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April 26, 1990 > 1)

PROPOSED AMENDMENTS TO CSSB 254 (FIN)

This amendment is offered to prevent
misunderstandings and unintended adverse
effects on health <care providers. Three
amendments are necessary.

/

\



l. .CHANGE__'LRAXE SCHEDULES" TO "BENEFIT

that the term "rata schedules” be changed to

It is proposed
the term "rate schedules" appears in

"benefit schedules.” Currently
the following locations in the bill:

1. Page |- paragraph (1);

2. Page 2— heading of AS 21.77.010;

3. Page 2—- subsection (b) of A8 21.77.010 (twice);

4. Page 3 (top)— AS 21.77.013;

5. Page 7— AS 21.77.100(11); and

6. Page 8- Section 6.

COMMENT: "Benefit schedule” more accurately reflects the intended
meaning of the phrase, since the Authority will he dealing with the
level of hfinflfits to be paid for services rendered to insured
employees and willnot be dealing with the rates <charged by the

health care providers. Proposed Amendment |1 below proposes a

definition of this terra.



. DEFINITION OF "BENEFIT SCHEDULES" \]?

It is proposed that the definition in proposed new
AS 21.77.100(11) (page 7) (now pertaining to "rate schedules") ba
revised as follows:

(11) “frfinef.11 (RATE) schedules” means |i ata
(SCHEDULES] of fchfl amounts the authority's group
health insurance w ill pay [ALLOWABLE PAYMENTS] for
CQY.ei,ed health care related services based on
geographic regions, actual provider costs, USUad
and customary provider- charges, and availability
of services;

COMMENTS: The proposed revisions are intended to clarify that the
"benefit schedules” pertain only to how much the Authority's insurance

will pay. The schedules would not affect the amount a health care
provider may charge for services or prevent aproviderfrom billing

the insured employee for the balance, if the insurance benefit did
not cover the entire charge for the service. The phrase "usual and
customary provider charges" is added because this term is commonly
used in private insurance* policies as a limit on the benafita that
w ill be paid. its inclusion in the definition clarifies that the

amount of the benefit payment may not ba determinedsolely by the
provider's costs.

. NQ PROHIBITION OF BALANCE BILT.THfl'

It ia proposed that new AS 21.77.030(b) (topof page 4) be
revised as fallows;

(b) In exercising its powers under this
chapter, the authority nay nctlL

ill participate directly or indirectly in
a collective bargaining agreementi_Qx][.]

11} recoin-that hflslth_can providers.
its__acondition,_of racelving. .payment wunder the
authflrity.il group health— Insurance, agree to
tcceot oavment from the authority's group health
Insuranca as payment in full or agree to otherwise
forego their rlohti to collect from the Insurefl
employsa_ any balance due after, payment of the
group health Insurance bgnaflts.

COMMENTS: The proposed amendment Is Intended to make clear that the
Authority may not provent health care providers from collecting from
the patient any unpaid balance that remains after the Authority's
group health insurance has paid the authorised benefits.



6-0623Jd
Ford

AMENDMENT &./

si /1" 11"
U

OFFERED IN THE HOUSE (\

TO: CSSB254 (Finance)

Page 2, line 16, after "authority":

Insert "for eligible employees of the state, municipality, or schoc:
district
Page 7, line 8, after w.g,en

Insert "for persons who are not employees of the state’

4/26/90
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AMENDMENT 7

OFFERED IN THE HOUSE
TO: CSSB 254 (Finance)

Page 3, after line 23:
Insert a new subsection to read:

"(©) Members appointed under (a)(5) of this section shall be
employees of a school district that has elected to participate in the
group health insurance obtained by the authority. Members appointed
under (@)(6) of this section shall be employees of a municipality that

has elected to participate in the group health insurance obtained by

the authority.™*

Page 8, line 8, after "TERMS":
Insert *; INITIAL APPOINTMENTS"

Page 8, line 14, after "years.':

Insert "AS 21.77.020(c), enacted iIn sec. 2 of this Act, does not apply

to members appointed to the initial board of directors of the Alaska State

Group Health Insurance Authority."

4/26/90
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A MENDMENT 2>

OFFERED IN THE HOUSE i. § o>

TO: CSSB 254 (Finance)

Page 6, lines 76 - 18:

- *
Adt lbel gra’nte a wailverduring the ter, of the <contract.”

" U 4/26/90
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Ford
AMENDMENT # ]/
OFFERED IN THF HOUSE "o
TO: CSSB 254 (Finance)
Page 7, after line 8:
Insert a new paragraph to read:
"(6) "employer" means the state, a municipality, a dis-

trict, a collective bargaining unit, or the board of a public corpo-

ration of the state created within a principal executive aepartment;”

Renumber the following paragraphs accordingly.

4/26/90



PHONE: (907) 465-3030
OFFICE OF THE COMMISSIONER

April 26, 1990

Honorable Johnny E Ilis, Chair

House Health, Education, and Social Services
Alaska State Legislature

P.O. Box V

Juneau, Alaska 99811

Dear Representative E llis:

I wish to <clarify several points as they relate to
CSSB 254 (Fin) currently before you. The Department supports two
pending amendments to clarify the sponsor's intent to exclude
certain state programs from mandatory participation. These two
amendments are (1) in sec. 21.77.010(b), "for its employees,” and
(2) the definition of eligible state program to include "for
persons who are not employees.”

State programs which simply provide or pay for health
care services for Alaskans differ greatly from those which provide
health care services for their employees. Much of the health care
provided by State programs areto clients who are indigent,

children who are in the custody of the State, or have another
special need. Virtually all of these programs are payors of last
resort, so if other coverage exists, i.e., through employment,
it will be used first. Many of these programs, such as the

Medicaid program, have federally mandated rules that govern their
operation.

It is not feasible to use similar rate schedules, payment

systems, andu tilization standards for these programs as for
employee benefit programs. For instance, deductibles or co-
payments would not be feasible for programs that are income-
based, and in fact, in the Medicaid program deductibles are not
allowable. In addition, existing mechanisms in State statute

already exist to set facility rates for purposes of Medicaid.



Honorable John E llis -2- April 26, 1990
Chair, House HESS

In conclusion, we support Senator Duncan's intent to
clarify that State programs which provide health care or provide
funds to purchase health care for persons who are not employees are
exempt from participation in this measure. We also support the
existing language in AS 21.77.010(d), which allows the option for
eligible state programs to apply and participate in a group health
insurance plan if they so desire and if the authority approves such
an application.

Thank you.

Deputy Commissioner

KP/cb
cc: Honorable Jim Duncan
Alaska State Senate



(907) 343-4425

unicipalit(}f
" Amchorage

MAYOR

ro>tty b DEPARTIVENT 0 f EVPLOYEE DELATIONS
April 17, 1990

Representative Johnny E llis

Rm 104, capitol
P o box V
Juneau,” AK' 99811

Dear Representative E llis:

We have been following the progress of SB 254 relating to Group
Health and to Health Care Provided By the State with some concern.

Our primary issue with this proposed legislation is that it goes
group health insurance or

«far beygnd the stated scope of State
health care provided by the State. Currently this b ill mandates
in Alaska must either: (1) participate

that all public employees
in the State's group insurance program or (2) use whatever provider

payment systems, rate schedules and utilization standards the State
establishes for Itself. The net effect is that the State of Alaska
w ill determine group health benefits for all public employees in

Alaska and w ill determine the costs for such benefits for all
public employers,

* « « .
In its current form (CSSB 254), this legislation will have a major

negative impact-on the Municipality in the following areas:

Negotiated labor agreements which afford specific levels
of coverage. Scope and cost would be mandated, while
..not guaranteeing current levels.

*Participation of Municipal employees in Taft-Hartley
- plans. Inability to continue such participation.
|

At worst, removal of major term and condition of
wmpioyment rrom me realm or collective bargaining.

N * * 1
" 'At best, establish threshold for bargaining where
employer can only bargain more coverage at a higher

cost.

The result for local governments and school districts will be the
exact opposite from the stated objective to lower group health

costs.



here is considerable merit..to.the pooling concept for group health

.coverage as a means of reducing costs. Thosa in the pool should,
however, 9 first ehave the opportunity to assess the pooland
determine if it meets tJ 'ir particular needs and fiscal

capabilities. We believe theee concerns can be effectively met and
the objective of benefit pooling can be positively obtained by.
modifying Section 21.77.010 (b) as follows:

i

(b) The authority shall, by February 1, 1992, establish ‘'and
maintain a health care provider payment system, rate schedules,and
utilization standards. The state [,] and a municipality who elects
to participate, or a school district who elects to participate
shall, use the healthcare provider system, rate schedules and
utilization standards established by the authority.

Section 21.77.010 (a) should also be modified slightlyto require
that municipalities or school districts who elect to participate
shall do so by resolution. This w ill enable the affected citizens

theeopportunity to be heard prior to participation.

Finally, 21.77,020 should have twq minor modifications to insure
appropriate representation of the Board of Directors. Those
changes should be as follows:

(5) two members representing participating school districts;
(6) two members representing participating municipalities;

These changes are minor and do not adversely impact the pooling
objectives of this legislation. They do, however, have significant
impact for local government employers throughout Alaska by enabling
us to make informed public decisions concerning whether or not it
is ein our best interests to join the pool established under the
proposed authority. We strongly urge you to incorporate these
proposed amendments and would welcome the opportunity to testify
before your committee regarding our concerns.

Glenn Lundell
Director, Employee Relations

GL/SW/SB254



SENATE BILL 254 BY SENATOR DUNCAN
Finance

ALASKA STATE GROUP HEALTH INSURANCE AUTHORITY
"An Act relating to group health insurance and to health care
provided by the state; and providing for an effective date."

Section 1.
PURPOSE

The purpose of this act is to establish the Alaska State
Group Health Insurance Authority. By February 1, 1990 the
Authority has the responsibility to createand maintain:

(a)a rate schedule to be used in Alaska which will reflect
the vast geographic differences and availability of
services in rural and urban areas;

(b) statewide utilization standards to control
inappropriate or improper utilization practices to
reduce the rate of inflation in the cost of health care
in Alaska; and

(c) an efficient provider payment system to reduce the cost
to providers who are serving employees of the
participants in the authority.

The state, municipalities, and school districts will benefit

by usingthe provider payment system, rate schedule, and
utilization standards established by the Authority.

Section 2.
CREATION OF THE AUTHORITY

The authority is established in the Department of
Administration. It has a 15 member board of directors appointed
by the Governor with the general powers provided to quasi
government agencies including the hiring of staff and enter into
contracts for professional services. In addition, after February
1, 1992, the Authority may exercise the powers granted to other
insurers licensed in the state.

BOARD OF DIRECTORS

The board of directors w ill be composed of 15 members
representing:

(1) one nonvoting member of the legislative branch;

(2) one nonvoting member of the judicial branch;

(3) two members representing the executive branch;

(4) two members representing labor organizations;

(5) two members representing school districts;

(6) two members representing municipalities;

(7) two members representing the Department of Health and

Social Services;

(8) two members representing health care providers;

(9) one member representing the University of Alaska.
These appointees serve for a five year term and elect
officers from the board membership. They are entitled to per
diem and travel expenses but may not otherwise be compensated for

their services as a board member.



CSSB 254 (Fin) Page 2
POWERS OF THE AUTHORITY

The Authority may:

(1) after February 1, 1990 exercise the powers granted to
insurers under the laws of the state, and shall comply
with the requirements applicable to insurers under this
title ;

(2) sue or be sued;

(3) enter into contracts for agreements;

(4) establish administrative and accounting procedures;

(5) collect, invest, and disburse funds;

(6) adopt necessary regulations and procedures for
implementation of this chapter.

The authority may not participate in collective bargaining

activities.

ANNUAL REPORT, STAFF AND PROFESSIONAL SERVICES

The board shall annually report to the governor and the
legislature on its previous fiscal year's activities and every
third year include a cost benefit analysis of the health
insurance required under this chapter.

The authority shall employ an executive director, who with
the approval of the authority may select and employ additional
staff as necessary. The authorities employees are in the exempt
service. The authority may contract for professional and
technical services it determines necessary to exercise its
powers.

PROCUREMENT OF INSURANCE

After February 1, 1990 the authority shall purchase a policy
or policies of group health insurance covering eligible employees
of the state, a municipality, or a district if the employer has
elected to participate. The authority may act as a self-insurer
if it is determined that self-insurance will provide the desired
insurance coverage and benefits at a lower cost per eligible
employee.

When purchasing group health insurance the authority shall
comply with the provisions of Title 36 and shall make bid
specifications available, once every five years, to all insurance
carriers licensed in Alaska and qualified to provide the desired
benefits.

STATE GROUP HEALTH INSURANCE FUND AND PREMIUMS

The state group health insurance fund is created in the
general fund. It consists of appropriations and premiums
collected under this title . Money in the fund shall be managed
and invested by the board and the board may expend funds from the
fund to carry out its operations.

The authority shall collect sufficient premiums to provide
the required insurance coverage and to pay the expenses of the
authority.



CSSB 254 (Fin) Page 3
PARTICIPATION AND WAIVER

The authority may also grant a waiver of participation to
the state, a municipality or a school district who has elected to
participate. The board may approve or disapprove a waiver when
the participant can document the ability to match the minimum
benefit and financial standards established by the board for the
desired group health coverage. A waiver may be granted when a
participant certifies that its' employees w ill not have health
care coverage from the authority or other carrier.

Participants may separately provide for health insurance in
addition to that provided by the Authority.

DEFINITIONS

(1) authority, means the Alaska State Group Health Insurance
Authority;

(2) board, means the board of directors of the Alaska Group
Health Insurance Authority;

(3) district, means a school district or REAA;

(4) eligible employee, means an employee qualified for group
health insurance benefits as determined by the participant;

(5) fund, means the state group health insurance fund;

(6) group health insurance, means coverage that may include life
insurance, accidental death and dismemberment, workers'
compensation, medical care and treatment including Medicare and
Medicaid, dental care, eye care, and other group health coverage
as determined by the authority;

(7) municipality, includes a public corporation established by a
municipal? ty ;

(8) participant, means the state, a municipality, or a district;
(9) state, means the executive, legislative, and judicial
branches of state government, or an organizational unit of a
branch, and includes the University of Alaska, and a public
corporation of the state created within a principal executive
department.

(10) payment system, means a system or method to streamline and
effect cost efficient payments to health care providers.

(11) rate schedule, means a schedule of allowable payments for
health care related services rendered based on geographic regions
actual provider cost and availability of services.

(12) wutilization review, means a system to monitor, track and
verify patterns of treatment by health care providers to assure
that the most efficient and cost effective care is delivered
within accepted standards with out reducing quality of care.

Sept i.Pn_7?,
Places employees of the authority in the exempt service.

Section 4.
Requires board members of the authority to comply with the

conflict of interest statutes.



CSSB 245 (Fin) Page 4

geet;on
Provides that terms of the board members w ill be staggered.

Section 6.

The Authority is required to make a progress report to the
Legislature by March 1, 1991. The report covers the Authorities
efforts in establishing the health care provider payment system
rate schedule, and utilization standards.

Section 7.
Provides for an immediate effective date.



Health Insurance Authority

SB 254 by Senator Duncan

Purpose:

To provide a vehicle that enables cost effective health care
delivery to all participants of State health plans (including
activel/retirees of State, Municipal and Education), in order to
help curb escalating health care costs.

Currently each entity purchases health care from a number of
health insurance providers for their plans. By creating a health

insurance authority each participating entity would in effect
have the ability to realize the cost economies of a much larger
group ( 134,000 participants vs 24,000). This would enable the
authority to negotiate payment rates and utilization factors with
health care providers and provide for appropriate care delivery
at an appropriate cost. The authority could be expanded to
include medicaid and workers compensation benefit systems.

The authority could phase in responsibilities over a period of
time

Phase |
Authority Created -

Establish provider payment and utilization
standards for use by participating entities
with their current health plans.

Phase |1
Start to pool purchasing of coverage voluntarily

by entities.

Phase I11
Pool all entities to give maximum cost

e ffici encies.



Health Insurance Authority

SB 254

Background

*

Health

Supplemental Request FY 89 of 21.8 million to cover
increased Health Care premiums.

Increasing costs of Health Care in Alaska from 75 million
in FY 80 to in excess of 300 million in FY 90.

Health Insurance premiums for employees increasing from
$217.65 in FY 84 to $431.72 in FY 89 an increase of 98%
in five years. The national average in 1989 was $216.00

Health Care Task Force Creation

* Short term - waysto reduce supplementalrequests

* Mid term - waysto reduce FY 90 costs

* Long term - waysto reduce health carecosts in
Alaska.

Insurance Authority

Coordinate buying power of State plans to reduce health
care costs in Alaska.

Lower cost of plan administration

Realize trends in health care delivery and adjust
accordingly.



Recently | received a copy of a letter sent by Michael Hurst to

G.G.U. members <citing the "actual®™ cost for employees health
care.

As you are aware | am quite concerned about rising Health care
costs in the state and the cost to employees. As a member of the

Health Care Cost Containment Task Force we have reviewed the
costs under the Aetna plan and have made recommendations that

would reduce costs but not reduce benefits. The task force has
made recommendations that allowed for the recovery of past due
refunds and cost containment savings totaling over 10 million
dollars.

The letter may mislead G.G.U. members as it outlines a 9.6

m illion dollar surplus at the end of the plan accounting period
ending June 30, 1989, when in fact the balance was actually 7.2
m illion. In past years the plan was in a deficit position.

This surplus was used (along with cost containment provisions) to
reduce the premium from $431.72 to $384.59 per employee per month
and to guarantee this premium level until January 31, 1991.

It must be noted that the 7% health care inflation pointed out in
Hurst's letter is not a realistic projection when health care
inflation in the State's plan has been tracking at 19.98% per
year for the last five years.

If health care costs continue to rise at 20% per year the current
$385.00 premium w ill increase substantially unless we can
find ways to slow or stop this pace. The Task Force s
evaluating long term ways to curb health care inflation in the
State and w ill be reporting these findings.



ASSOCIATION OF ALASKA SCHOOL BOARDS
316 W. 11th St. e Juneau. Alaska 99801-1510 < (907)586-1083

MEMO

TO: House HESS Committee Members
FROM: Carl F.N. Rose, Executive Director
RE: Senate B ill 254 - Group Health Insurance Authority

DATE: April 26, 1990

The Association of Alaska School Boards is keenly aware of
the financial hardship experienced by school districts which
is due in large measure to rapidly escalating health coverage
costs. We recognise the value of looking for alternative
means to alleviate this burden.

W hile we concur with the concept of the Alaska State Health
Group Autnority, which is set forth in SB 254, we do have

some concerns.

One of those concerns would be the possibility of a future
determination that the program should be mandatory, and would
require all school districts to participate. It has been our
experience in forming and administering a cooperative
property insurance program for school districts that some of
the larger districts, such as Anchorage, Fairbanks and
Juneau, were able to either negotiate lower rates on their
own or participate in a self-insurance arrangement with their
municipal governments. We suspect this might also be true in
the area of health coverage.

We believe that if the program is truly beneficial then it

w ill follow that districts will voluntarily join. However, a
mandated program may not prove to be in everyone's best
interest, and would put an additional burden on a school
district (or municipality) to demonstrate why they should be
allowed to pursue other options.

Another concern regards the governance of the Authority. The
make-up of the governing board currently specifies "two
members representing school districts". We would like to

have it made clear that those two representatives should
represent school district management, since it is already
specified that labor organisations w ill bo represented.



LECBmhk 1?7 1990

laska S tate M edical A ssociation

4107 Laurel Street . Anchorage, Alaska 99508-5334 . (907)562-2662

April 12,1990

Honorable Johnny Ellis

EeoahBH] Education and Social Services

Juneau,AIaska 99811 Re: Senate Bill 254
Dear Representative Ellis:

Is crea goverpment-run insurance program the solution for restraining the
costso% HeanEth care41 Prog g

In 1965 the U.S. Con([;ress amended the Social Security Act b addrn% Title 18 -
Medicare, Like Senate Bill 254 it eftablrsheda overnment agency - the Bureauy
of Health Isurane - {0 establish pa%men rates, revjew “utilizatjon of
Bervrpes puﬁc ase Insurance at owest gossr le cost or. ifs
ene |o|ar|es In" this case, Americans over 65. ntracted with rrvate
INSUrance o ganres known as rscal Intermﬁ ries, to a¥ uht ne |t
Within adeca the Bureau ﬁ Insurance grown S0 1a pet at 1t could
no longer be contained wit |n the Social Security dmrnrstra on, S0 a new

iF@EW bureaucracy was created - the Health Care Financing Administration, or

BX 1990 HCFA and its non-insurance contractors (wh perfprm utilization review
%ua lity care review functions) had become one of the fargest, most complex
and ostIr st of the Federal bu eaucracres and one that 1s equallv_mistrusted
Iy Rrovr ers and benefjciaries alrke] Since 1965 health care expenditures have
rfsen to consume 12+ 0f GNP, a higher proportion than almost any country.

I\/I |care has Hoven éo be a political, sqcial and. fiscal tarbabv for
? ators, grov ers . an confumes Ye Senate Bill 254 recreates In

niature the same mrstak sTr e 18 mad mosta eneration, ago Senate Bill
54 even goes a step art y giving t e nsur e Authority” th e o tion  to
actuall operate the msurance p ram itself - col ectrn premidms a payrn%
benefits, ~ Does the State of Aldska really want to become oaught in “thi

scenario?



Honorable Johnny Ellis
April 12,1990
Page 2

Organjzed m?dicine in the US - and in Alaska * has been firml?f committed to
accesmﬁle, ar ordabLe health care, gut we (53ﬂ'[ believe that having government
enter the Insurance business isa good answer.

Rather, we belie(\!e in ]]si théee dmark?lt{alace }0 restrain the utilization of

services, by .intro lgier deductibility and/or greater co-insurance. B
mK ) P \e or, ealtﬁ care  costs, fnvolou)s/

ucin
In lents arﬁa ._responsib
utl |za80n%aftserV|cespW| |X1|n|s% ithout question.

We also b?lieve in re\(.iewing the entire_benifit packaﬁq% and re-examinin? the
meaning 0T the tfrm comprehensive care."  The benifit package available fo
Alaska “state employees and retirees is certainly one of the mast generous In

the country.

Finally, we believe that the Ipassa?e of House Bill 581 will rﬁrovide a _tf_et_ter
fOHJm to exa hne a number of Tssues and offer a program for stabilizing
Intlation of health care expenditures.

Therefore we begeve Senatﬁ Bill 254 ta qe a gr.oposed "quick fix" for a much
arger problem and we sincerely oppose this legislation.

Ray Schalow
Executive Director



Workers®™ Compensation

Committee of Alaska

Tuesday, April 24, 1990

Johnny Ellis, Chairman

House Health, Education, and Social Services Committee
Alaska State Legislature

P.O. Box V (MS 3100)

Juneau, AK 99811

Re: CSSB254
Dear Representative Ellis:

| understand that this bill has passed In the Senate and has now been referred to
your committee for consideration. As president of the Workers’ Compensation
Committee of Alaska, representing some 450 employers throughout Alaska for
workers’ compensation concerns, and also as Benefits Manager of the Anchorage
School District with over 35 years experience In the group Insurance and
employee benefits field, | must convey to you my total opposition to CSSB 254,
both as to its Intent and construction. At first glance, it may appear to offer reduced
health care cost for employees of the State and its political subdivisions, but as
written, | am afraid it would do Just the opposite.

The bill purports to call for voluntary participation by the various eligible entities, but
then provides for requiring mandatory participation. It requires the creation of fee
schedules and utilization ctandards for health care providers without addressing
any realistic basis for establishing, or enforcing of them. It would allow for entirely
different levels :f benefits and plan designs from one entity to another. Unless
practical parameters or guidelines for the benefits to be provided are established In
the bill itself, the entire program would be unmanageable and costs would run wild.
Finally, enactment of this bill will require the creation of a large state bureaucracy
which will grpstiy Increase the overall cost of providing health coverage to public

employees e $0 fiscal note given to the Senate Finance Committee, was very
misleading 'at was only for FY 90. Starting with FY 91, the fiscal impact will be
significant

The concept of a statewide 3roup Health Coverage Authority could be made to
work and might contain, or even reduce the future cost of health benefits for public

sector employees if:

PO BOX?(I)531

Anchoraga. Alaska 99520

[f19-~1r ** - 0N ousc S, KV ?



The Legislature establishes a uniform health plan providing for basic
medical, dental, and vision benefits with reasonable deductibles, and co-
payments for all plan participants, and declares that only employer
contibutlon amounts, and not specific health care benefits, are subject to

collective bargaining;

All state mandates of specific health benefits currently In effect are
repealed;

Participation in the State Plan is made mandatory for all employees of the
state and its political subdivisions in the same manner as the state

retirement systems;

The Legislature establishes a self-funded health care authority for paying
benefits under the basic state health plan and provides for annual
appropriations to the fund based on annual actuarial assessments of the
claims experience of the plan and appropriate reserve and expense
requirements; and

Risk sharing contracts are established with a statewide network of
healthcare providers and hospitals establishing rate and fee schedules.

Should CSSB 254 pass as written, it would increase cost for those political entities
which now effectively manage their health benefit plans, It does not seem at all fair
for the state to attempt to reduce its current high employee health plan cost at the
expense of other political subdivisions. The California consultant’s contention, in
his report to the state Health Task Force, that combining all public sector
employees under one state health authority will save large amounts of money for
all public entities is plain wrong under existing conditions In Alaska.

| urge you and your committee not to recommend passage of CSSB 254 Thank
you for your consideration.

CC:

Mark Boyer, Vice-Chairman
Cheri Davis

Walt Furnace

Peter Goll

Max F. Gruenberg, Jr.
George G. Jacko, Jr.



NEA-ALASKA

AFFILIATED WITH THE NATIONAL EDUCATION ASSOCIATION

ANCHORAGE REGIONAL OFFICE JUNEAU OFFICE FAIRBANKS REGIONAL OFFICE
1411 W, 33RD AVENUE 105 MUNICIPAL WAY. SUITE 302 2118 CUSHMAN STREET
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April 25, 1990

To: Rep. Johnny Ellis, Chair
Members, House HESS Committee

Re: CS for SB 24'5'(Financc)
"An Act relating to group health insurance and to health care

provided by the state; and providing for an effective date."
NEA-Alaska supports and encourages your favorable consideration of SB 254.

At the school district level employees arc covered by a wide variety of plans, some
good and many not so good, with a broad range of premium costs. All arc
regularly faced with substantial premium cost increases and frequently diminished

benefit coverage.

Many school districts, by virt : of their relatively small size, don’t have any
advantage or leverage in negotiating premium rates and benefit coverage with

insurance carriers or health care providers.

Through Phase | SB 254 makes critical inform ation and systems available to school
districts lacking the resources necessary to acquire this information on their own.

More importantly, SB 254 will eventually provide school districts with viable
options to those currently available to them and represents the real potential for
increased benefit coverage, meaningful cost containment, and lower premium rates
for all public employees.

The attached data sheet which is currently being updated reflects the broad range
of premium costs and benefit coverages currently available to school district
employees.

SB 254 is a way to better address the health care concerns of school districts and
all of their employees. We urge your favorable response.

Thank you for your consideration of o r position.

Respectfully submitted,

Bob Manners
Executive Secretary.
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FOR LOCAL NEGOTIATORS, LOCAL PRESIDENTS
AND OTHER INTERESTED MEMBERS

HERE ARE THE LATEST HEALTH INSURANCE COMPARISONS:

In February NEA-Alaska began a statewide health insurance comparison study. This is a summary of the

preliminary responses.

There are 57 Districts. We contacted 55 Districts and have had 50 responses. The cooperation of the
Districts has been excellent. Not all of the responses have included all information however, so use the
summary for indications of trends and rcfe. to the study itself for specific information about specific
Districts. Request the study from your field staff representative.

Lifetime Maximum: on Major Medical

Premiums
20 Districts have a 5250,000 maximum.

Monthly premiums for employees only range from 9 Districts have a 5500,000 maximum.
a low of S105. 44 to a high of $160.93. 15 Districts have a SI1.000.000 maximum.
Monthly premiums for family range from a low of Primarv/iSecondarv Coverage

S156.12 to a high of S473.02.
Most Districts provide coordination of benefits if

Monthly “"composite” premiums - one cost per two spouses work for the District. Thirteen
employee regardless of m arital or family Districts do not provide primary/secondary
status - range from a low of S203.20 to a high of coverage.

S417.S5.

Amount of Premium Paid Bv District Alcoholism and Drug Abuse Pencfit

13 Districts provide a benefit less than that now

The standard in Alaska is 100% premium oaid bv set by AK Statu atutc may not dictate under
the employer. Four Districts pay 90% of the certain condition- The statutory minimum is
. . . o
premium. One District pays 80%. 57,000 over 2 ycars/Lifctime max of 514.000 - No
) special requirements added over and above
Deductibles requirements for other medical conditions.
15 Districts have S50/SI50 for ind/fam deductible Dental
1 has S50. for each person covered.
1 has. 55_0/8200' 3 Districts provide Orthodontia.
26 Districts have S100/S300 5 Districts provide less than 80% coverage for
2 have S100/S100 class B routine care.
1 has $150/150 8 Districts provide more than SI1.000 coverage
I has S200/S600 annually
Co-Insurance VISIOﬂ
0,

2”7 pay sgty/o 8 Districts have an eve exam benefit that is less

pay 0 than 90% of one exam per year.

We have some info on cap: on co-insurance but it

is not yet complete. AUdIO

6 Districts do not have audio coverage.
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CONTINUED DISCUSSION REGARDING POOLING CONCEPTS

Several states have enacted pooling legislation for a variety of reasons. Two case
summaries, one for Hawaii and the other for Utah are presented below to gain an
understanding as to how and why other states have exercised pooling for their benefit
plans. Hawaii and Utah were chosen for this initial study because they both have been
utilizing pooling for a number of years, Utah for 13 yean and Hawaii for 28 years).
We recommend that you accept the invitations from Hawaii and Utah to personally
experience the benefits of pooUng.

Utah Public Employee Health Plan

The State of Utah's Public Employee Health Plan was established in 1977 by the state
legislature to help reduce and control health care costs. The plan provides coverage to
ov.” 70,000 (23,000 primary insureds) state, county, dty, and school district employees,
retirees and their dependents. All public entities must participate in the plan.

The fund is governed by legislation, directed by a hoard of trustees and a full time
director. It requires 35 state employees to run the required operation.

Currently, the fund offers one plan design to all entities with separate rating hased on
each entities experience. The fund provides Dual Choice Medical and Dental, Two ¢

H.M 0Q.'s, Life and Long-Term Disability coverage. The coverages are self-funded with In-
house administration and daim payors Substantial savings have been realized by creating
a buying group that is cohesive and proactive in cost containment and non-payment. One
problem that has surfaced is that the fund has been setting rates 18 20 months in the
future, and medical inflation has required increases in contributions earlier than originally

anticpaled.



The Utah Public Employee Fund has extended an invitation to the Task Force an on site
look at their operation and answer any further questions you may have regarding their

“pooling” experience.

Hawaii Public Employees Health Fund

The Hawati Public Employee Health Fund was established in 1962 under Chapter 87
(revised) as a method to purchase and distribute employee benefit coverage for over
110,000 (65,000 primary insureds) state, county, city and school employees, retirees and
their dependents. All public entities must participate in the fund.

The fund started 1962 with the base benefit plan and added, dependent care in 1966,
group life in 1968 and Dental, Vision (V.SP.) and Prescription Drug plans effective
January 1, 1990.

Currently, the fund offers a indemnity medical plan with Blue Cross, utilizing minimum
Premium Funding, three - H.MO.'s (Kaiser, Community Health Plan, Island Care Plan).
Dental, Vision, Prescription Drug and Life Insurance are currently fully insured with the
option of utilizing alternate funding methods. AH plans are free standing and have
separate rating and experience.

The fund currently negoejtes with earners on a two year rate guarantee basis that
coincides with the Labor agreements. All contacts are negotiated with the negotiating
committee which usually occurs every two years



Hawaii Public Employees Health Fund does not presently employ cost containment
methods (le; pre-certification and utilization review) or a preferred provider organization,
Hawaii Ls currently experiencing medical inflation 4% to 5% lower than the mainland. The
plan design includes higher deductibles and co-payments and the employees pay 40% of
the medical premium,

Legislation governs the operations and power of the fund which Is directed by a board of
trustees and has of full-time director with a staff of eight. Hawaii utilizes the fund to
purchase and distribute benefit coverages using outside vendors, however, they could self-
fund and/or self-administrator the program.

The fund is currently Investigating the ability to add Long-Term Care to the benefit
package for their covered employees.

The Hawaii Public Employee Health Fund has offered to assist the Task Force in
understanding the operation of their fund, and have extended an invitation to the Task
Force to send a delegation to Hawaii for further on site discussions.
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LEQ9 ATMVE AHAIRS ACEN\CY
MEMORANDUM February 12, 1990
SUBJECT: Group health insurance - CSSB 254( )
TO: Senator Jim Duncan
FROM: Michael F. Ford

Legislative Counsel

The attached draft raises a constitutional issue you should
consider. Under Sec. 21.77.020(a), members of the legisla-
tive and judicial branches of state government will serve on
the: board of the Alaska State Group Health Insurance Author-
ity. Having legislative and judicial members on the board
of an executive agency may violate the separation of powers
doctrine. This doctrine requires that government powers not
be blended, unless there is an express constitutional pro-
vision allowing the mixture. See Bradner v. Hammond, 553
P.2d 1 (Alaska 1976). If you believe you must have legisla-
tive and judicial representatives on the board, the separa-
tion of powers 1issue would be minimized iIf the legislative
and judicial members were not voting board members, but were
members who only acted in an advisory capacity.

Please contact me I1If you have further questions.
MFF -pi
WFP2/031

Enclosure



ESTIMATED POPULATIONS OF ALASKANS WHOSE HEALTH CARE COSTS ARE
DIRECTLY, INDIRECTLY, OR PARTIALLY PROVIDED FOR BY THE STATE

Fmolovee/Retiree Dependents Totals

1. State Active Employees

13,000 17,500 30,500
2. Retirees (State, Muni, SchoolXPERS & TRS).

10,500 9,800

Up to 60% reside in state

6,300 5,900 12,200
3 Local Govt. Active Employees (PERS)

13,600 18,400 32,000
$. Teacher Actives (TRS)

8,200 11,000 19,200

Medicaid/Medicare Eligibles.
Div. Of Medical Assistence

41,000 41.000

(134.900)

a) Some of the people appearing in item 2 will oe counted in item 5

b) Estimates of dependents in items 3 and 4 assume tnat the groups
exhibit the same age and sex characteristics as in group |
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POOLING FINDINGS UPDATE

lherare several items discussed at the last Task Force meeting that we would like to clarify.

Hawaii Premium Rates

For fiscal year 1990, Hawaii's monthly premium rate for Medical, Vision, Prescription Drug
and Dental are:
Single Coverage - State pays S 52.88; Employee pays S 35.28 - S 88.16

Family Coverage - State pays S154.02; Employee pays S102.70 - S256.72

There was a misunderstanding on how Hawaii calculates the composite rate, creating the

confusion on the S500.00 monthly rate.

Hawaii's health benefit agreements with Labor.

Approximately 90% of the 65,000 active participants in the Hawaii pool are covered by labor

agreements. Hawaii’'s nool provides standard level of benefits for all participants and sets the

premium rate. In labor negotiations, the units negotiate for the contribution provided by the
State. The difference is (if any) paid by the employee. Hawaii also operates with a "me too™

clause with its labor group resulting in similar state/employee contributions for all groups.

At the last Task Force meeting, it was requested additional information on pooling specifically,
advantages, savings and long-term effect on health care cost containmenf. Included in this

report is a closer look at the savings realized by UTAH'S Public Employee Health Plan (PEHP)

Utah Public Employee Plan (PEHP)

The State of Utah's Public Employee Plan (PEHP) was established in 1977 by the state
legislature to help reduce and control health care costs. The plan provides coverage to over

70.CO0 (23,000 primary insureds) state, county, city, and school district employees, retirees and

15



their dependents. AIll public entities must participate in the plan. The fund is governed by

legislation, directed by a board of trustees and a full-time director. It requires 35 state

employees to run the plan's operation.

Currently, the fund offers one plan design to all entities with separate rating based on each

entities experience. The fund provides Dual Choice Medical and Dental, Two - H.M.O.'s, Life

and Long-Term Disability coverage. The coverages are self-funded with in-house

administration and claim payors.

PEHP has realized savings in three main areas. Lower cost of administration, negotiated

provider payment, utilization standards and plan design including wellness programs. These

findings are verified by UTAH'’S Legislation Auditor General's report dated February 2, 1989.

(Included in attachment.)

16



ADMINISTRATIVE COSTS

UTAH'S PEHP compared favorably in the audit report with five self-insured carrier

administrative rates. The average was 6.8% compared to PEHP at 3.5%. Aetna, currently,

charges the State of Alaska 6.5% to process claims totalling S5,656,424 for the 1989 plan year.

If Alaska could effect similar savings in administrative costs, the savings would be S2.5 million

per year, just for active and retiree plans.

Comparison of Administrative Cost Between
Self-Insured Carriers for Health Care
Source UTAH Legislative Audit Report

Administration Costs As A
Ptrttnt.oLTQinl Com

Carrier

Company A 6.3*
Company B 70
Company D 6.4*
Company E 93
Company F il

Simple Average 6.8
Alaska (Aetna) 65
PEHP 35

These companies also administer a 40KK) plan to employees as well as other programs.

17



Negotiated provider payment and utilization standards

PEHP has been able to reduce health care costs through negotiated discounts in preferred
provider arrangements. In the comparison of PEHP's reimbursement of Seven Common
procedure reimbursements (Page 3, Table I, Utah Legislative Audit Report) the savings ranged
from 6% - 8% from wusual carrier reimbursements. Claims payors (carriers) in Utah use a
"Med Index" to ascertain usual and reasonable rates. In a comparison of Ten Common health
care procedures (see Utah Legislation Audit Report. Page 4, PEHP. Table IlI). PEHP was

reimbursing providers at a lower rate than the med index resulting in savings of 11% to 25%.

These similar savings could be achieved in Alaska’s plan by using combination of preferred
providers, revised usual, reasonable and customary (UCR) and provider payment schedules. In
the 1989 plan year. 580,318.125 was paid for claims if savings similar to Utah’s experience are

realized, the State of Alask3 would save between S6.4 million and S20.0 million per plan year.

Plan Design and Wellness Programs

PEHP has implemented plan design charges to incorporate cost containment and wellness plans.

Cost containment provisions that have been implemented include:

« Second Surgral Opinion

« Utilization Review

« Pre-Certification

« Managed Mental Health and Substance Abuse
« Alternate Care Settings (Home Health)

. Ph*armacy P.P.O.

e Outpatient Surgery

« Preferred Provider Network

* Flex Plan (See Attachment)

¢ Three Phase Wellness Plan (See Attachment)

10



That Includes:
- Screening
- Education and Assistance

- One-On-One Guidance, If Necessary

These several plan designs, cost containment and funding arrangements have demonstrated
reduced plan inflation. The Table below illustrates that PEHP has been able to hold costs at

about the overall medical CPI level (6.7%) versus Alaska’'s plan increasing at 19.98%.

Comparison of Rate Increases For Family
Premiums By Other Western States

Annual Premium Growth Estimated
State Rate For Last Five Years Increased FY'90
Arizona 17.2% N/A
Colorado 6.4 N /A
Idaho 4.0 30%
Montana 5.5 26
Nevada 4.6 15
New Mexico - Plan A 23.8 30
New Mexico - Plan B 9.6 30
Wyoming £2
Average 9.7 31
Alaska (Aetna 3 years) 19.98 0 (Revised)
Utah 6.6 23-31*
Medical CPI s 6.7 N /A

*PEHP is requesting a 21% increase and a one-time appropriation of S2.4 million to rebuild its
reserves. To fund the S2.4 million appropriation over time could increase premiums from 2%
to 10%. PEHP also will reduce benefits by 10%.

Source: Utah Legislation Audit Report
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Additionally, PEHP has been able to hold premium increases at 6.6% versus the insurance

carriers average in Utah of 12.2% over the last 5 years.

Currently. PEHP is requesting a supplemental appropriation in funding for the plan from
§308.00 to S325.00 to cover short funding in the last session and rebuild reserves.

In previous good years when a surplus was generated, it was returned to the Utah State general

fund.

Conclusion
By utilizing a pooling concept for Alaska's health plans, the following savings could be
generated for the Active and Retiree Plan. Savings could be significantly greater by including

total health care paid for by the state programs.

Estimated Savings:
Administration § 2.0 - S3.0 million
Provider Arrangements 6.4 - 520.0 million
Slowing Premium Increase T.B.D.
Recognize Trends/Adjust 2.0 -510.0 million

Total Estimated Savings §10.4 - §33.0 million
for active and retiree plans
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CHficeof the Leglslatlve Auditor Gonerdl

412 State Capitol |t Lake City, Utah 34114+ (801) 538-1033

Audit SuhcommJttw o/ ttv* L**I»Uava MuiMtnwnl Commit**

WAYNE L. WELSH. CPA Senttor Wilfort X IUck. Ir.CMirmin ¢ S«n«tor Du H. McMuUia
AUDITOX CtNEXAL Xeprtwnuiiv* [Kk f OMtnn « ItprrMnuirvt B«v«rty |. Whtt«
February 2, 1989
ILR-89-D

Senator X. S. Cornaby
Representative Rob w. Bishop
Members of the Interim Retirement Committee

Subject: Public Beploytas' Health Plea

"ear Legislators:

This report has been provided to give the Legislature some
additional background information on rising public employe* health

insurance <Ccosts. The review is limited in its scope since many
factors are affecting health care costs and were not explored in
detail. It is also difficult to directly compare each health care
provider because of the great variety among the programs. For

example, several companies have started health maintenance or
preferred provider organisations but each organization is set up
differently in an attempt to control ~costs or make a profit.
Finally, several areas were not completely examined due to the time
constraints of providing this report to the Legislature. However,
even with this Jlimited review, we hope the information in this
report will be helpful to the Legislature.

Three main areas are briefly presented: 1) a comparison of
Public Employees' Health Plan (PEHP) customary and reasonable
reimbursement rates with five local insurance companies and the Utah
Med-Index, 2) a comparison of PEHP premium increases with increases
in seven Intermountain states and five local insurance companies,
and 3) a comparison of PEHP administrative costa to five local
health care providers with self-insurance programs. PEHP appears to
be sliohtly below avorage for customary and reasonable reimbursement
rates compared to five other insurance carriers and below the
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50th percentile of the Med-Index for Utah's market. PEHP premium
increases appear to be slightly Jlower than other groups over the
past five years and the current vrequest appears Justified. PEHP
administrative costs are low compared to other self-insurance
groups. * This report does not discuss policy issues nor draw any
solid conclusions but tries to provide some comparative data.

Customary and Reasonable Reimbursement Rates

PEHP reimbursement rates for seven selected medical procedures
are in the middle range when <compared to rates of five local

insurance companies. The reimbursement rates are negotiated or
accepted by insurance companies with health ~care providers for
standard medical procedures. Insurance companies establish these

rates to help control costs and to speed up reimbursements to health
care providers. The rate is set as a maximum reimbursement for each

procedure so each claim paid will not exceed this amount. Since
rates are renegotiated or estimated from health care costs, the
rates are constantly ~changing. Qur review was only Jlimited to
current rates paid and did not examine historical trends. For

example, the carrier at the high end for reimbursement rates may or
may not have been at the high end four or five years ago. Also, one
company may have recently established new rates while another
company is using older rates accounting for some disparity between

rates.

Our review looked at established reimbursement rates for seven
high frequency and high dollar volume medical practices based on
claims filed with Public Employees Health Plan (PEHP). We compared
the total allowed cost of the seven procedures under traditional and
preferred care with five other insurance companies. Table X shows
how PEHP rates compare to other insurance groups operating in the

state.
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TABLE |

Comparison of Customary and Reasonable Relabnrstmeats
For Seven Cohmo Procedures For Health Care
(For Oetail See Attachment A)

Allowed Costs For Seven Allowed Costs For Seven
Company Procedures Under A Procedures Under A
Traditional Prooram Preferred Proaram
Company A* $8,940 $5,925
Company B* m 5,360 5,560
Company C 7,903 7,903
Company D 6,451 6,451
Company E*** 6,888 N/A
Average (A-E) 6,749 6,460
PEHP 6,334 5,965

This company has a preferred provider network.

*« This company common reimbursement rate was used although it does
(l)perate some health maintenance groups to try to keep costs
ower.

eoo This  company uses a combination of health maintenance
organization and preferred providers.

As Table | shows, PEHP traditional vrates are Jlower than four
of the five companies. Attachment A includes a more detailed chart
of the procedures and the various reimbursement levels. Company B
is able to maintain lower rates than the other companies because of
its relative strength in the market place and has a broad base of
health care providers. PEHP preferred rates are higher than three

of the five ~companies. The rates are also higher than the one
company (Company A) which uses some type of preferred provider
network. [t 1s difficult to directly compare Company E*s preferred
rates since it will reimburse at the set rate but will also
reimburse additional funds later as an Incentive to control
utilization, Thus, the rates for Company E were not available to

compare with the PEHP's preferred plan.

PEHP tries to reduce overall claims by using a global fee
schedule which may <nclude other procedures which other companies
would pay separately. For example, PEHP's global fee for a normal
child delivery would include any wultra-sound examination during
pregnancy where another company may be billed separately for the
ultra-sound wusage. Thus, it is difficult to say conclusively which
company has negotiated the best rates. Also, the majority of
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PEHP claims are paid at the preferred rate rather than the higher
traditional rate. Although PEHP's largest membership is in the
traditional program, many traditional members use PEHP's preferred
provider network. These claims ara reimbursed at the preferred rate
rather than the traditional rate which lowers the claims costs to

Several insurance companies use what is called the Med-Index
in establishing customary and reasonable rates. The Med-Index for
Utah is a based on billings submitted for each medical procedure and
is issued twice yearly. We sampled PEHP's wvarious reimbursement
codes to determine ten frequently reimbursed procedures incurring
large dollar claims at PEHP. Table Il shows PEHP's fees for these
ten procedures compared to th«* Med-Index's fall of 198C, 50th and
80th percentiles for health care costs in Utah.

TABLE Il

Comparison of Customary and Reasonable Reimbursements
For Ten Common Procedures For Health Care

Procedure PEHP PEHP Med. Index Med. Index
Traditional Preferred 50 Percentile 80 Percentile
Procedure A $1,008 | 950 $1,160 $1,181
Procedure B 1,204 1,150 1,400 1,600
Procedure C 938 905 x, 098 1,271
Procedure O 1,064 1.008 1,277 1,427
Procedure E 1,190 1,065 1,260 1,385
Procedure F 700 627 664 117
Procedure G 280 259 275 322
Procedure H 28 22 25 30
Procedure | 9 8 10 12
Procedure J 47 42 52 58
Totals 6,468 6,036 7,221 8,003

The PEHP traditional and preferred rates do compare favorably
with the 50th percentile of the Med-Index for Utah's market. The
total cost of .the ten procedures for PEHP traditional program was
$6,468 or approximately 12 percent lower than the $7,221 for the 50
percentile of the Med-Index. PEHP preferred program total cost was
$6,036 or approximately 20 percent lower than the 50th percentile.
PEHP tries to maintain its rates slightly below the 50th
percentile. The index serves as a indicator of what range health
care providers bill for each procedure. Two of the five companies
we surveyed wuse the Med-Index to set their maximum reimbursement

rates.
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Premia* Increases

OQur review showed that PEHP's rate increases are within the
range experienced in the health insurance industry. Our review
consisted of two tests on premium increases. First, we compared
PEHP's increases /er the past five years and requested increase for
fiscal 1990 with some western states plans for state employees.
Second, we compared PEHP's increase with other insurance companies
within the state. In both cases, it appears PEHP's requests for
rate increases are consistent with the industry trend. PEHP's
request may also Dbe influenced by some additional factors which
should be considered by the Legislature.

- Although a review of premium increases was completed, the
review is only one half of the picture. Cost of premiums depends on

benefits offered and how benefits can be modified. For example,
changing a benefit package can reduce the increase in premium rates
from year to year. In the short time we were given it was not
possible t determine how much benefit changes affected premium

' ther states or in Utah insurance companies. Table 11l

0
increases in
E

0
shows how PEHP's premium increases compare to other western .tates.

TABLE |11

Comparison of Kate Increases For Family
Premlome By Other Western States

State Annual Premium Growth Rate Estimated
ror Last Five Years Increase FY-90

Arizona 17.2% N/A
Colorado 6.4 N/A
[daho 4.0 30%
Montana 5.5 26
Nevada 4.6 15

New Mexico-Plan A 23.8 30

New Mexico-Plan B 9.6 30
Wyoming 6.7 52
Average 9.7 31

Utah 6.6 21-31*

* PEHP is requesting a 21 percent Increase and a one time
appropriation of $2.4 million to rebuild 1its reserves. To fund
the $2.4 million appropriation over time could increase premiums
from 2 to 10 percent, PEHP also will reduce benefits by 10

percent,
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Table [Illshows Utah's opremium increases have been lower on
average than the western states we surveyed. PEHP's requested
premium increase, when the benefit reduction is excluded, is close
to 31* or the average premiumincrease being projected by other
western states in Table III.

Additionally, we compared selected Utah insurance companies
against PEHP's rate experience. Table [V shows premium increases
within Utah.

TABLE 1V
Comparison of Hate Increases by
Carriers Located in Utah
Company Annual Premium Growth Rate Estimated Benefits
For The Past Five Years Increase FY 90 Modified
Company A 7.5% N/A Yes
Company B 247 15-40* No
Company C 9.7 15 NO
Company D 10.1 21 Yes
Company E 8.8 N/A Yes
Average 12.2 21
PEHP 6.6 21* Yes
Medical CPI 6.7 N/A

* This figure does not include the one time appropriation requested
and the decrease in benefits.

Several companies have recently experienced significant
increases making the average higher when compared to PEHP. However,
the data show PEHP's premium increase experience is similar to the
premium increases being experienced in the local market. For
example, one major Utah insurance company informed us that the
average opremium increase over the past few months for the companies
it insures has been increasing approximately 30 to 31 percent
without changes in benefits. Most insured groups are modifying the
benefit package to keep the 30 to 31 percent increase down in the 20

to 21 percent range.

Company B reported the highest growth even though it reports a

low reimbursement rate schedule shown on Table | and in the
Appendix. This would suggest that other factors than just a low
reimbursement rate will impact increases in premium rates. 't
appears that low reimbursement rates mayresult in additional

utilization increasing the 'mount of claimspaid by an insurance
company.
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Company B reported the highest premium rate Increases even
though it reports the Jlowest reimbursement rate schedule shown on
Table | and in the Appendix. This would suggest that other factors
than just a low reimbursement rate will impact increases in premium
rates. It appears that Jlow reimbursement rates may result in
additional wutilization or more expensive procedure codes billed,
increasing the amount of claims paid by an insurance company rather
than lowering <costs. A company B official said the company
experienced higher wutilization than expected resulting in the need

to increase premiums,

Several factors have contributed to the large rate increases.
Utilization of health care services, technology advancements,
medical inflation, and the growth in psychiatric hospitals have all
been cited as causes for Utah's increasing health costs. Also, most
of the literature and professionals in the field said the growth in
health care costs may continue for a few more years.

PEHP has two major factors to consider when comparing premium
costs. First, it is the only self-administered and self-insured
program among the western states. Some of the other western states
are self-insured but are administered through an established
insurance company. Self-insurance supposedly lowers premium cost:,
since the group accepts the risk c¢f controlling wutilization and

claim expenses.

Second, PEHP has experienced past losses due mainly to claim
expenses exceeding premiums collected. PEHP, along with several
other companies, needs to rebuild reserves which were lost during
the past two years. The Legislatures decision will determine the
length of time PEHP is given to rebuild reserves and will directly
impact the level of the premium increase required this year.

Administrative Coats

PEHP administrative ~costs are low when compared to other
self-insured plans. Our review only focused on administrative costs
associated with other self-insured programs. Although we focused on
just self-insured programs, the other programs havo wide variations
in the types of programs they administer. Thus, it is difficult to
directly compare administrative costs. A more detailed analysis of
costs is needed to determine why PEHP administrative costs are low
compared to other companies. Table V compares the administrative

costs as reported by various companies.
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TABLE V
Comparison of Adniuistratire Costs Between
Self Insured Carriers For Health Care
Carrier Administrative Costs as a
Percent of Total Costs
Company A 6.3%
Company B 7.0
Company D 6.4*
Company E 9.3
Company F 5.1
Simple Average 6.8
PEHP 3.5

* These companies also administer a 401K plan to employees as well
as other programs.

PEHP average is below the reported administrative cost of all
the other companies with self-insuiance programs. Actuaries in the
field of health ~care indicate any administrative cost below six
percent s considered very good in the self-insurance area.
However, we did not determine if additional administrative costs
woul"  result in oferall savings to PEHP in claims paid. For
exan..le, additional staff to conduct more pre-and post-audits could
potentially reduce claims but would increase administrative costs.
This type of study would take several months to complete accurately
and might not be conclusive even then.

We hope this letter provides yoj with the information you need
on these issues. [f you haveany questions ofr need additional
information, please let us know.

Sincerely,

Waynci L. Welsh
Auditor General

WLW:CF/syg
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PEHP
Traditional
11,008
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9
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t1.001
1,340
1,075
1,212
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Company  Company  Company  Company
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938 890
1.207 990
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RESPONSE TO AUDfT
RHMSURSEMENT RATES

Although the comparison show* thatboil TradWooai and Preferred Cara hav* negotiated
good raimburaamaot rataa ter phyafdan*, anatyais show* that th# raknhuraamant rat* ter he
Praterrad Cara's gtohaf la* indudaa many dagnoadc leea fat ara normafy Mted as separate

procedure* to other canter*,

An important oonafcterabon la the fadHy charge inconfundfon with aurgkat procedure*.
Preferred Care hai pothd phywdarm and setected fam baaed on quaAy iaeue* and how well
they have utSzad the ayatem In the past A recent anetyaia of many procedure* ahowi that M |
syatem la working watL For example, whan comparing our Preferred provider* with non-
Preferred provider* ter caeaaraan section, N average fadtey charge ter our Preferred provider*

waaUfl&Jias O x Tradfonal Car* program restrict* fra tengfr of *tey tor In-p*6*nt
hoepAafcsdon ter many high vofurne procedure*. For exampte, an tsroomplcate d hysterectomy

la Imtted to three day* ter famatea teaa than 50 year* of age. Itla not unoorrmon ter our
Preferred physician* to Imtt th* Irvpattent stay to two day*. Total charge* to. hyataraciomtea ter
our Peeferred provjdar* ara over HCQQJaM fan non-Preferred provider*.

PROSUM INCREASES

AAhough th* Pubic Employe** HaaAh Program compare* favortefy wifi bofi private
carrtera In Utah and othar Waatem atetea, her* ara other factors fiat ara importent to racogntzs.
In th* peat f» Putik Emptoyae* Haahh Program has made lump turn paymanli to fia Stete
MQ(011 njnc aOni waisq d® py pul

prtnnum ncrNM . rwuro WCVI0 SNOW loswr pel pcwmiri ixriwsse

At the praaanttfcm. frara are 1,186 early rafraa* in fra TradRonal Car* ayatem.
Becaua* fray ara Inducted In th* rfcfc poot wtti acfve ampfoyaaa, f>#ra laa afatdy fom actfva
employ***. Thte group** axpartenc# has ccrtrfcuted to fa akr* of fa pramiixn Incraaa* being

requested
ADMMSTRATILVICOSTS

ANFiOUY%p IT® rUDGO OTAO Y Pi n®®8n rTD rWn gornp®P® VRry WOTICry rW 00®r
ineurad canter*, and even more tevon hfy with hd*mrEy ranter*. fra year fretear ueei ter fie
comparison Indudaa many on* frrra startupop av ftni

Thaa* rauJted whan SaA late Coisrty, Sett Lafc* Cty and ai Utah Local Qovammenta
Trust group* Jofcedfw system. Exempt** of on* fcn* experidira* kndudad In fa ooate
Pre®®n*a @w 8 »"® oompuft®r #y i@ Wnrpuf®, VY pcTiraCiv w*o SMY\RR® so* *U 0®@w
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PART ONE
OVERVIEW OF POOLING CONCEPTS

Pooling enables entity(ies) to employ a mechanism that provides benefits (or coverages)
that may not be available, are too costly, and/or helps to contain overall costs of the
program. Generally, legislation is enacted (see Section C Part 2 for a Review of SB254) to
create an entity that provides the coverages needed, and oversees the operations of those
coverages effectively and cost efficiently.

Many states have enacted pooling legislation either for their employees/retirees
uninsurable/uninsureds coverages. States that have enacted legislation include:

Connecticut Maine Oregon
Florida Minnesota Tennessee
Hawau~, ( Montana* ACltaJ*”
lllinois Nebraska Washington
Indiana New Mexico Wisconsin
lowa North Dakota

A pool provides many benefits not currently available under the arrangement utilized in
Alaska, whereby each subgroup may have a separate plan(s).



Some of the advantages of pooling:

» Economy of scale

Eliminate duplicate or multiple plan costs

* Provide' for pla.t Flexibility/Plan Rates

Each sub-group could have a different plan design and rates

* Premium rates based upon sub-group experience

Sub-group pays their proportioned share of expenses

+ Data collection

Allows an easy system for tracking trends, abnormalities or impacts on health
care expenditures, instead of having to get information from many different

(possibly inaccurate) sources.

» Projection futures costs/trends

The data base that would be available would be invaluable in projecting future
costs/trends as you could identify changes immediately.

* Predict/act on cost shifting
Effectively you could determine when there was any potential of actual cost

shifting.



» Could still utilize third party vendors for service
This would retain the integrity and cost economies that are necessary in these
types of programs.

CONCLUSIONS

By utilizing the pooling concept you would have the best of aU worlds, including
centralized information, substantial savings, predict future cost/trends and probably
improve service to all parties involved. Other states have investigated and implemented
pooling for these very reasons. Now is the time for Alaska to be able to benefit from

pooling also.
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PART TWO
REVIEW OF SB254
"AN ACT RELATING TO GROUP HEALTH INSURANCE'

Following this section is a copy of the bill (SB254) and two sections.

The bill in its submitted version would create the Alaska State Group Health Insurance
Authority to provide group health insurance benefits to all state employees, including:
retir'd, municipal, and school district employees on a cost effective basis. The bill would
give the authority the power to arrange for health coverage on the most economical basis
while "spreading” the risk over a largerbase of enrollment, affording the most favorable
payment schedules to providers and vendors for the state.

CO, '”NTS ON SB254

[+ The Authority should have the option to be expanded to include Workmens'
v Compensation, Health and Social Services, medical coverages and payments,
and uninsurable/uninsured benefits as sub-groups of the pool (Sec. 21.77.010).

* Revise bill to remove requirement to be licensed as an insurer under AS21,
remove the Authority from title 2L (see 21.77.030.).

* Revise purchase of insurance requirement to remove clause “that it has to be
sent to all licensed insurers - (at least every 5 years)" rather to use an RFP
notification process where by qualified bidders are maintained on a list or bv
request (section 21.77.050.).



Required participation may be revised to clarify/simplify the requirements to
evaluate whether or not a sub-group has an eligible waiver, while not
undermining the necessity of as many eligible groups feasible to participate.
(See 21.77.080.)

Pool should have the ability to-aee« members and or issue bonds to fund
benefits or establish adequate reserves. (See 21.77.070.)
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PART THREE

FEASIBILITY OF POOLING HEALTH CARE IN ALASKA

As a long term cost management strategy of health care costs, pooling provides the best
vehicle, this has been proven by Hawaii, Utah, New Mexico, California (schools) and

others.

Pooling has proven effective in areas outside of just health coverages, one example is the
Alaska Municipal Leagues - Joint Insurance Association (AML-JIA) that is providing
property, wo.kers' compensation and liability coverage that previously was unavailable or
not available at a reasonable cost.

There are a number of hurdles to be crossed in getting any pool in place and effective
Alaska will be no exception to t.ese.

+ Passage of Bill
The bill must gain support from legislature, administration, judicial,
municipalities and participants in order to pass. This can only be accomplished
through in effective communication campaign.

+ Challenges of Authority

In the past these bills have received some challenges (legal) after being enacted.
However, the bill in its current form has been proven to be effective in

answering these challenges.



o Set up and operation of Authority

The success of the Authority will be measured by the effectiveness of its
membership and participants. The Authority will have to rely on the expertise
not only within, but also outside consultants, actuaries, administrators and

providers. Only as a complete partnership will it be a successful venture.

It is our estimate that following the initial set up costs and associated fixed costs, the state
could realize the following savings (as a percent of total health care expenditures outside

of the pool);

1- 3% Simplification of Administration
13+ 40% Provider payment schedules/agreements
5- 7% Recognize tronds adjust quickly

1- 3% General economics of scale savings (misc.)

22 - 33% Total savings estimate: up to 50*100+million dollars.

This does not include the sentinel effect that would generally slowmedical inflation for
the state phn.
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PART FOUR.
SUGGESTED TIME LINE FOR IMPLEMENTATION OF POOLING

Passing of SB254 creating "authority"
"Alaska State Group Health Insurance Authority"

First Month

Selection of members
Organization of Authority/Ist meeting

Second through Fourth Month

Evaluation of services required - (RFP those Services)

» Selection of certain service providers (actuarial/consulting etc.)

* Review of current plans and arrangements to be included in pools
» Provider Payment options evaluation

Fifth through Eighth Month

Meetings with eligible sub-group participants
Develop pro form a benefit and cost analysis (actuarial study)

Outline to sub-groups the impact to their gTOup(s)

» Select provider payment strategy
Eighth through Twelfth Month

RFP Third party vendors

Determine/Evaluate required participation by sub-group or issue warriors
Establish final rates/benefit plans for each sub-group

Finalize providers payment arrangements

Finalize third party vendors arrangements

Notify participants



5. Thirteenth through Sixteenth Month (Ongoing)
Begin pool operations, i.e., premium collection, claim payments, etc.

Evaluate pools operations/effectiveness

Provide communication to sub-group and participants
Review/settle disputes (claims)

Analyze experience/trends

Compare pool results to others like organizations"
Measure actual cost savings

Monitor provider relations/payment schedule

Advise on state/federal law change impacts



NEW MEXICO'S PUBLIC SCHOOL INSURANCE AUTHORITY

New Mexico schools have found a way to reduca group health
insurance premiums while increasing everyone's benefits.

How was this accomplished? Through passage of legislation
creating a statewide Insurance Authority to provide insurance for
all school districts. The resulting grcup site and stability
created insurance company interest which had never existed before.
Also, the greatly increased technical expertise, which is
affordable to a large group, meant schcol districts were no longe
at the mercy of insurance companies.

In 1984, after several years of rapidly escalating group
insurance premiums, the New Mexico education community made ar.
assessment of its situation and possible solutions. For many
years, the NEA-New Mexico had been sponsoring a voluntary croup in
which about 70 of the state's Sfl school districts participated®*.
The largest districts generally did not participate. The*grcup ha
little stability since many districts would leave the group when
their claims experience was good enough to secure a lower premium
standing alone and would return to the group when claims experier.c
was poor. Both the NEA group and the districts, which obtained
their insurance coverage independently, felt they were at the mere
of insurance companies with insufficient technical expertise to
adequately deal with company actuaries and insufficient means to
curb rapidly increasing medical costs. The state School Beards
Association and a group of superintendents had also spent much of
the previous year investigating solutions.

The solutions identified were a joint powers agreement among
those districts willing to participate cr legislation which would
contain some mandates for participation. Representatives of schoc
districts voted on these two options plus a status quo option and
overwhelmingly chcse the legislative route because of the strength
and stability it was hoped that would provide to the group.

3ecause the state was facing a financial crisis, it was net
possible to secure funding to support the Authority during its
first year of existence. Funding for subsequent years was handled

by using part of the interest earned from premiums held by the



Authority prior to transmittal to insurance carriers under a
partial self funding procedure called minimum premium.

Through the Governor's office, the Authority was able to
secure the services of a loaned executive, who was the employee

benefits manager for a large government contractor. This*
individual lobbied the bill through the legislature, wrote
insurance specifications negotiated with insurance companies and
performed general staff responsibilities for the Authority. Each

education organization represented on the Authority financed the
attendance of its representatives to Authority meetings during the
first year. O ffice expenses were provided by the O ffice of
Education to which the Authority was attached during its first
year.

There were seven members on the original Autho”-'ty board - -
three representatives from labor, three from manac-ement and the

director of the State O ffice of Education. The labor and
management board members represented organizations and were chcsen
by those organizations to serve on the beard. Because the

Authority decided to cover retirees and other educational
institutions, the board was expanded in the second year to include
a representative from the New Mexico Educational Retirees
Association and a representative nominated by participating higher
education institutions. '

The three coverages tackled by the Authority in the first vaar
were health, including a $10,000 life coverage for employee onlv;
dental and vision. Draft specifications were prepared for each"and
were circulated to all school districts and employee organizations.
W ritten comments were requested and hearings were conducted prior
to development of final specifications. These specifications were
sent to potential bidders in the form of requests for proposals in
order to allow maximum fle xibility when negotiating with bid
finalists.

Seven major insurance companies submitted bids for the health

insurance. This compared to only one bidder that had been
interested in the NEA-New Mexico sponsored program the last time it
was bid. These companies stated that the reason for their

increased interest was the staailicy of the group wnich was assured
by the legislation.

A waiver system was provided in the legislation in order to
allow districts which could secure equal benefits at less cost to

opt out of the group. This has been a controversial feature and is
included primarily to make the concept salable to the legislature
and reluctant school districts. Districts must receive the
Authority's permission to opt out. They cannot re-enter the Dlen
for three years and if a district opts cut for one coverage, it

must petition for any other coverages ana its retirees are not
eligible for coverage.
-2



The benefit plans which were bid are better than any school
district previously had. Despite this, the rates from the
successful bidder were sufficiently lower that nearly every school
district was able to add vision and dental coverage for no more
cost than it had budgeted for health insurance alone.

Once the employee group plans were in place, the Authority was
entering its second year and preparing itself to enter the world of
risk-related insurance. The first task was to broaden the statute
which created the Authority so that property, casualty, liability,
and other coverages could be bid. Many other changes to the law
were also made to reflect the experience the Authority had undergcr.
during its first year of existence. The waiver procedure was
modified and the Albuquerque Public Schools removed from coverage
by the statute.

In its second year, the Authority secured an amendment to the
original law which removed the administrative attachment to the
O ffice of Education and made the Authority an independent public
body. Except for being represented by the Attorney General's

O ffice for purposes of litigation, the Authority purchases all its
services from the private sector in accordance with the State
Purchasing Act. This has been accomplished through issuing

Requests for Proposals which allow for negotiations with those
submitting the best proposals. At this time, the Authority has
service contracts with two third-party administrators, one for
group insurance and one for risk-related insurance; a lease
counsel; a secretarial service and a bank.

The Authority has been in court twice.The Albuquerque Public
Schools appealed its denial of a health insurance waiver to the
Court of Appeals which held that the law, which required school
districts to certify that they could obtain equal coverage at lower
cost, did not allow the Authority to question "the accuracy of the

claim . The law was amended in the next legislative session to
require proof of the certification and to remove Albuquerque from
coverage by the Act. A group of independent insurance agents

currently has the Authority in court questioning the validity of
the law which created the Authority.

The strength of the Authority comes from the unity of the
education community behind the concept and the extreme necessity
for some sort of solution to controlling insurance costs and
securing insurance coverage in some of the risk areas. Seldom has
the education community ever been as united as it has been around
this issue.

COST CONTROLS

One of the methods used to con-rol costs was the employment cf
some cost containment features designed to lim it or eliminate hospi



stays. These include second-opinions for elective surgery, 100%
payment for out-patient surgery and pre-admission and concurrent
review of the length of hospital confinement.

These features have not had the effect of limiting benefits.
They, instead, have helped make school employees better health care
consumers through a plan which is the state-of-the-art in health
insurance at this time. One re ison for the selection of the
Prudential Insurance Company to handle the Authority's plan was
that Prudential was a pioneer in the field of cost containment.

Previous attempts at controlling costs in other plans had
involved cost shifting features such as higher dc-ductibles, higher
stop losses and lower surgical schedules. These plans merely
shifted costs from the insurance company to school employees.

The Authority's insurance plans have also involved alternative
funding approaches designhed to maximize cash flow and reduce net
cost. These have included a minimum premium feature in which the
Authority retains the premium collected and allocates it to the
insurance company on a weekly basis as it is needed to pay claims.
Partial self insurance is being used in the risk related area to

reduce net cost. Complete self insurance is the ultimate goal when
a sufficiently large cash reserve is accumulated. A method of
creating that cash reserve immediately through a borrowing plan
called certificates of participation is being investigated." If it
can be demonstrated that this will result in net savings to school
districts, the plan will be pursued.

3ENEFITS

The following are some of the benefits gained from creation of
the Authority:

A. What had been a proposed ten to thirty percent group
insurance premium increase was not implemented on
September 1, 1985, creating a savings of approximately

three million six hundred thousand to nine million
dollars.
0

3. Health insurance premiums decreased by four million one
hundred thousand dollars, yet overall benefits were
improved.

C. Dental insurance premiums decreased by one and one half
m illion dollars, yet overall benefits were improved.

D. An affordable vision care benefit plan was implemented.

E. School districts, which had never been able to afford

dental and vision insurance were able to implement
programs.



F. School districts which were in danger of losing their
property, casualty or liability insurance were able to
retain their coverage.

G. Many retired school employees, who had lost their group
insurance at retirement, were able to get coverage again.

H. A group was created, which had the size and stability to
create insurance company interest which had never existed
before.

l. Risk-related insurance premiums which had increased an
average of 53% in 1985-36 and which had been projected to
increase by an average 27% for the 1986-37 school year
were held to no increase and many programs which school
districts were going to have to reduce or eliminate in
1986-37 could be reinstated.
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The Legislature, which had been most cooperative while passing
the legislation creating the Authority, remained very cooperative
during the second year. This is attributed to the show of strength
.by a united education community and the extraordinary success
experienced by the Authority during its first year of operation.

The contribution of the loaned executive must be recognized as
the most important factor in the success of the Authority.~
Undoubtedly, the project would never have gotten off the ground
without his determination, expert guidance, firmness and vision.

The contribution of the Office of Education must also be
recognized. The original legislation attached the Authority to the
O ffice of Education for purposes of administrative support/ All
secretarial and business management services were performed by the
O ffice of Education. In addition, the director of the O ffice of
Education served as President of the Authority since its inception.
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have helped immeasurably in making this effort a success.

Credit also goes to the Attorney General's O ffice for
representing the Authority in its court battles; to the Legislative
Finance Committee and the Legislative Education Study Committee
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the Risk Management Division for its moral support, information and
expertise; to Governor Anaya for supporting the Authority in the
face of criticism from detractors; to Representative Ben Lujan for
carrying our legislation in 1985 and 1986 and to the State
Purchasing O ffice for helping us achieve the greatest possible
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with the Pure! sing Act.



The organizations which comprise the Authority Board must also
be recognized. These organizations funded all the expenses of
their representatives during the first year. These organizations
and the school districts by which their representatives are
employed have provided much release time for Authority Beard
members to attend committee and Board meetings.

An added benefit which has resulted from all this cooperative
effort has been an increased trust and respect among labor and
management organizations. Hopefully, these healthy relationships
w ill lead to future cooperative efforts in other areas.
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Health Insurance

costs rise feverishly

Workers at a loss as employers cut back on benefits
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A slate surveP/ estimated
that t0.000 working Alas
kans and their deFendents
lack any type of health
Insuretlnce —b|e_|t er from
rivate or public sources
pThe staPe's shrinking

health-care covera?e r? ré-

sents a sharp reversal from
the boom yean of the early

‘80s, when Alaska employ-

ers — hoth public and pri-
vate — dev|eeope§ somepof
the nation's best health
benefits to help recruit
workers from the Lower
48 Manl}/ |#)olmles Wer?
what Insdrance agents cal
cadlllacs.* featurmkg mini
mal outof-the pocKet ex
penses for employees

But many of the "cadil
lacs" are turning into hum

lives," says Bill Quinn, a
union leader who serves on
an Alaska Railroad Corp
Insurance commjt-

ble Fords and Chevys. or
worse, as employers ‘strug-
le to cope with” the rising
syrance costs That haS

Issue In slate, munic-
;| yrivate  sector
union negotiations, and In

h
ce)a with wha
health Insurance we want
when we retire, but wheth-
Ietr"we'll be able to afford

The Alaska health-care
Inflation parallels a nation-

ready have drafted
to credte a new stale health
Insurance corporation.

a serious proplem,

fare for the rest “of our

dasgsiii

appears to be particularly
acute

Three nationwide
surveys reported _by Bus)-
ness ‘Insurance, The Wall
Street Journal and Health
Week cited avera§e 1989
[ncreases of I to 2 Eg)ercent
for group nhealth plans

_In"Alaska, a few compa-

wes contact?dtgy the Daily
ews reporf they've man
aged to phold th)el ling on
health costs Alaska Com-
mercial Co., for example,
an Anc_horage-based mer-
chandising Chain employ-
ing 450 people, this yedr
reﬁ_orts no Increase In" its
olicy premium, _
P "\I\)le Fgnana?e the benefits
very carefully.” says Sam
Salkin, Alaska Commer-
cial's president "We have
medical) authorisation pro
edures, second opinions,
But Alaska Commercial
It the exception, not the

norm.
Three maLor Alaska In
surance hrokers indicated
average 1989 incrrasrs of 30
to 60 }ercent are the norm
And some increases top

Those  rate  Increases
have pushed th* cost of
rrban\)/ Alaska, HO icles far
abov* the national average
For an Alaika Itallroad
union worker and family,
for example, the total cost
of annual Insurance s
85,845, .more than double
the national average

_In"years past, rmployers
tried t% dohdge_ratte in
creases by changing to an-
otpher _I_n)éurer_ ngt this
year, liie majkct's tight-
ened and finding another
insurer 1S much “harder in
0, says Baldwin

Fm IQ}/ee exams often
are required before new In
surers agree to write the
Pollues, and If they don't
ike what they find, tinn
theY bark away or refuse
to Insure already existing
conditions. o

The con of Individual
Polmes — a fall back for
hose whose em onerf
don't offer Insurance — al-
s0 Is soaring Blue Cross of
Wa,shm%ton and Alaika, a
major state Insurer. Is seek-
!*an average 7? percent
Jump in the cost of individ
ual _insurance policies

The point "Is not just
that it's expensive, but
whether It will _even he
available," said Paul Roll-
er, director of the state
Division. of Insuranre
"People Just cannot alfoid

n

those rates.”
. The debate over Alaska's
rsing ﬂea?tth costs 1S O‘Ften
dominated by discord

Doctors say their Alaska
costs are. high, because
overhead is much higher
and they point the finger a
insurance companies

"] think ap lot of the
problems, from the physi-
cian's perspective, arp gen-
erated’ by the insurance
companies." says Rirhaid
Neubauer. an "Anchorage
internist "They set up a
lot of obstfx%l_ef for r_omgt
payment of bills, and in.tsl
rnire the amount of paper-
work

Pleat* ten Page B 3 HEALTH
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HEALTH INSURANCE: Employers cut benefits in face of rising costs

Cownyd from Pag* B-1 |

"Thry tat up quality in-
surancey r,ogrparﬂs. r)e!wew
types. of things, and call for
justification )

Broktr Purnailoa, ac-
cum Blur Croti, t major —
and non-profit - A-aaaa in-
lurer, of predator pmm%
— cuttini ritrt srmeo' majo
competition thowt up tfitn
jacking. them wup one* that
com{]_e ition | mje In IS8S.
for tiamplt. Blue Cron cut
many of "itl group rater to
help“fend oft an unsuccessful
atte,mPt by Humana Care
PI'jj to grib a pice et the
Alina market )

Stephen Clark _executive
vtc* preaident of Blue Cron,
saYs the problem doesn't lie
ta-lth the iniurance compa-
nies He lays Alina doctors
and hospifals charge much
m%rethth,an in the Lowter 41,
and their company just pas-
ses through tﬂe ijer-m?lat-
ing costs “Alaska laboratory
tests, for example,,averaged
12 percent higher in Alaska
tdsrn Washlngton, according
to Blue Crel data. .

If w* are to cootain th*
exctssive costs ot bealth car*
us Alaika, we've got to work
In unison with ‘th* Physr
cianl. hospitals. employers
and individual tubscnoers.

ark says,.

Slate glfictals don't kee
detailed financial data on all
of the more than 10 insurers
selling health insurance in
Alaska But they do monitor
Blue Cross, due to its special
status as a non profit medi-
cal service corporation And
In 1917, the last year In
which financial inlormatloc
Is available, state records
Indicate Blue Cress roughly
broke even in Alaska, pay-
ing out id million in claim’s
and administrative costs and
taking us the samr amount
|n£rem|ums.

etna Life n Casualty, us
areport to a state tasx force,
indicated that since 1989. the
Insurance plan covering
stale empIoP/,ees lost more
than 110 miflion. o

State insurance division
officials nt* jcvrral major
national trends forcing UR

* cost of Alajka healt
maunnct They include

+Th* us* of evermore-
costly technology to exam-
ine. “trait and pro_lonﬁJ the
[ife of patients, including
victims of AIDS and other
terminally ill patients

Our ” society hasn't

rescued the point yet where
»i ci» we can t allord to
amort th* cost of a heart
transplant for a 94X**ar-old
guy vc, s heen smoking six
Facks it cigarettes all' his
ife." «ayt Warren Dvorak,
benef ti manaqer for the An-
chorsi* School C.str.ct

o [tnreaied salines to
help eoioitait and oiarr in-
stitution! -fesi with an ever
more sever* morns*  of
nurses and other medical
personnel

+ Cost shifting At the
federal gO"*rnm*c! cuts

Maturity
60 Days

A r> .

back on Medicare and otber |
medical paymtnlt. hospitals  th
are trying
raising _fates for
with_private insurance.

quiring employer! to extend
tecporary hedlth benefits to
former employees and full
benefits to some teasonal

and temlp.orar emplf%eefsueI

the inflation. according to

the state insurance division,

industry officials and a draft
report 0t the Governor's In-

EenLn Commission on Health
ar*,

coit 0
Insurance — both for doctors ﬁ )
hospitals — have been health-care plans tn which
passed on to health care con- :
sumers And the threat of
damage suits has prompted
more ~ defensive medicine
Doctors order additional, at
times unnecessary, tests and
exams to help ¢
from patients who might lat-

ears, a_major increase_ In
he use of an ‘ever-expanding
array of Alaska nealtb care
services Las: year, for ex-
amrl*. Charter’North Medi-
cal Corp opened an expen- ar*
sive  new (

to patient treatment “of _dis-
turbed children, That
rompted a more than Pou- Ing
ting' of admissions from
stat¢ employees and their
families And hospital char-
ges to th* state’s insuranc*

rogram s
g32 448 m fiscal year 1987
to S1.2 million In fiscal year

1911

Th* Increased us*. Indus-
try officials say. also results
from S(lj(lttlsh 4
—in a down economy — fear
for JO% |
make sura any nesllh prob-
lems are dealt with while
they_still have covera

to has cauSed a big increat*
m free medicine by the hos-
pitals Within the past three
years, Provident* ,osPltaI S
unreimbursed medical se

vices jumped from 17 mil-

Most Americans have

health insurance

ORI OHS, Ty«

AMMICAMS COVIHID

BYJ1 e et ¢

\ Lois m< it) tsee ast« stu
US*ri khi Inare

0 compensatt by m
patients i

+ Recent federal laws re-

Eegior.i| trends ‘a

-Hu'ge increases in the
Alaska malpractice

decide to sue

« With the past three try.

facility “for

soared from

s«cunty. and want to

ser-

Rate
8.75%

n AAn/

jon to 117 million During
same time penod. HU-

on
a

who can afford to pay. state
officials ssy.

revolution in health care de-
livery. In many malor urban

rams,

doctors and hostpltal, ?_uar
antee services for a fixed
fee. Other programs involve
doctors and
team up :
discount services
fotect them %TjasPngeessfor Urge volumes of

In the hesltb-care indus-
such programs are

%ort omeatnaged ca(,\e’." hs_ays : f L, then
oug_Hastings, a Washing- new policy ‘w r

ton.gD C, att,%rney sptulll? e new oLy hou RO
In hospital and health tor, "said Clark, the Blue
care Issues, "And most ex-
eve,”s Hredwt that growth Aetna and
il cont

rams are in their Infancy
hat's due, In
state's |solation, and sparse
population, which max* it
difficult to organist large-
volume health
workers who grams

such
%e and outright hostility '

< The sagging economy al- extremely heppy thet those
things hdve not'come here."

Anchorage Daily Newt  Surchy, Jenary
Trad
Susp

Youlustdon'tt%etgood rates ifyou SOUCV

have anyone with medicalproblems.

And you neverknow how long you will  10* aeg’ei 7

i it' CHICAGO

lc)gnacbellgdtogeep a policy before it's ctd i

' — Patty H*rp«l traud. in'chi

) ) [lon-dollar ¢

said Neubauer. the inter  er large em[nloyers tures Inc
! The” employérs who pur- door-to-door

mst. MaYbe th* cost of

: go. down, taut
so will th* quahtP/ of care
?tn‘q I'm not sure It's worth mer to

chase such uyiscount_ed ser- mg to prett
vices use an _economic ham- cooperate
insure  their egents

Insurance wil

re1mpl,0tyTesEgo|to the right tDepartlme
; ospital Employees pay a veteran Ira
Neubaver laid the man- uPacs, cbd | they Bnd Who i head

aged care syitemj tend to e

referred hospital, a gatton. am

?253%" s?cukt (91035 th‘”&“ meare mucnp higher dedu-p‘-*-'- if gress_ed rac

netd lots of expensive tre%?,- thesvugﬁtenlgntshewce%? 8{ﬁg’,']dewhe0\"

ment that will cut away the ¢ oitd HARS HETE ¢ trading pits
rofits from a prepaid or da , g

giscount lan mid '80s. and as ratts rue. Board of Tra

plan. eigo Mercan-

thetr apPeaI grows, both to

Other Alaska doctors say em]ployes an emf)loyers. ources ir.
managed csre means more he” Alaska Railroad, for munity said
insurance company bureau- example, after mootbs of rated “that t

)Sumpe_d from J5 mil- - cracy and inferiof care for tough bargiining retched a was still tr
17 million, the hos- everyone Doctors withhold- 1987 union agréement that critical  x)pi
Iais. say. . ing treatment for fear the included e three-year freeze vestigition

bit tends to drive u the neXt fest — or the next on employer payments fo- sweeping ev-
cost of services for those operation — will erode the ward health benefits. At the cane  indust

Froflt from a predetermined  time. It looked like a ﬁood much a cnme
ee settlement because those POS ecosom:

Iniurance companies dis- payments covered all the Fnent is to

agree and are frustrated by costs of a gilt-edged medical —economy or

In the Lower 48, the strug- 06 afasks doctors: relut- {)Ian Jointl% insuted through  New Yglrk.
gle to gain control o! health tance to embrace the new the railroad and Aetna. ) But Its tu
care costs — and often in- systems. "You're opening a But_ last year. Aetna hit servers said
tense competition for patient  very interesting and_very the railroad with a 40 per- more on wha-
dollars — 'has triggered a sensitive area. "says Robert cent rate increase for the nut several

Simons, a physitian em- what went or

standard plan. Then they of-
ployed as, Aetna's. medical b f

fered i more modest altérna- thge; yean

areas, employérs can cnoose diréctor. Simons said he sent  tive. a 14 percent rate in- work.
from a widg range of pro- etters to state physicians crease tor those employees  The need
such as” pre-paid  asking them to join in new  who would Join a "preferred  — and the ¢
managed care program with  hospital” plan with Hu- verage for 1
Aetna, and found” "no real mana has "been u

Interest.”

Under that plan, employ- lawyers anc
Blue Cross says it will b Bnc: R/

ges who cnose Providence exchange of!

flospitals who —attempt to ir -ose health- would have to pocket 40 log the raves
to offer employers care manages:. .1 on physi- percent — rather than the  Fcr examp
In “ex- cians by drifting new dis- standard JO percent — of

stan ) broken who
initial hospital costs. — and  Ln
Other cost management electronjcally
efforts included insyraiee five usderco
company approval of oon- R1ot|r.g as tra,

count policies that only re-
imburse pgtlfentshfo,r_ the
average cost of a physician's
servwge The ||‘ra%eyhroken

known as "managed care” arm. for example, costs 197 emergency surgery and a fi- arketl. bavi
and many view them as the to set tn Alaska. but some nancial penalty for cot ob- of relatively
waye of the future . dogtors charge 9154) taining a second opinion on  tions, but ir
|an9&5|”9|¥ hl%h U a doctor'i cost is way  prospective surgery. carry relative
percentage of people who over the average — and Non-union railroad em- tieg
Insured receive some there -re no sgemal compli- Ployees chose to SIF” up for  They were

cation! to fusttfy that, then the' preferred plan, but the most par
A union worsen opted igainst and early mi
- the patient to a cheaper doc- It Then this year, facing +gents ar.d at
anotner 32 percént increase, toroeysraai-

Cross vice president the u-'ons decided to go nl-tenmgavt:

" Blue Cross with tne preferred option last Mon
nue. have had more success deal- Even with the preferred of the pub!!
But In Alaska, sucn pro- ing with hospitals, > plan, ‘the new insurance [nvestigation

Aetna ha? convinced Hu- doesn't come cheap A fami- ctdrd with s
pars, to the mana to offer a 30 percent Iy policy will cost each enct for com:
discount. in seryices, accord-  unign mémber <2.049 out of tomegs on.

git_o Simons, In return for  pocket. Island of Si
BeJ)lng fill the hospital's uinn, the union leader, "If you an
eds

care pro- with a steady stream of  taid he's talked with the break™ ope

profitably _its_insured rank and file About,cuttin% undercover
Another oostade to their  Blue Cross has teamed up  benefits to try to bring met and go door
developmet t ‘i the state s with Providenc* in a similar  expense dowh farther But time fodo iti
doctors, many of whom view  program  And Providence for the moment, his mem- the good law
program! with duer,st recently strsck out on its  ben toy no "The employees are out of

m  own to offer such discounts former Depa
tire attorney

tenting suspe

still want the plan . iney
have They eren t willing to

directly to Alycski Pipeline
downscale It — yet

Servicé Co. and several oth-
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Christmas sales have dropped o ff,and ourycar-end
inventories arefar too high." To reduce our stock we'v
drastically cut prices on all popular computer systems.

All units must go, hut prices are limited to stock oh hand,
save now during the largest inventory clearance in our his
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THE STATE'S MONTHLY PREMIUM State health
Insurance:
... milhon

Cowper seeks more money
for state workers overage

By DAVID POSTMAN
Daily News reporter

JUNEAU — State employees’ top-of-the-line health
insurance policy will cost $104 million this year, $20
m illion more than the state has budgeted to pay for it.

The plan costs the state an average of $431 a month
per employee, 520 percent more than it did a dozen
years ago. It covers 90 percent of the costs of
everything from plastic surgery to year-long stays in
mental hospitals. '

“We have the best jjbn Everything !s covered,"”
said Chuck Taylor, deputy commissioner of the De-
partment of Administration.

Because the policy costs more money than the state
has appropriated for it, Gov. Steve Cowper is asking
for a special appropriation of about $20 million to pay
for this year’'s increases. But Cowper, Taylor and
legislative leaders say the health coverage may be too
expensive for these days of limited money.

The state is locked into the plan through contracts
with its labor unions. Those contracts call for the state
to provide the same level of coverage even if the costs
gb up or there is less money to pay for the policy.

“There’'s not any consideration for what happens in
a down economy,” Cowper said at last week’s budget
summit with legislative leaders. "I think it's fair to
say that this is just a situation nobody ever anticipat-
ed. If everything had kept going up it would have
worked just fine."

But as costs skyrocketed, state income dropped and
the state is now stuck with a boom-time health plan.

All full-time employees, including legislators, are

DTy of Lm AnchOfQ* CWy NesfcPan< DenUp ShoN Please seo Back Page, INSURANCE
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INSURANCE: For state workers

Continued from Page A-l

covered by the policy at no
cost. Part-time employees
can buy into the plan at
about half the state's cost,
according to Taylor.

Under the policy, Taylor
said:

*« 90 percelLt of all medical
costs are paid. Only 8 per-
cent of public employee in-
surance policies in the coun-
try have 90 percent
coverage.

¢ 100 percent of the premi-
um for dependent coverage
is paid. Alaska is one of 12
states with that provision.

« State employees have a
$100 deductible and pay less
out-of-pocket medical ex-
penses than all but 3 percent
of public employees nation-
wide.

As medical costs have
gone up, so have insurance
costs. But Alaska's public
employees’ plan, issued by
Aetna Life Insurance Com-
pany, has also gotten more

expensive because of its ex-
tremely liberal terms and
because people are going to
the doctor a lot more often,
according to Taylor.

The biggest increases have
been for chiropractic care
and psychiatric and sub-
stance abuse treatment, ac-
cording to a survey of state
employee Insurance claims
filed during the past two
years. Charges for chiroprac-
tic care went up 27 percent
in the past year. But that is
not due so much to higher
costs as it is to people going
to the chiropractor more of-
ten.

State figures show em-
ployees visited chiropractors
25 percent more often in the

past year.
A Juneau chiropractic
clinic, Davis Valley Chiro-

practic. is No. 9 on the list of
payments made to doctors
and clinics, receiving
$315,620 from Aetna.
Treatment for mental ill-

ness and substance abuse ac-
counts for 40 percent of all

hospital stays paid for by
the plan. For Aetna’s other
Alaska insurance policy
holders, mental illness and
substance abuse accounted
for just 16 percent of all
hospital stays.

And the state pays for
people to go to whatever
hospital they want and to
stay as long as they want.

Five of the 14 most expen-
sive hospital stays paid for
from July 1986 to June 1987
were for mental disorders.
One 16-year-old boy. the son
of a state worker, spent
more than a year in Camel-
back Hospital in Phoenix,
Ariz., at a cost of $131,000,
for neurotic depression. An-
other 15-year-old spent 350
days at the same hospital for
what insurance records show

as "childhood mental disor-
ders."

Charter North Hospital,
which specializes in mental

illness and substance abuse
treatment, had the highest
charges per hospital admis-
sion of any hospital used by
state employees last year.
Charter North charged an
average of $15,441 per ad-
mission compared to Provi-
dence Hospital at $6,115 and
Humana Hospital-Alaska at
$5,487.

Taylor said some of the
high costs of treatment for
mental illness and substance
abure are due to high alco-

holism and divorce rates In
Aiaska and the fact that
many people do not have

family here and more readi-
ly turn to professionals for
help.

"It's also my opinion that
you are seeing the impact of
television advertising,” Tay-
lor said. "Turn on the tube
and what dc you see. 'Prob
lems with your kid? Send
them here. Cocaine prob-
lems, come see us.'"

Taylor also said the rise

in chiropractic costs might
also be attributed to heavy
television advertising.

Whatever the reason, state
leaders say something must
be done to at least slow the
rising costs. But since the
insurance is part of union
contracts, there is little that
can be done.

Any change would have to
be negotiated with the
unions or the legislature
would have to amend state
labor relation laws to allow
Cowper to make changes in
the benefit oackage.

Cowper. House Speaker
Sam Cotten and Senate Pres-
ident Tim Kelly agree they
will “'take a look at” the
benefit package, but because
of the contract requirements

they stop short of saying
they will take action to cut
the plan.

"If something was to ap-
pear before us magically
maybe we could take a look
at it." Kelly said at last
week's budget summit.

But this week Kelly said

in an interview that the
costs were clearly out of
control.

He said it is unfair to the
Alaskans that do not share
tn the plan to keep paying
out more and more money to
Insure state employees. "It
comes down to creating an
elite class of people who are
living better than the people
they are working for."

Cotten said that to bal-
ance next year’'s budget it
might be r.Kessary to cut
services, raise some taxes
and repeal an oll-company
tax break, and that state
employees should not be ex-
empt from taking a hit, too.

But even with changes
this year, the cost of the
plan will keep going up.
according to Tr/lor. "If | cut
the plan and contain costs, |
still have to deal with 20
and 30 percent Increases

each year."
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CSSB 254: "An Act relating to group health insurance; and
providing for an effective date."

Personal Services:
Executive Director 24A $73.2/10 months $61.0
Clerk Typist 111 3B $29.4/10 months 24.5

Total Personal Services 5 30

Travel
Assume board meetings every two months for 15
board members at an average cost of $400 per
trip .
$400 X 15 X 6 $36.0

Staff travel for Executive Director:
Board meetings $400 x 4
One meeting per month $400 x 8

Total Travel $ 40

Contractual: —
O ffice Space - 500 sqgq. ft. @ $1.75 x 8
Telephone - $200 x 8 months
Postage $200 x 3 months
Advertising and Printing
Professional Services Contract(s)
which may include:
Rate studies
U tilisation research
Financial systems analysis

Total Contractual Services $140

Susdlies:

$1000 per employee $ 2.0
Software

Total Supply $ 4

ouicment:
2 PC's and a printer
Bookcases and file cabinets
Desks and chairs
Photocopier
Phone system
Miscellaneous

Total Equipment S i

'otal Operating $292
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STATE OF ALASKA
1990 LEGISLATIVE SESSION

FISCAL NOTE

REQUEST:

Revision Date:
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CSSB 254 (FIN)
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BRU.
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TRAVEL 52.0
CONTRACTUAL 310.6 300.6
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LAND 4 STRUCTURES
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fiscal years. See attached for further analysis.
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Analysis:

Personal

CS for CSSB 254 (Fin)
Analysis of the Fiscal Implications

Prepared by the Division of Retirement and Benefits

Department of Administration

This bill creates the Alaska State Group Health Insurance
Authority in the Department of Administration. This
independent agency would have specific powers as
outlined, including regulatory power. Using appropriate
staff and contractual services, 1t would establish and
maintain a statewide provider payment system, rate
schedules and utilization standards by 2/1/92.  Various
public entities would be required to implement these in
their group insurance plans.

The Authority would offer voluntary participation in a
comlprehensive group health insurance plan to various
public agencies throughout the State after 2/1/92.  This
coverage would be procured by the Authority or self-
insured if this was shown to be less expensive.

This bill allows voluntary participation in the Authority’s
group plan. It is assumed that the State would take
advantage of this plan if appropriate coverage was
provided less expensively than through competitive
bidding and renewals. It is not expected that this bill
would increase the cost of health insurance for the State
and could result in a decrease in cost. Upon participation,
a public entity would be required to continue

participation unless granted a waiver by the Authority.

This analysis is for the estimated administrative costs of
the proposed Authority. The analysis does not consider
the actual cost of health insurance.

Services

Executive Director (Range 24A, 11 mos.) $68.6
Administrative Assistant Il (14A, 10.5 mos.) 34.9
Clerk Typist Il (SB, 10.5 mos) 26.1

Total Personal Services $12 9.



Travel
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Assume 7 Board meetings for FY 91 and
every 2 months thereafter at an average
cost of $400 per member per trip.

$400 X 15X 7 =

Administrative travel for Director:
Board_Me_etin(is _ $400 X 7 =
Organizational meetings  $600 X 12=

Total Travel

Contractual

Office Space--500 sq. ft. @$1.75 X 11 mos.
Telephone—$300 X 11 mos.
Courier services-$200 X 11 mos.
Postage-$500 X 11 mos.
Advertising and Printing
Professional Services Contract(s).
which could include:
*carrier surveys and analysis
* provider data collection
m provider meetings
» * rate studies and analyses
* financial consulting
* self vs fully insured analyses
* development of plan design

Total Contractual Services

Stitplies:

$500 per employee
Software
Total Supplies

Page 3 of 4

$42.0

—
N o

$52.0

$3 10.6

$3.3



Equipment:

3 PCs and printer $1
Phone system
Photocopier
Fax machine
Office furniture;
1 management unit 4.0
2 support workstations 5.0
3 chairs 1.2
3 side chairs 8
9
1
6

2 file cabinets
hookcase
storage cabinet i
Total furniture 12.6

Total Equipment 33.3
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