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STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE

\ Bill Version:  g. 288
REQUEST: Publish Date:
Revision Date: Agency Affected: corm, i Econ. Dev.
Title: Relating to the medical malprac- Bru : Insurance
tice liability revolving loan fund.
Sponsor:  Sund Pnmponpnic =  Public Protection

Requestor..

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 87 FY 8 FT 89 FY 90 FY 91 FY 92
%EAR@/%IEALSERWCES 0.0 0.0 88 0.0 0.0 0.0
CONTRACTUAL o o o o A .
Eé%l\/EIENT n.n n.n n.n 0.0 0.0 ﬂﬁ
LAND & STRUCTURES n-n n.o 0 00 09 -
GRANTS, CLAIMS A R 0B 09 2F il
MISCELLANEOUS n.o n.o n.n n.o . 0.0 .
TOTAL OPERATING 171.0 306.0 282.0 258.0 234.0 218.8

CAPITAL 0.0 0.0 0.0 0.0 0.0 0.0

REVENUE 0.0 0.0 0.0 0.0 0.0 0.0
FUNDING: (Thousands of Dollars)

EEEIIJ\IIE&QI}IEHII\\IIDDS 171.0 306.0 282.0 258.0 234.0 210.0
OTHER §-6 0:0 R oy 39
TOTAL 171.0 306.0 282.0 258.0 234.u ALY
POSITIONS:

FULL-TIME 0.0 0.0 0.0 0.0 0.0 .0
PART-TIME

TEMPORARY

ANALYSIS :  (Attach aseparate page if necessary)

The figures above represent the total interest income on all loans made to
the Medical Indemnity Corporation of Al”"s™a to date. This is similar to
SB 235.

Prepared by: Phone  465-2515
Division : Date: May 14, 1987

Approved by Commissioner: Date:  May 14, 1987
Agency: velopment

Distribution (b]y__preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page- of
Senate Secretary
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STATE OF ALASKA 1987 LEGISLATIVE SESSION

FISCAL NOTE
Bill Version: HB288
REQUEST Publish Date:
Revision Date: Agency Affected: Administration
Title: An Act relating to Medical BRU: Finance

Malpractice Liability Revolving Loan Fund
Sponsor: sund.
Requestor: House Labor and Commerce

Koponen. et.ai. Components:

EXPENDITURES/REVENUES:  (Thousands .of Dollars)

Fy 87 FYy 88 Fy 89 Fy 90 Fy 91 Fy 92
OPERATING

PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0
CAPITAL 0 0 0 0 0 0
REVENUE 0 0 0 0 0 0

FUNDING:  (Thousands of Doll ars)

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0]
0 0 0 0 0 0
0 0 0 0 0 0]
0 0 0 0 0 0
0 0 0 0] 0 0
0 0 0 0] 0 0

ANALYSIS: Attach a separate page if necessary

There is no additional impact from the requirement to *separately account™ for

these funds.

The costs to separately account for all program receipt sources

is shown iIn the Fiscal Note for HB263. Without an appropriation for program
receipt accounting in general we will not be able to meet the requirements of

this bill.

Prepared By: Keith Busch Phone: 7652270
Division: Finance , N Date: May 14. 1987
Approved by Commissioner: Garrey Peska Date: May N. 1987
Agency: Department of Administration m"

Distribution (by preparer):

Legislative Finance
Legislative Sponsor

Requestor

Office of Management and Budget

Impacted Agency(ies)
Spnafp Sprrptarv

7/2KIMb51Y-067vi6



MEDICAL INDEMNITY CORPORATION OF ALASKA (MICA)

A brief history and description.
Prepared by Rep. John Sund®"s office;
Revised March 16, 1987

CREATION

MICA 1is an 1insurance company created by the Alaska Legislature
to provide professional liabilicy insurance to Alaskan
physicians and surgeons, hospitals and related health care

organizations. The company was established in response to the
lack of available malpractice insurance in the state 1in the
mid-1970s. MICA commenced business on June 28, 1976.
STRUCTURE

MICA 1is administered by a nine-member board appointed by the
governor and confirmed by the Legislature. The board consists
of four physicians, a hospital administrator, two insurance
industry professionals and two persons unrelated to the health
care and insurance industries. The board maintains a plan of
operation, which is subject to approval by the state director
of the Division of Insurance.

The Legislature deliberately set up MICA to be a free-standing
corporation with no direct political involvement in its
operations. MICA reports to the Division of Insurance in the
same manner as all 1insurance companies operating in the state.
However, unlike other insurance companies, the Division of
Insurance does have an extended relationship with MICA through
approval of the plan of operation and capitalization loans
(explained below). The Division is also invited to all MICA
board meetings, but does not vote.

MICA 1is based in Anchorage. The daily operations are managed
by the brokerage firm Marsh & MclLennan. But the MICA board 1is
moving toward self-management. MICA"s actuary is Milliman &
Robertson.

The state ruled that MICA is exempt from income taxes. That
has not, to date, been challenged by the IRS.

By statute, MICA may be terminated by the director of the
Division of Insurance if it posts written premiums for two
consecutive years of less than 35 percent of all premiums
written in the state for physiciansl medical malpractice
insurance, or posts premiums for one calendar year of less
than 20 percent of all malpractice premiums in the state. The
decision to terminate would be made by the director of
insurance following public hearings.



CAPITALIZATION

The Legislature established in the Department of Commerce and
Economic Development a medical malpractice liability revolving
loan fund to capitalize MICA. The fund is administered by the
director of insurance. The original loan was $3 million,
payable at 7 percent interest. MICA is paying interest, but
there is no due date on the principal and the state loan 1is
subordinate to all other obligations of the corporation. MICA
must make a loan repayment in the event of an underwriting
profit, but that has not happened to date. The board intends
to pay off the loan in 15 years.

In 1979, the Division of Treasury purchased the $3 million
note from Commerce and Economic Development, thereby putting
$3 million more into the fund for MICA to borrow in the
future. In late 1986, MICA requested an additional $3 million
loan to offset losses experienced in 1985 (see explanation
below). The director of insurance approved a $2 million loan
which, by statute, is payable in five years at 6 percent
interest. The fund balance is now $1 million.

FINANCIAL STATUS

Due largely to a reinsurance problem (explained below), MICA
posted a $2.14 million loss in 1985. The company used its
entire $2 million surplus built up in prior years to offset
the loss. (Hence the reason for the loan request in 1986.)
MICA"s assets totaled $10.47 million at the end of 1985 with
$6.5 million in reserve for claim payments.

REINSURANCE PROBLEM OF 1985

In late 1984, after MICA had set its policy rates for 1985,
the company faced a problem with its reinsurers which led to a
financial loss. One of the company®"s reinsurers denied
renewal of MICA®"s policy while another approximately tripled
its premium rate. Not only did the reinsurance cost increase,
the coverage diminished, leaving MICA with greater personal
risk in claim settlements. Because of the late notice on the
reinsurance rates, MICA could not reflect the increase 1in its
premium rates. Thus, 1985 posted a large loss. MICA also had
a couple of large claims in 1985 which the reinsurance did not
fully cover, adding to MICA®"s dip into its surplus. MICA
obtained better reinsurance in 1986 and for 1987, but the
company also has to recoup some of the 1985 losses. As a
result, and as a reflection of malpractice insurance 1in
general, MICA"s policy rates increased as much as 90 percent
from 1985 to 1986.



PRESENT SITUATION WITH HOSPITALS

MICA recently established a new policy requiring that all
physicians in MICA-covered hospitals carry $500,000 liability
insurance. Meeting that requirement 1is causing financial
difficulties for at least 7 of the 12 hospitals insured by
MICA in 1986:

Wrangell

Cordova

Homer

Petersburg

Seward

Sitka

Palmer

Because of the hardship to the hospitals, MICA then agreed to
establish a separate, and higher rate for those hospitals
whose physicians are not carrying at least $500,000
malpractice 1insurance.

As of this writing, MICA 1is in the process of setting the new
rates and it appears the added cost to the hospitals will be
approximately 25 percent of what the physicians® premium would
have been. (For example, if the hospital had two doctors
without insurance and their insurance would have cost $20,000
each, the added premium .cost to the hospital would be
$10,000.)

Addendum: According to MICA, most claims against hospitals
involve doctors and 85.4 percent of MICA"s pending claims
include hospitals.



MICA Premiums for Wrangell General Hospital

1985 1986 1987
MICA $17,900* $58,000%* $54,000**
Hospital Budget $1.9 mill $2.0 mill $2.0 mill
MICA % of Total Budget .94% 2.9% 2.7%

*Coverage in 1985 was $1 million maximum per occurrence and $2
million aggregate. Coverage in 1986 and 1987 dropped to
$500,000 per occurrence and $1 million aggregate.

**Wrangell Hospital®s premium rate for 1987 was first quoted
at $81,000 (in January of this year.) MICA just revised the
rate to $54,000. But that rate does not include any surcharge
for having a physician in the hospital who does not have
medical malpractice insurance. Wrangell has one physician
without coverage.





