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ACTI ON NARRATI VE

10: 04: 10 AM

CHAIR LORA REINBOLD called the Admnistrative Regul ation Review
Commttee neeting to order at 10:04 a.m Representatives Tarr
and Rei nbold and Senators French and G essel were present at the
call to order. Also in attendance was Representative Shelley
Hughes (vi a tel econference).

| npacts of the Affordable Care Act on Al aska

10: 07: 10 AM

CHAI R REI NBOLD announced that the only order of business would
be a presentation regarding the inpact on Al aska of the federal
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Patient Protection and Affordable Care Act (PPAACA) also known
as the Affordable Care Act (ACA).

10: 08: 20 AM

DEBORAH ERI CKSON, Executive Director, Al aska Health Care
Comm ssion, Departnment of Health and Social Services (DHSS),
offered to explain key provisions of the Affordable Care Act
(ACA), briefly outline the ACA's projected inpact on Al aska, and
to address the legal challenges and political realities wth
respect to inplenmenting the act on both the state and federa
| evels [slide 2]. She explained that the ACA is based on two
federal laws wth several anendments. The ACA's structure
consists of 10 titles, although nost of the nedia coverage has
been focused on health insurance system changes [slide 3]. It's
inmportant to note that nunmerous provisions in the Act address
many ot her aspects of the healthcare delivery system including
wor kf orce devel opnent, prevention and public health, and fraud
and abuse.

M5. ERICKSON stated the main goal of the federal lawis to drive
or address increased health insurance coverage for Americans.
The federal |aw attenpts to provide insurance coverage through
various strategies, including provisions that reformthe way the
i nsurance market operates, such that individuals and businesses
must carry or offer health insurance or pay a penalty [slide 4].
The ACA also has created a health insurance exchange, which is
referred to as the health insurance "marketplace.”" The federa
law was intended to require states to expand their eligibility
for Medicaid prograns, which is now an option. She acknow edged
that her presentation would be "a mle wide and an inch deep"

since there is significant ground to cover. She offered to
provide information on sone new rules for the private insurance
market, including that there is now a prohibition on excluding
certain preexisting conditions [slide 5]. For exanple, if

sonmeone with diabetes applied for an insurance plan, that person
may previously have been prohibited from participating in an
i nsurance plan; however, under the ACA, insurance conpani es have
been prohibited from excluding patients wth preexisting
conditions soon after the |aw passed in 2010. Additionally, she
indicated this prohibition will take effect in 2014 for adults.
The ACA also contains significant restrictions regarding the
proportion of prem um dollars insurance conpanies are allowed to
spend on costs other than nedical clains. Further, the ACA
provides new rules wth respect to how premum rates are set.
Addi tionally, sonme changes are not really refornms, but are new
prograns or additional activities related to the health
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i nsurance nmarket. For exanple, a tenporary high-risk health
i nsurance pool has been created for adults, which is nmeant to
bridge the period from 2010 - when the |aw passed - and 2014
when the prohibition on preexisting exclusions will take effect
[slide 6].

10:13: 26 AM

M5. ERICKSON said the ACA created new non-profit organizations
supported by loans and grants from the federal governnent neant
to be consuner-operated plans, which essentially will create new
i nsurance plans for states. Additionally, the ACA insurance
market reforms include multi-state health plans and health
choi ce conpacts for state insurance conmm ssioners to work across
state |ines. These conpacts wll essentially equalize or
"share" regulations and facilitate cross-state insurance plans.
In addition, funds have been nmade available for states to
increase their capacity to review health plan premuns and
provi de state consuner-assistance prograns. She turned to
i ndi vi dual mandates, which require individuals to either have a
qualified health plan or pay a penalty [slide 7]. She indicated
this requirenent is scheduled to take effect in January 2014,
with a penalty for those who do not have a qualified health plan
of $95 per year, per individual, or 1 percent of the household

i ncone, whichever is greater. She advised nenbers that the tax
penalty wll be phased-up until 2016 at $695 per year, per
person, or 2.5 percent of the household incone. She reported

that after 2016, the amount will be adjusted based on inflation.

M5. ERICKSON outlined exenptions for the individual insurance
mandat e, including financial hardship, religion, Anerican Indian
and Al aska Natives, or those who can prove that the |owest cost
option will be greater than 8 percent of their famly's incone
[slide 7]. She turned to individual subsidies, which for |ow
income individuals conme in the form of both prem um support or
advance tax credits made available through the health insurance

exchange or marketplace [slide 8]. These tax credits would
apply to individuals with incomes between 133 percent and 400
percent of the federal poverty level. She directed attention to

the 2013 Federal Poverty Level (FPL) guidelines for Al aska,
noting that Alaska and Hawaii have higher thresholds for the
federal poverty level than nost other states.

10: 16: 30 AM

M5. ERICKSON pointed out that to qualify for an individual
prem um an enpl oyee nust be an enployee of a firm that offers
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m nimal essential coverage - deenmed to neet the federa

threshold - such that the enployee's share does not exceed 9.5
percent of their incone. If an enployee has an option to
purchase a qualified health plan from his/her enployer and it
neets the other [ACA] conditions, then the enployee wll not

qualify for an FPL prem um t hrough the exchange. She noted that
subsidies are provided on a sliding scale based upon incone,
which would nean the |[evel of subsidy eligibility that
individuals and famlies qualify for is based on an economc

sliding scale. O course, those at a higher level wll receive
fewer funds. Furthernore, she said that the anount of the
subsidy will be capped based on the second |owest-I|evel cost
plan at the "silver level." The plan caps the nmaxi num anount

based on actuarial values at different |evels, such as bronze,
silver, and gold with 60 percent being the | owest |evel.

10: 18: 26 AM

M5. ERI CKSON turned to enployer nandates and subsidies, and with
regard to requirenents, explained that businesses with 50 or
nore full-time equivalent enployees are required to provide
m ni mal coverage or be subject to a tax penalty [slide 9]. She
said it's inportant to understand that under this mandate an
enpl oyer would only be required to pay the penalty if one of
their enployees receives a subsidy through the exchange. The
penalties will differ depending on whether the enployer offers
coverage, but an enployee qualifies for a subsidy - and obtains
a subsidy - through the exchange. She directed attention to the
exanple on the slide that indicates if an enployer does not
of fer coverage, the enployer would be required to pay $2,000 per
full -time equivalent (FTE), with the first 30 FTE s excluded.
For exanple, an enployer with 100 FTE' s that net this condition
would pay - with 30 exclusions - $140,000 in tax penalties. In
the event an enployer offers coverage but an enployee does
qualify for a subsidy through the exchange the paynment structure
would differ, wth the penalty at $3,000 per subsidized
enpl oyee, which is capped at the higher level, as outlined in
conmittee nmenbers' handouts.

M5. ERI CKSON noted that very small enployers are able to qualify
for a tax credit if they provide coverage for their enployees.
Beginning in 2014, businesses with 25 or fewer FTEs, wth
average annual wages of $50,000 or less would be eligible for a
tax credit of up to 50 percent of the enployer's contribution to

t he enpl oyees' prem uns. The health insurance exchange would
create electronic marketplaces for purchasing insurance in every
state [slide 10]. Thus, each of the 50 states nust have a
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health insurance marketpl ace. The ACA initially provided
funding for state governnments to create their own state-based
exchanges wth provisions to allow states to partner to create a
mul ti-state exchange; however, there was also a provision for
states to opt-out of establishing their own exchanges. In
instances in which states opted out, the U 'S Departnent of
Heal th and Human Services (USDHSS) woul d create an exchange for
t hem

10: 21: 40 AM

M5. ERICKSON reported enrollment will begin on Cctober 1, 2013,
and changes w il take effect for health plan benefit years
begi nni ng January 1, 2014. Agai n, beginning Cctober 1, 2013,
people can begin enrolling in health plans in each of the 50
st at es. Also inportant to keep in mnd is that the threshold
di ffers depending on the provisions. For exanple, the enployer
requi renent threshold to provide enployee health benefits is 50
FTE enpl oyees, but the threshold for enployers receiving a tax
credit is 25 enployees and the threshold to participate in the
initial health exchange is based on 100 enployees or |ess.
Therefore, firms with nore than 100 enployees would not be
eligible to purchase insurance through the exchange or offer the
insurance to their enployees until 2017. Beginning in 2017, any
size enmployer wuld be able to participate in purchasing
i nsurance through the el ectroni c narketpl ace.

M5. ERICKSON also pointed out that the federal |aw requires

health insurance exchanges to be self-sustaining by 2015. I n
the first year the federal governnent wll be supporting
i npl enentation of the exchanges, but starting in 2015 the self-
sustainability requirement wll begin. For exanple, in 2015,

the health insurance exchange mght need to charge insurance
plans a fee to participate or to charge consuners to purchase.

10: 24: 17 AM

M5. ERICKSON highlighted that the Medicaid expansion was
initially intended as a requirenment for state governnents to
expand eligibility for everyone up to 133 percent of the federal
poverty level (FPL) [slide 11]. However, various reports
describe the eligibility level at 138 percent of the FPL. She
expl ained one requirenment for determning eligibility is that
states nust apply a 5 percent incone disregard when determ ning
eligibility, effectively rendering the threshold at 138 percent.
Al so, until 2017, the federal governnment wll fully fund the
state's portion, at which tinme the state's share will phase in,
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whi ch she believed would be at 2 percent and reach a maxi num of
10 percent by 2020.

M5. ERICKSON assunmed nenbers knew that a year ago the U S.
Suprene Court ruled it was overly coercive on the part of the
federal governnent to require states to participate in the
expansion as a condition of <continuing the entire Medicaid
program Therefore, it's now optional for states to participate
in the Medicaid expansion. Since that ruling, U S. Departnent
of Health and Human Services (U.S. DHHS) Secretary Kathleen
Sebelius has issued guidelines to state Medicaid progranms. Sone
states are testing the flexibility of the Ilaw, including
requesting 100 percent expansions, which Secretary Sebelius has
indicated would not be permtted; however, the deadline for
states to nmake expansion decisions has not yet been established.
Furthernore, U 'S. DHHS Secretary Sebelius noted one option
states wll have will be to discontinue the Medicaid expansion
at a later date.

10: 26: 45 AM

M5. ERICKSON pointed out a couple of key points related to
changes to Medicaid, which are not tied to the Medicaid

expansion, including changes for eligibility determnations. In
2014, regardless of whether the states expand their Medicaid
progranms, there will be a significant change in the methodol ogy
for determining program eligibility and all state Medicaid
pr ogr ans wi | be required to coordi nate eligibility

determination with the health insurance exchange through the
mar ket pl ace.

10: 27: 34 AM

IVS. ERI CKSON, nmoving beyond changes to health insurance
coverage, offered to cover other provisions of the ACA that are
intended to change the way healthcare is paid and delivered
[slide 12]. Referring to [slide 12], she indicated that a
series of provisions have been made to change paynent for
heal thcare away from a fee for service nodel to other nodels
that focus on outcones and the value of healthcare. She pointed
out a nunmber of denonstration pilot prograns are specifically
authorized in the federal law. Additionally, the federal Center
for Medicare and Medicaid Innovation in the US. DHHS was
created to inplement the federal goal of how healthcare is
provi ded. This neans sone new prograns will be inplenented that
were not specifically authorized under the ACA to reach the
federal goal
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M5. ERI CKSON said nost of the prograns |isted provide additional
paynments, such as the Federally Qualified Health Center Advanced
Primary Care Provider Denonstration project, noting the
Anchor age Nei ghborhood Health Center is participating in that
program She highlighted that these services are intended to
fund support for patient-centered nedical hones or nore advanced
primary care service delivery for Medicare patients served

through federally-qualified health centers. Additionally, in
2012, provisions affecting hospitals include the Medicare
hospi t al readm ssi on reducti on pr ogr am whi ch penal i zes

hospitals for exceeding a certain threshold for readm ssion
within 30 days of patient service by reducing their |level of
Medi care paynents. Anot her provision took effect in 2012 that

will tie paynment levels to hospitals neeting certain quality
metrics. In 2011, one provision becane effective that wll
prohi bit paynents for services provided in healthcare facilities
for conditions required as a result of the treatnent. For

exanpl e, when soneone is hospitalized for a procedure and | ater
contracts an infection as a result of the procedure, the Center
for Medicare and Medicaid Innovation will prohibit paynment for
the services required to treat the infection.

10: 32: 05 AM
M5. ERICKSON turned to other key provisions [slide 13]. She
explained that 32 provisions address fraud prevention. For

exanple, the Medicare Recovery Audit Control Program (RACP),
which currently contracts with auditors to audit organi zations
to recover paynments that were nmade inappropriately, wll be
expanded to state Medicaid prograns. Additionally, all state
Medi caid prograns are currently inplenmenting the recovery audit
progranms, as well. Al so, a nunber of prograns, such as the
energency nedical services for children - in effect for 20 years
- have been reauthorized and funded under the ACA Thus, an
entire title specifically addresses prevention and public
heal t h. While some programs have been in existence, the ACA
al so creates a new prevention and public health fund intended to
fund public health and prevention prograns. Another title has
been devoted to workplace devel opnent; however, little funds
were appropriated to inplenment the program although sone
conponents were funded. In Alaska, for exanple, the Departnent
of Labor & Wbrkforce Devel opnent (DLWD) received a small grant
several years ago to develop a statew de healthcare workforce

devel opnent pl an. The program collaborated with the Al aska
Heal th Workforce Coalition to develop a plan using funding under
this provision. She stated that the Alaska National Health
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Service Corps was significantly expanded, which has resulted in
an increase in personnel serving in underserved sites in Al aska.

10: 34: 36 AM

IVS. ERI CKSON pointed out an expansion of the federal
government's role in inplenmenting protections for seniors, such
that the Elder Justice Act was authorized under the ACA She
mentioned that the Indian Health Care |Inprovenent Act was
reaut hori zed, plus it has been pernmanently authorized under the
ACA, thereby significantly inpacting the tribal health systemin

rural Al aska. Further, the ACA has instituted a nunber of new
I nternal Revenue Service (IRS) requirenents for providers and
hospitals. For exanple, nonprofit hospitals will be required to

conduct comrunity health needs assessnents every three years and
must create an organizational strategic plan based upon that
assessnent .

M5. ERI CKSON expl ained that a nunber of provisions are designed
to address increased hone and comunity-based services and
supports for Jlong-term care, which is being done to help
facilitate a nmove away from facility-based nursing hone care

Referring to her presentation, she nmentioned an entire title has
been devoted to identify and create new revenue streans to help
the ACA support itself, as well as to identify other cost
savings [slide 14]. The Congressional Budget Ofice determ ned
that the overall effect of the ACA will be a budgetary cost-
savi ngs. In this regard, a series of new taxes wll be
i mpl enented, including a new sales tax on indoor tanning and a
"Cadillac" tax, which wll apply to "very rich" health plans

Addi tionally, sone of the paynent refornms wll lead to
reductions for Medicare budget and other federal program She
pointed to a list of fees and taxes scheduled to take effect
under Title 9 of the Act [slide 15].

M5. ERICKSON stated that the Health Care Conm ssion contracted
with the University of Alaska's Institute of Social and Econom c
Research (UAA-I1SER) after the |aw passed to obtain a high-Ileve

assessnment of the overall inpact of the ACA, which predates the
U.S. Suprenme Court ruling and assunes a Medicaid expansion;
however, it does analyze how healthcare spending mght be
expected to change [slide 16]. The | SER estimted the inpact
would be an increase in overall spending in the state by $289
mllion, assumng that Medicaid expansion. The |SER also

estimated increased healthcare spending for federal, state, and
i ndi vi dual househol ds.
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10: 38: 42 AM

M5. ERICKSON said based on the nodels the increased insurance
coverage, including the Medicaid expansion, represents an
overall increase of 53,000 Al askans. The slide shows the
di stribution by changes in type of coverage. The U. S. Suprene
Court ruling upheld the state's challenge - Alaska was 1 of 26
states who participated in the lawsuit that questioned the
constitutionality of the l|law, however, the U S. Supreme Court
upheld that the individual mandate requiring individuals to
purchase health insurance or pay a penalty was constitutional
[slide 17]. She noted that states have a role in determning
"how' not "if" provisions are being inplenented - depending on
the extent the state is participating [slide 18].

M5. ERICKSON stated that in recent nonths federal governnent
funding reductions - the tightening of the belt - has had an
i npact on the ACA For exanple, one of the provisions that
woul d have created a national |ong-term care insurance program
was repeal ed under what she characterized as the "fiscal cliff
deal ," through political negotiations [slide 19]. Additionally,

nearly $2 billion was cut from the program that would have
provided l|loans for the consunmer-oriented and operated health-
pl an prograns. Further, she related that a nunber of provisions
were inpacted in the sequester that took effect in March 2013.

To date, she relayed, there have been billions of dollars
awarded by the federal government in grants, as well as over
10, 000 pages of regulations promulgated [slide 20]. A nunber of
new of fices, boards, commttees, and councils have been forned

Referring to slide 21, entitled "State |nplenentation To-Date",
she reported that 17 states are planning to operate their own
stat e-based exchanges, wth the remainder defaulting to the
federal government. There are provisions for states that choose
to allow the federal governnment to operate their exchange to
participate nore actively in consunmer assistance and rate
revi ews. Additionally, seven states wll participate in a
partnershi p exchange. She indicated that the Mdicaid expansion
deci sions do not have any deadlines, but the earliest date is
2014. She reported that as of June 20, 2013, 24 states have
decided to expand their Medicaid prograns in 2014 and 21 states
have decided not to inplenment the expansion at this point; there
are a few states in which the debate is still ongoing.

MS. ERICKSON directed attention to slide 23, entitled "Tinmeline"

to the major provisions that wll take effect on January 1,
2014.
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10: 42: 32 AM

SENATOR FRED DYSON, Alaska State Legislature, asked for the
impact of the ACA on the union health trust and if the rules
will be different for governnent enployees.

M5. ERICKSON offered to provide that information at a later
date, but noted that there is a change in the level of the
heal th savings account, which is the |level that individuals can
contribute to a health-savings account in order to be able to
receive a tax savings under the Act. For the nost part, state
governments are not exenpt as enployers, but the insurance rules
vary. She offered her understanding that the main type of plan
is grandfathered and is not necessarily fully required to conply

with all provisions of the Act, such as for retiree plans.
However, she indicated that the Departnent of Adm nistration
(DOA) could better answer that specific question. In further

response to Senator Dyson, she related her understanding is that
the definition of a grandfathered health plan isn't tied to
whet her the plan is a governnent or union plan, but she deferred
to the Division of Insurance or Jeff Davis, Premera, to respond.

REPRESENTATI VE WES KELLER, Al aska State Legislature, asked for

the tineline for other key progranms, including the Quality
Measurenent & Inprovenent program and the Recovery Audit
Contractor program (RCAP). He surmised it nmay already be in
pl ace since the DHSS contracted with an auditor. He recalled

that the audit required the state to pay back a huge dollar
figure as an adjustnent, which he deened was "quite blatant."

M5. ERICKSON explained that nost of the fraud and abuse
provisions took effect in 2011, including the state Medicaid
RCAP. Again, she deferred specific questions to the DHSS and
surm sed that others could better address how the prograns are
working and how well they align with other fraud and abuse
prograns already in place in state | aw.

10:46: 50 AM

SENATOR FRENCH referred to slide 8 and asked, in the absence of
a Medicaid expansion, where the wuninsured people who fal
bet ween 100 and 133 percent of the federal poverty level wll go
for an insurance policy. He asked for clarification on whether
they would go to the exchange with a 100 percent voucher or if
sonet hi ng el se woul d occur.
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M5. ERI CKSON of fered her understanding that it would depend on
the cost of the plan versus the person's inconme |evel, and thus
the affordability question arises. This group would not
necessarily be subject to a tax penalty for not having insurance
if they could denonstrate financial hardship or if the |owest
cost option exceeds 8 percent of their incone. To hone in and
answer the question, she responded that this group would be able
to buy a plan through the insurance exchange provided they could
afford to do so.

SENATOR FRENCH under stood the ACA envisioned this group becom ng
Medi cai d recipients through the Medicaid expansion. He recalled
the U S. Suprenme Court indicated it was an option. Thus it
seened to himthere would be a bit of a gap for those people at
the 100 percent to 133 percent of the federal poverty qguideline
for Al aska.

M5. ERICKSON concurred that the Act envisioned that the
af orenmenti oned gap woul d be covered under the Medicaid program

10:48: 51 AM

CHAIR REINBOLD, referring to slide 7, asked whether the
i ndi vidual tax penalty of 2 percent household inconme for years
2015 and 2016 would be in pre-tax dollars.

MS. ERI CKSON answered she was unsure of the IRS rules at this
tinme, although she offered to research that issue further.

CHAI R REINBOLD indicated that since it is 2 percent or greater,
it could result in a big inpact. She then referred to slide 9,
and asked whether the penalty for enployers assessed at $2,000
per subsidi zed enpl oyee woul d be applied annually.

M5. ERI CKSON answered vyes. In further response to a question,
she agreed the first 30 enpl oyees are excl uded.

10: 50: 14 AM

REPRESENTATI VE TARR noted that sonme assunptions have been nade
that businesses would choose the penalty since it would be
financially advantageous to do so. She said it seenmed that
m ght be the case. For exanple, an enployer with 70 enpl oyees
woul d potentially have a $140,000 penalty. She surm sed that
since insurance could easily range from $800 to $1,000 per
enpl oyee per nonth, it could be significantly |ess expensive to
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take the penalty. She asked where nenbers could obtain nore
i nformati on for eval uation purposes.

M5. ERI CKSON suggested that sone information on that issue
specifically mght be provided by other testifiers since they
have nore information on enployer inpacts. Additionally, a
nunber of |arger organizations have been working with enployee
benefits consultants to provide detail ed anal ysis.

10: 51:42 AM

The commttee took an at-ease from 10:51 a.m to 10:52 a. m

CHAIR REINBOLD advised nenbers that the federal governnment is
still in the process of drafting regulations.

10: 56: 13 AM

BRET KOLB, Director, Dvision of Insurance (DA); Anchorage
Ofice, Departnent of Commerce, Community & Econom c Devel opnent
(DCCED), referring to the ACA remarked that the primry
chal l enge the division faces is attenpting to review over 10,000
and eventually 20,000 pages of regulations. Even with the
anount of information available, many of the basic questions
have not been answered. He highlighted that the biggest concern
is the cost to consumers, snall businesses, and the inmpact on
the insurance industry [slide 1]. He advised nenbers that the
Division of Insurance has not performed a formal study of the
cost to individuals; however, the division has been tracking
various studies to becone know edgeable about the inpacts for
t hem goi ng forward. He referred to an inplementation tineline
provi ded by the National Association of Insurance Comm ssioners
[slide 2]. As previously nentioned, the decision has been nmade
that it was in the best interest of the state to select a
federally-facilitated exchange al so known as a narketpl ace. In
fact, the exchanges stand out as the significant change that
will take effect in 2013. Most people are interested in the
i npact of the marketplace on thenselves or their famlies. He
pointed out that October 1 is the date when open enrollnent is
scheduled to begin, but nmany other things underlie that date

He stated that rates would still be filed with the division
under the ACA and the marketpl ace. In fact, the division would
continue to review the insurance rates. He reported that

insurers interested in participating in the exchange nust apply
by July 31, 2013. He infornmed nenbers the DA is on track to
conplete the reviews for the insurers and submt them to the
f ederal government.
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10: 59:19 AM

MR. KOLB stated the second concern relates to the review and
approval by the DHHS for plans that will be offered in the
federally-facilitated marketpl ace. He indicated he has heard
that by early Septenber the federal governnment wll nmake
determ nations as to which conpanies have been approved to be
offered on the marketpl ace. The third and largest hurdle wll
be to create the narketplace, which is sonetines considered as a

portal or web access site. The portal wll provide access to
t he marketplace for consuners to shop and determ ne which policy
or plan may be best for them |In fact, in order to acconmodate

open enrollnment by COctober 1, 2013, the portal nust be up and
avai l able by that date. He reiterated that this is what's being
created by the federal governnent for the federally-facilitated
mar ket pl ace. The marketpl ace would only cover sone of the high-
| evel itenms of coordination between the states, federa
agenci es, and insurance conpanies, but all of these activities
are being done in preparation of neeting deadlines.

MR. KOLB turned to the question of the cost to the consuner
[slide 4]. He noted that according to a report produced by the
U.S. House and Energy Comrerce Conmittee, just released in My
2013, the nenbers of the Energy and Comrerce Conmittee sent
letters to 17 of the largest insurers - health insurance
conpani es - requesting their analysis of the inpact of the ACA s
poli ci es, mandat es, taxes, and fees on health insurance
prem uns. He referenced the source of the information, which is
available on the U S. House, Energy, and Comrerce Conmittee's
website, which is [http://energycomrerce. house. gov/rate-shock].
Referring to slide 5, entitled, "I ndi vi dual Mar ket pl ace
Conponents of 2014 Rate Inpact”, he explained that many of the
conponents are in ranges or estinmates. The full-year data w |
not be made avail able for the rate-nmaking process until the 2016

pl an vyear. In fact, it may take several years before enough
information has filtered through to provide a full year's worth
of data for anyone to review Estimates will likely be refined

and tightened up as the 2016 plan year approaches, but currently
only broad estimates are avail abl e.

MR. KOLB pointed out that the mssion of the Division of
Insurance is to regulate the insurance industry to protect
CONSumers. Specifically, the division is very aware of its
m ssion and how the division inpacts consuners. In 2012 al one
t he individual market provided coverage for over 13,500 Al askans
in the state. Sone of these individuals or famlies may qualify
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for subsidies after January 2014 or may be served by plans in
the federally-facilitated marketpl ace. So regardl ess of where
an individual obtains coverage, research seens to indicate the
cost of individual insurance is going to rise.

11: 03: 36 AM

MR. KOLB stated that benefits, cost sharing, and guaranteed
issues are all factored in and outlined on slide 5. He referred
to a "rate shock™ chart and explained that this reviews the
i npact on individual markets for a young healthy male [slide 6].
Again, this report was provided to the U S. House, Energy, and
Commerce Committee, but it illustrates a projected increase of
180 percent. However, there 1is not any subtraction for
subsidies and it is possible individuals mnmght qualify for
subsidies. Thus, the exanple mght need to be adjusted to take
into account the average subsidy, which he has heard my be
around 40 percent. Still, he characterized the inpact as being
huge and the result is this wll inpact people trying to
pur chase i nsurance.

11: 04: 27 AM

MR. KOLB discussed the cost to small businesses [slides 7-8].
In 2012 alone, the small group narket covered approximtely
17,000 Al askans. Referring to a chart sinmlar to the one for
i ndividuals, he identified the headings: small group (SG fully
insured, large group (LG fully insured, and admnistrative
services only (ASO - the Enployee Retirenment |ncome Security
Act (ERISA) types of arrangenents. In 2014, the SG would be
significantly inpacted, thus, he would primarily focus on this
group. Since the 1990s Al aska has required guaranteed issue in
the small group market. In addition, the group health nmarket
tends to have richer benefits available than the individual
mar ket and that those two things taken together will result in a
small er increase on the overall cost. He predicted the inpact
to the small group narket will likely be I ess than the inpact to
t he individual market. He anticipated that some enployers wll
attenpt to take on sonme of the risk thensel ves. He noted that
he has heard that some enployers, even small enployers, are
considering self-funding in order to avoid sone costs under the
ACA, in particular, to neet some of the mandates.

MR. KOLB stated that division will be nonitoring increases in
stop-loss insurance, which is the insurance that backs up this
type of self-risk. In 2015, enployers will be required to

report health coverage to the IRS. He recalled tax credits were
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discussed in the wearlier presentation, which he wll not
di scuss. He pointed out admnistrative factors that small
enpl oyers will be subject to which cannot yet be taken into the
overall cal cul ation and cost.

MR KOLB turned to the cost to insurers [slide 10]. He
expl ained that insurance conpanies are businesses, which wll
continue to incur additional costs associated with the ACA
conpl i ance. For exanple, this wuld include both costs
associated with creating and pricing new plans, as well as the
many different taxes and fees previously discussed. As with
ot her busi nesses, the cost of the business is factored in and in
the case of insurance, the costs will be passed on in the form
of a prem um increase. Since January 1, 2012, insurers witing
health insurance in Al aska have been required to file their

rates with the division. These rates are reviewed and by
statutes, cannot be approved if they are excessive, inadequate,
or unfairly discrimnatory. He concluded that nunerous new ACA
taxes wll inpact consumers and the division is currently

review ng rates.

11: 08: 01 AM

MR. KOLB reported that Al aska has been deened by the federal
governnent as an effective rate review state. Therefore, the
federal governnent wll rely on Alaska's review of rates for

pur poses of determning whether a rate increase is reasonable.
The federal authority must only disclose unreasonable rate
i ncreases or possibly not allow sale on a federally-facilitated
mar ket pl ace. Technically, the federal governnent does not have
"di sapproval " authority. Furthernore, with regard to fornms, the
federal agencies have indicated they will rely on the division
with respect to conpliance for mandates in Alaska, as well as
for conponents of the federal nandates.

MR KOLB said that to date, no specific ACA statutes or
regul ati ons have been adopted in Al aska. Again, the authority
to review rates currently exists so the division will continue
to review rates as it has in the past. Referring to estinmated
pricing inmpacts, he said it doesn't matter whether it is the
i ndi vidual nmarket, the small group market, or the large group
mar ket, since all groups wll be inpacted. However, the ACA
will also provide benefits and access for sone people, but he
offered his belief that it will undoubtedly add cost to health
insurance and to the population as a whole. Everyone buyi ng
i nsurance will be touched by this in some nmanner, he opi ned.
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11:10: 03 AM

MR. KOLB, in closing, provided the comnmttee with sonme sources
that have perfornmed studies and directed attention to the
di vision's website, which now contains links to ACA resources as
a repository to obtain information.

11:11: 01 AM

CHAIR REINBOLD, on behalf of Representative Saddler's office,
asked for the inmpact of the ACA on specific diagnoses for
conditions such as autism

MR. KOLB expl ained that one of the conponents of the ACA is the
essential health benefits, and one which mnust be included is
coverage for nental healthcare. He pointed out that autism
benefits fall under that coverage. Therefore, as of January 1,
2014, plans are required to have essential health benefits, and
thereby will offer coverage for autism

11:11: 56 AM

REPRESENTATI VE KURT OLSON, Al aska State Legislature, referred to
slide 8 of his presentation. He asked for clarification on The
Patient-Centered Qutconmes Research Institute (PCORI), which is
listed under taxes and fees.

MR. KOLB answered that PCORI is part of the funding nmechani sm
that refers to effectiveness research.

REPRESENTATI VE OLSON asked who is responsible to make sure
commi ssions and fees are not bundl ed, for exanple, brokers could
charge fees and al so receive a seating conm ssion from conpani es
for placing the reinsurance.

MR. KOLB answered that the current licensing falls under the
purview of the division so as people gain conmssions, the
division will be reviewing the activity. However, he clarified

that navigators - those assisting soneone else in the process -
are not eligible for conm ssions.

REPRESENTATI VE OLSON asked whether navigators will be |icensed
by the division.

MR. KOLB answered that the division does not anticipate adding

licensing responsibility for navigators since they are being
identified by the federal governnent to work through the
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federally-facilitated marketplace. At this point he did not

envi sion any additional licensure responsibility for navigators.
11: 14: 16 AM

SENATOR FRENCH offered his understanding that the ACA has
provisions that allow states to pool insurance. For exanpl e
Al aska could pool insurance with another state with a [larger
popul ati on. He asked what research the division has done to

determine any options the state has for pooling, for exanple,
for states with simlar issues including |Idaho or Mntana.

MR. KOLB acknow edged pooling is conceptually available, but to
date he's not heard of many states seeking to pool; however, a
state would want to take on the risk of the new state. For
exanple, ldaho would want to have the nedical cost and risk
Al aska has pooled in with their costs and risks. However, in
many instances, it mght result in a worse situation. These
states also encounter regulation of insurance at their state
| evel . State regulations and prograns also differ, such that
one state nmay regulate one thing and the other state m ght
mandat e benefits in a different manner. Certainly, Al aska woul d
like soneone to take on its risk, but to date it has not
happened.

The commttee took an at-ease from11l:16 a.m to 11:18 a.m

11:18: 36 AM

JEFF DAVIS, President, Prenera Blue Cross, Blue Shield of Al aska
(Premera) began his presentation. He offered to focus on
context and inpact since it is inportant to understand the
context in which all of this is happening. He said that
healthcare as it existed in March 2010 was unsustainable and
costs have continued to rise [slide 1]. He highlighted the

elements of the crisis, pointing out the graph depicts all non-
i nterest spending including social security, which is flat, but
adding in health spending presents a different picture [slide
3]. Additionally, once interest on the debt is added in it gets
to be "pretty scary" and by 2014 will be the equivalent of 35
percent of the gross donestic product (GDP). The amount woul d
be totally unsustainable by 2080. He identified the underlying
base problem which is that healthcare costs are rising faster
than GDP and as costs continue to rise consune nore of the GPD
He spoke to the rapidly escalating situation. In 1982, when he
was in graduate school eight percent of GDP was for healthcare,
but by 2013 has risen to 18 percent.
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MR. DAVIS said healthcare spending in Alaska is significantly
higher than in other parts of the country. In fact, Ward
Hurl burt, M D, Deputy Director, Department of Health and Soci al
Services; Chair of the Alaska Health Care Conm ssion indicated
the U. S has the highest healthcare costs in the world and Al aska
has the third highest in the nation. Therefore, Al askans are
payi ng the third highest healthcare costs in the world.

MR. DAVIS conpared Al aska's spending to other nmarkets, in terns
of small group premiuns. Alaska's small group premiuns are $650
per person per nonth, which is $2,600 for a famly of four

[slide 4]. For reference, in Washington [state] the prem uns
are approximately half the cost. Thus, Al aska's enployers and
i ndividuals are being crushed under the financial burden. He

said it is not likely that the ACA will fix the problem He
indicated the ACA would initially apply to groups of 2-50

persons, although sonme inplications will occur for |arger groups
[slide 5].

11: 21: 46 AM

MR DAVIS said the nmajor inplications from an insurance
perspective happen on January 1, 2014. He expl ained that

guarantee issue and no preexisting condition waiting periods go
together, which nmeans is that anyone coming to an insurer,
regardl ess of health condition nust be given a policy wthout
any waiting periods for preexisting conditions. He offered his
belief that this wll have a significant inpact on health
i nsurance costs. He characterized this as being simlar to
soneone purchasing honeowners' fire insurance after his/her
house has burned down or a person needs coronary bypass surgery
and then purchases healthcare insurance after the surgery.
Essentially, beginning January 1, 2014, an insurance conpany
must provide for imediate coverage and he predicted the effect
of the mandatory coverage will increase insurance rates.

MR. DAVIS said that federal subsidies in the healthcare exchange
for individuals wll begin on January 1, 2014, which also
represents a "really big" market change. Sonewhat hidden in the
mdst of the reform is the mninmm essential benefit package,
which requires a mninmum actuarial value of 60 percent. I n
fact, a 60 percent plan is a richer plan than nost people
pur chase today. For exanmple, if one were to conpare it to car
i nsurance, a party who has a deductible of $1,000 but wants $100
deducti ble would expect the policy will be nore expensive. He
offered his belief that the mninmm essential benefit package

ARR COW TTEE -19- June 25, 2013



will increase insurance costs the nost. He pointed out about
11, 000 pages of regul ati ons have been promul gated to date.

MR. DAVIS enphasized that these changes are nmarket-changing
forces and of course no one knows for certain what w |l happen

He characterized the ACA as being on a roller coaster. For
exanpl e, conpanies were required to file rates on April 30, 2013
for 2014 w thout knowing the population. Further, in April
2014, conpanies nust file rates for 2015, wthout yet know ng
much about enroll ees. He ventured that by 2015-2016, the
conpanies ought to know the population enrolled and a "new
normal " will energe.

11: 26: 04 AM

MR. DAVI S said individual insurance costs and prices will depend
on several factors, such as the person, his/her age, what type
of current plan, if any, and whether the person is eligible for
any federal subsidy. He advised that Premera's actuaries
believe the average inpact for individuals will be between 21
and 79 percent. For exanple, a 50-year-old with a fairly rich
heal thcare plan today, paid out-of-pocket at 399 percent of
federal poverty, wll likely pay significantly |ess out-of-
pocket for the plan in 2014 due to the federal subsidy.
However, a "20-sonething” with a high deductible plan today, at
401 percent of federal poverty could face rates that have

doubl ed. However, the range of inpact for individuals depends
on substantial information, although the range of inpact for
small groups would likely have less inpact, as M. Kolb

menti oned; however, sone inpacts will occur.

MR. DAVIS estimated that about half of the 10,000 individuals
Al askans woul d be "grandfathered in" because they have not nade
any significant changes to their coverage since March 23, 2010.
Those who are "grandfathered in" would have an option to keep

their plan and represents the group that wll be Ilargely
shel t er ed. In fact, about half of the groups Prenera covers
will be "grandfathered in" and will have an option to wait to

see what happens. He assured commttee nenbers that Prenera has
been trying to shelter its nenbers fromthe effects of the Act.
He turned to the health insurance dollar [slide 6]. He
menti oned substantial information has been fornulated during the
debate that indicates healthcare costs are estimated at 40
percent admnistrative costs wth 30 percent profit. Havi ng
said that, he questioned what business could operate under that
nodel since businesses with those costs and profits would not
operate for |ong.
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11:29: 30 AM

MR. DAVIS reported that in 2012, for every dollar Prenera

received - based on approximately 1.7 mllion people receiving
coverage, primarily in Wshington and Alaska - it spent six
cents on admnistration. He pointed out that Prenera is a
taxabl e non-profit conmpany and currently has a profit of one
per cent . He advised nenbers that this one percent profit gets

reinvested in the conmpany to build reserves to provide for
future needs of its clients and to build the capability of the
company. He further reported that Prenera has hired an
additional 245 people to its traditional 3,000 staff to
i npl ement aspects of the Act, which represents a huge inpact on
Premer a. Heal t hcare consunes 91 percent of all of the dollars,
he sai d.

MR. DAVIS indicated that the U S. still has a problem in that
the Act reforns insurance but not healthcare itself. He
di scussed where the healthcare noney goes [slide 7]. The
Division of Insurance approves rates, whose standards are
adequate but not excessive. This provides Alaskans wth
consuner protection. Studies point to 30-40 percent of all
health care in the U S. as being considered waste, he asserted,
and he offered exanples of [fraudulent practices]. He estimted
that the U S. spends $3 trillion on healthcare so therefore
about $1 trillion represents waste. This represents the area in

which Prenera believes opportunities exist to reduce waste by
improving quality [slide 8]. He suggested that this can be done
by engaging and enpowering consuners and rewarding them for
bei ng educat ed. He indicated "choosing wsely" is a nodel from
the nedical associations, who point out 5-10 standards, for
exanple, for obstetrical care or asthma. He indicated these
standards are found on the consunmer reports' website as well
Essentially, if 30 percent is waste, as a consunmer he woul d want
to avoid doing things that contribute to waste and becone
educated how not to do so. He pointed out that Premera works on
cost transparency and uses integrated health nanagenent.

MR. DAVIS turned to what enployers are doing about costs [slide
9]. He stated that the focus is on personal health status
i nprovenent. Approximately 75 percent of the cost of healthcare
is spent on chronic disease and a third of that is related to
lifestyle-related choices, including exercise and food choi ces.

MR. DAVIS stated that high deductible plans reduce people's
willingness to just buy things "willy-nilly" and to research
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options. He said that consuners who buy their own plans consune
about 30 percent less in claimse with no difference in health
st at us. He further said that enployers have been working on
cost transparency and hold worksite clinics to help integrate
wel | ness and reduce workers' conpensation, to inprove health
status with significant reductions in consunption of services.
He pointed out that enployers are also interested in nedical
tourism which he said would not be debated today unless the
commttee w shes to do so.

MR. DAVIS turned to the delivery system transformation [slide
10] . He stated that nore needs to be done to enpower primry
care. He suggested that paying primary care physicians nore and
putting them in charge of their patients can be very effective
in reducing waste; however to do so, the doctors need tools,
i ncluding data. He said that Prenera has created "d obal
Qut cones Contracts" but he believed this effort needs to be
provider-led with carrier support.

11: 34: 20 AM

MR. DAVIS sunmarized that the current healthcare system is
unsust ai nabl e and the ACA won't fix it [slide 11]. According to
an article in Forbes ["Rate Shock: In California, Cbanacare To

| ncrease I ndividual Health Insurance Prem uns By 64-146 percent”
dated 5/30/2013], California anticipates a 64-146 percent inpact
to inplement the ACA, whereas Wishington estimates a 34-80
percent i npact. He reported sone statistics from O egon and
Washi ngt on, Wi th respect to t he federally-facilitated
mar ket pl ace, including that Oregon has allocated $300 nmillion in
federal dollars and has delivered 50 percent of the requirenments
for the exchange, with 50 percent in draft form and Washi ngton
has spent $150 mllion in federal dollars and has delivered 25
percent of the requirenents, wth 40 percent in draft form I n
Al aska, zero percent of the requirenments have been net, 30
percent are in draft form and 70 percent have not yet been
received. He was unsure of how it would all work out, but said
Premera Blue Cross will do what it needs to do for its clients.

CHAI R REINBOLD rel ayed that she was inpressed and al arned by the
i nformation he'd provided.

REPRESENTATI VE KELLER said he has been outraged by the ACA, in

particular, as it relates to preexisting conditions. He asked
how M. Davis's conpany is going to change as a result. He
further asked whether the conmpany is noving nore towards
heal t hcare nanagenent. He predicted that insurance wll no
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| onger be insurance as it is known today. He al so asked M.
Davis to predict what Prenera Blue Cross would ook like in five
years.

MR. DAVIS indicated that his conpany will be performng "pre-

funding" rather than insurance services. As nentioned |ast
week, two things make sonething an insurable event. One, it is
not a desirable event. Second, it is not predictable to the
i ndi vi dual . However, once a person has already been diagnosed
with something it would fall under "receiving care,”" and becones
predictable to the person. Thus Prenera would not be "risk
sel ectors” but would function as "risk managers."” He said that

Premera’s mssion is to create a sustainable health care
envi ronment which would translate into "all hands on deck and
nothing 'is' off the table.”" Certainly, Premera would be making
changes, adding his belief that everyone has a role to play in
reduci ng heal thcare costs, for exanple, choosing to | ose weight.
He pointed out his diverse roles, including that he serves as a
heal th insurance executive, a health care conm ssion nenber, an
i ndi vidual, and as a father.

MR. DAVIS said that Prenmera has focused on what it can do in
integrated health managenment to help primary care physicians
beconme enpowered, and to help enployees and enployers in terns
of worksite wellness. Certainly, the risks will happen, and the
conpany can't control them but it can work to reduce overall
heal th care costs.

MR. DAVIS reported that actuarial science around well ness shows
that reducing the body mass index (BM) by a neaningful anount
translates into health <care expenditure reductions alnost

i medi ately, within a matter of nonths. Thus, enpl oyers
understand wellness as a strategy and really enbrace that
aspect, including the recognition that a healthy workforce is a

nore productive one.

11:41: 02 AM

REPRESENTATI VE TARR recalled testinony that it is difficult to
determine the cost of individual coverage since it 1is an

uncertain popul ation. She said the [conmttee] has seen
estimates that identified who would be covered under Medicaid
expansi on. She asked whether there would be nore certainty if

the state had selected Medicaid expansion since Prenera could
exclude a certain nunber of Al askans, which would whittle down
the nunber of new individuals that would be covered.
Additionally, she recalled the ACA did not require conpanies,
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such as Prenmera, to participate or offer a plan through the

federal exchange. She questioned if it is so cost prohibitive
why Prenmera would participate and offer a plan through the
federal exchange. It made sense to her that an economc

deci sion would be nmade on the part of Prenmera and she asked for
clarification on these points.

MR DAVIS, wth respect to reasons Prenmera would participate,
answered that Prenera believes if it did not act, that an
i ndi vidual insurance market would not be available in Al aska.
The Prenera board has been conmtted to create a sustainable
health care situation and w thout coverage, the market would go
in the opposite direction. Fortunately, Prenmera believes it has
sufficient reserves to carry it through the wuncertain tines.
Wth respect to the wuncertainty to new entrants into the
mar ket pl ace, he offered his belief that nost of these people are
currently uninsured, so nothing is known about themin terns of
risk factors. He estimated that approximately 120,000 Al askans

are uninsured. The state predicts that in 2014 approximtely
44,000 people wll be covered under the exchange, which wll
increase in 2017 to 66, 000. He said Prenera does not believe

that Medicaid expansion would really be a part of it since
either the expansion would occur or the group would not be
eligible for subsidies; therefore, not nany would fall into the
af fordabl e i nsurance situation.

SENATOR FRENCH opined that Prenmera is one of the outstanding
conpanies operating in the healthcare arena. He commended
Premera for its low admnistrative costs. He turned to
i nsurance pooling, noting that Wshington has substantially
| oner healthcare costs than Al aska does. He pointed out it
would be to Alaska's advantage to pool wth Wshington. He
suggest ed t hat pol i cymakers shoul d be expl oring this
aggressivel y.

MR. DAVIS attenpted to clarify that the one percent profit is
achieved over its 1.8 mllion nenbers. He predicted that
Premera will receive a rebate because profits were greater than
expected. In terns of a state conpact, he responded that he has
gri maced when he's heard about it. Since Premera has worked in
Al aska since 1952, the conmpany nust make costs work in Al aska.
If Prenmera nust conpete wth soneone based on Wshington's
costs, it would be difficult. For exanple, the federal enployee
pl an averages prices across Al aska. Furt her, conpacts have
probl enms, since the costs are different in different | ocales.
He said the Al aska Health Care Comm ssion explored sone of the
reasons for higher costs and information is on its website.
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While it would be advantageous for Alaska to pool, it would not
be benefit Washington until Al aska can bring down its healthcare
costs. The concept behind the state conpact is that sonehow
there is extraordinary profit or waste in the insurance
mar ket pl ace that would be driven out by an across-state
conpetition; however, for Prenmera, which is a conpany wthout a
ot of waste in admnistrative costs or profit, it is all about
heal t hcar e. He identified the main issue is that healthcare
sinply costs nore in Al aska than in Washington, so it's hard to
i mgi ne how this can be a "win-win."

11:48: 12 AM

REPRESENTATI VE TARR asked whether Prenera has considered
expanding its healthcare practice for healthcare providers as a
nmeans to reduce costs.

MR. DAVI S responded that Prenera's work with primary care is not
an expansion of licensure, but works to the extent of |icensure.
He said Prenera believes that the primary care physician is in
the best place to evaluate a patient holistically. Prenera's
focus has been to consider paying primary care physicians nore
to reduce waste and i nprove quality.

11:49: 15 AM

REPRESENTATI VE OLSON questioned how it would work if Prenera is
prevented from underwiting ol der people with health care issues
and the premuns are being doubled for clients in their 20s and
30s, which is the group that is typically the "gold standard"
for the industry.

MR. DAVIS answered that the individual mandate was intended to
keep everyone in the marketplace, but he has two sons and he
wondered how to encourage them to wunderstand the value of
staying in the system Again, some people wll be subsidy
eligible, others will pay significantly nore. He predicted that
health insurance premuns wll have to go up and wll be
extrenely costly. While the process will evolve over tinme, he
predicted it will be extrenmely costly.

The commttee took an at-ease from11l:51 a.m to 11:55 a. m
CHAI R REI NBOLD i ntroduced her sister.

11:56:18 AM
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| LONA FARR, MD., Alaska Famly Medical Care, after nentioning
she is the head of a group of 16 famly practice private
practitioners, explained that substantial inpact wll occur in
Al aska due to the inplenmentation of the ACA She acknow edged
ot her changes are due to rules adopted under fornmer President
George W Bush's admnistration wth sone changes due to the
stimulus bill. She offered her belief that nany of the changes
do not affect government agencies as nuch as the changes affect
physicians in private practice.

DR. FARR said she started working in health care in 1997 wth
the late U'S. Senator Ted Stevens to try to inpact federal
regul ati ons. At the time, the federal governnment attenpted to
i ncrease the docunentation for physicians. She figured out she
would need to wite 180,000 words per year to neet the
docunentation. Wiile the regulations were kept at bay for sone
time, they are now in place. She predicted it will dramatically
i ncrease provider costs since nore needs to be docunent ed. She
said other rules and regulations have occurred, decreased
rei mbursenent from Medicare and Medicaid, relative to costs.
She reported that Medicare reinbursenents on clains were at 34
percent and Medicaid at 80 percent. She also said her practice
breaks even with Medicaid and |oses noney on Medicare, but it
takes six paying patients to offset the |osses from one Medicare
patient.

DR. FARR stated in 2008 the Bush adm nistration mandated |CD 10
codes |[the 10th revision of the International Statistical
Classification of Diseases and Related Health Problens (1CD],
which are due to start in Cctober 2014. According to various
studies the estimated cost to inplenment the codes ranges $1.5 to

$8.3 billion with providers facing a mninum expense of $83, 000
for private practitioners up to $2.7 mllion for large clinics
[slide 2]. She estinmated the nedical classification list wll

i ncrease from 10,000 codes to 140,000 al phabetical and nuneric
codes. She further estimated that 36 percent of the codes wll
correspond to the new codes. Therefore each physician will need
to use the new system or have coders do this. She predicted it
would be cost prohibitive for many physicians, taking an
additional five mnutes for each patient, which increase her
fees by $50. Sone places estimte nore physician time; however,
she estimated it would add 1.5 hours to her day under the new
system

11: 59: 36 AM
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DR. FARR related sone people think the inpact of the changes

will be nore drastic than the housing bubble. Further this wll
cone at a time when the country has a shortage of nedical
provi ders.

11: 59: 50

DR. FARR said the federal ACA/Stinmulus bills entail several
pieces of legislation [slide 3]. The | ndependent Paynent
Advi sory Board, or IPAB, wll define fees for providers after
examning fees for five years. Therefore, the state will not

know the inpact of this for several years. She identified the
Agency for Healthcare Research and Quality's (AHRQ as a federal
program that provi de patient and physician educational
materials, but |ooks at studies and is naking recommendations to
the Federal Coordinating Council for Conparative Effectiveness
Research (FCCCER) conmittee, who wll help determne which
services should be provided as physicians. She expressed
concern that some of the boards and conmittees are using ol der
research and it may slow down the progress being made in health
care.

DR. FARR expressed further concern that the process nmay

interfere with the physician and patient interactions. For
exanple, in her practice, 50 percent of breast cancer patients
were diagnosed before the age of 50. According to the task

force guidelines, she should not be perform ng mamrmograns on her
patients before they reach 50; however, that would nmean half of
her patients would potentially have died.

12: 01: 48 PM

DR. FARR indicated that breast and cervical cancer rates are
much higher in Al aska. Again, she stated she has concerns about

the federal governnment setting rules and regulations. She
offered her belief that these decisions should be nade between
the individual patients and their providers. She stated that

there have been over 159 committees, and 20,000 new rules and
regul ati ons. She enphasized the difficulty in trying to keep
up. She reiterated it would be virtually inpossible to keep up
with the enormty of the proposed changes.

DR. FARR identified 18 different audits the federal governnment
can inpose, including Medicare RAC audits, which are audits paid
on comm ssion and auditors can extrapolate findings over the
whol e practi ce. These audit practices have trenmendous negative
inmplications for practitioners. She offered her belief that the
majority of the audits are conducted by "fly by night”
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oper at i ons. Most people in private practice are not conmmtting
the fraud on the scale being discussed at the national |evel

She hoped the Medicaid audits at the state Ilevel can be
influenced so it will not drive practitioners away from taking
Medicaid patients. Additionally, her practice nmust conply wth
75 Healthcare Effectiveness Data and Information Set (HEDIS)
quality neasures and the National Committee for Quality
Assurance (NCQA) [which is an independent 501(c) (3) non-profit

or gani zati on] . She noted her practice sends bills to 120
different entities and potentially any one of the conpanies
could request an audit. She pointed out audits and

docunentation take away significant tinme from her practice and
patients.

DR. FARR turned to Medicaid [slide 4]. She noted that the
bi ggest study done by the University of Virginia found Medicaid
surgical patients are 97 percent nore likely to die than
surgical patients with private health insurance and 13 percent
nore likely to die than those w thout insurance. She stated
that one reason for this is due to the limted formula.
Medi caid patients generally receive less time with providers, in
particular, since the providers typically earn little or |ose
noney wth Medicaid patients so doctors generally tend to
restrict visits with those patients. Further, there are limts
on services, decreased reinbursenent, increased audits, and nore
rules and regulations with Medicaid patients plus the
preaut hori zation takes tine. She reiterated her concerns,
noting that between 26 and 40 percent of physicians nationw de
are not taking Medicaid patients due to the governnental
restrictions and interference with their nedical practices. She
noted that in the past physicians often took charity cases;
however, Medicaid and Medicare have restricted the anmount of
charity care physicians can perform  She encouraged nenbers to
visit U S Senator Tom Coburn's website, MD., for information

DR. FARR also encouraged nenbers to visit the University of
Virginia's study. She expressed considerable concern about the
proposed expansion of Medicaid due to the potential decrease in
the quality of health care in Al aska.

DR. FARR turned to the ACA [slide 5]. She highlighted sone
positives of inplenmenting ACA, including the Alaska Native
Tribal Health Consortium (ANTHC) funding and coverage for
children up until the ages of 26.

12:06:47 PM
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DR. FARR said she found coverage of preexisting conditions to be

a "mxed bag." In some ways coverage of preexisting conditions
is good for patients, but in other ways it wll drive up private
i nsurance prem uns. She predicted that people wll buy
i nsurance when they are ill and then drop it. She recalled M.

Bush's prior testinmony on ACH A in which people drop the
program once they receive services. She anticipated the effect
of ACA will increase insurance costs. She pointed out there
woul d be a 40 percent tax on the insurance prem uns estimated to
effect 100 percent of the private Al aska market by 2018.
Additionally, it wll elimnate health savings accounts. She
of fered her support for HSA' s since the patient actually sees
the cost of services and are nuch nore likely to shop w sely.
| ndi ana conducted a study, and actually subsidized sonme of the
heal th savi ngs accounts for specific individuals. She reported
taxes will increase from $95 or 2.5 percent of incone for
busi nesses. She indicated that she hasn't been able to figure
out what services to provide her enployees even though she would
like to conply. In fact, it will take small businesses tinme to
sort through.

DR. FARR stated that the marketplace exchanges wll start in
Cct ober 2013. At this time, she was only aware of two
providers, Prenmera Blue Cross and ODS Health Plan, Inc. [now
Moda Health), who wll participate. She reported that the

application form instructions consist of 20 pages for
i ndi vi dual s and 65 pages for conpani es.

DR. FARR offered her wunderstanding of how this wll affect
patients [slide 6]. She predicted that insurance premuns wl |
I ncrease. One provision she is seeing in her practice is non-
coverage of spouses. She said enployees are suffering cutback

in enploynment hours and sonme insurance conpanies are "pulling
out of the market" and taxes are increasing. She recapped that
18 new taxes will help pay for the ACA She was unsure of
whet her sone provisions of the Act that may or may not have been
repeal ed, or that m ght be repealed in the future.

12: 10: 21 PM

DR. FARR, according to a survey conducted by the Physicians
Foundation in 2012, sent out e-mails to 600,000 physicians, and

received 13,500 responses. She characterized the survey as
"being fairly accurate". She said the survey indicated 60
percent of physicians would retire now if they could afford it,
that 26 percent would not take Medicaid. However, Al aska has

one of the better Medicaid reinbursenent systens and is the
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hi ghest or second highest in the state [slide 7]. She reported
that 52 percent of physicians have |imted access to Medicare
patients due to low reinbursenent rates, while 50 percent of
physicians plan to cut back on patients, work part-tinme, swtch
to concierge nedicine or reduce patient access to services. The
nore paperwork and preauthorization takes physicians away from
their patients. In fact, the nore paperwork that physicians
must fill out would be reducing patient access

DR. FARR again said that providers now spend over 22 percent of
their time on non-clinical paperwork. However, she noted her
time is actually closer to 25 percent. She reported that 59
percent of physicians indicated the passage of the ACA has nade
them | ess positive of the future of healthcare, 47 percent have
significant concerns about EMR.  Most physicians in primary care
felt that electronic health records decrease the nunber of

patients they can see. She summarized that basically,
physicians are experiencing increased workload, decr eased
rei nbursenent, including 16 percent fewer patients than in
20018. As nentioned previously, preauthorization and audits

t ake physicians away from patients.

12:13: 09 PM

DR. FARR reported that she conducted an informal survey of 400
physi cians in Anchorage in 2008. At that tine, 67 percent of
providers planned to opt out of Medicare/Medicaid if ACA was
enact ed. She characterized this survey as a "telling" survey
that indicated the level of concern about federal regulations
going into effect. Further, a 2013 survey by Merritt Hawkins
just released this nonth indicates - nationw de - 60 percent of
facilities are short of primary care physicians, which is a
significant problem The Anerican Association of Medica
Coll eges recently released a study that showed a nationw de
shortage of providers of over 91,000 by 2020. She predicted
that there will be a trenendous shortage of providers. She said
57 percent of providers are choosing to be enployed through
larger entities to help them through the transition. She
estimated that approximately 33 percent of physicians are in
private practice, in part, due to the increased cost, increased
regul ati ons, and student |oan debt. She reported that in the
1950s, 75 percent of nedical doctors belonged to the American
Medi cal Association (AMA), which is now reduced to 15 percent.
She nentioned this since people think the AMA represent all
physi ci ans. She surmsed that 10 percent of the AMA's
menber shi p dropped once it supported the ACA
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12:16: 26 PM

DR. FARR touched on potential solutions [slide 9]. She
suggested that health savings account (HSA) systens should be
allowed for all ages. First, she enphasized the inportance of

t he HSAs, which she thought should be birth to death account and
part of the Medicare options. Second, she supported |egislation
before the Congress such as US. Senator Coburn's bill on
patient choice. She said he is 1 of 17 physicians in the
Congr ess. She also supported U. S. Senator Lisa Mirkowski's
Medicare bill, which would allow patients whose physicians have
opted out to receive Mdicare reinbursenents for sone out-of-
pocket expenses. Third, she supported having fewer rules and
regul ati ons. She indicated additional docunentation or
requirenents add to the costs. Fourth, she offered her belief
t hat educational and not punitive audits are needed. Fifth, she
supported concierge nedicine. Basically, this would allow a
patient to pay a physician a nonthly anmount to be a patient. It
gives providers financial <certainly, which could help rural
provi ders. She pointed out that liability reformis always an
i ssue. Finally, she supported the Washi ngton, Woni ng, Al aska
Mont ana, and |Ildaho program (WMM) program and increasing
resident slots since it hel ps students attend nedi cal school.

DR. FARR concluded by remnding nenbers that mandates for
physi ci ans takes them away from patient care. She enphasi zed
that the anobunt of tinme patients spend with providers inpacts
out cones.

12:18: 45 PM

SENATOR DYSON asked whether it's true that the liability |aws
are anong the best in the nation. He indicated several
physi ci ans he knows are concerned about the security of neeting
the Health Insurance Portability and Accountability Act of 1996
(H PPA) requirenments due to electronic records.

DR. FARR answered that both are valid points. Wth respect to
the security of electronic health records, she said she has
shared the concerns and does not use electronic records except
to scan in chart notes in PDF file formats. She acknow edged
that the information is stored on servers or in "clouds" and
physi ci ans don't have any control over the record. She reported
that HIPPA allowed 2 mllion entities access to electronic
heal th records.

SENATOR DYSON asked about the liability.

ARR COW TTEE - 31- June 25, 2013



DR. FARR answered yes; but she believes the courts have reversed
sone of the liability provisions, although she was uncertain of
the details.

SENATOR DYSON asked how the legislature could fix the liability
i Ssues.

DR. FARR recalled that the Al aska State Mdical Association has
been focused on this issue. She offered to put Senator Dyson in
touch with one of the association nmenbers.

SENATOR G ESSEL commended Dr. Farr as a practicing physician
with the nost know edge on the ACA She noted that providers
ot her than doctors provide healthcare services, including nurse
practitioners, nurse mdwves, and naturopaths, who focus on
wel | ness. According to Alaska Health Care Conm ssion, MIIliman
Client Report [Physician Paynent Rates in Al aska and. Conpari son

States] pointed out doctors are charging very high fees. She
asked what physicians are doing to address the astronom cal
char ges. She questioned that staff and supply charges causes

Al aska's health care costs to be twice or four tinmes as nuch as
other states in the Pacific Northwest.

DR. FARR indicated that sone specialties charge nore than other
pl aces; however, she recalled primary care rates were at 127
percent, which she thought was pretty consistent wth other
service industries. She was unsure what the cost drivers were
but some technology will reduce costs, such as patients having
the ability to nonitor lab work and other tests. She predicted
"a whole revolution" will actually bring healthcare costs down
considerably if the devices neet federal approval. She agreed
the rules and regul ations apply not only to physicians but other
heal t hcare providers.

12: 24: 00 PM

REPRESENTATI VE KELLER recalled a physician's testinony before
the Alaska Health Care Comm ssion who said the only way he could
envi sion surviving was "concierge" nedicine. He asked for a
definition and further direction for the |egislature.

DR. FARR opined that [concierge nedicine] would help; however,
she has heard "m xed reviews" on this. She recalled previous
i nsurance comm ssioners questioned inplenenting this in Al aska
since Al aska pre-collects and is considered an insurance entity.
She said she thinks it's inportant to work with the insurance
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conpani es since basic care is provided in "our offices." She
suggested that the attorney general should research that issue,
since it may help retain primary care physicians. She not ed
some places are using concierge services, such that the patient
cones in and pays a $2,500 lunp sum for a physical, which
entitles the patient to four free visits the rest of the year

instead of charging a nonthly fee. She added that she would
like to see the legislature work on the issue. Further, she
suggested that health care freedom bill would help. This would

allow any patient or provider to nmake a decision on services.
For exanple, in Canada a patient cannot pay for an individua
service, but this should be allowed in the U S,

REPRESENTATI VE KELLER appreciated her taking time from her
practice to testify.

DR. FARR estimated it cost her $800 to participate in this
comittee hearing.

REPRESENTATI VE TARR rel ated her understanding that the nedica
home nodel that has been inplenmented at Anchorage Nei ghborhood
Health Center is the direction the [nedical comunity] 1is

t aki ng. She questioned whether, in ternms of private individua
provi ders, there was general agreenent that the state is noving
away from that nodel. As the nedical honme nodel is integrated
nore fully, she asked whether sone of the issues wll be

resolved and if this is nore of a transition period since her
inpression was that prinmary care providers would not have their
own of fices.

DR. FARR acknow edged this has been the trend although she

totally disagrees with it. She said she has been the nedical
home for her patients for many years and is able to totally
focus on her patients. She pointed out the Al aska Acadeny of

Fam |y Practice has had several presentations on the nedical
home nodels. She identified the problem as one that it takes so
much tinme away from the individual provider since the provider
is supervising all of the other services. She pointed out that
overhead increases since the physician is overseeing other
servi ces. She recalled testinmony from a Col orado provider who
said he/she is now perform ng Botox and dernatol ogy treatnents
for patients. She offered her belief that she is trained to
treat diabetes and hypertension, but not esthetician services

whi ch she would object to doing. In fact, she predicted the
medi cal hone nodel would increase costs. I nstead, she believes
the focus should be on prinmary care physicians and all ow ng them
to work best, whether in a private office, an established
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clinic, or at the Alaska Native Medical Center. She concl uded
that the nodel does not work in her practice since she is the
medi cal honme and she essentially provides concierge nedicine
al t hough she is not in that fee nodel.

DR. FARR suggested M. Davis could provide testinony on Al aska
Conpr ehensi ve Heal th I nsurance Association (ACH A).

CHAIR REINBOLD opened public testinony and noted that the
commttee woul d accept conments through October 1, 2013.

12:31: 27 PM

MR. DAVIS recalled the comments Dr. Farr referred to are ones he
made at the Alaska Health Care Conm ssion recently. He noted
that he has the privilege of being the chair of the Al aska
Conpr ehensi ve Health I nsurance Association (ACH A) al so known as
the high-risk pool. Wth the passage of the ACA the federa
governnent created a Pre-Existing Condition Insurance Plan
(PCl Ps). Governor Parnell asked ACH A to set up and adm nister
the federal preexisting condition pool alongside the ACH A plan
- with a firewall between them The ACH A began doing this July
2011, but it will go away as of Decenber 31, 2013. He expl ai ned
that the preexisting pools are stop gap mneasures anticipating
guarantee issue and no preexisting condition exclusions in 2014.
In essence this allows sonmeone who has been uninsured for six
nmonths to cone into the federal pool wth no preexisting
conditions exclusions, Ilimtations, or waiting periods. He
reported that the plan has had 40 patients at any one tine,
which he characterized as being a churning enrollnent since
peopl e nove in and out of the plan. He offered an exanple of a
patient who acquired the preexisting insurance just for a
particul ar service, a total knee replacenent, for $250,000, paid
premuns for three nonths and then dropped her coverage. He
reported that she paid approxinmately $3,000 in premuns for the
servi ce. He characterized her as "a house on fire" type of
patient. He recalled the Forbes article nmentioned a patient in
Washi ngton [state] in the 1990s who said she had enrolled in the
heal th plan during pregnancy, but dropped out once the baby was

bor n. That patient comended the service and indicated she
woul d be back if she gets pregnant again. This illustrates what
Premera Blue Cross anticipates will happen under the new rules

The Prenera Blue Cross actuarials refer to this as "junping and
dunpi ng” since the patient junps in when he/she needs service
and dunps it when the service is no |onger needed. He recall ed
Representative O son nentioning that this will create financial
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pressure upwards on rates and it is yet to be seen how that wl|
pl ay out.

12: 34: 46 PM

REPRESENTATI VE TARR asked whether an opportunity exists to nake
changes to how the pool will be applied.

MR. DAVIS offered his belief that this wll evolve over tine,
for exanple, sonme rules could be placed with respect to the
ability to "junp in" and "junp out"™ provisions. It may allow

people to "junp in" during open enrollnment, but if coverage is
dropped the person nmust be out for a set tine, perhaps two years

to discourage people from the aforenentioned behavior. He
predicted the ACA rules will evolve over the next 10-15 years.
12: 36: 26 PM

CHAI R REI NBOLD indicated that the commttee's work on this issue
woul d be ongoi ng.

12: 37: 48 PM

ADJ OURNNMENT
There being no further business before the conmttee, the

Adm ni strative Regulation Review Conmittee neeting was adjourned
at 12:38 p. m
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