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KONRAD JACKSOQN, St af f

Representative Kurt O son

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Presented HB 13, on behalf of the sponsor
and answer ed questi ons.

LI NDA HALL, Director

Di vision of Insurance (DA), Anchorage Ofice

Department of Community & Econom c Devel opnent ( DCCED)

Anchor age, Al aska

PCOSI TI ON STATEMENT:  Answered questions during the discussion of
HB 13.

FRED BROWN, Executive Director

Heal t h Care Cost Managenent Corporation of Al aska (HCCMCA)
Fai r banks, Al aska

PCSI TI ON STATEMENT: Testified in support of HB 13.

KONRAD JACKSOQN, St aff

Representative Kurt O son

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Presented HB 12 on behalf of the prine bill
sponsor, Representative Kurt O son.

ACTI ON NARRATI VE
3:20: 26 PM

CHAIR KURT COLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:20 p.m Representatives d son,
Seat on, Johnson, Saddler, Thonpson, Holnes, and Mller were
present at the call to order.

HB 13- WORKERS' COWMPENSATI ON:  MEDI CAL FEES
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3:21: 02 PM

CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO. 13, "An Act relating to fees and charges for
medical treatnment or services as they relate to workers

conpensation; and providing for an effective date."

3:21:56 PM
KONRAD JACKSON, Staff, Representative Kurt O son, Alaska State

Legi slature, on behalf of the prinme sponsor, stated that HB 13
relates to fees and charges for nedical treatnment or services as

they relate to workers' conpensation. In 2005, the legislature
anended AS 23.30 and expanded the nakeup and scope of the
Medi cal Services Review Committee (MSRC). Its new mi ssion was

to assist and advise the Departnment of Labor (DOL) and the
Workers' Conpensation Board (WCB) in matters involving the

appropri at eness, necessity, and cost of nmedi cal rel ated
servi ces. The MSRC net a nunber of tines during 2009 and
produced a 62-page report in Novenber 2009. He referred to
pages 11-12 of the report, in menbers' packets, which discusses
the need for a new nedical fee schedule for the state. He
expl ained that the current fee schedule is out of date and has
been extended two tines thus far. The current extension would
have expired on Decenber 31, 2010 but was extended by energency
regulation until June 30, 2011. This bill proposes that the

full fee schedule be adopted. He presented a sectional analysis
of HB 13. Section 1 would anend AS 23.30.097(a) by establishing
a fee schedule, which would be adopted by the WB and would
include many new fee codes for nedical supplies, injections,
energency transportations, and other nedically related services.
Section 2 of HB 13 would provide for an effective date, he said.

3:24: 33 PM

LINDA HALL, Director, D vision of Insurance (DA), Anchorage
O fice, Departnent of Conmmunity & Econonic Devel opnent (DCCED),
stated that in 2004, the nedical fee schedule had been frozen,
but since then two consuner price index increases have been

i ssued. The DA needs a sustainable schedule, she said. She
referred to pie charts in nenbers' packets. The first was
titled "Medical Benefits Constitute the Mjority of Total
Benefit Costs in Alaska." The point of this chart, obtained

from the National Council on Conpensation Insurance, is to show
Al aska as conpared to the region and nation. She related that
$.75 of every dollar of system cost in Al aska goes toward
medi cal cost. The countrywi de cost of nedical costs is 58
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percent, and the regional average is 67 percent. Al aska nedica
costs are the highest in the nation. Medical costs are the cost
drivers for the W rkers' Conpensation premuns and health
i nsurance prem umns. She said one of the reasons that it is
critical to have a sustainable fee schedule is that Alaska has
i ncreasingly high nedical costs.

3:26:39 PM

M5. HALL referred to the second chart titled "Al aska Medical
Average per Case vs. Countryw de," which shows the average cost
per case versus a countryw de compari son. She said the | atest
data is from 2009 and indicates that the average cost for
Workers' Conpensation claim cases is $37,000, as opposed to an
average countrywide cost of $27,000. These costs are
approxi mately 37 percent higher in Al aska per case.

M5. HALL referred to the 2010 Oregon Wrkers' Conpensation
Premium Rate Ranking Summary, also in nenbers' packets. She
expl ai ned that Oregon conducts an annual study on premum rate
r anki ng. She pointed out that Alaska is ranked nunber 2, which
is the first tinme in six years that Al aska has not been in the

nunber 1 spot. While this is an inprovenent it is still not
good. It means that Al aska's costs have been reduced sonmewhat
in conparison to at |east one other state. She stressed the
need for a fee schedule that Al aska can count on. In addition
to the CPl increases, the state has |lost a nunber of nedica
f ees. She offered that medi cal procedures are coded

Currently, about 7,000 codes exist for procedures that are
performed nedically, for health insurance or for treating
Workers' Conpensation injuries. The current procedure code
schedule is mssing about 2,000 codes so the base fee schedul e

is "woefully' inconplete.

3:29: 06 PM

M5. HALL referred to Wrkers' Conpensation preniumns. In 2009
for Wrkers' Conpensation premuns totaled $250 mllion in

prem uns, which represents a big part of the industry. The cost
of nmedical care plays a role in the anount of the prem uns
charged. |In 2006, Al aska had a high of alnbst $338 mllion, but
fees have been reduced for a variety of reasons. She stressed
the inportance that Al aska has a fee schedule that is conplete
and allows a nmethod to cap its nedical costs. She explained the

process to establish fee schedul es. The Departnent of Labor
(DAL) uses an outside vendor, Ingenix, to gather data across the
country, but use Alaska bill charges to build an Al aska fee
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schedul e. I ngeni x collects charges and arranges them from high
to low and uses the 90th percentile in its fee schedule. Thus,
90 percent of the bill charges fall under that cap, she said.

3:30: 50 PM

M5. HALL explained that Ingenix also develops its fee schedul es
based on geographi cal areas. She enphasized that this schedul e
is the sane type of fee schedule as the 2004 schedule, which is
based on Al aska charges and geographical zip codes, called geo

zi ps. The nedical fee caps are not based on what it costs to
provide services in California or Louisiana, but on Al aska
costs. The fee schedule is a statistically credible profile.

Many health insurance conpanies use this sane vendor for their
charges. The DA has some oversight ability to review the work

| ngeni x perforns. The Division of Wrkers' Conpensation would
obtain the information to be approved by the Wrkers'
Conpensati on Board. The board has the ultinmate authority to

adopt a fee schedule but there is a need to authorize them in
statute to do so. Lastly, this brings in transportation costs

She suggested nenbers may have heard stories about out of
control transportation costs, and the intent is to bring those
under the fee schedule, as well.

3:32: 51 PM

CHAIR OLSON asked for the difference between HB 13 and a bill
previously before +the House Labor and Commerce Standing
Comm ttee |last |egislature.

M5. HALL expl ained that HB 13 does not contain changes to fraud
and other issues that caused controversy, but only contains the
f ee schedul e.

CHAIR OLSON recalled that the previous bill passed the House
| ast year by 37-0.

3:33:43 PM

REPRESENTATI VE JOHNSON recalled the fee schedule does not
currently contain the appropriate codes.

M5. HALL stated that the fee schedule is mssing new procedure
codes that have been devel oped since 2004. In further response
to Representative Johnson, she answered that since the codes are
not part of the fee schedule the fees are paid at 100 percent.
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3:34:32 PM

REPRESENTATI VE JOHNSON asked for clarification that with the fee
schedul e updated, the fees would be paid at 90 percent and this
bill addresses that aspect.

M5. HALL agreed.

REPRESENTATIVE M LLER referred to statistically credible data.
He asked for the definition and how it is conpiled.

3:35:31 PM
The commttee took an at-ease from3:35 p.m to 3:43 p. m
3:43:36 PM

REPRESENTATIVE M LLER asked again for a definition of
statistically credi bl e data.

M5. HALL responded that it is an actuarial term which requires
that a certain nunber of data elenments are necessary to build
charges to make it valid as a predictor. In the event that an
adequate figure is not available in Al aska data, Ingenix reviews
the countrywide data and wuses a mnultiplier to establish a
credi bl e val ue. That value is then recognized as a valid fee
char ge. She recapped the typical ratemaking process, including
that the DA includes Al aska and other states' data that is
accurate for an insurance conpany to use. She explained the data
is valid because enough data exists for it to be credible. She
added that one health insurance conpany in Al aska has sufficient
data to use its own database since enough el enents exist to nmake
their data credible. Most conpanies do not have enough Al aska
data to do so, she said.

3:45: 54 PM

REPRESENTATI VE SADDLER referred to the fiscal note of $75,000
per year. He asked for the reason for the ongoing cost and
whet her the fee schedul e is updated annually.

M5. HALL answered yes, that a new fee schedule is created each
year. She explained that procedure codes and bill charges woul d
be updated for accuracy. In further response to Representative
Saddl er, she answered that the vendor updates the schedule. The
Wor kers' Conpensation Board woul d nake the request and adopt it
intinme to be effective on January 1 of each cal endar year.
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3:47:22 PM

REPRESENTATI VE SADDLER asked for clarification of the Decenber
31, 2010 date.

M5. HALL answered that was when the |ast fee schedul e expired.
3:47. 47 PM

REPRESENTATI VE M LLER recalled that part of the reason for HB 13
is to place a cap on nedical costs besides updating the nedica
fee schedule. He asked for clarification.

M5. HALL answered that this bill refers to reinbursenments to
medi cal care providers such as doctors, hospitals, or nedica
services for injured workers.

3:48: 53 PM
REPRESENTATIVE M LLER remarked that he is shocked at price

increases for insurance prem uns. He asked for the reason
prem unms are rising.

M5. HALL answered that ratemaking, which this bill does not
cover inpacts prem uns because fees that are charged for nedica
services ultimately turn into clainms cost. The clains cost in
the Workers' Conpensation system are taken into account when the
rat emaki ng occurs. Collecting clainse data is part of the
rat emaki ng process. The DO reviews historical clains costs.
She related the process. Generally Workers' Conpensation
prem um costs are effective January 1 to allow tine for
contractors to bid. The DA begins the process sonetine in

July, August, or Septenber, with a filing from the National
Council on Conpensation, Inc. (NCCl). The NCCI reviews three
years of clainms costs, then perforns "trending" to predict the
costs when the policy will go into effect. The DA holds an
annual public rate hearing in Septenber, to determne "l|ost
cost" since it also considers other factors. She explained that
the rate is approved by Novenber 2010 for policies effective on
January 1, 2011. The DO would predict costs not only for 2011

since it nust also consider that for those wth serious
injuries, the nedical costs may continue for up to 20 years.
Thus, the DA is not just conputing a three year average of
clains costs since adjustnments are required to balance the
premumwth clainms cost. "ldeally they would conme out to one,"”
she said. In Alaska, clainms costs can be $1.54 per every $1
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col | ect ed. For the last five years, the state has experienced
rate decr eases in Wor ker s’ Conpensati on rat es. She
characterized the process as a fairly conpl ex one.

3:52:32 PM

REPRESENTATI VE M LLER asked whether HB 13 is good for injured
wor ker s.

M5. HALL answered yes, since the state wants to be certain
injured workers have access to good nedical care. She offered
her belief that when the fee schedule is set at the 90th
percentile, it is higher than any other fee schedule. Many
i nsurance conpanies use the 80th percentile and sone self-
i nsured plans use the 70th percentile. This bill would dictate
a high level of reinbursenent for nedical providers, which gives
access to quality care for injured workers. She related that
the purpose is to ensure that injured workers have access. She
remarked that if the state only allowed Medicare charges for
providers, not many doctors would be willing to treat injured
wor ker s.

3:53:51 PM

REPRESENTATI VE THOVWPSON asked how energency Medivac costs can be
mai ntai ned or rmade reasonable, given that he has heard that
Medi vacs can cost $60, 000 to $175, 000.

M5. HALL agreed, noting she has heard the sane anecdotal stories
with respect to Medivac costs. She explained that the DO
currently does not regul ate Medivac charges. This bill attenpts
to bring these charges under the new fee schedule. The Centers
for Medicare and Medicaid Services (CM5) have fee schedul es that
i ncl ude procedure codes and promul gate fees. She said she hopes
the state can bring these transportation entities under this fee
schedul e but she was uncertain that it could easily be done.
She pointed out that transportation costs are not limted to
Medi vacs, but include costs to transport injured or ill
consuners, and have becone extrenely expensive. These costs are
an inportant conmponent in ratemaking, in terms of the costs
being paid out. She expressed concern over the high
transportation costs as are a nunber of individual conpanies and
sel f-insured groups, who are very concerned about the costs they
are paying for those services. She said she thought these costs
are federally regulated to a great extent. "This isn't a first
attenpt to work at that issue,” she stated.
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3:55:54 PM

REPRESENTATI VE SADDLER rel ated his understanding that this bill
would provide that what ever fee schedule the Wrkers
Conmpensation Board adopts would include the usual, customary,

and reasonable fees for treatnent for category I, Il, and III
nmedi cal services. It would also adopt a separate standard the
health care procedure coding system for supplies, injections,

energency transportation, and other nedically related services.
He asked whether this provides for enmergency transportation.

M5. HALL answered yes.

REPRESENTATI VE SADDLER asked for «clarification on the cost
process to arrive at the 90th percentile.

M5. HALL explained that Ingenix sets the fees. She related a
scenario, in which there are 10 charges for knee surgery, which
range from $100 to $20. She explained that 9 of 10 fees would
be covered under the 90th percentile, and one outlier would be
capped. It is set at the 90th percentile so that the majority
of charges billed in Al aska would be covered. |If it were set at
the 80th percentile, only 8 out of 10 would be covered. The
schedule is based on actual billed charges for the procedure
code perfornmed in Alaska. |In further response to Representative
Saddl er, she confirmed that it covers the amount bill ed.

REPRESENTATI VE SADDLER asked whet her that was a generous anount.

M5. HALL answered yes, that the anobunt is set higher than
normal Iy seen in health insurance industry.

3:58: 23 PM

CHAIR OLSON related that the way the rates are pronulgated the
state will not have four years of historical costs at the end of
this cal endar year. He asked whether the state would enjoy sone

savi ngs on premunms by the end of the third year.

M5. HALL offered her belief that this my not be a prem um
savings bill. She did not view this as reducing fees, but nore
likely to keep fees stable.

3:59: 08 PM
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CHAI R OLSON commented that this bill would inpact rates, perhaps
by slowing down the premium increases or keeping them at a
stabl e | evel.

M5. HALL clarified that the way rates are calculated as costs

increase the billing charges increase, and ultimately the fee
schedule will also rise.

3:59:35 PM

REPRESENTATI VE SADDLER recalled 2,000 procedure codes are not
contained in the current fee schedule so as \Workers'
Conmpensation injured workers receive services that fall under

the 2,000 m ssing procedure codes, the services are paid at the
full cost. He asked whether adopting the 90th percentile for
costs would result in sonme savings as it filters through the
system

M5. HALL agreed.
4:00: 08 PM

FRED BROW, Executive Director, Health Care Cost Managenent
Corporation of Alaska (HCCMCA), recapped that in the past six
years, Al aska has had the highest premium rates in the United
States and in the nbst recent Oregon report, that Alaska has
"traded places wth Mntana." He explained that hi s
organi zation reviewed costs. He stated that the Alaska State
Chanber of Commerce is drawing attention to a 2010 CNBC cable
news report, that Alaska is the |east conpetitive state in the
union for conducting business. A conponent of this ranking is
based on high Wrkers' Conpensation prem um rates. In short,
his organization is a coalition of Taft-Hartley funds and self-
insured benefit funds that covers approximately 10 percent of
Al aska's popul ati on. He offered support for the efforts to
control nedical costs and the 90 percent fee schedule in HB 13.
However, the HCCMCA referencing the MSRC report, stressed that
much nore dramatic steps nust be taken to reverse the trends in
the high Wrkers' Conpensation health care costs. He remarked
that 90 percent of an increasing rate is still a high nunber
which keeps Alaska at or near the top of the premum rate
charts.

MR. BROM related that his coalition is currently working with
Al aska AFL/CIO the Al aska State Chanber of Commerce, and the
National Electrical Contractors Association to garner support
for passage of a bill in Alaska which has had simlar versions
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passed in 12 other states. He offered his belief that nenbers

may have seen drafts of the proposed bill, which is comonly
referred to the alternative dispute resolution (ADR) Wrkers'
Conmpensation "carve out" bill. He briefly explained that this
bill would allow parties to a collective bargai ning agreenent to

privately agree to opt of the state W rkers' Conpensation.
These parties would select |abor and managenent trustees in a
Taft-Hartley type trust, who would choose a plan adm nistrator
and arbitrators to help resolve Wrkers' Conpensation disputes.
This process alone would help hold down W rkers' Conpensation
medi cal costs given the added efficiency this program could
bring to the system he said.

4:04: 24 PM

MR. BROWN referred to proposed Section 2 of the aforenentioned
bill, and stated the trustees would be allowed to choose the
best providers to deliver Wor ker s’ Conmpensation nedi cal
treat ment. The trustees would also be allowed to establish a

preferred provider organization (PPO pricing system He again
referred to the MSRC report.

CHAI R OLSON advised that the bill before the commttee is HB 13
and not the bill he is referring to today.

MR. BROWN again referred to the MSRC report in menbers' packets
that describes the frustration the MSRC conmittee nenbers felt
by the inability to inplement a PPO process in Al aska. He
wanted to alert the House Labor and Commrerce Standing Committee

menbers to a provision in an upcomng bill. In summary, he
of fered support for HB 13, and to alert the conmttee about a
proposed bill that may soon be introduced to further acconplish

the goals articulated in the MSRC report.
4:06: 31 PM

CHAIR COLSON, after first determining no one else wshed to
testify, closed public testinony on HB 13.

REPRESENTATI VE SADDLER said he thought he understood the bill,
whi ch scares him

4:07:07 PM

REPRESENTATI VE JOHNSON noved to report HB 13 out of commttee
with individual recomendations and the acconpanying fiscal
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not es. There being no objection, HB 13 was reported from the
House Labor and Commrerce Standing Comrttee.
4. 07: 38 PM

The conmttee took an at-ease from4:07 p.m to 4:10 p. m

HB 12- WORKERS' COMPENSATI ON ADVI SORY COUNCI L

4:10: 14 PM

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 12, "An  Act establishing the Wrkers'
Conmpensation Advisory Council, and abolishing the Medica

Services Review Conm ttee; and providing for an effective date."
4:10: 37 PM

KONRAD JACKSON, Staff, Representative Kurt O son, Alaska State
Legi slature, explained that HB 12 would establish a Wrkers'
Conpensati on Advisory Council (WCAC). He related that this is
one of the MSRC s reconmendations as outlined in its Novenber

2009 report on pages 13-14 of the report. This bill, HB 12,
i ncorporates the reconmendation for the WCAC s conposition. | t
would consist of 11 voting and 5 non-voting nenbers: f our

voting nenbers representing organi zed |abor, four voting nenbers
representing various enployer groups and three voting nenbers
from the various nedical societies. Non-voting nenbers would
provi de expertise, with two nenbers from the insurance industry,
two ex officio nmenbers fromthe legislature - one from each body
- and the DOL conm ssioner or his/her designee. He pointed out
that 11 of the 16 nenbers would be voting nenbers and the rest
woul d be non-voting or ex officio nenbers. He remarked that the
WCAC s nenbershi p makeup did not receive overwhel m ng consensus
and it passed by a sinple mgjority. He said the sponsor
believes this is a worthwhile council to establish. One
recomendati on the MSRC nmade was that all WCAC recommendati ons
or decisions should be adopted by a three-fourths nmjority of
the voting nenbers present, but that recomendation was not
incorporated in this bill to avoid a pocket veto of the mnority
menbers of the council.

MR, JACKSON concluded by rem nding nenbers that this bill sets
up an "advisory" council and not an exclusive panel to rule
Wor kers' Conpensati on. This council would serve to advise the
| egi sl ature and the Workers' Conpensati on Board.

4:13:12 PM
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REPRESENTATI VE M LLER asked whether this WAC has any powers
besi des the advisory capacity and role.

MR. JACKSON referred to page 2, subsection (g), the WCAC shall

advise the departnent on all matters pertaining to the
application, revision, and operation of this chapter. Thus, the
WCAC operates only in an advisory capacity. The bill spells out

t he nunber of neetings but the WCAC i s sol ely advisory.

REPRESENTATI VE M LLER asked for the rationale for the board's
conposi tion.

MR. JACKSON agreed that 11 nenbers are voting nenbers on the
proposed WCAC. He stated that the conposition was established
by the Medical Services Review Commttee.

MR. JACKSON referred to page 1 to paragraph (3), to the three
menbers from the medical care providers. He related that the
process for attaining voting nenbership was contentious, but the
MBRC decided this by sinple ngjority.

4:15:30 PM

REPRESENTATI VE M LLER asked whether part of contentiousness
within the discussion had to do with the nunber of votes for
industry. He could foresee seven votes were not representatives
of the | abor industry. Thus, labor could be the mnority, yet
the issues of Wrkers' Conpensation are |abor rel ated.

MR. JACKSON said he also thought that enployees could work with
the doctors and overrule the enployer. He pointed out that
coalition happens in the legislature and is part of the process.
The intent is to strive for a balance w thout any group having
dom nance. He pointed out that the three nenbers of nedical
care providers have less representation, but the nedical field
has a vested interest since the doctors are paid for services
provided to the injured worker. He also pointed out that the
enpl oyer has a vested interest to have the enployee return to
work, while the enployee also wants to return to work and obtain
a full paycheck. He reiterated that the proposed conposition
seened to provide a balance. Not hi ng prevents consensus
bui l di ng as a neans of representing his/her constituency.

4:17:55 PM
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CHAI R OLSON provided history on the issue. The prior bill on
this issue went as far as the House Finance Conmittee | ast year.

He agreed that it was one of the nore contentious bills. He
said, "No one likes it, but nost of the people, | believe, can
live with it. W've had mniml contact from any of the groups
wth a vested interest this go around.™ He offered his
intention to hold HB 12 over, although he did not believe any
new constituencies would be added to the proposed WCAC. He

pointed out that the key word is that the proposed WAC is
"advi sory."

4:19:17 PM

REPRESENTATI VE SADDLER referred to the enployer conposition,
noting the four menbers were broken down by category. He asked
to know nore about the process used to identify who would
represent enployers and | abor representatives.

MR. JACKSON answered that the MSRC nade recommendations on the
proposed WCAC. He also related that the sponsor wanted to limt
the overall size of the proposed WCAC so |imts were inposed.

[HB 12 was hel d over.]

4:20: 31 PM

ADJ OURNNMENT

There being no further business before the commttee, the House

Labor and Commerce Standing Commttee neeting was adjourned at
4:20 p. m
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