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Original sponsor: Rules/Health Care Cost
Containment Task Force
IN THE SENATE BY THE FINANCE COMMITTEE
CS FOR SENATE BILL NO. 258 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to the state exemption from certain
insurance premium taxes; aiid providing for an effec—
tive date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section AS 21.09.210(i) 1is amended to read:

(i) Premiums paid by the state for 1insurance policies and
tracts purchased wunder the provisions of AS 39.30 are exempt from
taxation under this section. An insurer may not include the tax
imposed under this section in a premium charged on an insurance policy
or contract purchased by the state under the provisions of AS 39.30.
An insurer nay <claim the [CLAIMS FOR] exemption [SHALL BE MADE] on
forms provided by the division of insurance.

* Sec. 2. This Act takes effect January 1, 1989.
(SSB 258(Fin)

con



Office of the President
MEVBER

PO.BOX V
TENTH ALASKA LEGISLATURE JUNE@S?)’}%@%Q\ZS’%“
ELEVENTH ALASKA LEGISLATURE
TWELFTH ALASKA LEGISLATURE
THIRTEENTH ALASKA LEGISLATURE PO. BOX 210001
S A S e e
SIXTEENTH ALASKA LEGISLATURE Semator Tinm Kelly
April 6, 1989

Senator Rick Uehling, Co-chair
Finance Committee

Alaska State Senate

Box V

Juneau, Ak 99811

Re: Scheduling SB 257 and SB 258.
Dear Senator Uehling,

. | would appreciate the scheduling SB 257 and SB 258 for a
Finance Committee hearing at your earliest convenience. These
two bills are recommended by the Health Care Cost Containment
Task Force. The¥] are in the nature of technical changes to
existing law. Their enactment would allow the Department of
Administration to affect substantial health care cost savings
for both FY 89 and FY 90.

~ For your information, the Task Force will be meeting
again on Wednesday, April 12,

Thank you for your consideration of this request,

Sincerely,

TIM KELLY
Alaska State Senator



S'S 2S¢ 2.01 PREMIUM TAXES

Currently, required by State Law (AS 39.30), Aetna charges a premium tax based upon the total
premium collected, applies for a tax refund at the end of the year, and then credits the retention

charge.

During our review, it was discovered that Aetna had collected the 1987 calendar year refund, but it
had not been credited. The 1988 refund has not been applied for as of yet (estimated 1987 credit
S1,650,000, estimated 1988 credit $1,750,000, for a total of $3,400,000).

It is recommended that Aetna reduce the premiums due during remaining year 1989 by the amount
of the 1987 & 1988 tax credit.

2.01A AS 3930

This law should be amended to exempt the State from paying this premium tax. It would simplify
the administration and retain the money in Alaska.

AK3/8920 - 17 -
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STATE OF ALASKA HEALTHCARE COST CONTAINMENT TASK FORCE

? Provided by: Arthur J. Gallagher & Co.

Aetna Life Insurance Company

April 3, 1969

At its March 29, 1989 meeting, the Healthcare Cost Containment Task Force requested
additional information on three financial issues. The following material provides Arthur
J. Gallagher's and Aetna's comments on the three issues.

1 Premium Taxes. There is a great deal of confusion on the Premium Tax issue.
Currently, premium taxes are paid to the State on the Health plans and then Aetna
files for a refund of the taxes. Thus, the net effect on the plan should be zero. In
determining the State's premium rates it is assumed there is no tax liability.

In order to recover the 1987 tax credit of $1,700,000 (51,300,000 active and $400,G00
retirees) the following needs to occur:

L. Combine plan financials at year end. This allows Aetna to cross
apply Premium Stabilization Account Funds.

2, The State Revenue Department has to issue 1988 premium tax refund
to Aetna prior to July 1, 1989.

3. Section 1 AS21.09210 (i) is amended effective January 1, 1989.
Aetna will credit $1,700,000 as directed by administration.
2. Extended Liability Reserves. Under the State's plan there is an extension of
benefits which continues Medical coverage for up to 12 months for employees who
are totally disabled at contract termination. This is deferred liability wnich cannot

be measured while the plan is active.

Aetna provides for this liability by establishing reserves at each renewal. The
extended liability reserves established as of the July 1, 1988 renewal are as follows:

Extended Liability Extended Maturity Total 80%
Actives $2,178,045 $857,139 $3,035184 $2,400,000
Retirees 1162282 27,189 1,189,471 900,000

Note: These reserves were outlined on page 18A of Arthur J. Gallagher's
March 29, 1989 Report on the Task Force.

Aetna would be agreeable to transferring the extended liability to the State in the event of
contract termination. With the transfer of liability, 80% of the reserves would no longer
be reauired”™ The remaining 20% of the reserves would be required to provide for
extended liabilities while the contract is in force.

To accomplish the transfer of liability, Aetna would need to make a change to the
contract with the State. Also, a notice would need to be provided to employees
indicating that the State has assumed this liability.



State of Alaska Healthcare Cost Containment
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If the State wishes to proceed with this change we would need an effective date. Once
implemented, Aetna would credit the State for that portion of the reserves. Aetna will
credit Extended reserves of $3,300,000, as directed by Administration.

3. Minimum Premium. Aetna has a minimum premium product available called the
Split Funded Group Plan (SFGP). There are two types of SFGP available: one
where Aetna retains terminal liabilities and reserves, and one where terminal
liabilities and reserves are transferred to the State. AIll further discussion will
assume the State is responsible for terminal liabilities and reserves.

The following table outlines the reserves available to the State:

Actives Retirees
July 1, 1988 Reserves:
Unpaid claim $ 7,808,469 $4127414
Extended Liability 3.035184 1189.47!1
Total $10,843,653 $5,316,885
Estimated Float Claims -A 17 5flQp -925.000
$ 8668653 $4,391,885
Reserve Release Charge -346.746 -175675
Net Reserve Release $ 8,321,907 $4,216,210

Note: SBS Option | benefits are combined with basic benefits to avoid producing two
separate claim transactions and the expenses associated with two transactions. It is
assumed that Option | would also convert to SFGP to continue these expense
savings.

Aetna would need to retain a portion of the reserves to cover "float" claims outstanding
on the conversion date. Float claims are those claims where a claim check has been
issued but not recorded as paid. The liability is estimated to be approximately two
weeks of claims.

In addition, if the reserves are released In a lump sum there is a charge made to cover
the opportunity costs associated with the conversion of assets to cash. Currently, the

charge is equal to 4% of the lump sum payment. The charge would be waived if the

reserves were released in 12 installments.

Upon the conversion to SFGP, Aetna's costs would increase as follows:

Actives Retirees

Lost Interest $ 867492 $425,351
Banking and Administration 86,000 37,000
Additional Risk 54218 26.584
TOTAL $1007,710 $488,935

Currently, Aetna is crediting interest to the State on the claim reserves at an annual rate
in the range of 75% to 85%. This interest is used to offset some of the expenses under
the plan. Once released, the net expenses increase by the amount of the lost interest.
Aetna has .assumed 8% in this illustration.
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The banking and administration charges cover the added mat* aisociated with SFGP.
Although terminal liabilities and reserves shift to the State, Aetna guarantees payment of

these liabilities in the event the Slate cannot provide the funds. Aetna assesses an
»<iditio/v»i risL . /uj Utu Muininn* Thfc n*x charge couta dc waiYOU = there is

Latter of Credit for 120% of the reserves.

It would be necessary to Increase the "conventional " premium rates to provide for these
additional *kpens«.

Under acrcr <.,ian$ciuem, xiie following aaamoruu documents are required to
Implement 5FGP:

Thc Letter of Intent <K»hiblt A) nuriine-t the State's desire to implement
SFGP and accepts In principal the various Agreements.

The Banking Agreement (Exhibit 5) sets up the wire transfer of funds
betwaon the Stale and Connecticut National Bank.

The Split Funded Agreement (Exhibit C) amends the tniurance contract and
outlines the various terms and conditions of the arrangement

The Jtatrpspfctive Premium Agreement (Exhibit D) provides for the call on
¥y unused Claim Liability Limit tn hind »ccckjnfeirg d» Kdi.

The Termination Liability Fund (Exhibit E) is necessary to ansure >jat
adequate reserve funding is available at all time*

In addition to these documents, a notice needs to he sent tn tho omploy.*™ announcing
tne change to SKIP.

Under 5PGP. the conventional premium would N> split into two components. A basic
premium component equal to the estimated expenses would be developed and paid to
Aetna monthly. The basic premium level is not guaranteed and would be "trued up" at
year and based upon actual plan costs. The remainder of the conventional premium
would be retained by the Slate's lor claim payment.

Due to associated com and ease of administration. It laneoomrrutnded that the State
rsvtaw mSpill Cun”Lnw A«-i-n* retain* tamUnjil IL*LUitlir> <xid rnarvw. The net

impact o' this on FY 89, 90 depends upon the actual claims paid and the State's
Accounting practices.

It la further recommended that tha Task Force continue to pursue Cost Containment





