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STATE OF A LA SK A  1987 LEGISLATIVE SESSION
FISCAL NOTE

R E Q U E S T :
\

Revision D a te :___________________________________
Title: Relating to the medical malprac­

tice liability revolving loan fund. 
Sponsor: Sund________________________________
Requestor:.

B ill Version: 
Publish Date: -HB- 288

Agency Affected: Comm, i Econ. Dev. 
Bru :_____ Insurance________

Pnmponpnic • Public Protection

EXPEN D ITURES /REV EN U ES : (Thousands o f Dollars)
OPERATING FY 87 FY 88 FT 89 FY 90 FY 91 FY 92

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

0 .0 0 .0 0 .0 0 .0 0 .0 0 .0
o.n 0.0 0 .0 0.0 0,0
n n n n. n n ... o n n n n n
n.n n.n n.n 0.0 0.0 0 .0
n.n n.o n.n 0.0 0.0 n.n
o n .............o ■ 0 0 0 0 n n Q 0

171(1 onfi .h n 258..0 ?u:n ? in :n
n.o n.o n.n n.o . 0.0 0.0

TOTAL OPERATING 171.0 306 .0 282.0 258.0 234.0 210.0

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

FU N D IN G : (Thousands of Dollars)
GENERALFUND 
FEDERAL FUNDS 
OTHER 
TOTAL

171.0 306.0 282.0 258.0 234.0 2 1 0 . 0
fl-Q " ‘ n.n ■ P-P 0.0 0 .0
0 .0 0 . 0 V • U 0 .0 0 . 0 0 .0

171.0 306.0 2 8 2 .0 258.0 234 .u ' 77TJ7U
P O S IT IO N S :
FULL-TIME
PART-TIME
TEMPORARY

0 .0 0 . 0 0 . 0 0 . 0 0 . 0 c . o

AN ALYSIS : (Attach a separate page i f  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.
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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. Koponen. et.ai._________ Components:________________________
Requestor: House Labor and Commerce ____________________________________________

EXPENDITURES/REVENUES: (Thousands .of Dollars)
FY 87 FY 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 0 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0 0
OTHER 0 0 0 0 0 0
TOTAL 0 0 0 0 0 0

POSITIONS: 0 0 0 0 0 0
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 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 in 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: 6̂5-22̂ 0___________
Division: Finance______________________________ , ^ Date: May 14. 1987__________

Approved by Commissioner: Garrey Peska Date: May n. 1987__________

Agency: Department of Administration ■'_______

Distribution (by preparer):
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies)
Spnafp Sprrptarv 7/2K1V/b 5lY -067vi6



A  b r i e f  h i s t o r y  a n d  d e s c r i p t i o n .
P r e p a r e d  b y  Re p .  J o h n  S u n d ' s  o f f i c e ;
R e v i s e d  M a r c h  16, 19 8 7

MEDICAL INDEMNITY CORPORATION OF ALASKA (MICA)

C R E A T I O N

M I C A  is a n  i n s u r a n c e  c o m p a n y  c r e a t e d  b y  t h e  A l a s k a  L e g i s l a t u r e  
t o  p r o v i d e  p r o f e s s i o n a l  l i a b i l i c y  i n s u r a n c e  t o  A l a s k a n  
p h y s i c i a n s  a n d  s u r g e o n s ,  h o s p i t a l s  a n d  r e l a t e d  h e a l t h  c a r e  
o r g a n i z a t i o n s .  T h e  c o m p a n y  w a s  e s t a b l i s h e d  i n  r e s p o n s e  t o  t h e  
l a c k  o f  a v a i l a b l e  m a l p r a c t i c e  i n s u r a n c e  i n  t h e  s t a t e  i n  t h e  
m i d - 1 9 7 0 s .  M I C A  c o m m e n c e d  b u s i n e s s  o n  J u n e  28, 1976.

S T R U C T U R E

M I C A  is a d m i n i s t e r e d  b y  a n i n e - m e m b e r  b o a r d  a p p o i n t e d  b y  t h e  
g o v e r n o r  a n d  c o n f i r m e d  b y  t h e  L e g i s l a t u r e .  T h e  b o a r d  c o n s i s t s  
o f  f o u r  p h y s i c i a n s ,  a h o s p i t a l  a d m i n i s t r a t o r ,  t w o  i n s u r a n c e  
i n d u s t r y  p r o f e s s i o n a l s  a n d  t w o  p e r s o n s  u n r e l a t e d  t o  t h e  h e a l t h  
c a r e  a n d  i n s u r a n c e  i n d u s t r i e s .  T h e  b o a r d  m a i n t a i n s  a p l a n  of  
o p e r a t i o n ,  w h i c h  is s u b j e c t  t o  a p p r o v a l  b y  t h e  s t a t e  d i r e c t o r  
o f  t h e  D i v i s i o n  o f  I n s u r a n c e .

T h e  L e g i s l a t u r e  d e l i b e r a t e l y  s e t  u p  M I C A  t o  b e  a f r e e - s t a n d i n g  
c o r p o r a t i o n  w i t h  n o  d i r e c t  p o l i t i c a l  i n v o l v e m e n t  in its 
o p e r a t i o n s .  M I C A  r e p o r t s  t o  t h e  D i v i s i o n  o f  I n s u r a n c e  i n  t h e  
s a m e  m a n n e r  a s  a l l  i n s u r a n c e  c o m p a n i e s  o p e r a t i n g  i n  t h e  state. 
H o w e v e r ,  u n l i k e  o t h e r  i n s u r a n c e  c o m p a n i e s ,  t h e  D i v i s i o n  o f  
I n s u r a n c e  d o e s  h a v e  a n  e x t e n d e d  r e l a t i o n s h i p  w i t h  M I C A  t h r o u g h  
a p p r o v a l  o f  t h e  p l a n  o f  o p e r a t i o n  a n d  c a p i t a l i z a t i o n  l o a n s  
( e x p l a i n e d  b e l o w ) . T h e  D i v i s i o n  is a l s o  i n v i t e d  t o  a l l  M I C A  
b o a r d  m e e t i n g s ,  b u t  d o e s  n o t  v o t e .

M I C A  is b a s e d  i n  A n c h o r a g e .  T h e  d a i l y  o p e r a t i o n s  a r e  m a n a g e d  
b y  t h e  b r o k e r a g e  f i r m  M a r s h  & M c L e n n a n .  B u t  t h e  M I C A  b o a r d  is 
m o v i n g  t o w a r d  s e l f - m a n a g e m e n t . M I C A ' s  a c t u a r y  is M i l l i m a n  & 
R o b e r t s o n .

T h e  s t a t e  r u l e d  t h a t  M I C A  is e x e m p t  f r o m  i n c o m e  t a x e s .  T h a t  
h a s  not, t o  d a t e ,  b e e n  c h a l l e n g e d  b y  t h e  IRS.

B y  s t a t u t e ,  M I C A  m a y  b e  t e r m i n a t e d  b y  t h e  d i r e c t o r  o f  t h e  
D i v i s i o n  o f  I n s u r a n c e  if  it p o s t s  w r i t t e n  p r e m i u m s  f o r  t w o  
c o n s e c u t i v e  y e a r s  o f  l e s s  t h a n  35 p e r c e n t  o f  a l l  p r e m i u m s  
w r i t t e n  i n  t h e  s t a t e  f o r  p h y s i c i a n s 1 m e d i c a l  m a l p r a c t i c e  
i n s u r a n c e ,  o r  p o s t s  p r e m i u m s  f o r  o n e  c a l e n d a r  y e a r  o f  l e s s  
t h a n  20 p e r c e n t  o f  a l l  m a l p r a c t i c e  p r e m i u m s  in  t h e  sta t e .  T h e  
d e c i s i o n  t o  t e r m i n a t e  w o u l d  b e  m a d e  b y  t h e  d i r e c t o r  of  
i n s u r a n c e  f o l l o w i n g  p u b l i c  h e a r i n g s .



C A P I T A L I Z A T I O N

T h e  L e g i s l a t u r e  e s t a b l i s h e d  in t h e  D e p a r t m e n t  o f  C o m m e r c e  a n d  
E c o n o m i c  D e v e l o p m e n t  a m e d i c a l  m a l p r a c t i c e  l i a b i l i t y  r e v o l v i n g  
l o a n  f u n d  t o  c a p i t a l i z e  M I C A .  T h e  f u n d  is a d m i n i s t e r e d  b y  t h e  
d i r e c t o r  o f  i n s u r a n c e .  T h e  o r i g i n a l  l o a n  w a s  $3 m i l l i o n ,  
p a y a b l e  a t  7 p e r c e n t  i n t e r e s t .  M I C A  is p a y i n g  i n t e r e s t ,  b u t  
t h e r e  is n o  d u e  d a t e  o n  t h e  p r i n c i p a l  a n d  t h e  s t a t e  l o a n  is 
s u b o r d i n a t e  t o  a l l  o t h e r  o b l i g a t i o n s  o f  t h e  c o r p o r a t i o n .  M I C A  
m u s t  m a k e  a l o a n  r e p a y m e n t  i n  t h e  e v e n t  o f  a n  u n d e r w r i t i n g  
p r o f i t ,  b u t  t h a t  h a s  n o t  h a p p e n e d  t o  d a te. T h e  b o a r d  i n t e n d s  
t o  p a y  o f f  t h e  l o a n  in 15 years.

I n  1979, t h e  D i v i s i o n  o f  T r e a s u r y  p u r c h a s e d  t h e  $3 m i l l i o n  
n o t e  f r o m  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  t h e r e b y  p u t t i n g  
$3 m i l l i o n  m o r e  i n t o  t h e  f u n d  f o r  M I C A  t o  b o r r o w  i n  t h e  
f u t u r e .  I n  l a t e  1986, M I C A  r e q u e s t e d  a n  a d d i t i o n a l  $3 m i l l i o n  
l o a n  t o  o f f s e t  l o s s e s  e x p e r i e n c e d  in  1 9 8 5  (see e x p l a n a t i o n  
b e l o w ) . T h e  d i r e c t o r  o f  i n s u r a n c e  a p p r o v e d  a $2 m i l l i o n  l o a n  
w h i c h ,  b y  s t a t u t e ,  is p a y a b l e  in f i v e  y e a r s  a t  6 p e r c e n t  
i n t e r e s t .  T h e  f u n d  b a l a n c e  is n o w  $1 m i l l i o n .

F I N A N C I A L  S T A T U S

D u e  l a r g e l y  t o  a r e i n s u r a n c e  p r o b l e m  ( e x p l a i n e d  b e l o w ) , M I C A  
p o s t e d  a $ 2 . 1 4  m i l l i o n  l o s s  i n  1985. T h e  c o m p a n y  u s e d  i t s  
e n t i r e  $2 m i l l i o n  s u r p l u s  b u i l t  u p  i n  p r i o r  y e a r s  t o  o f f s e t  
t h e  loss. ( H e n c e  t h e  r e a s o n  f o r  t h e  l o a n  r e q u e s t  i n  1986.) 
M I C A ' s  a s s e t s  t o t a l e d  $ 1 0 . 4 7  m i l l i o n  a t  t h e  e n d  o f  1 9 8 5  w i t h  
$ 6 . 5  m i l l i o n  i n  r e s e r v e  f o r  c l a i m  p a y m e n t s .

R E I N S U R A N C E  P R O B L E M  O F  1985

I n  l a t e  1984, a f t e r  M I C A  h a d  s e t  its p o l i c y  r a t e s  f o r  1985, 
t h e  c o m p a n y  f a c e d  a p r o b l e m  w i t h  its r e i n s u r e r s  w h i c h  l e d  t o  a 
f i n a n c i a l  l oss. O n e  o f  t h e  c o m p a n y ' s  r e i n s u r e r s  d e n i e d  
r e n e w a l  o f  M I C A ' s  p o l i c y  w h i l e  a n o t h e r  a p p r o x i m a t e l y  t r i p l e d  
i t s  p r e m i u m  r a t e .  N o t  o n l y  d i d  t h e  r e i n s u r a n c e  c o s t  i n c r e a s e ,  
t h e  c o v e r a g e  d i m i n i s h e d ,  l e a v i n g  M I C A  w i t h  g r e a t e r  p e r s o n a l  
r i s k  in c l a i m  s e t t l e m e n t s .  B e c a u s e  o f  t h e  l a t e  n o t i c e  o n  t h e  
r e i n s u r a n c e  r a t e s ,  M I C A  c o u l d  n o t  r e f l e c t  t h e  i n c r e a s e  i n  its 
p r e m i u m  r a t e s .  T h u s ,  1 9 8 5  p o s t e d  a l a r g e  l o ss. M I C A  a l s o  h a d  
a c o u p l e  o f  l a r g e  c l a i m s  in 19 8 5  w h i c h  t h e  r e i n s u r a n c e  d i d  n o t  
f u l l y  c o v e r ,  a d d i n g  t o  M I C A ' s  d i p  i n t o  its s u r p l u s .  M I C A  
o b t a i n e d  b e t t e r  r e i n s u r a n c e  in 19 8 6  a n d  f o r  1987, b u t  t h e  
c o m p a n y  a l s o  h a s  t o  r e c o u p  s o m e  o f  t h e  1 9 8 5  l o s s e s .  A s  a 
r e s u l t ,  a n d  as a r e f l e c t i o n  o f  m a l p r a c t i c e  i n s u r a n c e  in 
g e n e r a l ,  M I C A ' s  p o l i c y  r a t e s  i n c r e a s e d  as m u c h  as 90 p e r c e n t  

f r o m  1 9 8 5  t o  1986.



PRESENT SITUATION WITH HOSPITALS

M I C A  r e c e n t l y  e s t a b l i s h e d  a n e w  p o l i c y  r e q u i r i n g  t h a t  a l l  
p h y s i c i a n s  i n  M I C A - c o v e r e d  h o s p i t a l s  c a r r y  $ 5 0 0 , 0 0 0  l i a b i l i t y  
i n s u r a n c e .  M e e t i n g  t h a t  r e q u i r e m e n t  is c a u s i n g  f i n a n c i a l  
d i f f i c u l t i e s  f o r  a t  l e a s t  7 o f  t h e  12 h o s p i t a l s  i n s u r e d  b y  
M I C A  i n  1986:

W r a n g e l l
C o r d o v a
H o m e r
P e t e r s b u r g
S e w a r d
S i t k a
P a l m e r

B e c a u s e  o f  t h e  h a r d s h i p  t o  t h e  h o s p i t a l s ,  M I C A  t h e n  a g r e e d  to  
e s t a b l i s h  a s e p a r a t e ,  a n d  h i g h e r  r a t e  f o r  t h o s e  h o s p i t a l s  
w h o s e  p h y s i c i a n s  a r e  n o t  c a r r y i n g  a t  l e a s t  $ 5 0 0 , 0 0 0  
m a l p r a c t i c e  i n s u r a n c e .

A s  o f  t h i s  w r i t i n g ,  M I C A  is i n  t h e  p r o c e s s  o f  s e t t i n g  t h e  n e w  
r a t e s  a n d  it  a p p e a r s  t h e  a d d e d  c o s t  t o  t h e  h o s p i t a l s  w i l l  b e  
a p p r o x i m a t e l y  25 p e r c e n t  o f  w h a t  t h e  p h y s i c i a n s '  p r e m i u m  w o u l d  
h a v e  b e e n .  (For e x a m p l e ,  if t h e  h o s p i t a l  h a d  t w o  d o c t o r s  
w i t h o u t  i n s u r a n c e  a n d  t h e i r  i n s u r a n c e  w o u l d  h a v e  c o s t  $ 2 0 , 0 0 0  
each, t h e  a d d e d  p r e m i u m  .cost t o  t h e  h o s p i t a l  w o u l d  b e  
$1 0 , 0 0 0 .)

A d d e n d u m :  A c c o r d i n g  t o  M I C A ,  m o s t  c l a i m s  a g a i n s t  h o s p i t a l s  
i n v o l v e  d o c t o r s  a n d  8 5 . 4  p e r c e n t  o f  M I C A ' s  p e n d i n g  c l a i m s  
i n c l u d e  h o s p i t a l s .



M I C A  P r e m i u m s  f o r  W r a n g e l l  G e n e r a l  H o s p i t a l

1985 1 9 8 6 1987

M I C A

H o s p i t a l  B u d g e t

$ 1 7 , 9 0 0 *  $ 5 8 , 0 0 0 *  $ 5 4 , 0 0 0 * *

$1 . 9  m i l l  $ 2 . 0  m i l l  $ 2 . 0  m i l l

M I C A  % o f  T o t a l  B u d g e t .94% 2 . 9 % 2 . 7 %

* C o v e r a g e  in 1 9 8 5  w a s  $1 m i l l i o n  m a x i m u m  p e r  o c c u r r e n c e  a n d  $2 
m i l l i o n  a g g r e g a t e .  C o v e r a g e  i n  1 9 8 6  a n d  1 9 8 7  d r o p p e d  t o  
$ 5 0 0 , 0 0 0  p e r  o c c u r r e n c e  a n d  $1 m i l l i o n  a g g r e g a t e .

* * W r a n g e l l  H o s p i t a l ' s  p r e m i u m  r a t e  f o r  1 9 8 7  w a s  f i r s t  q u o t e d  
a t  $ 8 1 , 0 0 0  (in J a n u a r y  o f  t h i s  y e a r . )  M I C A  j u s t  r e v i s e d  t h e  
r a t e  t o  $ 5 4 , 0 0 0 .  B u t  t h a t  r a t e  d o e s  n o t  i n c l u d e  a n y  s u r c h a r g e  
f o r  h a v i n g  a p h y s i c i a n  i n  t h e  h o s p i t a l  w h o  d o e s  n o t  h a v e  
m e d i c a l  m a l p r a c t i c e  i n s u r a n c e .  W r a n g e l l  h a s  o n e  p h y s i c i a n  
w i t h o u t  c o v e r a g e .




