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O r i g i n a l  s p o n s o r :  R u l e s / 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

I N  T H E  S E N A T E  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 8  ( 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  - F I R S T  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  t h e  s t a t e  e x e m p t i o n  f r o m  c e r t a i n

i n s u r a n c e  p r e m i u m  t a x e s ; aiid 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. A S  2 1 . 0 9 . 2 1 0 ( i )  i s  a m e n d e d  t o  r e a d :

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

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

t a x a t i o n  u n d e r  t h i s  s e c t i o n .  A n  i n s u r e r  m a y  n o t  i n c l u d e  t h e  t a x  

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

o r  c o n t r a c t  p u r c h a s e d  b y  t h e  s t a t e  u n d e r  t h e  p r o v i s i o n s  o f  A S  3 9 . 3 0 .  

A n  i n s u r e r  n a y  c l a i m  t h e  [ C L A I M S  F O R ]  e x e m p t i o n  [ S H A L L  B E  M A D E ]  o n  

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

*  S e c .  2 .  T h i s  A c t  t a k e s  e f f e c t  J a n u a r y  1, 1 9 8 9 .

- 1 - CSSB 258(Fin)



O f f i c e  o f  t h e  P r e s i d e n tMEMBER
TENTH ALASKA LEGISLATURE 

ELEVENTH ALASKA LEGISLATURE 
TWELFTH ALASKA LEGISLATURE 

THIRTEENTH ALASKA LEGISLATURE 
FOURTEENTH ALASKA LEGISLATURE 
FIFTEENTH ALASKA LEGISLATURE 
SIXTEENTH ALASKA LEGISLATURE

P.O. BOX V 
JUNEAU, ALASKA 99811 

(907 )465 -3822

P.O. BOX 210001 
ANCHORAGE, ALASKA 99521 

(907) 561-7612S e n a t o r  T i m  K e l l y

A p r i l  6 ,  1 9 8 9

S e n a t o r  R i c k  U e h l i n g ,  C o - c h a i r  
F i n a n c e  C o m m i t t e e  
A l a s k a  S t a t e  S e n a t e  
B o x  V
J u n e a u ,  A k  9 9 8 1 1

R e :  S c h e d u l i n g  S B  2 5 7  a n d  S B  2 5 8 .

D e a r  S e n a t o r  U e h l i n g ,

I  w o u l d  a p p r e c i a t e  t h e  s c h e d u l i n g  S B  2 5 7  a n d  SB  2 5 8  f o r  a  
F i n a n c e  C o m m i t t e e  h e a r i n g  a t  y o u r  e a r l i e s t  c o n v e n i e n c e .  T h e s e  
t w o  b i l l s  a r e  r e c o m m e n d e d  b y  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 .  T h e y  a r e  i n  t h e  n a t u r e  o f  t e c h n i c a l  c h a n g e s  t o  
e x i s t i n g  l a w .  T h e i r  e n a c t m e n t  w o u l d  a l l o w  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  t o  a f f e c t  s u b s t a n t i a l  h e a l t h  c a r e  c o s t  s a v i n g s  
f o r  b o t h  F Y  8 9  a n d  F Y  9 0 .

F o r  y o u r  i n f o r m a t i o n ,  t h e  T a s k  F o r c e  w i l l  b e  m e e t i n g  
a g a i n  o n  W e d n e s d a y ,  A p r i l  1 2 .

T h a n k  y o u  f o r  y o u r  c o n s i d e r a t i o n  o f  t h i s  r e q u e s t .

S i n c e r e l y ,

T IM  K E L L Y
A l a s k a  S t a t e  S e n a t o r



S ' S  2 S g 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 
Sl,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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? Provided by: Arthur J. Gallagher & Co.
A e t n a  Life I n s u r a n c e  C o m p a n y

A p r il  3 , 19 6 9

STATE OF ALASKA HEALTHCARE COST CONTAINMENT TASK FORCE

A t its  M a r c h  2 9, 1989 m e e t in g , th e  H e a lth c a re  C o s t  C o n t a i n m e n t  T a s k  F o r c e  r e q u e s t e d  
a d d it io n a l i n f o r m a t i o n  o n  th re e  fin a n c ia l i s s u e s . T h e  f o l l o w i n g  m a te r ia l p r o v i d e s  A r t h u r  
J. G a l l a g h e r 's  a n d  A e t n a 's  c o m m e n t s  o n  th e  th re e  i s s u e s .

1 .  P r e m i u m  T a x e s . T h e r e  is  a  g re a t d e a l o f  c o n f u s i o n  o n  th e  P r e m i u m  T a x  i s s u e . 
C u r r e n t ly , p r e m i u m  ta x e s a r e  p a id  to  th e  S ta te  o n  th e  H e a lth  p l a n s  a n d  t h e n  A e tn a  
file s  f o r  a r e f u n d  o f  th e  t a x e s . T h u s ,  th e  n e t  e ffe c t  o n  th e  p la n  s h o u l d  b e  z e r o . In  
d e t e r m i n i n g  th e  S t a t e 's  p r e m i u m  r a t e s  it is  a s s u m e d  th e r e  i s  n o  ta x  lia b ility .

In  o r d e r  to  r e c o v e r  th e 19 8 7 ta x c r e d it  o f  $ 1,7 0 0 ,0 0 0  (5 1,3 0 0 ,0 0 0  a c tiv e  a n d  $400,GOO 
r e t ir e e s ) th e  f o l l o w in g  n e e d s  to o c c u r :

1 .  C o m b in e  p la n  fin a n c ia ls  a t y e a r  e n d . T h i s  a l l o w s  A etn a  to c r o s s
a p p ly  P r e m i u m  S t a b il iz a t io n  A c c o u n t  F u n d s .

2. T h e  S ta te  R e v e n u e  D e p a r t m e n t  h a s  to  i s s u e  19 8 8  p r e m i u m  ta x r e f u n d
to A e tn a  p r i o r  to  J u ly  1 ,  19 8 9 .

3 . S e c tio n  1  A S 2 1 .09210 (i )  is  a m e n d e d  e ffe c t iv e  J a n u a r y  1 ,  198 9.

A e tn a  w ill c r e d it  $ 1,7 0 0 ,0 0 0  a s  d ir e c te d  b y  a d m i n i s t r a t i o n .

2. E x t e n d e d  L ia b il it y  R e s e r v e s . U n d e r  th e  S t a t e 's  p l a n  th e r e  is  a n  e x t e n s io n  o f  
b e n e f it s  w h ic h  c o n t in u e s  M e d ic a l c o v e r a g e  f o r  u p  to  12  m o n t h s  f o r  e m p l o y e e s  w h o  
a re  to ta lly  d isa b le d  at c o n t r a c t  t e r m i n a t i o n . T h i s  i s  d e f e r r e d  lia b ility  w n ic h  c a n n o t  
b e m e a s u r e d  w h ile  th e  p la n  i s  a c t iv e .

A e tn a  p r o v i d e s  f o r  t h is  lia b ility  b y  e s t a b l i s h i n g  r e s e r v e s  at e a c h  r e n e w a l . T h e  
e x t e n d e d  lia b ility  r e s e r v e s  e s t a b l is h e d  a s  o f  th e  J u ly  1 ,  19 8 8  r e n e w a l a re  a s  f o l l o w s :

E x t e n d e d  L ia b ility  E x t e n d e d  M a t u r it y  T o t a l  80%

A c tiv e s $ 2 ,17 8 ,0 4 5  $ 8 5 7 ,13 9  $ 3 ,0 3 5 ,18 4  $2,400,000
R e tire e s 1 ,16 2 ,2 8 2  2 7 ,18 9  1 ,1 8 9 ,4 7 1  900,000

N o t e : T h e s e  r e s e r v e s  w e r e  o u t lin e d  o n  p a g e  18 A  o f  A r t h u r  J . G a l l a g h e r 's  
M a r c h  29, 1989 R e p o r t  o n  th e  T a s k  F o r c e .

A e tn a  w o u l d  b e  a g re e a b le  to  t r a n s f e r r in g  th e  e x t e n d e d  lia b ilit y  t o  th e  S ta te  in  th e  e v e n t  o f  
c o n t r a c t  t e r m in a t io n . W ith  th e  t r a n s f e r  o f  lia b ilit y , 80% o f  th e  r e s e r v e s  w o u l d  n o  l o n g e r  
b e  r e a u ire d .^  T h e  r e m a in in g  20% o f  th e  r e s e r v e s  w o u l d  b e  r e q u ir e d  to  p r o v id e  f o r  
e x t e n d e d  lia b ilitie s  w h ile  th e  c o n t r a c t  is  i n  f o r c e .

T o  a c c o m p l is h  the t r a n s fe r  o f  lia b ilit y , A e tn a  w o u l d  n e e d  to  m a k e  a c h a n g e  to th e  
c o n t r a c t  w it h  th e  S ta te . A l s o , a n o t ic e  w o u l d  n e e d  to  b e  p r o v i d e d  to e m p l o y e e s  
in d ic a tin g  that th e  Sta te h a s  a s s u m e d  t h is  lia b ilit y .



S ta te  o f  A la sk a  H e a lth c a re  C o s t  C o n t a in m e n t  
P a g e  T w o

I f  th e  S ta te  w i s h e s  to p r o c e e d  w it h  t h is  c h a n g e  w e  w o u l d  n e e d  a n  e ffe c tiv e  d a te . O n ce  
im p l e m e n t e d , A e tn a  w o u l d  c r e d it  th e  S ta te  f o r  th a t p o r t i o n  o f  th e  r e s e r v e s . A etn a  w ill  
c r e d it  E x t e n d e d  r e s e r v e s  o f  $3,300,000, a s  d ir e c t e d  b y  A d m i n i s t r a t i o n .

3. M i n i m u m  P r e m i u m . A e tn a  h a s  a m i n i m u m  p r e m i u m  p r o d u c t  a v a ila b le  ca lle d  th e  
S p lit  F u n d e d  G r o u p  P la n  ( S F G P ) . T h e r e  a r e  t w o  t y p e s  o f  S F G P  a v a ila b le : o n e  
w h e r e  A e tn a  r e t a in s  t e r m in a l lia b ilitie s  a n d  r e s e r v e s , a n d  o n e  w h e r e  t e r m in a l 
lia b ilit ie s  a n d  r e s e r v e s  a re  t r a n s fe r r e d  to  th e  S ta te . A ll f u r t h e r  d i s c u s s i o n  w ill 
a s s u m e  th e  S ta te  is  r e s p o n s i b l e  f o r  t e r m in a l l ia b ilit ie s  a n d  r e s e r v e s .

T h e  f o l l o w i n g  ta b le  o u t lin e s  th e  r e s e r v e s  a v a ila b le  t o  th e  S t a t e :

J u ly  1 ,  19 8 8 R e s e r v e s :
U n p a id  c la im  
E x t e n d e d  L ia b ility

T o t a l
E s t im a t e d  F lo a t  C la im s

R e s e r v e  R e le a se  C h a rg e  
N e t  R e s e r v e  R e le a se

A c t iv e s

$ 7,80 8,4 6 9  
3 .0 3 5 .18 4  

$ 10 ,8 4 3 ,6 5 3  
-A 1 7 5,flQp 
$ 8,668,653 

-346.746 
$ 8 ,3 2 1,9 0 7

R e tire e s

$ 4 ,12 7 ,4 14
1 .1 8 9 .4 7 1

$ 5 ,3 16 ,8 8 5
-925.000

$ 4 ,3 9 1,88 5
-175.675

$ 4 ,2 16 ,2 10

N o t e : S B S  O p t io n  I b e n e f it s  a r e  c o m b in e d  w it h  b a s ic  b e n e f it s  to  a v o i d  p r o d u c in g  t w o
s e p a r a t e  c la im  t r a n s a c t io n s  a n d  th e  e x p e n s e s  a s s o c i a t e d  w i t h  t w o  t r a n s a c t io n s . It is  
a s s u m e d  th at O p t io n  I  w o u l d  a l s o  c o n v e r t  to  S F G P  t o  c o n t in u e  t h e se  e x p e n s e  
s a v i n g s .

A e tn a  w o u l d  n e e d  to r e t a in  a p o r t i o n  o f  th e r e s e r v e s  to  c o v e r  " f l o a t "  c l a im s  o u t s t a n d in g  
o n  th e c o n v e r s i o n  d a t e . F lo a t  c l a im s  a re  t h o s e  c l a i m s  w h e r e  a c l a im  c h e c k  h a s  b e e n  
is s u e d  b u t  n o t  r e c o r d e d  a s  p a id . T h e  lia b ility  is  e s t im a t e d  t o  b e  a p p r o x im a t e l y  t w o  
w e e k s  o f  c l a im s .

In  a d d i t i o n , if  th e  r e s e r v e s  a r e  r e le a s e d  In  a l u m p  s u m  t h e r e  i s  a c h a r g e  m a d e  t o  c o v e r  
th e  o p p o r t u n i t y  c o s t s  a s s o c ia t e d  w it h  th e  c o n v e r s i o n  o f  a s s e t s  to  c a s h . C u r r e n t ly , th e 
c h a r g e  is  e q u a l to  4% o f  th e  l u m p  s u m  p a y m e n t . T h e  c h a r g e  w o u l d  b e  w a iv e d  i f  the 
r e s e r v e s  w e r e  r e le a s e d  in  12  i n s t a l l m e n t s .

U p o n  th e  c o n v e r s i o n  to  S F G P , A e t n a 's  c o s t s  w o u l d  in c r e a s e  a s  f o l l o w s :

L o s t  In t e r e s t
B a n k in g  a n d  A d m in is t r a t io n  
A d d it io n a l  R isk  

T O T A L

A c tiv e s

$ 867,492 
86 ,0 00  
5 4 .2 18  

$ 1 ,0 0 7 ,7 1 0

R e tire e s

$425,351
37,000
26 .584

$488,935

C u r r e n t l y , A e tn a  i s  c r e d it in g  in t e r e s t  to  th e  S ta te  o n  th e  c la im  r e s e r v e s  a t a n  a n n u a l  ra te  
in  th e  r a n g e  o f  7.5%  to 8.5% . T h i s  in t e r e s t  i s  u s e d  t o  o f f s e t  s o m e  o f  th e  e x p e n s e s  u n d e r  
th e  p l a n . O n c e  r e l e a s e d , th e  n e t  e x p e n s e s  in c r e a s e  b y  th e  a m o u n t  o f  th e  lo st  in t e r e s t . 
A e tn a  h a s  .a s s u m e d  8% in  t h is  i l l u s t r a t io n .



0 - 4  — 0 3
Jf • T O  ['1 O t4 X 2  3 s  3  P A C I F I C  A T  L.  A M T  I  C

t fl ' d t> £ £ l z 2  6 S l y
F1 .  Ct C

£ V I £ ! NOW 0 i - £ 0 - * 8

1 *  |  2  V P A C I F I C  A T U A M T J C

S ta te  of  A la sk a  H e a lth c a re  C o J t C o n t a in m e n t  
P i g e  T h r e e

T h e  b a n k in g  a n d  a d m in is t r a t io n  c h a r g e s  c o v e r  th e  a d d e d  m a t *  a is o c ia t e d  w it h  S F G P . 
A lth o u g h  t e r m in a l  lia b ilit ie s  a n d  r e s e r v e s  s h if t  t o  t h e  S t a t e , A e tn a  g u a r a n t e e s  p a y m e n t  o f 
t h e s e  lia b ilitie s  i n  th e  e v e n t  th e  S la te  c a n n o t  p r o v i d e  th e  f u n d s . A e tn a  a s s e s s e s  a n  
»<*ditio/v»i ri»L .  /uj U tu  ^ l u i n i n n * .  Thfc n * x  c h a r g e  c o u t a  dc waiYOU >J th e re  is
L a tte r o f  C r e d it  f o r  120%  o f  th e  r e s e r v e s .

I t  w o u l d  b e  n e c e s s a r y  to  In c r e a s e  th e  "c o n v e n t i o n a l  "  p r e m i u m  r a t e s  to p r o v i d e  f o r  th e s e  
add i t i ona l  * k p e n s « .
U n d e r  a c r c r  < .,i a n $ c i u e m , xiie f o l l o w i n g  a a a m o r u u  d o c u m e n t s  a re  r e q u ir e d  to  
I m p l e m e n t  5 F G P :

T b c  L e tte r  o f  In te n t  <K»hiblt A ) n u riin e-t th e  S t a t e 's  d e s i r e  to im p le m e n t  
S F G P  a n d  a c c e p ts  In p r in c ip a l  t h e  v a r i o u s  A g r e e m e n t s .

T h e  B a n k in g  A g r e e m e n t  (E x h ib it  5 ) s e t s  u p  th e  w i r e  t r a n s f e r  of  f u n d s  
b e t w a o n  th e  S ta le  a n d  C o n n e c t ic u t  N a t i o n a l  B a n k .

T h e  S p lit  F u n d e d  A g r e e m e n t  (E x h ib it  C ) a m e n d s  th e  t n i u r a n c e  c o n t r a c t  a n d  
o u t l in e s  th e  v a r i o u s  t e r m s  a n d  c o n d i t i o n s  o f  th e  a r r a n g e m e n t

T h e  J t a t r p s p f c t iv e  P r e m i u m  A g r e e m e n t  (E x h ib it  D ) p r o v i d e s  f o r  th e  call o n  
* " . y  u n u s e d  C la im  L ia b ility  L im it  tn  h i n d  » ccc*jn fcir.g  d » K d i.

T h e  T e r m i n a t i o n  L ia b ility  F u n d  (E x h i b i t  E )  i s  n e c e s s a r y  to a n s u r e  >,iat 
a d e q u a t e  r e s e r v e  f u n d i n g  i s  a v a ila b le  a t  a ll t i m e * .

I n  a d d it io n  to  t h e s e  d o c u m e n t s , a n o t ic e  n e e d s  to  h e  s e n t  tn  t h o  o m p l o y .* ™  a n n o u n c i n g  
tn e  c h a n g e  to  S K I P .

U n d e r  5 P G P . th e  c o n v e n t io n a l  p r e m i u m  w o u l d  N> s p l i t  i n t o  t w o  c o m p o n e n t s . A b a s ic  
p r e m i u m  c o m p o n e n t  e q u a l t o  th e  e s t im a t e d  e x p e n s e s  w o u l d  b e  d e v e l o p e d  a n d  p a id  to  
A etn a  m o n t h l y . T h e  b a s ic  p r e m i u m  le v e l is  n o t  g u a r a n t e e d  a n d  w o u l d  b e  "t r u e d  u p "  a t 
y e a r  a n d  b a s e d  u p o n  a c t u a l p la n  c o s t s . T h e  r e m a i n d e r  o f  th e  c o n v e n t i o n a l  p r e m i u m  
w o u ld  b e r e t a in e d  b y  th e  S l a t e 's  I o r  c la im  p a y m e n t .

D u e  to  a s s o c ia t e d  c o m  a n d  e a s e  o f  a d m i n i s t r a t i o n . It La n e o o m r ru tn d e d  that th e  S ta te
r s v t a w  ■Spill Cun^Lnw A«-i-n* r e t a i n *  ta m U n jil  lL*LUitlir> <*xid r n a r v w .  T h e  n e t
im p a c t o .' t h is  o n  F Y  89, 90 d e p e n d s  u p o n  th e  a c t u a l c l a i m s  p a id  a n d  th e  S t a t e 's  
A c c o u n tin g  p r a c t ic e s .

It  la f u r t h e r  r e c o m m e n d e d  th a t tha T a s k  F o r c e  c o n t i n u e  t o  p u r s u e  C o s t  C o n t a in m e n t




