
NTERNAL AUDIT RE,PORT

20t2-07

Police and Firc Rctiree Medical Trust
Two-Year Review

Ernployee Relat ions Department

J r r l y  I  9 ,2012

\ 1 L  \  t C  l t ' . \ L  \ '  O t '  . \ \ (  I I O R  \ ( ; t :
I n  t c r n t l  . \  r r t l i t  l ) c p i l f l r r r c r
f , l - l  \ \  l ) l h  \ \  ! ' n u r .  \ r L r t .  r ) 1 ) l r

P  o  I l  ( j \  l ' l r r 6 i 0

\ r r . l i ( r r . l ! . .  \  l . l \ k . t  ' / ' ) i  l ( )  ( J ( J  a  { 1

\ \  \ \  \ \  n l L r r r r  , ) r ! j  . l f l ) r f t r r r . r l .  l r l f r r , L  i l u ( l r l

I \ T l : l l N A l -  A U I ) l l  D t r l ' A I {  l M t r N  I
P c l c r  R r i s k u n r s .  C  I \ .  C  F l l .  C G f  N {

[ ) i rcc  lo r
l )hone:  (907)  l ,1 l - '1 : l i3

l r a r :  ( t ) 0 7 ) l l l , l l 7 0
l r  \4 l i l :  r - i r i skLrnr  sp \ \ ' ! /  n rL rn i .o fg



MutrcrPAl r rY or  AncHoRAGE

Internal Audit Department
632 W. 6'n Ave., Suite 600

Phone: 907-343-4438
Fax: 907-343-4370

June 19, 2012

Honorable lvlayor and Members of the Assembly:

I am plcascd to present Internal Audit Report 2012-07, Police and Fire Retiree Medical Trust
Trvo-Year Revierv, Employee Relations Department lor your review. A brief surnmary of the
reDort is Dresented below.

ln accordance r'" ith the 2012 Audit Plan, rvc have completed an audit ofthe Police and Fire Retiree
Medical Trust. The objective of this audit was to perlomr the second t\a,o-year review of the
adnrinistrative costs and enrollment and payment rccords for members purchasing health insurance
through the Municipality as required by Ar.rchorage Municipal Code 3.87.070.8. Specifically, we
evaluated trust administration costs incured in 201 I and reviewed enrollment and payment rccords.

Bascd on our reviov, u'e detennined that, overall Police and F-ire Retiree Medical Tnrst operations
complicd rvith Anchorage Nlunicipal Code 3.87. Spccifically, enrollment and pa)mrent rccords were
found to be accuratc lor members purchasing heaJth insurance through tlie Municipality. In addition,
adrrinistrative costs charged to Fund 713: Police and Fire Retirees Medical Administration in 2011
appearcd rcasonablc. A schcdulc ofthc administrativc costs is provided in thc Appcndix. We did find
that some Police and Fire Retirce lv{edical Tmst exer.nptions in Anchorage Municipal Code may
requirc lurthcr rcvierv and the organizational placenrent o1'thc pro fcssional administrative generalist
needs to bc clarified.

Thcrc uerc lrvo findir.rgs in connection with this audit. Managemcnt was rcsponsive to the findings
and recommendations.
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Pcter RaiskLinrs,  ClA. CFE. CGF\{
Direclor, Intcnral Audit
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s
Mayor Dan Sullivan

Internal Audit Report 2012-07
Police and Fire Retiree Nledical Trust Two-Year Review
Employee Relations Department

Introduction. Anchorage Municipal Codc (AMC) Chapter 3.87 establishes the Retiree Medical

Funding Prograrn lor Police Officers iurd f irefighters (Program). T'he Program's purpose "...is to

provide those retirees receiving rctirement bcnefits under the police and lire retirement system and

rvho qualily as nrcnbers of thc program with a health reimbursenrent arrangement (HRA) to cover the

cligible medical cxpenses of the members, their spouses and eligible dependents." In 2009 AMC

3.87.050 rvas amended to providc a monthly discount lrom the stated premium to all mcmbers

purchasing municipal health insurance. The Program is staffed by onc prolessional administrative

generalist. As of December 20 I I thcre rvere 3zl5 Program participants who received into their HRA

accounts a monthly trust contnbution ranging lron.r $572.58 to $779,08 for a total of$2,786,104.

Nlunicipal Contributions: Program contributions are made solely by the Municipality of

Anchoragc. The Nlunic ipalitl' 's rcsponsibilitics under this funding program are limited to the

follorvin!r:

An ini t ia l  prefunding contr ibut ion of  $2 rni l l ion.

Nlonthly' contribution for the benefit ofa member of5490 starting January l, 1995,

adjustcd annually bascd on a sct pcrcentage of'thc national Medical Consr-rmer Price

lndcx (MCPI).

An amount equal to 50 perccnt of the Medicarc Part A Premium that thc member is

required to pay lor part A coverage i1, upon reaching the age of Mcdicare cligibility, a

mcnrber is not cligiblc to parlicipate in lvledicare without paf ng the Medicare Parl A

Prerriurn.

A bal loon pa) 'ncnt in 2006 of $9.8 mi l l ion.

Funding for a profcssional administrativo gcncralist to administcr thc Program.

Phone: 907-343-4438
Fax: 907-343-4370
luly 19,2012

I nternal Audrt Department
632 W 6th Ave., Suite 600
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Health Reimbursement Arrangement: The Board of Trustees (Board) reimburses members

and, as applicable, sun iving spouses and dependents for medical expenses eligible under

Section 213 o fthe Intemal Rcvcnuc Codc including eligiblehealth insurance costs, the cost of

Medicare Pir( A and B, and long-tcn.rr care premiums. According to AMC 3.87.060.J, "The

program ',vill not reimburse an expense incurred before the date . . . an employee first becomes

enrollcd in thc HRA. Thc maximum dollar arnount rcimbursable shall not excced thebalance

in the member's account."

llonthl"v- Premium Discount: In 2009, AMC 3.87 rvas amendcd to provide a monthly

discount to all members purchasing municipal health insurance. For 201 l, the discount was

S.+80..1.1. In addrt:on, benefits provided to a surviving spouse were cxtcnded.

Prefunding Program: AMC Chapter 3.88, PrcJinding oJ Police and Fire Retiree Medical

Progrur, \\'as "...established for the purpose of managing the funding ncccssary to meet the

obJigations of the municipality for the policc and fire reliree medical flrnding progmm. . .and

rraking contnbutions to the rctirce medical funding progran.r trust on the behalf of eligible

mcmbers." 1'he purpose of the in\ estment proBram is to accumulate Municipal assets

"...thoLrgh a 27-year prefunding prograrn ofregular annual deposits by thc municipality and

accumLrlated intcrcst camings so that thc municipal obligation is lirlly funded, requiring no

tiulhcr deposits." An urnual N{unicipal deposit to thc invcstment progrant was established

and has bcen adjustcd as necessary to ensure full iunding at the end ofthc ycar 2021. The

prefunding includcd a balloon paynent by the Municipality of'$9.8 million in 2006 paid for

with proceeds flonr certain Certificate of Participation notes. The iurount was based on the

rcsults ofactuarial valuations and recommendations of thc investment board. Al actuarial

valuat ion o1' thc Nlunicipal i t l 's  obl igat ions to thc l i rncl ing progran and the funding status of

thc investnrent progranr is cor.npleted, at nrinimum, every three years. Although the

prclirnding prograr)r \\'as not parl ofthis audit, the inlornration was includecl to help the reader

understand Proqram fundinc.

- 2 o t 1 -
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Assembl"v" Revierv: "fJvery five years lrom January 1, 1995, the assembly will review the

operation ofthe program including the amount ofthe initial monthly contribution established

in Section 3.87.060 to be made bv tl.re municioalitv."

Internal Audit Revierv: Assembly Ordinance 2008- 100 (S) amended AMC 3.87 and

required that "The Internal Auditor rvill perfbrm an audit ofthc trust at least once every two

years. The scope of the audit may include, but is not limitcd to, evaluating tmst administrative

costs, and revrewing cnrollment and payrncnt records for members purchasing health

insurance through thc ivlunicipaliry*."

Obiective and Scope. The objective of this audit ivas to perform the sccond tw,o-year review ofthc

adn.rinistrativc costs and enrollment and pa)ment records for members purchasing health insurance

through thc lvlunicipality as required by AMC 3.87.070.8. Specifically, we evaluated trust

administratior.r costs incurred in 201I and revieu'ed enrollment and oalrnent rccords.

The audit rras conducted in accordance rvith generally accepted govcrnmcnt auditing standards,

cxcept lor the requirenrent of an cxtcmal quality control revierv, and accordingly, included tests of

accounting records and such othcr auditing procedures as rvc considered necessary in the

circlrmstances. The audit *as perfornred during the period of February through March 2012. Thc

audit rvas pcrfornred to salisly AMC requirements for periodic independcnt reviervs.

Overall Flvaluation. Overall, Program opcrations complied u'ith AMC 3.87. Specifically, enrollment

and paymcnt records rvcrc lbund to be accurate lbr members purchasing health insurance tlrrough the

iVl unicipality. ln addition, adnrinistratiVe costs charged to Fund 7 I l: Policc antl Fire Retirees Medical

Adrninistrat ion in 201 I  appcarcd rcrsonablc.  A schcdulc of thc adnrinistral ivc costs is providcd in thc

Appendir. We did lind lhal sonrc Progranr exenrptions in AMC may require furlher rcvierv and the

organizltional placenrent ol'the professional aclministrative ger.rcralist needs to be clarified,
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I'INDINGS AND RECONIN{ENDATIONS

l . Fl,xemption from Certain ANIC Provisions Nlav Require Revielv.

Finding. Somc Progriun excmptions in AMC mayrequire rcview. AMC 3.87.030.B.1

states, "The board oftrustees shall not bc subject to the provisions ofTitles 3, except

lor this chapter, 4, (r or 7 of thc Anchorage Municipal Code or the Anchorage

Municipal Charter." I [o'"vever, it is not clear if the exemption in Title 3 pertains to the

prol'essional administrative generalist in administering the plan or only applies to the

Board ofTrustees ofthe Retiree Medical Funding Progranr. In addition, a budget for

Trust expenses is not required to be submitted to the Assembly or Mayor lor review

or approval arrd adhcrcncc to Title 7, Purchusing und C'onlructs antl Professional

Selvrces, is not rcquired. lntemal Audit Reporl 2010-12 reporled a similar finding.

Recommendation. The Assembly should cor.rsider revising AMC 3.87.030.8.I to

clanly that the exemptron applics only to the Board ofTrustges ofthe Retiree Mcdical

F unding Progranr 
'l 

rust and not thc administrativc position.

Ilanagement Conrments. Managemcnt stated. "Concur. The municipal assembly

has autl.rority to rcvisc AMC 3.87 and to amend the funding program to clarify the

appropriate exenrptions lrom r.nunicipal code lor the Board of Trustccs and the

professionir l  administrat ive gencral ist  posi t ion assist ing the Board ofTrustees in

adrlinistcring thc trust fund. The Board of Trustees is responsible for trust

adrninistrat ion. This audi t  f inding should be revier.vcd with thc Board of  Trustees

of thc Rct i rcc iVlct i ical  Funding Progranr by thc Municipal  Atrdi t  Conrnr i t tcc pr ior

to acl ion by thc Asscmbly on the aucl i t ,  to cnsurc rcsponsibi l i t ies are understood,

and any Board of TrLrstce reconrrrcntlations for codc changes are reviewed and

evaluated as part of thc this Audit Repo(. Proposed codc rcvisions rvill bc subject

to lcgal  reviov pr ior to subnrission to thc Assenrbly fbr act ion."

a.

b.

.1 of 7
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d, Iivaluation of Nlanagement Comments. Management comments were responsive to

the audit llndine and recommendation.

) Organizational Placement of the Administrative Position Should be Clarified.

Findine. The organizational placemcnt of the professional administrative generalist

needs to be clarified. AMC 3.87.030.D requires the Municipality to fund a

professional administrative generalist to administer the program. This administrative

position is a Non-Represented Muricipal employee and accordingly should follow the

provisions of the Pcrsonnel Rules. However, there have been instances lvhere somc

requiremcnts rcgarding pay did not apply to this position since thc position worked lor

the Board. In addition, intemal municipal controls on time and attendance

applicable to municipal emplol.ment and incorporated under the KRONOS systcm

arc lacking becausc the administrative generalist position has no municipal

supen,isor. Thc fonncr Employee Relations Director expressed a concern to thc

Nlunicipal Audit Committcc in an April 15, 201 I, memorandum regarding the

stalfing of an adnrinjstriiti!e position for thc Trust. According to thc mcmorandum,

the Board advised her that "...cvcry adnrinistration since inccption of the l'rust has

questioned the relationship between the Tmst and the Municipality rvith respect to

staffing." She furllier stated that "'l-his recognition and questioning reflects that AMC

3.87 is not clear in its dircction rvith respect to provrding Municipal support lbr

PFMT administrativc flnctions. ln shor1, this is not an issue of the current year, but

rather a lack ofconsistency betrveen the language of AMC -1.87 and cunent practicc."

Reconrmendating, Thc Asse nrbly shoulcl considcr revising AMC 3.87 to clarily thc

organizational stnlctLlrc antl p)accmcnt ofthc prolbssional administrativc gcncralist

position lbr the Po[cc and Fire Retiree Medical Funding Program.

b .
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Nlanagement Comments, Management stated, "Concur. Thc municipal assembly

has autl.rority to revise AMC 3.87 and to amend the funding program to clarify the

appropriate organizational structure, placement and supewision lor the professional

adminislrative generalist position assisting the Board ofTrustccs in administcring

the trust fund. The Board ofTrustees is responsible for trust administration. This

audit finding should bc rcviervcd rvith thc Board of Trustccs ofthe Retiree Medical

Funding Program by the Municipal Audit Committee prior to action by the

Assernbly on the audit, to ensure responsibi lities are understood, and any Board of

Trustee recommcndations lbr code changcs are revicwed and evaluated as part of

the this Audit Report. Proposed code revisions will be subject to legal review prior

to submission to thc r\sseniblv for action."

Evaluation of \Ianagement Comments. Managcmcnt comments were responsive to

tl.re audrt finding and recommendation.

Discussion \\'ith Responsible Officials.'l 'hc results ofthis audit rvcrc discusssd with appropriatc

iv lLrn ic ipal  o 1l ic ia ls.

ALrdi t  Staf l
Scott Lce

d.
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Consult ins -  Wa and Hour Stud

Investnrr'r.rt Consu I t i n
Lesal Sen,ices

Officc
Parroll

Tcm
Travel

Total

APPENDIX

Fund 7l3:  Pol ice and Fire Ret i rees Nledical  Expendable Trust
Miscellaneous Expenses

201 I

Confercnccs $ 2430

878

3,667

I  7 . 1  1 l

848

1.675

$4rJ20

Source: r\udilor rc\ rc* of201 1 checks

uter  Ed u iDnlent

C uter Soft\\'are 720
Document Shreddin 40

Membershio Dues
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