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@3 Provides benefits for medicare supplemental and
individual disability which are unreasonable in
relation co the premium charged.
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2/24/81
Date
Mr. President:
The Committee on JUDICIARY has had SB 43

filing insurance forms

under consideration and (a majority of the committee) (the committee)
reports it back with the following recommendations:

do pass [ ] do not pass
141
r(\/ I do pass with attached amendments(s)
[

, ] same title
J replace with CS for [ ] new title

and recommends
[ ] AND attaches a "Letter of Intent” [ 1 New Fiscal Note
[ ] reports it back without recommendation
[ ] referred to the Committee
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Senate

Official Business Pouch V
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SUMMARY OF SENATE JUDICIARY COMMITTEE HEARING
OF
MARCH 20, 1981

Butrovich Committee Room, State Capitol - Juneau, Alaska
Legislation Before Committee:
SB 43 "An Act relating to insurance."

SB 190 "An Act revising the drug laws and making amend-
ments to the criminal laws of the state; and
providing for an effective date.”

The meeting of the Senate Judiciary Committee was called to order
by Chairman Rodey at 1:35 p.m. Committee members present were
Senators Hohman, Parr, Ray, and Rodey. Senator Bennett was ab-
sent from the meeting.

Committee members heard testimony from Don Koch, Division of
Insurance, 1iIn support of passage of SB 43. Mr. Koch stated that
medicare supplemental policies require that the state perform
certain regulatory functions, or the federal government will.
These functions are two-fold: (1) apply cost benefits regula-
tions, and (2) adopt minimum standards. Mr. Koch stated that
the bill addresses both of these issues and will enable the
state to adopt regulations to conform with federal standards.

The Committee next heard testimony from Mike Thomas of the
Division of Insurance in support of SB 43, and suggested specific

language changes for subsection (6). Chairman Rodey directed the
committee staff to prepare an amendment for subsection (5) to
read:

(5) Provides benefits for medicare supplemental and
individual disability which are unreasonable 1in
relation to the premium chargv.; [ ,but this
paragraph does not apply *o life insurance, annuities,
or group disability iInsurance.]

The Committee then heard testimony from Dan Hickey, Chief
Prosecutor, and William Nix, Commissioner of the Department of
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Senate
Committee on CaSor & Commerce Pouch V
: : State Capitol
Ofacial Business Juneau, Alaska 99811

Summary - SB 43 - Rules/by Request.
"An Act relating to fTiling of insurance policy forms."

The addition of subsection 5 to 21.42.130 would 1insure State
compliance with P.L. 96-265 which creates a certification process
for certain types of insurers, setting new standards for medicare
supplemental insurance, and including a requirement for premium

benefit ratios in medicare supplemental insurance.

There 1is an apparent federal deadline of July 1, 1982 by which
time States must act on the requirements concerning medicare supple-
mental insurance. However, Tfederal surveys of state laws beginning
on July 1, 1981 will be used to assess the need fcr federal interven-
tion. Therefore, i1t is felt that the issue must be dealt with Immedi-

ately to avoid such intervention.

The Federal Law - P.L. 265 - is the Social Security Act adopted
by the 96th Congress. The "Baucus Amendment® of the Act required that
states comply in two areas concerning medicare supplemental insurance:

1. States shall adopt minimum standards of coverage for medicare
supplemental policies.

There 1is sufficient statutory authority to comply with this requirement
under 21.42.120, Filing of Forms.

2. States must enforce cost/benefit ratio regulations.
It is felt, by the Div. of Insurar.ee, that SB 43, with the addition of

subsection 5, will comply with the federal requirements.

Fiscal Impact - O



JAY S, HAMMODD, GOVERHCK

Phone; 465-2500

February 10, 1981 /

Honorable Bob Mulcahy, Chairman
Senate Labor and Commerce Committee
Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:
Re: Senate Bill 43

On Monday, February 9, 1981, Don Koch of this department appeared
before your committee in support of B 43. A representative of the
Health Insurance Association of America (HIAA) also appeared ad
presented that association's views on SB 43 which were partly in
conflict with Mr. Koch's testimony and position. Your committee
suggested that it would be appropriate for this department and
HIAA to attempt a compromise solution to conflicts.

With the assistance of Mr. Mike Thomas, HIAA's representative, we
have worked out a resolution of our differences and ask that you
offer the enclosed revision as a substitute to SB 43. It accom
plishes the desires of this department in a mariner acceptable to
HIAA. We sincerely appreciate thi reception that you and your
committee have given this proposal.

‘Charlei R. Webber
Commissioner

CRW/val21G7
Enclosure



* Section 1. AS21.42.130 is emended by adding a new subsection to

read

(5) provides benefits which are unreasonable in relation to
the premium charge, but this subsection shall not apply to life insurance,

annuities or group disability insurance.

* Section 2. AS 21.84.590 is amended by adding a new subsection to

read:

(10) AS 21.89.050

* Section 3. AS 21.87.340(16) is amended to read:

(16) AS 21.89.040 and AS 21.89.050

* Section 4. AS 21.89 is amended by adding a new section to read:

AS 21.89.050. Medicare Suoplement Insurance. The director shall
from time to time adopt regulations necessary to comply with the
requirements of Section 507(a) of Public Law 96-265 enacted by the

Congress of the United States, and of any amendments to that section

and of any federal regulations pertaining to that section, in order

that this state shall retain its full authority to regulate minimum

standards for medicare supplement insurance.
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February 5, 1931

The Honorable Robert Mulcahy

Chair,

Senate Corr.erce & Labor Committee

Alas.<a stare senare

Pouch
Juneau,

IIVII ,
Alaska 99311

Mail Scop 3100

Re: SE 43

Dear Senator Mulcahy:
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introduced at the request of the
Legislation known as the Baucus
the 1980 Social
The Amendment establishes minimum
requirements fcr the regulation of
medicare supplement policies,
supplement policies.

individual

ar.d for some group medicare
The Amendment requires that the
government regulate any such medicare supplements in
Insurance
established under PL 96-265 not to be expected to have
1982 an approved state regulatory
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them the only auth-
Baucus Amendment
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y the Baucus Amendment and are seriously
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Tha Honorable Robert: Mulcahy February 5, 1981
Page Two

In general, Baucus calls for a regulatory program
co require insurance policies and Blue Cross/Blue Shield
Plan medicare supplements to meet minimum standards of an
1TAIC 1S7 9 Model Act. and Regulation, and to meet, minimum loss
ratio standards. The MAIC 1979 Models generally establish
minimum; standards for policy benefits and provisions, pro-
hibit certain types of policy provisions, have some dis-
closure requirements, and require the i1nsurer to furnish a
prescribed notice when its policy replaces another policy.

The NAIC, with HIAA input, revised its Model Act
and Regulation in December 19B0O, to produce what we hope is
a regulatory plan that meets the Baucus requirements.
Unfortunately, Baucus contains some ambiguities which are
not yet resolved, and the federal regulations have not yet
been iIssued. The enclosed copies of the revised NAIC Model
Act and Regulation have been marked by hand to correct some

errors. Most states will probably adopt both the Act and
the Regulation in this form.

The Insurance Division believes that under AS
21.42.130(2), requiring the Division to disapprove a policy
form if i1t contains a "misleading clause,”™ or an "exception
or condition which deceptively affects the risk purported to
be assumed iIn the general coverage of the contract,” they
can disapprove any policy form that purports to be a medi-
care supplement if it does not meet the requirements of the
regulation they expect to adopt on medicare supplements.

We disagree with vhe Division®s approach because
the Division has not been given statutory authority to
establish minimum standards for medicare supplements; that
is, they may not establish minimum benefits or required and
prohibited provisions. The Amendment also would appear to
us to be 1inadequate because some of the Baucus requirements
have nothing to do with the approval or disapproval of a
policy form under AS 21.42.130. What we are most concerned
about is that it may be decided at the federal level that
the Insurance Division did not have the authority to adopt
the regulation, ar.d that therefore the state is not in

compliance wich Baucus.

Ironically, while the present bill may include too
little co satisfy che requirements of the Baucus Amendment,

it also includes in other ways much more than is needed to
respond to Baucus, ar.d we are concerned about this over-



ihe Honorable Robert Mulcahy February 5, 1981
Race Three

ir.clusivsness as well. 33 43 by its terms is r.z limited to
Medicare Supplement coverage. The bill applies co all types
ct insurance policies chat are subject to AS 21.42.130,
including life insurance, e.nnuities, and all disability
(health) 1iInsurance. .Also, although casualty insurance 1is
subject co actual rate regulation under AS 21.39, chere are
serne exceptions to such regulation included in Sections 20
and 40, and chose exceptions seem co be inconsiscent with
the proposed amendnenc.. We point out iIn passing that the
Blue Cross/31lue Shield carriers are not subject co this
Section, because their policy form and rate provisions are
in AS 21.87.

Health i1nsurance rates are normally esrablished by
insurance company life actuaries, or sometimes by specially
trained health actuaries. Trie process of setting rates 1in
this area 1i1s very complex. Insurance departmencs are
generally not equipped to regulate health insurance rates.
Among other things, the qualified actuaries are simply not

available. Part of the problem is due to the complexity of
the process of rate making, but part of it is also due to
the diversity of coverages. For example, rates for the same

individual policy may be quite different, depending on risk
characteristics of the people it is marketed to, and group
policy rates are normally different for each group. Health
insurance rates are in fTact regulated by the intense com-
petition in the business among the large number of health
carriers. The exception is iIn the case of credit health
insurance, where coverages are standardized and simplified
and there is reverse competition in the sense that the
higher the rate is set, the more the iInsurer car. pay the

creditor for its services. In that area, Iinsurance rates
are regulated by i1nsurance departments. In Alaska, credit
life and disability are governed by a special chapter, AS
21.57.

We are not sure that the Insurance Division really
intends to exercise ar.y authority over group health in-
surance rates, except to the extent required by Baucus for
medicare supplements. We would be opposed to their being
g_ven one aithcrity to do so in the future.

An alternative to S3 43 which would avoid bcth
over-inclusion and ur.der-inclusicr., would be a bill which

samply and di.reutlv authorized the Direct..,- to afcpt



-r.e Honorable Robert Mulcahy February 5, 1931
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aaever regulations are necessary to meet the minimum
requirements of the federal law. A draft of a bill which
eould do that is enclosed.

As stated at the beginning of this leaner, the
cmpetus fTor SB 42 is the Baucus Amendment. Tnere are some
interpretation problems in the Amendment, and the Tederal
regulations have not been adopted. Tnose regulations may
clarify, confuse, or add to, the requirements. The state"s
r.eed to retain adequate authority to regulate iInsurance in
the face cf the Baucus Amendment can be met simply and
directly, without either raising questions about the
adequacy of the state®s authority, or getting into com-
plicated questions of rate regulation beyond medicare

supplement insurance. We would urge that this more direct
appicac.o be used.

Thank you for this opportunity to comment on SB43.
I would be glad toobtain any further information the

Committee may want that the Association has available toit.
1 would appreciate being advised of any scheduled hearing on
the bill.

Si r._cerely,
ROBERTSON, MOKAGLE, EASTAUGn & BRADLEY

A

M. T. Thomas

Y.TT:vb

Enclosures

:c: Charles D. Kuhnen (w/o enclosures)
Bill Lincoln (w/o enclosures)



Attachment A
Section i. AS 21.36 is amended by adding a new section to read:

Section 21. 36.260. -Medicare supplement insurance. The
Director shall from time to time adopt such rules as are necessary
tc comply with the requirements of Section 507(@) of Public Law
96-265 enacted by the Congress of the United States, and of any
amendments co that section and of any Federal regulations pertaining
tc that section, In order that this State shall retain i1ts Tfull
authority to regulate minimum standards for Medicare supplement
insurance.

Pfieszut 'S'ffii'uhs 6 £/- 3b. $0o

C-/P"~Ep UFo/n/kS

_______ WCE y/Q/



SU3J2CT; Possible alternate lar.zuage for SB 43
Cork Order No. 12-0479)

TO: Senate Labor anc Commerce Committee
Attn: Linda Otey, A_A.

FaOll; Linn H. Asper
Legislative Counsel

In connection with my memorandum of January 23th on SB 43, I
have prepared the following alternate language for SB 43 to
limit the bill to medicaid supplemental 1iInsurance. As noted
in the memorandum, |1 would place the new language in AS 21.89,
as Tollows:

AS 21.39 1is amended by adding a new section to read:

Sec. 21.S9.060. MEDICAID SUPPLEMENTAL INSURANCE. A
medicaid supplemental insurance policy may not be issued
unless 1t provides benefits which are reasonably related
to the premiums charged, based on guidelines as set out
in regulations to be adopted by the director. In this
section "medicaid supplemental 1insurance policy”™ means

a health insurance policy or health benefit plan offered
by a private entity to individuals eligible for medicaid
benefits, to provide reimbursement for medical expenses
not covered by the medicaid program.

LHA:3jb



chapter 89. Miscellaneous Provisions.

S VAR 274 A settlement made under @ motor
«:V V ;i:niurance Pclicy of aclaim agairst an insured aris-
- | P°licy from an accident or other event insured
"o * " 01 deetruetier, of property owned by another

-= "tn be construed as ar. admission of liability by the

insured, or the insurer's recognition of that liability, with re™p.
to any >:her claim nri-'ag from the same accident or even_t, I
settlement ?hall be tr.ac r.tissable in evidence IN anv legal actior

1oh 123 SLA IDO06)
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IM M ©F ALASKA
ILHSBILA™" 7.,

LEGISLATIVE AFFAIRS AGENCY

January 28, 1981

b-PJ! Filins Insurance Policy Forms SB 43
(York Order Uc. 12-0479)

TO: Ser.ate Labor anc Commerce Committee
ATT!”: Linda Otev

Linn H. Asper
Legislative Counsel

You have asked if SB 43 as drafted, if enacted, will insure
state compliance with P.L. 96-255 (42 U.S.C. Sec. 1395ss)
and prevent federal 1intervention to regulate medicare
supplemental 1insurance policies.

P.L. 96-265 creates a certificarion process fTor certain types
of i1nsurers, setting new standards fTor medicare supplemental
insurance, including a requirement that such policies must
be designed to pay out at least 75 percent of premiums
collected in benefits. [42 U.S.C. Sec. 1395ss(c)(2)]- This
is a federal requirement not directly related to state
insurance laws, but iIf a state has not created requirements
similar or identical to the federal requirements by July 1,
1932, the fTederal certification will come i1nto play,
superseding state regulation in this area. The State of
Alaska favors state rather than federal regulation of the
insurance industry in Alaska and thus wishes to obtain
legislative authority to control premium-benefit ratios by
enactment of SB 43.

The Division of Insurance has stated that the federal deadline
of July 1, 1982 1is misleadingin that there 1is to be a federal
survey of state laws existingor. July 1lst of this year which
will be used to assess the need for fTederal intervention.

The Division believes that changes i1n state law which become
effective before July 1, 19S2, but after July 1st of this

year will not prevent the federal intervention which they

seek to avoid. If the Division is correct, and | have no



Senate Labor and Commerce Committee
Page 2
January 28, 1981

reason to doubt them on this, then they do need authorizing
legislation during this session to allow them to make
regulations before July 1lst of this year to avoid federal
intervention.

It appears that SB 43 will give the Division cf Insurance
the authority it needs to avoid the threat of federal
intervention as to medicaid supplemental 1Insurance. It
should be noted that the bill as written would allow
regulation of premium-benefit ratios in all insurance
policies written in the state, not just medicaid supple-
mental 1insurance. This broad authority may be desirable but:
it Is not required by the new federal law. I also have some
difficulty with the placement of the new law iIn AS 21.42.130,
which has to do with insurance policy format, not substantive
regulation of insurance rat”s. It might better be placed in
AS 21.89 MISCELLANEOUS PEGVISIONS, but its placement in

AS 21:;42.130 will not invalidate the law.

re summarize, SB 43 will have the effect of supplanting federal
certification procedures in the area of premium-benefit ratios
in medicaid supplemental 1i1nsurance, If enacted this session.

It goes beyond medicaid supplecental insurance and, in fact.
gives the j3ivisioh~crf~Tnsurance power to set premium-bene fit
ratios.,for _a.ll insurante polici-°s.

LHA: jdn
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February 10, 1981

The Honorable Robert Mulcahy
Senate Commerce & Labor Committee
Alaska State Senate

Chair,

Pouch
Juneau,

"V, Mail Stop 3100

Alaska 99811

Re: Senate Bill 43

Dear Senator Mulcahy:

I have reviewed Commissioner

Bradley

Webber*®s

of February 10, 1981, and the enclosed proposal

committee substitute.
believe,

The proposed language will,
adequately and appropriately deal with the

director"s concerns, and we urge its adoption.

MTT/dh
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Thank you for your consideration on this bill.

Very truly ycurs,

ROBERTSONMONAELE-.

EASTAUGH & BRADLEY



Fahrenkanp and F.tdey.

First on the a%erda va SB IS "An Act relating to the legal
rate cf intereSt: and providir.t for ar effective date.'

Chairman Mulcahy mentioned that a lir.e of credit funds should
be a matter of Separate legislation.

Mr, . Don Rhoades P~esident of People? Bank in Anchorag tes
tified on SB 19, citing the Belt § Daniels report, Fed-
eral Deregulat| on Act,” as to inpact cn banks (tape reading 055

0 150:

Mr. Rhoades stated that Federal regulations pre-empt state
usury law? at 525,000, ’ P P

Senator Rode% stated that re- emEt|on fcr $25,000 v HI ap Y
April 1, 195 w are taki ourselves fron within edera

s?heme an? develrping our own usury statute. Bankln der?g
ation allows us to”do it. Ke aré e:er.pting the State o

\lusk. frot he bSederal A@t and WIS to sc-t our own usur ra B

e,
Senator Rodey moved to amend deletin $100,000
/cc%:gﬁsl %age 1 of SB 19 to reXd 25, 000. gThere m% N0 ob-

SB 19 was :"Ksed out of Committee with "Dc 1i'ass" recommendations.

>xt on th. %%enda was SB -8 "-r. Act relating to filing insur-
. ce polic; fCrrs



page 2
Senate L S C Cor.ir.ittee Meeting
February ?, 19S1

Mr. Con Koch, Alaska Division "r Insurantc testified :r SE -1.
He stated that the Division c¢f Insurance ask through the Governor
to respond to Federal Jlegislation which will put the Federal
Government 1in a position to regulate redicare suppler.ert insur-
ance, unless the State of Alaska takes certain actions:

1.) Adopt minimum standards for medicare supp ler.ental
policies.

2.) -Implement 1loss ratic regulation to examine relation-
ships of benefits tc tost - Public Law 96-265 effec-
tive July 1, 19S2. tape reading 322 to 545;

Mike Thomas, Qlobbyist for the :r.ericsn Council of Life Insurance
Testified on SB 43. He felt that the Federal regulations are
not necessarily reflective 1ir. 55 43. He also felt there were
two problems with the bill:

1.) It gives the Division the authority to set and approve
regulations in all phases of insurance.

2.) This bill may not give enough authority .j meet re-
quirements. Present statutes do not give authorities,
(tape reading 550 to 640)

Chairman Mulcahy felt that further staff research 1is needed.

lhe meeting was adjourned by Mulcahy at 5:40 P_M.
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UF.PARTMF>T OF COMMERCE &

ECO\NO MIC BEVELO P«ENT POUCH D
Drr)cr CF THECOKIUESShOKER ~ JunEAu. ALASKA 99811

Phone: 465-2500
January 20, 1931

Honorable Bob Mulcahy

Chair,-nan, Ser.ate Labor and
Commerce Committee

Pouch V

Juneau, Alaska 99811

Bear Senator Mulcahy:
RE: Position Paper SB 43
Thank you for your request for information on SB 43.

The recent passage of Public Law 96-255 in the Federal Congress has
the effect of transferring a portion of the regulation of insurance
to the Federal Government unless the various states establish certain
equivalent programs and do so on an extremely short time frame.

The insurance industry has traditionally been regulated by the various
states, individually. This approach wes reinforced in 1945 with the
passage of the McCarran-Ferguson Act (15 USCA 1011-1015). There has
been a fairly steady attempt to bring such regulation under a federal
agency, particularly by the Federal Trade Commission, which has been
resisted by the states with equal fervor. The principal argument at
the federal level has been that insurance is interstate commerce and
should be regulated by a federal agency. The states, on the other
hand, argue that the federal bureaucracy is either unable or unwilling
to recognize and be responsive to local conditions and nerds. Due

to Alaska's population relative to the rest of the nation, this is

an argument that has a good deal of substance. In fact, Alaska has
already experienced a situation that accents the State's concerns

and did so at the expense of Alaska's citizens to the tune of about
$36,000, and that was in 1972 dollars.

Public Law 95-265 addresses changes in the Social Security Act and
includes language dealing with medicare supplemental policies. It has
two requirements termed /The Baucus A-?ndmefta which impact State
regulation of insurance. The *;rst reauire~e’,t concerns adontion of
ninimum standards cr coverage for medicare s.pplamenta! policies.

me Division of Insurance has sufficient statutory authority to es-
tablish the necessary standards based on an argument that it would be
a misrepresentation to offer or sell a contract of insurance that
purports to be a medicare supplement’l policy unless it provides

the adopted ninir.uns. This can be accomplished by regulatlop and work
on it has comened



Honorable Bob '-'.ulcahy -2- January 20, 1981

he recj” re~ent of "The Baucus Amendmentl is for cost/beriefit
-atio regulation. This is the area in need of a legislative solution.
Tne Division of Insurance does not currently have rate regulatory
authority over disability or accident/health kinds of insurance in-
cluding medicare supplemental policies. It, in fact, wishes to

avoid rate regulation cf the kind row applied to property and casualty
«inds of insurance as there would be a fiscal impact not commensurate
ith the results. However, it wculd be appropriate to detemjne a
reasonable ratio C- cost fp hpnefix which could be regulated.rather
simply based on jnrormation supplied to the division annually, tnus
avoiding an elaborate and costly actuarial review process.

‘nder the federal legislation, the Secretary of Hea Education and
Welfare is required to establish a certification program with respect
to the various states that policies issued in those states meet certain
standards, unless a state has established a program to regulate the
minimum standards and cost/benefit relationship as previously noted.
The secretary is to base his actions on a study to be completed by
Julv 1. 1981, so we are faced with an exceptionally short time frame
to act and avoid this federal intrusion.

The proposal modifies the reasons under which the Division of Insurance
mey base the refusal of a filing of a contract form, to include an
inappropriate relationship between the benefit provided and the cost

of the coverage. This responds to the federal action concerning medicare
supplemental policies. It also adcresses other kinds of insurance
subject to filing under AS 21.42.

We are prepared to offer testimony and/or respond to questions when
this issue is heard before your committee.

Very truly yours.,

Charles R. Webber
Commissi oner

CRW/jarE8
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Summary - SB 43 - Rules/by Request

"An Act relating to filing of insurance policy forms."

The addition of subsection 5 to 21.42.13j would iInsure State
compliance with P.L. 96-265 which creates a certification process
for certain types of iInsurers, setting new standards for medicare
supplemental 1insurance, arid including a requirement for premium

benefit ratios in medicare supplemental insurance.

There is an apparent federal deadline of July 1, 1982 by which
time States must act on the requirements concerning medicare supple-
mental 1insuiance. However, Tfederal surveys of state laws beginning
on July 1, 1981 will be used to assess the need for federal interven-
tion. Therefore, 1t is felt that the issue must be dealt with immedi-

ately to avoid such intervention.

The federal Law - P_.L. 265 - is the Social Security Act adopted
by the 96th Congress. The “Baucus Amendment® of tne Act required that
states comply in two areas concerning medicare supplemental insurance:

1. States shall adopt minimum standards of coverage for medicare
supplemental policies.

There 1is sufficient statutory authority to comply with this requirement
under 21.42.120, Filing of Forms.

2. States must enforce cost/benefit ratio regulations.
It is felt, by the Div. of Insurance, that SB 43, with the addition of

subsection 5, will comply with the federal requirements.

Fiscal Impact - O



LEGISLATIVE AFFAIRS AGENCY

MEMORANDU 1l February 17, 1981
SUBJECT: Insurance
(CSSB 43)
TO: Senate Labor and Commerce Committee
FROM: Linn H. Asper
L “ Legislative Counsel

I have prepared a committee substitute for SB 43 according

to your drifting request of February 16th. The drafted bill

is In the form requested in the letter to you from Mike Thomas,
with some technical changes. I would still recommend the
language suggested in my memo to you dated February 4th as
being more clear than this committee substitute, and would

also refer you to my Ffirst memo, dated January 28th.

LHA:1jb
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LEGISLATIVE AFFAIRS AGENCY

MEMORAND MH February 4, 1981

SUBIJECT: Possible alternate language for SB 43
(Work Order No. 12-0479)

TO: Senate Labor and Commerce Committee
Attn: Linda Otey, A.A.

FROM: Linn H. Asper
Legislative Counsel

In connection with my memorandum of January 28th on SB 43, T
have prepared the following alternate language for SB 43 to
linit che bill to medicaid supplemental 1insurance. As noted
in the memorandum, |1 would place the new language in AS 21.89,
as follows:

AS 21.89 is amended by adding a new section to read:

Sec. 21.89.060. MEDICAID SUPPLEMENTAL INSURANCE. A
medicaid supplemental insurance policy may not be issued
unless 1t provides benefits which are reasonably related
to the premium®7 charged, basec! on guidelines as set out
in regulations v be. adopted by the director. In this
section "medi™nid supplemental insurance policy' means

health insurance policy or health benefit plan offered
by a private entity to individuals eligible for medicaid
benefits, to provide reimbursement for medical expenses
not covered by the medicaid program.

LHA:1jb
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LEGISLATIVE AFFAIRS AGENCY
MEMORANDUWM January 23, 1981
SUBJECT: Filing Insurance Policy Forms - SB 43

(Work Order No. 12-0479)

TO: Senate Labor and Commerce Committee
ATTN- Linda Otev

FROM: Linn H. Asper
Legislative Counsel

You have asked if SB 43 as drafted, 1if enacted, will insure
state compliance with P_.L. 96-265 (42 U.S.C. Sec. 1395ss)
and prevent federal 1intervention to regulate medicare
supplemental 1insurance policies.

P.L. 96-265 creates a certification proces. fTor certain types
of iInsurers, setting new standards for med care supplemental
insurance, including a requirement that such policies must
be designed to pay out at least 75 percent of premiums
collected in benefits. [42 U.S.C. Sec. 1395ss(c)(@)]- This
is a federal requirement not directly related to state
insurance laws, but If a state has not created requirements
similar or identical to the federal requirements by July 1,
1982, the federal certification will come int® play,
superseding state regulation iIn this area. The State of
Alaska fTavors state rather than federal regulation of the
insurance industry in Alaska and thus wishes to obtain
legislative authority to control premium-benefit ratios by
enactment of SB 43.

The Division of Insurance has stated thatthe federal deadline
of July 1, 1982 1is misleading 1iInthat there is to be a fTederal
survey of state laws existing onTuLy 1st of thisyear which
will be used to assess the need for federal intervention.

The Division believes that changes iIn state law which become
effective before July 1, 1982, but after July 1st of this

year will not prevent the federal intervention which they
seek to avoid. IT the Division is correct, and 1 have no



Senate Labor and Commerce Committee
Page 2
January 28, 1981

reason to doubt them on this, then they do need authorizing
legislation during this session to allow them to make
regulations before July 1st of this year to avoid federal
intervention.

It appears that SB 43 will give the Division of Insurance

the authority it needs to avoid the threat of federal
intervention as to medicaid supplemental insurance. It
should be noted that the bill as written wouldjllnw
regulation of premium-benefit ratios in all insurance
policies written iIn the state, not iust medicaid supple-
mental insurance. This broad authority may be desirable but
it"is not requTTid by the new federal law. I also have some
difficulty with the placement of the new law In AS 21.42.130,
which has to do with insurance policy format, not substantive
regulation of insurance rates. It might better be placed in
AS 21.89 MISCELLANEOUS PROVISIONS, but its placement in

AS 21.42.130 will not invalidate the law.

To summarize, SB 43 will have the effect of supplanting federal
certification procedures in the area of premium-benefit ratios
in medicaid supplemental 1insurance, Iif enacted this session.

It goes beyond medicaid supplemental insurance andF in fact,
gives the""Division_°cf Insurance power to set premium-benefit
ratTos-for_all insurance policies..

LHAzjdn
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§ 21.42.130 Insurance S 21.42.130

to the manner of distribution of benefits or to the reservation of
rights and benefits ur.der life or disability insurance policies and
are used at the request of the individual policyholder, c° dract
holder, or certificate holder. Forms for use in property, marine
(other than wet marine and transportation coverages), casualty
and surety insurance coverages the filing required by this section
may be made by rating organizations on behalf of its members and
subscribers; but this provision does not prohibit a member or
subscriber from filing the forms on its own behalf.

(b) Each filing shall be made not less than 30 days in advance
or delivery. At the expiration of the 30 days the form filed shall
be considered approved unless before the 30-day period it has
been affirmatively approved or disapproved by order of the director.
Approval of the form by the director constitutes a waiver of the
unexpired portion of the waiting period. The director may ex-
tend by not more than an additional 30 days the period within
which he may affirmatively approve or disapprove the form, by
giving notice of the extension before expiration of the initial 30-
day period. At the expiration of the extended period, and in the
ausonce of a prior affirmative approval or disapproval, the form
shall be considered approved. The director may at any time, after
notice and for cause shown, withdraw the approval.

(c) An order of the director disapproving the form or with-
drawing a previous approval shall state the grounds and the par-
ticulars in such detail as reasonably to inform the insurer thereof.

(d) The director may, by order, exempt from the requirements
of this section for as lor.g us he considers proper an insurance
document or form or type thereof as specified in tb e order, to
which, in his opinion, this section may not practicably lie applied,
or the filing and approval of which are, in hi.i opinion, not de-
sirable or necessary for the protection of the public.

(e) This section applies also to a form used by domestic in-
surers for delivery ir. a jurisdiction outside this state, if the
insurance supervisory official of the; jurisdiction informs the di-
rector that the form is not subject to approval or disapproval by
the official, and upon the director’s order requiring the form to
be submitted to him for the purpose. The applicable same stan-
dards shall apply to these forms as apply to forms for domestic
use. (8 1 oh 1I20SLA 15GG)

Sec. 21.12.130. Grounds for disapproval. The director shall dis-
approve a form filed under ; 120 of t' is chapter or withdraw a
previous approval thereof, only if the form

(1) is in any respect in violation of or does not comply with
this title;

(2) contains or ir..orporates by reference, where incorporation
is permissible, ar. ir.insistent, ambiguous, or misleading clause,
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/ 21.-i2.i40 Alaska Statutes 8§ 21.42.160

<57- 40. [30
exception and condition which deceptively affects the risk pur-

‘I-.ed to be assumed in the general coverage of the contract;

(*3 has a title, heading, or other indication of its provisions
vhie'n is misleading;

(-1} is printed cr otherwise reproduced in a manner which
renders a provision of the form substantially illegible. (8 1 ch

120 SLA 1066)

Sec. V., 121,40. Standard provisions, (a) Insurance contracts
shall ¢ mtain the standard or uniform provisions which are re-
quired by the applicable provisions of this title pertaining to con-
r.v \s of particular kinds of insurance. The director may waive
the required use of a particular provision in a particular insur-
ance policy form if

11) he finds the provision unnecessary for the protection of
the insured and inconsistent with the purposes of the policy; and

<) the policy is otherwise approved by him.

ib) Xo policy may contain a provision inconsistent with a
standard or uniform provision used 0: required to be used, but
the director may approve a substitute provision which is, in his
opinion, not less favorable in any particular to the insured or
beneficiary than the provisions otherwise required.

ic) In lieu of the provisions required by this title for con-
tracts for particular kinds of insurance, substantially similar pro-
visions required by the law of the domicile of a foreign or alien
ir. —urcr may be used when approved by the director.

(d) A provision required by this title to be contained in a policy
cannot be waived by agreement between the insurer and another

person. (8 1ch 120SLA 1966)

Am. Anr. ALU anil c.J.s. refor- IillVctinff cnforcibil'.ty of poIicY pro-
mers.—2." Am. .lur., Insurance, vi. ion_uK.'tin,U insurer, 113 ALl 773.
41 C.J.S. insurance 8§ 249 to 201.

If1to 1X8 .
%<|u,rturo from standard policy as

Sec. 21.12.150. Policy must contain entire contract. The policy,
i-r, issued, shall contain the entire contract between the parties.
;.:d neither the insurer nor its agent or representative, nor a per-
il insured by the policy, may make an agreement as to the in-
- ranee which is not expressed in the policy. This section does
r.ot prohibit the modification of a policy, after issuance, by writ-
ten rider or endorsement issued by the insurer. (8 1 ch 120 SLA

i9601

Sec. 21.42.100. Contents of policies in general, (a) Each policy
—hall specify
(1) the names of the parties of the contract;
(2) the subject of the insurance;
) the risks insured against;
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£ 21.84.500 Alaska Statutes § 21.84.590

(4) the sc ety has a board of directors charged with the re-

: :nsibility fur managing its affairs in the interim between meet-

of its supreme legislative or governing body, subject to con-

t: j! by the body and having powers and duties delegated to it in
constitution or laws of the society;

(5) the board of directors is elected by the supreme legislative
=r governing body, except in case of filling a vacancy in the interim
' *tween meetings of the body;

(6) the officers are elected either by the supreme legislative or
governing body or by the board of directors; and

(7) the mc-mhers, officers, representatives or delegates may r.cr;

vote by proxy. (8 1ch 120 SLA 1966)

Sec. 21.54.590. Other provisions applicable. In addition to the
provisions contained ir. this chapter, other chapters and provisions
of this title shall apply to fraternal benefit societies, to the extent
applicable and not in conflict with the express provisions of this
chapter and the reasonable implications thereof, as follows:

(1) AS 21.03
(2) AS 21.06, with the exception of AS 21.06.250

(3) The following sections of AS 21.09:
(A) AS 21.09.050
(B) AS 21.09.100

(4) AS 21.33.010

(5) AS 21.36

(6) AS 21.42.200

(7) AS 21.69.370

(S) AS 21.69.640
(9) AS 21.78. f§1ch 120SLA 1966)

Chapter 87. Hospital and Medical Service Corporations.

Sectinn Section
10. .Scope of chapter

no. Provisions_(xelusive corporations

10. Incorporation—Certificate mmau- i:0. Service- un i |u-r fits which may
bo provided, hospital service

thority required

m Same—Law ,aloplicable,; nnp.o- corporations
val of articles of incutporn*  110. Medical service agreements

tion; amendment 150. Hospital service agreements

I'n. Name of corporation 1(750. Subscriber's contracts

70. Qualifications for certificate of 0. Service agreements and sub-
authority .. scriber's “contracts must pro-

S0. Application for certificate of au- vide substantia! service bene-

thorit

its
90. Issuanc)e/ or n fu-nl of certificate  1SO. Filinc and r.p;roval of agree-

ments and contracts

of uutluuity o its and
100 Continuum-. “or expiration of 190. Chnrp'c’s ar.il rates
certificate of authority 200. Reserves
110. Su_s1p_en3|on or revocation of cer- 210, Surplus f rid
titicate f authority 220. Investments

280

) _ 120. Services and hbenefits which may
20. ['ui'pnso nnd ‘interpretation be provided, medical service

cld

11

It )

${
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§ 21.87.340 INSUSANC3 § 21.89.010

health care services is to be rer.dered to or on behalf of the sub-
scriber by a physician or hespit,:1 that has entered into a service
agreement with the corporation ccvering the services;

(7) “participant hospital” is one which has entered into a ser-
vice agreement with a service corporation;

(3) “participant physician” Ttears a doctor, dentist, osteopath,
optometrist, chiropractor or oti m licensed health care practitioner
who has entered into a service agreement with a service corpo-

ration; and
(9) “physician” includes also $surgeon.” (; 1ch 120 SLA 1966)

Se:. 21.87.340. Other provisions applicable. In addition to the
provisions contained or referred to previously in this chapter, the
following chapters and provisions of this title also apply with
respect to service corporations to the extent applicable and not
in comlict with ie express provisions of this chapter and the rea-
sonable implications of the express provisions, and for the pur-
poses of the application the corporations shall be considered to be
mutual “insurers” :

(1) AS 2103

(2) AS 21.00

(3) AS 21.00

(*) AS 21.18.010

(5) AS 21.18.030

(6) AS 21.18.040

(7) AS 21.18.120

(S.) AS 21.21.321

(9) AS 21.36

(10) AS 21.69.100

(11) AS 21.69.620

(12) AS 21.(59.600, AS 21.6¢.620. and AS 21.69.630

(13) AS 21.78
(11) AS 21.90. (S 1ch 120 SLA 1966)

Sec. 21.57.350. Existing certificates of authority. A health care
service contractor registered to do business in this state on July
1, 1966, is entitled to be registered under Ib:; chapter, whether or
not it meets the requirements of this chapter. (8 1 ch i20 SLA
1966)

Chapter 89. Miscellaneous Provisions.

=Svctlot]
0 Settl- it

Sec. 21.59.010. Settlements. A settlement made under a motor
vehicle liability insurant: policy of a claim against an insured aris-
ing under that policy front an accident or other event insured
against for damage to or destruction of property owned by another
person shall not bo construe! as an admission of liability by the
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Sec. 21.89.040. Eye care under health and accident insurance.
All policies, contracts, or prepaid plans for individual or group accident
or health insurance issued or delivered in the state on or after May 27,
1976 which provide reimbursement for any service within the lawful
scope of practice of an optometrist licensed under AS 05.72, shall
provide for reimbursement to persons covered under the policy,
contract, or plan who had the service performed by an optometrist. <§ 1
ch 4 SLA 1976)

Sec. 21.89.050. Arson information. (a=>When an insurer has
reason to believe that a fire loss :n which it has an interest may have
been caused by other than accidental means, it shall immediately
supply a written report of that fact to the Department of Public Safety.

Ib) When requested in writing by an authorized agency, an insurer
shall supply all available information relating to a particular fire loss
to the agency. The information requested may include

(1) insurance policy information pertaining to a fire loss under
investigation and any application for the policy:

(2) policy premium payment records;

(3) a history of previous claims made by the insured; and

(41material relating to the investigation of the loss including
statements of a person who may have information about the loss and
any proof of the loss.

(c) Notification to the Department of Public Safety under (a) of this
section does not relieve the insurer of the duty to respond to a request
for information from an authorized agency under (b) of this section.

<d) An authorized agency provided with information under (a >or tbi
of this section may reitaw t € information to .author authorized
agency.

le) An authorized agency shall sham with the insurer all relevant
information relating to an instance of suspected arson when

(1) the Department of Law has determined that release of the
information would nut jeopardize the success of an ongoing
investigation and that there are adequate safeguards to insure the
confidentiality of the informat; m;

(2) the agency has completed its investigation and a decision no*, to
prosecute has been made; or

<3) criminal prosecution has been brought and the uef.aidant !.as
pled guilty, or the jury or other trier of fact has returned a verdict, ai d
no appeal has been taken.

if) As used in (a — <d>of this .section "authorized agency" means a
fire department, a local or federal law enforcement agency responsible
for the investigation of fires, the Department of Law, the state fire
marshal, the I'nited States attorney’s office, and the Department of
Public Safely. As used in (e of this section "authorized agency" means
a fire department, a local law enforcement agency repon.-ible for tin*

investigation of fires, the Dep.-.rtment of Law, the state fire marshal,
and the Department of Public Safety.
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