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B Y  T H E  F I N A N C E  C O M M I T T E E  

C S  F O R  S E N A T E  B I L L  N O .  2 5 4  ( F i n a n c e )

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

S I X T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  g r o u p  h e a l t h  i n s u r a n c e  a n d  t o

h e a l t h  c a r e  p r o v i d e d  b y  t h e  s t a t e ;  a n d  p r o v i d i n g  f o r  

a n  e f f e c t i v e  d a t e . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1. P U R P O S E .  T h e  p u r p o s e  o f  t h i s  A c t  i s  t o

(1) b y  F e b r u a r y  1, 1992,. c r e a t e  a  s t a t e w i d e  h e a l t h  c a r e  p r o v i d e r  

p a y m e n t  s y s t e m ,  r a t e  s c h e d u l e s ,  a n d  u t i l i z a t i o n  s t a n d a r d s ;

(2) a f t e r  F e b r u a r y  1, 1 9 9 2 ,  p r o v i d e  c o m p r e h e n s i v e  g r o u p  h e a l t h

i n s u r a n c e  f o r  t h e  s t a t e ,  m u n i c i p a l i t i e s ,  s c h o o l  d i s t r i c t s ,  a n d  a l l  e l i g i b l e  

e m p l o y e e s  o f  t h e  s t a t e ,  a  m u n i c i p a l i t y ,  o r  a  s c h o o l  d i s t r i c t  w h o  e l e c t  t o  

p a r t i c i p a t e  i n  t h e  g r o u p  i n s u r a n c e  o f f e r e d  b y  t h e  A l a s k a  S t a t e  G r o u p  H e a l t h  

I n s u r a n c e  A u t h o r i t y ;

(3) e x p a n d  t h e  p o o l  o f  s u b s c r i b e r s  a n d  m a x i m i z e  t h e  o p p o r t u n i ­

t i e s  f o r  c o s t  c o n t a i n m e n t  w h e n  p u r c h a s i n g  g r o u p  h e a l t h  i n s u r a n c e ;

(4) m a i n t a i n  a n  e f f i c i e n t  p r o v i d e r  p a y m e n t  s y s t e m  t o  r e d u c e  t h e  

c o s t  t o  p r o v i d e r s  w h o  a r e  s e r v i n g  e m p l o y e e s  o f  p a r t i c i p a n t s ;

(5) m a i n t a i n  s t a t e w i d e  u t i l i z a t i o n  s t a n d a r d s  t o  c o n t r o l  i n a p p r o -
I

p r i a t e  ■■ o r  i m p r o p e r  u t i l i z a t i o n  p r a c t i c e s  a n d  t o  r e d u c e  t h e  r a t e  o f  i n f  l a -

24 t i o n  i n  t h e  c o s t  o f  h e a l t h  c a r e  i n  t h e  s t a t e ;

(6) c r e a t e  t h e  m o s t  c o m p r e h e n s i v e ,  c o s t - e f f e c t i v e ,  a n d  e f f i c i e n t

26ii m e t h o d  o f  p r o v i d i n g  a  v a r i e t y  o f  t y p e s  o f  h e a l t h  c a r e  i n s u r a n c e  n e c e s s a r y

t o  m e e t  t h e  c o v e r a g e  r e q u i r e m e n t s  o f  a  p a r t i c i p a n t  r e s u l t i n g  f r o m  n e g o t i ­

a t e d  e m p l o y e e  c o n t r a c t s ;

(7) r e a l i z e  t h e  p o t e n t i a l  s a v i n g s  t h a t  w i l l  r e s u l t  i f

- 1 -  C S S B  2 5 4 ( F i n )

L



S e c  * 2 1 . 7 7 . 0 1 5 .  R E Q U I R E D  C O O P E R A T I O N  B Y  S T A T E  A G E N C I E S .  A n

a g e n c y  o f  t h e  s t a t e  t h a t  p r o v i d e s  h e a l t h  c a r e  o r  t h a t  p r o v i d e s  f v n d s  

t o  p u r c h a s e  h e a l t h  c a r e  s h a l l ,  t o  t h e  m a x i m u m  e x t e n t  p o s s i b l e ,  

C S S B  2 5 4 ( F i n )  - 2 -

J .

1 a p p r o x i m a t e l y  1 3 5 , 0 0 0  a c t i v e  a n d  r e t i r e d . ,  s t a t e ,  m u n i c i p a l ,  a n d  s c h o o l

2 d i s t r i c t  e m p l o y e e s  a n d  t h e i r  d e p e n d e n t s  p a r t i c i p a t e  i n  t h e  g r o u p  h e a l t h  

i n s u r a n c e  p r o g r a m  o f f e r e d  b y  t h e  a u t h o r i t y ;  a n d

(8) d e t e r m i n e  t h e  n e e d  f c r  m a n d a t o r y  p a r t i c i p a t i o n  i n  t h e  g r o u p  

h e a l t h  i n s u r a n c e  o f f e r e d  b y  t h e  a u t h o r i t y .

*  S e c .  2. A S  21 i s  a m e n d e d  b y  a d d i n g  a  n e w  c h a p t e r  t o  r e a d :

? C H A P T E R  7 7 .  S T A T E  I N S U R A N C E .

.3 S e c .  2 1 . 7 7 . 0 1 0 .  A U T H O R I T Y  C R E A T E D ;  R E Q U I R E D  P A Y M E N T  S Y S T E M ,  R A T E

3 S C H E D U L E ,  A N D  U T I L I Z A T I O N  S T A N D A R D S .  (a) T h e r e  i s  e s t a b l i s h e d  w i t h i n

;o t h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  a  n o n p r o f i t  i n c o r p o r a t e d  l e g a l  e n t i t y

n  k n o w n  a s  t h e  A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r a n c e  A u t h o r i t y .

12 (b) T h e  a u t h o r i t y  s h a l l ,  b y  F e b r u a r y  1, 1 9 9 2 ,  e s t a b l i s h  a n d

13 m a i n t a i n  a  h e a l t h  c a r e  p r o v i d e r  p a y m e n t  s y s t e m ,  r a t e  s c h e d u l e s ,  a n d

iJ u t i l i z a t i o n  s t a n d a r d s .  T h e  s t a t e ,  a  m u n i c i p a l i t y ,  o r  a  s c h o o l  d i s -

15 t r i c t  s h a l l  u s e  t h e  h e a l t h  c a r e  p r o v i d e r  p a y m e n t  s y s t e m ,  r a t e  s c h e d -

16 u l e s , a n d  u t i l i z a t i o n  s t a n d a r d s  e s t a b l i s h e d  b y  t h e  a u t h o r i t y .

17 (c) T h e  a u t h o r i t y  s h a l l ,  b e g i n n i n g  F e b r u a r y  1, 1 9 9 2 ,  p r o v i d e

is g r o u p  h e a l t h  i n s u r a n c e  t o  e l i g i b l e  e m p l o y e e s  o f  t h e  s t a t e ,  a  m u n i c i -

19 p a l i t y ,  o r  a  s c h o o l  d i s t r i c t  i f  t h e  e m p l o y e r  h a s  e l e c t e d  t o  p a r t i c i -

:o p a t e  i n  t h e  g r o u p  h e a l t h  i n s u r a n c e  o b t a i n e d  b y  t h e  a u t h o r i t y  a n d  m a y

21 p r o v i d e  g r o u p  h e a l t h  i n s u r a n c e  t o  e m p l o y e e s  o f  o t h e r  g r o u p s  t h a t  e l e c t

?2 t o  p a r t i c i p a t e  i n  t h e  g r o u p  h e a l t h  i n s u r a n c e  o b t a i n e d  b y  t h e  a u t h o r -
l

23 i t y .

24: (d) U p o n  a p p l i c a t i o n  b y  a n  e l i g i b l e  s t a t e  p r o g r a m ,  t h e  a u t h o r i t y

25 m a y ,  b e g i n n i n g  F e b r u a r y  1, 1 9 9 2 ,  a l l o w  t h e  e l i g i b l e  s t a t e  p r o g r a m  t o

26 p a r t i c i p a t e  i n  t h e  g r o u p  h e a l t h  i n s u r a n c e  o b t a i n e d  b y  t h e  a u t h o r i t y .

T I V  O T »  A  r p T 7  A P T ? M n T T 7 P  a . .



c o o p e r a t e  i n  t h e  d e v e l o p m e n t  o f  t h e  u s e  o f  t h e  h e a l t h  c a r e  p r o v i d e r  

p a y m e n t  s y s t e m ,  r a t e  s c h e d u l e s ,  a n d  u t i l i z a t i o n  s t a n d a r d s  e s t a b l i s h e d  

b y  t h e  a u t h o r i t y ,  i n c l u d i n g  s h a r i n g  r e l e v a n t  i n f o r m a t i o n .

S e c .  2 1 . 7 7 . 0 2 0 .  B O A R D  O F  D I R E C T O R S ;  O R G A N I Z A T I O N .  (a) T h e  

a u t h o r i t y  s h a l l  b e  m a n a g e d  b y  a  b o a r d  o f  d i r e c t o r s  c o m p o s e d  o f  1 5  

m e m b e r s  a p p o i n t e d  b y  t h e  g o v e r n o r  a s  f o l l o w s :

(1) o n e  n o n v o t i n g  m e m b e r  r e p r e s e n t i n g  t h e  l e g i s l a t i v e

b r a n c h ;

(2) o n e  n o n v o t i n g  m e m b e r  r e p r e s e n t i n g  t h e  j u d i c i a l  b r a n c h ;

(3) t w o  m e m b e r s  r e p r e s e n t i n g  t h e  e x e c u t i v e  b r a n c h ;

(4) t w o  m e m b e r s  r e p r e s e n t i n g  l a b o r  o r g a n i z a t i o n s ;

(5) t w o  m e m b e r s  r e p r e s e n t i n g  s c h o o l  d i s t r i c t s ;

(6) t w o  m e m b e r s  r e p r e s e n t i n g  m u n i c i p a l i t i e s ;

(7) t w o  m e m b e r s  r e p r e s e n t i n g  t h e  D e p a r t m e n t  o f  H e a l t h  a n d  

S o c i a l  S e r v i c e s ;

(8) t w o  m e m b e r s  r e p r e s e n t i n g  h e a l t h  c a r e  p r o v i d e r s ;

(9) o n e  m e m b e r  r e p r e s e n t i n g  t h e  U n i v e r s i t y  o f  A l a s k a .

(b) A  m e m b e r  o f  t h e  b o a r d  s e r v e s  f o r  a  t e r m  o f  f i v e  y e a r s .  T h e

b o a r d  s h a l l  e l e c t  f r o m  i t s  m e m b e r s h i p  a  p r e s i d e n t ,  v i c e - p r e s i d e n t ,  a n d

s e c r e t a r y .  M e m b e r s  o f  t h e  b o a r d  s e r v e  w i t h o u t  c o m p e n s a t i o n  b u t  a r e

e n t i t l e d  t o  r e c e i v e  p e r  d i e m  a n d  t r a v e l  e x p e n s e s  a u t h o r i z e d  f o r  b o a r d s

a n d  c o m m i s s i o n s  u n d e r  A S  3 9 . 2 0 . 1 8 0 .  M e m b e r s  o f  t h e  b o a r d  a r e  s u b j e c t  
(

t o  A S  3 9 . 5 0 .

S e c .  2 1 . 7 7 . 0 3 0 .  G E N E R A L  ? U W E R S .  (a) T h e  a u t h o r i t y  m a y

(1) b e g i n n i n g  F e b r u a r y  1, 1 9 9 2 ,  e x e r c i s e  t h e  p o w e r s  g r a n t e d  

t o  i n s u r e r s  u n d e r  t h e  l a w s  o f  t h e  s t a t e ;  i f  t h e  a u t h o r i t y  a c t s  a s  a n  

i n s u r e r ,  t h e  a u t h o r i t y  s h a l l  c o m p l y  w i t h  t h e  r e q u i r e m e n t s  a p p l i c a b l e  

t o  i n s u r e r s  u n d e r  t h i s  t i t l e ;

(2) s u e  o r  b e  s u e d ;
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(3) e n t e r  i n t o  c o n t r a c t s  o r  a g r e e m e n t s ;

(4) e s t a b l i s h  a d m i n i s t r a t i v e  o r  a c c o u r t i n g  p r o c e d u r e s ;

(5) c o l l e c t ,  i n v e s t ,  a n d  d i s b u r s e  f u n d s ;

(6) a d o p t  n e c e s s a r y  r e g u l a t i o n s  a n d  p r o c e d u r e s  f o r  i m p l e ­

m e n t a t i o n  o f  t h i s  c h a p t e r .

(b) I n  e x e r c i s i n g  i t s  p o w e r s  u n d e r  t h i s  c h a p t e r ,  t h e  a u t h o r i t y  

m a y  n o t  p a r t i c i p a t e  d i r e c t l y  o r  i n d i r e c t l y  i n  a  c o l l e c t i v e  b a r g a i n i n g  

a g r e e m e n t .

S e c .  2 1 . 7 7 . 0 4 0 .  D U T I E S  O F  B O A R D ;  A N N U A L  R E P O R T .  T h e  b o a r d  

s h a l l ,  i n  o b t a i n i n g  g r o u p  h e a l t h  i n s u r a n c e  r e q u i r e d  u n d e r  t h i s  c h a p ­

t e r ,  p r o v i d e  c o m p r e h e n s i v e  c o v e r a g e  a t  t h e  l o w e s t  p o s s i b l e  c o s t  p e r  

e l i g i b l e  e m p l o y e e .  T h e  b o a r d  s h a l l  p r o v i d e  t o  t h e  g o v e r n o r  a n d  t o  t h e  

l e g i s l a t u r e  a n  a n n u a l  r e p o r t  c o v e r i n g  t h e  p r e v i o u s  f i s c a l  y e a r ' s  

a c t i v i t i e s  o f  t h e  a u t h o r i t y .  E v e r y  t h i r d  f i s c a l  y e a r  t h e  a u t h o r i t y  

s h a l l  i n c l u d e  i n  t h e  a n n u a l  r e p o r t  a  c o s t  a n d  b e n e f i t  a n a l y s i s  o f  t h e  

h e a l t h  i n s u r a n c e  r e q u i r e d  u n d e r  t h i s  c h a p t e r .

S e c .  2 1 . 7 7 . 0 5 0 .  S T A F F  A N D  P R O F E S S I O N A L  S E R V I C E S  C O N T R A C T S .  T h e  

a u t h o r i t y  s h a l l  e m p l o y  a n  e x e c u t i v e  d i r e c t o r  w h o  s e r v e s  a t  t h e  p l e a ­

s u r e  o f  t h e  a u t h o r i t y  a s  i t s  c h i e f  a d m i n i s t r a t i v e  o f f i c e r .  T h e  e x e c u ­

t i v e  d i r e c t o r  m a y ,  w i t h  t h e  a p p r o v a l  o f  t h e  a u t h o r i t y ,  s e l e c t  a n d  

e m p l o y  a d d i t i o n a l  s t a f f  a s  n e c e s s a r y .  E m p l o y e e s  o f  t h e  a u t h o r i t y  a r e

i n  t h e  e x e m p t  s e r v i c e  u n d e r  A S  3 9 . 2 5 . 1 1 0 .  I n  a d d i t i o n  t o  i t s  s t a f f  o f  
(

r e g u l a r  e m p l o y e e s ,  t h e  a u t h o r i t y  m a y  c o n t r a c t  f o r  t h e  s e r v i c e s  o f  

c o n s u l t a n t s  a n d  p r o f e s s i o n a l ,  t e c h n i c a l ,  a n d  f i n a n c i a l  a d v i s o r s  t h e  

a u t h o r i t y  c o n s i d e r s  n e c e s s a r y  f o r  t h e  p u r p o s e  o f  d e v e l o p i n g  i n f o r m a ­

t i o n ,  c o n d u c t i n g  h e a r i n g s ,  s t u d i e s ,  i n v e s t i g a t i o n s ,  o r  o t h e r  p r o c e e d ­

i n g s ,  o r  o t h e r w i s e  e x e r c i s i n g  i t s  p o w e r s .

S e c .  2 1 . 7 7 . 0 6 0 .  P R O C U R E M E N T  O F  I N S U R A N C E .  (a) T h e  a u t h o r i t y



h e a l t h  i n s u r a n c e  c o v e r i n g  e l i g i b l e  e m p l o y e e s  o f  t h e  s t a t e ,  a  m u n i c ­

i p a l i t y ,  o r  a  d i s t r i c t ,  i f  t h e  e m p l o y e r  h a s  e l e c t e d  t o  p a r t i c i p a t e ,

f r o m  a n  i n s u r e r  a u t h o r i z e d  t o  t r a n s a c t  b u s i n e s s  i n  t h e  s t a t e  u n d e r

A S  2 1 . 0 9 ,  o r  a c t  a s  a  s e l f - i n s u r e r  i f  t h e  a u t h o r i t y  d e t e r m i n e s  t h a t  

s e l f - i n s u r a n c e  c a n  p r o v i d e  t h e  d e s i r e d  i n s u r a n c e  c o v e r a g e  a n d  b e n e f i t s  

a t  a  l o w e r  c o s t  p e r  e l i g i b l e  e m p l o y e e .

(b) E x c e p t  w h e n  a c t i n g  a s  a  s e l f - i n s u r e r ,  t h e  a u t h o r i t y  s h a l l  

o b t a i n  g r o u p  h e a l t h  i n s u r a n c e  i n  c o m p l i a n c e  w i t h  t h e  p r o v i s i o n s  o f  

A S  3 6 . 3 0  a n d  s h a l l  m a k e  a v a i l a b l e  b i d  s p e c i f i c a t i o n s  f o r  d e s i r e d  g r o u p  

h e a l t h  i n s u r a n c e  b e n e f i t s  t o  a l l  i n s u r a n c e  c a r r i e r s  l i c e n s e d  i n  t h e  

s t a t e  a n d  q u a l i f i e d  t o  p r o v i d e  t h e  d e s i r e d  b e n e f i t s .  T h e  s p e c i f i c a ­

t i o n s  s h a l l  b e  m a d e  a v a i l a b l e  a t  l e a s t  o n c e  e v e r y  f i v e  y e a r s .

S e c .  2 1 . 7 7 . 0 7 0 .  S T A T E  G R O U P  H E A L T H  I N S U R A N C E  F U N D .  T h e  s t a t e  

g r o u p  h e r  1 t h  i n s u r a n c e  f u n d  i s  c r e a t e d  i n  t h e  g e n e r a l  f u n d .  T h e  f u n d

c o n s i s t s  o f  m o n e y  a p p r o p r i a t e d  b y  t h e  l e g i s l a t u r e ,  a n d  p r e m i u m s  c o l ­

l e c t e d  u n d e r  A S  2 1 . 7 7 . 0 8 0 .  T h e  f u n d  s h a l l  b e  m a n a g e d  a n d  i n v e s t e d  b y  

t h e  b o a r d .  T h e  b o a r d  m a y  e x p e n d  m o n e y  f r o m  t h e  f u n d  t o  c a r r y  o u t  t h e  

p r o v i s i o n s  o f  t h i s  c h a p t e r .

S e c .  2 1 . 7 7 . 0 8 0 .  I N S U R A N C E  P R E M I U M S .  (a) T h e  a u t h o r i t y  s h a l l  

p r o v i d e  t h a t  s u f f i c i e n t  p r e m i u m s  a r e  c o l l e c t e d  t o  p r o v i d e  t h e  r e ­

q u i r e d  i n s u r a n c e  c o v e r a g e  a n d  t o  p a y  t h e  e x p e m - .  o f  t h e  a u t h o r i t y .  

A l l  p r e m i u m s  s h a l l  b e  d e p o s i t e d  i n  t h e  f u n d .
I

(b) R e s e r v e s  r e m a i n i n g  a t  t h e  t e r m i n a t i o n  o f  a n  i n s u r a n c e  c o n ­

t r a c t  s h a l l  b e  i n v e s t e d  b y  t h e  a u t h o r i t y  i n  t h e  s a m e  m a n n e r  a s  r e t i r e ­

m e n t  f u n d s  a r e  i n v e s t e d  u n d e r  A S  1 4 . 2 5 . 1 8 0 .

S e c .  2 1 . 7 7 . 0 9 0 .  P A R T I C I P A T I O N ;  W A I V E R .  (a) T h e  s t a t e ,  a  m u n i c ­

i p a l i t y ,  o r  a  d i s t r i c t  m a y  p a r t i c i p a t e  i n  t h e  g r o u p  i n s u r a n c e  c o v e r a g e  

p r o v i d e d  b y  t h e  a u t h o r i t y .  I f  t h e  s t a t e ,  m u n i c i p a l i t y ,  o r  d i s t r i c t

1



c o n t i n u e  t o  p a r t i c i p a t e  u n l e s s  a  w a i v e r  i s  g r a n t e d  b y  t h e  b o a r d .

(b) I n  d e t e r m i n i n g  w h e t h e r  a  w a i v e r  s h o u l d  b e  g r a n t e d ,  t h e  b o a r d

s h a l l  e s t a b l i s h  m i n i m u m  b e n e f i t  a n d  f i n a n c i a l  s t a n d a r d s  f o r  t h e  d e ­

s i r e d  g r o u p  h e a l t h  i n s u r a n c e  c o v e r a g e .  T h e  m i n i m u m  b e n e f i t  a n d  f i n a n ­

c i a l  s t a n d a r d s  a n d  t h e  p r o p o s e d  t i m e  s c h e d u l e  f o r  r e s p o n s i v e  o f f e r s  

s h a l l  b e  s e n t  t o  a l l  p a r t i c i p a n t s  a t  t h e  t i m e  t h e  r e q u e s t  f o r  p r o p o s a l  

f o r  t h e  d e s i r e d  g r o u p  h e a l t h  i n s u r a n c e  c o v e r a g e  i s  i s s u e d .  E x c e p t  a s  

p r o v i d e d  i n  (d) o f  t h i s  s e c t i o n ,  a  p a r t i c i p a n t  s e e k i n g  a  w a i v e r  o f  

c o v e r a g e  s h a l l  m a t c h  t h e  m i n i m u m  b e n e f i t  a n d  f i n a n c i a l  s t a n d a r d s  s e t  

o u t  i n  t h e  r e q u e s t  f o r  p r o p o s a l  f o r  t h e  d e s i r e d  g r o u p  h e a l t h  i n s u r a n c e  

c o v e r a g e .  P a r t i c i p a n t s  s h a l l  s u b m i t  d o c u m e n t a t i o n  o f  t h e i r  i n s u r a n c e  

c o v e r a g e  m a t c h i n g  t h e  b o a r d ' s  m i n i m u m  b e n e f i t  a n d  f i n a n c i a l  r e q u i r e ­

m e n t s  b e f o r e  t h e  d e a d l i n e  e s t a b l i s h e d  b y  t h e  b o a r d .  T h e  b o a r d  m a y  

a p p r o v e  o r  d i s a p p r o v e  a  w a i v e r  o f  p a r t i c i p a t i o n  b a s e d  o n  t h e  d o c u m e n ­

t a t i o n  s u b m i t t e d  b y  t h e  p a r t i c i p a n t  r e g a r d i n g  t h e  b e n e f i t  a n d  f i n a n ­

c i a l  s t a n d a r d s  e s t a b l i s h e d  b y  t h e  b o a r d .  O n c e  t h e  b o a r d  a w a r d s  t h e  

i n s u r a n c e  c o n t r a c t ,  a  p a r t i c i p a n t  m a y  n o t  b e  g r a n t e d  a  w a i v e r  d u r i n g  

t h e  t e r m  o f  t h e  c o n t r a c t .

(c) A  p a r t i c i p a n t  m a y  s e p a r a t e l y  p r o v i d e  f o r  h e a l t h  i n s u r a n c e  

c o v e r a g e  a d d i t i o n a l  t o  t h a t  o f f e r e d  b y  t h e  a u t h o r i t y ,  a n d  m a y  p r o v i d e  

f o r  m a r k e t i n g  a n d  s e r v i c i n g  t o  b e  d o n e  b y  l i c e n s e d  i n s u r a n c e  a g e n t s .

(d) T h e  b o a r d  s h a l l  g r a n t  a  w a i v e r  t o  a  p a r t i c i p a n t  w h o  e l e c t s
(

n o t  t o  p r o v i d e  g r o u p  h e a l t h  i n s u r a n c e  t o  e m p l o y e e s . A  w a i v e r  g r a n t e d  

u n d e r  t h i s  s u b s e c t i o n  t a k e s  e f f e c t  a t  t h e  e x p i r a t i o n  o f  t h e  e x i s t i n g  

h e a l t h  i n s u r a n c e  c o v e r a g e .

S e c .  2 1 . 7 7 . 1 0 0 .  D E F I N I T I O N S .  I n  t h i s  c h a p t e r

(1) " a u t h o r i t y "  m e a n s  t h e  A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r ­

a n c e  A u t h o r i t y ;

(2) " b o a r d "  m e a n s  t h e  b o a r d  o f  d i r e c t o r s  o f  t h e  A l a s k a  
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S t a t e  G r o u p  H e a l t h  I n s u r a n c e  A u t h o r i t y ;

(3) " d i s t r i c t "  h a s  ttuj m e a n i n g  g i v e n  i n  A S  1 4 . 1 7 . 2 5 0 ;

(4) " e l i g i b l e  e m p l o y e e "  m e a n s  a n  e m p l o y e e  o f  a  p a r t i c i p a n t  

w h o  q u a l i f i e s  f o r  g r o u p  h e a l t h  i n s u r a n c e  b e n e f i t s  a s  d e t e r m i n e d  b y  t h e  

p a r t i c i p a n t ;

(5) " e l i g i b l e  s t a t e  p r o g r a m "  m e a n s  a  p r o g r a m  i n  w h i c h  a n  

a g e n c y  o f  t h e  s t a t e  p r o v i d e s  h e a l t h  c a r e  o r  p r o v i d e s  f u n d s  t o  p u r c h a s e  

h e a l t h  c a r e ;

(6) " f u n d "  m e a n s  t h e  s t a t e  g r o u p  h e a l t h  i n s u r a n c e  f u n d ;

(7) " g r o u p  h e a l t h  i n s u r a n c e "  m e a n s  c o v e r a g e  t h a t  m a y  i n ­

c l u d e  l i f e  i n s u r a n c e ,  a c c i d e n t a l  d e a t h  a n d  d i s m e m b e r m e n t ,  m e d i c a l  c a r e

a n d  t r e a t m e n t ,  d e n t a l  c a r e ,  e y e  c a r e ,  a n d  o t h e r  g r o u p  h e a l t h  c o v e r a g e  

a s  d e t e r m i n e d  b y  t h e  a u t h o r i t y ;

(8) " m u n i c i p a l i t y "  i n c l u d e s  a  p u b l i c  c o r p o r a t i o n  e s t a b ­

l i s h e d  b y  a  m u n i c i p a l i t y ;

(9) " p a r t i c i p a n t "  m e a n s  t h e  s t a t e ,  a  m u n i c i p a l i t y ,  o r  a

d i s t r i c t ;

( 1 0 )  " p a y m e n t  s y s t e m "  m e a n s  a  s y s t e m  o r  m e t h o d  t h a t  s t r e a m ­

l i n e s  o r  r e s u l t s  i n  c o s t  e f f i c i e n t  p a y m e n t s  t o  h e a l t h  c a r e  p r o v i d e r s ;

( 1 1 )  " r a t e  s c h e d u l e s "  m e a n s  s c h e d u l e s  o f  a l l o w a b l e  p a y m e n t s  

f o r  h e a l t h  c a r e  r e l a t e d  s e r v i c e s  b a s e d  o n  g e o g r a p h i c  r e g i o n s ,  a c t u a l  

p r o v i d e r  c o s t s ,  a n d  a v a i l a b i l i t y  o f  s e r v i c e s ;
I

( 1 2 )  " s t a t e "  m e a n s  t h e  e x e c u t i v e ,  l e g i s l a t i v e ,  a n d  j u d i c i a l  

b r a n c h e s  o f  s t a t e  g o v e r n m e n t ,  o r  a n  o r g a n i z a t i o n a l  u n i t  o f  a  b r a n c h ,  

a n d  i n c l u d e s  t h e  U n i v e r s i t y  o f  A l a s k a  a n d  a  p u b l i c  c o r p o r a t i o n  o f  t h e  

s t a t e  c r e a t e d  w i t h i n  a  p r i n c i p a l  e x e c u t i v e  d e p a r t m e n t ;

( 1 3 )  " u t i l i z a t i o n  s t a n d a r d s "  m e a n s  a  s y s t e m  t o  m o n i t o r ,  

t r a c k ,  a n d  v e r i f y  p a t t e r n s  o f  t r e a t m e n t  b y  h e a l t h  c a r e  p r o v i d e r s  t h a t  

a s s u r e s  t h a t  c o s t  e f f i c i e n t  a n d  c o s t  e f f e c t i v e  c a r e  i s  p r o v i d e d  w i t h i n
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a c c e p t e d  m e d i c a l  s t a n d a r d s  w i t h o u t  r e d u c i n g  t h e  q u a l i t y  o f  c a r e .

*  S e c .  3. A S  3 9 . 2 5 . 1 1 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  p a r a g r a p h  t o  r e a d :

( 3 0 )  e m p l o y e e s  o f  t h e  A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r a n c e  

A u t h o r i t y .

*  S e c .  4. A S  3 9 . 5 0 . 2 0 0 ( b )  i s  a m e n d e d  b y  a d d i n g  a  n e w  p a r a g r a p h  t o  r e a d :

(50) A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r a n c e  A u t h o r i t y  ( A S  2 1 . -

7 7 ) .

*  S e c .  5. S T A G G E R E D  I N I T I A L  T E R M S .  N o t w i t h s t a n d i n g  A S  2 1 . 7 7 . 0 2 0 ( b ) ,  

e n a c t e d  i n  s e c .  2 o f  t h i s  A c t ,  t h e  t e r n s  o f  t h e  i n i t i a l  m e m b e r s  o f  t h e  

b o a r d  o f  d i r e c t o r s  o f  t h e  A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r a n c e  A u t h o r i t y  w h o  

a r e  a p p o i n t e d  u n d e r  A S  21 . 7 7 . 0 2 0 ( a ) ,  e n a c t e d  i n  s e c .  2 o f  t h i s  A c t ,  s h a l l  

b e  s t a g g e r e d  b y  t h e  g o v e r n o r .  T h r e e  m e m b e r s  s h a l l  s e r v e  f o r  o n e  y e a r ,  f o u r  

m e m b e r s  f o r  t w o  y e a r s ,  f o u r  m e m b e r s  f o r  t h r e e  y e a r s ,  a n d  f o u r  m e m b e r s  f o r  

f o u r  y e a r s .

*  S e c .  6. R E P O R T .  T h e  A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r a n c e  A u t h o r i t y  

s h a l l  r e p o r t  t o  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  b y  M a r c h  1, 1 9 9 1 ,  o n  t h e  

p r o g r e s s  m a d e  b y  t h e  a u t h o r i t y  i n  e s t a b l i s h i n g  a  h e a l t h  c a r e  p r o v i d e r  

p a y m e n t  s y s t e m ,  r a t e  s c h e d u l e s ,  a n d  u t i l i z a t i o n  s t a n d a r d s .

*  S e c .  7. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  u n d e r  A S  0 1 . 1 0 . 0 7 0 ( c ) .



S E N A T E  B I L L  2 5 4  B Y  S E N A T O R  D U N C A N
S t a t e  A f f a i r s

A L A S K A  S T A T E  G R O U P  H E A L T H  I N S U R A N C E  A U T H O R I T Y  
" A n  A c t  r e l a t i n g  t o  g r o u p  h e a l t h  i n s u r a n c e ;  

a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

S e c t i o n  1 .

P U R P O S E

T h e  p u r p o s e  o f  t h i s  a c t  i s  t o  e s t a b l i s h  t h e  A l a s k a  S t a t e  
G r o u p  H e a l t h  I n s u r a n c e  A u t h o r i t y .  B y  F e b r u a r y  1 ,  1 9 9 0  t h e  
A u t h o r i t y  h a s  t h e  r e s p o n s i b i l i t y  t o  c r e a t e  a n d  m a i n t a i n :

( a )  a  r a t e  s c h e d u l e  t o  b e  u s e d  i n  A l a s k a  w h i c h  w i l l  r e f l e c t
t h e  v a s t  g e o g r a p h i c  d i f f e r e n c e s  a n d  a v a i l a b i l i t y  o f  
s e r v i c e s  i n  r u r a l  a n d  u r b a n  a r e a s ;

( b )  s t a t e w i d e  u t i l i z a t i o n  s t a n d a r d s  t o  c o n t r o l  
i n a p p r o p r i a t e  o r  i m p r o p e r  u t i l i z a t i o n  p r a c t i c e s  t o  
r e d u c e  t h e  r a t e  o f  i n f l a t i o n  i n  t h e  c o s t  o f  h e a l t h  c a r e  
i n  A l a s k a ;  a n d

( c )  a n  e f f i c i e n t  p r o v i d e r  p a y m e n t  s y s t e m  t o  r e d u c e  t h e  c o s t  
t o  p r o v i d e r s  w h o  a r e  s e r v i n g  e m p l o y e e s  o f  t h e  
p a r t i c i p a n t s  i n  t h e  a u t h o r i t y .

T h e  s t a t e ,  m u n i c i p a l i t i e s ,  a n d  s c h o o l  d i s t r i c t s  w i l l  b e n e f i t
b y  u s i n g  t h e  p r o v i d e r  p a y m e n t  s y s t e m ,  r a t e  s c h e d u l e ,  a n d

u t i l i z a t i o n  s t a n d a r d s  e s t a b l i s h e d  b y  t h e  A u t h o r i t y .

S e c t i o n  2 .

C R E A T I O N  O F  T H E  A U T H O R I T Y

T h e  a u t h o r i t y  i s  e s t a b l i s h e d  i n  t h e  D e p a r t m e n t  o f  C o m m e r c e  
a n d  E c o n o m i c  D e v e l o p m e n t .  I t  h a s  a  1 5  m e m b e r  b o a r d  o f  d i r e c t o r s  

a p p o i n t e d  b y  t h e  G o v e r n o r  w i t h  t h e  g e n e r a l  p o w e r s  p r o v i d e d  t o  

q u a s i  g o v e r n m e n t  a g e n c i e s  i n c l u d i n g  t h e  h i r i n g  o f  s t a f f  a n d  e n t e r  

i n t o  c o n t r a c t s  f o r  p r o f e s s i o n a l  s e r v i c e s .  I n  a d d i t i o n ,  a f t e r  
F e b r u a r y  1 ,  1 9 9 2 ,  t h e  A u t h o r i t y  m a y  e x e r c i s e  t h e  p o w e r s  g r a n t e d  
t o  o t h e r  i n s u r e r s  l i c e n s e d  i n  t h e  s t a t e .

B O A R D  O F  D I R E C T O R S

T h e  b o a r d  o f  d i r e c t o r s  w i l l  b e  c o m p o s e d  o f  1 5  m e m b e r s  
r e p r e s e n t i n g :

( 1 )  o n e  n o n v o t i n g  m e m b e r  o f  t h e  l e g i s l a t i v e  b r a n c h ;

( 2 )  o n e  n o n v o t i n g  m e m b e r  o f  t h e  j u d i c i a l  b r a n c h ;
( 3 )  t w o  m e m b e r s  r e p r e s e n t i n g  t h e  e x e c u t i v e  b r a n c h ;
( 4 )  t w o  m e m b e r s  r e p r e s e n t i n g  l a b o r  o r g a n i z a t i o n s ;

( 5 )  t w o  m e m b e r s  r e p r e s e n t i n g  s c h o o l  d i s t r i c t s ;

( 6 )  t w o  m e m b e r s  r e p r e s e n t i n g  m u n i c i p a l i t i e s ;

( 7 )  t w o  m e m b e r s  r e p r e s e n t i n g  t h e  D e p a r t m e n t  o f  H e a l t h  a n d
S o c i a l  S e r v i c e s ;

( 8 )  t w o  m e m b e r s  r e p r e s e n t i n g  h e a l t h  c a r e  p r o v i d e r s ;

( 9 )  o n e  m e m b e r  r e p r e s e n t i n g  t h e  U n i v e r s i t y  o f  A l a s k a .

T h e s e  a p p o i n t e e s  s e r v e  f o r  a  f i v e  y e a r  t e r m  a n d  e l e c t
o f f i c e r s  f r o m  t h e  b o a r d  m e m b e r s h i p .  T h e y  a r e  e n t i t l e d  t o  p e r  

d i e m  a n d  t r a v e l  e x p e n s e s  b u t  m a y  n o t  o t h e r w i s e  b e  c o m p e n s a t e d  f o r  
t h e i r  s e r v i c e s  a s  a  b o a r d  m e m b e r .

-- 4 0 / Z ' s  A  / —
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P O W E R S  O F  T H E  A U T H O R I T Y

T h e  A u t h o r i t y  m a y :

( 1 )  a f t e r  F e b r u a r y  1 ,  1 9 9 0  e x e r c i s e  t h e  p o w e r s  g r a n t e d  t o  

i n s u r e r s  u n d e r  t h e  l a w s  o f  t h e  s t a t e ,  a n d  s h a l l  c o m p l y  
w i t h  t h e  r e q u i r e m e n t s  a p p l i c a b l e  t o  i n s u r e r s  u n d e r  t h i s  
t i t l e ;

( 2 )  s u e  o r  b e  s u e d ;

( 3 )  e n t e r  i n t o  c o n t r a c t s  f o r  a g r e e m e n t s ;

( 4 )  e s t a b l i s h  a d m i n i s t r a t i v e  a n d  a c c o u n t i n g  p r o c e d u r e s ;
j ' 5 )  c o l l e c t ,  i n v e s t ,  a n d  d i s b u r s e  f u n d s ;
( 6 )  a d o p t  n e c e s s a r y  r e g u l a t i o n s  a n d  p r o c e d u r e s  f o r  

i m p l e m e n t a t i o n  o f  t h i s  c h a p t e r .
T h e  a u t h o r i t y  m a y  n o t  p a r t i c i p a t e  i n  c o l l e c t i v e  b a r g a i n i n g  

a c t i v i t i e s .

A N N U A L  R E P O R T ,  S T A F F  A N D  P R O F E S S I O N A L  S E R V I C E S

T h e  b o a r d  s h a l l  a n n u a l l y  r e p o r t  t o  t h e  g o v e r n o r  a n d  t h e  

l e g i s l a t u r e  o n  i t s  p r e v i o u s  f i s c a l  y e a r ' s  a c t i v i t i e s  a n d  e v e r y  
t h i r d  y e a r  i n c l u d e  a  c o s t  b e n e f i t  a n a l y s i s  o f  t h e  h e a l t h  
i n s u r a n c e  r e q u i r e d  u n d e r  t h i s  c h a p t e r .

T h e  a u t h o r i t y  s h a l l  e m p l o y  a n  e x e c u t i v e  d i r e c t o r ,  w h o  w i t h  
t h e  a p p r o v a l  o f  t h e  a u t h o r i t y  m a y  s e l e c t  a n d  e m p l o y  a d d i t i o n a l  
s t a f f  a s  n e c e s s a r y .  T h e  a u t h o r i t i e s  e m p l o y e e s  a r e  i n  t h e  e x e m p t  

s e r v i c e .  T h e  a u t h o r i t y  m a y  c o n t r a c t  f o r  p r o f e s s i o n a l  a n d  
t e c h n i c a l  s e r v i c e s  i t  d e t e r m i n e s  n e c e s s a r y  t o  e x e r c i s e  i t s  
p o w e r s .

P R O C U R E M E N T  O F  I N S U R A N C E

A f t e r  F e b r u a r y  1 ,  1 9 9 0  t h e  a u t h o r i t y  s h a l l  p u r c h a s e  a  p o l i c y  

o r  p o l i c i e s  o f  g r o u p  h e a l t h  i n s u r a n c e  c o v e r i n g  e l i g i b l e  e m p l o y e e s  
o f  t h e  s t a t e ,  a  m u n i c i p a l i t y ,  o r  a  d i s t r i c t  i f  t h e  e m p l o y e r  h a s  

e l e c t e d  t o  p a r t i c i p a t e .  T h e  a u t h o r i t y  m a y  a c t  a s  a  s e l f - i n s u r e r  
i f  i t  i s  d e t e r m i n e d  t h a t  s e l f - i n s u r a n c e  w i l l  p r o v i d e  t h e  d e s i r e d  
i n s u r a n c e  c o v e r a g e  a n d  b e n e f i t s  a t  a  l o w e r  c o s t  p e r  e l i g i b l e  
e m p l o y e e .

W h e n  p u r c h a s i n g  g r o u p  h e a l t h  i n s u r a n c e  t h e  a u t h o r i t y  s h a l l  

c o m p l y  w i t h  t h e  p r o v i s i o n s  o f  T i t l e  3 6  a n d  s h a l l  m a k e  b i d  
s p e c i f i c a t i o n s  a v a i l a b l e ,  o n c e  e v e r y  f i v e  y e a r s ,  t o  a l l  i n s u r a n c e  

c a r r i e r s  l i c e n s e d  i n  A l a s k a  a n d  q u a l i f i e d  t o  p r o v i d e  t h e  d e s i r e d  
b e n e f i t s .

S T A T E  G R O U P  H E A L T H  I N S U R A N C E  F U N D  A N D  P R E M I U M S

T h e  s t a t e  g r o u p  h e a l t h  i n s u r a n c e  f u n d  i s  c r e a t e d  i n  t h e  
g e n e r a l  f u n d .  I t  c o n s i s t s  o f  a p p r o p r i a t i o n s  a n d  p r e m i u m s  
c o l l e c t e d  u n d e r  t h i s  t i t l e .  M o n e y  i n  t h e  f u n d  s h a l l  b e  m a n a g e d  

a n d  i n v e s t e d  b y  t h e  b o a r d  a n d  t h e  b o a r d  m a y  e x p e n d  f u n d s  f r o m  t h e  

f u n d  t o  c a r r y  o u t  i t s  o p e r a t i o n s .
T h e  a u t h o r i t y  s h a l l  c o l l e c t  s u f f i c i e n t  p r e m i u m s  t o  p r o v i d e  

t h e  r e q u i r e d  i n s u r a n c e  c o v e r a g e  a n d  t o  p a y  t h e  e x p e n s e s  o f  t h e  

a u t h o r i t y .
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P A R T I C I P A T I O N  A N D  W A I V E R

T h e  a u t h o r i t y  m a y  a l s o  g r a n t  a  w a i v e r  o f  p a r t i c i p a t i o n  t o  
t h e  s t a t e ,  a  m u n i c i p a l i t y  o r  a  s c h o o l  d i s t r i c t  w h o  h a s  e l e c t e d  t o  
p a r t i c i p a t e .  T h e  b o a r d  m a y  a p p r o v e  o r  d i s a p p r o v e  a  w a i v e r  w h e n  
t h e  p a r t i c i p a n t  c a n  d o c u m e n t  t h e  a b i l i t y  t o  m a t c h  t h e  m i n i m u m  

b e n e f i t  a n d  f i n a n c i a l  s t a n d a r d s  e s t a b l i s h e d  b y  t h e  b o a r d  f o r  t h e  
d e s i r e d  g r o u p  h e a l t h  c o v e r a g e .

P a r t i c i p a n t s  m a y  s e p a r a t e l y  p r o v i d e  f o r  h e a l t h  i n s u r a n c e  i n  
a d d i t i o n  t o  t h a t  p r o v i d e d  b y  t h e  A u t h o r i t y .

D E F I N I T I O N S

( 1 )  a u t h o r i t y ,  m e a n s  t h e  A l a s k a  S t a t e  G r o u p  H e a l t h  I n s u r a n c e  
A u t h o r i t y  ;

( 2 )  b o a r  m e a n s  t h e  b o a r d  o f  d i r e c t o r s  o f  t h e  A l a s k a  G r o u p  
H e a l t h  I n t  ^ n c e  A u t h o r i t y ;

( 3 )  d i s t r i i 1- . ,  m e a n s  a  s c h o o l  d i s t r i c t  o r  R E A A ;
( 4 )  e l i g i b l e  e m p l o y e e ,  m e a n s  a n  e m p l o y e e  q u a l i f i e d  f o r  g r o u p  

h e a l t h  i n s u r a n c e  b e n e f i t s  a s  d e t e r m i n e d  b y  t h e  p a r t i c i p a n t ;

( 5 )  f u n d ,  m e a n s  t h e  s t a t e  g r o u p  h e a l t h  i n s u r a n c e  f u n d ;
( 6 )  g r o u p  h e a l t h  i n s u r a n c e ,  m e a n s  c o v e r a g e  t h a t  m a y  i n c l u d e  l i f e  
i n s u r a n c e ,  a c c i d e n t a l  d e a t h  a n d  d i s m e m b e r m e n t ,  w o r k e r s 7 

c o m p e n s a t i o n ,  m e d i c a l  c a r e  a n d  t r e a t m e n t  i n c l u d i n g  M e d i c a r e  a n d  
M e d i c a i d ,  d e n t a l  c a r e ,  e y e  c a r e ,  a n d  o t h e r  g r o u p  h e a l t h  c o v e r a g e  
a s  d e t e r m i n e d  b y  t h e  a u t h o r i t y ;

( 7 )  m u n i c i p a l i t y ,  i n c l u d e s  a  p u b l i c  c o r p o r a t i o n  e s t a b l i s h e d  b y  a  
m u n i c i p a l i t y ;

( 8 )  p a r t i c i p a n t ,  m e a n s  t h e  s t a t e ,  a  m u n i c i p a l i t y ,  o r  a  d i s t r i c t ;

( 9 )  s t a t e ,  m e a n s  t h e  e x e c u t i v e ,  l e g i s l a t i v e ,  a n d  j u d i c i a l  
b r a n c h e s  o f  s t a t e  g o v e r n m e n t ,  o r  a n  o r g a n i z a t i o n a l  u n i t  o f  a  

b r a n c h ,  a n d  i n c l u d e s  t h e  U n i v e r s i t y  o f  A l a s k a ,  a n d  a  p u b l i c  

c o r p o r a t i o n  o f  t h e  s t a t e  c r e a t e d  w i t h i n  a  p r i n c i p a l  e x e c u t i v e  
d e p a r t m e n t .

S e c t i o n  3 .

P l a c e s  e m p l o y e e s  o f  t h e  a u t h o r i t y  i n  t h e  e x e m p t  s e r v i c e .  

S e c t i o n  4 .

R e q u i r e s  b o a r d  m e m b e r s  o f  t h e  a u t h o r i t y  t o  c o m p l y  w i t h  t h e  

c o n f l i c t  o f  i n t e r e s t  s t a t u t e s .

S e c t i o n  5 .

P r o v i d e s  t h a t  t h e  a u t h o r i t y  w i l l  s u n s e t  o n  J u n e  3 0 ,  1 9 9 5 .  

S e c t i o n  6 .

P r o v i d e s  t h a t  t e r m s  o f  t h e  b o a r d  m e m b e r s  w i l l  b e  s t a g g e r e d  

- t i o n  7 .

T h e  A u t h o r i t y  i s  r e q u i r e d  t o  m a k e  a  p r o g r e s s  r e p o r t  t  

a t u r e  b y  M a r c h  1 ,  1 9 9 1 .  T h e  r e p o r t  c o v e r s  t h e  A u t *

I n  e s t a b l i s h i n g  t h e  h e a l t h  c a r e  p r o v i d e r  p a y m e r  

" • u l e ,  a n d  u t i l i z a t i o n  s t a n d a r d s .

' o r  a n  i m m e d i a t e  e f f e c t i v e  d a t e .



P e r s o n a l  S e r v i c e s :

E x e c u t i v e  D i r e c t o r  2 4 A  $ 7 3 . 2 / 1 0  m o n t h s  
C l e r k  T y p i s t  I I I  8 B  $ 2 9 . 4 / 1 0  m o n t h s

T o t a l  P e r s o n a l  S e r v i c e s

$ 6 1 . 0
2 4 . 5

T r a v e l :

A s s u m e  b o a r d  m e e t i n g s  e v e r y  t w o  m o n t h s  f o r  1 5  
b o a r d  m e m b e r s  a t  a n  a v e r a g e  c o s t  o f  $ 4 0 0  p e r  
t r i p .

$ 4 0 0  x  1 5  x  6  $ 3 6 . 0

S t a f f  t r a v e l  f o r  E x e c u t i v e  D i r e c t o r :
B o a r d  m e e t i n g s  $ 4 0 0  x  4  1 . 6
O n e  m e e t i n g  p e r  m o n t h  $ 4 0 0  x  8  3 . 2

T o t a l  T r a v e l  $  4 0 . 8

C o n t r a c t u a l : —-

O f f i c e  S p a c e  -  5 0 0  s q .  f t .  @ $ 1 . 7 5  x  8  $  7 . 0
T e l e p h o n e  -  $ 2 0 0  x  8  m o n t h s  1 . 6
P o s t a g e  $ 2 0 0  x  8  m o n t h s  1 . 6

A d v e r t i s i n g  a n d  P r i n t i n g  5 . 0

P r o f e s s i o n a l  S e r v i c e s  C o n t r a c t ( s )  1 2 5 . 0
w h i c h  m a y  i n c l u d e :

R a t e  s t u d i e s  

U t i l i z a t i o n  r e s e a r c h  
F i n a n c i a l  s y s t e m s  a n a l y s i s

T o t a l  C o n t r a c t u a l  S e r v i c e s  $ 1 4 0 . 2

S u p p l i e s :

$ 1 0 0 0  p e r  e m p l o y e e  $  2 . 0
S o f t w a r e  1 . 5

T o t a l  S u p p l y

Equipment:
2  P C ' s  a n d  a  p r i n t e r  

B o o k c a s e s  a n d  f i l e  c a b i n e t s  
D e s k s  a n d  c h a i r s  
P h o t o c o p i e r  

P h o n e  s y s t e m  
M i s c e l l a n e o u s

$ 1 1 . 0

1 . 2

4 . 0
2 . 0  

.8

2 . 0

Total E q u i p m e n t

T o t a l  O p e r a t i n g

$ 2 1 . 0  

$ 2 9 2 . 0



R e c e n t l y  I  r e c e i v e d  a  c o p y  o f  a  l e t t e r  s e n t  b y  M i c h a e l  H u r s t  t o  

G . G . U .  m e m b e r s  c i t i n g  t h e  " a c t u a l "  c o s t  f o r  e m p l o y e e s  h e a l t h  
c a r e .

A s  y o u  a r e  a w a r e  I  a m  q u i t e  c o n c e r n e d  a b o u t  r i s i n g  H e a l t h  c a r e  
c o s t s  i n  t h e  s t a t e  a n d  t h e  c o s t  t o  e m p l o y e e s .  A s  a  m e m b e r  o f  t h e  

H e a l t h  C a r e  C o s t  C o n t a i n m e n t  T a s k  F o r c e  w e  h a v e  r e v i e w e d  t h e  
c o s t s  u n d e r  t h e  A e t n a  p l a n  a n d  h a v e  m a d e  r e c o m m e n d a t i o n s  t h a t  
w o u l d  r e d u c e  c o s t s  b u t  n o t  r e d u c e  b e n e f i t s .  T h e  t " > s k  f o r c e  h a s  
m a d e  r e c o m m e n d a t i o n s  t h a t  a l l o w e d  f o r  t h e  r e c o v e r y  o f  p a s t  d u e  
r e f u n d s  a n d  c o s t  c o n t a i n m e n t  s a v i n g s  t o t a l i n g  o v e r  1 0  m i l l i o n  
d o l l a r s .

T h e  l e t t e r  m a y  m i s l e a d  G . G . U .  m e m b e r s  a s  i t  o u t l i n e s  a  9 . 6  

m i l l i o n  d o l l a r  s u r p l u s  a t  t h e  e n d  o f  t h e  p l a n  a c c o u n t i n g  p e r i o d  
e n d i n g  J u n e  3 0 ,  1 9 8 9 ,  w h e n  i n  f a c t  t h e  b a l a n c e  w a s  a c t u a l l y  7 . 2  

m i l l i o n .  I n  p a s t  y e a r s  t h e  p l a n  w a s  i n  a  d e f i c i t  p o s i t i o n .

T h i s  s u r p l u s  w a s  u s e d  ( a l o n g  w i t h  c o s t  c o n t a i n m e n t  p r o v i s i o n s )  t o  

r e d u c e  t h e  p r e m i u m  f r o m  $ 4 3 1 . 7 2  t o  $ 3 8 4 . 5 9  p e r  e m p l o y e e  p e r  m o n t h  
a n d  t o  g u a r a n t e e  t h i s  p r e m i u m  l e v e l  u n t i l  J a n u a r y  3 1 ,  1 9 9 1 .

I t  m u s t  b e  n o t e d  t h a t  t h e  7 %  h e a l t h  c a r e  i n f l a t i o n  p o i n t e d  o u t  i n  
H u r s t ' s  l e t t e r  i s  n o t  a  r e a l i s t i c  p r o j e c t i o n  w h e n  h e a l t h  c a r e  

i n f l a t i o n  i n  t h e  S t a t e ' s  p l a n  h a s  b e e n  t r a c k i n g  a t  1 9 . 9 8 %  p e r  
y e a r  f o r  t h e  l a s t  f i v e  y e a r s .

I f  h e a l t h  c a r e  c o s t s  c o n t i n u e  t o  r i s e  a t  2 0 %  p e r  y e a r  t h e  c u r r e n t  

$ 3 8 5 . 0 0  p r e m i u m  w i l l  i n c r e a s e  s u b s t a n t i a l l y  u n l e s s  w e  c a n  
f i n d  w a y s  t o  s l o w  o r  s t o p  t h i s  p a c e .  T h e  T a s k  F o r c e  i s  

e v a l u a t i n g  l o n g  t e r m  w a y s  t o  c u r b  h e a l t h  c a r e  i n f l a t i o n  i n  t h e  
S t a t e  a n d  w i l l  b e  r e p o r t i n g  t h e s e  f i n d i n g s .



H e a l t h  I n s u r a n c e  A u t h o r i t y  

S B  2 5 4

B a c k g r o u n d

*  S u p p l e m e n t a l  R e q u e s t  F Y  8 9  o f  2 1 . 8  m i l l i o n  t o  c o v e r  
i n c r e a s e d  H e a l t h  C a r e  p r e m i u m s .

*  I n c r e a s i n g  c o s t s  o f  H e a l t h  C a r e  i n  A l a s k a  f r o m  7 5  m i l l i o n  

i n  F Y  8 0  t o  i n  e x c e s s  o f  3 0 0  m i l l i o n  i n  F Y  9 0 .

*  H e a l t h  I n s u r a n c e  p r e m i u m s  f o r  e m p l o y e e s  i n c r e a s i n g  f r o m  
$ 2 1 7 . 6 5  i n  F Y  8 4  t o  $ 4 3 1 . 7 2  i n  F Y  8 9  a n  i n c r e a s e  o f  9 8 %  
i n  f i v e  y e a r s .  T h e  n a t i o n a l  a v e r a g e  i n  1 9 8 9  w a s  $ 2 1 6 . 0 0

*  H e a l t h  C a r e  T a s k  F o r c e  C r e a t i o n

*  S h o r t  t e r m  -  w a y s  t o  r e d u c e  s u p p l e m e n t a l  r e q u e s t s

*  M i d  t e r m  -  w a y s  t o  r e d u c e  F Y  9 0  c o s t s

*  L o n g  t e r m  -  w a y s  t o  r e d u c e  h e a l t h  c a r e  c o s t s  i n

A l a s k a .

H e a l t h  I n s u r a n c e  A u t h o r i t y

*  C o o r d i n a t e  b u y i n g  p o w e r  o f  S t a t e  p l a n s  t o  r e d u c e  h e a l t h  

c a r e  c o s t s  i n  A l a s k a .

*  L o w e r  c o s t  o f  p l a n  a d m i n i s t r a t i o n

*  R e a l i z e  t r e n d s  i n  h e a l t h  c a r e  d e l i v e r y  a n d  a d j u s t  
a c c o r d i n g l y .



H e a l t h  I n s u r a n c e  A u t h o r i t y  

S B  2 5 4  b y  S e n a t o r  D u n c a n

P u r p o s e :

T o  p r o v i d e  a  v e h i c l e  t h a t  e n a b l e s  c o s t  e f f e c t i v e  h e a l t h  c a r e  
d e l i v e r y  t o  a l l  p a r t i c i p a n t s  o f  S t a t e  h e a l t h  p l a n s  ( i n c l u d i n g  
a c t i v e / r e t i r e e s  o f  S t a t e ,  M u n i c i p a l  a n d  E d u c a t i o n )  ,  i n  o r d e r  t o  
h e l p  c u r b  e s c a l a t i n g  h e a l t h  c a r e  c o s t s .

C u r r e n t l y  e a c h  e n t i t y  p u r c h a s e s  h e a l t h  c a r e  f r o m  a  n u m b e r  o f  

h e a l t h  i n s u r a n c e  p r o v i d e r s  f o r  t h e i r  p l a n s .  B y  c r e a t i n g  a  h e a l t h  

i n s u r a n c e  a u t h o r i t y  e a c h  p a r t i c i p a t i n g  e n t i t y  w o u l d  i n  e f f e c t  
h a v e  t h e  a b i l i t y  t o  r e a l i z e  t h e  c o s t  e c o n o m i e s  o f  a  m u c h  l a r g e r  
g r o u p  (  1 3 4 , 0 0 0  p a r t i c i p a n t s  v s  2 4 , 0 0 0 ) .  T h i s  w o u l d  e n a b l e  t h e  

a u t h o r i t y  t o  n e g o t i a t e  p a y m e n t  r a t e s  a n d  u t i l i z a t i o n  f a c t o r s  w i t h  
h e a l t h  c a r e  p r o v i d e r s  a n d  p r o v i d e  f o r  a p p r o p r i a t e  c a r e  d e l i v e r y  
a t  a n  a p p r o p r i a t e  c o s t .  T h e  a u t h o r i t y  c o u l d  b e  e x p a n d e d  t o  
i n c l u d e  m e d i c a i d  a n d  w o r k e r s  c o m p e n s a t i o n  b e n e f i t  s y s t e m s .

T h e  a u t h o r i t y  c o u l d  p h a s e  i n  r e s p o n s i b i l i t i e s  o v e r  a  p e r i o d  o f  
t i m e

P h a s e  I

A u t h o r i t y  C r e a t e d  -

E s t a b l i s h  p r o v i d e r  p a y m e n t  a n d  u t i l i z a t i o n  

s t a n d a r d s  f o r  u s e  b y  p a r t i c i p a t i n g  e n t i t i e s  
w i t h  t h e i r  c u r r e n t  h e a l t h  p l a n s .

P h a s e  I I

S t a r t  t o  p o o l  p u r c h a s i n g  o f  c o v e r a g e  v o l u n t a r i l y  
b y  e n t i t i e s .

P h a s e  I I I

P o o l  a l l  e n t i t i e s  t o  g i v e  m a x i m u m  c o s t  
e f f i c i e n c i e s .



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

Employee/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  4i non

(134,900)

a) Some of the people appearing in item 2 wi l l  be counted in item 5.

b) Estim ates of dependents in items 3 and 4 assume that the groups 
exhibit the same age and sex characteristics as in group I.



My name is Barbara Huff, I am the President of the Anchorage Municipal Employees 

Association (AMEA). I represent approximately 575 Municipality of Anchorage employees.

I am also a member of the Anchorage Municipal Coalition Unions and the State’s Health 

Care Cost Containment Task Force.

Senate Bill 254, an Act relating to group health insurance or the pooling concept of public 

employee health benefit plans, is of great importance to my members and the Municipality 

of Anchorage.

The Municipality of Anchorage over at least the last 5 years has seen a drastic increase 

in the cost of health benefits which it provides for it’s employees. The Anchorage School 

District has seen a similar dilemma.

Recently an agreement was reached between the Anchorage Municipal Employees 

Association and the Municipality of Anchorage which, in effect, reduced health benefits 

to offset a projected 22 percent cost increase for 1990.

There is just so much cost containment and cost shifting that can be accomplished. We 

have reached that point in the municipality and I can only anticipate that future insurance 

premium increase will result in two things happening: 1. Costs to the individual employee 

will reach the point where the family can't afford the protection and 2. The benefits will 

come down at the same time rendering what coverage is left virtually useless in certain 

common medical emergencies.
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Senate Bill 254 would establish a mechanism whereby the State, Municipality of 

Anchorage and various school districts and Universities could pool their numbers and use 

this economy of size to the advantage of all public employees in purchasing a basic health 

care plan. This large group of people could also jointly operate a cost containment 

program that, again, would realize significant savings by way of the economy of scale 

principle.

In an ideal situation each group of public employees would prefer to select it's own health 

care coverage. Unfortunately, the cost trends are making this impossible. The proposed 

legislation would allow pooling of numbers for basic coverage while still allowing individual 

employee groups to enhance the coverage depending on their own priorities and ability 

to pay.

This compromise, to me, seems to allow the employee to retain options v/nile still 

benefiting from a far greater purchasing power than his own group could exercise.

I recommend the bill be adopted.



C O N S U L T A N T S ’ R E P O R T  

T O  T H E  

S T A T E  O F  A L A S K A  

H E A L T H  C A R E  C O S T  C O N T A I N M E N T  T A S K  F O R C E  

J U N E A U ,  A L A S K A

J A N U A R Y  2 9 ,  1 9 9 0

Jeffrey A. Malek ••
Area Assistant Vice President 
Arthur J. Gallagher & Company 
160 Spear Street, Suite #1100 
San Francisco, California 94105 
1 (800) 546-9300, Ext. #427
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POOLING FINDINGS U P D A T E

There are 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 $ 52.88; Employee pays $ 35.28 = $ 88.16

Family Coverage - State pays $154.02; Employee pays $102.70 = $256.72

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

confusion on the $500.00 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 pool 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 containment. 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 

70,000 (23,000 primary insureds) state, county, city, 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 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.)



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 $3,656,424 for the 1989 plan year. 

If Alaska could effect similar savings in administrative costs, the savings would be $2.5 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

Carrier
Administration Costs As A 
Percent of Total Costs

Company A 6.3*

Company B 7.0

Company D 6.4*

Company E 

Company F

9.3

5j!

Simple Average 6.8

Alaska (Aetna) 6.5

PEHP 3.5

♦These companies also administer a 401(K) plan to employees as well as other programs.



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 usual 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 II), 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, $80,818,125 was paid for claims if savings similar to Utah’s experience are 

realized, the State of Alaska would save between $6.4 million and $20.0 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 Surgical Opinion

* Utilization Review

* Pre-Certification

* Managed Mental Health and Substance Abuse

* Alternate Care Settings (Home Health)

* Pharmacy P.P.O.

* Outpatient Surgery

* Preferred Provider Network

* Flex Plan (See Attachment)

* Three Phase Wellness Plan (See Attachment)



-  Screening

-  Education and Assistance

-  One-On-One Guidance, If Necessary

These several plan designs, cos: 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

State 

Arizona 

Colorado 

Idaho 

Montana 

Nevada

New Mexico - Plan A 

New Mexico -  Plan B 

Wyoming 

Average

Annual Premium Growth 
Rate For Last Five Years

17.2%

6.4 

4.0

5.5

4.6 

23.8

9.6

6.7

9.7

Alaska (Aetna 3 years) 19.98 

Utah 6.6

Medical CPI .. 6.7

Estimated 
Increased FY’90

N/A

N/A

30%

26

15

30

30 

52

31

0 (Revised) 

23-31*

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



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 frcm 

$308.00 to $325.00 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 - $3.0 million

Provider Arrangements 6.4 - $20.0 million

Slowing Premium Increase T.B.D.

Recognize Trends/Adjust 2.0 - $10.0 million

Total Estimated Savings $10.4 - $33.0 million
for active and retiree plans



Office of the Legislative Auditor General
State Capitol Salt Lake City, Utah 84114 (801) 538-1033

WAYNE L. WELSH. CPA 
AUDITOR CENEXAL

Audit Subcommittee of the Legislative Management Committee
Senator Wllford R. Black. |r.. Chairman •  Senator Dlx H. McMuWn 
Representative lack F. DeMann •  Represenrative Beverly j. Whitt

February 2, 1989 
ILR-89-D

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

Subject: Public Employees' Health Plan 

Dear Legislators:

This report has been provided to give the Legislature some 
additional background information on rising public employee health 
insurance costs. 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 organizations 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 limited 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 interaountain states and five local insurance companies, 
and 3) a comparison of PEHP administrative costs to five local 
health care providers with self-insurance programs. PEHP appears to 
be slightly below average for customary and reasonable reimbursement 
rates compared to five other insurance carriers and below the



50th p erce ntile of the Med-Index for Utah's market. PEHP premium 
increases appear to be slightly lower than other groups over the 
nast five years and the current request appears justified. PEHP 
administrative  costs are low compared to other self-insurance 
groups. This report does not discuss p o l i c y  issues nor draw any 
solid concl usions but tries to provide some comparative data.

C u s t o m a r y  and Reasonable Reimbursement Rates

PEHP reimbursement rates for.seven selected medical procedures 
are in the m i d d l e  range when compared to rates of five local 
insurance companies. The reimbursement rates are negotiated or
accepted by insurance companies w i t h  h ealth 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 m a x i m u m  reimbursement for each 
proced ure so each claim paid will not exceed this amount. Since
rates are renegotiated or estimated from health care costs, the 
rates are c onst antly changing. Our review was only limited 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 h a v e  been at the high end four or five years ago. Also, one 
c o mpany m a y  have recently established new rates w h i l e  another
c o m pany is using older rates accounting for some disparity between 
r a t e s .

Ou r  review looked at established reimbursement rates for seven 
high f r e q u e n c y  and high dollar volume m e dic al practices based on 
claims filed w i t h  Public Employees Health Plan (PEHP). We compared 
the total allowed cost of the seven procedures under traditional and 
preferred care w i t h  five other insurance companies. Table I shows 
how PEHP rates compare to other insurance groups operating in the 
state.



Page 3
Legislators
February 2, 1989

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

(For Detail See Attachment A)

TABLE I

Company
Allowed Costs For Seven 

.rocedures Under A 
Traditional Froaram

Allowed Costs For Seven 
Procedures Under A 
Preferred Proaram

Company A* $6,940 $5,925
Company B** 5,560 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 6,384 5,965

This company has a preferred provider network.
** This company common reimbursement rate was used although it does 

operate some health maintenance groups to try to keep costs 
lower.* * *  This company uses a combination of health maintenance 
organization and preferred providers.

As Table I shows, ;?EHP traditional rates are lower 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. It is 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 PEKP's preferred plan.

PEHP tries to reduce overall claims by using a global fee
schedule which may include other procedures which other companies 
would pay separately. For example, P E H P’s global fee for a normal 
child delivery would include any ultra-sound examination during 
pregnancy where another company may be billed separately for the 
ultra-sound usage. Thus, it is difficult to say conclusively which 
company has negotiated the best rates. Also, the majority of



PEHP claims are paid at the preferred rate rather than the higher 
traditional rate. Although PEHP's largest membership is in the 
traditional program, m a n y  traditional members use PEHP's preferred 
provider network. These claims are reimbursed at the preferred rate 
rather than the traditional rate which lowers the claims costs to 
PEHP.

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 various reimbursement 
codes to determine ten frequently reimbursed procedures incurring 
large d ollar claims at PEHP. Table II shows PEHP's fees for these 
ten procedures compared to the Med-Index*s fall of 1988, 50th and 
80th p ercenti les for health care costs in Utah.

T A B L E  II

C o m p a r i s o n  of Cu stomary and Reasonable Reimbursements 
For Ten Common Procedures For Health Care

Procedure PEHP
Traditional

PEHP
Preferred

Med. Index 
50 Percentile

Med. Index 
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 1,098 1,271
Procedure D 1,064 1,008 1,277 1,427
Procedure E 1,190 1,065 1,260 1,385
Procedure F 700 627 664 717
Procedure G 280 259 275 322
Procedure H 28 22 25 30
Procedure I 9 8 10 12
Procedure J 47 42 52 58

Totals 6,468 6,036 7,221 8,003

T h e  P E H P  traditional and preferred rates do compare favorably 
w i t h  the 50th percent ile of the Med-Index for Utah's market. The 
total cost of „the ten procedures for PEHP traditional program was 
$6,468 or approx i m a t e l y  12 percent lower than the $7,221 for the 50 
percen tile of the Med-Index. PEHP preferred program total cost was 
$6,036 or appro x i m a t e l y  20 percent lower than the 50th percentile. 
PEHP tries to m a i ntai n its rates slightly below the 50th 
percentile. The index serves as a indicator of what range health 
care providers bill for ea ch procedure. Two of the five companies 
we surv eyed use the M e d - I n d e x  to set their m a x i m u m  reimbursement 
rates.
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Preaioa Increase*

Our 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 over 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 be 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 to determine how much benefit changes affected premium 
increases in other states or in Utah insurance companies. Table III 
shows how PEHP's premium increases compare to other western states.

TABLE III

Comparison of Rate Increases For Faaily 
P r e m i u m  By Other Western States

State Annual
For

Premium Growth Rate 
Last Five Years

Estimated 
Increase 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 2 3 .a 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 its reserves. To fund 
the $2.4 million ?ppropriation over time could increase premiums 
from 2 to 10 percent. PEHP also will reduce benefits by 10 
percent.
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T a b l e  III shows U t a h’s premium increases have been lower on 
average than the w e stern states we surveyed. P E H P’s requested 
premium increase/ w h e n  the benefit reduction is excluded, is close 
to 31% or the average premium increase being projected by other 
w e ste rn states in Table III.

Additionally, we compared selected Ut ih insurance companies 
against PEHP's ra!:e experience. Table IV shows premium increases 
within  Utah.

T A B L E  IV

Comparison of Rate Increases by 
Carriers Located in Utah

Company Annual Premium Growth Rate Estimated Benefits
------------------- F.o.r-Ths Past Five Years________Increase FY 90 Modified
C o m pany A 7.5% N/A Yes
Company  B 24.7 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 
and the de crease

not include the one 
in benefits.

time appropriation requested

Several  companies have recently experienced significant 
increases making the average higher when compared to PEHP. However, 
the data show PEHP's p r e m i u m  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 p r e m i u m  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 pack age to keep the 30 to 31 percent increase down in the 20 
to 21 p e r c e n t  range.

C o m p a n y  B reported the highest growth even though it reports a 
low re imbursement rate schedule shewn on Table I and in the 
Appendix. This w o u l d  suggest that other factors than just a low 
reimbursement rate will impact increases in p r emium rates. It 
appears that low reimbursement rates m a y  result in additional 
ut i l i z a t i o n  increasing the amount of claims paid b y  an .Insurance 
company.
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Company B reported the highest premium rate increases even 
though it reports the lowest reimbursement rate schedule shown on 
Table I 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 low reimbursement rates may r e s i n  
additional utilization 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 utilization 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 costs 
since the group accepts the risk of controlling utilization 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 Costs

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 have 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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C o m p a r i s o n  of Administrative Costs Between 
Self Insured Carriers For Health Care

T A B L E  V

Carrier A dministrative 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 A v e r a g e 6 .8

PEHP 3.5

•  M  *  W  V  M  •  W  | *  *  U « «  W W  W 4 I I K  7  W W W  U  W  r»  ^  ^

as other programs.

PEHP average is below the reported administrative cost of all 
the other companies w i t h  self-insurance programs. Actuaries in the 
field of h e a l t h  care indicate any administrative cost below six 
percent is c o n s i d e r e d  very good in the self-insurance area. 
However, w e  d i d  not determin e if additional administrative costs 
would result in overa ll savings to PEHP in claims paid. For 
example, additional staff to conduct more pre-and post-audits could 
p o ten tially reduce claims but would increase administrative costs. 
This type of study w o u l d  take several months to complete accurately 
and might not be concl u s i v e  even then.

We hope this letter provides you w i t h  the information you need 
on these issues. If y o u  have any questions or need additional 
information, please let us know.

Sincerely,

W ayne L. Welsh 
Auditor General

WLW:CF/syg
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TABLI V I

Coapariaon of Cuatoaary and Beaaonabla Bainburaaaanta 
For Taa Coaaon Procedural For Health Cara

Procedura PEHP Avaraga 
Traditional fA-E)

Company
A

Company
3

Company
C

Company
D

Company
!

Proc. A *1,003 SI.001 SI,125 s aoo SI,181 S 950 S 950
Proc. B 1,204 1,340 1,500 1,000 1,600 1,300 1,300
Proc. C 938 1,075 938 890 1,271 1,075 1,200
Proc. 0 1,064 1,212 1,207 990 1,427 1,188 1,250
Proc. B 1,190 1,170 1,190 1,020 1,385 1,063 1,190
Proc. F 700 668 700 600 717 625 700
Proc., G 280 282 280 260 322 250 298
Proc. H 28 24 M/A 20 30 22 23
Proc\ I 9 9 M/A 7 12 a 8
Proc. J 47 46 M/A 45 58 M/A 35

Tabla VII

Coatparlaon of Coatoaary and Baaaonabla Baiabnrscnanta
For Tan Coainon Procadnraa For Health Cara

Procadura PEHP Avaraga Company Company Company Company Company
Preferred (A-El A B c D E

Proc. A * 950 S 967 S 956 S 800 SI,181 S 950 S 950
Proc. B 1,150 1,295 1,275 1,000 1,600 1,300 1,300
Proc. C 905 1,009 800 890 1,271 1,075 M/A
Proc. D 1,008 1,160 1,034 990 1,427 1,188 M/A
Proc. 8 1,065 1,122 1,020 1,020 1,385 1,063 H/A
Proc. F 590 636 600 600 717 625 M/A
Proc. G 255 268 240 260 322 250 M/A
Proc. B 22 23 19 20 30 22 23
Proc. I - 8 8 6 7 12 8 8
Proc. J 42 43 32 45 58 M/A 35



RESPONSE TO AUDIT 

REIMBURSEMENT RATES

Although th# comparison shows that botfi Tradtfonsi arid Preferred Cars hsvs negotiated 
good rNmOurssmsnt rats# ter physicians, analysis shows fhal 8m  refmburssment rate lor the 
Preferred Cara's global fa# indudaa many dagnostfc feee tut irs normatfy Mled as separate 
procedure# to other carrier*.

An important conatderatfon is th# fecily charge# in conjunction with surgicai procedures. 
Preferred Care ha# p r o M  phym dm t and selected them based on quafty issues and how we! 
they have utftzed ths system in the past A recant analysis ol many procedures shows that Ms 
system ie working wefl. For example, whan comparing our Profaned providers wtfi non* 
Preferred providers lor caesarean section, the average fscflhy charge for cxr Preferred providers 
was &30C teas. Our Tradtional Care program restods 0* lengtii of stay for kvpelent 
hoapftalzation for many high volume prooedurae. For exampte, nn unoompteatod hysterectomy 
is Imtted to three days lor females leas than 50 year* of age. ft i» not uncommon for our 
Prefsrred physicians to Imlt ths kvpabant stay to two days. Total charges for hysterectomise for 
our Preferred providers art over HQQQltea than r>on-Preferred providers.

PREMIUM INCREASES

Although th# Pubic D nptoyee* Health Program oompcres favorably with bcit private 
carriers in Utah and othar Wwtem stateo, hero irs other t adore that ara important to recognize. 
In the past ft# Pubic Emptoyeaa Heart) Program has made lump sum payments to Eta State 
general fund from suptua* generrted; therefore, edjuttmants world be neoeaaary tor paat 
premium increases. Refund aejustment* would show lower pest premium Increasae.

At th# present time, there are 1.186 acriy retires# in the Tradrtonal Cere system. 
Because they ere indudsd in the risk pool w!h adtvs employee#. here la a subsidy trom active 

employee#. TMs group's experience haa conttouled to De size ot lie premlun Increeee being 
requested

AOMMMTRATiyi C06T8

Artteugh th# Pubic Employ### Heart) Program compare# vary favorably w*h otoer eei- 
insured carriers, and even mare favorably erft) indemnity cantors, the year ttat we# used for th# 
comparison indude# many on# time Mart up expendturee.

That# reeuAad whan SaN Lsk# County, SaA Lake Ctiy and ai Utah Local Qovemments 
Treat group# joined th# system. Examples of on# time expendlurea todudad in tit# ooata 
preeentad wi a new computer system, office furniture, eqiipmeni and suppies ter 20 new 
emptoyweo.
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SECTION I 

C O N T I N U E D  DISCUSSION R E G A R D I N G  

P O O L I N G  C O N C E P T S



I. C O N T I N U E D  DISCUSSION R E G A R D I N G  F O O L I N G  C O N C E P T S

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 years and Hawaii for 28 years).

W e  recommend that you accept the invitations from Hawaii and Utah to personally 

experience the benefits of pooling.

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 

over 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 board 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 based on 

each entities experience. The fund provides Dual Choice Medical and Dental, T w o  -

H.M.O/s, Life and Long-Term Disability coverage. The coverages are self-funded with in- 

house administration and claim 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 »at<~ 18 2 0 months in the 

future, and medical inflation has required increases in contributions earlier than originally 

anticipated.



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 Hawaii 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 in 1962 with the base benefit plan and added, dependent care in 1966, 

group life in 1968 and Dental, Vision (V.S.P.) 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.M.O'.'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. All plans are free standing and have 

separate rating and experience.

The fund currently negotiates with carriers on a two year rate guarantee basis that 

coincides with the labor agreements. All contracts are negotiated with the negotiating 

committee which usually occurs every two years.



Hawaii Public Employees Health Fund does not presently employ cost containment 

methods (ie: pre-certification and utilization review) or a preferred provider organization. 

Hawaii is 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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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

Florida Minnesota

HawaUr^/ (^Montan^ 1

Illinois Nebraska

Indiana N e w  Mexico

Iowa North Dakota

Oregon 

Tennessee 

fiat 

Washington 

Wisconsin

A  pool provides many benefits not currently available under the arrangement utilized in 

Alaska, whereby each subgroup may have a separate plan(s).



c

S o m e  o f  th e  a d v a n ta g e s  o f  p o o lin g :

• Economy of scale

Eliminate duplicate or multiple plan costs

• Provides for plan 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.

C-2



• Could still utilize third party vendors for service

This would retain the integrity and cost economies that are necessary in these 

types of programs.

C O N C L U S I O N S

By utilizing the pooling concept you would have the best of all 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. N o w  is the time for Alaska to be able to benefit from 

pooling also.
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R E V I E W  O F  SB254 

"A N  A C T  R E L A T I N G  T O  G R O U P  H E A L T H  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: 

retired, 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 larger base of enrollment, affording the most favorable 

payment schedules to providers and vendors for the state.

C O M M E N T S  O N  SB254

The Authority should have the option to be expanded to include Workmens' 

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 21 (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 by 

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 access members and or issue bonds to fund 

benefits or establish adequate reserves. (See 21.77.070.)
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H E A L T H  C A R E  IN A L A S K A

As a long term cost management strategy of health care costs, pooling provides the best 

vehicle, this has been proven by Hawaii, Utah, N e w  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, workers' 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 n o  exception to these.

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 an 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.

.



c 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.

•  S e t  u p  a n d  o p e ra t io n  o f  A u th o r i t y

(

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

15 - 40% Provider payment schedules/agreements

5 - 7% Recognize trends adjust quickly

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

22 - 53% Total savings estimate: up to 50-100+ million dollars.

This does not include the sentinel effect that would generally slow medical inflation for 

the state plan.
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S U G G E S T E D  TI M E  LINE F O R  I M P L E M E N T A T I O N  O F  P O O L I N G

(

1.

3.

4.

• Passing of SB254 creating "authority"

"Alaska State Group Health Insurance Authority"

First Month

Selection of members 

Organization of Authority/1st meeting 

econd 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 group(s)

Select provider payment strategy 

Eighth through Twelfth Month 

FTP 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

c 8
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NE W  MEXICO'S PUBLIC SCHOOL INSURANCE AUTHORITY

New Mexico schools have found a way to reduce 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 group size 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 school districts were no longer 
at the mercy of insurance companies.
i

In 1984, after several years of rapidly escalating group 
insurance premiums, the New Mexico education community made an 
assessment of its situation and possible solutions. For many 

years, the N E A - N e w  Mexico had been sponsoring a voluntary group in 
which about 7 0 of the state's 8 8  school districts participated".

The largest districts generally did not participate. The group had 

little stability since many districts .wpuld leave the group when 
their claims experience was good enough to secure a lower premium 

standing alone and wo u l d  return to the group when claims experience 
was poor. Both the N E A  group and the districts, which obtained 

their insurance coverage independently, felt they were at the mercy 
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 Boards 

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 wi l l i n g  to participate or legislation which would 

contain some mandates for participation. Representatives of school 
districts voted on these t..o options plus a status quo option and 

overwhelmingly chose the legislative r o u t e 'because of the strength 

and stability it was hoped that would provide to the group.

Because the state was facing a financial crisis, it was not 

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
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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. Office expenses were provided by the Office of 

Education to which the Authority was attached during its first 

year.

There were seven members on the original Authority board - - 
three representatives from labor, three from m a n agement and the 
director of the State Office of Education. The labor and 

management board members represented organizations and were chosen 
by those organizations to serve on the board. Because the 

Authority decided to cover retirees and other educational 

institutions, the board .was expanded in the second y e a r  to include 

a representative from the Ne w  Mexico Educational Retirees 

Association and a representative nominated by participating higher 
education institutions. . .

The three coverages tackled by the Authority in the first year 
were health, including a $ 1 0 , 0 0 0  life coverage for employee only; 

dental and vision. Draft specifications were prepared for each and 
were circulated to all school districts and employee organizations. 
Written comments were requested and hearings were conducted orior 

to development of final specifications. These specifications were 

sent to potential bidders in the form of requests for proposals in 

order to allow maximum flexibility when negotiating w i t h  bid 
finalists.

Seven ma j o r  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 stability of the group wh i c h  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 g r o u p . • 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 plan 

for three years and if a district opts out for one coverage, "it 

must petition for any other coverages and its retirees are not 
eligible for coverage.

-2-



The benefit plans which we r e  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 br o a d e n  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 A u thority ha d  undergone 
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 
Office of Education and made the Authority an independent public 

body. Except for being represented by the Att o r n e y  General's 

Office for purposes of litigation, the Authority purchases all its 

services from the private sector in accordance w i t h  the Stare 

Purchasing Act. This has been accomplished through issuing 
Requests for Proposals which allow for negotiations w i t h  those 

submitting the best proposals. At this time, the A u thority 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, wh i c h  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 Albuauerque 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 control costs was the employment of 

some cost containment features designed to limit or eliminate hospira



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 reason 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 deductibles, 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 designed to maximize cash flow and reduce net 
cost. These have included a m inimum 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 c o s t . • 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.

BENEFITS

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 or. 

September 1, 1985, creating a savings of approximately 

three mil l i o n  six hundred thousand to nine m illion 
dollars.

• j :

B. Health insurance premiums decreased by four million one
hundred thousand dollars, yet overall benefits were 
i m p r o v e d .

C. Dental insurance premiums decreased by one and one half

mi l l i o n  dollars, yet overall benefits we r e  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. Ma n y  retired school employees, who ha d  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 h a d  never existed 

before.

I. Risk-related insurance premiums which had increased an 

average of 53% in 1985-86 and which had been projected to 

increase by an average 27% for the 1986-87 school year 

were held to no increase and many programs which school 
districts were going to have to reduce or eliminate in 
1986-87 could be reinstated.
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expenses of

their representatives during the first year. These organizations 

and the school districts by which their representatives are 

employed have pro v i d e d  much release time for Authority Board 

members to attend committee and Board meetings.

A n  added ben e f i t  which has resulted from all this cooperative 

effort has been an increased trust and respect among labor and 

management organizations. Hopefully, these healthy relationships 

will lead to future cooperative efforts in other areas.
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United State*
General Accounting Office 
Washington, D.C. 20548

H u m a n  Resource* Division

B-230452

April 13, 1988

The Honorable Edward M. Kennedy, Chairman 

The Honorable Orrin G. Hatch, Ranking Minority Member 

Committee on Labor and Human Resources 

United States Senate

This report responds to your March 23, 1987, request 

concerning state-administered health insurance risk pool 

programs. You asked that we determine the programs' 
characteristics, enrollment, and financial experience; the 

characteristics of the per s o n s  they insure; and their success 

in meeting expectations. We  agreed w i t h  your offices to focus 

on the programs in Connecticut, Florida, Indiana, Minnesota, 

North Dakota, and Wisconsin. These si x  state programs h a d  

be e n  in operation for 3 o r  m o r e  years and, therefore, h a d  

sufficient experience to permit analysis. We  also obtained 

information on programs in t h e  other nine states that have 

more recently enacted risk po o l  legislation. W e  o btained oral 

comments on this report from the Department of Health and 

Human Services and have incorporated t h e m  where appropriate.

Risk pool programs pr o v i d e  h e a l t h  insurance to individuals who 

cannot obtain it b ecause their health conditions make t h e m  

unacceptable risks to p r i v a t e  insurers. The programs p rovide 

con?)rehensive insurance coverage s imilar to that of employer- 

sponsored gr o u p  health plans. Costs to the insured are 

re-latlvely h i g h  because of generally large deductibles and 

premiums that are usually 25 to 50 percent more than those 

p a i d  by  individuals w i t h  pr i v a t e  h e a l t h‘insurance.

D espite h i g h  premiums, the programs r®q«-ir« a subsidy. Two 

states subsidize their risk pools directly from state revenue, 

w h i l e  most of the 15 states that have enacted, risk pool 

legislation assess risk pool deficits against insurers doing 

business in the state. In the maj o r i t y  of these states, 

however, insurers ma y  credit th e i r  full share of risk pool 

deficits a gainst state p r e m i u m  or corporate income taxes. 

Allowing a tax credit results in reduced tax collections and 

has much the same effect as financing the risk pool from 

general revenues.

The six programs w e  reviewed have consistently operated at a 
loss, paying an average of $1.60 in claims for each dollar of 

p r e m i u m  income in 1986. A c cording to estimates prepared by 

the Health Care Financing Administ r a t i o n  (H C F A ), private 

insurers nationally paid $0.87 in claims pe r  dollar of premium 

income during that year.



The six programs insured about 20,000 individuals. Middle-' 

aged individuals appear most likely to enroll in risk pools. 

Enrollees incur higher medical expenses than the general 

population. The data available indicate that their expenses 

are higher for treatment.of heart conditions, cancer, and 
diabetes specifically. Insurance industry and advocacy group 

officials believe that risk pools can also he l p  finance the 

cost of treating patients with acquired immunodeficiency 
syndrome (AIDS). State officials expressed concern that AIDS 

patients could increase pr o g r a m  costs, but did not know the 

extent to which persons infected with the virus that causes 
AIDS have enrolled in risk pools.

The six states w e  reviewed have not determined the extent to 

which persons who cannot obtain insurance because of poor 

health are enrolling in risk po o l 3 . State officials generally 

believe, however, that their programs are not serving all 

eligible individuals.

As arranged with your offices, unless you publicly announce 

its contents earlier, we plan no further distribution of this 

report u n t i l ' 30 days after its issue date. At that time, we 
will send copies to other congressional committees having 
jurisdiction over the matters discussed in this report and 

other interested parties.

If you have any questions, please call me on (202) 275 t 6195.

Michael Zirtimermai 

Senior Associate Director
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I N T R O D U C T I O N

About 63 percent of the population is covered by health 

insurance that is related to employment# normally a group insurance 

plan. Persons not covered by a group plan may purchase an 

individual plan. When writing an individual policy, insurance 

companies normally obtain information on the individual's medical 

condition to assess the risks involved in providing coverage. 

Occasionally companies either refuse to provide coverage to, or 

limit coverage for, persons who have chronic medical conditions 

that are costly to treat. These persons are commonly referred to 
as the medically uninsurable.

An estimated 37 million Americans lack health insurance 

coverage. Researchers believe that from 1 to 2 million of these 
persons cannot obtain insurance because of medical conditions that 

make them unacceptable risks to private insurers. Researchers also 

believe that this group is growing because (1 ) an increasingly 
competitive insurance market has led insurers to adopt more 

restrictive h e a l t h  insurance standards? (2 ) increasing health care 

costs, and resulting increased insurance premiums, have discouraged 
some employers from providing group health insurance as an employee 

benefit? and (3) advances in diagnostic testing have enabled 

insurers to identify individuals w h o  have potentially costly 

i l l n e s s e s .

In the past, Blue Cross and Blue Shield Plans have been a 

source of insurance for the medically uninsurable. During the 

1930s, when the plans p i o n e e r e d  he a l t h  insurance, all group and 

individual subscribers pa i d  a u n i f o r m  rate regardless of their 

health status. Enrollment in the plans wa s  open to all, and 

individuals w h o  w e r e  at risk of incurring high medical costs 

benefited because th e i r  p r emiums w e r e  subsidized by lower risk 

individuals’? Co m mercial companies entered the field in the 1940's, 
and a competitive for-profit health insurance industry developed.

In this com p e t i t i v e  environment, Blue Cross and Blue Shield 

Plans began to base p r emiums for large group policies wh o l l y  or 

partly on the group's he a l t h  experience, rather than on the 

experience of all their subscribers. Therefore, the plans had 

fewer lower risk individual subscribers to subsidize health care 

costs for hig h - r i s k  individuals. Not all Blue Cross and Blue 
Shield Plans continue to offer individual insurance coverage 

without regard to h e a l t h  status, referred to as open enrollment.

As of O ctober 1987, Plans in 11 states and the District of Columbia 

offered open enrollment. A p p e n d i x  I lists the states in which 

Plans offer open enrollment.



To help the medically uninsurable, 15 states have passed 

legislation establishing health insurance risk pool p r o g r a m s . 1 
Typically, the states create associations to operate the programs 

and require all insurers doing business in the state to b e  members. 

The associations offer insurance to eligible individuals and 

establish premiums. If premiums do not cover expenses, deficits 
are generally shared among association members. Table 1 shows the 

states that have enacted legislation, and the effective dates.

a Rhode Island established a risk pool in 1975. However., Blue Cross 
and Blue Shield of Rhode Island offers open enrollment. According 

to a state official, no more than 1 0  or 1 2  persons have been 
enrolled in the risk pool at any time. Because of its small size, 

we did not examine the Rhode Island program.

In addition, according to a study conducted by the 

Intergovernmental Health Policy Project, legislatures in 12 states 

considered, but did not enact, legislation authorizing a ‘‘risk pool 

during 1987. A p p e n d i x  II lists these states.

OBJECTIVES, SCOPE, A M D  M E T H O D O L O G Y

On March 23, 1987, the Ch a i r m a n  and the Ranking Minority 

Member of the Senate C o mmittee on Labor and Human Resources asked 

us to obtain information on he a l t h  insurance risk pools. In later 

discussions with their offices, we agreed to obtain information on

J-Blue Cross and Blue Shield Plana in the 15 states with risk pools 

we examined do not offer open enrollment.

State

Table 1; Effective Dates of Risk Pool 

Authorizing Legislationa

Effective date

Connecticut

Minnesota
Wisconsin
North Dakota

Indiana

Florida

Montana

Tennessee

Nebraska
Iowa

N e w  Mexico

Washington

Illinois
Maine

Oregon

Apr. 1976 

July 1976 

Jan. 1981 
July 1981 

Sept. 1981 

July 1982 

July 1985 

July 1986 

Sept. 1986 
Jan. 1987 

Apr. 1987 

May 1987 
Apr. 1987 

Sept. 1987 

Sept. 1987



—  the programs' characteristics, including eligibility 

requirements, covered medical services, deductibles, and 
coinsurance requirements;

—  the programs' experience concerning enrollment, premium 

income, claims expenses, and subsidy requirements;

-- e n r o l l e s ' characteristics, including age, gender, primary 

illness, and the types and costs of medical services they 
have received; and

—  the extent to which the programs have met the expectations 

that led to their creation.

As agreed with the Senators' offices, our review focused on 

the programs in Connecticut, Florida, Indiana, Minnesota, North 

Dakota, and Wisconsin. These six state programs had been in 
operation for 3 or more y e a r 3  and, therefore, had sufficient 

experience to permit analysis. W e  also obtained information on 
programs in the nine other states that have more recently 
established risk pools.

In the six states, w e  spoke with and obtained and reviewed 
appropriate documentation from (1 ) risk pool program 

administrators, (2 ) officials of state insurance departments, and 

(3) representatives of private groups interested in the programs. 

For the other nine states, we interviewed and obtained documents 

from program administrators. W e  also interviewed representatives 

of national organizations interested in risk pools. Appendix III 

lists the groups and organizations w e  coxitacted.

To obtain information on p r o g r a m  characteristics, we analyzed 

a uthorizing legislation, reviewed pro g r a m  administrative policies 

and procedures, and examined risk pool insurance policies. We 

compared p r o g r a m  characteristics to data on employer-sponsored 

group insurance plana reported b y  the Bureau of Labor Statistics 
(BLS) "in its'-June 1987 Survey of Employee Benefits in Large and 

M e d i u m  Firms, 1 9 8 6 . W e  discussed p r o g r a m  characteristics.- with 

p r o g r a m  administrators, state insurance department officials, and 

representatives of p rivate groups interested in risk pools to 

obtain their views of h o w  p r o g r a m  characteristics affect pro g r a m  

o p e r a t i o n s .

To ob t a i n  information on the programs' enrollment and 

financial experience, w e  analyzed p r o g r a m  financial and operating 

reports p r epared b y  pro g r a m  administrators and state insurance 

departments. We alBO discussed enrollment and financial trends 

with these officials.

To obtain information on the insured, we analyzed reports 

p repared by program administrators and state insurance departments,



and interviewed p rogram administrators, risk pool association 

representatives, and state insurance officials. Except for 

Wisconsin, which surveyed risk pool enrollees in 1982, 1984, and 

1986, limited information on the characteristics of the insured was 

available. Moreover, the results of W i s c o n s i n ' 3  surveys ma y  not 

accurately represent the character:.sties of enrollees in that 

state's risk pool because many of those surveyed did not respond, 

and state officials did not analyze the characteristics of 

nonrespondents to determine whether differences existed between 

them and respondents.

To obtain information on h o w  well the programs have met the 

expectations that led to their creation, we examined authorizing 

legislation and reviewed legislative histories and program 

evaluations where available. We also discussed the programs' 
effectiveness w i t h  p r o g r a m  administrators, state insurance 

officials, and representatives of private groups interested in risk 

p o o l s .

Our fieldwork was conducted between April and November 1987 in 

accordance with generally accepted government auditing standards.
We  obtained o*al comments from the Department of Health and Human 

Services, and have revised the report to reflect these comments 
where appropriate.

RISK POOL PROGRAM 

CHARACTERISTICS

Risk pools provide health insurance that is comprehensive, but 

costly, to persons who can afford, bu t  have difficulty obtaining, 
health insurance. Risk pool insurance covers a broad range of 

health services comparable to those covered through group-"health 

insurance plans offered by large and medium-sized employers.

Deductibles, or the covered medical expenses an enrollee pays 

before the p l a n  pays, are usually h i g h e r  under risk pool insurance 

than under typircal; group plans. Further, premiums charged for risk 

pool insurance are normally 25 to 50 percent h i g h e r  than rates 

private insurers charge for an individual policy. The premiums 

that risk pools charge do not cover claims expenses. Risk pool 

operating losses are generally shared among private insurers doing 

business in the state. Mo s t  states, however, allow insurers to 
offset these losses through state tax credits.

Risk Pool Man a g e m e n t

The organizational structures of the 15 state risk pools are 

essentially the same. The risk pool is operated by an association 
consisting of health insurance providers doing business in the 

state, including commercial health insurance companies and Blue 

Cross and Blue Shield Plans. Twelve states also require he a l t h  

maintenance organizations to be association members. While



six states provides ror 3 elf-insured org a n i z a t i o n s 2 
on members, U.S. district courts ha v e  held that, 

under the provisions of the Employee Retirement Income Security Act 
of 1974, employers with self-insured health plans are exempt from 

state insurance regulation and therefore cannot be required to 
participate in a risk pool.

The risk pool association manages the program through its 

governing body, which generally includes health insurance industry 
officials, state government officials, and consumer 

representatives. The association recommends pr e m i u m  rates and 

changes in program benefits wit h i n  the framework of authorizing 
legislation. The association contracts with an insurance company 

to administer the program, issue policies, collect premiums, 

process claims, and maintain financial records.

State insurance departments oversee program ope r a t i o n s — they 

review and approve program operating plans, premium rates, and 

changes in program benefits. The departments also review program 

performance.

To be eligible for risk pool enrollment, individuals must 

normally have been rejected for health insurance by one or more 

insurers. Ten states also grant eligibility to persons who either 

hold or have been offered a policy w i t h  premiums higher than risk 
pool premiums. Eleven states permit enrollment if an individual 

was offered a policy that excluded coverage of specific medical 

conditions. Seven states allow applicants w i t h  specified 

diseases— such as cancer, acquired immunodeficiency syndrome 

(AIDS), or juvenile d i abetea— that generally make it difficult to 

obtain insurance to enroll w ithout meeting other requirements. 

Table 2 summarizes the eligibility requirements of the various 

state programs.

^Self-insured organizations directly bear the risk and cost of 

providing health care coverage rather than purchasing coverage from 

an insurance company.



Table 2; Eligibility Requirements for 

State Risk Pool Programs*

Individuals are eligible if they

State

Are 

refused 

coverage 

by (number 

of i n s u r e r s )

Are 

offered 

limited 

coverage

Are 

offered 

high 

premiums
by other by other 

insurers insurers

Suffer

from

specified

diseases

Florida Two Yes Yes No
Illinois One No Yes Yes
Indiana Two Yes Yes Yes
Iowa One Yes Yes Yes
Minnesota One Yes Yes Yes
Montana Two Yes No No
Nebraska One Yes Yes Yes
New Mexico One Yes Yes No
North Dakota One Yes No No
Oregon One No No Yes
Tennessee One Yes Yes Yes
Washington One Yes Yes No
Wisconsin One Yes Yes No

C o n n e c t i c u t and Maine do not have these eligibility

Insurance Benefits

Risk pool insurance covers a comprehensive range of medical 

services and is comparable to the coverage that large and. medium­

sized employers make available through their group h e a l t h -p l a n s . 
Table 3 provides examples of medical services typically covered or 

excluded under risk pool insurance policies.

Table 3 t Medical Services Typically Covered 

- • or.;>3xcluded Under Risk Pool Insurance Policies

Covered

Hospital services 

Physician services 

in-hospital and 

out-of-hospital 

Prostheses 

Durable medical 

equipment 

Physical therapy 

Oral surgery

Excluded

Experimental treatments 

Cosmetic treatments 

Eyeglasses and hearing aids 

Dental care 

Routine physical 

examinations 

Expenses payable under 

other insurance or under 

government programs 

Custodial care

10



Out-of-pocket limit
State individual Family

Connecticut $ 2 , 0 0 0 $4,000
Florida* 2,500 5,000
Illinois 1,500 3,000
Indiana* 1 , 0 0 0 2 , 0 0 0
Iowa* 1,500 3,000

Maine 1,500 3,000
Minnesota 3,000 b

Montana 5,000 b

Nebraska 5,000 b

New Mexico* 1,500 2,500

North Dakota 3,000 b

Oregon c c

Tennessee* 1,500 2 , 0 0 0
Washington* 1,500 3,500

Wi sconsin 2 , 0 0 0 4,000

*The p r o g r a m  also 

premium.

offers a h i g h e r  out-of-pocket lii

b Lirait on out-of-pocket medical expenses is applied "per covered 

person." No family limit is provided.

cAs of January 1988, Oregon ha d  not established an out-of-pocket 

expense limit for its program.

» ' -i-TV
Cost-Sharing and Benefit 

Limitation Provisions

Risk pool insurance policies contain a number of cost sharing 

and ben e f i t  limitation provisions. These features, which are 

traditional mechanisms that have long be e n  used in the insurance 
industry, include

-« deductibles, or the amount of covered medical expenses, 

either for a calendar year or  per hospital admission, an 

enrollee must pay before the plart provides coverage;

—  coinsurance, or the fixed percentage or amount of covered 

medical expenses an enrollee must p a y  after satisfying 

deductible r e q u i r e m e n t s ;

The programs also protect enrollees from extraordinary medical 
cost a by limiting the out-of-pocket expenses that they must pay 

during the year. Table 4 shows the out-of-pocket medical expense 

limits under the state risk pool programs.

Table 4» O u t - o f —Pocket M edical Expend* rMaaita 

of  State Risk Pool Progr*»«»



—  waiting periods during which expenses to treat medical 

conditions diagnosed before the policy was issued, referred 
to as preexisting conditions, are not covered; and

—  limitations on the max i m u m  amount of medical expenses that 

will be paid during the enrollee's lifetime.

Cost Sharing Provisions

Risk pool deductibles for medical expenses are generally 

higher than deductibles under the group health plans that large and 

medium-sized employers offer. According to risk pool officials, 
high deductibles discourage unnecessary use o:j medical services and 

help control costs. With one exception, Wisconsin, the programs 
allow enrollees to select from among two or more deductible 

amounts. BLS found that group health plans covering 78 percent of 

employees at large and medium-sized firms h a v e  medical expense 

deductibles of $150 or less and that plans covering 93 percent of 
the employees have deductibles of $200 or less. Table 5 shows the 

range of medical expense deductible amounts under state risk pool 
p r o g r a m s .

Table 5; Deductible Amounts for 

State Risk Pool Programs

Medical expense deductibles 

  for an individual
State Lowes c Highest

Connecticut $400 $1,500

Florida 1 , 0 0 0 2 , 0 0 0
Illinois 250 1 , 0 0 0
Indiana 2 0 0 1 , 0 0 0
Iowa 500 1 , 0 0 0
Maine 500 1 , 0 0 0
Minnesota .. 500 1 ,0 0 0
Montana 500 1 , 0 0 0
Nebraska 250 . 1 , 0 0 0
New Mexico 500 1 , 0 0 0
North Dakota 150 1 , 0 0 0
Oregon a. a

Tennessee 500 2 , 0 0 0
Washington 500 1 , 0 0 0
Wisconsin 1 , 0 0 0 1 , 0 0 0

aAs of January 1988, Oregon had not established a deductible for 

its program.

Risk pool coinsurance requirements we r e  generally comparable 

to those required under group health plans that large and m e d i u m­

sized employers offer. Thirteen of the 15 states require enrollees 

to pay 2 0  percent of covered medical expenses after meeting



.deductible requirements. Nebraska requires a 10-percent 

coinsurance payment, and, as of O'anuary 1988, Oregon ha d  not 

established a coinsurance percentage. BLS found that group health 

plans covering 8 6  percent of employees at large and medium-sized 

firms also contained a 2 0 -percent coinsurance feature.

Benefit Limitation Provisions

Risk pool insurance policies exclude preexisting medical 

conditions from coverage for a period of time. Preexisting 

conditions are those that have been diagnosed or treated during a 

specified period before the effective date of the p o l i c y — referred 
to as the condition period. Costs of treating preexisting 

conditions are not covered for a period after the effective date of 

the p o l i c y — referred to as the waiting period. Insurers have 

traditionally used waiting periods for preexisting conditions to 

prevent persons in poor health from purchasing insurance only wh e n  

they plan to seek treatment.

Nine programs will waive or reduce the preexisting condition - 

waiting period if the individual ha d  other insurance in force 

before enrolling. Two of these states require enrollees requesting 

a waiver to pay a 10-percent p r e m i u m  surcharge. One state will 

also reduce the waiting period for enrollees wh o  pay a surcharge, 
wh e t h e r  they ha d  other insurance or not.

T h irteen state risk pool programs limit the ma x i m u m  amount in 

benefits payable during an enrollee's lifetime. The limits were 

generally similar to those of the group health plans that large and 

m e d i u m-sized employers offer. BLS found that group health plans 
covering about 43 percent of the employees at large and m e d i u m­

sized firms w e r e  covered by a plan that limited lifetime benefits 

to $500,000 or less.

Table 6  3 hows the b enefit limitation provisions of the state 

risk pool programs.



T a b l e  6 :  B e n e f i t  L i m i t a t i o n  P r o v i a I o n a  o f

State Risk Pool Proqr&ns

Preexisting condition provisions

Condition Waiting Maximum
period period W aiver lifetime

State (months) ( months) provision benefit

Connecticut 6 1 2 a $ 1 ,0 0 0 , 0 0 0
Florida 6 6 None 500,000
Illinois 6 6 b , c 500,000
Indiana 6 6 None None
Iowa 6 6 . b 250,000
Maine 3 3 a ,b 500,000
Minnesota 3 6 a 250,000
Montana 60 1 2 b 250,000
Nebraska 6 6 d 500,000
N e w  Mexico 6 6 b None
North Dakota 3 6 b 250,000
Oregon 6 6 d 1 ,0 0 0 , 0 0 0
Tennessee 6 6 None 500,000
Washington 6 6 b 500,000
Wisconsin 6 6 None 500,000

aWa i t i n g  pe r i o d  may be waived or reduced under certain limited 
c i r c u m s t a n c e s . •

^Waiting period will be waived if the applicant had other health 
insurance in force before enrolling in the risk pool.

°Waiting p e r i o d  will be reduced if the applicant also pays a 
p r e m i u m  surcharge.

W a i t i n g  period will be waived if the applicant had other health 

insurance in force before enrolling in the ri3k pool and pays a 10- 
percent^ p r e m i u m  surcharge.

C ost-Containment Provisions

Private insurers have included a number of cost-containment 

features in their health insurance policies. In general, these 
features discourage individuals from seeking unnecessary medical 

treatment or encourage them to use less costly treatment 

alternatives. BLS surveyed large and medium-sized firms to 

determine w h e t h e r  their health plans included any of nine common



cost-containment mea s u r e s . 3 bLS found that 6 8  percent of the 

employees at large and medium-sized firms were covered by a plan 

that included at least one of the nine cost-containment features.

Like private insurers, risk pool programs include cost- 

containment features in their insurance policies. Eight of the 
state programs have implemented one or more of the provisions 

covered in the BLS survey. The most common provision, a 

requirement that decisions to hospitalize enrollees be reviewed by 

the pro g r a m  administrator, has been adopted by seven 3 tates. Three 

states require enrollees to obtain a second opinion before 

nonemergency surgery, three states require enrollees to use generic 

rather than more expensive brand-name drugs, and three states 

require that routine laboratory tests before hospitalization be 

performed on an outpatient basis.

Risk P o o l Premiums

The basis for setting risk pool insurance premiums is normally 

prescribed in authorizing legislation. Premiums are usually 

established based on the rates charged for private health insurance 

in the state and vary based on age and, sometimes, sex and 

geographic area. The legislation generally provides for premiums 
to be adequate to cover anticipated claims expenses, but it limits 

rates to a multiple of the rates charged by private insurers. 

Legislation in 12 states provides for multiples between 125 and 150 

percent. Three states provide for h i g h e r  multiple limits, 

including Montana, which provides a 400-percent limit. Program 

administrators in the six states we  reviewed survey private 

insurers to determine the ave r a g e  rates they charge for health 

insurance as a basis for setting risk pool rates. Table 7 shows 

the rate limits and examples of premiums charged in the six states 

r e v i e w e d .

3The cost containment measures covered in the 3LS survey included 
(1 ) incentives to encourage a second surgical opinion before 

nonemergency surgery, (2 ) incentives to encourage use of outpatient 

surgery, (3) incentives to use generic rather than more expensive 

brand-name drugs, (4) limits on reimbursement for nonemergency 

weekend hospital admissions, (5) separate deductibles for hospital 

admissions, (6 ) incentives to ha v e  routine laboratory tests done on 

an outpatient basis before hospitalization, (7) higher payment for 

delivery at a birthing center, (8 ) incentives to audit the 

hospital's statement, and (9) preadmission certification 

r e q u i r e m e n t s .



Table 7; Rate Limits and Examples of Annual P t-piet nm 

Hates Charged b y  State Risk Pool P r o g r a m

1987 annual premium rates for coverage 

with a 51,000 medical expense 

Rate _______ deductible for a

limita 40-year -old 55-vear -old
State (p e r c e n t ) Male Female Male Female

Connecticut 150 51,156 51,538 52,077 52,486

Florida 2 0 0 1,924 1,924 3,153 3, 153
Indiana 150 1,162 1,597 2,130 2,363
Minnesota 125 641 641 999 999
North Dakota 135 945 945 1,383 1, 383
Wisconsin 150 996 1,320 1,784 1,660

aBased on rates charged for private health insurance in the state. 

Financing Program Deficits

Risk pool authorizing legislation generally prescribes how 

pr o g r a m  operating deficits will be financed. In 12 of the 15 

states, deficits are shared among risk pool association members 
through assessments voted by the association's governing body.

These states distribute assessments in proportion to each member's 

share of total premium income^ in the state except in Connecticut, 

which assesses members according to their share of total claims 

paid, and in Washington, which assesses members according to their 

share of total health insurance subscribers. Maine plans to 

finance deficits through a tax on.hospital revenues, while Illinois 

will subsidize its risk pool from general revenues. Tenn.ess.ee will 

provide up to 5 2  million a year from general revenues to cover 

deficits, with any remaining deficits made up from assessments to 
association members. Oregon assessed association members for 

startup costs, but state legislation does not address how operating 

deficits-will^be .financed.

Nine of the 12 states that assess deficits against association 

members allow them to credit the assessments against their'state 

taxes. Allowing a tax credit results in reduced tax collections 
and has much the same effect as subsidizing risk pool losses from 

general revenues. In the other three states, assessments are 

considered a cost of doing business that the state insurance 

department may consider when approving rates the companies propose 

for their health insurance plans.

^Premium income is the revenue an insurer earns from the sale of 

i n s u r a n c e .



in six states provides for 

ions to be risk pool association members.
The courts, however, have held that because employers with self- 

insured health plans are exempt from state insurance regulation 

under the Employee Retirement Income Security Act of 1974/ they 

cannot be required to participate in risk pools.

Insurance industry officials and p rogram administrators in the 

states we reviewed believed that exempting self-insured 
organizations from risk pool participation can unfairly increase 

the burden on persons who obtain private insurance from risk pool 

association members. Even in states where tax credits relieve 
insurers from subsidizing risk pools,, officials were concerned 

because of the possibility of the tax credit being repealed. 

Minnesota, for example, repealed its tax credit provision in 1987.

R I S K  P O O L  E N R O L L M E N T  A N D  

F I N A N C I A L  E X P E R I E N C E

In five of the six programs w e  reviewed, enrollment has 

increased since 1983. For the six programs, total enrollment 
increased 48 percent to 20,545 persons. However, the Minnesota 

risk pool, w i t h  10,842 insured, has 53 percent of the six-state 

t o t a l .

The risk pools in the six states have consistently operated at 

a loss. In 1986 the programs paid an average of $1.60 in claims 

for each do l l a r  of premium income. According to estimates 

prepared b y  HCFA, private insurers nationally paid about $0.87 in 

claims p e r  do l l a r  of p r e m i u m  income during the same period. To 
date, however, assessments to risk pool association members in the 

three states that do not permit tax credits have been 'modest when 

compared to the total volume of insurance business in the states.

State officials have found that often a conflict exists 

between the objectives of ( 1 ) increasing enrollment by enhancing 

the .attractiveness of the risk pool plan and (2 ) reducing deficits 

through h i g h e r  premiums or reduced coverage. afc.
Enrollment

Enrollment in risk pool programs has increased since 1983, but:, 

growth in the programs has not be e n  uniform. Between the end of 

1983 (the first year all six were offering policies) and the end of 

1986, the number of insured grew from 13,842 to 20,545.5 About 

half of the insured at the end of 1986 were in Minnesota. Two 

newer programs, those in Florida and North Dakota, experienced

^The number of policies in force is virtually equivalent to the 

number of insured persons, according to p r o g r a m  officials, since 

almost all risk pool policies are for individuals rather than families.



significant percentage growth/ but from a low base. Table 8  
summarizes the number of policies in force at the end of 1983 and 

1986.

Table 8 : Risk Pool Insurance Policies in Fores
as of December 31, 1983, and December 31, 1986

Policies in force as of

December 31, December 31, Change
State 1983 1986 (p e r c e n t )

Connecticut 3,419 2,315 -32
Florida 49 1,036 2,014
Indiana 2,288 2,998 31
Minnesota 6,043 10,842 79
North Dakota 245 1,279 422
Wisconsin 1,798 2,075 15

Total 13,842 20,545 48

Because of turnover in the enrollee population, the number insured 

through risk pools has been greater than indicated by the table. 

Excluding North Dakota, for which data were not readily available, 
there were about 23,000 policies w ritten and in force during the 3- 

year period in addition to the 19,266 policies in force on December 

31, 1986.

Wisconsin was the only state that has surveyed former 

enrollees to determine why they had canceled their policies . In 

1982 W i sconsin surveyed 562 former enrollees and received responses 
from 208, or about 37 percent of those surveyed. About 23 percent 

canceled because they could not afford the insurance premiums. The 

other cancellations resulted from enrollees obtaining group health 
insurance coverage, becoming eligible for Medicare, dying, or 

moving out of the state.

Fiscal Experience

Risk pools in the six states we reviewed have consistently 

operated at a loss. The six programs incurred an aggregate net 

operating loss of about $18.1 million i n  1986— about three times 

the 1983 level. Minnesota, with by far the largest enrollment, 
experienced the greatest loss, $9,024,228 in 1986. Table 9 

compares p r o g r a m  operating results for calendar years 1983 and 

1986. %



Table 9« Comparison of Rlalc Pool Deficits 
for Calendar Years 1983 and 1986

Deficit or (surplus) Change

State 1983 1986 (percent)

Connecticut $508,721 $885,375 74
Florida (6,276)a 681,157 b

Indiana 177,657 5,160,982 2,805
Minnesota 3,972,634 9,024,228 127
North Dakota 230,896 1,633,219 607
W isconsin 1,609,052 678,806 -58

Total 16,492,684 $18,063,767 178

aThe Florida risk pool was in operation only during the last 4 

months of 1983 and, according to p r o g r a m  officials, had a surplus 

primarily because of the 1 2 -month waiting period for coverage of 
preexisting medical conditions.

b p e r c e n t 4 ,ge change not calculatedc

From calendar year 1983 to calendar year 1986, p remium income 

for the six programs increased by 178 percent, while claims expense 

increased by  190 percent. Meanwhile, the loss r a t i o — the ratio of 

claims expenses to p r e m i u m  income— increased from $1.54 in claims 

p e r  dollar of income in 1983 to $1.60 in 1986. In comparison, the 
loss ratio for hea l t h  insurers nationally, according to HCFA 

estimates, was $0.87 p e r  dollar of p r e m i u m  income during 1986.
Table 10 shows the loss ratios for the six states for calendar 

years 1983-86.

T a b l e  1 0 x Risk Pool Loss Ratios for 

C a lendar Years 1983-86

Claims paid p e r  dollar of 

premium income________

State 1983— 1984 1985 1986

Connecticut $1.10 $1.28 $1.39 $1.19

Florida a 0.28- 1.79 1.25

Indiana 0.83 1.56 1.30 1.70

Minnesota 1.87 1.65 1.49 1.76

North Dakota 2.49 2.32 1.91 2.17

Wisconsin^ 3.02 2.07 1.35 1.19

aThe Florida risk pool was in operation only during the last 4 

months of 1983 and, according to the pool's audited financial 
statements, did not incur claims expense during the period.



Administrative Expenses

Risk pools in the six states we reviewed reimburse the company 

that administers their programs for expenses incurred in issuing 

policies, processing claims, and paying benefits. This 

reimbursement, however, is generally subject to limits. Three 

states reimburse the p rogram administrator for reasonable costs 

incurred, but Minnesota and North Dakota limit the reimbursement to 

12.5 percent of claims expenses. Indiana and Wisconsin pay the 

administrator a basic monthly fee plus additional fees related to 

the volume of activities, such as processing insurance applications 
and insurance claims. Florida, which has the h ighest rate of 

administrative expenses, reimburses the administrator for all 

direct costs incurred, pays a monthly fee for indirect costs, and 

additional activity-related fees. Administrative expenses ranged 

from about 3.7 percent of claims expenses in Connecticut and 
Indiana to about 14.9 percent of claims in Florida.

Assessments

Risk poo3: association members share in operating losses 

through assessments voted by the association's governing board. 

Because the association normally maintairs a cash reserve, 
assessments are not necessarily equal to operating losses for any 

given year. Table 11 shows the 1986 assessments in the six states.

Table 11: Assessments Levied on  M embers of State 

Risk Pool Asaociati o n s - - 1 9 8 6

State Assessment

Connecticut $1,490,387

Florida 0
Indiana 4,683,662

M i nnesota 9,054,432

North Dakota 1,509,780

Wis c o n s i n 750,000

Total $17,488,261

Despite concerns expressed that risk pool losses will 

significantly increase insurance costs, assessments to date have 
been modest compared to the total volume of insurance business in 

the states. ^ F o r  the three states that did not permit tax credits, 

risk pool a s s e s s m e n t s  represented less than 1 percent of the total 
volume of p r e m i u m  income in those states.



• Program Features That 

Have Affected Operations

Officials in the six states have adjusted program requirements 

and benefits to achieve two sometimes conflicting objectives—  

increasing enrollment and controlling costs. Efforts to make the 
programs more attractive to potential enrollees, mainly involving 

improved benefits, tend to increase operating losses. P.ogram 

officials have found that, in particular, reductions in and waivers 

of preexisting condition waiting periods contribute to increased 

program losses. However, when program administrators have 

attempted to control costs through premium increases and benefit 
restrictions, enrollment has e i t h e r •decreased or increased at a 

lower rate.

State program officials have not made a detailed analysis of 

how various changes have affected program operations. According to 

officials, many factors affect the operations of a risk pool, and 

it is difficult to isolate the impact of a change or event from the 

impact of the other factors. Nonetheless, program officials told 

us that^the programs' enrollment history and fiscal experience can 

provide insight into the impact policy changes are likely to have 

on program operations.

Efforts to Increase

Enrollment

Minnesota has the largert enrollment of the six risk pool 

programs reviewed, and that enrollment has grown steadily since 

1983. Minnesota law limits risk pool premium rates to 125 percent 

of comparable private insurance rates. However, despite 

significant loss increases, the state insurance department has not 

authorized an increase in pre m i u m  rates since 1985 even though the 

law would have permitted it. As a result, the p rogram has the 

lowest pr e m i u m  rates of the six programs reviewed.

Wisconsin has taken several steps to boost enrollment. In 

1985 it implemented a program, financed by state revenues, to 

subsidize risk pool premiums for low-income individuals. Persons 

with a household income of less than $16,500 are eligible for the 

premium subsidy, which varies with'income. Table 12 shows the 

percentage of premium subsidies and the number of policyholders 

assisted as of December 31, 1986.

21



Table 12 1 Subsidy Percentage b y  Income and Mnmh>er of 

Persona Assisted by the Wisconsin Program

Household

income

Subsidy as a 

percentage of premium
Number of 

policies

Under $9,000 

$9, 0 0 0 - $ l l ,999 

$12,000-$14,999 

$15,000-$16,499

33.3

29.0

23.0

17.0

253

151

138
57

Total 599

Participants in this program represented about 29 percent of risk 

pool enrollees as of December 31, 1986. Wisconsin officials 

estimated that $433,000 was spent for premium subsidies in 1987,

In 1988, the state will introduce a program to also subsidize 
deductibles for low-income individuals.

Provisions to waive the waiting period for coverage ot 

preexistings medical conditions have proven costly. In 1983,

Indiana authorized a waiver for enrollees who paid a 10-percent 
premium surcharge. Losses increased sharply during 1983*and 1984, 

and program officials attributed the increase to the waiver 

provision. Similarly, North Dakota introduced a waiver in 1985 to 

attract enrollment. According to North Dakota officials, the 

additional revenue gained from the 50~percent premium surcharge did 

not cover the sharp increase in claims expen.. The state has 
since terminated this waiver provision.



E f f o r t s t o  C o nt ro l  Costs

The Connecticut program experienced sharply increased losses 

in part due to court action that required the program to provide 

unlimited coverage for mental and nervous conditions. To moderate 

losses, Connecticut increased premiums and doubled both deductibles 

and out-of-pocket expense limits for enrollees in 1985. Enrollment 

declined by about 20 percent between December 31, 1984, and 

December 31, 1985. Program officials identified the changes as a 

major factor in the enrollment decline. The state's robust economy 

and federal legislation extending health benefits to laid-off 

workers also contributed to the decline, according to the 
officials.

In 1983, Wisconsin took various steps to reduce risk pool 

losses. It raised the limit on risk pool premiums from 130 to 150 

percent of comparable private premiums, extended the waiting period 

for coverage of preexisting medical conditions from 30 days to 6  
months, and increased the enrollee's liability for ouc-of-pocket 

medical expenses from $1,500 to $2,000. Growth in program 

participation has been modest, despite the previously noted prt-mium 
•subsidiec provided to low-income enrollees.

To reduce losses that occurred as a result of waiving the 

waiting period for coverage of preexisting medical conditions, 

Indiana increased base premiums significantly and, in January 1986, 

increased the waiver surcharge from 10 to 25 percent. Despite this 

action, losses continued to increase. Program officials believe 

that the higher premiums resulted in only those with the most 

costly health conditions enrolling or continuing their enrollment. 

Average claims paid per policyholder were $3,713 in 1986, the 

highest of the six pi ^grams reviewed. Program officials believe 

that enrollees paid the higher premiums and the 25-p-ircent waiver 
surcharge because they had an immediate need for medical care. 

Indiana has since eliminated the waiver provision.

e n r o l l e e  c h a r a c t e r i s t i c s

Risk pool enrollees are most likely to be middle aged. The 

limited data available suggest that enrollees incur higher medical 

costs generally and incur higher costs for heart and circulatory 

diseases, cancer, and diabetes specifically than does the 

population at large. State officials are concerned about, but have 

little information on, the potential cost impact on their programs 

concerning t h e  treatment of A I D S  patients.

Researchers who have studied risk pools believe that from 0.5 

to 1 percent of the population is medically uninsurable. Their 

estimates, however, are rough approximations, not supported by 

detailed research on the size and demographic makeup of this 

p o p u l a t i o n .
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D e m o g r a p h i c s  o f  R i s k  

P o o l  E n r o l l e e s

Risk pool enrollees are more likely to be between the ages of 

40 and 64 than the general population. Five of the six states . 
reviewed maintained data on the age and sex of enrollees. Table 13 

compares the age distribution of enrollees in the five states as of 

December 31/ 1986, to that of the U.S. population in 1986. About 

54 percent of the enrollees in these states wore females, compared 
to about 52 percent of the national population.

Tablre 13: Comparison of Age Distribution of Risk Pool 

Enrollees to the National Population 

as of December 31, 1986*

 Percent distribution_______

A g e  R i s k  p o o l  N a t i o n a l

c a t e g o r y  e n r o l l e e s  p o p u l a t i o n

Under 30 22 47

30-39 14 16

40-49 15 1 1
50-59 26 9

60-64 19 5

Over 64 4 12

aThe Census Bureau does not publish age distribution estimates for 
individual states for age categories comparable to those the risk 

pools maintain. Analysis of Census Bureau state-level data shows 
that differences between age distribution in the five states and 

the nation are not significant.

Insurance officials described various factors that influence 

the makeup of risk pool enrollment. First, women are less likely 

to participate in the labor force than men and are more likely to 

depend on their spouse for access to employer-sponsored group 

insurance plans; and as a result, women are at greater risk of 

losing access to group insurance because of divorce or death of a 

spouse. Second, middle-aged workers who lose coverage under group 

plans because of layoffs or termina-i..ns are more likely than 

younger workers to be in poor health and to experience difficulty 
in obtaining commercial health insurance. Finally, large numbers 

of persons 65 and older may not be enrolled because they are 

generally covered by Medicare.

Wisconsin has conducted periodic surveys to obtain demographic 

information on its program enrollees. In 1986, Wisconsin surveyed 

1,919 enrollees and received responses from 1,101, or about 57 

percent. The results of this survey may not accurately represent 

the characteristics of all enrollees in that state, but do provide 

information on the respondents. Wisconsin found that
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61 percent were not employed, and 13 percent were employed 
part time; and

8 8  percent of those who were employed worked for firms 

employing 25 or fewer people— firms less likely to provide 
group health insurance.

Cost and Nature of 

Medical Services Used

The six states we reviewed did not gather consistent data on 

the health care costs risk pool enrollees incur. Available 

information on medical expense reimbursements made to enrollees, 

however, indicates that the costs they incur are higher than those 
of the average person. Table 14 presents 1986 claims expenses per 

policyholder, based on the average number of policies outstanding 

for the year in the six states. The states did not maintain 
consistent data on claims expenses per insured person, and these 

figures may slightly overstate average annual expenses for an 

individual to the extent that more than one person was insured 

•under a'policy.

As the table shows, average claims expense per policyholder, 

not including deductible and coinsurance expenses paid by the 

policyholder, varied considerably. The weighted average for the 

six states was $2,140. In comparison, according to estimates 

prepared by the Department of Health and Human Services, per capita 

health care expenses, including deductible and coinsurance 

payments, averaged about $1,620 nationally in 1986.

Three states have gathered information on the conditions that 

enrollees suffer from, and one state has gathered information on 

the conditions that made it difficult for them to obtain insurance 

in the private market. The company chat administers the Florida, 

Indiana, and Wisconsin programs summarizes claims expenses by the 

health conditions that led enrollees to seek treatment. These data 

indicate that enrollees in these states incur more expenses for the

Table 14: Average 1986 Clalae Expenses per Policyholder 
ror State Risk Pool P r o g r a m

State

Average claims 

expense per

policyholder

Connecticut

Florida

Indiana

Minnesota

North Dakota

Wisconsin

$ 1,742 

2,504 

3, 713 
1,904 

2,495 

1,555

2 5



treatment of heart and circulatory diseases, cancer, and diabetes 

than national averages for all persons the company insures. Table 
15 shows the data from the three states.

Table 15; Comparison of 1986 Claira Expenses I n c u r r e d , . 

by Medical Condition, for Three State Risk Pool 
Programs, to C o m p a n y 1 8  1^86 Average Claims Expense

Percent of claims expenses paid

Medical condition
Company

averaae Florida Indiana Wisconsin

Heart arid circulatory 

diseases 1 2 1 2  ’ 15 23
Cancer 7 15 18 13
Abdominal conditions 1 0 18 1 0 7
Diabetes 1 5 3 6
Blood disease 1 5 1 6
All other 69 45 53 45

In its periodic surveys, Wisconsin asks enrollees about the 

health conditions that prevented them from obtaining private 

insurance. In 1986, about 22 percent of those who responded 
reported that heart-related diseases prevented them from obtaining 

insurance. About 11 percent cited hypertension? 14 percent, 

diabetes? and 9 percent, cancer.

Impact of AIDS on 

Risk Pool Programs

Both insurance industry and advocacy group officials have 

indicated that ri3k pools can help finance the cost of treating 

AIDS patients. The president of the Health Insurance Association 

of America, for example, has written that no institution by itself 

can bear the burden of "the alarming medical bill for AIDS." 

Likewise, the executive director of the Gay Men's Health Crisis, an 

organization interested in AIDS-related health care issues, has 

acknowledged that insurance companies have legitimate concerns 

about the catastrophic cost of treating AIDS patients. Both have 

endorsed risk pools as part of the solution to the pr o b l e m  of 

financing AIDS care. r

Program officials in the six states reviewed expressed concern 

about the potential impact of AIDS-related costs on their risk pool 

program. -None of. ' ..a states limit coverage of AIDS, and four 

states— -Indiana, Iowa, Minnesota, and N e b r a s k a — specifically make 

’ndividuals diagnosed with AIDS eligible for their programs. None 

of the states, however, had studied whether individuals likely to 

develop AIDS were enrolled in their programs or whether enrollees 

were being treated for the disease. In two states, officials noted 

that'^the types of medical services being provided certain enrollees 

appeared to be consistent with an AIDS diagnosis.
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• HAVE THE PROGRAMS MET EXPECTATIONS?

The six states we reviewed have not formally assessed risk 

pool program performance. Risk pool legislation emerged .in 

response to a perception that opportunities to purchase health 
insurance were decreasing for persons with serious health problems. 

According to state officials and insurance industry 

representatives, the legislation generally was a compromise 

response to other approaches that would have required all insurers 

to offer open enrollment. Legislators concluded that the risk pool 

would distribute the burden of persons with chronic or costly 

medicaJ. conditions among insurers more equitably. Legislation 

authorizing the risk pools did not establish specific goals but 

rather contained general statements about assisting the medically 

uninsurable. Legislative histories of the programs generally 

offered limited insight into what legislators expected the programs 

to accomplish.

The information that would be needed to evaluate p rogram 

performance generally has not been developed. Officials in the iix 
states reviewed have not estimated the size of the medically 

uninsurable population in their states. Consequently, program 

officials do not know what portion of this population their 
programs serve. Further, the states generally do not compile 

information on the makeup of the enrollee population. As a result, 

program officials do not know which population segments find the 

programs most attractive or, more importantly, which segments to 

target in order to bring coverage to those in need. Officials in 

the six staces reviewed generally believe that their p ograms are 

not serving all the medically uninsurable in their states.

SUMMARY
Risk pools provide subsidized health insurance to that segment 

of the uninsured population that cannot obtain it brcause of poor 

health. The six programs that we reviewed have assisted a limited 

number of persons. As of February 1988, conclusive evidence to 

show that risk pools are or are not effective, and data that would 

allow comparison of risk pools to other mechanisms for financing 
health care for the uninsured, had -not been developed.
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APPENDIX I

STATES IN WHICH BLUE CROSS AND BLUE SHIELD 

PLANS OFFER OPEN ENROLLMENT"

District of Columbia

Maryland

Massachusetts

Michigan

New.- Hampshire
New Jersey'

27ew York 

North Carolina 

Pennsylvania 

Phode Island 

Vermont 

Virginia



APPENDIX II

a p p e n d i x

Alaska 

California 
Georgia 

Mississippi 
Missouri- 

New York 

Ohio

South Carolina
South Dakota
Texas

Vermont

West Virginia

a-i-ATES T H A T  C O N S I D E R E D ,  B U T  D I D  N O T  E N A C T ,  

L E G I S L A T I O N  A U T H O R I Z I N G  A  R I S K  P O O L  D U R I N G  1987



appendix  I I I APPENDIX I

P R I V A T E  G R O U P S  A N D  O R G A N I Z A T I O N S  
C O N T A C T E D  T O  O B T A I N  I N F O R M A T I O N  O N  R I S K  POOLS

A m e r i c a n  Dia.betes A s s o c i a t i o n  
W a s h i n g t o n ,  D.C.

3 1 u e  C r o s s  a n d  B l u e  S h i e l d  A s s o c i a t i o n  
W a s h i n g t o n ,  D.C.

C e n t e r  f o r  H e a l t h  A f f a i r s  
C h e v y  Ch a s e ,  M a r y l a n d

C o m m u n i c a t i n g  for A g r i c u l t u r e  
M i n n e a p o l i s ,  M i n n e s o t a

E m p l o y e e  B e n e f i t s  R e s e a r c h  I n s t i t u t e  
W a s h i n g t o n , -  D.C.

H e a l t h  Insursince A s s o c i a t i o n  o f  A m e r i c a  

W a s h i n g t o n ,  D.C.

I n t e r g o v e r n m e n t a l  H e a l t h  P o l i c y  P r o j e c t  
G e o r g e t o w n  U n i v e r s i t y  
W a s h i n g t o n ,  D.C.

N a t i o n a l  A s s o c i a t i o n  o f  I n s u r a n c e  C o m m i s s i o n e r s  

K a n s a s  City, K a n s a s

N a t i o n a l  G o v e r n o r s '  A s s o c i a t i o n  

W a s h i n g t o n ,  D.C.

N a t i o n a l  H e a l t h  P o l i c y  F o r u m  
G e o r g e  W a s h i n g t o n  U n i v e r s i t y  
W a s h i n g t o n ,  D.C.

T h e  C e n t e r  for S t u d y  o f  S o c i a l  P o l i c y  
W a s h i n g t o n ,  D.C.

U r b a n  I n s t i t u t e  
W a s h i n g t o n ,  D..C.

W a s h i n g t o n  B u s i n e s s  G r o u p  o n  H e a l t h  

’•'ashington, D.C.

(1 0 1 1 2 2 )
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H e a l t h  i n s u r a n c e  
c o s t s  r i s e  f e v e r i s h l y
W o rk er s  at a  loss a s  em p l o y e r s  cu t b a c k  on b en e f i t s

Rising Medical Costs
Disa in medical coals v». consumer prica indax in Anchorage

' Fin! 0 moo ini

fly HAL BERNTON
Daily News reporter
L e s t e r  S n o w  h a s  

w o rked  as an A la sk a  
d isc  J oc k e y  ( o r  19 

years, and one b en e fit he 
a lw a y s  c o u n te d  on  w as 
h e a lth  In s u i .  nee. T h a t 
meant a lo t  to  Sn ow  be- 
cnu'e h is w ife , Je i n lfe r , 
has a re r lo u s  h ea rt io n d l-  
t lo n  th a t requ ires  m ed ica­
tion  and close m on lto n n g .

T h e n  la s t  F e b ru . ry ,  
Snow  got bnd news from  
h is  e m p lo y e r , S o u rd o u g h  
B ro a d c a s te rs  In c . O w n e r 
P a t t y  H a rp e l s a id  she 
cou ldn 't a f fo rd  the 70 p e r­
cent p rice Increase dem and­
ed by  the com pany's in su r­
e r , and  c o u ld n 't f in d  a 
cheaper a lte rn a tiv e . G roup  
insu rance fo r  the s ta tion 's  
15 em p lo y e e s  w o u ld  be 
dropped.

S n ow  f e l l  b o c k  o n  a 
V e te ra n s  A d m in is t ra t io n  
p o lic y  to  cove r h is own 
a ilm en ts  but he a lso  needed 
a fa m ily  p o lic y  f o r  h is w ife  
and tw o teen age ch ild ren . 
He found  Jen n ife r 's  h e a rt 
cond ition  d rove  the  cost o f  
th a t p o licy  ou t o f s igh t. 
"M y  fa m ily  has n o th in g ,"  
Snow  says " I f  we have  a

Anchoagc O.Wr Nc*sJ«*n Lj.mijs

Disc jockey Lester Snow wee left scrambling when hie employer was forced to drop health benefits for employees.

o| Hnn’f n r *  r*>-

100 percent, accord ing to 
b ro k e rs  W a lt B a ldw in , B i l l 
P u rr in g ton  and D ave  S t r a t ­
ton.

T h o se  ra te  in c re a s e s  
h ave pushed the cost o f 
m any A la sk a  p o lic ie s  fa r  
above the n a tion a l average . 
F o r  an A la s k a  R a i l r o a d  
un ion  w o rk e r and fam ily , 
fo r  exnm ple , the to ta l ru s t 
o f  a n n u a l In su ra n c e  is 
$5,815, m ore  than doub le  
the  n a tion a l average.

In  years past, em p loye rs  
t r ie d  to  dodge rn te  in . 
creases by changing to  an ­
o th e r  In s u re r . B u t th is  
y ea r , the m a rke t's  t ig h t­
ened and find ing  ano th e r 
In su re r Is much h a rd e r lo  
do. says B a ldw in .

E m p lo y ee  exam s o fte n  
a re  re q .ire d  b e fo re  new in ­
su re rs agree to w rite  the 
po lic ies, and I f  they don't 
l ik e  what they fin d , then 
they  back aw ay o r  re iuse 
to  insu re a lre a d y  ex is ting  
cond itions.

The cost o f In d iv id u a l 
po lic ies — a fa l l back fo r 
th o se  w hose  e m p lo y e rs  
don't o f fe r  insu rance — a l­
so is soa ring . B lu e  C ross o f 
W ashington and A la sk a , n 
m a jo r state In su re r, is seek­
ing an average 70 percent



Growth in State insurance B ill
Alaska s la ts  aa p lo y o s  hsalth plan

AwTiotq* 0*«y rx»v» crmuĵrtn En̂ ivom

f t a d l i c  jo c k e y  f o r  19 
y e a n , and one b ene fit he 
a lw a y s  c o u n te d  o r. w a i 
h e a lth  In s u ra n c e . T h a t  
m eant a lo t  to  Sn ow  be­
cause h is w ife , J e n n ife r , 
has a se riou s  hea rt cond i­
t ion  th a t requ ire s  m ed ica ­
t io n  and close m on ito rin g .

T h e n  i a i t  F e b r u a r y ,  
Snow  got b ad  news from  
h is  e m p lo y e r , S o u rd o u g h  
B ro a d c a s te rs  in c . O w n e r 
P a t t y  H a rp c l s a id  sh e  
c o u ld n ’ t a f fo rd  the  70 p e r­
cent p rice  Increase dem and­
ed b y  the  com pany's In su r­
e r , and  c o u ld n 't  f in d  a 
cheaper a lte rn a tiv e . G ro u p  
insurance fo r  the s ta tion 's  
15 em p lo y e e s  w o u ld  be 
d ropped .

S n ow  f e l l  b a c k  o n  a 
V e te ra n s  A d m in is t ra t io n  
p o lic y  to  c o ve r h is ow n 
a ilm en ts  but he a lso  needed 
a fam ily  p o lic y  fo r  h is w ife  
and  tw o teen-age ch ild ren . 
He found Jen n ife r 's  h e a rt 
cond ition  d ro v e  the cost o f  
th a t p o lic y  ou t o f  s igh t. 
"M y  fa m ily  has n o th in g ,"  
Snow  says. " I f  we have  a 
ca tastroph ic  accident o r  i l l ­
ness. I w i l l be up aga in s t a 
w a l l . "

Snow  is experienc ing  the 
ha rsh  edge o f  a new A la sk a  
business trend  — the s la sh ­
ing o f em p loyee  hea lth -care  
b ene fits .

T h roughou t the  s ta te  — 
and p a r t ic u la r ly  in A nch o r­
age — em p loye rs  a lre a d y  
ree lin g  from  sev e ra l y ea rs  
o f  re c e s s io n  a re  b e in g  
she ll-shocked  b y  huge an ­
nua l increases in  the cost o f  
hea lth -care bene fits .

T h e y 're  re sp o n d in g  by  
cu tting  back on these bene­
fi ts  and fo i .,ng  em p loyees 
to  share  m o re  o f  the costs, 
and in  som e cases d ropp ing  
such coverage a ltog e th e r. 
A nd  th ey 're  Join ing a de­
bate a lre a d y  in  p rog ress  
am ong in su re rs , those w ho 
o f f e r  m ed ica l serv ices and 
s ta te  o ff ic ia ls  abou t w hy 
ra tes a re  sky roc k e tin g  and 
ju s t w hat can be done to  
c on tro l them .

O fte n  h it  ha rdest b y  in ­
creases a re  sm a ll em p lo y ­
ers a lre a d y  op e ra ting  on 
th in  p ro f i t  m arg ins.

"Y o u  Just don ’ t get good 
ra tes I f  you  have anyone 
w ith  m ed ica l p ro b le m s ,"  
say s  H a rp e l ,  the  s ta t io n  
m anager. "A n d  you never 
know  how  long  you  w i ll be 
ab le  to keep a p o licy  b e fo re  
it's  canceled and y ou 're  ou t 
o n  th e  b ig  w id e  ocean  
lo o k in g  fo r  a n o th e r li fe sav - 
e r ."

A  s ta te  su rvey  estim ated 
tha t 40,000 w o rk in g  A la s ­
kans and  th e ir dependents 
lack  any type o f  h ea lth  
Insu rance — e ith e r from  
n r lv a te  o r  pub lic  sources.

T h e  s ta te 's  s h r in k in g  
hea lth -care coverage rep re ­
sents a sharp  re v e rsa l from  
the boom  yea rs  o f the  e a r ly  
‘80s, when A la sk a  em p loy ­
e rs — bo th  pub lic  and p r i ­
va te  — deve loped  som e o f 
the  n a t io n 's  best h e a lth  
b e n e fits  to  h e lp  re c ru it  
w o rke rs  from  the L ow e r 
48. M an y  p o lic ie s  w e re  
what Insurance ’ ^*nts ca ll 
" c a d llia c s ,"  fea tu rin g  m in i­
m a l ou t-o f-the  pocke t ex ­
penses fo r  em p loyees.

Bu t m any  o f the "C ad il­
la c s "  a re  tu rn ing  in to  hum ­

b le  F o rd s  and Chevys, o r  
w orse , es em p loye rs  s tru g ­
g le  to cope w ith  'he ris in g  
Insurance costs. T ha t has 
made h ea lth  Insu rance a 
m a jo r Issue In  sta te , m unic­
ip a l and  p r iv a t e  s e c to r  
union nego tia tion s, and  in 
Juneau , w here p o lit ic ian s  
a lre a d y  have d ra fte d  b i l ls  
to  create a new s ta te  h ea lth  
Insu rance c o rp o ra tion .

" It 's  a se riou s p rob lem , 
and one th a t w e 're  going to 
face f o r  the re s t o f  o u r

l iv e s ,"  says B i l l  Q u inn , a 
un ion  le ad e r w ho serves on 
an A la sk a  R a ilro a d  C orp . 
h ea lth  Insu rance com m it­
tee. "Those  o f us In  the 
baby  boom  m ay not be 
faced w ith  w hat k in d  o f 
h ea lth  insu rance we w an t 
when we re t ire , bu t w heth ­
e r w e ' ll be ab le  to  a ffo rd  
I t . "

T he A la sk a  hea lth -care  
In f la t io n  p a ra lle ls  a n a tio n ­
w ide surge in b en e fit costs, 
but p rem ium  in f la t io n  he re

appears to be p a r t ic u la r ly  
acute.

T h r e e  n a t i o n w i d e  
.su rveys repo rted  b y  B u s i­
ness Insu rance , The W a ll 
S tree t J ou rn a l and H e a lth  
W eek cited average 1989 
Increases o f 11 to  25 percent 
fo r  g roup  h e a lth  p lan s .

In  A la sk a , a few  com pa­
nies contacted b y  the  D a i ly  
News re p o rt th ey 've  m an ­
aged to  h o ld  the lin e  on 
hea lth  costs. A la sk a  C om ­
m erc ia l C o ., f o r  exam p le , 
an  A nch o rag e -b a sed  m e r­
chandising chain  em p lo y ­
ing 450 p eop le , th is  y e a r 
rep o rts  no increase in  its  
p o licy  p rem ium .

"W e manage the bene fits  
v e ry  c a re fu l ly ,"  soys Sam  
S a lk ln ,  A la s k a  C om m e r­
c ia l’ s p res iden t. "W e have 
(m ed ica l) a u th o riza t io n  p ro ­
cedures, second o p in ion s ."

B u t A la sk a  C om m erc ia l 
Is the excep tion , n o t the 
norm .

Th ree  m a jo r  A la sk a  in ­
surance b ro k e rs  ind icated 
average 1989 increases o f 30 
to  60 percent a re  the  norm .

And som e increases lop

sun. ,
Tho«« r a t *  In c re a s e^ , 

h ave  pushed the  cost o f  
m any  A la sk a  po lic ies fa r  
above  the  n a tio n a l average. 
F o r  an  A la s k a  R a i l r o a d  
un ion  w o rk e r  and fam ily , 
fo r  exam p le , the  to ta l cost 
o f  a n n u a l in s u ra n c e  is 
15,845, m o re  than  doub le  
the n a tio n a l average.

In  y ea rs  p ast, em p loy e rs  
t r ie d  to  d od g e  ra te  In ­
creases by  chang ing to an ­
o th e r  In s u re r .  B u t th is  
y ea r , the m a rke t 's  t ig h t­
ened and fin d in g  B no th o r 
in su re r is much h a rd e r to 
do. says B a ldw in .

E m p lo y e e  e x am s  o ft e n  
a re  requ ired  b e fo re  new  In- 
su re rs  agree to w r ite  the 
po lic ie s , and i f  they  don't 
l i k e  w hat they fin d , then 
they  back aw ay o r  re fu se  
to  insu re a lre a d y  ex is ting  
cond ition s.

The cost o f  In d iv id u a l 
po lic ies — a fa l l-b a c k  fo r  
th o se  w h o se  e m p lo y e rs  
don 't o f fe r  in su rance — a l­
so is soa rin g . B lu e  C ross o f 
W ash ing ton  and A la s k a , a 
m a jo r  s ta te  in su re r , is see k ­
ing an average 70 percent 
jum p  in the cost o f in d iv id ­
u a l in su rance po lic ies.

“ The p o in t is no t ju s t 
th a t It 's  e x p en s iv e , bu t 
w he the r it  w i l l even be 
a v a i la b le ,"  sa id  P a u l R o l l ­
e r, d ire c to r o f  the s ta te  
D iv i s io n  o f  In s u ra n c e . 
"P e o p le  Just cannot a f fo id  
those ra te s ."

O
The debate o v e r A la sk a 's  

ris in g  h e a lth  costs is o ften  
dom inated  by  d iscord .

D oc to rs  say  th e ir A la sk a  
c o s ts  a re  h ig h , b ecause  
o verhead  Is much h igher, 
and they p o in t the fin g e r at 
insu rance com panies.

" I  th in k  a lo t  o f  the 
p rob lem s , from  the p h y s i­
cian's pe rspective , a re  gen­
e ra te d  b y  th e  in su ra n c e  
com pan ies ," says R icha rd  
N eu b au e r, an A nch o rag e  
in te rn is t. "T h ey  set up a 
lo t  o f obstac les fo r  p rom p t 
paym ent o f  b i l ls , and m a x i­
m ize the am ount o f p ap e r­
w o rk .

Please see Page B-3, HEALTH

H a r v a r d  M B A s  t a k e  e t h i c s  t o  h e a r t

By PAUL W ILKES
The New Yoik Times

B
O ST O N  -  A t th e  H a rv a rd  
B u s in e ss  S c h o o l e a r l.  ' th is  
y ea r , n group o f  studen ts gath-

" I  have  to agree. Th is is a business 
decision , pu re  and s im p le . W e're paid 
to  m ake  the m ost p ro f i t  poss ib le . 
When you  s ta rt getting In to  soc io logy  
and a l l th a t , you  lose sight o f  w hat 
tub vnu'ri* stmnnsoH to iln "

T h e  la te s t  o f f ic e  space [~ 
m a rke t s tudy documents the I U l i
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H E A L T H  I N S U R A N C E :  E m p l o y e r s  cut benefits in face of rising costs T r a d

Continued from Page B-t
"They sat up quality In­

surance protrams, review 
types of things, and call (or 
Justification."
Broker Purrlngton ac­

cuses Blue Cross, a major — 
and non-profit — Alaska in­
surer, of nredatory pricing 
— cutting .stes when major 
competition shows up. then 
Jacking them up once that 
competition's gone. In 1983, 
for example. Blue Cross cut 
many of its group rates to 
help fend off an unsuccessful 
attempt by Humana Care 
Plui to grab a pice of the 
Alaska market.
Stephen Clark, executive 

vice president of Blue Cross, 
says the problem doesn't lie 
with the Insurance compa­
nies. He says Alaska doctors 
and hospitals charge much 
more than In the Lower 48, 
end their company just pas­
ses through the ever-tnflal- 
lng costs. Alaska laboratory 
tests, for example, averaged 
72 percent higher In Alaska 
than Washington, according 
to Blue Cross data.
'If we are to contain the 

excessive costs of health care 
In Alaska, we've got to worlc 
In unison with the physi­
cians, hospitals, employers 
and individual subscribers." 
Clark says.
State officials don't keep 

detailed financial data on all 
of the more than 30 insurers 
selling health insurance In 
Alaska. But they do monitor 
Blue Cross, due to ils special 
status as a non-profit medi­
cal servlet corporation. And 
In 1987, the last year in 
which financial information 
Is available, state records 
indicate Blue Cross roughly 
broke even in Alaska, pay­
ing out 361 million in claims 
and administrative costs and 
taking In the same amount 
In premiums.
Aetna Life Sc Casualty, in 

a report to a state task force, 
Indicated that since 1983, the 
Insurance plan covering 
state employees lost more 
then >10 million.
Stete insurance division 

officials cite several major 
national trends forcing up 
the cost of Alaska health 
insurance. They include:
• The use of evermore- 

costly technology lo exam­
ine, treat and prolong the 
life of patients, including 
victims of AIDS and other 
terminally ill patients.
"Our society hasn't 

reached the point yet where 
we say we can't afford to 
absorb the cost of a heart 
transplant for a 60-year-old 
guy who's been smoking six 
picks of cigarettes all his 
life." says Warren Dvorak, 
benefits manager for Ihe An­
chorage School District.
• Increased salaries to 

help hospitals and oiher in­
stitutions deal with an ever 
more severe shortage of 
nurses and other medical 
personnel.
•Cost shifting. As the 

federal government cuts

Most Americans have 

health insurance
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back on Medicare and other 
medical payments, hospitals 
are trying to compensate by 
raising rates for patients 
with private Insurance.
• Recent federal laws re­

quiring employers to extend 
temporary health benefits to 
former employees and full 
benefits to some seasonal 
and temporary employees.
Regional trends also fuel 

the Inflation, according to 
the state Insurance division, 
Industry officials and a draft 
report of the Governor's In­
terim Commission on Health 
Care:
• Huge Increases In the 

cost of Alaska malpractice 
Insurance — both for doctors 
and i.ospltais — have been 
passed on to health cure con­
sumers. And the threat of 
damage suits has prompted 
more defensive medicine. 
Doctors order additional, at 
times unnecessary, tests and 
exams to help protect them 
from patients who might lat­
er decide to sue.
• With the past three 

years, a major Increase in 
the use of an ever-expanding 
array of Alaska health care 
services. Last year, for ex­
ample. Charter North Medi­
cal Ci p. opened an expen­
sive new facility for 
in-patient treatment of dis­
turbed children. That 
prompted a more than dou­
bling of admlsshns from 
slate employees and their 
families. And hospital char­
ges to Ihe stale's Insurance 
program soared from 
3320.446 In fiscal year 1987 
to 31.2 million In fiscal year 
1988.
The Increased use, Indus­

try officials say. also results 
from skittish workers who 
— in a down economy — fear 
for Job security, and want to 
make sure any health prob­
lems are dealt with while 
they still have coverage.
• The sagging economy al­

so has caused a big increase 
in free medicine by the hos­
pitals. Within the past three 
years, Providence Hospital's 
unreimbursed medical ser­
vices jumped from 37 mil-

You ju s t don 't get good rates i f  you  
have anyone with medical problems. 
And you never know how long you will 
be able to keep a po licy before it's  
canceled. 9

___________________— Patty Harpel

said Neubauer, the Inter­
nist.. ”... Maybe the cost of 
Insurance will go down, but 
so will the quality of care 
and I’m not sure it's worth 
it."

C D  R A T E S ' F O R T H E  
S E R IO U S  IN V E S T O R .
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lion to 317 million. During 
that same time period, Hu­
mana's Jumped from 33 mil­
lion to 312 million, the hos­
pital! say.
That tends to drive up the 

cost of services for those 
who can afford to pay, state 
official! lay.

In the Lower 48, the strug­
gle to gain control of health 
care costs — and often in­
terne competition for patient 
dollara — has triggered a 
revolution in health care de­
livery. In many major urban 
areas, employer! can choose 
from a wide range of pro­
grams, such as pre-paid 
health-care plans in which 
doctors and hospitals guar­
antee services for a fixed 
fee. Other programs involve 
doctors and hospitals who 
team up to offer employers 
discount services in ex­
change for large volumes ol 
business.
In the health-care indus­

try. such programs arc 
known as "managed cart." 
and many view them as the 
wave of the future.
“Aa Increasingly high 

peraitage of people who 
are msured receive some 
sort of managed care." says 
Douc Hastings, a Washing­
ton, D.C.. attorney specializ­
ing in hospital and health 
care Issues. "And most ex­
perts predict that growth 
will continue."
But In Alaska, such pro­

gram! are in tbeir Infanry. 
That's due, in part, to the 
state’s isolation and sparse 
population, which make it 
difficult to organize large- 
volume health care pro­
grams profitably.
Another obstacle to their 

development is the stale's 
doctors, many of whom view 
such programs with distrust 
and outright hostility. "I'm 
extremely happy that those 
things have not come here,"

Neubauer said Ihe man­
aged care systems lend to 
screen out those who are 
really sick, since they may 
need lots of expensive treat­
ment that will cut away the 
profits from a pre-paid or 
discount plan.
Other Alaska doctors say 

managed care means more 
insurance company bureau­
cracy and Inferior care for 
everyone: Doctors withhold­
ing treatment for fear the 
next test — or the next 
operation — will erode the 
profit from a pre-determined 
fee.
Insurance companies dis­

agree and are frustrated by 
the Alaska doctors' reluc­
tance to embrace the new 
systems. "You're opening a 
very Interesting and very 
sensitive area." says Robert 
Simons, a physician em­
ployed as Aetna's medical 
director. Simons said he sent 
letters to state physicians 
asking them to join in new 
managed care program with 
Aetna, and found "no real 
Interest.”
Blue Cross says It will 

attempt to impose health­
care management on physi­
cians by drafting new dis­
count policies that only re­
imburse patients for the 
average cost of a physician's 
service. The average broken 
arm, for example, costs 367 
to set In Alaska, but some 
doctors charge 3130.
If a doctor’s cost Is way 

over the average — and 
there are no special compli­
cations to justify that, then 
the new policy would prod 
the patient to a cheaper doc­
tor, said Clark, the Blue 
Cross vice president.
Aetna and Blue Cross 

have hud more success deal­
ing with hospitals. • < <
Aetna has convinced Hu­

mana to offer a 30 percent 
discount In services, accord­
ing to Simons. In return for 
helping (ill the hospital's 
beds with a steady stream of 
ils insured.
Blue Cross has teamed up 

with Providence in a similar 
program. And Providence 
recently struck out on its 
own to offer such discounts 
directly to Alyeska Pipeline 
Service Co. and several oth­

er large employers.
The employers who pur­

chase such discounted ser­
vices use an economic ham­
mer to insu-e their 
employees go to the right 
hospital. Employees pay a 
low deductible if they attend 
the preferred hospital, a 
much higher deductible if 
they attend the competition.
Such plans were first in­

troduced to Anchorage In the 
raid '80:, and as rates rise, 
tbeir appeal grows, both to 
employers and employees.
The Alaska Railroad, for 

example, after months of 
tough bargaining reiched a 
1987 union agreement that 
Included a three-year freeze 
on employer payments to­
ward health benefits. At th: 
time. It looked like a foot1 
settlement because those 
payments covered all the 
costs of a gilt-edged medical 
plan Jointly insured through 
the railroad and Aetna.
But last year. Aetna hit 

the railroad with a 40 per­
cent rale increase for the 
standard plan. Then they of­
fered a more modest alterna­
tive. a 14 percent rate in­
crease for those employees 
who would Join a "preferred 
hospital" plan with Hu­
mana.
Under that plan, employ­

ees who chose Providence 
would have to pocket 40 
percent — rather than the 
standard 20 percent — of 
initial hospital costs.
Other cost management 

efforts included Insurance 
company approval of non- 
emergency surgery and a fi­
nancial penalty (or not ob­
taining a second opinion on 
prospeirttve surgery.
Non-union railroad em­

ployees chose to sign up for 
the preferred plan, but 
union workers opted against 
It. Then this year, facing 
another 32 percent Increase, 
the unions decided to go 
with the preferred option.
Even with the preferred 

plan, the new Insurance 
doesn't come cheap. A fami­
ly policy will coit each 
union member 32,049 out of 
pocket.
Quinn, the unton leader, 

said he's talked with the 
rank and file About cutting 
benefits to try to bring that 
expense down farther. But 
for the moment, his mem­
bers say no. "The employees 
still want the plan they 
have. They aren't willing to 
downscale It — yet."
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N ew  Year's
Christmas sales have dropped off, and ouryear-end 

inventories are far too high! To reduce our stock we'v 
drastically cut prices on all popular computer systems. 

All units must go, but prices are limited to stock on hand, 
save now during the largest inventory clearance in our his.
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State health 
insurance: 
$104 million
Cowper seeks more money for state workers’, coverage
By DAVID POSTMAN
Daily News reporter

JU N E A U  —  S t a t e  e m p lo y e e s ’ to p -o f- th e - lin e  h e a l th  
in s u r a n c e  p o l ic y  w i l l  c o s t $ lh 4  m i l l io n  th is  y e a r ,  $20 
m i l l io n  m o r e  th a n  th e  s t a t e  h a s  b u d g e te d  to  p a y  f o r  i t .

T h e  p la n  c o s ts  th e  s t a t e  a n  a v e ra g e  o f  $431 a  m o n th  
p e r  e m p lo y e e , 520 p e r c e n t  m o re  th a n  i t  d id  a  d ozen  
y e a r s  ag o . I t  c o v e rs  90 p e r c e n t  o f th e  c o s ts  o f 
e v e r y th in g  f ro m  p la s t i c  s u r g e r y  to  y ea r-Jo n g  s ta y s  in  
m e n ta l  h o s p i ta l s .  1

“ W e h a v e  t h e  b e s t  p la n .  E v e ry th in g  is  c o v e r e d ,"  
s a id  C h u c k  T a y lo r , d e p u ty  c o m m is s io n e r  o f  th e  D e ­
p a r tm e n t  o f  A d m in is t r a t io n .

B e c a u se  th e  p o l ic y  c o s ts  m o re  m o n e y  th a n  th e  s t a t e  
h a s  a p p r o p r i a t e d  f o r  i t ,  G ov . S te v e  C o w p e r  is  a s k in g  
f o r  a  s p e c ia l  a p p r o p r i a t io n  o f  a b o u t  $20 m il lio n  to  p a y  
fo r  th i s  y e a r ’s in c re a s e s . B u t  C o w p e r , T a y lo r  a n d  
le g is la t iv e  le a d e r s  s a y  th e  h e a l th  c o v e ra g e  m a y  b e  to o  
e x p e n s iv e  f o r  th e s e  d a y s  o f  l im i te d  m on ey .

T h e  s t a t e  is  lo c k e d  in to  th e  p la n  th ro u g h  c o n tr a c ts  
w i th  i t s  l a b o r  u n io n s . T h o se  c o n tr a c ts  c a ll  f o r  th e  s t a t e  
to  p r o v id e  th e  s a m e  le v e l o f  c o v e ra g e  e v e n  i f  th e  co s ts  
gb  u p  o r  th e r e  is  le s s  m o n e y  to  p a y  f o r  th e  p o lic y .

" T h e r e 's  n o t  a n y  c o n s id e r a t io n  fo r  w h a t  h a p p e n s  in  
a  d o w n  e c o n o m y ,"  C o w p e r  s a id  a t  l a s t  w e e k ’s b u d g e t 
s u m m it  w i th  l e g is la t iv e  le a d e r s . " I  t h in k  i t ’s f a i r  to  
s a y  t h a t  t h i s  is  j u s t  a s i tu a t io n  n o b o d y  e v e r  a n t ic ip a t ­
ed . I f  e v e r y th in g  h a d  k e p t  g o in g  u p  i t  w o u ld  h a v e  
w o rk e d  j u s t  f in e ."

B u t  a s  c o s ts  s k y ro c k e te d , s t a t e  in c o m e  d ro p p e d  a n d  
th e  s t a t e  is  n o w  s tu c k  w i th  a  b o o m - tim e  h e a l th  p la n .

A l l  f u l l - t im e  e m p lo y e e s , in c lu d in g  le g is la to r s , a re

Please see Back Page, INSURANCE
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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 percent of all medical 
costs are pa'id. 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 
5100 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 It-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- 
derce 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 
abuse are due to high alco­
holism and divorce rates in 
Alaska 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 do 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 package.

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 
in 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 necessary to cut 
services, raise some taxes 
and repeal an oil-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 Taylor. "If I cut 
the plan and contain costs, I 
still have to deal with 20 
and .30 percent increases 
each year."
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From; Director, Personnel

Subject: SB254 - A n  Act Relating to the State Insurance Authority

Per your request for a position paper on this bill, t.iu A R R C  opposes this bill for 
the following reasons:

• The A R R C  has its own health care program which seems to work well at 
this time.

• To help control costs, the management and union have established a cost 
containment committee to deal with plan changes to cut costs.

• The A R T  A  requires the railroad to be in a position to sell the A R R C .  The 
health plan should remain separate from the state's for this purpose.

• The A R R C  is not Included in state personnel plans under AS39; the health 
care plan should not be either.

• Pursuant to AS42.20.010, the A R R C  is a state Instrumentality which has a 
legal existence independent and separate from the state. The health and
life lnnuranr.A pi Ann fthruilrl j»l«n he 0*p*rata.

If you need any additional information, please let rue know.

( W P P E R 1 / 1 1 )
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CS for CSSB 254(Fin)
A n a ly s is  o f  the F iscal Im plica tions  

P repared  by the  D iv is ion  o f  R etirem ent and B enefits  
D e p a r tm e n t  o f  A d m in is tra t io n

A n a ly s is :  bill c rea te s  the  A lask a  S ta te  G roup H ealth  In su ran ce
Alii, o rity  in  the D ep ar tm en t o f  A dm in is tra tion . The
au th o rity ,  u s in g  ap p ro p r ia te  s ta f f  and con trac tu a l
serv ices , w ou ld  e s tab lish  and m ain ta in  a s ta tew id e  
p ro v id e r  p a y m e n t  sy s tem , ra te  s ch ed u les  and  u t i l iz a t io n  
s tandards  by 2 /1 /92 . V arious  pub lic  en ti t ies  w ou ld  be 
req u ired  to im p le m e n t  these  in the ir  g roup  in su ran ce  
p la n s .

T he  A u th o r i ty  w ou ld  o ffe r  vo lun ta ry  pa rtic ipa tion  in a 
c o m p re h en s iv e  g ro u p  hea lth  in su ran ce  plan to va rious  
pub lic  agenc ies  th ro u g h o u t the  S ta te  a fte r  2 /1 /92 . T h is  
c o v erag e  w ou ld  be p ro cu red  by the A u tho rity  or self- 
insured  if  this w as show n to be less expensive .

This  bill a l low s  vo lu n ta ry  par tic ipa tion  in the A u th o r i ty 's  
group plan, i t  is assum ed that the State  w ould  take 
advan tage  o f  th is  p lan  i f  appropria te  co verage  was 
p ro v id ed  less  e x p e n s iv e ly  than th rough co m p e t i t iv e  
b idding  and  renew als .  I t  is not expected  that this bill 
w ou ld  inc rease  the co s t  o f  health  insu rance  fo r  the  S ta te  
and cou ld  re su lt  in a decrease  in cost. U pon  partic ipa tion , 
a pub lic  en ti ty  w ou ld  be requ ired  to con tinue  
p a r t ic ip a t io n  u n le ss  g ran ted  a w a iver  by the A u th o r i ty .

This  ana lys is  is for the  es tim ated  ad m in is tra t iv e  cos ts  o f  
the p ro p o sed  A u tho rity . T he  analysis  does not co n s id e r  
the  actual cos t  o f  health  insurance .

P e rso n a l  S e rv ic e s

Executive. D irec to r  (R ange  24A , 11 m os.) $ 6 8 .6
A d m in is tra t iv e  A ss is ta n t  II (14A , 10.5 m os.)  3 4 . 9
C lerk  T yp is t  III (8B , 10.5 m os) 2 6 .1

T o t a l  P e r s o n a l  S e r v i c e s $ 1 2 9 .



A ssum e 7 Board m eetings  for F Y  91 and 
every  2 m onths  th e rea f te r  at an average  
cost o f  $400  per  m em b er  per trip.

$400 X 15 X 7 =  $ 4 2 .0

A d m in is tra t iv e  trave l fo r  D irec to r :

Board M eetings $400 X 7 = 2 .8
O rganizational m eetings  $600  X 12= 7 .2

T o t a l  T r a v e l  $ 5 2 . 0

C o n t r a c tu a l

Office Space--500 sq. ft. @ $1 .75  X 11 mos. $ 9 .6
T e lep h o n e--$ 3 0 0  X 11 m os. 3 .3
C ourie r  se rv ice s - $ 2 0 0  X 11 m os. 2 .2
P o s ta g e - $ 5 0 0  X 11 m os. 5 .5
A d v e r t is in g  and P r in t in g  1 0 .0
P ro fess io n a l  S e rv ices  C o n trao t(s )  2 8 0 . 0

which could include:
* carr ie r  su rveys  and ana lys is
* p ro v id e r  d a ta  c o l le c t io n
* p ro v id e r  m ee t in g s
* ra te  s tudies  and analyses
* financial consu lt ing
* self  vs fu lly  insu red  analyses
* d ev e lo p m en t o f  p lan  des ign

T o t a l  C o n t r a c t u a l  S e r v ic e s  $ 3 1 0 . 6

S u p p l ie s :

$500  pe r  em p lo y e e  $ 1 .5
S o f tw a r e  1 .8

T o t a l  S u p p l i e s  $ 3 . 3

P a g e  3 o f  4



E q u i p m e n t :

3 PC s and p rin ter  $ 1 5 .0
P h o n e  sy s te m  2 .6
P h o t o c o p i e r  1.3
F ax  m ach in e  1.8
O ff ice  fu rn itu re :

1 m a n a g e m e n t  u n it 4 .0
2  su p p o r t  w o rk s ta t io n s 5 .0
3 chairs 1 .2
3 side  chairs .8
2  file  cab inets .9
b o o k c a s e .1
s to ra g e  c a b in e t .6

T o ta l  fu rn i tu re  1 2 .6

Total Equipment 3 3.3

P a g e  4  o f  4



STATE OF ALASKA
1990 LEGISLATIVE SESSION

B i l l  V e rs  i o n  : CSsb 25<t ( S A )  ( b )
P u b l i s h  D a t e :  ^ n ? / g p

REQUEST:
FISCAL NOTE

Revision Date:_______________
Ti tl e: An Act relatino to group health 
i nsurance_____________________
Sponsor: Duncan_________________
Requestor: Sen. State Affairs

Agency Affected: Admini strati on
BRU: Retirement and Benefits

Components : Retirement and Benefits

EXPENDITURZS/REVEWES: (Thousands of Dollars)
Operating FY 91 FY 92 FY 93 FY 94 FY 95 FY 96

PERSONAL SERVICES 0 0 0 o o 0
TRAVEL 0 o 0 0 0 0
CONTRACTUAL 0 o 0 o 0 0
SUPPLIES 0 o 0 o 0 0
EQUIPMENT 0 0 0 o 0 0
LANO 4 STRUCTURES 0 0 o o 0 0
GRANTS, CLAIMS 0 0 o o 0 0
MISCELLANEOUS 0 0 0 0 ! 0 0
TOTAL OPERATING 0 0 1 0 o 0 0

CAPITAL 0 0 0 0 0 1 0
.

REVENUE 0 0 0 0 0 1 0

FUNDING: (Thousands of Do!' ars)
GENERAL FUND 0 0 0 0 0 I 0
FEDERAL FUNDS 0 0 0 0 0 1 0
OTHER 0 0 0 0 0 i 0
TOTAL 0 o 0 0 0 i 0

POSITIONS:
FULL-TIME 0 0 0 0 0 1 0
PART-TIME 0 0 0 0 0 i 0
TEMPORARY 0 0 1 0 0 0 1 0

ANALYSIS: (Attach a separate page if  necessary)
Based on assumptions outlined on page 2, it is estimated that there will be no increase to 
either the operating expense of the division or the group insurance premiums for the State of 
Alaska.

Prepared by: saiiv Smith
Division: Ret irement and Behj îts ~ .

Approved bv Commissioner: t-rank S. Ba>r

Phone: <>65-̂ 60 
Date: //<>><?/? o

Agency: Department of Aaministration

Distribution (cy prepare*-): 
Legislative Finance 
Legislative Sconscr 
Requestor
C~"ice of Management 
Irractec -ceicyiles

D a t e : / / 5 c ) / p - j

C h a n g e s  i n  C f l  • f ?  CT.CT 1 ( /- ) 
h a v e  n o  f i s c a l  i m p a c t .
T h i s  f i s c a l  n o t e  
a p p r o p r i a t e .



Senate B ill 254  
A na lysis  o f  the Fiscal Im plica tions  for E m ployee  Benefits  

P rep a red  by the D ivision o f  R e t irem en t and B enefits  
D ep ar tm en t of A d m in is t r a t io n

A n a ly s i s :  T h is  bill would create the  A laska  S ta te  Group Health
In su ran ce  A uthority . T he  A u tho rity  w ou ld  be requ ired  to 
p u rch ase  g roup  insurance  for the  S ta te  o f  A laska, 
m u n ic ip a li t ie s  and school d is tric ts . U n less  g ran ted  a waiver, 
all en t i t ie s  m ust pu rchase  the ir  g roup  in su ra n ce  benefits  
th rough  the A uthority . The S ta te  w ould  not be  allow ed a 
w aiver. It is understood the in ten t  o f  the bill is to create 
e co n o m ies  o f  scale and provide  low cost  g roup  insurance  for 
p u b l ic  o rg an iza t io n s  th ro u g h o u t the  s ta te .

W ith  this  pu rpose  in m ind, it is es tim ated  that the State  of 
A lask a  w o u ld  not suffer any in c rease  in p rem ium s as a resu lt  
o f  this b ill based  on the fo llow ing  assum ptions :

1 . tha t the level o f  b en e f i ts  o ffered  by the au thority
w ould  be no g rea te r  than that o ffered  by the State 
o f  A laska  now;

2 . tha t  each  en tity  w o u ld  be sep a ra te ly  u n d e rw rit ten
and the State o f  A laska  w ould  no t be subsid iz ing
h ig h e r  costs o f  o ther, sm a l le r  em ployers ;

3. tha t the adm in is tra tive  costs  in  support  o f  the
A u thority  w ould  n o t  in c rease  the  cu rren t  overall 
p re m iu m  costs ;

4. tha t the ad m in is tra t iv e  and  p re m iu m  costs  w ould  be 
borne  equally  by each  e m p lo y e r  and n o t a llocated  by 
e m p lo y e e  n u m b e rs ;

5. tha t the A uthority 's  se lec ted  c la im s  p ay o r  w ould
perfo rm  as favo rab ly  (e .g . f in an c ia l  accounting) as 
the  S ta te ’s cu rren t  a r ra n g e m e n t ;  and

6 . tha t s taff  costs , w h e th e r  c o n trac ted  out or through
additiona l S tate  em p lo y ees ,  w ill be borne by the 
A u t h o r i t y .

2 of 2



S T A T E  O F  A L A S K A
19 9 0  L E G I S L A T I V E  S E S S I O N

BILL VERSION:
PUBLISH DATE:

CSSB 254 (SA)
M i z m ______

R EQUEST:
F I S C A L  N O T E

Revision Date:_______ ________________
Tide: An Act relating to group

S p o n s o r :

health insurance 
Duncan

AgencyAffected: Commerce & Economic Dev.
Bru; Alaska State Group Heal th 

' Insurance AutTTomy

Senate State Affairs Components

EXPENDITURES/REVENUES: (Thousands ofDollars)

OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96

PERSONAL SERVICES 141.9 141.9
TRAVEL 5.0.4. 50.. 4
CONTRACTUAL 083.1 . 283.1
SUPPLIES 4 5
EQUIPMENT 3 2 . 0
LAND A STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

TOTAL OPERATING 511.9 479.9 •k * ★ ★

CAPITAL

REVENUE E
FUNDING: (Thousands of Dollars)

GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

5 1 1 . 9 4 7 9 . 9

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

3 . 0 3 . 0

ANALYSIS : (Attach a sepwate page if necessary)

*Given the nature of this organization, i t  is not possible to predict the 
costs for the subsequent fiscal years.

Preparedby: Guy Bell, Director____________________________p^n» • 465-2505____
Division: Administrative Services Dauj. 3/5/90______

Approved by Commissioner: Larrv MerculiPff0 ^ ^  -1* \___  Date: 3/5/90________
Agency: Department of Commerce & Economic DpvKi npmpnii
Disoribuuon (by preparer):

Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 1 3
Impacted Agencyftes) P**e ---  o f ----

6408D-1/3590a



.
CSSB 254: "An A ct r e la t in g  to  group h e a l th  in su ra n ce ;  a n d  prov id ing  

for a n  effective date."

P e r s o n a l  S e r v i c e s :

E x ecu tive  D irec to r  24A $73.2
A d m in is t ra t iv e  A ss is ta n t  I I  14A 39.3
C le rk  T y p is t  H I  8B 29.4

T o ta l  P e rs o n a l  Services $141.9

T ra v e l :

A ssu m e  b o a rd  m ee t in g s  every  two m o n th s  for 17 
b o a rd  m e m b e rs  a t  a n  averag e  cost of $400 p e r  
tr ip .

$400 x  17 x  6 = $40.8

S ta f f  t r a v e l  for E xecu tive  Director:
B o a rd  m ee t in g s  $400 x  6 $2.4
O ne m e e t in g  p e r  m o n th  $600 x  12 $7.2

T o ta l  T rav e l  $ 50.4

C o n tra c tu a l :

Office S pace  - 500 sq. ft. @ $1.75 x  12 m o n th s  $10.5
T e lep h o n e  - $300 x  12 m o n th s  3.6
C o u rie r  Serv ices  - $250 x  12 m o n th s  3.0
P o s ta g e  - $500 x  12 m o n th s  6.0
A d v e r t is in g  a n d  P r in t in g  10.0
P ro fess io n a l  Serv ices  C ontrac t(s) 250.0

w h ic h  m a y  include:
- A ss e ss m e n t  o f  in su ra n c e  ava ilab ili ty  a n d

affo rdab ility
- R a te  s tu d ie s
- F in a n c ia l  A dvisor
- O p tio n s  an a ly s is

T o ta l  C o n tra c tu a l  Services $283.1

S u p p l i e s :

$1,000 p e r  em ployee  $3.0
S o ftw are  1.5

Total Supply $ 4.5

6408D/3590a Page 2 of 3



E q u i p m e n t :

3  P C ’s a n d  a  p r i n t e r  

3  b o o k c a s e s  w i t h  3  s h e l v e s  @  $ 1 2 0  

3  file c a b i n e t s / 5  d r a w e r s  legal @  $ 6 2 5  

M a n a g e m e n t  W o r k s t a t i o n  

T e c h n i c i a n  W o r k s t a t i o n  

S u p p o r t  W o r k s t a t i o n  

P h o n e  s y s t e m  

1 c a l c u l a t o r  d e s k

1 chair, e x e c u t i v e  s w i v e l  w i t h  a r m s

2  c h a i r  p o s t u r e  tilt w i t h  a r m s  @  $ 4 2 5  

2  side c h a i r s  @  $ 2 7 5  

P h o t o c o p i e r

T e l e c o p i e r

T o t a l  E q u i p m e n t

6408D/3590a Page 3 of 3
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STATE OF ALASKA
1990 LEGISLATIVE SESSION

REQUEST:

Revision Date:_______________
Title: An Act relatino to orouo health
insurance
Sponsor: Duncan
Requestor: Sen. State Affairs

B i l l  V e r s i o n :
P u b l i s h  D a te :

SB 254 Ik)
FISCAL NOTE

Agency Affected: Administration 
BRU: Ret irement and Benefits

Components : Retirement and Benefits

EXPENDITHRES/REVE1UES: (Thousands of Dollars)
OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 1 FY 96

PERSONAL SERVICES 0 0 0 o 0 1 o
TRAVEL 0 0 0 o 0 1 o
CONTRACTUAL 0 0 0 o 0 0
SUPPLIES 0 0 o o 0 1 o
EQUIPMENT 0 0 o o 0 0
LAND 4 STRUCTURES 0 o 0 0 0 i o
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 1 0 0
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL

FUNDING: (Thousands of Do!' ars)
GENERAL FUND 0 0 0 0 1 0 1 0
FEDERAL FUNDS 0 0 0 0 1 0 1 0
OTHER 0 0 0 0 j 0 1 0
TOTAL 0 0 0 0 1 0 1 0

POSITIONS:

ANALYSIS: (Attach a separate page if  necessary)
Based on assumptions outlined on page 2, it is estimated that there will be no increase to 
either the operating expense of the division or the group insurance premiums for the State of 
Alaska.

Prepared by: saiiv smith^S
i W  t

Phone: 465-4460
Division: Retirement and Benefits

Approved by Commissioner: Trank S. Baxter 
Agency: Department of Administration

Distr* but ion (dy prepare*"):
Legislative Finance 
Legislative Seotiscr 
Requestor
C"_‘ice of Management anc Euoget 
Irnactec ^cercy:jes'

Date: //< ? ‘? /? o

Date:

FULL-TIME 0 1 0 1 0 1 0 1 0 i 0
PART-TIME 0 0 1 0 1 0 1 0 1 0
TEMPORARY 0 0 1 0 1 0 1 0 1 0

i :cc
I



Senate  Bill 254  
A na lysis  o f  the Fiscal Im p lica tions  for Em ployee  B enefits  

P repared  by the D ivision  o f  R etirem en t and B enefits  
D e p a r tm e n t  o f  A d m in is t ra t io n

A n a ly s i s :  This  bill w ould  create  the  A laska State  Group Health
In su ran ce  A utho rity . T he  A u th o r i ty  w ould  be requ ired  to 
purchase  g roup  insurance  fo r the  State  o f  A laska, 
m u n ic ipa li t ie s  and school d is tr ic ts . U nless  granted  a w aiver, 
all en ti t ie s  m u s t p u rc h a se  the ir  g roup  in su ran ce  benefits  
th rough the A uthority . T he  S ta te  w ould  not be a llow ed a 
waiver. It is unders tood  the in ten t of the bill is to create  
econom ies  o f  sca le  and p rov ide  low  cost  group insurance  for 
p u b lic  o rg a n iz a t io n s  th ro u g h o u t  the  s tate .

W ith  this p u rp o se  in m ind, it is es tim ated  that the S ta te  of 
A laska  w ou ld  not su ffe r  any  in c rease  in p iem ium s as a resu lt  
o f  this bill based  on the fo llo w in g  assum ptions:

1 . tha t the level o f  ben ef i ts  offered  by the  au thority  
w ould  be no g rea te r  than that o ffered  by the S ta te  
o f  A laska  now;

2 . tha t each  en ti ty  w o u ld  be sep a ra te ly  u n d e rw rit ten  
and the S ta te  o f  A la sk a  w ould no t be subsid iz ing  
h ig h e r  costs  o f  o the r ,  sm alle r  em ployers ;

3. tha t the adm in is tra t iv e  costs in support  o f  the 
A u th o r i ty  w ou ld  n o t  inc rease  the cu ire n t  overall 
p re m iu m  costs ;

' 4. tha t  the a d m in is tra t iv e  and p rem iu m  co s ts  v^ould be
borne  eq ually  by each  em p loyer and not a llocated  by 
e m p lo y e e  n u m b e rs ;

5. that the A u tho rity 's  se lec ted  c la im s p ay o r w ould  
p e rfo rm  as fav o rab ly  (e.g. f inancial accoun ting ) as 
the  S ta te ’s c u rre n t  a r ran g em en t;  and

6 . tha t s ta f f  costs ,  w h e th e r  con trac ted  out or th rough  
add itiona l S ta te  em p lo y ees ,  will be borne by the 
A u t h o r i t y .

2 of 2



SB 254 (al
STATE O F  ALASKA BILL VERSION:------------------------___

1990 L E G IS L A T IV E  SESSION PUBLISH DATE: 3 / 1 2 / 9 0

FISCAL NOTE
R E Q U E S T :

RevisionDaie:______________________  A ( n i n r v • Commerce 8, Economic Dev.
Title: Regarding Group Health Insurance BRU. Insurance-------------------- ------

Sponsor: Senator Duncan Components:_____________________________
Requestor: Senate State Affairs_____ __________________________________

EXPENDITURES/REVENUES: (Thousands of Pollan)

OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96
PERSONAL SERVICES 
TRAVEL 
CONTRACTUAL 
SUPPLIES 

. EQUrPNTNT 
LAND & STRUCTURES 
GRANTS. CLAIMS 
MISCELLANEOUS
TO'iAL OPERATING 0 0 Q --- 0----- ___ U_____ n

CAPITAL 0 0 0 0 0 0

REVENUE 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)

GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL 0 0 ____ 0_____ ____Q______ ft — _____
POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

0 0 0 0 0 0

.

ANALYSIS : (Attach a separate page if necessary) No fiscal impact for FY 90.

I

Prepared by: James J. Jordan, Acting Director___________ Phnn„ . 465-2515

Division : i n s u r a n c e  ( >  <r DatC:------y 2 6 m -------

Approved btCommissioner: Larry Mercul iefrpJ~J~t~:̂ \ —  Date : I j j__ ______
Agency: 'Department ot Commerce & Economic Development
Distribution (by preparer):

Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 1 1
Impacted Agency(ies)   of-----

LW/dgl6208D/12990a




