT ON THE
DEPARTMENT OF ADMINISTRATION
PUBLIC EMPLOYEES®™ RETIREMENT SYSTEM
RETIREMENT [INCENTIVE PROGRAM

May 16, 1986 - October 1, 1987

Audit Control Number
02-1327-89-S

As stated in the Report Objectives, Scope, and Methodology
Section, the Audit primarily involved determining the
estimated cost savings to the State of Alaska as a result of
state employees enrolled in the Public Employees®™ Retirement
System and participating iIn the Retirement Incentive Program
as enacted by Chapter 26, SLA 1986. This audit was con-
ducted 1iIn accordance with generally accepted governmental
performance auditing standards.

Legislative Auditor
Division of Legislative Audit
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REPORT OBJECTIVES, SCOPE, AND METHODOLOGY

In accordance with the provisions of Title 24 of the Alaska
Statutes, a review was conducted to determine the estimated
cost savings resulting from State of Alaska employees
participating iIn the Retirement Incentive Program (RIP).
The objectives, scope, and methodology of our review were as
follows:

Ob jectives

Chapter 26, SLA 1986 created a retirement incentive program
for members of the Public Employees®™ Retirement System and
Teachers®™ Retirement System. The stated purpose of this
legislation, effective May 16, 1986 was:

Since it is necessary for state agencies and may
be necessary for other employers who participate
in the state retirement systems to reduce their
personal services costs because of declining state
revenue, a program encouraging employees to retire
voluntarily may reduce the hardship of layoffs.
This program is intended to realize sufficient
economies to offset the cost of administration and
benefits to the state agencies and other employers
resulting from the award of retirement credits and
to result iIn a net reduction iIn personal services
costs to the state or other employer during a
period of declining revenue.

The objective of our review was to determine the amount of
cost savings as a result of state employees participating 1in
RIP. The scope of our review and methodology used to meet
this objective follows.

Scone and Methodology

All executive branch employees (excluding the University of
Alaska) enrolled in the Public Employees®™ Retirement System,
participating in RIP between May 16, 1986 to October 1,
1987, and having position control numbers (PCNs) were
reviewed.

In order to calculate the estimated cost savings in personal
service costs as a result of employees participating in RIP,
we obtained a listing of retirees from the Department of
Administration, Division of Retirement and Benefits. The
listing, dated November 9, 1987 provided us with the retir-
ing employee®"s name, social security number, and employer®s
RIP cost by department.
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