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SB 254.txt FRIDAY, MARCH 2

P r o p o s e d  CS f o r  SB 254, Duncan, G R O U P  H E A L T H  I N S U R A N C E  

T E L E C O N F E R E N C E ;  A n c h o r a g e ,  F a irbanks, ot h e r s w e l come.

T O  T E S TI F Y ;

S e n a t o r  D u n c a n
J e f f  Malek: A r t h u r  J. G a l l a g h e r  C o . / H e a l t h  Care  C ost C o n t a i n m e n t

C o n s u l t a n t

B r u c e C u m m i n g s :  D i r e c t o r , L a b o r  R e l a t i o n s  

M i c h e l l e  C a s t a n e d o :  A S E A

Bo b  S t a l n a k e r :  D i v i s i o n  o f  R e t i r e m e n t  and B e n e f i t s

N O T I F I E D } / i n d i c a t e s  w o u l d  l ike to t e s t i f y

W e n d y  R e d m o n d :  U n i v e r s i t y  f axed CS 

Reed Stoo p s :  A e t n a  l o b b y i s t  d e l i v e r e d  CS 

S c o t t  B u r g e s s :  M u n ic i p a l  Le a g u e M a i l e d  CS 

NEA: Bo b  M a n n e r s ,  M a i l e d  CS 

School B o a r d  A s s o c i a t i o n  

D i v i s i o n  o f  Insurance:

HESS: J a y  L i v e y  

DOE: S t e v e  H o l e

NOTES;

*Th e CS is s t r u c t u r e d  on the P h a s e - I n  c o n c e p t  w h i c h  r e f l e c t s  both the 

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 orce r e c o m m e n d a t i o n s  to set r ate s c h e d­

ules and u t i l i z a t i o n  s t a n d a r d s  p r i o r  to p r o v i d i n g  h e a l t h  i n s u r a n c e  and 

c o m m i t t e e  c o n c e r n s  on r e s e a r c h i n g  t h e s t a t e ' s  a b i l i t y  to n e g o t i a t e  d i s­

co u n t e d  rates, p r o v i d e r  p a y m e n t  s y s t e m  in both rural and u r b a n  areas and

r e q u i r e s  a r e p o r t  to L e g i s l a t u r e  p r i o r  to p r o v i d i n g  h e a l t h  insurance.

It a lso c o n t a i n s  the s t a t e m e n t  o f  intent t h a t . n o t h i n g  in thi s  act affects

c o l l e c t i v e  b a r g a i n i n g :  HOWEVER, L A N G U A G E  R E F E R S  T O  P A S T  A G R E E M E N T S .  SEE

P R O P O S E D  A M E N D M E N T ,  Y e l l o w  page.

1. In the Bill A n a l y s i s  by J i m  Jordan, D i v i s i o n  of  Insurance, t h e y  recom- 

men d  th a t  t h e  G r o u p  H e a l t h  A u t h o r i t y  be c r e a t e d  w i t h i n  a n o t h e r  t i t l e  o t h e r  

tha n  T i t l e  21. He sees c o n f l i c t  in m i x i n g  p u r c h a s i n g  w i t h  r e g u l a t i n g . ' 

Res p o n s e:  N e i t h e r  Legal n o r  Duncans' o f f i c e  can s u g g e s t  a b e t t e r  t i t l e  in 

that it is i m p o r t a n t  not to o v e r r i d e  c u r r e n t  i n s u r a n c e  statutes.

2. D i v i s i o n  of I n s u r a n c e  a lso r e c o m m e n d s  t h a t  Sec. 2 1 . 7 7 . 0 3 0  (Page 3, Line 

12) G E N E R A L  POWERS, needs c l a r i f i c a t i o n  so as to e x e m p t  t h e  G r o u p  Health 

A u t h o r i t y  f r o m  h a v i n g  to be fo r m e d  and l i c e n s e d  as an i n s u r e r . If the 

intent is to a l l o w  the A u t h o r i t y  to act as t h e  a d m i n i s t r a t o r  for 

s e l f - i n s u r e d  p l an s  s p o n s o r e d  by th e  state, m u n i c i p a l i t i e s  and school 

d i s t r i c t s ,  the n thi s  s e c t i o n  sho u l d  be a m e n d e d  to r e f l e c t  that. J e f f  M a l e k  

ag r ee s  w i t h  t his r e vision. R es ponse; D e a l t  w i t h  in CS, Page 4, b e g i n n i n g  

Line 8 s t a t e s  o p t i o n  to p u r c h a s e  or provide.



3. J e f f  M a l e k  r e c o m m e n d s  t h a t  Sec. 2 1 . 7 7 . 0 5 0  be r e v i s e d  to a l l o w  RFP 

n o t i f i c a t i o n  p r oc e s s .  R e sponse: D e a l t  w i t h  in CS Pag e 4, b e g i n n i n g  Line 15.

4. J e f f  M a l e k  r e c o m m e n d s  that Sec. 2 1 . 7 7 . 0 7 0  (Page 4, L ine 27) be r e v is e d  

to a l l o w  the pool to access m e m b e r s  a n d / o r  issue b o n d s  to fund b e n e f i t s  or 

e s t a b l i s h  r e s e r v e s .  Response: Not i n c l u d e d in CS as u n n e c e s s a r y  at this 

time. C o u l d  be a d d e d  to P u r p o s e  s e c t i o n  as t a s k  f o r  a u t h o r i t y  to deter m i n e . 

SEE A M E N D M E N T  #2, y e l l o w  page.

5. S e l f - I n s u r a n c e  issue, J e f f  L i v e y  o f  HESS st a t e s  tha t  t h e  o n l y  a d v a n t a g e  

is if th e  s t a t e  a c t i v e l y  m a n a g e s  he a l t h  care c o s t s  or c o n t r a c t s  w i t h  a 

c o m p a n y  to a c t i v e l y  manage. N o  r e s p o n s e  as no c ra c k  record.



CS SB 254 PROPOSED AMENDMENTS;

A M E N D M E N T  1:

Page 7, Lines 1 1,12 a m e n d e d  to read:

*Sec. 7. N o t h i n g  in this A c t  a f f e c t s  a c o n t r a c t  or c o l l e c t i v e  b ar g a i n i n g  

agree m en t ,  (in e f f e c t  on th e  e f f e c t i v e  d a t e  o f  t h i s  Act)

A M E N D M E N T  2:

A d d  l a n g u a g e  P a g e  2, S t a r t i n g  l i n e  5 (Under S e c t i o n  1. P u rpose)

(9) D e t e r m i n e  t h e  n e e d  fo r  the A u t h o r i t y  to ii«ve a c c e s s  to m e m b e rs  

a n d / o r  i s su e  b o n d s  to fund b e n e f i t s  o r  to e s t a b l i s h  r e s erves.
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S e n a t o r  J i m  D u n c a n

P. O. Box v J u n e a u .  A l a s k a  
(907) 465-4766

99811-3100

COM M ITTEES: 
Finance 

Vice Chair - 
Health Education 
* Social Services 
Budget* Audit 

Banking * 
ECON9.MIC

Development

M E M O R A N D U M

TO:

FROM:

DATE:

S U B J E C T :

S e n a t o r  P a 4 ^ P o u r c h o t
C h a i r m a n /  S ^ n a £ e  S t a t e  A f f a i r s  C o m m i t t e e  

S e n a t o  

J a n u a r y  9,

H e a r i n g  s c h e d u l e  for S B  254 " A n  A c t  r e l a t i n g  to 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 d  e f f e c t i v e  
d a t e . "

I w o u l d  l i k e  to h a v e  a h e a r i n g  s c h e d u l e d  f o r « S e n a t e  B i l l  254 to 
b e  b r o u g h t  b e f o r e  y o u r  c o m m i t t e e  at y o u r  o n  W e d n e s d a y ,  J a n u a r y  ) 
31, 1990. T h e  r e a s o n  f o r  r e q u e s t i n g  a s p e c i f i c  d a t e  is to 
p r o v i d e  an o p p o r t u n i t y  f o r  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  c o n s u l t a n t  to t e s t i f y  to t h e  c o m m i t t e e .  J e f f  M a l e k  of 
A r t h u r  J . G a l l a g h e r  a n d  C o m p a n y  o f  S a n  F r a n c i s c o  s c h e d u l e d  to 
be in J u n e a u  o n  t h a t  d a t e  for a n o t h e r  m e e t i n g .  I b e l i e v e  his 
t e s t i m o n y  is v e r y  i m p o r t a n t  as w e  b e g i n  c o n s i d e r i n g  the 
l e g i s l a t i o n .

P l e a s e  l e t  m e  k n o w  if I c a n  p r o v i d e  y o u  w i t h  a n y  a d d i t i o n a l  
i n f o r m a t i o n  t h a t  m a y  be  n e c e s s a r y  to g e t  SB 254 s c h e d u l e d  f o r  a 
h e a r i n g  b e f o r e  y o u r  c o m m i t t e e  o n  J a n u a r y  31.

SB 373— /Jwt-A 3/Sr~ (jj\AJck)uS

D i s t r i c t  C



T u f l i  L i i O i L f i l f f f l l S l i  " Z l T ^ r '

LEGISLATIVE AFFAIRS AGENCY
M E M O R  A  N D U M  February 12.. 1990

SUBJECT: Group health insurance - CSSB 254 ( )

TO: Senator Jim Duncan

FROM: Michael F. Ford
Legislative Counsel

/ u i -

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

Please contact me if you have further questions.

M F F :p 1 
W K P 2 / 0 3 1

Enclosure
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A l a s k a  S t a t e  L e g i s l a t u r e

Sen . J a n  F a ik j, Vice C hairm an  Sen . A1 Adamu Sen . Tim  K elly  Sen , R ic k  U ehling
Sen. Pat Pourchot, Chairman P.O. Box VSlate CapitolJuneau, Alaska 69811907-165-3712

S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e

M E M O R A N D U M

TO: S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  M e m b e r s

FROM: S e n a t o r  Pat P o u rc h o t

RE: W e d n e s d a y ,  J a n u a r y  31 C o m m i t t e e  H e a r i n g

DATE: J a n u a r y  30, 1990

T E L E C O N F E R E N C E :  A n c h o r a g e ,  F a i r b an k s ,  Barrow, S i t k a

On W e d n e s d a y ,  J a n u a r y  31 at 1:30 p.m. in th e  B e l t z  R o o m  th e  S e n a t e  S t a t e  

A f f a i r s  C o m m i t t e e  will h e a r  t h e  f o l l o w i n g  bills:

SB 254, An A c t  r e l a t i n g  to g r o u p  h e a l t h  insurance: and p r o v i d i n g  f o r  an 

e f f e c t i v e  date.

SB 254, s p o n s o r e d  by S e n a t o r  Dunc a n ,  e s t a b l i s h e 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 ,  c o m p r i s e d  o f  16 m e m b e r s .  T h e  A u t h o r i t y  is 

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

c o v e r a g e  at t h e  l o w e s t  p o s s i b l e  c o s t  to th e  pool o f  state, m u n i c i p a l  and 

school d i s t r i c t  e m p l o y e e s .  U n l e s s  g r a n t e d  a w a i v e r ,  state, m u n i c i p a l  and 

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

t h r o u g h  the  A u t h o r i t y ,  J e f f  Ma l e k ,  H e a l t h  C a r e  Co s t  C o n t a i n m e n t  T a s k  Force 

c o n s u l t a n t  w i t h  A r t h u r  G a l l a g h e r  and Co. will t e s t i f y  on t h e p o o l i n g  

concept. T h i s  is t h e  f irst h e a r i n g  fo r  SB  254.

SB 366, An A c t  r e l a t i n g  to t h e  D a l t o n  H i g h w a y .

SB  366, s p o n s o r e d  by S e n a t o r  Frank, w o u l d  o p e n  t h e  e n t i r e  D a l t o n  H i g h w a y  

fo r  y e a r - r o u n d  p u b l i c  travel f r o m  t h e  Y u k o n  R i v e r  to a t e r m i n u s  n e a r  the 

A r c t i c  Ocean. I n d i v id u a l s ,  g r o u p s  and m u n i c i p a l i t i e s  f r o m  th e  a r e a s  along 

the D a l t o n  H i g h w a y  will be t e s t i f y i n g .



SB 254.txt Wednesday, March 7

P r o p o s e d  CS for SB 254, Duncan, G R O U P  H E A L T H  I N S U R A N C E 

TO TESTIFY;

* J e f f  Malek: A r t h u r  J. G a l l a g h e r  C o . / H e a l t h  C a r e  C ost C o n t a i n m e n t

* J e f f  is p r e p a r e d  to d e f e n d  t h e  o m i s s i o n o f  th e  sun s e t c l a u s e  from 

the CS.

es f r o m  t h e  p r ev i o u s  CS t h a t  m a y  need some e x p l a n a t i o n :

Page 3, Lines 14,15,15: p r o v i d e  c l a r i f i c a t i o n  th a t  if the a u t h o r i t y  

s e l f - i n s u r e s  t h e y  are r e q u i r e d  to c o m p l y  w i t h  all laws in t h e  state, 

i n c l u d i n g  b e i ng  l i c e n s e d  and regu l a t ed .

Page 3 , L ines 2 3 ,24,25: m o v e d  the c o l l e c t i v e  b a r g a i n i n g  w o r d i n g  to

r e s t r i c t i o n  u n d e r  general powers.

Page 3, s t a r t i n g  line 29 and c o n t i n u e s  on Pag e  4: e s t a b l i s h e s  r e v i e w  

p r o c e s s  in p l a c e  of  su n s e t  clause.

A L E R T;  J i m  B a l d w i n  c a l l e d  a f t e r  p a c k e t s  w e n t  out w i t h  a r e c o m m e n d a t i o n  for 

an a m e n d m e n t  to th e  w o r d i n g  u n d e r  s t a t e  on Page 7, line 1,2. See last page 

in t h i s  n o t e b o o k .

C o n s u l t a n t

NOTES;

S u n s e t  a m e n d m e n t  is second to l ast page.



SB 254, Duncan, GROUP HEALTH INSURANCE

T E L E C O N F E R E N C E ;  A n c h o r a g e ,  F a i r b a n k s , B a r r o w ,  S itka and Linn B a k e r  will be 

c a l l i n g  in f r o m  Utah. P l e a s e  c l a r i f y  at b e g i n n i n g  o f  h e a r i n g  t h a t  w e  will 

h e a r  SB 2 5 4  (G r o u p  H e a l t h )  for a p p r o x i m a t e l y  o n e  h o u r  and t h e n  h e a r  SB 366, 

D a l t o n  H i g h w a y .

S C H E D U L E D  T E S T I M O N Y ;

S e n a t o r  D u n c a n

J e f f  Malek: A r t h u r  J. G a l l a g h e r  C o . / H e a l t h  C a r e  C ost C o n t a i n m e n t

C o n s u l t a n t

Lin n Baker: A d m i n i s t r a t o r / U t a h  S t a t e  R e t i r e m e n t

He will be c a l l i n g  in fro m  Utah.

N O T I F I E D ;  * i n d i c a t e s  w o u l d  l ike to t e s t i f y  k 

lut+Krau) - tot 4
R e e d  S t o o ps :  A e t n a  l o b b y i s t  '
S c o t t  B u r g e s s :  M u n i c i p a l  League 

N E A

School B o a r d  A s s o c i a t i o n

D i v i s i o n  o f  Insu r a nc e :  Don Koch (avail a b l e  f o r q u e s t i o ns )  

U n i v e r s i t y :  W e n d y  R e d m a n  

HESS: J a y  L i v e y 

DOE: S t e v e  H o l e

NOTES;

1. In th e  Bill A n a l y s i s  by J i m  Jordan, D i v i s i o n  o f  Insurance, t h e y  r e c o m­

m e n d  t h a t  t h e  G r o u p  H e a l t h  A u t h o r i t y  be c r e a t e d  w i t h i n  a n o t h e r  t i t l e  o t h e r  

t h a n  T i t l e  21. C o n f l i c t  in m i x i n g  p u r c h a s i n g  w i t h  r e g u l at i n g .

2. D i v i s i o n  o f  I n s u r a n c e  also r e c o m m e n d s  t hat Sec. 2 1 . 7 7 . 0 3 0  (Page 2, Line 

19) G E N E R A L  POWERS, n e e d s  c l a r i f i c a t i o n  so as to e x e m p t  the G r o u p  H e a l t h  

A u t h o r i t y  f r o m  h a v i n g  to be f o r m e d  and l i c e n s e d  as an i n s u r e r . If the 

i ntent is to a l l o w  t h e  A u t h o r i t y  to act as the a d m i n i s t r a t o r  for 

s e l f - i n s u r e d  plans s p o n s o r e d  by the state, m u n i c i p a l i t i e s  and school 

d i s t r i c t s ,  t h e n  thi s  s e c t i o n  s h o u l d  be a m e n d e d  to r e f l e c t  that. J e f f  M a l e k  

a g r e e s  w i t h  this revi s i o n .

3. J e f f  M a l e k ' s  r e p o r t  r e c o m m e n d s  that Sec. 2 1 . 7 7 . 0 1 0  (Page 1, Lin e 17) be 

e x p a n d e d  to i n c l u d e  W o r k m a n ' s  comp, H e a l t h  and Social S e rvices, medical 

c o v e r a g e s  and p a y m e n t s  and u n i n s u r a b l e / u n i n s u r e d  b e n e f i t s  as s u b - g r o u p s  of 

t h e  p o o l .

4. J e f f  M a l e k  r e c o m m e n d s  t hat Sec. 2 1 . 7 7 . 0 5 0  (Page 3, L ine 3) be r e v i s e d  to 

a l l o w  R F P  n o t i f i c a t i o n  process.

5. J e f f  M a l e k  r e c o m m e n d s  that Sec. 2 1 . 7 7 . 0 8 0  (Page 3, Line 29) be r e v i s e d  

to s i m p l i f y  the r e q u i r e m e n t s  to e v a l u a t e  w h e t h e r  or not a s u b - g r o u p  has an



e l i g i b l e  w a i v e r  w h i l e  not u n d e r m i n i n g  the n e c e s s i t y  o f  as m a n y  e l i g i b l e  

g r o u p s  f e a s i b l e  to p a r t icipate.

6. J e f f  M a l e k  r e c o m m e n d s  that Sec. 2 1 . 7 7 . 0 7 0  (Page 3, Lin e 22) be r e v i s e d  

to a l l o w  t h e  pool to access m e m b e r s  an d / o r  issue bonds to fun d  b e n e f i t s  or 

e s t a b l i s h  res e r v e s .

7. Th e  U n i v e r s i t y  ra i s e d the q uestion: W ould w e  be r e q u i r e d  to p a r t i c i p a t e  

if w e  c ould p r o v e  we have a l o w e r  c o s t  per e m p l o y e e  p r o g r a m ?

8. Q u e s t i o n  p o s e d  by Admin: H o w  d o e s  c o l l e c t i v e  b a r g a i n i n g  fit into the 

g r o u p  hea l t h  a u t h o r i t y  picture.

9. S e l f - I n s u r a n c e  issue, J e f f  L i ve y  o f  HESS s t a t e s  t hat t h e  o n l y  a d v a n t a g e  

is if the s t a t e  a c t i v e l y  m a n a g e s  health c a r e  c osts or c o n t r a c t s  w i t h  a 

c o m p a n y  to a c t i v e l y  manage.
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Senate B ill 254 
Analysis of the Fiscal Implications for Employee Benefits 
Prepared by the Division of Retirement and Benefits 

Department of Administration

Analysis: This b ill would create the Alaska State Group Health
Insurance Authority. The Authority would be required to 
purchase group insurance for the State of Alaska, 
municipalities and school districts. Unless granted a waiver, 
all entities must purchase their group insurance benefits 
through the Authority. The State would not be allowed a 
waiver. It is understood the intent of the b ill is to create 
economies o f scale and provide low cost group insurance for 
public organizations throughout the state.

With this purpose in mind, it is estimated that the State of 
Alaska would not suffer any increase in premiums as a result 
of this b ill based on the follow ing assumptions:

1. that the level of benefits offered by the authority 
would be no greater than that offered by the State 
of Alaska now;

2. that each entity would be separately underwritten 
and the State of Alaska would not be subsidizing 
higher costs of other, smaller employers;

3. that the administrative costs in support of the 
Authority would not increase the current overall 
premium costs;

4. that the administrative and premium costs would be 
borne equally by each employer and not allocated by 
employee numbers;

5. that the Authority's selected claims payor would 
perform as favorably (e.g. financial accounting) as 
the State's current arrangement; and

6. that staff costs, whether contracted out or through 
additional State employees, w ill be borne by the 
A u tho rity .

2 o f  2
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C S S B  254: " 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  in s u r a n c e ;  a n d  p r o v id i n g  
f o r  a n  e f f e c t iv e  d a t e ."

PerBQnal.Serviceg:

E x e c u t i v e  D i r e c t o r  2 4 A
A d m in i s t r a t i v e  A s s is t a n t  I I  14A
C l e r k  T y p is t  H I  8 B

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

Travel:
A s s u m e  b o a r d  m e e t in g s  e v e r y  t w o  m o n t h s  f o r  17 
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  $400 p e r  
t r ip .

$400 x  17 x  6 =  $40.8

S t a f f  t r a v e l  f o r  E x e c u t i v e  D ir e c t o r :
B o a r d  m e e t i n g s  $400 x  6
O n e  m e e t i n g  p e r  m o n t h  $600 x  12

T o t a l  T r a v e l

C o n t r a c t u a l :

O f f ic e  S p a c e  - 600 s q . f t .  @  $1.75 x  12 m o n t h s  
T e le p h o n e  - $300 x  12 m o n t h s  
C o u r ie r  S e r v ic e s  - $250 x  12 m o n t h s  
P o s t a g e  - $500 x  12 m o n t h s  
A d v e r t is i n g  a n d  P r i n t i n g  
P r o f e s s io n a l  S e r v i c e s  C o n t r a c t ( s )  

w h i c h  m a y  i n c l u d e :
- A s s e s s m e n t  o f  i n s u r a n c e  a v a i l a b i l i t y  a n d

a f f o r d a b i l i t y
- R a t e  s t u d ie s
- F i n a n c i a l  A d v i s o r
- O p t io n 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 ic e s

Supplies:
$1,000 p e r  e m p lo y e e  
S o f tw a r e

$73 .2
39 .3
29 .4

$2 .4  
5 >7.2

$10.5
3 .6
3 .0
6.0 

10.0
250 .0

$ 3 .01.5

$141.9

$ 50.4

$283.1

T o t a l  S u p p l y $ 4 .5

640 8 D /3 5 9 0a P a g e  2 o f  3



Equipment:
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 lv e s  @  $120 
3 f i l e  c a b in e t s / 5  d r a w e r s  l e g a l  @  $525 
M a n a g e m e n t  W o r k s t a t io n  
T e c h n i c i a n  W o r k s t a t io n  
S u p p o r t  W o r k s t a t io n  
P h o n e  s y s t e m  
1  c a l c u la t o r  d e s k
1  c h a i r ,  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  t i l t  w i t h  a r m s  @  $425 
2 s id e  c n a ir s  @  $275 
P h o t o c o p ie r
T e le c o p ie r

T o t a l  E q u i p m e n t

$15.0
.4

1.6
4 .0
2.5
2 .5
1.0 

.5 

.4  

.9 

.6
2.0

.6

$ 32.0
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Senate B ill 254 
Analysis of the Fiscal Implications for Employee Benefits 
Prepared by the Division o f Retirement and Benefits 

Department of Administration

Analysis: This b ill would immediately create the Alaska State
Group Health Insurance Authority in the Department of 
Commerce. The Authority, using appropriate staff and 
contractual services, would establish and maintain a statewide 
provider payment system, rate schedules and utilization 
standards by 2/1/92. Various public entities would be required 
to implement these in their group insurance plans.

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

Upon participation, a public entity would be required to 
continue participation unless granted a waiver by the Authority.

This b ill allows voluntary participation in the Authority's group 
plan. It is assumed that the State would take advantage of this 
plan i f appropriate coverage was provided less expensively than 
through competitive bidding and renewals. For that reason, it is 
not expected to increase the cost of health insurance for the 
State and could result in a decrease in cost.

P a g e  2 o f  2
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C S S B  254: " A n  A c t  r e l a t i n g  to  g r o u p  h e a l t h  in s u r a n c e ;  a n d  p r o v id i n g  
f o r  a n  e f f e c t iv e  d a t e ."

P e r s o n a lS e r v i c e a :

E x e c u t i v e  D i r e c t o r  2 4 A  $73.2
A d m in i s t r a t i v e  A s s is t a n t  I I  14A  39.3
C l e r k  T y p i s t  I I I  8 B  29 .4

T o t a l  P e r s o n a l  S e r v ic e s  $141.9

Travel:
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  17 
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  $400 p e r  
t r ip .

$400 x  17 x  6 =  $40.8

S t a f f  t r a v e l  f o r  E x e c u t i v e  D ir e c t o r :
B o a r d  m e e t in g s  $400 x  6 $2 .4
O n e  m e e t i n g  p e r  m o n t h  $600 x  12 $7.2

T o t a l  T r a v e l  $ 50.4

C o n t r a c t u a l :

O f f i c e  S p a c e  - 500 s q . f t .  @ $1.75 x  12 m o n t h s  $10.5
T e l e p h o n e  - $300 x  12 m o n t h s  3 .6
C o u r i e r  S e r v ic e s  - $250 x  12 m o n t h s  3 .0
P o s t a g e  - $500 x  12 m o n t h s  6.0
A d v e r t i s i n g  a n d  P r i n t i n g  10.0
P r o f e s s io n a l  S e r v ic e s  C o n t r a c t ( s )  250 .0

w h i c h  m a y  i n c lu d e :
- A s s e s s m e n t  o f  i n s u r a n c e  a v a i l a b i l i t y  a n d

a f f o r d a b i l i t y
- R a t e  s t u d ie s
- F i n a n c i a l  A d v i s o r
- O p t io n s  a n a ly s i s

T o t a l  C o n t r a c t u a l  S e r v ic e s  $283.1

Supplies:
$1,000 p e r  e m p lo y e e  $3 .0
S o f t w a r e  1.5T o t a l  S u p p l y  $ 4 . 5
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Equipment:

3 P C ’s  a n d  a  p r i n t e r  $15.0
3 b o o k c a s e s  w i t h  3 s h e lv e s  @  $120 .4
3 f i l e  c a b in e t s / 5  d r a w e r s  l e g a l  @  $525 1.6
M a n a g e m e n t  W o r k s t a t i o n  4.0
T e c h n i c i a n  W o r k s t a t i o n  2.5
S u p p o r t  W o r k s t a t io n  2.5
P h o n e  s y s t e m  1-0
1  c a l c u la t o r  d e s k  *5
1 c h a i r ,  e x e c u t i v e  s w i v e l  w i t h  a r m s  .4
2 c h a i r  p o s t u r e  t i l t  w i t h  a r m s  @ $425 .9
2 s id e  c h a i r s  @  $275 -6
P h o t o c o p ie r  2.0
T e l e c o p ie r  *6

T o t a l  E q u i p m e n t  $ 32.0
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IN THE SENATE

CS FOR SENATE BILL NO. 254 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - SECOND SESSION

A  BILL

For an Act entitled: "An Act relating to group health insurance; and

providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. PURPOSE. The purpose of this Act is to

(1) by February 1, 1992, create a statewide health care provider 

payment system, rate schedules, and utilization standards;

(2) after February 1, 1992, provide comprehensive group health 

insurance for the state, municipalities, school districts, and all eligible 

employees of the state, a municipality, or a school district who elect to 

participate in the group insurance offered by the Alaska State Group Health 

Insurance Authority;

(3) expand the pool of subscribers and maximize the opportuni­

ties for cost containment when purchasing group health insurance;

(4) maintain an efficient provider payment system to reduce the 

cost to providers who are serving employees of participants;

(5) maintain statewide utilization standards to control inappro­

priate or improper utilization practices and to reduce the rate of infla­

tion in the cost of health care in the state;

(6) create the most comprehensive, cost-effective, and efficient

method of providing a variety of types of health care insurance necessary

to meet the coverage requirements of a participant resulting from neg o t i­

ated employee contracts;

(7) realize the potential savings that will result if approxi­

mately 135,000 active and retired state, municipal, and school district
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employees and their dependents participate in the group health insurance 

program offered by the authority; and

(8) determine the need for mandatory participation in the group 

health insurance offered by the authority.

* Sec. 2. AS 21 is amended by adding a new chapter to read:

CHAPTER 77. STATE INSURANCE.

Sec. 21.77.010. AUTHORITY CREATED; REQUIRED PAYMENT SYSTEM, RATE 

SCHEDULE, AND UTILIZATION STANDARDS. (a) There is established within 

the Department of Commerce and Economic Development a nonprofit incor­

porated legal entity known as the Alaska State Group Health Insurance 

Authority.

(b) The authority shall, by February 1, 1992, establish and 

maintain a health care provider payment system, rate schedule, and 

utilization standards. The state, a municipality, or a district shall
t  ’

use the health care provider payment system, rate schedule, and u t i l i­

zation standards established by the authority.

(c) The authority shall, beginning February 1, 1992, provide 

group health insurance to eligible employees of the state, a m u n i c i­

pality, or a school district if the employer has elected to partici- 

pate--in the group health insurance obtained by the authority. | lO/0
Sec. 21.77.020. BOARD OF DIRECTORS; ORGANIZATION. (a) The 

authority shall be managed by a board of directors composed of 17 

members appointed by the governor as follows:

(1) two members representing the legislative branch who are 

not legislators;

(2) two members representing the judicial branch;

(3) two meir.bers representing the executive branch;

(A) two members representing labor organizations;

(5) two members representing school districts;
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(7) two members representing the Department of Health and 

Social Services;

(8) two members representing health care providers;

(9) one member representing the University of Alaska.

(b) A member of the board serves for a term of five years. The 

board shall elect from its membership a president, vice-president, and 

secretary. Members of the board serve without compensation but are 

entitled to receive per diem and travel expenses authorized for boards 

and commissions under AS 39.20.180. Members of the board are subject 

to AS 39.50.

Sec. 21.77.030. GENERAL POWERS. The authority may

(1) beginning February 1, 1992, exercise the powers granted 

to insurers under the laws of the state;

(2) sue or be sued;

(3) enter into contracts or agreements;

(4) establish administrative or accounting procedures;

(5) collect, invest, and disburse funds;

(6) adopt necessary regulations and procedures for imple­

mentation of this chapter. '

Sec. 21.77.040. STAFF AND PROFESSIONAL SERVICES CONTRACTS. The 

authority shall employ an executive director who serves at the p l e a­

sure of the authority as its chief administrative officer. The execu­

tive director may, with the approval of the authority, select and

employ additional staff as necessary. Employees of the authority are 

in the exempt service under AS 39.25.110. In addition to its staff of 

regular employees, the authority may contract for the services of 

consultants and professional, technical, and financial advisors the

authority considers necessary for the purpose of developing
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information, conducting hearings, studies, investigations, or other 

proceedings, or otherwise exercising its powers.

Sec. 21.77.050. FIDUCIARY DUTY OF BOARD. In obtaining group 

health insurance required under this chapter, the board shall provide 

comprehensive coverage at the lowest possible cost per eligible em­

ployee.

Sec. 21.77.060. PROCUREMENT OF INSURANCE. (a) The authority 

shall, after February 1, 1992, obtain a policy or policies of group

health insurance covering eligible employees of the state, a mu n i c­

ipality, or a district, if the employer has elected to participate, 

from an insurer authorized to transact business in the state under 

AS 21.09, or act as a self-insurer if the authority determines that

self-insurance can provide the desired insurance coverage and benefitsp a t s '
at a lower cost eligible employees.

(b) Except when acting as a self-insurer, the authority shall 

obtain group health insurance in compliance with the provisions of 

AS 36.30 and shall make available bid specifications for desired group 

health insurance benefits to all insurance carriers licensed in the 

state and qualified to provide the desired benefits. The specifica­

tions shall be made available at least once every five years.

Sec. 21.77.070. STATE GROUP HEALTH INSURANCE FUND. The state 

group health insurance fund is created in the general fund. The fund 

consists of money appropriated by the legislature, and premiums col­

lected under AS 21.77.080. The fund shall be managed and invested by 

the board. The board may expend money from the fund to carry out the 

provisions of this chapter.

Sec. 21.77.080. INSURANCE PREMIUMS. (a) The authority shall 

provide that sufficient premiums are collected to provide the re­

quired insurance coverage and to pay the expenses of the authority.
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(b) Reserves remaining at the termination of an insurance con­

tract shall be invested by the authority in the same m a n n e r  as retire­

ment funds are invested under AS 14.25.180.

Sec. 21.77.090. PARTICIPATION; WAIVER. (a) The state, a munic­

ipality, or a district may participate in the group insurance coverage 

provided by the authority. If the state, municipality, or district 

elects to participate, the state, municipality, or district shall 

continue to participate unless a waiver is granted by the board.

(b) In determining whether a waiver should be granted, the board 

shall establish minimum benefit and financial standards for the de­

sired group health insurance coverage. The minimum benefit and finan­

cial standards and the proposed time schedule for responsive offers

shall be sent to all participants at the time the request for proposal 

for the desired group health insurance coverage is issued. A partici­

pant seeking a waiver of coverage shall match the m i n i m u m  benefit and 

financial standards set out in the request for proposal for the de­

sired group health insurance coverage. Participants shall submit 

documentation of their insurance coverage matching the board's minimum 

benefit and financial requirements before the deadline established by 

the board. The board may approve or disapprove a waiver of participa­

tion based on the documentation submitted by the participant regarding 

the benefit and financial standards established by the board. Once 

the board awards the insurance contract, a participant may not be 

granted a waiver during the term of the contract.

(c) A participant may separately provide for h e a l t h  insurance 

coverage additional to that offered by the authority, and may provide 

for marketing and servicing to be done by licensed Insurance agents.

Sec. 21.77.100. DEFINITIONS. In this chapter
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.c.:? .

(1) "authority" means the Alaska State Group Heal t h  Insur­

ance Authority;

(2) "board" m e a n s  the board of directors of the Alaska 

State Group Health Insurance Authority;

(3) "district" has the meaning given in AS 1 A. 1 7.250;

(4) "eligible employee" means an employee of a participant 

who qualifies for group h e a l t h  insurance benefits as determined by the 

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

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

(6) "group h e a l t h  insurance" means coverage that^includejsj

life insurance, accidental death and dismemberment, workers' compensa­

tion, medical care and treatment including Medicare a n d  Medicaid, 

dental care, eye care, a n d  other group health coverage as determined 

by the authority;

(7) "municipality" includes a public corporation estab­

lished by a municipality;

(8) "participant" means the state, a municipality, or a

di s trict;

(9) "state" m e a n s  the executive, legislative, and judicial 

branches of state government, or an organizational unit of a branch,

and includes the University of Alaska, the Alaska State Housing A u­

thority, and the Alaska R a i l r o a d  Corporatioiy /  07& 1 
Sec. 3. AS 39.25.1 10 is amended by adding a new paragraph to read:

(30) employees o f  the Alaska State Group H e a l t h  Insurance 

Authority.

* Sec. 4. AS 39.50.200(b) is amended by adding a new paragraph to read: 

(50) Alaska Sta t e  Group Health Insurance Authority (AS 21.-

77).

* Sec. 5. STAGGERED INITIAL TERMS. Notwithstanding AS 21.77.020(b). 
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enacted in sec. 2 of this Act, the terms of the initial members of the 

board of directors of the Alaska State Group Health Insurance Authority whc 

are appointed under AS 21.77. 020(a), enacted in sec. 2 of this Act, shall 

be staggered by the governor. Three members shall serve for one year, four 

members for two years, five members for three years, and five members for 

four years,

* Sec. 6 . REPORT. The A l a s k a  State Group Health Insurance Authority«
shall report back to the Alaska State Legislature by March 1, 1991, on the 

progress made by the authority in establishing a health care provider 

payment system, rate schedule, and utilization standards.

* Sec. 7. Nothing in this Act affects a contract or collective bargain­

ing agreement in effect on the effective date of this Act.

* Sec. 8. This Act takes effect immediately under AS 01.10.070(c).
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IN THE SENATE BY THE STATE AFFAIRS COMMITTEE

CS FOR SENATE BILL NO. 254 (State Affairs)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - SECOND SESSION

A  BILL

For an Act entitled: "An Act relating to group health insurance; and

providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. PURPOSE. The purpose of this Act is to

(1) by February 1, 1992, create a statewide health care provider 

payment system, rate schedules, and utilization standards;

(2) after February 1, 1992, provide comprehensive group health 

insurance for the state, municipalities, school districts, and all eligible 

employees of the state, a municipality, or a school district who elect to 

participate in the group insurance offered by the Alaska State Group Health 

Insurance Authority;

(3) expand the pool of subscribers and maximize the opportuni-: 

ties for cost containment when purchasing group health insurance;

(4) maintain an efficient provider payment system to reduce the 

cost to providers who are serving employees of participants;

(5) maintain statewide utilization standards to control inappro­

priate or improper utilization practices and to reduce the rate of infla­

tion in the cost of health care in the state;

(6) create the most comprehensive, cost-effective, and efficient 

method of providing a variety of types of health care insurance necessary 

to meet the coverage requirements of a participant resulting from n e g o t i­

ated employee contracts;

(7) realize the potential savings that will result if appr o x i­

mately 135,000 active and retired state, municipal, and school district

-1- CSSB 2 5 4 (SA)
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employees and their dependents participate in the group health insurance 

program offered by the authority; and

(8) determine the need for m a n datory participation in the group 

health insurance offered by the authority.

* Sec. 2. AS 2] is amended by adding a n e w  chapter to read:

CHAPTER 77. STATE INSURANCE.

Sec. 21.77.010. AUTHORITY CREATED; REQUIRED PAYM E N T  SYSTEM, RATE 

SCHEDULE, AND UTILIZATION STANDARDS. (a) There is established within 

the Department of Commerce and Economic Development a nonprofit incor­

porated legal entity known as the Alaska State Group Hea l t h  Insurance 

Authority.

(b) The authority shall, by February 1, 1992, establish and 

maintain a health care provider payment system, rate schedule, and 

utilization standards. The state, a municipality, or a district shall 

use the health care provider payment system, rate schedule, and u t i l i­

zation standards established by the authority.

(c) The authority shall, beginning February 1. 1992, provide 

group health insurance to eligible employees of the state, a m u n i c i­

pality, or a school district if the employer has elected to partici­

pate in the group health insurance obtained by the authority.

Sec. 21.77.020. BOARD OF DIRECTORS; ORGANIZATION. (a) The 

authority shall be managed by a board of directors composed of 15 ) 
members appointed by the governor as follows:

( 1) one nonvoting member representing the legislative;

branch;

26
(2) one nonvoting member representing the judicial branch;-?

27

29

(3) two members representing the executive branch;

(4) two members representing labor organizations;

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

(7) two members representing the Department of Health and

Social Services;

(8) two members representing health care providers;

(9) one member representing the University of Alaska.

(b) A  member of the board serves for a term of five years. The 

board shall elect from its membership a president, vice-president, and 

secretary. Members of the board serve without compensation but are 

entitled to receive per diem and travel expenses authorized for boards 

and commissions under AS 39.20.180. Members of the board are subject 

to AS 39.50.

Sec. 21.77.030. GENERAL POWERS. (a) The authority may

(1) beginning February 1, 1992, exercise the powers granted 

to insurers under the laws of the state; if the authority acts as an*

insurer, the authority shall comply with the requirements applicable

to insurers under this title;

(2) sue or be sued;

(3) enter into contracts or agreements;

(4) establish administrative or accounting procedures;

(5) collect, invest, and disburse funds;

(6) adopt necessary regulations and prucedures for im p l e­

mentation of this chapter.

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

may not participate directly or indirectly in a collective bargaining^, 

agreement.

Sec. 21.77.040. DUTIES OF BOARD; ANNUAL REPORT. The board

shall, in obtaining group health insurance required under this c h a p­

ter, provide comprehensive coverage at the lowest possible cost per 

eligible employee. Tho board shall provide to the governor and to the;
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legislature an annual report covering the previous fiscal year's 

activities of the authority. Every third fiscal year the authority/ 

shall include in the annual report a cost and benefit analysis of the 

health insurance required under this chapter.

Sec. 21.77.050. STAFF AND PROFESSIONAL SERVICES CONTRACTS. The 

authority shall employ an executive director who serves at the plea­

sure of the authority as its chief administrative officer. The execu­

tive director may, with the approval of the authority, select and 

employ additional staff as necessary. Employees of the authority are 

in the exempt service under AS 39.25.110. In addition to its staff of 

regular employees, the authority may contract for the services of 

consultants and professional, technical, and financial advisors the 

authority considers necessary for the purpose of developing informa­

tion, conducting hearings, studies, investigations, or other proceed­

ings, or otherwise exercising its powers.

Sec. 21.77.060. PROCUREMENT OF INSURANCE. (a) The authority 

shall, after February 1, 1992, obtain a policy or policies of group

health insurance covering eligible employees of the state, a m u n i c­

ipality, or a district, if the employer has elected to participate, 

from an insurer authorized to transact business in the state under 

AS 21.09, or act as a self-insurer if the authority determines that 

self-insurance can provide the desired insurance coverage and benefits 

at a lower cost per eligible employee.

(b) Except when acting as a self-insurer, the authority shall 

obtain group health insurance in compliance with the provisions of 

AS 36.30 and shall make available bid specifications for desired group 

health insurance benefits to all insurance carriers licensed in the 

state and qualified to provide the desired benefits. The specifica­

tions shall be made available at least once every five years.
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Sec. 21.77.070. STATE GROUP HEALTH INSURANCE FUND. The state

group health insurance fund is created in the general fund. The fund 

consists of money appropriated by the legislature, and premiums c o l­

lected under AS 21.77.080. The fund shall be managed and invested by 

the board. The board may expend money from the fund to carry out the 

provisions of this chapter.

Sec. 21.77.080. INSURANCE PREMIUMS. (a) The authority shall

provide that sufficient premiums are collected to provide the r e­

quired insurance coverage and to pay the expenses of the authority. 

All premiums shall be deposited in the fund.

(b) Reserves remaining at the termination of an insurance c o n­

tract shall be invested by the authority in the same manner as r e t i r e­

ment funds are invested under AS 14.25.180.

Sec. 21,77.090. PARTICIPATION; WAIVER. (a) The state, a m u n i c­

ipality, or a district may participate in the group insurance coverage 

provided by the authority. If the state, municipality, or district 

elects to participate, the state, municipality, or district shall 

continue to participate unless a waiver is granted by the board.

(b) In determining whether a waiver should be granted, the board 

shall establish minimum benefit and financial standards for the d e­

sired group health insurance coverage. The minimum benefit and f i n a n­

cial standards and the proposed time schedule for responsive offers 

shall be sent to all participants at the time the request for proposal 

for the desired group health insurance coverage is issued. A p a r t i c i­

pant seeking a waiver of coverage shall match the minimum benefit and 

financial standards set out in the request for proposal for the d e­

sired group health insurance coverage. Participants shall submit 

documentation of their insurance coverage matching the board's m i n imum 

benefit and financial requirements before the deadline established by
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the board. The board may approve or disapprove a waiver of participa­

tion based on the documentation submitted by the participant regarding 

the benefit and financial standards established by the board. Once 

the board awards the insurance contract, a participant may not be 

granted a waiver during the term of the contract.

(c) A  participant may separately provide for health insurance 

coverage additional to that offered by the authority, and may provide 

for marketing and servicing to be done by licensed insurance agents. 

Sec. 21.77.100. DEFINITIONS. In this chapter

(1) "authority" means the Alaska State Group Health Insur­

ance Authority;

(2) "board" means the board of directors of the Alaska 

State Group Health Insurance Authority;

(3) "district" has the meaning given in AS 14.17.250;

(4) "eligible employee" means an employee of a participant 

who qualifies for group health insurance benefits as determined by the 

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

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

(6) ''group health insurance" means coverage that may in­

clude life insurance, accidental death and dismemberment, w o r k e r s ' 

compensation, medical care and treatment including Medicare and 

Medicaid, dental care, eye care, and other group health coverage as 

determined by the authority;

(7) "municipality" includes a public corporation es t a b­

lished by a municipality;

(8) "participant" means the state, a municipality, or a

di s t r i c t ;

(9) "state" means the executive, legislative, and judicial 

branches of state government, or an organizational unit of a branch,

CSSB 2 5 4 (SA) -6-



and includes the University of Alaska, the Alaska State Housing A u­

thority, and the Alaska Railroad Corporation.

* Sec. 3. AS 39.25.110 is amended by adding a new paragraph to read:

(30) employees of the Alaska State Group Health Insurance 

A u t h o r i t y .

* Sec. 4. AS 39.50.200(b) is amended by adding a new paragraph to read:

(50) Alaska State Group Health Insurance Authority (AS 21.-

77).

* Sec. 5. STAGGERED INITIAL TERMS. Notwithstanding AS 21.77.020(b), 

enacted in sec. 2 of this Act, the terms of the initial members of the 

board of directors of the Alaska State Group Health Insurance Authority who 

are appointed under AS 21.77.020(a), enacted in sec. 2 of this Act, shall 

be staggered by the governor. Three members shall serve for one year, four 

members for two years, four members for three years, and four members for 

four years.

* Sec. 6 . REPORT. The Alaska State Group Health Insurance Authority 

shall report to the Alaska State Legislature by March 1, 1991, on the 

progress made by the authority in establishing a health care provider 

payment system, rate schedule, and utilization standards.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).

- 7 - C S S B  2 5 4 ( S A )



A M E N D M E N T

OFFERED IN THE SENATE BY SEN. POURCHOT

TO: CSSB 254 (State Affairs)

Page 7, after line 8 :

Insert a n e w  bill sect io n to read:

"* Sec. 5. AS 44.66.010(a) is amended by adding a new paragraph to read: 

(17) Alaska State Group Health Insurance Authority (AS 21.-

77.010) -- June 30, 1995."

Renumber the following bill sections accordingly.
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CS SB 254 PROPOSED AMENDMENTS;
A M E N D M E N T  1: (Per J i m  Baldwin, Asst. A t t o r n e y  G e n eral)

Page 7, L i n e s  1,2 a m e n d e d  to read:

and i n c l u d e s  the U n i v e r s i t y  o f  Alaska, (the A l a s k a  S t a t e  H o u s i n g  A u t h o r i t y ,  

and the A l a s k a  R a i l r o a d  C o r p o r a t io n )  and a p u b l i c  c o r p o r a t i o n  o f  t h e  state 

c r e a t e d  w i t h i n  a principal e x e c u t i v e  d epartment.
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IN THE SENATE BY THE STATE AFFAIRS COMMITTEE

CS FOR SENATE BILL NO. 254 (State Affairs)

IN THE LEGISLATURE OF THE STATE OF /JLASKA 

SIXTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to group health insurance; and

providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. PURPOSE. The purpose of this Act is to

(1) by February 1, 1992, create a statewide health care provider 

payment system, rate schedules, and utilization standards;

(2) after February 1, 1992, provide comprehensive group health 

insurance for the state, m u n i c i p a l i t i e s , school districts, and all eligible 

employees of the state, .a municipality, or a school district who elect to 

participate in the group insurance offered by the Alaska State Group Health 

Insurance Authority;

(3) expand the pool of subscribers and maximize the opportuni­

ties for cost containment when purchasing group health insurance;

(4) maintain an efficient provider paytjent system to reduce the 

cost to providers who are serving employees of participants;

(5) maintain statewide utilization standards to control inappro­

priate or improper utilization practices and to reduce the rate of infla­

tion in the cost of health care in the state;

(6) create the most comprehensive, cost-effective, and efficient 

method of providing a variety of types of health care insurance necessary 

to meet the coverage requirements of a participant resulting from neg o t i­

ated employee contracts;

(7) realize the potential savings that will result if approxi­

mately 135,000 active aud retired state, municipal, and school district- 1 -  C S S B  2 5 4 ( S A )
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employees and their dependents participate in the group health insurance 

program offered by the authority; and

(8) determine the need for mandatory participation in the group 

health insurance offered by the authority.

* Sec. 2. AS 21 is amended by adding a n e w  chapter to read:

CHAPTER 77. STATE INSURANCE.

Sec. 21.77.010. AUTHORITY CREATED; REQUIRED PAYMENT SYSTEM, RATE 

SCHEDULE, AND UTILIZATION STANDARDS. (a) There is established within 

the Department of Commerce and Economic Development a nonprofit incor­

porated legal entity known as the Alaska State Group Health Insurance 

Authority.

(b) The authority shall, by February 1, 1992, establish and 

maintain a health care provider payment system, rate schedule, and 

utilization standards. The state, a municipality, or a district shall 

use the health care provider payment system, rate schedule, and utili­

zation standards established by the authority.

(c) The authority shall, beginning February 1, 1992, provide 

group health insurance to eligible employees of the state, a muni c i­

pality, or a school district if the employer has elected to partici­

pate in the group health insurance obtained by the authority.

Sec. 21.77.020. BOARD OF DIRECTORS; ORGANIZATION. (a) The 

authority shall be managed by a board of directors composed of 15 

members appointed by the governor as follows:

( 1) one nonvoting member representing the legislative

b r a n c h ;

2 8 1!29
(2) one nonvoting member representing the judicial branch; 

j' (3) two members representing the executive branch;

(A) two members representing labor organizations;

(5) two members representing school districts;

CSSB 2 5 4 (SA) -2-



(6) two members representing municipalities;

(7) two members representing the Department of Health and

Social Services;

(8) two members representing health care providers;

(9) one member representing the University of Alaska.

(b) A  member of the board serves for a term of five years. The 

board shall elect from its membership a president, vice-president, and 

secretary. Members of the board serve without compensation but are 

entitled to receive per diem and travel expenses authorized for boards 

and commissions under AS 39.20.180. Members of the board are subject 

to AS 39.50.

Sec. 21.77.030. GENERAL POWERS. (a) The authority may

(1) beginning February 1, 1992, exercise the powers granted 

to insurers under the laws of the state; if the authority acts as an

insurer, the authority shall comply with the requirements applicable

to insurers under this title;

(2) sue or be sued;

(3) enter into contracts or agreements;

(4) establish administrative or accounting procedures;

(5) collect, invest, and disburse funds;

(6) adopt necessary regulations and procedures for imple­

mentation of this chapter.

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

may not participate directly or indirectly in a collective bargaining 

a g r e e m e n t .

Sec. 21.77.040. DUTIES OF BOARD; ANNUAL REPORT. The board

shall, in obtaining group health insurance required under this chap­

ter, provide comprehensive coverage at the lowest possible cost per 

eligible employee. The board shall provide to the governor and to the- 3 -  C S S B  2 5 4 ( S A )



legislature an annual report covering the previous fiscal year's 

activities of the authority. Every third fiscal year the authority 

shall include in the annual report a cost and benefit analysis of the 

health insurance required under this chapter.

Sec. 21.77.050. STAFF AND PROFESSIONAL SERVICES CONTRACTS. The 

authority shall employ an executive director who serves at the plea­

sure of the authority as its chief administrative officer. The execu­

tive director may, with the approval of the authority, select and 

employ additional staff as necessary. Employees of the authority are 

in the exempt service under AS 39.25.110. In addition to its staff of 

regular employees, the authority may contract for the services of 

consultants and professional, technical, and financial advisors the 

authority considers necessary for the purpose of developing informa­

tion, conducting hearings, studies, investigations, or other proceed­

ings, or otherwise exercising its powers.

Sec. 21.77.060. PROCUREMENT OF INSURANCE. (a) The authority 

shall, after February 1, 1992, obtain a policy or policies of group

health insurance covering eligible employees of the state, a m u n i c­

ipality, or a district, if the employer has elected to participate, 

from an insurer authorized to transact business in the state under 

AS 21.09, or act as a self-insurer if the authority determines that 

self-insurance can provide the desired insurance coverage and benefits 

at a lower cost per eligible employee.

(b) Except when acting as a self-insurer, the authority shall 

obtain group health insurance in compliance with the provisions of 

AS 36.30 and shall make available bid specifications for desired group 

health insurance benefits to all insurance carriers licensed in the 

state and qualified to provide the desired benefits. The specifica­

tions shall be made available at least once every five years.C S S B  2 5 4 ( S A )  - 4 -



Sec. 21.77.070. STATE GROUP HEALTH INSURANCE FUND. The state 

group health insurance fund is created in the general fund. The fund 

consists of money appropriated by the legislature, and premiums c o l­

lected under AS 21.77.080. The fund shall be managed and invested by 

the board. The board may expend money from the fund to carry out the 

provisions of this chapter.

Sec. 21.77.080. INSURANCE PREMIUMS. (a) The authority shall

provide that sufficient premiums are collected to provide the r e­

quired insurance coverage and to pay the expenses of the authority. 

All premiums shall be deposited in the fund.

(b) Reserves remaining at the termination of an insurance c o n­

tract shall be invested by the authority in the same manner as r e t i r e­

ment funds are invested under AS 1 A.25.180.

Sec. 21.77.090. PARTICIPATION; WAIVER. (a) The state, a m u n i c­

ipality, or a district may participate in the group insurance coverage 

provided by the authority. If the state, municipality, or district 

elects to participate, the state, municipality, or district shall 

continue to participate unless a waiver is granted by the board.

(b) In determining whether a waiver should be granted, the board 

shall establish minimum benefit and financial standards for the d e­

sired group health insurance coverage. The minimum benefit and fi n a n­

cial standards and the proposed time schedule for responsive offers 

shall be sent to all participants at the time the request for proposal 

for the desired group health insurance coverage is issued. A  p a r t i c i­

pant seeking a waiver of coverage shall match the minimum benefit and 

financial standards set out in the request for proposal for the d e­

sired group health insurance coverage. Participants shall submit 

documentation, of their insurance coverage matching the board's minimum 

benefit and financial requirements before the deadline established by- 5 -  C S S B  2 5 4 ( S A )



the board. The board may approve or disapprove a waiver of participa­

tion based on the documentation submitted by the participant regarding 

the benefit and financial standards established by the board. Once 

the board awards the insurance contract, a participant may not be 

granted a waiver during the term of the contract.

(c) A  participant m a y  separately provide for health insurance 

coverage additional to that offered by the authority, and may provide 

for marketing and servicing to be done by licensed insurance agents.

Sec. 21.77.100. DEFINITIONS. In this chapter

(1) "authority" means the Alaska State Group Health Insur­

ance Authority;

(2) "board" means the board of directors of the Alaska 

State Group Health Insurance Authority;

(3) "district" has the meaning given in AS 14.17.250;

(4) "eligible employee" means an employee of a participant 

who qualifies for group health insurance benefits as determined by the 

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

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

(6) "group health insurance" means coverage that may in­

clude life insurance, accidental death and dismemberment, workers' 

compensation, medical care and treatment including Medicare and 

Medicaid, dental care, eye care, and other group health coverage as 

determined by the authority;

(7) "municipality" includes a public corporation estab­

lished by a municipality;

(8) "participant" means the state, a municipality, or a

d i s t r i c t ;

(9) "state" means the executive, legislative, and judicial 

branches of state government, or an organizational unit of a branch,



and includes the University of Alaska, the Alaska State Housing A u­

thority, and the Alaska Railroad Corporation.

* Sec. 3. AS 39.25.110 is amended by adding a new paragraph to read:

(30) employees of the Alaska State Group Health Insurance 

Authority.

* Sec. 4. AS 39.50.200(b) is amended by adding a new paragraph to read:

(50) Alaska State Group Health Insurance Au t h o r i t y  (AS 21.-

77).

* Sec. 5. STAGGERED INITIAL TERMS. Notwithstanding AS 21.77.020(b), 

enacted in sec. 2 of this Act, the terms of the initial members of the 

board of directors of the Alaska State Group Health Insurance Authority who 

are appointed under AS 21 . 77. 020(a), enacted in sec. 2 of this Act, shall 

be staggered by the governor. Three members shall serve for one year, four 

members for two y e a r s , four members for three y e a r s , and four members for 

four y e a r s .

* Sec. 6 . REPORT. The Alaska State Group Health Insurance Authority

shall report to the Alaska State Legislature by March 1, 1991, on the

progress made by the authority in establishing a health care provider 

payment system, rate schedule, and utilization standards.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).

- 7 - C S S B  2 5 4 ( S A )
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A M E N D M E N T

OFFERED IN THE SENATE BY SEN. POURCHOT

TO: CSSB 254 (S t a te  A f f a i r e )

Page 7 , a f t e r  l i n e  8 :

I n s e r t  a new b i l l  s e c t io n  to  re a d :

" *  S e c . 5 . AS 4 4 . 6 6 . 0 1 0 ( a )  i s  amended by add ing  a new p a rag rap h  to  re a d : 

(17 )  A la s k a  S ta te  Group H e a lth  In su ra n c e  A u th o r it y  (AS 2 1 . -

77 .0 10 )  — Ju ne  3 0 , 199 5 . "

Renumber th e  fo l lo w in g  b i l l  s e c t io n s  a c c o r d in g ly .

- 1 - 3/6/90



CS SB 254 PROPOSED AMENDMENTS;

AMENDMENT 1: (Per Jim Baldwin, Asst. Attorney General)
Page 7, Lines 1,2 amended to read:

and includes the University of Alaska, (the Alaska State Housing Authority, 
and the Alaska Railroad Corporation) and a public corporation of ti.° state 
created within a principal executive department.

j
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O r ig in a l  s p o n s o r ( s ) :  SEN. DUNCAN

CHAAVS-^S ^£4/* 38  ZiffH
IN  THE SENATE

CS FOR SENATE B IL L  NO. 254 ( )

IN  THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - SECOND SESSION

A B IL L

F o r an A c t e n t i t l e d :  "An A c t r e la t in g  to  group h e a lth  in s u r a n c e ; and

p ro v id in g  f o r  an e f f e c t i v e  d a t e ."

BE I T  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*  S e c t io n  1 . PURPOSE. The purpose o f  t h i s  A c t  i s  to

(1 ) by F e b ru a ry  1 , 1992,  c r e a te  a s ta te w id e  h e a lt h  c a re  p ro v id e r  

payment sy s te m , r a t e  s c h e d u le s , and u t i l i z a t i o n  s ta n d a rd s ;

(2 ) a f t e r  F e b ru a ry  1 , 1992,  p ro v id e  co m prehensive  group h e a lt h  

in s u ra n c e  fo r  th e  s t a t e ,  m u n ic ip a l i t ie s ,  s c h o o l d i s t r i c t s ,  and a l l  e l i g i b l e  

em ployees o f  th e  s t a t e ,  a m u n ic ip a l i t y ,  o r  a s c h o o l d i s t r i c t  who e le c t  to  

p a r t i c ip a t e  in  th e  group in su ra n c e  o f fe re d  by th e  A la s k a  S ta te  Group H e a lth  

In s u ra n c e  A u t h o r it y ;

(3 ) expand the poo l o f  s u b s c r ib e r s  and m axim ize th e  o p p o rtu n i­

t i e s  f o r  c o s t  conta inm ent when p u rc h a s in g  group h e a lt h  in s u ra n c e ;

(4 ) m a in ta in  an e f f i c i e n t  p ro v id e r  payment system  to  red u ce  th e  

c o s t  to  p ro v id e r s  who i r e  s e rv in g  em ployees o f  p a r t i c ip a n t s ;

(5 ) m a in ta in  s ta te w id e  u t i l i z a t i o n  s ta n d a rd s  to  c o n t r o l  in a p p ro ­

p r ia t e  o r im proper u t i l i z a t i o n  p r a c t ic e s  and to  red u ce  the r a t e  o f  i n f l a ­

t io n  in  the  c o s t  o f  h e a lth  ca re  in  the s t a t e ;

(6 )  c re a te  the most co m p re h e n s ive , c o s t - e f f e c t i v e ,  and e f f i c i e n t

method o f  p ro v id in g  a v a r ie t y  o f  typ es o f  h e a lt h  c a re  in s u ra n c e  n e c e s s a ry

to meet the co verag e  re q u ire m e n ts  o f  a p a r t i c ip a n t  r e s u l t in g  from  n e g o t i­

a ted  employee c o n t r a c t s ;

(7 ) r e a l i z e  the p o t e n t ia l  s a v in g s  th a t  w i l l  r e s u l t  i f  a p p r o x i­

m a te ly  135,000 a c t iv e  and r e t i r e d  s t a t e ,  m u n ic ip a l ,  and s c h o o l d i s t r i c t

-1 CSSB 254( )



em ployees and t h e i r  dependents p a r t i c ip a t e  in  the group h e a lth  in s u ra n c e  

program  o f fe r e d  by th e  a u t h o r i t y ;  and
9

(8 )  d eterm ine  the  need f o r  m andatory p a r t i c ip a t io n  in  the group 

h e a lt h  in s u ra n c e  o ffe re d  by th e  a u t h o r i t y .

*  Sec .  2 .  AS 21 i s  amended by add ing  a new ch a p te r to  re a d :

CHAPTER 77 . STATE INSURANCE.

S e c .  2 1 . 7 7 . 0 1 0 .  AUTHORITY CREATED; REQUIRED PAYMENT SYSTEM, RATE 

SCHEDULE, AND U TILIZA TIO N  STANDARDS. (a )  Th ere  i s  e s t a b l is h e d  w it h in  

the D epartm ent o f  Commerce and Econom ic Developm ent a n o n p ro f it  in c o r ­

p o ra te d  le g a l  e n t i t y  known as th e  A la s k a  S ta te  Group H e a lth  In su ra n c e  

A u t h o r i t y .

(b ) The a u t h o r it y  s h a l l ,  by F e b ru a ry  1, 1992,  e s t a b l i s h  and

m a in ta in  a h e a lth  c a re  p ro v id e r  payment system , r a t e  s c h e d u le , and 

u t i l i z a t i o n  s ta n d a rd s . The s t a t e ,  a m u n ic ip a l i t y ,  o r  a d i s t r i c t  s h a l l  

use  th e  h e a lt h  ca re  p ro v id e r  payment sy s te m , r a t e  s c h e d u le , and u t i l i ­

z a t io n  s ta n d a rd s  e s ta b l is h e d  by th e  a u t h o r i t y .

( c )  The a u t h o r it y  s h a l l ,  b e g in n in g  F e b ru a ry  1, 1992,  p ro v id e  

grou. h e a lt h  in su ra n c e  to  e l i g i b l e  em ployees o f  th e  s t a t e ,  a m u n ic i­

p a l i t y ,  o r a sch o o l d i s t r i c t  i f  th e  em ployer has e le c te d  to  p a r t i c i ­

p a te  - in  th e  group h e a lth  in su ra n c e  o b ta in e d  by the  a u t h o r i t y .  4-ioa)
Air*"

S e c .  2 1 . 7 7 . 0 2 0 .  BOARD OF DIRECTORS; ORGANIZATION. ^  ( a ) The

a u t h o r i t y  s h a l l  be managed by a board o f  d i r e c t o r s  composed o f  ^

members ap p o in ted  by the g o vern o r as f o l lo w s :
(?roc2-

(1 )  two members re p re s e n t in g  the  l e g i s l a t i v e  b ranch&. f / V A  6  o u t
(2 )  two m em bers^ rep resen ting  the  j u d i c i a l  b ran ch ;

(3 )  two members re p re s e n t in g  the e x e c u t iv e  b ran ch ;

(4 )  two members re p re s e n t in g  la b o r  o rg a n iz a t io n s ;

(5 )  two members re p re s e n t in g  sch o o l d i s t r i c t s ;

CSSB 254(  ) -2-



(6 )  two members re p re s e n t in g  m u n ic ip a l i t i e s ;

(7 )  two members re p re s e n t in g  th e  D epartm ent o f  H e a lth  arid 

S o c ia l  S e r v ic e s ;

(8 )  two members r e p re s e n t in g  h e a lt h  c a re  p r o v id e r s ;

(9 )  one member r e p re s e n t in g  the  U n iv e r s i t y  o f  A la s k a .

(b ) A member o f  the  board  s e r v e s  f o r  a term  o f f i v e  y e a r s .  The 

board s h a l l  e le c t  from  i t s  membership a p r e s id e n t ,  v ic e - p r e s id e n t ,  and 

s e c r e t a r y .  Members o f  th e  board s e rv e  w ith o u t  com pensation  b u t a re  

e n t i t le d  to  r e c e iv e  p e r diem and t r a v e l  expenses a u th o r iz e d  fo r  boards 

and com m issions under AS 3 9 . 2 0 . 1 8 0 .  Members o f  th e  board  a re  s u b je c t  

to  AS 3 9 . 5 0 .

Sec .  2 1 . 7 7 . 0 3 0 .  GENERAL POWERS. The a u t h o r i t y  may

(1 )  . b e g in n in g  F e b ru a ry  1 , 1992,  e x e r c is e  the powers g ran ted  
Ido/V 'pk H \  fC4U \re/M vJr^. 

to  in s u r e r s  under the law s o f  the s t a t e ;

(2)  sue o r be su ed ;

(3 ) e n te r  in to  c o n t r a c t s  o r  ag reem en ts ;

(A ) e s t a b l i s h  a d m in is t r a t iv e  o r a cco u n tin g  p ro c e d u re s ;

(5 )  c o l l e c t ,  in v e s t ,  and d is b u rs e  fu n d s ;

(6 ) adopt n e c e s sa ry  r e g u la t io n s  and p ro ce d u re s  f o r  im p le -  
Q > ) u-)i\\ fv5L I*0  ciollfcCTilKZ' <».<s ri.e /he.r< t% ,

m en ta tio n  o f  t h is  c h a p te r . ,
p S ' V ’

Se c .  2 1 . 7 7 . 0 4 0 .  STAFF AND PROFESSIONAL SERVICES CONTRACTS. The 

a u t h o r it y  s h a l l  employ an e x e c u t iv e  d i r e c t o r  who s e rv e s  a t  the p le a ­

su re  o f  th e  a u t h o r i t y  as i t s  c h ie f  a d m in is t r a t iv e  o f f i c e r .  The e x e cu ­

t iv e  d i r e c t o r  may, w ith  the  a p p ro v a l o f  the a u t h o r i t y ,  s e l e c t  and 

employ a d d it io n a l  s t a f f  as n e c e s s a r y .  Em ployees o f  the a u t h o r i t y  a re  

in  the exempt s e r v ic e  under AS 3 9 . 2 5 . 1 1 0 .  In  a d d it io n  to  i t s  s t a f f  of  

r e g u la r  em p loyees, the a u t h o r i t y  may c o n t r a c t  f o r  th e  s e r v ic e s  o f 

c o n s u lta n ts  and p r o f e s s io n a l ,  t e c h n ic a l ,  and f i n a n c ia l  a d v is o r s  the

a u t h o r it y  c o n s id e rs  n e c e s s a ry  f o r  the  purpose o f  d e ve lo p in g
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in fo rm a t io n , co n d u ctin g  h e a r in g s , s t u d ie s ,  in v e s t ig a t io n s ,  o r o th e r 

p ro c e e d in g s , o r o th e rw is e  e x e r c is in g  i t s  pow ers.

Se c .  2 1 . 7 7 . 0 5 0 .  FIDUCIARY DUTY OF BOARD. In  o b ta in in g  group

h e a lth  in s u ra n c e  re q u ire d  under t h i s  c h a p te r , the board s h a l l  p ro v id e  

com prehensive  co verag e  a t  the lo w e s t p o s s ib le  c o s t  p e r e l ig ib l e  em­

p lo yee  ,

Se c .  2 1 . 7 7 . 0 6 0 .  PROCUREMENT OF INSURANCE. (a )  The a u th o r it y

s h a l l ,  a f t e r  F e b ru a ry  1, 1992,  o b ta in  a p o l ic y  o r p o l i c ie s  o f group

h e a lth  in s u ra n c e  c o v e r in g  e l i g i b l e  em ployees o f th e  s t a t e ,  a m unic­

i p a l i t y ,  o r a d i s t r i c t ,  i f  the  em ployer has e le c te d  to p a r t i c ip a t e ,  

from  an in s u r e r  a u th o r iz e d  to  t r a n s a c t  b u s in e ss  in  the s t a t e  under 

AS 2 1 . 0 9 ,  o r a c t  as a s e l f - i n s u r e r  i f  th e  a u t h o r it y  d e te rm in es th a t  

s e l f - in s u r a n c e  can p ro v id e  the d e s ire d  in s u ra n c e  co verag e  and b e n e f it s

(b ) E x c e p t when a c t in g  as a s e l f - i n s u r e r ,  th e  a u t h o r it y  s h a l l  

o b ta in  group h e a lth  in su ra n c e  in  co m p lian ce  w ith  th e  p ro v is io n s  o f 

AS 36 . 30  and s h a l l  make a v a i la b le  b id  s p e c i f i c a t io n s  f o r  d e s ire d  group 

h e a lth  in s u ra n c e  b e n e f it s  to  a l l  in s u ra n c e  c a r r i e r s  l ic e n s e d  in  the 

s t a t e  and q u a l i f ie d  to  p ro v id e  the  d e s ire d  b e n e f i t s .  The s p e c i f i c a ­

t io n s  s h a l l  be made a v a i la b le  a t  l e a s t  once e ve ry  f i v e  y e a r s .

Sec .  2 1 . 7 7 . 0 7 0 .  STATE GROUP HEALTH INSURANCE FUND. The s t a t e  

group h e a lth  in s u ra n c e  fund i s  c re a te d  in  the g e n e ra l fu n d . The fund 

c o n s is t s  o f  money a p p ro p r ia te d  by the l e g i s l a t u r e ,  and premiums c o l ­

le c te d  under AS 2 1 . 7 7 . 0 8 0 .  The fund s h a l l  be managed and in v e s te d  by 

the b o a rd . The board may expend money from  the fund to  c a r r y  out the 

p ro v is io n s  o f  t h is  c h a p te r .

Sec .  2 1 . 7 7 . 0 8 0 .  INSURANCE PREMIUMS. (a )  The a u t h o r it y  s h a l l

p ro v id e  th a t  s u f f i c i e n t  premiums a re  c o l l e c t e d  to p ro v id e  the r e ­

q u ire d  in s u ra n c e  co verag e  and to pay th e  expenses o f  the a u t h o r i t y .
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(b ) R e se rv e s  re m a in in g  a t  th e  te rm in a t io n  o f  an in s u ra n c e  con­

t r a c t  s h a l l  be in v e s te d  by the a u t h o r i t y  in  the same manner as r e t i r e ­

ment fu n d s a re  in v e s te d  under AS 1 A . 2 5 .1 80 .

S e c .  2 1 . 7 7 . 0 9 0 .  PA RTIC IPA TIO N ; WAIVER. (a )  The s t a t e ,  a m un ic­

i p a l i t y ,  o r  a d i s t r i c t  may p a r t i c ip a t e  in  the group in s u ra n c e  coverage 

p ro v id e d  by the a u t h o r i t y .  I f  the  s t a t e ,  m u n ic ip a l i t y ,  o r d i s t r i c t  

e l e c t s  to  p a r t i c ip a t e ,  the  s t a t e ,  m u n ic ip a l i t y ,  o r d i s t r i c t  s h a l l  

c o n t in u e  to  p a r t i c ip a t e  u n le s s  a w a iv e r  i s  g ran ted  by the b o a rd .

(b ) In  d e te rm in in g  w h eth e r a w a iv e r  shou ld  be g ra n te d , the board 

s h a l l  e s t a b l i s h  minimum b e n e f i t  and f in a n c ia l  s ta n d a rd s  fo r  the  de­

s i r e d  group h e a lth  in s u ra n c e  c o v e ra g e . The minimum b e n e f it  and f in a n ­

c i a l  s ta n d a rd s  and the proposed tim e sch ed u le  fo r  re s p o n s iv e  o f f e r s  

s h a l l  be se n t to  a l l  p a r t ic ip a n t s  a t  the tim e the re q u e s t  fo r  p ro p o sa l 

fo r  the  d e s ire d  group h e a lth  in s u ra n c e  coverage i s  is s u e d . A p a r t i c i ­

pan t se e k in g  a w a iv e r  o f  co verag e  s h a l l  match the minimum b e n e f i t  and 

f i n a n c i a l  s ta n d a rd s  s e t  out in  the re q u e s t fo r  p ro p o sa l f o r  th e  de­

s i r e d  group h e a lth  in s u ra n c e  co v e ra g e . P a r t ic ip a n t s  s h a l l  subm it 

d o cum entatio n  o f t h e i r  in s u ra n c e  co verag e  m atch ing  the b o a r d ' s  minimum 

b e n e f i t  and f i n a n c i a l  re q u ire m e n ts  b e fo re  the d e a d lin e  e s t a b l is h e d  by 

the b o a rd . The board  may approve or d isap p ro ve  a w a iv e r  o f  p a r t i c ip a ­

t io n  based on the docum entation  su b m itted  by the p a r t ic ip a n t  re g a rd in g  

the b e n e f i t  and f in a n c i a l  s ta n d a rd s  e s ta b lis h e d  by the b o a rd . Once 

the board aw ards the in s u ra n c e  c o n t r a c t ,  a p a r t ic ip a n t  may no t be 

g ran te d  a w a iv e r  d u rin g  the term o f  the c o n t r a c t .

( c )  A p a r t ic ip a n t  may s e p a r a te ly  p ro v id e  fo r  h e a lth  in su ra n c e  

co verag e  a d d it io n a l  to t h a t  o f f e r e d  by the a u t h o r i t y ,  and may p ro v id e  

fo r  m a rk e tin g  and s e r v ic in g  to be done by l ic e n s e d  in su ra n c e  a g e n t s .

Se c .  2 1 . 7 7 . 1 0 0 .  D EFIN IT IO N S. In  t h is  ch a p te r
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(1 )  " a u t h o r i t y "  means the  A la s k a  S t a t e  Group H e a lth  In s u r ­

ance A u t h o r i t y ;

(2 )  "b o ard " means the board o f d ir e c t o r s  o f  the A la sk a  

S ta te  Group H e a lth  In su ra n c e  A u t h o r i t y ;

(3 )  " d i s t r i c t "  has the meaning g ive n  in  AS 1 4 . 1 7 . 2 5 0 ;

(4 )  " e l i g i b l e  em ployee" means an employee o f  a p a r t ic ip a n t  

who q u a l i f i e s  f o r  group h e a lth  in s u ra n c e  b e n e f it s  as d eterm ined  by the 

p a r t i c ip a n t ;

ArirCjpJ (5 )  " fu n d "  means the s t a t e  group h e a lth  in su ra n c e  .£umH

(6 ) "group h e a lth  in s u ra n c e "  means coverage £tnat^\incirtide^

K

l i f e  in s u ra n c e , a c c id e n t a l  death  and dismemberment, w o rk e rs ' compensa­

t io n ,  m e d ic a l c a re  and tre a tm e n t in c lu d in g  M ed icare  and M e d ica id , 

d e n ta l c a r e ,  eye c a r e ,  and o th e r group h e a lth  coverage as determ ined  

by the a u t h o r i t y ;

(7 )  " m u n ic ip a l i t y "  in c lu d e s  a p u b lic  c o rp o ra t io n  e s ta b ­

l is h e d  by a m u n ic ip a l i t y ;

(8 )  " p a r t i c ip a n t "  means the s t a t e ,  a m u n ic ip a l i t y ,  o r a

d i s t r i c t

\ \ .= ,v3° (9 )  " s t a t e "  means the e x e c u t iv e ,  l e g i s l a t i v e ,  and j u d i c i a l

b ranches o f  s t a t e  governm ent, o r / t n  o r g a n iz a t io n a l u n it  o f  a b ra n c h ,

and in c lu d e s  the U n iv e r s i t y  o f  A la s k a , the  A la sk a  S t^ te  H ousing  Au-
txAjcJ p o b l i p .  C o r p a n c Jlo ^ S , 

t h o r i t y ,  and the A la s k a  R a i lro a d  C o rp o ra t io n . CHLlPfi r
'S e c . 3 . AS 3 9 . 2 5 . 1 1 0  i s  amended by add ing  a new parag rap h  to r e a d :

(30)  em ployees o f  the A la s k a  S t a t e  Group H e a lth  In s u ra n c e  

A u th o r it y .

*  Sec .  4.  AS 3 9 . 5 0 . 2 0 0 ( b )  i s  amended by add ing  a new parag rap h  to  re ad :

(50 )  A la s k a  S t a t e  Group H e a lth  In su ra n c e  A u th o r it y  (AS 2 1 . -

77 ) .

* Sec .  5.  STAGGERED IN IT IA L  TERMS. N o tw ith sta n d in g  AS 2 1 . 7 7 . 0 2 0 ( b ) ,  
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en acted  in  s e c .  2 o f  t h i s  A c t ,  the term s o f  the i n i t i a l  members o f  the 

board o f  d i r e c t o r s  o f the  A la s k a  S t a t e  Group H e a lth  In su ra n c e  A u th o r it y  whc 

a re  ap p o in ted  under AS 2 1 . 7 7 . 0 2 0 ( a ) ,  e n acted  in  s e c .  2 o f  t h is  A c t ,  s h a l l  

be s tag g e red  by th e  g o v e rn o r . Th ree  members s h a l l  s e rv e  fo r  one y e a r ,  fo u r 

members f o r  two y e a r s ,  f i v e  members f o r  th re e  y e a r s ,  and f i v e  members fo r

The A la s k a  S t a t e  Group H e a lth  In s u ra n c e  A u th o r it y
«

A la s k a  S t a t e  L e g is la t u r e  by March 1 , 1991,  on the 

p ro g re ss  made by the a u t h o r it y  in  e s t a b l is h in g  a h e a lth  c a re  p ro v id e r  

payment sy s tem,  r a t e  s c h e d u le , and u t i l i z a t i o n  s ta n d a rd s .

S i c y f .  N&tfhipft in^phA.s A cj^ affecj& s a c ^ n t ra c t /D r  cc^II? e c^ve^ba-rg a in  - 

ijvg &greefmentf~^y/e&tej2̂ y on^thd^ e f  f ^ ^ v 4 j la r £ e  (ofjzhi.

*  Sec .  8.  T h is  A c t ta k e s  e f f e c t  im m e d ia te ly  under AS 0 1 . 1 0 . 0 7 0 ( c ) .

I
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6-0623H
Ford
3/6/90

O r ig in a l  s p o n s o r ( s ) :  SEN. DUNCAN

IN THE SENATE BY THE STATE A FFA IRS COMMITTEE

CS FOR SENATE B IL L  NO. 254 ( S t a t e  A f f a i r s )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - SECOND SESSION

A B IL L

F o r an A c t e n t i t l e d :  "An A ct r e la t in g  to  group h e a lth  in s u ra n c e ; and

p ro v id in g  f o r  an e f f e c t i v e  d a t e . "

BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*  S e c t io n  1. PURPOSE. The purpose o f  t h i s  A c t  i s  to

(1 ) by F e b ru a ry  1, 1992,  c re a te  a s ta te w id e  h e a lt h  c a re  p ro v id e r  

payment sy s tem,  r a t e  s c h e d u le s , and u t i l i z a t i o n  s ta n d a rd s ;

(2 ) a f t e r  F e b ru a ry  1, 1992,  p ro v id e  co m p reh en sive  group h e a lth  

in s u ra n c e  f o r  the s t a t e ,  m u n ic ip a l i t ie s ,  s c h o o l d i s t r i c t s ,  and a l l  e l i g ib l e  

em ployees o f  the s t a t e ,  a m u n ic ip a l i t y ,  o r  a s c h o o l d i s t r i c t  who e le c t  to

W k p a r t ic ip a t e  in  the group in su ra n c e  o f fe re d  by th e  A la s k a  S t a t e  Group H e a lth  

In s u ra n c e  A u t h o r it y ;

(3 )  expand the  pool o f  s u b s c r ib e r s  and m axim ize  th e  o p p o rtu n i­

t i e s  f o r  c o s t  co n ta in m en t when p u rch a s in g  group h e a lt h  in s u ra n c e ;

(4 )  m a in ta in  an e f f i c i e n t  p ro v id e r  paym ent system  to red uce  the 

c o s t  to p ro v id e rs  who a re  s e rv in g  em ployees o f  p a r t i c ip a n t s ;

(5 )  m a in ta in  s ta te w id e  u t i l i z a t i o n  s ta n d a rd s  to  c o n t r o l  in a p p ro ­

p r ia t e  o r im proper u t i l i z a t i o n  p r a c t ic e s  and to re d u ce  the  r a t e  o f  i n f l a ­

t io n  in  the cos t  o f  h e a lt h  ca re  in  the s t a t e ;

(6 )  c re a te  th e  most co m p reh en s ive , c o s t - e f f e c t i v e ,  and e f f i c i e n t  

method o f  p ro v id in g  a v a r i e t y  o f  typ e s  o f  h e a lt h  c a re  in s u ra n c e  n e c e s sa ry  

to  meet the co verag e re q u ire m e n ts  o f  a p a r t i c ip a n t  r e s u l t in g  from  n e g o t i­

a t ed  em ployee c o n t r a c t s ;

( 7 )  r e a l i z e  the  p o t e n t ia l  s a v in g s  th a t  w i l l  r e s u l t  i f  a p p r o x i­

m a te ly  135,000 a c t iv e  and r e t i r e d  s t a t e ,  m u n ic ip a l ,  and sc h o o l d i s t r i c t
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em ployees and t h e i r  dependents p a r t i c ip a t e  in  the group h e a lt h  in su ra n c e  

program  o f fe re d  by the a u t h o r i t y ;  and

(8 )  d e te rm in e  th e  need f o r  m andatory p a r t i c ip a t io n  in  the group 

h e a lt h  in s u ra n c e  o f fe re d  by th e  a u t h o r i t y .

*  Sec .  2.  AS 21 i s  amended by add ing  a new c h a p te r  to  re a d :

CHAPTER 77 . STATE INSURANCE.

Se c .  2 1 . 7 7 . 0 1 0 .  AUTHORITY CREATED; REQUIRED PAYMENT SYSTEM, RATE 

SCHEDULE, AND U TILIZA TIO N  STANDARDS. ( a )  There  i s  e s t a b l is h e d  w ith in  

the  Departm ent o f  Commerce and Econom ic Developm ent a n o n p r o f it  in c o r ­

p o ra te d  le g a l  e n t i t y  known as the  A la s k a  S t a t e  Group H e a lth  In su ra n c e  

A u t h o r i t y .

(b ) The a u t h o r i t y  s h a l l ,  by F e b ru a ry  1, 1992,  e s t a b l i s h  and 

m a in ta in  a h e a lt h  c a re  p ro v id e r  payment sy s te m , r a t e  s c h e d u le , and 

u t i l i s a t i o n  s ta n d a rd s . The s t a t e ,  a m u n ic ip a l i t y ,  o r  a d i s t r i c t  s h a l l  

use  the h e a lt h  c a re  p ro v id e r  payment sy s te m , r a te  s c h e d u le , and u t i l i ­

z a t io n  s ta n d a rd s  e s t a b l is h e d  by the  a u t h o r i t y .

( c )  The a u t h o r i t y  s h a l l ,  b e g in n in g  F e b ru a ry  1, 1992,  p ro v id e  

group h e a lt h  in s u ra n c e  to  e l i g i b l e  em ployees o f th e  s t a t e ,  a m u n ic i­

p a l i t y ,  o r a sc h o o l d i s t r i c t  i f  the  em ployer has e le c t e d  to  p a r t i c i ­

pa te  i n  the group h e a lt h  in s u ra n c e  o b ta in e d  by the  a u t h o r i t y .

Sec .  2 1 . 7 7 . 0 2 0 .  BOARD OF DIRECTORS; ORGANIZATION. (a )  The 

a u t h o r i t y  s h a l l  be managed by a board  o f  d i r e c t o r s  composed o f  15 

members a p p o in te d  by the  g o ve rn o r as f o l lo w s :

(1 ) one n o n v o tin g  member r e p re s e n t in g  th e  l e g i s l a t i v e

4

5

6

7

8

9 i 

10 

11 

12

13

14

16

*

b ra n c h ;

(2 )  one n o n v o tin g  member re p re s e n t in g  the  j u d i c i a l  b ra n ch ;

(3 )  two members re p re s e n t in g  th e  e x e c u t iv e  b ra n c h ;

(4 )  two members r e p re s e n t in g  la b o r  o r g a n iz a t io n s ;

(5 )  two members r e p re s e n t in g  sc h o o l d i s t r i c t s ;
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(6 )  two members re p re s e n t in g  m u n ic ip a l i t i e s ;

(7 )  two members re p re s e n t in g  th e  Departm ent o f  H e a lth  and

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

( 8 )  two members r e p re s e n t in g  h e a lth  c a re  p r o v id e r s ;

(9 ) one member re p re s e n t in g  the U n iv e r s i t y  o f  A la s k a .

(b ) A member o f  the  board s e rv e s  f o r  a term  o f  f i v e  y e a r s .  The 

board s h a l l  e l e c t  from  i t s  m em bership a p r e s id e n t ,  v i c e - p r e s id e n t ,  and 

s e c r e t a r y .  Members o f  th e  board s e rv e  w ith o u t  com pensation  b u t a re  

e n t i t le d  to  r e c e iv e  p e r diem and t r a v e l  expenses a u th o r iz e d  f o r  boards 

and co m m issions under AS 3 9 . 2 0 . 1 8 0 .  Members o f  th e  board  a re  s u b je c t  

to  AS 3 9 . 5 0 .

S e c .  2 1 . 7 7 . 0 3 0 .  GENERAL POWERS. (a )  The a u t h o r i t y  may

(1 )  b e g in n in g  F e b ru a ry  1, 1992,  e x e r c is e  the powers g ra n te d  

to  in s u r e r s  under the law s o f  th e  s t a t e ;  i f  the  a u t h o r i t y  a c t s  as an

in s u r e r ,  th e  a u t h o r it y  s h a l l  cc^ D ly  w ith  th e  re q u ire m e n ts  a p p l ic a b le

to  in s u r e r s  under t h is  t i t l e ;

( 2 )  sue o r be su ed ;

(3 )  e n te r  in to  c o n t r a c t s  o r  ag reem ents ;

(4 )  e s t a b l i s h  a d m in is t r a t iv e  o r a cc o u n tin g  p ro c e d u re s ;

(5 )  c o l l e c t ,  i n v e s t ,  and d is b u rs e  fu n d s ;

(6 )  adopt n e c e s s a ry  r e g u la t io n s  and p ro ce d u re s  f o r  im p le ­

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

(b ) In  e x e r c is in g  i t s  powers under t h is  c h a p te r , th e  a u t h o r i t y  

may not p a r t i c ip a t e  d i r e c t l y  o r i n d i r e c t l y  in  a c o l l e c t i v e  b a rg a in in g  

ag reem en t.

Sec .  2 1 . 7 7 . 0 4 0 .  DUTIES OF BOARD; ANNUAL REPORT. The board

s h a l l ,  in  o b ta in in g  grcup h e a lth  in s u ra n c e  re q u ire d  under t h i s  ch ap ­

t e r ,  p ro v id e  com prehensive  co ve rag e  a t  the  lo w e st p o s s ib le  c o s t  p er 

e l i g i b l e  em ployee. The board  s h a l l  p ro v id e  to the g o ve rn o r and to  the

-3- CSSB 2 5 4 (SA)



l e g i s la t u r e  an a n n u a l re p o r t  c o v e r in g  the  p re v io 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  th e  a u t h o r i t y .  E v e ry  t h i r d  f i s c a l  y e a r  th e  a u t h o r it y  

s h a l l  in c lu d e  in  th e  an n u a l re p o r t  a c o s t  and b e n e f i t  a n a ly s i s  o f the 

h e a lth  in s u ra n c e  re q u ire d  under t h i s  c h a p te r .

Sec .  2 1 . 7 7 . 0 5 0 .  STAFF AND PROFESSIONAL SERVICES CONTRACTS. The 

a u t h o r i t y  s h a l l  em ploy an e x e c u t iv e  d i r e c t o r  who s e rv e s  a t  th e  plea^ 

su re  o f  the  a u t h o r i t y  as i t s  c h ie f  a d m in is t r a t iv e  o f f i c e r .  The e xe cu ­

t i v e  d i r e c t o r  may, w ith  the a p p ro v a l o f  the  a u t h o r i t y ,  s e le c t  and 

employ a d d it io n a l  s t a f f  as n e c e s s a ry . Em ployees o f  th e  a u t h o r it y  a re  

in  th e  exempt s e r v ic e  under AS 3 9 . 2 5 . 1 1 0 .  In  a d d it io n  to  i t s  s t a f f  o f 

r e g u la r  em p lo yees , th e  a u t h o r i t y  may c o n t r a c t  f o r  the s e r v ic e s  o f  

c o n s u lta n t s  and p r o f e s s io n a l ,  t e c h n ic a l ,  and f i n a n c i a l  a d v is o r s  the 

a u t h o r i t y  c o n s id e rs  n e c e s s a ry  f o r  th e  purpose  o f  d e v e lo p in g  in fo rm a ­

t io n ,  co n d u ctin g  h e a r in g s ,  s t u d i e s ,  in v e s t ig a t io n s ,  o r o th e r  p ro ceed ­

in g s ,  o r o th e rw is e  e x e r c is in g  i t s  p o w ers.

Sec .  2 1 . 7 7 . 0 6 0 .  PROCUREMENT OF INSURANCE. ( a )  The a u t h o r it y  

s h a l l ,  a f t e r  F e b ru a ry  1, 1992,  o b ta in  a p o l ic y  o r  p o l i c i e s  o f  group

h e a lt h  in s u ra n c e  c o v e r in g  e l i g i b l e  em ployees o f  th e  s t a t e ,  a m un ic­

i p a l i t y ,  o r  a d i s t r i c t ,  i f  the em p loyer has e l e c t e d  to p a r t i c ip a t e ,  

from  an in s u r e r  a u th o r iz e d  to  t r a n s a c t  b u s in e s s  in  th e  s t a t e  under 

AS 2 1 . 0 9 ,  o r a c t  as a s e l f - i n s u r e r  i f  th e  a u t h o r i t y  d e te rm in e s  th a t  

s e l f - in s u r a n c e  can p ro v id e  th e  d e s ire d  in s u ra n c e  co ve rag e  and b e n e f it s  

a t  a lo w er c o s t  p e r e l i g i b l e  em ployee.

(b ) E x ce p t when a c t in g  as a s e l f - i n s u r e r ,  th e  a u t h o r i t y  s h a l l  

o b ta in  group h e a lt h  in s u ra n c e  in  co m p lian ce  w ith  th e  p ro v is io n s  o f  

AS 36 .3 0  and s h a l l  make a v a i la b le  b id  s p e c i f i c a t io n s  fo r  d e s ire d  group 

h e a lt h  in s u ra n c e  b e n e f i t s  to  a l l  in s u ra n c e  c a r r i e r s  l ic e n s e d  in  the 

s t a t e  and q u a l i f i e d  to  p ro v id e  th e  d e s ire d  b e n e f i t s .  The s p e c i f i c a ­

t io n s  s h a l l  be made a v a i la b le  a t  l e a s t  once e v e ry  f i v e  y e a r s .
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Se c .  2 1 . 7 7 . 0 7 0 .  STATE GROUP HEALTH INSURANCE FUND. The s t a t e

group h e a lt h  in su ra n c e  fund i s  c re a te d  in  the g e n e ra l fu n d . The fund 

c o n s is t s  o f  money a p p ro p r ia te d  by the  l e g i s l a t u r e ,  and premiums c o l ­

le c t e d  under AS 2 1 , 7 7 . 0 8 0 .  The fund s h a l l  be managed and in v e s te d  by 

the b o a rd . The board may expend money from  the fund  to  c a r r y  out the  

p r o v is io n s  o f  t h is  c h a p te r .

S e c .  2 1 . 7 7 . 0 8 0 .  INSURANCE PREMIUMS. (a )  The a u t h o r i t y  s h a l l

p ro v id e  t h a t  s u f f i c i e n t  premiums a re  c o l le c t e d  to  p ro v id e  the  r e ­

q u ire d  in s u ra n c e  coverage and to  pay th e  expenses o f  th e  a u t h o r i t y .  

A l l  premiums s h a l l  be d e p o s ite d  in  the  fu n d .

(b ) R e se rv e s  re m a in in g  a t  th e  te rm in a t io n  o f  an in s u ra n c e  co n­

t r a c t  s h a l l  be in v e s te d  by the  a u t h o r i t y  in  the same manner a s  r e t i r e ­

ment fu n d s a re  in v e s te d  under AS 1 4 . 2 5 . 1 8 0 .

Se c .  2 1 . 7 7 . 0 9 0 .  PA RTIC IPA TIO N ; WAIVER, (a )  The s t a t e ,  a m u n ic­

i p a l i t y ,  o r  a d i s t r i c t  may p a r t i c ip a t e  in  the group in s u ra n c e  co ve rag e  

p ro v id e d  by the  a u t h o r i t y .  I f  th e  s t a t e ,  m u n ic ip a l i t y ,  o r  d i s t r i c t  

e l e c t s  to  p a r t i c ip a t e ,  the s t a t e ,  m u n ic ip a l i t y ,  o r  d i s t r i c t  s h a l l  

co n tin u e  to  p a r t ic ip a t e  u n le s s  a w a iv e r  i s  g ran ted  by the  b o a rd ,

(b ) In  d e te rm in in g  w heth er a w a iv e r  shou ld  be g ra n te d , th e  board  

s h a l l  e s t a b l i s h  minimum b e n e f i t  and f i n a n c ia l  s ta n d a rd s  f o r  the de­

s i r e d  group h e a lth  in su ra n c e  c o v e ra g e . The minimum b e n e f i t  and f in a n ­

c i a l  s ta n d a rd s  and the proposed tim e sch e d u le  f o r  re s p o n s iv e  o f f e r s  

s h a l l  be se n t to a l l  p a r t ic ip a n t s  a t  the  tim e the re q u e s t  f o r  p ro p o sa l 

f o r  the  d e s ire d  group h e a lth  in s u ra n c e  co verag e i s  is s u e d . A p a r t i c i ­

pan t se e k in g  a w a iv e r  o f  co verag e  s h a l l  match the minimum b e n e f i t  and 

f i n a n c i a l  s ta n d a rd s  s e t  out in  th e  re q u e s t  fo r  p ro p o s a l f o r  the  de­

s i r e d  group h e a lth  in su ra n c e  c o v e ra g e . P a r t ic ip a n t s  s h a l l  subm it 

docum entatio n  o f  t h e i r  in s u ra n c e  co ve rag e  m atch ing th e  b o a r d ' s  minimum 

b e n e f it  and f in a n c ia l  re q u ire m e n ts  b e fo re  the d e a d lin e  e s t a b l is h e d  by
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the b o ard . The board  may approve o r d isa p p ro v e  a w a iv e r  o f  p a r t i c ip a ­

t io n  based on th e  docum entation  su b m itted  by the  p a r t ic ip a n t  re g a rd in g  

the b e n e f it  and f i n a n c i a l  s ta n d a rd s  e s t a b l is h e d  by the b o a rd . Once 

th e  board aw ards the  in s u ra n c e  c o n t r a c t ,  a p a r t ic ip a n t  may no t be 

g ra n te d  a w a iv e r  d u rin g  th e  term  o f  the c o n t r a c t .

( c )  A p a r t i c ip a n t  may s e p a r a te ly  p ro v id e  f o r  h e a lth  in su ra n c e  

co verag e  a d d it io n a l  to  th a t  o f fe re d  by th e  a u t h o r i t y ,  and may p ro v id e  

f o r  m arke tin g  and s e r v ic in g  to be done by l ic e n s e d  in su ra n c e  a g e n ts . 

Sec .  2 1 . 7 7 . 1 0 0 .  D EF IN IT IO N S. In  t h i s  c h a p te r

(1 )  " a u t h o r i t y "  means the  A la s k a  S t a t e  Group H e a lth  In s u r ­

ance A u t h o r i t y ;

(2 )  "b o a rd " means the board o f d i r e c t o r s  o f  the A la s k a  

S t a t e  Group H e a lth  In su ra n c e  A u t h o r it y ;

(3 )  " d i s t r i c t "  has the meaning g iv e n  in  AS 1 4 . 1 7 . 2 5 0 ;

(4 )  " e l i g i b l e  em ployee" means an employee o f a p a r t ic ip a n t  

who q u a l i f i e s  f o r  group h e a lth  in su ra n c e  b e n e f i t s  as d eterm ined  by the 

p a r t i c ip a n t ;

(5 )  " fu n d "  means the s t a t e  group h e a lth  in su ra n c e  fu n d ;

(6 )  "g roup  h e a lth  in s u ra n c e "  means coverage th a t  may i n ­

c lu d e  l i f e  in s u ra n c e , a c c id e n t a l  death  and dism em berment, w o rk e rs ' 

co m p ensatio n , m e d ica l c a re  and tre a tm e n t in c lu d in g  M ed icare  and 

M e d ic a id , d e n ta l c a r e ,  eye c a r e ,  and o th e r  group h e a lth  co verag e  as 

d eterm ined  by th e  a u t h o r i t y ;

(7 )  " m u n ic ip a l i t y "  in c lu d e s  a p u b lic  c o rp o ra t io n  e s ta b ­

l i s h e d  by a m u n ic ip a l i t y ;

(8 )  " p a r t i c ip a n t "  means the s t a t e ,  a m u n ic ip a l i t y ,  o r a

d i s t r i c t ;

( 9 )  " s t a t e "  means the e x e c u t i v e ,  l e g i s l a t i v e ,  and j u d i c i a l  

b ran ch e s o f  s t a t e  governm ent, o r an o r g a n iz a t io n a l  u n it  o f  a b ra n ch ,

CSSB 2 5 4 (SA) -6-



4

5

6

7

8 

9

10

11

12

13

14

1 and in c lu d e s  the  U n iv e r s i t y  o f  A la s k a ,  the  A la s k a  S t a t e  H ousing  Au-

a
t h o r i t y ,  and th e  A la s k a  R a i lro a d  C o rp o ra t io n .

*  Se c .  3.  AS 39 . 25- 110  i s  amended by add ing  a new p arag rap h  to  re a d :

(30 )  em ployees o f  th e  A la s k a  S t a t e  Group H e a lth  In s u ra n c e

A u t h o r i t y .

*  Se c .  4 .  AS 3 9 . 5 0 . 2 0 0 ( b )  i s  amended by add ing  a new p arag rap h  to  re a d :

(50 )  A la s k a  S t a t e  Group H e a lth  In s u ra n c e  A u th o r it y  (AS 2 1 . -

7 7 ) .

*  Se c .  5.  STAGGERED IN IT IA L  TERMS. N o tw ith s ta n d in g  AS 2 1 . 7 7 . 0 2 0 ( b ) ,  

en acted  in  s e c .  2 o f  t h i s  A c t ,  the  te rm s o f  the  i n i t i a l  members o f  the  

board o f  d i r e c t o r s  o f  the A la s k a  S t a t e  Group H e a lth  In su ra n c e  A u th o r it y  who 

a re  ap p o in ted  un d er AS 2 1 . 7 7 . 0 2 0 ( a ) ,  e n a c te d  in  s e c .  2 o f  t h is  A c t ,  s h a l l  

be s ta g g e re d  by the  g o v e rn o r . Th ree  members s h a l l  s e rv e  f o r  one y e a r ,  fo u r  

members f o r  two y e a r s ,  fo u r  members f o r  th re e  y e a r s ,  and fo u r  members f o r  

fo u r  y e a r s .

*  Sec .  6 .  REPORT. The A la s k a  S t a t e  Group H e a lth  In su ra n c e  A u t h o r it y  

s h a l l  r e p o r t  to  th e  A la s k a  S ta te  L e g is la t u r e  by March 1, 1991,  on the 

p ro g re s s  made by th e  a u t h o r i t y  in  e s t a b l i s h in g  a h e a lth  ca re  p ro v id e r  

payment sy s te m,  r a t e  s c h e d u le , and u t i l i z a t i o n  s ta n d a rd s .

*  Se c .  7 .  T h is  A c t  ta k e s  e f f e c t  im m e d ia te ly  under AS 0 1 . 1 0 . 0 7 0 ( c ) .

16

17

18

19

20 

21 

22

23

24

25 

26!

27!

29

-7- CSSB 254(SA)



6-0623Ha
Ford

A M E N D M E N T

OFFERED IN THE SENATE

TO: CSSB 254 ( S t a t e  A f f a i r s )

BY SEN. POURCHOT

Page 7 , a f t e r  l i n e  8 :

In s e r t  a new b i l l  s e c t io n  to re a d :

" *  Se c .  5 .  AS 4 4 . 6 6 . 0 1 0 ( a )  i s  amended by add ing  a new p arag rap h  to  read  

(17 )  A la s k a  S ta te  Group H e a lth  In s u ra n c e  A u th o r it y  (AS 21 .

7 7 . 0 1 0 )  - -  Ju ne  30 ,  19 95 . "

Renumber th e  fo l lo w in g  b i l l  s e c t io n s  a c c o r d in g ly .
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AMENDMENT 1: (Per Jim Baldwin, Asst. Attorney General)
Page 7, Lines 1,2 amended to read:

and includes the University of Alaska, (the Alaska State Housing Authority, 
and the Alaska R?.,lroad Corporation) and a public corporation of the state 
created within a principal executive department.
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BILL A N A L Y S I Sfaxtihmt
Commerce & Econ. Dev.

MU.

Insurance SB 254 S e n a t o r  D u n c a n
tbtyrr ttiu cf m±
An Act relating to Group Health Insurance

cxr**rw*xT TOMmc*
N e u t r a l

Jim Jordan, Deouty Director
OATl
4-7-89

S U M M A R Y
CTM« AdOTon xatocts rr bu .
Department of Administration
Department of Health and Social Services
Deoartment of Education and University of AK

COKMTmWT MMOUFW A^TOCT* ST BU.
State Employees 
Municipal Employees 
School District Emnlovees

OMQAMIZATOMAi. MJMMCMT TOM BU.
Unknown

OrOAMZATOAAi. OMMOMmCW TO BU.
Unknown

nacAiMMAcr: □ monm □ tocal moti attaomo
ATTVt WTWT

SB 254 establishes the Alaska State Group Health Insurance Authority (Authority) 
comprised of 16 members. The Authority is required to purchase the group health insurance 
or to self-insure in order to provide the health care financing benefits provided to state 
employees, municipality employees and school district employees. Unless granted a waiver 
Kv the Authority, the state and each municipality or school district must have its health 

;urance benefits purchased through the Authority (Section 1).

See attached.

AM (MOMENT'S P*OK>%E>

See attached,
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A N A L Y S I S  O F  B U I / P R O G R A M  EFFECTS:

Section 2A S  21.77.010-.020, Authority CreatedThe Alaska State Grout) Health Insurance Authority (Authority) is established as a nonprofit, incorporated legal entity. The Authority is to be comprised of 16 members which include the Commif ioner of A d m in i s t r a t i o n ,  the Commissioner of Health and Social Services, the Director of the Division of Insurance, and 13 members appointed by the Governor which include one member representing local governments, one member representing school board, two public school teachers, one person from the general public, two permanent classified state employees, one permanent University of Alaska employee, two school district permanent employees, two permanent municipal employees, and one member representing health care providers. The Authority is to elect a president, vice president, and secretary. Members’ compensation is limited to per diem and travel expense reimbursement.AS 21.77.030. PowersThe Authority is granted certain powers to carry out its duties. Those duties are the ability to exercise powers granted to insurers; to sue or be sued; to euter into contracts; to establish administrative and accounting procedures; to manage funds; and to promulgate regulations.It is not clear what is exactly intended by the ability to exercise powers granted to insurers. Because the Authority can either purchase the health insurance coverage from admitted insurers or can self-insure the health care benefits, it is assumed the intent is to allow the Authority to act as a self-insurer even though, because it is an entity separate from the state, a municipality, or school district, it would otherwise need to be formed and licensed as an insurer under A S  21.A S 21.77.040, Fiduciary DutyThis provision requires the Authority to provide the coverage at the lowest possible cost to the covered, employees.A S 21.77.050. Purchase of InsuranceThe Authority is required to purchase group health insurance coverage from authorized insurers. However, the Authority is allowed to self-insure the benefits if  it can be done at a lower cost. The Authority, if  it purchases insurance coverage, must bid the program at least every five years and the request for proposals must go to all licensed insurers authorized to write health insurance (which would be in excess of 500 insurers).A S 21,77.060. Health Insurance FundA segregated fund is created within the general fund which consists of funds appropriated by the Legislature and premium funds collected. The premium funds collected would assumedly be comprised of any state employee premium contributions and those premiums remitted by the various municipalities and school districts for the coverage for their employees.



A S  21.77.07.0. Insurance PremiumsThe Authority is required to assure that sufficient, premium** are collected to provide the group health coverage and to pay the expenses of the Authority. This would appear to mean that the per diem costs .and travel costs ol the Authority's board members need to be refunded by the state, municipalities, and the school districts.Funds remaining at the termination of an insurance contract are required to be invested in the same manner as retirement funds. This provision would appear to place heaith insurance premium funds on par with retirement funds in order not to encounter dedicated funding, constitutional problems.AS 21.77,080. Required ParticipationThis section requires that the state, each municipality, and each school district obtain their health insurance benefits through participation in the Authority prorided coverage. However, a waiver to the required participation can be granted by the board of the Authority.The waiver criteria are that the waiver applicant’s group health insurance match the benefits provided by the Authority and the financial standards set by the board. It would appear the benefit match would be satisfied by a benefit plan being the actuarial equivalent or better than the benefit plan provided by the Authority. Assumedly, the financial standards criteria would entail the premium rates for the covered employees being equal to or less than the premium rates for an actuarial equivalent benefit plan provided by the Authority and that, i f  the plan was insured, the insurer providing the group health insurance contract was as financially strong as the insurer providing the Authority’s group health insurance contract. The financial standards criteria would be complex and difficult if  the comparisons involved a self-insured plan with an insured plan.AS 21.77.090. DefinitionsThe operative terms found in the Act we defined in this section.
Section 3AS 39-30 090. Department of Administration DutiesThis section amends A S 39.30.090 so that the Department. of-Administration must obtain the group health insurance contract covering state emplovees from the Authority. Additionally, the language is removed which provided discretionary participation by other governmental units (e.g., municipalities and school districts) in the state employee group health insurance plan. It would appear that the requirement in this section that the health insurance coverage for state employees be obtained from the Authority would preclude the state from seeking a waiver under AS 21.77.080.Section 4A S 39.50.200(b;. Conflict of InterestThis section makes the Authority's board members subject to the state's conflict of interest law.



SectiOELS

The initial 13 board members are to be appointed by the Governor to varying terms ofoffice with two members serving one year; three members for two years; fourmembers for three years; and four members for four years.
Section 6Effective DateThis Act is to take effect immediately upon signature of the Governor.Amendments Proposed1. It is recommended that this Authority be created within a title other than Title 21. Title 21 is the section of Alaska law which regulates the business of insurance. An inherent conflict arises when provisions pertaining to the purchase of insurance are mixed with regulatory provisions.2. AS 21.77.030(1) needs to be clarified so that it exemptj the Authority from having to be formed and licensed as an insurer under A S 21 if that is the intent. I f  the intent is to allow the Authority to act as the administrator for self-insured plans sponsored by the state, municipalities and school districts, then this provision should be amended to reflect that power.

A S  21.77.020(b). Staggered Initial Board Terms



H ealth Insur ance A u t h o r i t y  

S B  254 by S e n a t o r  Duncan

Purpose:

To p r o v i d e  a vehicl e that e n a b l e s  cost effecti ve health care 
d e l i v e r y  to all p a r ticipants  of State healt h plans (including 
a c t i v e / r e t i r e e s  of State, M u n i c i p a l  and E d u c a t i o n ) , in order to 
help cu rb e s c a l a t i n g  h e a l t h  care costs. i
C u r r e n t l y  e a c h  entity pu rchases h e a l t h  care from a number of 
n e a l t h  i n s u r a n c e  providers for t h e i r  plans. By c r e a t i n g  a health 
insurance a u t h o r i t y  each p a r t i c i p a t i n g  entity w o u l d  in effect 
have the a b i l i t y  to r e a l i z e  the c o s t  eco nomies of a m u c h  larger 
group ( 134,000 p a r t i c i p a n t s  v s  24,000). T h i s  w o u l d  enable t h e  
a u t h o r i t y  to negot iate p a y ment rates and u t i l i z a t i o n  factors w i t h  
h e a l t h  c a r e  prov iders and p r ovide for a p p r o p r i a t e  care delivery 
at an a p p r o p r i a t e  cost. The a u t h o r i t y  could be expanded to 
include m e d i c a i d  and 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  systems.

The a u t h o r i t y  could  ph ase in r e s p o n s i b i l i t i e s  o v e r  a period of 
time

A u t h o r i t y  Created -

E s t a blish  p r o v i d e r  p a y m e n t  and u t i l i z a t i o n  
standards for use by p a r t i c i p a t i n g  entities 
w i t h  their c u rrent h e a l t h  plans.

P h a s e  II
Start to pool p u r c h a s i n g  of covera ge voluntarily 
by entities.

Pool all entities to g i v e  m a x i m u m  cost 
efficiencies.

Phase I I I

P h a s e  I



1-31-90 Sena tor D u n c a n

A L A S K A  STATE GROUP H E A L T H  INS URANCE A U T H O R I T Y

B oard of Directors; Orga ni z a t i o n

The B o a r d  w o u l d  be composed  of 17 m e m b e r s  r e p r e s e n t i n g  the 
following:

2 m e m bers from the Legis l a t i v e  Branch;

2 m e mbers from the E x e c ut ive Branch;

2 m e m bers from the J u d i c i a l  Branch;

2 members r e p r e s e n t i n g  Labor Organizations;

2 m e mbers  r e p rese nting School Districts;

2 mem bers repre s e n t i n g  M u n i c ip alities;

2 mem bers repres e n t i n g  the D e p a r t m e n t  of H e a l t h  and 
Social Services;

2 members repre s e n t i n g  H e a l t h  Care Providers; a n d

1 m e m b e r  r epres e n t i n g  the U n i v e r s i t y  of Alaska.
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C o w p e r  s e e k s  m o r e  m o n e y  

f o r  s t a t e  w o r k e r s ’ c o v e r a g e

By DAVID POSTMAN
Daily N ew s reporter

J U N E A U  — S ta te  em p lo y e e s ’ top-of-tlie-line h e a lth  
in su ra n ce  p o l ic y  w i l l  cost $104 m i l l io n  th is  y ea r , $20 
m i l l io n  m o re  th a n  th e  sta te has b udge ted  to  pay  fo r it .

T h e  p la n  costs the  s ta te  an  ave rag e  o f $431 a m o n th  
p e r  em p lo y e e , 520 p e rcen t m o re  th a n  it  d id  a dozen 
years ago. I t  co vers  90 percen t of th e  costs of 
e v e ry th in g  from  p la s t ic  su rgery  to  year-Jong stays in  
m e n ta l h o s p ita ls . '

“W e h a v e  th e  best p la n . E v e r y th in g  is  co ve red ,” 
sa id  C h u ck  T a y lo r , d e p u ty  com m is s io n e r  of th e  D e ­
p a rtm en t o f A d m in is t r a t io n .

Because th e  p o l ic y  costs m o re  m o ne y  th a n  th e  state 
has a p p ro p r ia te d  fo r  it ,  G o v . S te v e  C o w p e r  is  a sk in g  
fo r a sp e c ia l a p p ro p r ia t io n  o f a b o u t $20 m i l l io n  to  pay 
fo r th is  y e a r ’s increases . B u t C ow p e r , T a y lo r  and 
le g is la t iv e  leaders  say  th e  h e a lth  coverage  m ay  be too 
e x p en s iv e  fo r these days o f l im it e d  m oney .

T h e  state is  lo c k e d  in to  th e  p la n  th ro ug h  con tracts 
w it h  its  la b o r  u n io n s . Those  con tracts  c a l l fo r the  state 
to  p r o v id e  th e  sam e le v e l o f cove rage  e ven  i f  th e  costs 
go u p  o r  th e re  is  less m o ne y  to p a y  fo r th e  p o lic y .

“T h e re ’s n o t a n y  c o n s id e ra t io n  fo r  w h a t happens  in  
a d ow n  e co n om y ,” C o w p e r  sa id  at la s t w eek 's budge t 
s um m it w it h  le g is la t iv e  leaders . “ I  t h in k  i t ’s f a ir  to 
say th a t th is  is  ju s t  a s itu 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 ry th in g  h a d  k ep t g o in g  u p  i t  w o u ld  h a ve  
w o rk ed  ju s t  f in e .”

B u t as costs sk y rock e ted , state in com e  d ropped  and 
th e  state is  n o w  s tu ck  w it h  a boom-tim e h e a lth  p la n .

A l l  fu ll- t im e  em p lo yees , in c lu d in g  le g is la to rs , are
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covered  b y  th e  p o lic y  at no 
cost. P a r t- t im e  em p lo y e e s  
can b u y  in to  th e  p la n  at 
about h a lf  th e  s ta te ’s cost, 
a cco rd ing  to  T a y lo r .

U n d e r  th e  p o lic y , T a y lo r  
said:

• 90 p e rce n t o f  a l l  m e d ic a l 
costs a re  pa'id. O n ly  8 p e r­
cent o f p u b l ic  em p lo y e e  in ­
surance p o l ic ie s  in  the co un ­
t r y  h a v e  90 p e r c e n t  
coverage .

• 100 p e rce n t o f th e  p r e m i­
um  fo r d e p e n d e n t coverage 
is  p a id . A la s k a  is  one  o f 12 
states w it h  th a t p ro v is io n .

• S ta te  em p lo ye e s  h a v e  a 
$100 d e d u c t ib le  a nd  p a y  less 
out-of-pocket m e d ic a l e x ­
penses th a n  a l l  b u t  3 percen t 
o f p u b l ic  em p lo ye e s  n a t io n ­
w id e .

A s m e d ic a l  co s ts  h a v e  
gone u p , so h a v e  in su ra n ce  
costs. B u t  A la s k a ’s p u b l ic  
em p lo ye e s ’ p la n ,  issued  b y  
A etna  L if e  In s u ra n ce  C om ­
pany , h as  a lso  go tten  m o re  
e xp en s ive  because of its  ex ­
trem e ly  l ib e r a l te rm s and  
because p e o p le  are g o in g  to 
the doc to r a lo t  m o re  o ften , 
a cco rd ing  to T a y lo r .

The b ig g es t in creases h a ve  
been fo r c h ir o p ra c t ic  care 
a n d  p s y c h ia t r ic  a n d  s u b ­
stance abuse  tre a tm e n t , ac­
co rd ing  to  a s u rv e y  o f state 
em p loyee  in s u ra n ce  c la im s  
f ile d  d u r in g  th e  past tw o  
years. C ha rg es  fo r ch iro p ra c ­
t ic  care w e n t u p  27 percen t 
in  the pas t y ea r . B u t th a t is 
not due so m u ch  to h ig h e r  
costs as i t  is  to  p e o p le  g o in g  
to the c h iro p ra c to r  m o re  o f­
ten.

S tate f ig u re s  show  em ­
p loyees v is it e d  ch iro p ra c to rs  
25 percent m o re  o fte n  in  the 
past year.

A  J u n e a u  c h ir o p r a c t ic  
c l in ic , D a v is  V a l le y  C h ir o ­
p ract ic , is  N o . 9 on the  l is t  o f 
paym ents  m ade  to doctors 
a n d  c l i n i c s ,  r e c e iv in g  
S315.620 from  A e tn a .

T re a tm en t fo r m e n ta l i l l ­

ness and substance abuse  ac­
coun ts  fo r 40 percen t o f  a l l  
h o s p ita l stays p a id  fo r  b y  
the  p la n . F o r  A e tn a ’s o th e r  
A la s k a  in s u r a n c e  p o l i c y  
h o ld e rs , m e n ta l i l ln e s s  a n d  
substance abuse accoun ted  
fo r ju s t 16 percen t o f  a l l  
h o s p ita l stays.

A n d  th e  state pays fo r 
p e o p le  to  go to  w h a te v e r  
h o s p ita l th e y  w a n t a n d  to 
s tay  as lo n g  as th e y  w a n t . 
F iv e  o f th e  14 m ost e x p e n ­
s iv e  h o s p it a l stays p a id  fo r 
f rom  J u ly  1986 to June  1987 
w e re  fo r m e n ta l d iso rders . 
O ne  16-year-old b o y , th e  son 
o f  a  s ta te  w o rk e r , s p e n t  
m o re  than  a y ea r in  Camel-  
b a ck  H o s p ita l in  P h o e n ix , 
A r iz ., at a cost o f $131,000, 
fo r n e u ro t ic  depress ion . A n ­
o th e r  15-year-old spen t 350 
days at the  same h o s n it a l fo r  
w h a t  in su ran ce  records s h ow  
as “ c h ild h o o d  m e n ta l d is o r ­
d e rs .”

C h a r te r  N o r th  H o s p it a l, 
w h ic h  spec ia lizes  in  m e n ta l 
i l ln e s s  and  substance abuse  
tre a tm en t, had  th e  h ig h e s t 
charges p e r  h o sp ita l a d m is ­
s io n  o f a n y  h o s p ita l used  b y  
sta te em p loyees la s t y e a r . 
C h a r te r  N o r th  cha rged  an  
ave rag e  o f $15,441 p e r a d ­
m is s io n  com pared  to P r o v i­
dence H o s p ita l at $6,115 and 
H um a n a  H osp ita l- A la ska  at 
$5,487.

T a y lo r  sa id  som e o f th e  
h ig h  costs o f tre a tm en t fo r 
m e n ta l il ln e s s  and  subs tance  
abuse are due  to h ig h  a lc o ­
h o l is m  and  d ivo rce  rates in  
A la s k a  and  the fact th a t 
m a n y  p eo p le  do no t h a v e  
f a m ily  here  and  m o re  r e a d i­
ly  tu rn  to p ro fess iona ls  fo r 
h e lp .

" I t ’s a lso m y  o p in io n  th a t 
you  are see ing  the im p a c t o f 
te le v is io n  a d v e r t is in g ,” T a y ­
lo r  sa id . “T u rn  on the tu b e  
a nd  w h a t do  you  see, ’P ro b ­
lem s  w it h  y o u r  kid? S end  
th e m  h e re . C o c a in e  p r o b ­
lem s , com e see u s .’ "

T a y lo r  a lso  sa id  the  r is e

in  c h ir o p ra c t ic  costs m ig h t 
a lso  be  a t tr ib u te d  to  h e a v y  
t e le v is io n  a d v e r t is in g .

W ha te ve r the  reason , state 
leaders  say som e th in g  m us t 
b e  done  to a t leas t s lo w  the 
r is in g  costs. B u t s in ce  the 
in s u ra n ce  is  p a r t o f u n io n  
con tracts , th e re  is  l i t t le  tha t 
can  be  done .

A n y  change  w o u ld  h a v e  to 
b e  n e g o t ia t e d  w i t h  th e  
u n io n s  o r  th e  le g is la t u r e  
w o u ld  h a v e  to  am end  state 
la b o r  r e la t io n  la w s  to  a l lo w  
C ow p e r  to m ak e  changes in  
th e  b e n e f it  package .

C ow p e r , H ouse  S peake r 
S am  C o tte n  a nd  S ena te  P res­
id e n t  T im  K e l ly  agree they  
w i l l  ‘“ ta k e  a lo o k  a t” the 
b e n e f it  pa ckage , b u t  because 
o f th e  co n tra c t re q u irem en ts  
th e y  stop short o f s ay ing  
th e y  w i l l  ta k e  a c t io n  to  cu t 
th e  p ia n .

" If  s om e th in g  w as to  a p ­
p e a r  b e fo re  us m a g ic a l ly  
m a y b e  w e  co u ld  ta k e  a lo o k  
at i t , ” K e l ly  sa id  a t las t 
w e e k ’s b udg e t s um m it .

B u t th is  w eek  K e l ly  sa id  
in  an  in t e r v ie w  t h a t  th e  
costs w e re  c le a r ly  o u t o f 
co n tro l.

H e  s a id  i t  is  u n f a ir  to  the 
A la sk a n s  th a t do n o t share 
in  the  p la n  to keep  p a y in g  
ou t m o re  a n d  m o re  m o n e y  to 
in s u re  sta te em p lo yees . “ It  
com es d ow n  to  c re a t in g  an 
e l it e  c lass o f p e o p le  w h o  are 
l i v in g  b e tte r  th a n  the  p eo p le  
th e y  are w o rk in g  fo r ."

C o tte n  sa id  th a t to b a l­
ance n e x t y e a r ’s b ud g e t it  
m ig h t  be  necessary to  cut 
serv ices , ra ise  som e taxes 
and  re p ea l an o il- com pany 
ta x  b re ak , and  th a t state 
em p lo yees  s h o u ld  no t b e  ex ­
em p t from  ta k in g  a h it ,  too.

B u t  e v e n  w it h  ch a ng e s  
th is  y ea r , the cost o f the 
p la n  w i l l  keep g o in g  up , 
a cco rd in g  to  T a y lo r . “ I f  I  cut 
the  p la n  a nd  c o n ta in  costs, I 
s t i l l  h a v e  to d e a l w it h  20 
a n d  30 p e r c e n t  in c re a s e s  
each y ea r ."



NEW MEXICO'S PUBLIC SCHOOL INSURANCE AUTHORITY

N e w  M e x i c o  schools h a v e  found a w a y  to reduce gr oup health 
insurance p r e m i u m s  while increasing everyone's benefits.

H o w  was this accomplished? Through  passa ge of legislation 
creating a s t a t e w i d e  Insurance Au thority to provide in.3urar.CG for 
all school districts. The resulting group size and s t a b i lity 
created insura nce company interest which h a d  never e x i s ted before. 
Also, the g r e a t l y  increased technical expertise, w h i c h  is 
affordable to a large group, meant school districts w e r e  no longer 
at the m e r c y  of insurance companies.
t

In 1984, a f t e r  several years of rapidly escalating group  
insurance premiums, the N e w  M exico education commu n i t y  m a d e  an 
assessment of its situation and possible solutions. For m a n y  
years, the N E A - N e w  Me xico h a d  been sponsoring a v o l u n t a r y  group in 
w hich about 70 of the state's 88 school districts participated.
The largest d i s t r i c t s  gener a l l y  did not participate. The group had 
little s t a b i l i t y  since many districts w o u l d  leave the group when 
their claims experi e n c e  w a s  good enough to secure a lower premium 
standing alone and w o u l d  return to the group w h e n  claims experience 
was poor. B o t h  the N E A  group  and the districts, w h i c h  obtai ned 
t heir insurance coverage  independently, felt they were at the mercy 
of insurance companies  w i t h  insufficient techni cal e x p e r t i s e  to 
adequately d e a l  w i t h  company actuaries and insufficient m e a n s  to 
curb rapidly incre a s i n g  m e d i c a l  c o s t s „ The state School Boards 
Associa tion and a group of superintendents had also spent m u c h  of 
the previous y e a r  investi gating solutions.

The solutions  identified w e r e  a joint g r e e m e n t  among
those d i s t r icts w i l l i n g  to p a rticipate or l*. •_ .on w h i c h  would 
contain some m a n d a t e s  for participation. R e p r e sentative s of school 
districts v o t e d  on these two  options plus a status quo o p t i o n  and 
o v e r whelmingly chose the legislative  route 'because of the strength 
and stability it was hoped that would provide to the grout.

Because th e state was facing a financial crisis, it was not 
possible to s e c u r e  funding to support the Autho r i t y  during its 
first year of existence. Fundin g for subsequent years was handled 
by u s i n g  part of the interest earned from premiums h e l d  by the
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Authority prio r to transmi ttal to insurance carriers u n d e r  a 
partial self funding p r o c e d u r e  called m i n i m u m  premium.

T h r o u g h  the G overnor 's office, the A u t h o r i t y  was able to 
secure t h e  services of a loaned executive, who was t h e  employee 
benefits m a n a g e r  for a large governme nt contractor. This 
individual l o bbied  the bill through the legislature, w r o t e  
insurance spec ifications nego tiated with insurance c o m p a n i e s  and 
performed g e neral staff r espons ibilities for the Authority. Each 
education organi z a t i o n  r epresente d on t h e  A u t h o r i t y  f i n ance d the 
a ttendance of its r e p r e sentatives  to A u t h o r i t y  m e e t i n g s  during the 
first year. O ffice expenses we re p r o v i d e d  by the O f f i c e  of 
Education to w h i c h  the A u t h o r i t y  was attached  d u r i n g  its first 
year.

There w e r e  seven m e m b e r s  on the original A u t h o r i t y  b o a r d  - - 
three re pre s e n t a t i v e s  from labor, three from m a n a g e m e n t  and the 
director of the State O ffice  of Education. The labor and 
manage ment b o a r d  m e mbers repres e n t e d  organiz ations and wer e chosen 
by those o r g a n i z a t i o n s  to serve on the board. B e c ause the 
Authority d e c i d e d  to c o v e r  retirees and other e d ucational  
institutions, t he b o a r d  .was expanded in t h e  second y e a r  to include 
a r e p r e sentative from the N e w  M exico E d ucatio nal R e t i r e e s  
A s soc iation and a repre s e n t a t i v e  n o m i n a t e d  by p a r t i c i p a t i n g  higher 
education institutions. . .

The t h r e e  coverages t a c kled by the A u t h o r i t y  in the first year 
were health, in cluding a $10,000 life coverage for e m p loy ee only; 
dental and vision. Draft specifications w e r e  p r e p a r e d  for each*and 
were circul a t e d  to all school districts a n d  employe e organizations. 
Written c o m ments were reque s t e d  and heari n g s  w e r e  c o n d u c t e d  prior 
to d e v e l o p m e n t  of final specifications. T h e s e  s p e c i f i c a t i o n s  were 
sent to p o t e n t i a l  bidders in the form of requests for proposa ls in 
order to a l l o w  m a x i m u m  flexibility when  n e g o t i a t i n g  w i t h  bid 
finalists.

Seven m a j o r  insurance companies s ubmitted bids for the health 
insurance. This c o m p a r e d  to only one b i d d e r  that h a d  b e e n  
interested in the N E A - N e w  M e x i c o  sponsored p r ogram the last time it 
was bid. T h e s e  compani es stated that the reason for t h e i r  
increased inter est was the stability of t h e  group w h i c h  was assured 
by the legislation.

A  w a i v e r  s y s t e m  was pro vi d e d  in the le gisl a t i o n  in o rder to 
allow d i s t ricts w h i c h  c o u l d  secure equal b e n e f i t s  at less cost to 
opt out of the group. This  has been a contro v e r s i a l  feature and is 
included p r i m a r i l y  to m a k e  the concept salable to the legislature 
and reluctant school districts. Districts must r e c e i v e  the 
Authority's p e r m i s s i o n  to opt out. They c annot r e - e n t e r  the plan 
for three y e a r s  and if a d i s trict opts out for one coverage, it 
m u s t  p e t ition  for any o t h e r  coverages and its r e t irees  are not 
eligible for coverage.
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The b e nefi t plans w h i c h  w e r e  bid are b e t t e r  t h a n  any school 
district p r e v i o u s l y  had. Despite this, the r a t e s  from the 
successful b i d d e r  were s u fficientl y lower that n e a r l y  every school 
district was a b l e  to add v i s i o n  and dental c o v e r a g e  for no more 
cost than it h a d  b u d geted  for h e a l t h  insurance alone.

Once the employee group pl ans were in place, the A u t h o r i t y  was 
entering its s e c o n d  year and p r e p a r i n g  itself t o  e n t e r  the world of 
risk-related insurance. The first task was to b r o a d e n  the statute 
w h i c h  created the A u t h o r i t y  so that property, casua lty, liability, 
and other c o v e r a g e s  could be bid. M a n y  other c h a n g e s  to the.law 
were also m a d e  to reflect the experience the A u t h o r i t y  h a d  undergone 
during its f i r s t  y e a r  of existence. The waiver p r o c e d u r e  was 
modified and t h e  Albu qu e r q u e  P u blic Schools r e m o v e d  from coverage 
by the statute.

In its s e c o n d  year, the A u t h o r i t y  secured a n  a m e n dment to the 
original law w n i c h  removed the administrative a t t a c h m e n t  to the 
Office of E d u c a t i o n  and m a d e  t h e  Authority an i n d e p e n d e n t  public 
body. Except for b eing repr es e n t e d  b y  the A t t o r n e y  G e n e ra l's 
Office for p u r p o s e s  of litigation, the A u t h o r i t y  p u r c h a s e s  all its 
services from t h e  private sector in accordance w i t h  t he Stare 
Purchasing Act. This has been accomplished t h r o u g h  issuing 
Requests for P r o p o s a l s  w hich allo w for n e g o t i a t i o n s  w i t h  those 
submitting the  b e s t  proposals. A t  this time, t h e  A u t h o r i t y  has 
service contracts w i t h  two t h i r d - p a r t y  administrators, one for 
group insurance and one for r i sk-relat ed insurance; a lease 
counsel; a s e c r e t a r i a l  service and a bank.

The A u t h o r i t y  has been in court twice. T h e  A l b u q u e r q u e  Public
Schools appealed its denial of a h ealth insurance w a i v e r  to the 
Court of A p peals w h i c h  held t h a t  the law, which r e q u i r e d  school 
districts to c e r t i f y  that the y could obtain e q u a l  c o v e r a g e  at lower
cost, did not a l l o w  the A u t h o r i t y  to question t h e  a c c u r a c y  of the
claim. The l a w  was amended in the next l e g i s l a t i v e  s e s s i o n  to 
require proof o f  the certif i c a t i o n  and to remove A l b u q u e r q u e  from 
coverage by t h e  Act. A  group of independent i n s u r a n c e  agen ts 
currently has t h e  A u t h o r i t y  in court questioning t h e  v a l i d i t y  of 
the law which c r e a t e d  the Authority.

The strength of the A u t h o r i t y  comes from t h e  u n i t y  of the 
education c o m m u n i t y  behind the c o n cept and the e x t r e m e  n eces s i t y  
for some sort o f  solution to contro l l i n g  insurance costs and 
securing insurance coverage in some of the risk areas. S e l d o m  has 
the education c o m m u n i t y  ever b e e n  as united as it has been around 
this issue.

COST CONTROLS

One of the m e thods used to control costs w a s  the e m p l o y m e n t  of 
some cost c o n t a i n m e n t  features designed to limit o r  e l i m i n a t e  hospital- 3 -



stays. These i n c l u d e  s e c o n d -o pinions for elective surgery, 100% 
p a yme nt for o u t - p a t i e n t  surg ery and pre-admission a n d  concurrent 
review of the l e n g t h  of h o s pital confinement.

These featu r e s  have not h a d  the effect of l i m i t i n g  benefits. 
They, instead, h a v e  h e l p e d  make school employees b e t t e r  he alth care 
consumers through a plan w h i c h  is the s t a t e - o f - t h e - a r t  in health 
insurance at t h i s  time. One r eason for the s e l e c t i o n  of the 
Prudential I n s u r a n c e  C o mpany to h a n d l e  the A u t h o r i t y ' s  plan was 
that Prudential w a s  a p i o n e e r  in the field of c o s t  containment.

Previous a t t e m p t s  at c o n t r o l l i n g  costs in o t h e r  plans had 
involved cost s h i f t i n g  features such as higher d e d u c t i b l e s ,  higher 
stop losses and l o w e r  surgical schedules. These p l a n s  m e r e l y  
shifted costs f r o m  t h e  i nsur a n c e  c o m p a n y  to school employees.

The A u t h o r i t y ' s  insurance plans have also i n v o l v e d  alternative 
funding approaches d e s i g n e d  to m a x i m i z e  cash flow a n d  reduce net 
cost. These h a v e  i n c l u d e d  a m i n i m u m  premium f e a t u r e  in w h i c h  the 
A u t h o r i t y  retains t h e  p r e m i u m  c o l l e c t e d  and a l l o c a t e s  it to the 
insurance company o n  a w e e k l y  b asis as it is needed, to p a y  claims. 
Partial self i n s u r a n c e  is b e i n g  u s e d  in the risk r e l a t e d  area to 
reduce net cost. • C o m p l e t e  self insurance is the u l t i m a t e  goal when 
a sufficiently l a r g e  cash reserve is accumulated. A  m e t h o d  of 
creatin g that c a s h  r e s e r v e  i mmedia tely through a b o r r o w i n g  plan 
called certificates of p a r t i c i p a t i o n  is being inve st i g a t e d . *  If it 
can be d emons t r a t e d  that this will result in net s a v i n g s  to school 
districts, the p l a n  will be pursued.

BENEFITS

T he following a r e  some of the benefits gained f r o m  creation of 
the Authority:

A. What h a d  b e e n  a p r o p o s e d  t e n  to thirty p e r c e n t  group
insurance p r e m i u m  increase w a s  not i m p l e m e n t e d  on 
Septem ber 1, 1985, c r e ati ng a savings'of a p p r o x i m a t e l y  
three m i l l i o n  six h u n d r e d  thousand to n i n e  m i l l i o n  
d o l l a r s .

•» i
B. Health i n s u r a n c e  premiums  decreased by f o u r  m i l l i o n  one

hundred t h o u s a n d  dollars, y e t  overall b e n e f i t s  were 
i m p r o v e d .

C. Dental i n s u r a n c e  p r e miums decreased by o n e  and one half
million dolla rs, yet overall benefits w e r e  improved.

D. An a f f o r d a b l e  v i s i o n  care benefit plan w a s  implemented.

E. School d i s t r i c t s ,  w h i c h  ha d never been a b l e  to afford
dental a n d  v i s i o n  insurance w e r e  able t o  i m p l e m e n t  
p r o g r a m s .
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F. School d i s t r i c t s  w h i c h  w e r e  in danger o f  l o s i n g  their 
property, cas ua l t y  or l i a b i l i t y  i n s u rance w e r e  able to 
retain t h e i r  coverage.

G. Many r e t i r e d  school employees, who had l o s t  t h e i r  group 
insurance at retirement, w e r e  able to g e t  c o v e r a g e  again.

H. A  group w a s  created, w h i c h  h a d  the size a n d  stability  to 
create i n s u r a n c e  company interest which h a d  n e v e r  existed 
before.

I. R i s k - r e l a t e d  insurance p r e m i u m s  which h a d  i n c r e a s e d  an 
average o f  53% in 1985-86 a n d  which had b e e n  p r o j e c t e d  to 
increase b y  an average 27% for the 1986- 87 school year 
were h e l d  to no increase a n d  m a n y  p r o g r a m s  w h i c h  school 
districts w e r e  going to h a v e  to reduce or e l i m i n a t e  in 
1986-87 c o u l d  b e  reinstated.
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A p r i l  13, 1988

The Honora ble Edward M. Kennedy, Chairman 
T he Honorable  Orrin G. Hatch, Rank ing M i n o r i t y  Member 
C o m m ittee on Labor and H u m a n  Resources 
United Stages Senate

This report responds to your Ma rch 23, 1987, requ est 
concerning state- a d m i n i a t e r e d  h e a l t h  insu rance risk pool 
programs. Y o u  a s k e d  that w e  d e t e r m i n e  the programs' 
characteristics, enrollment, and financial experience; the 
charac teristics o f  the p e r s o n s  they insure; and th eir success 
in m e e t i n g  expectations. W e  a g r e e d  w i t h  your offices to focus 
on t h e  p r o grams in Connecticut, Florida, Indiana, Minnesota, 
N orth Dakota, and Wisconsin. T h e s e  six state p r o g r a m e  h a d  
b e e n  in o p e r ation for 3 or m o r e  years  and, therefore, h a d  
sufficie nt e xpe rience to p e r m i t  analysis. W e  also o b t a i n e d  
i nformation  on p r o g r a m s  in t h e  o t h e r  n i n e  states that h a v e  
m o r e  r ecently e n acted risk p o o l  legislation. W e  o b t a i n e d  oral 
comments on this r e p o r t  from the D e p a r t m e n t  of H e a l t h  and 
Human Services and h a v e  i n c o r p o r a t e d  them w h e r e  appropriate.

Risk pool programs p r o v i d e  h e a l t h  insur ance to i n d ividuals w h o  
cannot o b t a i n  it b e c a u s e  t h e i r  h e a l t h  conditio ns m a k e  t h e m  
unacce p t a b l e  ricks to p r i v a t e  insurers. The p r o g r a m s  p r o v i d e  
c ompre h e n s i v e  insurance cover a g e  s i m i l a r  to t h a t  of e m p l o y e r -  
s ponsored group h e a l t h  plana. Costs to the insur ed are 
r elatively h i g h  b e c a u s e  of g e n e r a l l y  large ded uct i b l e s  and 
premiums that are u s ually 25 to 50 p e r c e n t  mo re t h a n  those 
p a i d  b/ i ndivi duals w i t h  p r i v a t e  h e a l t h  ""insurance.

D e spite h i g h  premiums, the p r o g r a m s  require a subsidy. Two 
states subsidize t h e i r  risk p o o l s  d i r ectly from s tate revenue, 
w h i l e  m o a t  of the 15 states that h a v e  enacted risk pool 
legislation assess risk pool defici ts a g ains t insurers doing 
b u s iness in the state. In t h e  m a j o r i t y  of these states, 
however, insurers m a y  credit t h e i r  full share o f  risk pool 
deficits a g a i n s t  state p r e m i u m  or c o r p o r a t e  income taxes. 
A l l o w i n g  a tax credit results in reduced t a x  col lec t i o n s  and 
has much the same effect as financing the risk p o o l  from 
general revenues.

The six programs w e  reviewed have c o n s i s t e n t l y  opera t e d  at a 
los8, p a y i n g  an a v erage of $1.60 in claims fcr each do llar of 
p r e m i u m  income in 1986. A c c o r d i n g  to estimates p r e pared by 
the Health Care F i n a ncing  A d m i n i s t r a t i o n  (H C F A ) , pri vate 
insurers nationall y p a i d  $0.87 in claims p a r  d o l l a r  of p r e m i u m  
income during that year.
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The six programs insured about 20,000 individuals. M i d d l e -  
aged in dividuals a ppear  most likely to enroll in risk pools. 
Enrollees incur h i g h e r  medical expenses than the general 
population. The data a v a i l a b l e  i n d icate that their expenses 
are h igher for tr eat m e n t . o f  h e a r t  conditions, cancer, and 
diabetes specifically. Insurance industry a n d  advor 'ey group 
officials b e l i e v e  that risk pools can also h e l p  finance the 
cost of tre ating p a t ients w i t h  acquired immuno deficiency 
syndrome (AIDS). S t a t e  officials expr essed concern th at AIDS 
patients c o u l d  increase p r o g r a m  costs, but did not k n o w  the 
extent to w h i c h  p e rsons infected w i t h  the virus that causes 
AIDS have e n r o l l e d  in risk pools.

The s x states w e  reviewed have not d e t e r m i n e d  the extent to 
w h i c h  p e r sons  w h o  canno t o b t a i n  insurance b e cause of p o o r  
h ealth are e n r o lling in risk pools. S t a t e  officials ge nerally 
believe, however, that th eir programs a r e  not serving all 
eligible individuals.

As arranged w i t h  y o u r  offices, unless y o u  p u b licly a n n ounce 
its contents earlier, w e  p l a n  no further distribution of this 
report until 30 days a f t e r  its issue date. At that time, we 
will send copies to o t h e r  c o n g r e s s i o n a l  committees h a v i n g  
jurisdiction o v e r  the m a t t e r s  d i s c u s s e d  in this report and 
o ther int erested parties.

If you have any questions, please call me on (202) 275-6195.
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HEALTH INSURANCE: R ISK  POOLS  
FOR  THE MEDICALLY UNINSURABLE

A b o u t  63 p e r c e n t  o f  t h e  p o p u l a t i o n  ia c o v e r e d  b y  h e a l t h  

i n s u r a n c e  t h a t  is r a l a t e d  t o  e m p l o y m e n t , n o r m a l l y  a g r o u p  i n s u r a n c e  
p l a n .  P e r s o n s  n o t  c o v e r e d  b y  a g r o u p  p l a n  m a y  p u r c h a s e  a n  
i n d i v i d u a l  p l a n .  W h e n  w r i t i n g  a n  i n d i v i d u a l  p o l i c y ,  i n s u r a n c e  
c o m p a n i e s  n o r m a l l y  o b t a i n  i n f o r m a t i o n  o n  t h e  i n d i v i d u a l ' s  m e d i c a l  

c o n d i t i o n  t o  a s s e s s  t h e  r i s k s  i n v o l v e d  i n  p r o v i d i n g  c o v e r a g e .  
O c c a s i o n a l l y  c o m p a n i e s  e i t h e r  r e f u s e  t o  p r o v i d e  c o v e r a g e  to, o r  
l i m i t  c o v e r a g e  for, p e r s o n s  w h o  h a v e  c h r o n i c  m e d i c a l  c o n d i t i o n s  

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

A n  e s t i m a t e d  37 m i l l i o n  A m e r i c a n a  l a c k  h e a l t h  i n s u r a n c e  

c o v e r a g e .  R e s e a r c h e r s  b e l i e v e  t h a t  f r o m  1 t o  2 m i l l i o n  o f  t h e s e  
p e r s o n s  c a n n o t  o b t a i n  i n s u r a n c e  b e c a u s e  o f  m e d i c a l  c o n d i t i o n s  t h a t  
m a k e  t h e m  u n a c c e p t a b l e  r i s k s  t o  p r i v a t e  i n s u r e r s .  R e s e a r c h e r s  a l s o  
b e l i e v e  t h a t  t h i s  g r o u p  is g r o w i n g  b e c a u s e  (1) a n  i n c r e a s i n g l y  
c o m p e t i t i v e  i n s u r a n c e  m a r k e t  h a s  l e d  i n s u r e r s  t o  a d o p t  m o r e  
r e s t r i c t i v e  het* Lth i n s u r a n c e  s t a n d a r d s ;  (2) i n c r e a s i n g  h e a l t h  c a r e  
c o s t s , a n d  r e s u l t i n g  i n c r e a s e d  i n s u r a n c e  p r e m i u m s ,  h a v e  d i s c o u r a g e d  
s o m e  e m p l o y e r s  f r o m  p r o v i d i n g  g r o u p  h e a l t h  i n s u r a n c e  as a n  e m p l o y e e  

b e n e f i t ;  a n d  (3) a d v a n c e s  i n  d i a g n o s t i c  t e s t i n g  h a v e  e n a b l e d  
i n s u r e r s  t o  i d e n t i f y  i n d i v i d u a l s  w h o  h a v e  p o t e n t i a l l y  c o s t l y  

i l l n e s s e s .

In t h e  p a s t ,  B l u e  C r o s s  a n d  B l u e  S h i e l d  P l a n s  h a v e  b e e n  a 

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

1 9 3 0 s ,  w h e n  t h e  p l a n s  p i o n e e r e d  h e a l t h  i n s u r a n c e ,  a l l  g r o u p  a n d  
i n d i v i d u a l  s u b s c r i b e r s  p a i d  a u n i f o r m  r a t e  r e g a r d l e s s  o f  t h e i r  
h e a l t h  s t a t u s .  E n r o l l m e n t  i n  t h e  p l a n s  w a s  o p e n  t o  a l l ,  a n d  

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

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

individuals'?' C o m m e r c i a l  c o m p a n i e s  e n t e r e d  t h e  f i e l d  i n  t h e  1 9 4 0 ' s, 
a n d  a c o m p e t i t i v e  f o r - p r o f i t  h e a l t h  i n s u r a n c e  i n d u s t r y  d e v e l o p e d .

I n  t h i s  c o m p e t i t i v e  e n v i r o n m e n t ,  B l u e  C r o s s  a n d  B l u e  S h i e l d  

P l a n s  b e g a n  t o  b a s e  p r e m i u m s  f o r  l a r g e  g r o u p  p o l i c i e s  w h o l l y  o r  
p a r t l y  o n  t h e  g r o u p ' s  h e a l t h  e x p e r i e n c e ,  r a t h e r  t h a n  o n  t h e  

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

f e w e r  l o w e r  r i s k  i n d i v i d u a l  s u b s c r i b e r s  t o  s u b s i d i z e  h e a l t h  c a r e  

c o s t s  f o r  h i g h - r i s k  i n d i v i d u a l s .  N o t  a l l  B l u e  C r o s s  a n d  B l u e  
S h i e l d  P l a n s  c o n t i n u e  t o  o f f e r  i n d i v i d u a l  i n s u r a n c e  c o v e r a g e  

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

A s  o f  O c t o b e r  1987, P l a n s  i n  11 s t a t e s  a n d  t h e  D i s t r i c t  o f  C o l u m b i a  
o f f e r e d  o p e n  e n r o l l m e n t .  A p p e n d i x  I l i s t s  t h e  s t a t e s  in w h i c h  

P l a n s  o f f e r  o p e n  e n r o l l m e n t .

INTRODUCTION
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T o  h e l p  t h e  m e d i c a l l y  u n i n s u r a b l e /  15 s t a t e s  h a v e  p a s s e d  
l e g i s l a t i o n  e s t a b l i s h i n g  h e a l t h  i n s u r a n c e  r i s k  p o o l  p r o g r a m s . 1 
T y p i c a l l y /  t h e  s t a t e s  c r e a t e  a s s o c i a t i o n s  t o  o p e r a t e  t h e  p r o g r a m s  
a n d  r e q u i r e  a l l  i n s u r e r s  d o i n g  b u s i n e s s  in t h e  s t a t e  t o  b e  m e m b e r s .  

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

e s t a b l i s h  p r e m i u m s .  If p r e m i u m s  d o  n o t  c o v e r  e x p e n s e s ,  d e f i c i t s  
a r e  g e n e r a l l y  s h a r e d  a m o n g  a s s o c i a t i o n  m e m b e r s .  T a b l e  1 s h o w s  t h e  

s t a t e s  t h a t  h a v e  e n a c t e d  l e g i s l a t i o n ,  a n d  t h e  e f f e c t i v e  d a t e s .

a R h o d e  I s l a n d  e s t a b l i s h e d  a r i s k  p o o l  i n  1 9 7 5 .  H o w e v e r j  B l u e  C r o s s  
a n d  B l u e  S h i e l d  o f  R h o d e  I s l a n d  o f f e r s  o p e n  e n r o l l m e n t .  A c c o r d i n g  
t o  a s t a t e  o f f i c i a l ,  n o  m o r e  t h a n  10 o r  12 p e r s o n s  h a v e  b e e n  
e n r o l l e d  i n  t h e  r i s k  p o o l  a t  a n y  t i m e .  B e c a u s e  o f  i t s  s m a l l  s i z e ,  
w e  d i d  n o t  e x a m i n e  t h e  R h o d e  I s l a n d  p r o g r a m .

•* * ■
I n  a d d i t i o n ,  a c c o r d i n g  t o  a s t u d y  c o n d u c t e d  b y  t h e  

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 ,  l e g i s l a t u r e s  i n  12 s t a t e s  

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-'risk p o o l  
d u r i n g  1 9 87. A p p e n d i x  II l i s t s  t h e s e  s t a t e s .

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

O n  M a r c h  23, 1987, t h e  C h a i r m a n  a n d  t h e  R a n k i n g  M i n o r i t y  

M e m b e r  o f  t h e  S e n a t e  C o m m i t t e e  o n  L a b o r  a n d  H u m a n  R e s o u r c e s  a s k e d  
u s  to o b t a i n  i n f o r m a t i o n  o n  h e a l t h  i n s u r a n c e  r i s k  p o o l s .  I n  l a t e r  

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

^ B l u e  C r o s s  a n d  B l u e  S h i e l d  P l a n s  in t h e  15 s t a t e s  w i t h  r i s k  p o o l s  
w e  e x a m i n e d  d o  n o t  o f f e r  o p e n  e n r o l l m e n t .

S t a t e

T a b l e  1: Effective Dates o f  Risk Pool 
Au thorizing  L e g i s l a t i o n ^

E f f e c t i v e  d a t e

C o n n e c t i c u t

M i n n e s o t a
W i s c o n s i n
N o r t h  D a k o t a

I n d i a n a
F l o r i d a
M o n t a n a

T e n n e s s e e

N e b r a s k a
I o w a
N e w  M e x i c o

W a s h i n g t o n
I l l i n o i s
M a i n e

O r e g o n

A p r .  19 7 6  

J u l y  1 9 7 6  
J a n .  1981 
J u l y  19 8 1  

S e p t .  1981 

J u l y  1982 
J u l y  1985 
J u l y  1 9 8 6  

S e p t .  1986 
J a n .  1987 
A p r .  1 9 8 7  

M a y  1 9 8 7  
A p r .  1987 

S e p t .  19 8 7  

S e p t .  1987



—  t h e  p r o g r a m s '  c h a r a c t e r i s t i c s ,  i n c l u d i n g  e l i g i b i l i t y  

r e q u i r e m e n t s ,  c o v e r e d  m e d i c a l  s e r v i c e s ,  d e d u c t i b l e s ,  a n d  
c o i n s u r a n c e  r e q u i r e m e n t s ;

—  th e  p rogram s' e x p e r ie n c e  co n ce rn in g  e n ro llm e n t , premium 
incom e, c la im s  e xp e n se s , and su b s id y  re q u ire m e n ts ;

—  e n r o l l e s 1 c h a r a c t e r i s t i c s ,  in c lu d in g  age , gender, p r im a ry  
i l l n e s s ,  and th e  typ es  and c o s ts  o f m e d ica l s e r v ic e s  th ey  
have r e c e iv e d ; and

—  th e  e x te n t  to  w h ich  th e  program s have met the e x p e c ta t io n s  
th a t  le d  to  t h e i r  c r e a t io n .

A s  a g r e e d  w i t h  t h e  S e n a t o r s '  o f f i c e s ,  o u r  r e v i e w  f o c u s e d  o n  

t h e  p r o g r a m s  i n  C o n n e c t i c u t ,  F l o r i d a ,  I n d i a n a ,  M i n n e s o t a ,  N o r t h  
D a k o t a ,  a n d  W i s c o n s i n .  T h e s e  s i x  s t a t e  p r o g r a m s  h a d  b e e n  in 
o p e r a t i o n  f o r  3 o r  m o r e  y e a r 3  a n d ,  t h e r e f o r e ,  h a d  s u f f i c i e n t  
e x p e r i e n c e  t o  p e r m i t  a n a l y s i s .  W e  a l s o  o b t a i n e d  i n f o r m a t i o n  o n  
p r o g r a m s  i n  t h e  n i n e  o t h e r  s t a t e s  t h a t  h a v e  m o r e  r e c e n t l y  
e s t a b l i s h e d  r i s k  p o o l s .

In t h e  s i x  s t a t e s ,  w e  s p o k e  w i t h  a n d  o b t a i n e d  a n d  r e v i e w e d  
a p p r o p r i a t e  d o c u m e n t a t i o n  f r o m  (1) r i s k  p o o l  p r o g r a m  

a d m i n i s t r a t o r s ,  (2) o f f i c i a l s  o f  s t a t e  i n s u r a n c e  d e p a r t m e n t s ,  a n d
(3) r e p r e s e n t a t i v e s  o f  p r i v a t e  g r o u p s  i n t e r e s t e d  i n  t h e  p r o g r a m s .  

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

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

a u t h o r i z i n g  l e g i s l a t i o n ,  r e v i e w e d  p r o g r a m  a d m i n i s t r a t i v e  p o l i c i e s  
a n d  p r o c e d u r e s ,  a n d  e x a m i n e d  r i s k  p o o l  i n s u r a n c e  p o l i c i e s .  W e  

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

g r o u p  i n s u r a n c e  p l a n s  r e p o r t e d  b y  t h e  B u r e a u  o f  L a b o r  S t a t i s t i c s  
( B L S ) " i n  i t s - J u n e  1 9 8 7  S u r v e y  o f  E m p l o y e e  B e n e f i t s  i n  L a r g e  a n d  
M e d i u m  F i r m s ,  1 9 8 6 .  W e  d i s c u s s e d  p r o g r a m  c h a r a c t e r i s t i c s -  w i t h  
p r o g r a m  a d m i n i s t r a t o r s ,  s t a t e  i n s u r a n c e  d e p a r t m e n t  o f f i c i a l s ,  a n d  
r e p r e s e n t a t i v e s  o f  p r i v a t e  g r o u p s  i n t e r e s t e d  i n  r i s k  p o o l s  to 

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

T o  o b t a i n  i n f o r m a t i o n  o n  t h e  p r o g r a m s '  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 ,  w e  a n a l y z e d  p r o g r a m  f i n a n c i a l  a n d  o p e r a t i n g  
r e p o r t s  p r e p a r e d  b y  p r o g r a m  a d m i n i s t r a t o r s  a n d  s t a t e  i n s u r a n c e  
d e p a r t m e n t s .  W e  a l s o  d i s c u s s e d  e n r o l l m e n t  a n d  financiail t r e n d s  

w i t h  t h e s e  o f f i c i a l s .

T o  o b ta in  in fo rm a t io n  on th e  in s u re d , we a n a ly ze d  re p o r ts  
p rep a red  by program  a d m in is t r a to r s  and 3 ta te  in s u ra n c e  d ep a rtm en ts ,

7



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

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

W i s c o n s i n ,  w h i c h  s u r v e y e d  r i s k  p o o l  e n r o l l e e s  i n  1982, 1984, a n d  
1986, l i m i t e d  i n f o r m a t i o n  o n  t h e  c h a r a c t e r i s t i c s  o f  t h e  i n s u r e d  w a s  

a v a i l a b l e .  M o r e o v e r ,  t h e  r e s u l t s  o f  W i s c o n s i n ' s  s u r v e y s  m a y  n o t  
a c c u r a t e l y  r e p r e s e n t  t h e  c h a r a c t e r i s t i c s  o f  e n r o l l e e s  in t h a t  

s t a t e ' s  r i s k  p o o l  b e c a u s e  m a n y  o f  t h o s e  s u r v e y e d  d i d  n o t  r e s p o n d ,  

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

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

e x p e c t a t i o n s  t h a t  l e d  t o  t h e i r  c r e a t i o n ,  w e  e x a m i n e d  a u t h o r i z i n g  
l e g i s l a t i o n  a n d  r e v i e w e d  l e g i s l a t i v e  h i s t o r i e s  a n d  p r o g r a m  
e v a l u a t i o n s  w h e r e  a v a i l a b l e .  W e  a l s o  d i s c u s s e d  t h e  p r o g r a m s '  
e f f e c t i v e n e s s  w i t h  p r o g r a m  a d m i n i s t r a t o r s ,  s t a t e  i n s u r a n c e  

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

O u r  f i e l d w o r k  w a s  c o n d u c t e d  b e t w e e n  A p r i l  a n d  N o v e m b e r  1 9 8 7  in 

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

R I S K  P O O L  P R O G R A M  

C H A R A C T E R I S T I C S

R i s k  p o o l s  p r o v i d e  h e a l t h  i n s u r a n c e  t h a t  is c o m p r e h e n s i v e ,  b u t  

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

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

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

t h a n  u n d e r  t ypical; g r o u p  p l a n s .  F u r t h e r ,  p r e m i u m s  c h a r g e d  f o r  r i s k  
p o o l  i n s u r a n c e  a r e  n o r m a l l y  25 t o  50 p e r c e n t  h i g h e r  t h a n  r a t e s  

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

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

R i s k  P o o l  M a n a g e m e n t

T h e  o r g a n i z a t i o n a l  s t r u c t u r e s  o f  t h e  15 s t a t e  r i s k  p o o l s  a r e  

e s s e n t i a l l y  t h e  s a m e .  T h e  r i s k  p o o l  is o p e r a t e d  b y  a n  a s s o c i a t i o n  
c o n s i s t i n g  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  d o i n g  b u s i n e s s  in t h e  

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

C r o s s  a n d  B l u e  S h i e l d  P l a n s .  T w e l v e  s t a t e s  a l s o  r e q u i r e  h e a l t h  

m a i n t e n a n c e  o r g a n i z a t i o n s  t o  b e  a s s o c i a t i o n  m e m b e r s .  W h i l e
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. l e g i s l a t i o n  i n  s i x  s t a t e s  p r o v i d e s  f o r  s e l f - i n s u r e d  o r g a n i z a t i o n s 2  

t o  b e  a s s o c i a t i o n  m e m b e r s ,  U . S .  d i s t r i c t  c o u r t s  h a v e  h e l d  that,  

u n d e r  t h e  p r o v i s i o n s  o f  t h e  E m p l o y e e  R e t i r e m e n t  I n c o m e  S e c u r i t y  A c t  
o f  1974, e m p l o y e r s  w i t h  s e l f - i n s u r e d  h e a l t h  p l a n s  a r e  e x e m p t  f r o m  

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

T h e  r i s k  p o o l  a s s o c i a t i o n  m a n a g e s  t h e  p r o g r a m  t h r o u g h  its 

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

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

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

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

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

E l i g i b i l i t y  R e q u i r e m e n t s

T o  b e  e l i g i b l e  f o r  r i s k  p o o l  e n r o l l m e n t ,  i n d i v i d u a l s  m u s t  

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

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

d i s e a s e s — s u c h  a s  c a n c e r ,  a c q u i r e d  i m m u n o d e f i c i e n c y  s y n d r o m e  

( A I D S ) ,  o r  j u v e n i l e  d i a b e t e s — t h a t  g e n e r a l l y  m a k e  i t  d i f f i c u l t  to 
o b t a i n  i n s u r a n c e  t o  e n r o l l  w i t h o u t  m e e t i n g  o t h e r  r e q u i r e m e n t s .

T a b l e  2 s u m m a r i z e s  t h e  e l i g i b i l i t y  r e q u i r e m e n t s  o f  t h e  v a r i o u s  

s t a t e  p r o g r a m s .

2 - S e l f - i n s u r e d  o r g a n i z a t i o n s  d i r e c t l y  b e a r  t h e  r i s k  a n d  c o s t  o f  
p r o v i d i n g  h e a l t h  c a r e  c o v e r a g e  r a t h e r  t h a n  p u r c h a s i n g  c o v e r a g e  f r o m  

a n  i n s u r a n c e  c o m p a n y .



T a b l e  2: 2 1iqi bility Requiremen ts for 
State Riak Pool Programs**

In d iv id u a ls  a re  e l i q i b l e  i f  th ev
A r e A r e

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

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

F l o r i d a T w o Y e s Y e s No
I l l i n o i s O n e N o Y e s Y e s
I n d i a n a T w o Y e s Y e s Y e s
I o w a O n e Y e s Y e s Y e s
M i n n e s o t a O n e Y e s Y e s Y e s
M o n t a n a T w o Y e s N o N o
N e b r a s k a O n e Y e s Y e s Y e s
N e w  M e x i c o O n e Y e s Y e s N o
N o r t h  D a k o t a  O n e Y e s N o N o
O r e g o n O n e N o N o Y e s
T e n n e s s e e O n e Y e s Y e s Y e s
W a s h i n g t o n O n e Y e s Y e s N o
W i s c o n s i n O n e Y e s Y e s N o

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

I n s u r a n c e  B e n e f i t s

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

s e r v i c e s  a n d  is c o m p a r a b l e  t o  t h e  c o v e r a g e  t h a t  l a r g e  and. m e d i u m ­
s i z e d  e m p l o y e r s  m a k e  a v a i l a b l e  t h r o u g h  t h e i r  g r o u p  h e a l t h ' p l a n s . 
T a b l e  3 p r o v i d e s  e x a m p l e s  o f  m e d i c a l  s e r v i c e s  t y p i c a l l y  c o v e r e d  o 

e x c l u d e d  u n d e r  r i s k  p o o l  i n s u r a n c e  p o l i c i e s  *

T a b l e  3: M e d i c a l  Servi ces T y p i c a l l y  Covered 
- - o r  E x c l u d e d  U n d e r  Risk Pool I n s u r a n c e  Policies

C o v e r e d

H o s p i t a l  s e r v i c e s  

P h y s i c i a n  s e r v i c e s  
i n - h o s p i t a l  a n d  

o u t - o f - h o s p i t a l  

P r o s t h e s e s  
D u r a b l e  m e d i c a l  

e q u i p m e n t  

P h y s i c a l  t h e r a p y  

O r a l  s u r g e r y

E x c l u d e d

E x p e r i m e n t a l  t r e a t m e n t s  

C o s m e t i c  t r e a t m e n t s  

E y e g l a s s e s  a n d  h e a r i n g  a i d s  
D e n t a l  c a r e  

R o u t i n e  p h y s i c a l  
e x a m i n a t i o n s  

E x p e n s e s  p a y a b l e  u n d e r  

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

C u s t o d i a l  c a r e

1 0



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

d u r i n g  t h e  y e a r .  T a b l e  4 s h o w s  t h e  o u t - o f - p o c k e t  m e d i c a l  e x p e n s e  
l i m i t s  u n d e r  t h e  s t a t e  r i s k  p o o l  p r o g r a m s .

T a b l e  4: O u t — o f - P o c k e t M e d i c a l  S x D e n a e
o f  S t a t e  R i s k P o o l  Proqraass

O u t - o f - D o c k e t  l i m i t
S t a t e I n d i v i d u a l F a m i l v

C o n n e c t i c u t $ 2 , 0 0 0 $ 4 , 0 0 0
F l o r i d a * 2 , 5 0 0 5 , 0 0 0
I l l i n o i s 1 , 5 0 0 3 , 0 0 0
Ir.dianaa 1 , 0 0 0 2 , 0 0 017«faa 1 , 5 0 0 3 , 0 0 0
M a i n e 1 , 5 0 0 3 , 0 0 0
M i n n e s o t a 3 , 0 0 0 b

M o n t a n a 5 , 0 0 0 b

N e b r a s k a 5 , 0 0 0 b

N e w  M e x i c o * 1 , 5 0 0 2 , 5 0 0

N o r t h  D a k o t a 3 , 0 0 0 b

O r e g o n c c

T e n n e s s e e * 1 , 5 0 0 2 , 0 0 0
W a s h i n g t o n * 1 , 5 0 0 3 , 5 0 0
W i s c o n s i n 2 , 0 0 0 4 , 0 0 0

a T h e  p r o g r a m  a l s o  o f f e r s  a h i g h e r  o u t - o f - p o c k e t  l i m i t  a t  a r e d u c e d  
p r e m i u m . •r
b L i m i t  o n  o u t - o f - p o c k e t  m e d i c a l  e x p e n s e s  is a p p l i e d  " p e r  c o v e r e d  
p e r s o n . "  N o  f a m i l y  l i m i t  is p r o v i d e d .

cA s  o f  J a n u a r y  1 9 8 8 ,  O r e g o n  h a d  n o t  e s t a b l i s h e d  a n  o u t . - o f - p o c k e t  
e x p e n s e  l i m i t  f o r  i t s  p r o g r a m .

C o s t - S h a r i n g  a n d  B e n e f i t  
L i m i t a t i o n  P r o v i s i o n s

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

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

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

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

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

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

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

c o n d i t i o n s  d i a g n o s e d  b e f o r e  t h e  p o l i c y  w a s  i s s u e d ,  r e f e r r e d  
to as p r e e x i s t i n g  c o n d i t i o n s ,  a r e  n o t  c o v e r e d ;  a n d

—  l i m i t a t i o n s  o n  t h e  m a x i m u m  a m o u n t  o f  m e d i c a l  e x p e n s e s  t h a t  

w i l l  b e  p a i d  d u r i n g  t h e  e n r o l l e e ' s  l i f e t i m e .

C o s t  S h a r i n g  P r o v i s i o n s

R i s k  p o o l  d e d u c t i b l e s  f o r  m e d i c a l  e x p e n s e s  a r e  g e n e r a l l y  

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

h e l p  c o n t r o l  c o s t s .  W i t h  o n e  e x c e p t i o n ,  W i s c o n s i n ,  t h e  p r o g r a m s  
a l l o w  e n r o l l e e s  t o  s e l e c t  f r o m  a m o n g  t w o  o r  m o r e  d e d u c t i b l e  
a m o u n t s .  B L S  f o u n d  t h a t  g r o u p  h e a l t h  p l a n s  c o v e r i n g  78 p e r c e n t  o f  

e m p l o y e e s  a t  l a r g e  a n d  m e d i u m - s i z e d  f i r m s  h a v e  m e d i c a l  e x p e n s e  
d e d u c t i b l e s  o f  $ 1 5 0  o r  le s s  a n d  t h a t  p l a n s  c o v e r i n g  93 p e r c e n t  o f  
t h e  e m p l o y e e s  h a v e  d e d u c t i b l e s  o f  $ 2 0 0  o r  l e s s .  T a b l e  5 s h o w s  t h e  

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

T a b l e  5: D e d u c t i b l e  A m ounts for 
S tate Risk Po ol Programs

M e d i c a l  e x p e n s e  d e d u c t i b l e s  

f o r  a n  i n d i v i d u a l
S t a t e L o w e s t H i g h e s t

C o n n e c t i c u t $ 4 0 0 $ 1 , 5 0 0

F l o r i d a 1 , 0 0 0 2 , 0 0 0
I l l i n o i s 2 5 0 1 , 0 0 0
I n d i a n a 2 0 0 1 , 0 0 0
I o w a 5 0 0 1 , 0 0 0
M a i n e 5 0 0 1 , 0 0 0
M i n n e s o t a 5 0 0 1 , 0 0 0
M o n t a n a 5 0 0 1 , 0 0 0
N e b r a s k a 2 5 0 . 1 , 0 0 0
N e w  M e x i c o 5 0 0 1 , 0 0 0
N o r t h  D a k o t a 1 5 0 1 , 0 0 0
O r e g o n a a

T e n n e s s e e 5 0 0 2 , 0 0 0
W a s h i n g t o n 5 0 0 1, 0 0 0
W i s c o n s i n 1 , 0 0 0 1, 0 0 0

aA s  o f  J a n u a r y  1988, O r e g o n  h a d  n o t  e s t a b l i s h e d  a d e d u c t i b l e  for 
i t s  p r o g r a m .

R i s k  p o o l  c o i n s u r a n c e  r e q u i r e m e n t s  w e r e  g e n e r a l l y  c o m p a r a b l e  

to t h o s e  r e q u i r e d  u n d e r  g r o u p  h e a l t h  p l a n s  t h a t  l a r g e  a n d  m e d i u m ­

s i z e d  e m p l o y e r s  o f f e r .  T h i r t e e n  o f  t h e  15 s t a t e s  r e q u i r e  e n r o l l e e s  

to p a y  20 p e r c e n t  o f  c o v e r e d  m e d i c a l  e x p e n s e s  a f t e r  m e e t i n g



deduct ible requirements. Nebraska requires a 10-percent 
coinsurance payment, and, as of J a n u a r y  1988, Oregon had not 
established a co insurance percentage. BLS found that group health 
plans covering 86 percent of employees at large and medi um-sized 
firms also c o n t aine d a 20-percent coins u r a n c e  feature.

B e n e f i t  L i m i t a t i o n  P r o v i s i o n s

Risk pool insurance polic ies exclude p r e e x i s t i n g  medical 
conditions from coverage for a p e r i o d  of time. Preexisting 
conditio ns are those that have b e e n  diagnose d or treated during a 
specified p e r i o d  before the e f f e ctive date of the p o l i c y — referred 
to as the con dition period. Costs of treating preex i s t i n g  
conditions are not covered for a p e r i o d  after the effective date of 
the p o l i c y — refer red to as the w a i t i n g  period. Insurers have 
t raditionally used w a i t i n g  periods for p r e e x i s t i n g  conditions to 
p r e v e n t  persons in p o o r  h e a l t h  from p u r c h a s i n g  insurance only w h e n  
they p l a n  to seek treatment.

Nine progr ams w i l l  waive or reduce the p r e e x i s t i n g  condition 
w a i t i n g  p e r i o d  if the individual h a d  o t h e r  insurance in force 
before enrolling. Two of these states require enrollees requesting 
a w a i v e r  to pay a 10-percent p r e m i u m  surcharge. One state will 
also reduce the w a i t i n g  p eriod for enrollees who p a y  a surcharge, 
w h e t h e r  they h a d  o t h e r  insurance or not.

T h i rteen state risk pool p r o g r a m s  limit the m a x i m u m  amount in 
benefit s p a y a b l e  d uri ng an enrollee's lifetime. The limits were  
g enerally similar to those of the g r o u p  h e a l t h  pla ns that large and 
medium-sized, e mplo y e r s  offer. BLS found that group h e a l t h  plans 
covering about 43 p e r c e n t  of the employe es at large and m e d i u m­
sized firms w e r e  c o vere d by a p l a n  that limited lifetime benefits 
to $500,000 or less.

T a b l e  6 s h o w s  t h e  b e n e f i t  l i m i t a t i o n  p r o v i s i o n s  o f  t h e  s t a t e  

r i s k  p o o l  p r o g r a m s .
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Table 6; 3an eflt L i m i t a t i o n  Provialcna of
S t a t e R i s k  P o o l P r o q r a a a

P r e e x i s t i n a c o n d i t i o n D r o v i s i o n s

C o n d i t i o n W a i t i n g M a x i m u m
p e r i o d p e r i o d W a i v e r l i f e t i m e

S t a t e ( m o n t h s ) ( m o n t h s ) p r o v i s i o n b e n e f i t

C o n n e c t i c u t 6 12 a ? 1 , 0 0 0 , 0 0 0
F l o r i d a 6 6 N o n e 5 0 0 , 0 0 0
I l l i n o i s 6 6 b ;c 5 0 0 , 0 0 0
I n d i a n a 6 6 N o n e N o n e
I o w a 6 6 . b 2 5 0 , 0 0 0
M a i n e 3 3 a , b 5 0 0 , 0 0 0
M i n n e s o t a 3 6 a 2 5 0 , 0 0 0
M o n t a n a 60 12 b 2 5 0 , 0 0 0
N e b r a s k a 6 6 d 5 0 0 , 0 0 0
N e w  M e x i c o 6 6 b N o n e
N o r t h  D a k o t a 3 6 b 2 5 0 , 0 0 0
O r e g o n 6 6 d 1 , 0 0 0 , 0 0 0
T e n n e s s e e 6 6 N o n e 5 0 0 , 0 0 0
W a s h i n g t o n 6 6 b 5 0 0 , 0 0 0
W i s c o n s i n 6 6 N o n e 5 0 0 , 0 0 0

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

^ W a i t i n g  p e r i o d  w i l l  b e  w a i v e d  i f  t h e  a p p l i c a n t  h a d  o t h e r  h e a l t h  
i n s u r a n c e  i n  f o r c e  b e f o r e  e n r o l l i n g  i n  t h e  r i s k  p o o l .

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

W a i t i n g  p e r i o d  w i l l  b e  w a i v e d  i f  t h e  a p p l i c a n t  h a d  o t h e r  h e a l t h  
i n s u r a n c e  i n  f o r c e  b e f o r e  e n r o l l i n g  i n  t h e  r i3k p o o l  a n d  p a y s  a 1 0 -  
p e r c e n t ^ p r e m i h n n  s u r c h a r g e .

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

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

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

t r e a t m e n t  o r  e n c o u r a g e  t h e m  to u s e  l e s s  c o s t l y  t r e a t m e n t  

a l t e r n a t i v e s .  B L S  s u r v e y e d  l a r g e  a n d  m e d i u m - s i z e d  f i r m s  t o  

d e t e r m i n e  w h e t h e r  t h e i r  h e a l t h  p l a n s  i n c l u d e d  a n y  o f  n i n e  c o m m o n
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• c o s t - c o n t a i n m e n t  m e a c u r e s . 3  B L S  f o u n d  t h a t  68 p e r c e n t  o f  t h e  

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

L i k e  p r i v a t e  i n s u r e r s ,  r i s k  p o o l  p r o g r a m s  i n c l u d e  c c s t -  

c o n t a i n m e n t  f e a t u r e s  in t h e i r  i n s u r a n c e  p o l i c i e s .  E i g h t  o f  t h e  
s t a t e  p r o g r a m s  h a v e  i m p l e m e n t e d  o n e  o r  m o r e  of t h e  p r o v i s i o n s  
c o v e r e d  i n  t h e  B L S  s u r v e y .  T h e  m o s t  c o m m o n  p r o v i s i o n ,  a 

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

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

r e q u i r e  t h a t  r o u t i n e  l a b o r a t o r y  t e s t s  b e f o r e  h o s p i t a l i z a t i o n  b e  
p e r f o r m e d  o n  a n  o u t p a t i e n t  b a s i s .

R i s k  P o o l  P r e m i u m s

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

p r e s c r i b e d  i n  a u t h o r i z i n g  l e g i s l a t i o n .  P r e m i u m s  a r e  u s u a l l y  
e s t a b l i s h e d  b a s e d  o n  t h e  r a t e s  c h a r g e d  f o r  p r i v a t e  h e a l t h  i n s u r a n c e  
in t h e  s t a t e  a n d  v a r y  b a s e d  o n  a g e  an d ,  s o m e t i m e s ,  s e x  a n d  

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

L e g i s l a t i o n  i n  12 s t a t e s  p r o v i d e s  f o r  m u l t i p l e s  b e t w e e n  1 2 5  a n d  150 

p e r c e n t .  T h r e e  s t a t e s  p r o v i d e  f o r  h i g h e r  m u l t i p l e  l i m i t s ,  
i n c l u d i n g  M o n t a n a ,  w h i c h  p r o v i d e s  a 4 0 0 - p e r c e n t  l i m i t .  P r o g r a m  
a d m i n i s t r a t o r s  in t h e  s i x  s t a t e s  w e  r e v i e w e d  s u r v e y  p r i v a t e  

i n s u r e r s  t o  d e t e r m i n e  t h e  a v e r a g e  r a t e s  t h e y  c h a r g e  f o r  h e a l t h  
i n s u r a n c e  as a  b a s i s  f o r  s e t t i n g  r i s k  p o o l  r a t e s .  T a b l e  7 s h o w s  
t h e  r a t e  l i m i t s  a n d  e x a m p l e s  o f  p r e m i u m s  c h a r g e d  i n  t h e  s i x  s t a t e s  

r e v i e w e d .

^ T h e  c o s t  c o n t a i n m e n t  m e a s u r e s  c o v e r e d  in t h e  B L S  s u r v e y  i n c l u d e d
(1) i n c e n t i v e s  t o  e n c o u r a g e  a s e c o n d  s u r g i c a l  o p i n i o n  b e f o r e  

n o n e m e r g e n c y  s u r g e r y ,  (2) i n c e n t i v e s  t o  e n c o u r a g e  u s e  o f  o u t p a t i e n t  

s u r g e r y ,  (3) i n c e n t i v e s  to u s e  g e n e r i c  r a t h e r  t h a n  m o r e  e x p e n s i v e  

b r a n d - n a m e  d r u g s ,  (4) l i m i t s  o n  r e i m b u r s e m e n t  f o r  n o n e m e r g e n c y  

w e e k e n d  h o s p i t a l  a d m i s s i o n s ,  (5) s e p a r a t e  d e d u c t i b l e s  f o r  h o s p i t a l  

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

d e l i v e r y  a t  a b i r t h i n g  c e n t e r ,  (8) i n c e n t i v e s  t o  a u d i t  t h e  

h o s p i t a l ’s s t a t e m e n t ,  a n d  (9) p r e a d m i s s i o n  c e r t i f i c a t i o n  

r e q u i r e m e n t s . 15



Table 7 : Rate L im its  and Examples o f  Annual Premium
Rates Charged by State Riak Pool Prograas

1 9 8 7  a n n u a l  p r e m i u m  r a t e s  for c o v e r a g e  

w i t h  a $ 1 , 0 0 0  m e d i c a l  e x p e n s e  
R a t e  d e d u c t i b l e  f o r  a

l i m i t 3 4 0 - v e a r - o l d 5 5 - v e a r - o l d
S t a t e (p e r c e n t ) M a l e F e m a l e M a l e F e m a l e

C o n n e c t i c u t 1 5 0 $ 1 , 1 5 6 $ 1 , 5 3 8 $ 2 , 0 7 7 $ 2 , 4 8 6

F l o r i d a 2 0 0 1 , 9 2 4 1 , 9 2 4 3, 153 3, 153
I n d i a n a 1 5 0 1 , 1 6 2 1 , 5 9 7 2, 130 2 , 3 6 3
M i n n e s o t a 125 6 4 1 641 9 9 9 9 9 9
N o r t h  D a k o t a 135 9 4 5 945 1 , 3 8 3 1, 383

W i s c o n s i n 1 5 0 9 9 6 1, 320 1, 7 8 4 1, 6 6 0

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

F i n a n c i n g  P r o g r a m  D e f i c i t s

R i s k  p o o l  a u t h o r i z i n g  l e g i s l a t i o n  g e n e r a l l y  p r e s c r i b e s  h o w  

p r o g r a m  o p e r a t i n g  d e f i c i t s  w i l l  b e  f i n a n c e d .  In 12 o f  t h e  15 
s t a t e s ,  d e f i c i t s  a r e  s h a r e d  a m o n g  r i s k  p o o l  a s s o c i a t i o n  m e m b e r s  
t h r o u g h  a s s e s s m e n t s  v o t e d  b y  t h e  a s s o c i a t i o n ' s  g o v e r n i n g  b o d y .
T h e s e  s t a t e s  d i s t r i b u t e  a s s e s s m e n t s  i n  p r o p o r t i o n  t o  e a c h  m e m b e r ' s  

s h a r e  o f  t o t a l  p r e m i u m  i n c o m e 1* i n  t h e  s t a t e  e x c e p t  in C o n n e c t i c u t ,  
w h i c h  a s s e s s e s  m e m b e r s  a c c o r d i n g  t o  t h e i r  s h a r e  o f  t o t a l  c l a i m s  
p a i d ,  a n d  in W a s h i n g t o n ,  w h i c h  a s s e s s e s  m e m b e r s  a c c o r d i n g  to t h e i r  

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

p r o v i d e  u p  t o  $2 m i l l i o n  a y e a r  f r o m  g e n e r a l  r e v e n u e s  t o  c o v e r  
d e f i c i t s ,  w i t h  a n y  r e m a i n i n g  d e f i c i t s  m a d e  u p  f r o m  a s s e s s m e n t s  to  
a s s o c i a t i o n  m e m b e r s .  O r e g o n  a s s e s s e d  a s s o c i a t i o n  m e m b e r s  f o r  

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

d e f i c i t s  • willr.-be f i n a n c e d .

N i n e  o f  t h e  12 s t a t e s  t h a t  a s s e s s  d e f i c i t s  a g a i n s t  a s s o c i a t i o n  

m e m b e r s  a l l o w  t h e m  t o  c r e d i t  t h e  a s s e s s m e n t s  a g a i n s t  t h e i r ' s t a t e  

t a x e s .  A l l o w i n g  a t a x  c r e d i t  r e s u l t s  in r e d u c e d  t a x  c o l l e c t i o n s  
a n d  h a s  m u c h  t h e  s a m e  e f f e c t  as s u b s i d i z i n g  r i s k  p o o l  l o s s e s  f r o m  
g e n e r a l  r e v e n u e s .  In t h e  o t h e r  t h r e e  s t a t e s ,  a s s e s s m e n t s  a r e  
c o n s i d e r e d  a c o s t  o f  d o i n g  b u s i n e s s  t h a t  t h e  s t a t e  i n s u r a n c e  

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

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

^ P r e m i u m  i n c o m e  is t h e  r e v e n u e  a n  i n s u r e r  e a r n s  f r o m  t h e  s a l e  of 

i n s u r a n c e .

16



A s  s t a t e d  e a r l i e r ,  l e g i s l a t i o n  i n  s i x  s t a t e s  p r o v i d e s  f o r  

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

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

u n d e r  t h e  E m p l o y e e  R e t i r e m e n t  I n c o m e  S e c u r i t y  A c t  o f  1974/' t h e y  
c a n n o t  b e  r e q u i r e d  to p a r t i c i p a t e  in r i s k  p o o l s .

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

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

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

b e c a u s e  o f  t h e  p o s s i b i l i t y  of t h e  t a x  c r e d i t  b e i n g  r e p e a l e d .  
M i n n e s o t a ,  f o r  e x a m p l e ,  r e p e a l e d  i t s  t a x  c r e d i t  p - o v i s i o n  in 1987,

RISK P O O L  E N R O L L M E N T  AND 
F I N A N C I A L  E X P E R I E N C E

I n  f i v e  o f  t h e  s i x  p r o g r a m s  w e  r e v i e w e d ,  e n r o l l m e n t  h a s  

i n c r e a s e d  s i n c e  1 9 8 3 .  F o r  t h e  s i x  p r o g r a m s ,  t o t a l  e n r o l l m e n t  
i n c r e a s e d  4 8  p e r c e n t  to 2 0 , 5 4 5  p e r s o n s .  H o w e v e r ,  t h e  M i n n e s o t a  

r i s k  p o o l ,  w i t h  1 0 , 8 4 2  i n s u r e d ,  h a s  53 p e r c e n t  o f  t h e  s i x - s t a t e  

t o t a l .

T h e  r i s k  p o o l s  in t h e  s i x  s t a t e s  h a v e  c o n s i s t e n t l y  o p e r a t e d  at 

a l o s s .  In 1 9 8 6  t h e  p r o g r a m s  p a i d  a n  a v e r a g e  o f  $ 1 . 6 0  i n  c l a i m s  
f o r  e a c h  d o l l a r  o f  p r e m i u m  i n c o m e .  A c c o r d i n g  to e s t i m a t e s  

p r e p a r e d  b y  H C F A ,  p r i v a t e  i n s u r e r s  n a t i o n a l l y  p a i d  a b o u t  $ 0 . 8 7  in 
c l a i m s  p e r  d o l l a r  o f  p r e m i u m  i n c o m e  d u r i n g  t h e  s a m e  p e r i o d .  T o  
d a t e ,  h o w e v e r ,  a s s e s s m e n t s  t o  r i s k  p o o l  a s s o c i a t i o n  m e m b e r s  i n  t h e  

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

S t a t e  o f f i c i a l s  h a v e  f o u n d  t h a t  o f t e n  a c o n f l i c t  e x i s t s  

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

t h e  a t t r a c t i v e n e s s  o f  t h e  r i s k  p o o l  p l a n  a n d  (2) r e d u c i n g  d e f i c i t s  
t h r o u g h  h i g h e r  p r e m i u m s  o r  r e d u c e d  c o v e r a g e .

E n r o l l m e n t

E n r o l l m e n t  i n  r i s k  p o o l  p r o g r a m s  h a s  i n c r e a s e d  3 i n c e  1983, b u t  

g r o w t h  i n  t h e  p r o g r a m s  h a s  n o t  b e e n  u n i f o r m .  B e t w e e n  t h e  e n d  of  

1 9 8 3  ( t h e  f i r s t  y e a r  a l l  s i x  w e r e  o f f e r i n g  p o l i c i e s )  a n d  t h e  e n d  o f  
1986, t h e  n u m b e r  o f  i n s u r e d  g r e w  f r o m  1 3 , 8 4 2  t o  2 0 , 5 4 5 . 5  A b o u t  

h a l f  o f  t h e  i n s u r e d  a t  t h e  e n d  o f  1 9 8 6  w e r e  i n  M i n n e s o t a .  T w o  

n e w e r  p r o g r a m s ,  t h o s e  i n  F l o r i d a  a n d  N o r t h  D a k o t a ,  e x p e r i e n c e d

^ T h e  n u m b e r  o f  p o l i c i e s  in f o r c e  is v i r t u a l l y  e q u i v a l e n t  t o  t h e  
n u m b e r  o f  i n s u r e d  p e r s o n s ,  a c c o r d i n g  to p r o g r a m  o f f i c i a l s ,  s i n c e  
a l m o s t  a l l  r i s k  p o o l  p o l i c i e s  a r e  f o r  i n d i v i d u a l s  r a t h e r  t h a n  f a m i l i e s .17



s i g n i f i c a n t  p e r c e n t a g e  g r o w t h ,  b u t  f r o m  a l o w  b a s e .  T a b l e  8 

s u m m a r i z e s  t h e  n u m b e r  o f  p o l i c i e s  i n  f o r c e  a t  t h e  e n d  o f  19 8 3  a n d  
1986 .

T a b l e  8: R i s k  P o o l  I n s u r a n c e  P o l i c i e a  i n  F o r c e  

as o f  D e c e m b e r  31, 1983, a n d  D e c e m b e r  31, 1 9 8 6

S t a t e

C o n n e c t i c u t

F l o r i d a

I n d i a n a
M i n n e s o t a
N o r t h  D a k o t a

W i s c o n s i n

P o l i c i e s  in f o r c e  as o f

D e c e m b e r  31, 

19 8 3

3 , 4 1 9

49

2 , 2 8 8
6 , 0 4 3

245

1 , 7 9 8

D e c e m b e r  31, 

1 9 8 6

2 , 3 1 5
1 , 0 3 6

2 , 9 9 8
1 0 , 8 4 2
1 , 2 7 9
2 , 0 7 5

C h a n g e  

(p e r c e n t )

-32

2 , 0 1 4

31
79

4 2 2
15

T o t a l 1 3 , 8 4 2 2 0 . 5 4 5 48

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

t h r o u g h  r i s k  p o o l s  h a s  b e e n  g r e a t e r  t h a n  i n d i c a t e d  b y  t h e  t a b l e .  
E x c l u d i n g  N o r t h  D a k o t a ,  f o r  w h i c h  d a t a  w e r e  n o t  r e a d i l y  a v a i l a b l e ,  
t h e r e  w e r e  a b o u t  2 3 , 0 0 0  p o l i c i e s  w r i t t e n  a n d  i n  f o r c e  d u r i n g  t h e  3- 

y e a r  p e r i o d  i n  a d d i t i o n  to t h e  1 9 , 2 6 6  p o l i c i e s  in f o r c e  o n  D e c e m b e r  

31, 1986.

'Wisconsin w a s  t h e  o n l y  s t a t e  t h a t  h a s  s u r v e y e d  f o r m e r  

e n r o l l e e s  t o  d e t e r m i n e  w h y  t h e y  h a d  c a n c e l e d  t h e i r  p o l i c i e s .  In 
1 9 8 2  W i s c o n s i n  s u r v e y e d  562 f o r m e r  e n r o l l e e s  a n d  r e c e i v e d  r e s p o n s e s  
f r o m  208, o r  a b o u t  37 p e r c e n t  o f  t h o s e  s u r v e y e d .  A b o u t  23 p e r c e n t  

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

m o v i n g  o u t  o f  t h e  s t a t e .

F i s c a l  E x p e r i e n c e

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

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

o p e r a t i n g  l o s s  o f  a b o u t  $ 1 8 . 1  m i l l i o n  I n  1 9 8 6 — a b o u t  t h r e e  t i m e s  
t h e  1 9 8 3  l e v e l .  M i n n e s o t a ,  w i t h  b y  f a r  t h e  l a r g e s t  e n r o l l m e n t ,  
e x p e r i e n c e d  t h e  g r e a t e s t  loss, $ 9 , 0 2 4 , 2 2 8  i n  1 9 8 6 .  T a b l e  9 

c o m p a r e s  p r o g r a m  o p e r a t i n g  r e s u l t s  f o r  c a l e n d a r  y e a r s  1 9 8 3  a n d  

1986. ..
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Ta b l e  9? C o m p a r i s o n  of Risk P o o l  Deficits 
for C a l e n d a r  Years 1983 a n d  1986

D e ficit or (surplus) C han ge
State 1983 1986 (percei

C onnecticut $508,721 $885,375 74
Florida (6,276)a 681,157 b
Indiana 177,657 5,160,9 82 2,805
Minnesota 3,972,634 9 , 0 2 4 , 2 2 8 127
North D a k o t a 230,896 1,633,219 607
Wisco n s i n 1,609,052 678,806 - 58

Total $6,492,684 $18,063,767 178

aThe F l o r i d a  risk pool w a s  in operation o n l y  during the last 4 
months of 1983 and, ac cording to p r o g r a m  officials, h a d  a surplus 
primarily b e c a u s e  of the 12-month w a i ting p e r i o d  for co verage of 
preex i s t i n g  m e d i c a l  conditions.

kpercenta.ge change not calculated.

From c a l e n d a r  year 1983 to calendar y e a r  1986, p r e m i u m  income 
for the six p r o g r a m s  i n c r e a s e d  by 178 percent, w h i l e  c l a i m s  expense 
increased b y  190 percent. Meanwhile, the loss r a t i o — the ratio of 
claims e x p e n s e s  to p r e m i u m  i n c o m e — in creased from ?1.54 in claims 
p e r  d o llar  o f  income in 1983 to $1.60 in 1986. In comparison, the 
loss ratio f o r  h e a l t h  insurers nationally, a c c o r d i n g  to H C F A  
estimates, w a s  $0.87 p e r  d o l l a r  of p r e m i u m  i n come d u ring 1986.
Table 10 s hows the loss ratios for the six s ta tes for c a l endar  
years 1983-86.

T a b l e  1 0 i R i s k Pool Loss R a t i o s  for
C a l e n d a r Years 1983-86

Claims p a i d  per d o l l a r  of
p r e m i u m  income

State 1953 1984 1985 1986

C onnecticut $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
M i n n e s o t a 1.87 1.65 1.49 1.76
No r t h  Dakota 2.49 2.32 1.91 2.17
Wisconsin^. 3.02 2.07 1.35 1.19

aT h e  Florida risk pool was in o p e r a t i o n  only d u r i n g  the last 4 
months of 1983 and, acco rding to the pool's a u d i t e d  financial 
statements, d i d  not incur claims expense d u r i n g  the period.



A d m in is t ra t iv e  E x p e n s e s

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

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

i n c u r r e d ,  b u t  M i n n e s o t a  a n d  N o r t h  D a k o t a  l i m i t  t h e  r e i m b u r s e m e n t  to  

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

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

t h e  v o l u m e  o f  a c t i v i t i e s ,  s u c h  as p r o c e s s i n g  i n s u r a n c e  a p p l i c a t i o n s  
a n d  insuran-ce c l a i m s .  F l o r i d a ,  w h i c h  h a s  t h e  h i g h e s t  r a t e  o f  
a d m i n i s t r a t i v e  e x p e n s e s ,  r e i m b u r s e s  t h e  a d m i n i s t r a t o r  f o r  a l l  

d i r e c t  c o s t s  i n c u r r e d ,  p a y s  a m o n t h l y  f e e  f o r  i n d i r e c t  c o s t s ,  a n d  
a d d i t i o n a l  a c t i v i t y - r e l a t e d  f e e s .  A d m i n i s t r a t i v e  e x p e n s e s  r a n g e d  
f r o m  a b o u t  3 . 7  p e r c e n t  o f  c l a i m s  e x p e n s e s  in C o n n e c t i c u t  a n C  
I n d i a n a  t o  a b o u t  1 4 . 9  p e r c e n t  o f  c l a i m s  in F l o r i d a .

As s e s s m e n t s

R i s k  poo-'i a s s o c i a t i o n  m e m b e r s  s h a r e  in o p e r a t i n g  l o s s e s  

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

g i v e n  y e a r .  T a b l e  11 s h o w s  t h e  1 9 8 6  a s s e s s m e n t s  i n  t h e  s i x  s t a t e s .

T a b l e  11: A s s e s s m e n t s  L e v i e d  o n  M e m b e r s  o f  S t a t e  

R i s k  P o o l  A s s o c i a t i o n s — 1 9 8 6

S t a t e  A s s e s s m e n t

C o n n e c t i c u t $ 1 , 4 9 0 , 3 8 7
F l o r i d a 0
I n d i a n a 4 , 6 8 3 , 6 6 2

M i n n e s o t a 9 , 0 5 4 , 4 3 2

N o r t h  D a k o t a 1 , 5 0 9 , 7 8 0
W i s c o n s i n 7 5 0 , 0 0 0

T o t a l $ 1 7 , 4 8 8 , 2 6 1

D e s p i t e  c o n c e r n s  e x p r e s s e d  t h a t  r i s k  p o o l  l o s s e s  w i l l  

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

t h e  s t a t e s . ^ F o r  t h e  t h r e e  s t a t e s  t h a t  d i d  n o t  p e r m i t  t a x  c r e d i t s ,  

r i s k  p o o l  a s s e s s m e n t s  r e p r e s e n t e d  l e s s  t h a n  1 p e r c e n t  o f  t h e  t o t a l  
v o l u m e  o f  p r e m i u m  i n c o m e  in t h o s e  s t a t e s .
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• Program Features That 
Have A f f e c t e d  Operations

Of f i c i a l s  in the six states have adju sted p r o g r a m  requirements 

and b e n e f i t s  to achieve two sometimes c o n f l i c t i n g  objectives —  
increasing enrollment and controlling costs. Efforts to make the 
programs mo te a ttrac t i v e  to p o t e ntial enrollees, mainly involving 
improved benefits, tend to increase o p e r a ting losses. P r o g r a m  
officials h a v e  found that, in particular, reductions in and waivers 
of p r e e x i s t i n g  condition waiting p e r i o d s  contr i b u t e  to increased 
p r o g r a m  losses. However, when p r o g r a m  admini s t r a t o r s  have 
attempt ed to control costs through p r e m i u m  increases and b e n e f i t  
restrictions, enrollme nt has e i t h e r •d e c r e a s e d  or incr e a s e d  at a 
lower rate.

S t a t e  p r o g r a m  officials have not made a detailed analysis of 
h o w  various changes h a v e  affected  p r o g r a m  operations. A c c o r d i n g  to 
officials, m a n y  factors affect the o p e r a t i o n s  of a risk pool, and 
it is d i f f i c u l t  to isolate the impact of a change or event from the 
impact o f  the o ther factors. Nonetheless, p r o g r a m  offi cials told 
us th at^the p r o g r a m s 1 enroll m e n t  h i s t o r y  and fiscal e x p e r i e n c e  can 
provide i n s i g h t  into the impact p o l i c y  changes are likely to have 
on p r o g r a m  o p e r a t i o n s .

Efforts to Increase
E n ro llm e n t

M i n n e s o t a  has the largest enrol l m e n t  of the six risk pool 
programs reviewed, and that e nrollmen t has g rown s t e a d i l y  since 
1983. M i n n e s o t a  law limits risk pool p r e m i u m  rates to 125 p e r c e n t  
of compa rable p r i v a t e  insur a n c e  rates. However, d e s p i t e  
signific ant loss increases, the state i n s u rance d e p a r t m e n t  has not 
authorized an in crease in p r e m i u m  rates since  1985 even though the 
law w ould have p e r m i t t e d  it. As a result, the p r o g r a m  has the 
lowest p r e m i u m  rates of the six p r o g r a m s  reviewed.

W i s c o n s i n  has taken several steps to b o o s t  enrollment. In 
1985 it i m p l e m e n t e d  a program, financed b y  state revenues, to 
subsidize r i s k  p o o l  premiums for low- i n c o m e  individuals. Persons 
w i t h  a h o u s e h o l d  income o f  less than $ 1 6 , 5 0 0  are eligi b l e  for the 
p r e m i u m  subsidy, w h i c h  varies w i t h  income. T a b l e  12 shows the 
p ercen t a g e  o f  p r e m i u m  subsidies and t h e  n um ber of p o l i c y h o l d e r s  
a s s i s t e d  as of D e c e m b e r  31, 1986.
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T a b l e  12: S u bsidy P e r c e n t a g e  b y  Income and Number of 
Peraona  A s s i s t e d  by t h e  W i s c o n s i n  P r o g r a a

Household
income

S u b s i d y  as a 

p e r c e n t a g e  o f  p r e m i u m

N u m b e r  o f  

p o l i c i e s

U n d e r  $ 9 , 0 0 0  

$ 9 , 0 0 0 - $ 1 1 , 9 9 9  

$ 1 2 , 0 0 0 - $ 1 4 , 9 9 9  
$ 1 5 , 0 0 0 - $ 1 6 , 4 9 9

3 3 . 3

2 9 . 0
2 3 . 0
1 7 . 0

253

151

138
57

T o t a l 599

P a r t i c i p a n t s  i n  t h i s  p r o g r a m  r e p r e s e n t e d  a b o u t  29 p e r c e n t  o f  r i s k  
p o o l  e n r o l l e e s  as o f  D e c e m b e r  31, 1 9 8 6 .  W i s c o n s i n  o f f i c i a l s  

e s t i m a t e d  t h a t  $ 4 3 3 , 0 0 0  w a s  s p e n t  f o r  p r e m i u m  s u b s i d i e s  in 1987.
I n  1988, t h e  s t a t e  w i l l  i n t r o d u c e  a p r o g r a m  t o  a l s o  s u b s i d i z e  
d e d u c t i b l e s  f o r  l o w - i n c o m e  i n d i v i d u a l s .

P r o v i s i o n s  t o  w a i v e  t h e  w a i t i n g  p e r i o d  f o r  c o v e r a g e  of 

p r e e x i s t i n g ,  m e d i c a l  c o n d i t i o n s  h a v e  p r o v e n  c o s t l y .  I n  1983,

I n d i a n a  a u t h o r i z e d  a w a i v e r  f o r  e n r o l l e e s  w h o  p a i d  a 1 0 - p e r c e n t  
p r e m i u m  s u r c h a r g e .  L o s s e s  i n c r e a s e d  s h a r p l y  d u r i n g  1 9 8 3 ' a n d  1984, 

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

p r o v i s i o n .  S i m i l a r l y ,  N o r t h  D a k o t a  i n t r o d u c e d  a w a i v e r  i n  1 9 8 5  to 
a t t r a c t  e n r o l l m e n t .  A c c o r d i n g  t o  N o r t h  D a k o t a  o f f i c i a l s ,  t h e  
a d d i t i o n a l  r e v e n u e  g a i n e d  f r o m  t h e  5 0 - p e r c e n t  p r e m i u m  s u r c h a r g e  d i d  
n o t  c o v e r  t h e  s h a r p  i n c r e a s e  i n  c l a i m s  e x p e n s e s .  T h e  s t a t e  h a s  
s i n c e  t e r m i n a t e d  t h i s  w a i v e r  p r o v i s i o n .



E f f o r t s  to  C on t ro l Costs
T h e  C o n n e c t i c u t  p r o g r a m  e x p e r i e n c e d  s h a r p l y  i n c r e a s e d  l o s s e s  

i n  p a r t  d u e  t o  c o u r t  a c t i o n  t h a t  r e q u i r e d  t h e  p r o g r a m  t o  p r o v i d e  
u n l i m i t e d  c o v e r a g e  f o r  m e n t a l  a n d  n e r v o u s  c o n d i t i o n s .  T o  m o d e r a t e  
l o s s e s , C o n n e c t i c u t  i n c r e a s e d  p r e m i u m s  a n d  d o u b l e d  b o t h  d e d u c t i b l e s  
a n d  o u t - o f - p o c k e t  e x p e n s e  l i m i t s  f o r  e n r o l l e e s  in 1 9 8 5 .  E n r o l l m e n t  

d e c l i n e d  b y  a b o u t  20 p e r c e n t  b e t w e e n  D e c e m b e r  31, 1984, a n d  
D e c e m b e r  31, 1985. P r o g r a m  o f f i c i a l s  i d e n t i f i e d  t h e  c h a n g e s  as a 
m a j o r  f a c t o r  in t h e  e n r o l l m e n t  d e c l i n e .  T h e  s t a t e ' s  r o b u s t  e c o n o m y  

a n d  f e d e r a l  l e g i s l a t i o n  e x t e n d i n g  h e a l t h  b e n e f i t s  t o  l a i d - o f f  
w o r k e r s  a l s o  c o n t r i b u t e d  to t h e  d e c l i n e ,  a c c o r d i n g  t o  the 
offic-ial3.

I n  1983, W i s c o n s i n  t o o k  v a r i o u s  3 t e p s  t o  r e d u c e  r i s k  p o o l  
l o s s e s .  It r a i s e d  t h e  l i m i t  o n  r i s k  p o o l  p r e m i u m s  f r o m  130 t o  150 
p e r c e n t  o f  c o m p a r a b l e  p r i v a t e  p r e m i u m s ,  e x t e n d e d  t h e  w a i t i n g  p e r i o d  
f o r  c o v e r a g e  o f  p r e e x i s t i n g  m e d i c a l  c o n d i t i o n s  f r o m  30 d a y s  t o  6 
m o n t h s ,  a n d  i n c r e a s e d  t h e  e n r o l l e e ' s  l i a b i l i t y  f o r  o u t - o f - p o c k e t  
m e d i c a l  e x p e n s e s  f r o m  $ 1 , 5 0 0  to $ 2 , 0 0 0 .  G r o w t h  i n  p r o g r a m  
p a r t i c i p a t i o n  h a s  b e e n  m o d e s t ,  d e s p i t e  t h e  p r e v i o u s l y  n o t e d  p r e m i u m  
• s u b s i d i e s  p r o v i d e d  to l o w - i n c o m e  e n r o l l e e s .

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

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

I n d i a n a  i n c r e a s e d  b a s e  p r e m i u m s  s i g n i f i c a n t l y  and, i n  J a n u a r y  1936, 
i n c r e a s e d  t h e  w a i v e r  s u r c h a r g e  f r o m  10 t o  25 p e r c e n t .  D e s p i t e  t h i s  
a c t i o n ,  l o s s e s  c o n t i n u e d  t o  i n c r e a s e .  P r o g r a m  o f f i c i a l s  b e l i e v e  
t h a t  t h e  h i g h e r  p r e m i u m s  r e s u l t e d  i n  o n l y  t h o s e  w i t h  t h e  m o s t  
c o s t l y  h e a l t h  c o n d i t i o n s  e n r o l l i n g  o r  c o n t i n u i n g  t h e i r  e n r o l l m e n t .  
A v e r a g e  c l a i m s  p a i d  p e r  p o l i c y h o l d e r  w e r e  $ 3 , 7 1 3  i n  1986, t h e  

h i g h e s t  o f  t h e  s i x  p r o g r a m s  r e v i e w e d .  P r o g r a m  o f f i c i a l s  b e l i e v e  
t h a t  e n r o l l e e s  p a i d  t h e  h i g h e r  p r e m i u m s  a n d  t h e  2 5 - p e r c e n t  w a i v e r  
s u r c h a r g e  b e c a u s e  t h e y  h a d  a n  i m m e d i a t e  n e e d  f o r  m e d i c a l  c a r e .  

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

EH R O L L E E  C H A R A C T E R I S T I C S

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

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

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

c o n c e r n i n g  t h e  t r e a t m e n t  o f  A I D S  p a t i e n t s .

R e s e a r c h e r s  w h o  h a v e  s t u d i e d  r i s k  p o o l s  b e l i e v e  t h a t  f r o m  0 . 5  

t o  1 p e r c e n t  o f  t h e  p o p u l a t i o n  is m e d i c a l l y  u n i n s u r a b l e .  T h e i r  
e s t i m a t e s ,  h o w e v e r ,  a r e  r o u g h  a p p r o x i m a t i o n s ,  n o t  s u p p o r t e d  b y  

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

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

R i s k  p o o l  e n r o l l e e s  a r e  m o r e  l i k e l y  t o  b e  b e t w e e n  t h e  a g e s  o f  

40 a n d  64 t h a n  t h e  g e n e r a l  p o p u l a t i o n .  F i v e  o f  t h e  s i x  s t a t e s  . 
r e v i e w e d  m a i n t a i n e d  d a t a  o n  t h e  a g e  a n d  s e x  o f  e n r o l l e e s .  T a b l e  13 
c o m p a r e s  t h e  a g e  d i s t r i b u t i o n  o f  e n r o l l e e s  in t h e  f i v e  s t a t e s  as o f  

D e c e m b e r  31, 1986, t o  t h a t  o f  t h e  U. S .  p o p u l a t i o n  i n  198 6 .  A b o u t  
54 p e r c e n t  o f  t h e  e n r o l l e e s  i n  t h e s e  s t a t e s  w e r e  f e m a l e s ,  c o m p a r e d  
to a b o u t  52 p e r c e n t  o f  t h e  n a t i o n a l  p o p u l a t i o n .

Tab'lre 13: C o m p a r i s o n  o f  A g e  D i a t r i b u t i o n  o f  R i s k  P o o l  

E n r o l l e e s  t o  t h e  N a t i o n a l  P o p u l a t i o n  
as o f  D e c e m b e r  3i, 1 9 8 6 *

P e r c e n t  d i s t r i b u t i o n

A g e
c a t e g o r y

U n d e r  30

3 0 - 3 9
4 0 - 4 9
5 0 - 5 9
6 0 - 6 4
O v e r  64

R i s k  p o o l  
e n r o l l e e s

22
14
15 
26 
19
4

N a t i o n a l

p o p u l a t i o n

47

16
11
9
5

12

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

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

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

t h e  m a k e u p  o f  r i s k  p o o l  e n r o l l m e n t .  F i r s t ,  w o m e n  a r e  l e s s  l i k e l y  

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

d e p e n d  o n  t h e i r  s p o u s e  f o r  a c c e s s  t o  e m p l o y e r - s p o n s o r e d  g r o u p  
i n s u r a n c e  p l a n s ;  a n d  as a r e s u l t ,  w o m e n  a r e  a t  g r e a t e r  r i s k  o f

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

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

y o u n g e r  w o r k e r s  t o  b e  in p o o r  h e a l t h  a n d  t o  e x p e r i e n c e  d i f f i c u l t y  
in o b t a i n i n g  c o m m e r c i a l  h e a l t h  i n s u r a n c e .  F i n a l l y ,  l a r g e  n u m b e r s  

of p e r s o n s  65 a n d  o l d e r  m a y  n o t  b e  e n r o l l e d  b e c a u s e  t h e y  a r e  

g e n e r a l l y  c o v e r e d  b y  M e d i c a r e .

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

i n f o r m a t i o n  o n  i t s  p r o g r a m  e n r o l l e e s .  In 1986, W i s c o n s i n  s u r v e y e d  
1 , 9 1 9  e n r o l l e e s  a n d  r e c e i v e d  r e s p o n s e s  f r o m  1 , 1 0 1 ,  o r  a b o u t  57 

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

t h e  c h a r a c t e r i s t i c s  o f  a l l  e n r o l l e e s  in t h a t  s t a t e ,  b u t  d o  p r o v i d e  
i n f o r m a t i o n  o n  t h e  r e s p o n d e n t s .  W i s c o n s i n  f o u n d  t h a t
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—  6 1  p e r c e n t  w e r e  n o t  e m p l o y e d ,  a n d  13 p e r c e n t  w e r e  e m p l o y e d  
p a r t  t i m e ;  a n d

—  8 8  p e r c e n t  o f  t h o s e  w h o  w e r e  e m p l o y e d  w o r k e d  f o r  f i r m s  

e m p l o y i n g  25 o r  f e w e r  p e o p l e — f i r m s  l e s s  l i k e l y  to 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 .

C o s t  a n d  N a t u r e  of 

M e d i c a l  S e r v i c e s  U s e d

T h e  s i x  s t a t e s  w e  r e v i e w e d  d i d  n o t  g a t h e r  c o n s i s t e n t  d a t a  o n  

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

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

h o w e v e r ,  i n d i c a t e s  t h a t  t h e  c o s t s  t h e y  i n c u r  a r e  h i g h e r  t h a n  t h o s e  
o f  t h e  a v e r a g e  p e r s o n .  T a b l e  14 p r e s e n t s  1 9 8 6  c l a i m s  e x p e n s e s  p e r  
p o l i c y h o l d e r ,  b a s e d  o n  t h e  a v e r a g e  n u m b e r  o f  p o l i c i e s  o u t s t a n d i n g  
f o r  t h e  y e a r  i n  t h e  s i x  s t a t e s .  T h e  s t a t e s  d i d  n o t  m a i n t a i n  
c o n s i s t e n t  d a t a  o n  c l a i m s  e x p e n s e s  p e r  i n s u r e d  p e r s o n ,  a n d  t h e s e  
f i g u r e s  m a y  s l i g h t l y  o v e r s t a t e  a v e r a g e  a n n u a l  e x p e n s e s  f o r  a n  
i n d i v i d u a l  t o  t h e  e x t e n t  t h a t  m o r e  t h a n  o n e  p e r s o n  w a s  i n s u r e d  

u n d e r  a :' p o l i c y .

T a b l e  14: A v e r a g e  1986 C laiMg E x p e n s e s  p e r  P olicy h o l d e r  
tor State Risk P o o l  Programs *~"

S t a t e

C o n n e c t i c u t

F l o r i d a
I n d i a n a
M i n n e s o t a

N o r t h  D a k o t a
W i s c o n s i n

A v e r a g e  c l a i m s  

e x p e n f e  p e r  

p o l i c y h o l d e r

$ 1 , 7 4 2  
2 , 5 0 4  
3, 713 
1 , 8 0 4  

2 , 4 9 5  
1 , 5 5 5

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

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

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

s i x  3 t a t e s  w a s  $ 2 , 1 4 0 .  I n  c o m p a r i s o n ,  a c c o r d i n g  t o  e s t i m a t e s  

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

p a y m e n t s ,  a v e r a g e d  a b o u t  $ 1 , 6 2 0  n a t i o n a l l y  i n  1 9 8 6 .

T h r e e  s t a t e s  h a v e  g a t h e r e d  i n f o r m a t i o n  o n  t h e  c o n d i t i o n s  t h a t  

e n r o l l e e s  s u f f e r  from, a n d  o n e  s t a t e  h a s  g a t h e r e d  i n f o r m a t i o n  o n  
t h e  c o n d i t i o n s  t h a t  m a d e  it d i f f i c u l t  f o r  t h e m  to o b t a i n  i n s u r a n c e  
in t h e  p r i v a t e  m a r k e t .  T h e  c o m p a n y  t h a t  a d m i n i s t e r s  t h e  F l o r i d a ,  

I n d i a n a ,  a n d  W i s c o n s i n  p r o g r a m s  s u m m a r i z e s  c l a i m s  e x p e n s e s  b y  t h e  
h e a l t h  c o n d i t i o n s  t h a t  l e d  e n r o l l e e s  t o  s e e k  t r e a t m e n t .  T h e s e  d a t a  
i n d i c a t e  t h a t  e n r o l l e e s  i n  th.^se s t a t e s  i n c u r  m o r e  e x p e n s e s  f o r  t h e



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

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

T a b l e  15: C ompa r i s o n  o f  1986 C l a i r a  Expenses I n c u r r e d , . 
b y  M e d i c a l  Condition, for T h r e e  State Rink Pool 

P r o g r a m s , to Company's 1986 A v e r a g e  C lafmS Expense

P e r c e n t  o f  c l a i m s  e x p e n s e s  p a i d

M e d i c a l  c o n d i t i o n
C o m p a n y
a v e r a a e F l o r i d a I n d i a n a W i s c o n s  in

H e a r t  a n d  c i r c u l a t o r y  

d i s e a s e s 12 12 ' 15 23
C a n c e r 7 15 18 13
A b d o m i n a l  c o n d i t i o n s 10 18 10 7

D i a b e t e s 1 5 3 6
B l o o d  d i s e a s e 1 5 1 6
A l l  o t h e r 69 45 53 45

I n  i t s  p e r i o d i c  s u r v e y s ,  W i s c o n s i n  a s k s  e n r o l l e e s  a b o u t  t h e  

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

i n s u r a n c e .  I n  1986, a b o u t  22 p e r c e n t  o f  t h o s e  w h o  r e s p o n d e d  
r e p o r t e d  t h a t  h e a r t - r e l a t e d  d i s e a s e s  p r e v e n t e d  t h e m  f r o m  o b t a i n i n g  
i n s u r a n c e .  A b o u t  11 p e r c e n t  c i t e d  h y p e r t e n s i o n ;  14 p e r c e n t ,  

d i a b e t e s ;  a n d  9 p e r c e n t ,  c a n c e r .

I m p a c t  o f  A I D S  on 

R i s k  P o o l  P r o g r a m s

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

i n d i c a t e d  t h a t  r i s k  p o o l s  c a n  h e l p  f i n a n c e  t h e  c o s t  o f  t r e a t i n g  
A I D S  p a t i e n t s .  T h e  p r e s i d e n t  o f  t h e  H e a l t h  I n s u r a n c e  A s s o c i a t i o n  
o f  A m e r i c a ,  f o r  e x a m p l e ,  h a s  w r i t t e n  t h a t  n o  i n s t i t u t i o n  b y  i t s e l f  

c a n  b e a r  t h e  b u r d e n  o f  " t h e  a l a r m i n g  m e d i c a l  b i l l  for A I D S . "  

L i k e w i s e ,  t h e  e x e c u t i v e  d i r e c t o r  o f  t h e  G a y  M e n ' s  H e a l t h  C r i s i s ,  an  

o r g a n i z a t i o n  i n t e r e s t e d  i n  A I D S - r e l a t e d  h e a l t h  c a r e  i s s u e s ,  h a s  
a c k n o w l e d g e d  t h a t  i n s u r a n c e  c o m p a n i e s  h a v e  l e g i t i m a t e  c o n c e r n s  

a b o u t  t h e  c a t a s t r o p h i c  c o s t  of t r e a t i n g  A I D S  p a t i e n t s .  B o t h  h a v e  
e n d o r s e d  r i s k  p o o l s  a s  p a r t  of t h e  s o l u t i o n  t o  t h e  p r o b l e m  of  

f i n a n c i n g  A I D S  c a r e .

P r o g r a m  o f f i c i a l s  in t h e  s i x  s t a t e s  r e v i e w e d  e x p r e s s e d  c o n c e r n  

a b o u t  t h e  p o t e n t i a l  i m p a c t  o f  A I D S - r e l a t e d  c o s t s  o n  t h e i r  r i s k  p o o l  
p r o g r a m .  ■None o f  t h e  s t a t e s  l i m i t  c o v e r a g e  o f  A I D S ,  a n d  f o u r  

s t a t e s — - I n d i a n a ,  Iow a ,  M i n n e s o t a ,  a n d  N e b r a s k a — s p e c i f i c a l l y  m a k e  
i n d i v i d u a l s  d i a g n o s e d  w i t h  A I D S  e l i g i b l e  f o r  t h e i r  p r o g r a m s .  N o n e  

o f  t h e  s t a t e s ,  h o w e v e r ,  h a d  s t u d i e d  w h e t h e r  i n d i v i d u a l s  l i k e l y  t o  
d e v e l o p  A I D S  w e r e  e n r o l l e d  in t h e i r  p r o g r a m s  o r  w h e t h e r  e n r o l l e e s  
w e r e  b e i n g  t r e a t e d  f o r  t h e  d i s e a s e .  In t w o  s t a t e s ,  o f f i c i a l s  n o t e d  

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

a p p e a r e d  t o  b e  c o n s i s t e n t  w i t h  a n  A I D S  d i a g n o s i s .
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• HAVE THE PROGRAMS MET EXPECTATIONS?
T h e  s i x  s t a t e s  w e  r e v i e w e d  h a v e  n o t  f o r m a l l y  a s s e s s e d  r i s k  

p o o l  p r o g r a m  p e r f o r m a n c e .  R i s k  p o o l  l e g i s l a t i o n  e m e r g e d  i n  
r e s p o n s e  t o  a p e r c e p t i o n  t h a t  o p p o r t u n i t i e s  t o  p u r c h a s e  h e a l t h  
i n s u r a n c e  w e r e  d e c r e a s i n g  for p e r s o n s  w i t h  s e r i o u s  h e a l t h  p r o b l e m s .  

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

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

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

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

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

t o  a c c o m p l i s h .

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

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

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

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

SUM M ARY

R is k  p o o ls  p ro v id e  s u b s id iz e d  h e a lt h  in s u ra n c e  to  th a t  segment 
o f th e  u n in su re d  p o p u la t io n  th a t  can n o t o b ta in  i t  b ecause  o f poor 
h e a lt h .  The s i x  program s th a t  we re v ie w e d  have  a s s is t e d  a l im it e d  
number o f  p e rs o n a . As o f F e b ru a ry  1988 , c o n c lu s iv e  e v id e n ce  to  
show t h a t  r i s k  p o o ls  a re  o r  a re  not e f f e c t i v e ,  and d a ta  th a t  would 
a llo w  co m p ariso n  o f  r i s k  p o o ls  to  o th e r  m echanism s f o r  f in a n c in g  
h e a lth  c a re  f o r  th e  u n in s u re d , had -not been d e v e lo p e d .



APPENDIX I APPENDIX I

S T A T E S  I N  W H I C H  B L U E  C R O S S  A N D  B L U E  S H I E L D  

P L A N S  O F F E R  O P E N  E N R O L L M E N T

D i s t r i c t  o f  C o l u m b i a

M a r y l a n d
M a s s a c h u s e t t s
M i c h i g a n
New.- H a m p s h i r e
N e w  J e r s e y '

N e w  Y c r k  

N o r t h  C a r o l i n a  
P e n n s y l v a n i a  
R h o d e  I s l a n d  
V e r m o n t  
V i r g i n i a
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A P P E N D I X  II

A P P E N D I X  I I

A l a s k a  

C a l i f o r n i a  
G e o r g i a  

M i s s i s s i p p i  

M i s s o u r i  

N e w  Y o r k  

O h i o

S o u t h  C a r o l i n a  

S o u t h  D a k o t a  

T e x a s  

V e r m o n t  

W e s t  V i r g i n i a



A P P E N D I X  I I I  A P P E N D I X  I I 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  P O O L S

A m e r i c a n  D i a b e t e s  A s s o c i a t i o n  

W a s h i n g t o n ,  D . C .

3 I 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  C h a s e ,  M a r y l a n d

C o m m u n i c a t i n g  f o r  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  I n s u r a n c e  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  C i t y ,  K a n s a s

N a t i o n a l  G o v e r n o r s  1 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  f o r  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  

’•’a s h i n g t o n ,  D . C .

(101122)
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S en a tor  K.  S ,  Cornaby
R e p r e s e n t a t i v e  Rob W. Bish op
Members of the I n t e r i m  Retirement Co m m i t te e

S u b j e c t :  P u b lic  Employees' Health P lan  

Dear L e g i s l a t o r s :

T h i s  report has been provided to g i v e  the L e g i s l a t u r e  some' 
a d d i t i o n a l  background inf or mati on  on r i s i n g  p u b l i c  employee health 
i n s u r a n c e  c o a t s .  The review i s  l i m i t e d  i n  i t s  sco p e s i n c e  many 
f ac to rs are a f f e c t i n g  health care c o s t s  and were not explored in 
d e t a i l .  I t  i s  a l s o  d i f f i c u l t  to d i r e c t l y  compare each health care 
p r o v i d e r  b ecau se of the great v a r i e t y  among the programs. For 
e x a m p l e ,  sev er al c o m p a n i es  have s t a r t e d  health mai ntenanc e or 
preferred pro vider  o r g a n i z a t i o n s  but e a c h  o r g a n i z a t i o n  i s  set up 
d i f f e r e n t l y  i n  an attempt to control c o s t s  or make a p r o f i t .  
F i n a l l y ,  s ev e r a l  areas were not c o m p l e t e l y  .examined due to the time 
c o n s t r a i n t s  of p r o v i d i n g  this report to the L e g i s l a t u r e .  However, 
even w i t h  t h i s  l i m i t e d  review, we hope the i n f o r m a t i o n  in  this 
report w i l l  be h elp ful to the L e g i s l a t u r e .

T h r ee  m ai n areas are b r i e f l y  p r e s e n t e d :  1) a comparison of 
P u b l i c  E m p l o y e e s '  Health P lan  (PEHP) cust om ar y and reasonable 
reimbursement rates with  f i v e  local i n s u r a n c e  c o m p a n i e s  and the Utah 
M e d - I n d e x ,  2) a co m p a r i so n  of PEHP premium i n c r e a s e s  with increas es  
in  s e v e n  i n t e r a o u n t a i n  s t a t e s  and f i v e  l o c a l  i n s u r a n c e  co mp an ie s,  
and 3 )  a co m p a r i so n  of PEHP a d m i n i s t r a t i v e  c o s t s  to f i v e  local 
health c a r e  p ro vi de r s  with s e l f - i n s u r a n c e  pro grams.  PEHP appears to 
be s l i g h t l y  below av er age  for customary and reaso nab le  reimbursement 
rates co mp are d to f i v e  other insurance c a r r i e r s  and below the
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50th p e r c e n t i l e  of  the M e d - I n d e x  for U t a h ’ s market.  PEHP premium 
i n c r e a s e s  a p p e a r  to b e  s l i g h t l y  lower t h a n  other gro up s  ov-jr the 
past f i v e  y e a r s  and the cu rrent  request a p p e a r s  j u s t i f i e d .  PEHP 
a d m i n i s t r a t i v e  c o s t s  are low compared t o  other s e l f - i n s u r a n c e  
groups.  T h i s  report d o e s  not d i s c u s s  p o l i c y  i s s u e s  nor draw any 
s o l i d  c o n c l u s i o n s  but t r i e s  to p r o v i d e  some  c o m p a r a t i v e  d a t a .

Custom ary and Reasonable Reimbursement Rates

P EH P r e i m b u r s e m e n t  r at es for seven s e l e c t e d  m e d i c a l  proc edu res  
are in  t h e  m i d d l e  range when compared t o  rates o f  f i v e  l oc a l  
in s u r a n c e  c o m p a n i e s .  Th e reimbursement r a t e s  are n e g o t i a t e d  or 
acc ept ed b y  i n s u r a n c e  c o m p a n i e s  with h e a l t h  c a re p r o v i d e r s  for 
standard m e d i c a l  p r o c e d u r e s .  Ins urance c o m p a n i e s  e s t a b l i s h  these  
rates to h e l p  c o n t r o l  c o s t s  and to speed u p  r e i m b u r s e m e n t s  to health 
care p r o v i d e r s .  Th e ra te i s  set  as a m a x i m u m  re im bu rsem ent for each 
procedure s o  e a c h  c l a i m  p a i d  w i l l  not e x c e e d  t h i s  am o un t.  S i n c e  
rates are r e n e g o t i a t e d  or e s t i m a t e d  from h e a l t h  c a r e  c o s t s ,  the 
rates are c o n s t a n t l y  c h a n g i n g .  Our r e v i e w  was o n l y  l i m i t e d  to 
current r a t e s  p a i d  and d i d  not exa min e h i s t o r i c a l  t r e n d s .  For 
e x a m p l e ,  t h e  c a r r i e r  at the hig h end for r e i m b u r s e m e n t  rate s may or 
may not h a v e  b s e n  at the h i g h  end four or f i v e  y e a r s  a g o .  A l s o ,  one 
company m a y  h av e r e c e n t l y  e s t a b l i s h e d  n e w  rates w h i l e  another 
company i s  u s i n g  o l d e r  r a t e s  a c c o u n t in g  f o r  some d i s p a r i t y  between 
r a t e s .

Our r e v i e w  lo o k e d  at e s t a b l i s h e d  r e i m b u r s e m e n t  r a t e s  for s e v e n  
high f r e q u e n c y  and h i g h  d o l l a r  volume m e d i c a l  p r a c t i c e s  b a s ed  on 
c l a i m s  f i l e d  w i t h  P u b l i c  E m p l o y e e s  Health P l a n  ( P E H P ) .  We compared 
the total  a l l o w e d  c o s t  o f  the s e v e n  p r o c e d u r e s  under t r a d i t i o n a l  and 
preferred c a r e  w i t h  f i v e  other insuran ce c o m p a n i e s .  T a b l e  I  shows 
how PEHP r a t e s  co m p a r e  to other insuran ce g r o u p s  o p e r a t i n g  i n  the 
s t a t e .
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TABLE I
Co mp ar is o n of Customary and R e as on ab le Reimbursements 

For Seven Cosmron Procedures For  Health Care
(For D e t a i l  See Attachment A)

Allowed C o s t s  For Seven Allowed C os ts  For S ev en
Company Procedures Under A Procedures Under A

T r a d i t i o n a l  Proaram Preferred Proaram
Company A * $ 6 , 9 4 0 $ 5 , 9 2 5
Company B*» 5 , 5 6 0 5 , 5 6 0
Company C 7 , 9 0 3 7 , 9 0 3
Company D 6 , 4 5 1 6 , 4 5 1
Company E * * * 6 , 8 8 8 N / A

Average ( A - E ) 6 , 7 4 9 6 , 4 6 0

PEHP 6 , 3 8 4 5 , 9 6 5

* T h i s  company has a preferred provider network.
** T h i s  company common reimbursement rate was used  although i t  does

o p e r a t e  some health mai nten an ce  groups to try to keep co sts
lower.

*** T h i s  company uses a co m b in a ti o n  of health mainten anc e
o r g a n i z a t i o n  and preferred pro vi de rs.

As T a b l e  I  shows, PEHP t r a d i t i o n a l  rates are lower than four 
of the f i v e  c o m p a n i e s .  Attachment A i n c l u d e s  a more d e t a i l e d  chart 
of the procedu res  and the v a r i o u s  reimbursement l e v e l s .  Company B 
i s  able to  m a i n t a i n  lower rates than the other co m p a n i es  because of
i t s  r e l a t i v e  strength i n  the market p l a c e  and has a broad base of
health c a r e  p r o v i d e r s .  PEHP preferred r a t e s  are higher than three 
of the f i v e  c o m p a n i e s .  The rates are a l s o  higher than the one 
company ( C o m p a n y  A )  which u ses  some t y p e  of preferred pro vider 
network. I t  i s  d i f f i c u l t  to d i r e c t l y  compare Company E ' s  preferred 
rates s i n c e  i t  w i l l  reimburse at the s e t  rate but w i l l  also 
reimburse a d d i t i o n a l  funds later as an i n c e n t i v e  to control 
u t i l i z a t i o n .  Thus,  the rates for Company E  were not a v a i l a b l e  to
compare w i t h  the P E H P ' s  preferred plan.

PEHP t r i e s  to reduce ov er a ll  c l a i m s  by u s i n g  a global fee 
schedule w hic h may i n c l u d e  other procedures which other co mp an ie s  
would pay s e p a r a t e l y .  For e x a m p l e ,  P E H P ' s  globa l fee for a normal 
c h i l d  d e l i v e r y  would i n c l u d e  any u l t r a - s o u n d  e x a m i n a t i o n  during 
pregnancy where another company may be b i l l e d  s e p a r a t e l y  for the 
u l t r a - s o u n d  u s a g e .  Thus,  i t  i s  d i f f i c u l t  to  s a y  c o n c l u s i v e l y  which 
company has  n e g o t i a t e d  the best rates. A l s o ,  the m a j o r it y  of
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PEHP c l a i m s  are p a i d  at the p re fe rre d rate rather shan the higher 
t r a d i t i o n a l  r a t e .  A l t h o u g h  P E H P ' s  l a r g e s t  m em be r sh i p  i s  i n  the 
t r a d i t i o n a l  p rogr am , m a n y t r a d i t i o n a l  members u s e  P E H P ' s  p re fe rre d 
p r o v i d e r  n et w or k . T h e s e  c l a i m s  are r eim bu r sed  at the p re f e rr e d  rate  
rather th an  the t r a d i t i o n a l  rate whic h lowers the c l a i m s  c o s t s  to 
P EH P .

S e v e r a l  i n s u r a n c e  c o m p a n i e s  u s e  what i s  c a l l e d  the M e d - I n d e x  
i n  e s t a b l i s h i n g  c u s t o m a r y  and r e a s o n a b l e  r a t e s .  The M e d - I n d e x  for 
Utah i s  a b a s e d  on b i l l i n g s  s u b m it t e d  for each m e d i c a l  p ro ced ure and 
i s  i s s u e d  t w i c e  y e a r l y .  We sampled  P E H P ' s  v a r i o u s  r eim bu rsem ent 
c o d e s  to d e t e r m i n e  ten f r e q u e n t l y  r eim bu r sed  p r o c e d u r e s  i n c u r r i n g  
l a r g e  d o l l a r  c l a i m s  at P E H P .  T a b l e  I I  shows P E H P ' s  f e e s  for these  
ten  p r o c e d u r e s  compared to the M e d - I n d e x ' s  f a l l  of  1 9 8 8 ,  50th and 
80th p e r c e n t i l e s  for h e a l t h  c a r e  c o s t s  i n  Utah.

TABLE I I

Com parison of Custom ary and Reasonable Reimbursements 
Fo r Ten Common Procedures Fo r H e a lth  Care

P r o c e d u r e PEHP
T r a d i t i o n a l

PEHP
P re ferr ed

M e d .  I n d e x  
50 P e r c e n t i l e

M e d .  I n d e x  
80 P e r c e n t i l e

P r o c ed u r e A $ 1 , 0 0 8 $ 950 $ 1 , 1 6 0 $ 1 , 1 8 1
P r o c e d u r e B 1 , 2 0 4 1 , 1 5 0 1 , 4 0 0 1 , 6 0 0
P r o c e d u r e C 9 3 8 905 1 , 0 9 3 1 , 2 7 1
P r o c e d u r e D 1 , 0 6 4 1 , 0 0 8 1 , 2 7 7 1 , 4 2 7
P r o c e d u r e E 1 , 1 9 0 1 , 0 6 5 1 , 2 6 0 1 , 3 8 5
P r o c e d u r e F 7 0 0 62 7 664 7 1 7
P r o c ed u r e G 2 3 0 25 9 2 7 5 3 2 2
P r o c e d u r e H 28 22 25 30
P r o c e d u r e I 9 8 10 12
P r o c ed u r e J 4 7 42 52 58

T o t a l s 6 , 4 6 8 6 , 0 3 6 7 , 2 2 1 8 , 0 0 3

The P EH P  t r a d i t i o n a l  and p re f e rr e d  r ate s do co m p a r e  f a v o r a b l y  
w i t h  the 5 0 t h  p e r c e n t i l e  of  the M e d - I n d e x  for U t a h ' s  m a r k e t .  The 
t o t a l  c o s t  o f  ..the t e n  p r o c e d u r e s  for P EHP t r a d i t i o n a l  program was 
$ 6 , 4 6 8  or a p p r o x i m a t e l y  12 p e r c e n t  lower than the $ 7 , 2 2 1  for the 50 
p e r c e n t i l e  o f  the M e d - I n d e x .  PEHP p r e f e r r e d  program t o t a l  c o s t  was 
$ 6 , 0 3 6  or a p p r o x i m a t e l y  2 0  p e r c e n t  lower than the 50th p e r c e n t i l e .  
P EH P  t r i e s  to m a i n t a i n  i t s  rate s s l i g h t l y  be low  the 50th 
p e r c e n t i l e .  Th e i n d e x  s e r v e s  as a i n d i c a t o r  of what ran ge  health 
c a r e  p r o v i d e r s  b i l l  for e a c h  p r o c e d u r e .  Two of the f i v e  c o m p a n i e s  
we s u r v e y e d  u s e  the M e d - I n d e x  to s e t  t h e i r  maxim um re im bu rsem ent 
r a t e s .
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Premium Increases

Our review showed that P E H P ' s  rate i n c r e a s e s  are w it h in  the 
range e x p e r i e n c e d  i n  the health in suranc e i n d u s t r y .  Our review 
c o n s i s t e d  of two t e st s  on premium i n c r e a s e s .  F i r s t ,  we compared 
P E H P ' s  i n c r e a s e s  over the past f i v e  yea rs and requested in c r e a s e  for 
f i s c a l  19 9 0  with some western s t a t e s  plans for s t a t e  e m p l o y ee s .  
Se c o n d ,  we compared P E H P ' s  in c r e a s e  with other in s u r a n c e  co mpani es 
w i t h i n  the s t a t e .  I n  both c a s e s ,  i t  appears P E H P ' s  requests for 
rate i n c r e a s e s  are c o n s i s t e n t  with the in d u s t r y  trend.  P E H P ' s  
request may al s o  be i n f l u e n c e d  by some a d d i t i o n a l  f ac to rs which 
should be c o n s i d e r e d  by the L e g i s l a t u r e .

Although a revi ew of premium i n c r e a s e s  was c o m p l e t e d ,  the 
review i s  o n l y  one half of the p i c t u r e .  C o s t  of premiums depends on 
b e n e f i t s  o f f e r ed  and how b e n e f i t s  can be m o d i f i e d .  For exa mpl e,  
c h a ng in g a b e n e f i t  package can reduce the i n c r e a s e  i n  premium rates 
from ye a r  to y e a r .  I n  the short time we were g i v e n  i t  was not 
p o s s i b l e  to d et e r m in e  how much b e n e f i t  changes a f f e c t e d  premium 
i n c r e a s e s  i n  other s t a t e s  or i n  Utah in suran ce  c o m p a n i e s .  T a b l e  I I I  
shows how P E H P ' s  premium i n c r o a s es  compare to other western s t a t e s .

TABLE I I I

Comparison of Bate In creases For Fam ily  
Premiums By Other Western S ta te s

S t a t e  An nual Premium Growth Rate E s t i m a t e d
For L a s t  F i v e  Ye ar s_________ In c r e a s e  F Y - 9 0

A r i z o n a 1 7 . 2 % N / A
Co lo ra do 6 . 4 N / A
Idaho 4 . 0 30%
Montana 5 . 5 26
Nevada 4 . 6 15
New M e x i c o - P l a n  A 2 3 . 8 30
New M e x i c o - P l a n  B 9 . 6 30
Wyoming 6 . 7 52

A verag e 9 . 7 31

Utah 6 . 6 2 1 - 3 1 *

* PEHP i s  r e q u e s t i n g  a 21 percent i n c r e a s e  and a one time 
a p p r o p r i a t i o n  of $ 2 . 4  m i l l i o n  to r e b u il d  i t s  r e se r ve s .  To fund 
the $ 2 . 4  m i l l i o n  a p p r o p r ia t io n  over t im e  coul d i n c r e a s e  premiums 
from 2 to 10 p e r c e n t .  PEHP al so w i l l  reduce b e n e f i t s  by 10 
p e r c e n t .
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T a b l e  I I I  shows U t a h ' s  p re m iu m  i n c r e a s e s  have b e e n  lower on 
a v e r a g e  than the w e s t e r n  s t a t e s  we s u r v e y e d .  P E H P ' s  re qu es ted 
p re miu m i n c r e a s e ,  when the b e n e f i ? :  r e d u c t i o n  i s  e x c l u d e d ,  i s  c l o s e  
to 3 1 *  or the a v e r a g e  pre mium  i n c r e a s e  b e i n g  p r o j e c t e d  by other 
w es t e r n  s t a t e s  i n  T a b l e  I I I .

A d d i t i o n a l l y ,  we compared  s e l e c t e d  Utah i n s u r a n c e  c o m p a n i e s  
a g a i n s t  P E H P ' s  rate e x p e r i e n c e .  T a b l e  I V  shows pre mium  i n c r e a s e s  
w i t h i n  U t a h .

TABLE IV

C o n p ir iso n  of R a te  In c re a se s  by 
C a r r ie r s  Located  in  Utah

C o m p a n y  A n n u a l  P rem iu m  Growth R a t e  E s t i m a t e d  B e n e f i t s
For The P a s t  F i v e  Y e a r s __________I n c r e a s e  F Y  9Q M o d i f i e d

C o m p a n y  A 7 . 5 * N / A Y e s
C o m p a n y  B 2 4 . 7 1 5 - 4 0 * No
C o m p a n y  C 9 . 7 15 No
C o m p a n y  D 1 0 . 1 2 1 Y e s  •
C o m p a n y  E 8 . 8 N / A Y e s

A v e r a g e 1 2 . 2 2 1

PEHP 6 . 6 2 1 * Y e s
M e d i c a l  C P I 6 . 7 N / A

* T h i s  f i g u r e  d o es 
and the d e c r e a s e

not i n c l u d e  the o ne 
i n  b e n e f i t s .

t i m e  a p p r o p r i a t i o n re q u es t e d

S e v e r a l  c o m p a n i e s  h a v e  r e c e n t l y  e x p e r i e n c e d  s i g n i f i c a n t  
i n c r e a s e s  m a k i n g  the a v e r a g e  h i g h e r  when com p ar ed to P E H P .  However, 
the d a t a  show P E H P ' s  p re m iu m  i n c r e a s e  e x p e r i e n c e  i s  s i m i l a r  to the 
p rem iu m  i n c r e a s e s  b e i n g  e x p e r i e n c e d  i n  the l o c a l  mark et .  For 
e x a m p l e ,  o n e  major Utah  i n s u r a n c e  c o m p a n y  in f o r m e d  us that the
a v e r a g e  p r e m i u m  i n c r e a s e  o v er  the p a s t  few months for the c o m p a n i e s  
i t  i n s u r e s  has b e e n  i n c r e a s i n g  a p p r o x i m a t e l y  30  to 3 1  p e r c e n t  
w i t h o u t  c h a n g e s  i n  b e n e f i t s .  M o s t  i n s u r e d  groups are m o d i f y i n g  the 
b e n e f i t  p a c k a g e  to keep the 30  to 3 1  p e r c e n t  i n c r e a s e  down i n  the 20 
to 21 p e r c e n t  ra nge.

C o m p a n y  B r epo r ted  the h i g h e s t  growth e v e n  though i t  reports a 
low r e i m b u r s e m e n t  rate  s c h e d u l e  shown on T a b l e  I  and i n  the
A p p e n d i x .  T h i s  would s u g g e s t  that other f a c t o r s  than j u s t  a low 
r e i m b u r s e m e n t  rate w i l l  i m p a c t  i n c r e a s e s  i n  p r e n iu m  r a t e s .  I t  
a p p e a r s  that low r e i m b u r s e m e n t  r a t e s  m a y r esu lt  i n  a d d i t i o n a l
u t i l i z a t i o n  i n c r e a s i n g  the amount of  c l a i m s  p a i d  b y  an i n s u r a n c e
c o m p a n y .
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Company B reported the h ig hes t premium rate i n c r e a s e s  even 
though i t  reports the lowest reimbursement rate sche dul e shown on 
Tab le I  and in  the A p p e n d i x .  T h i s  would sugg est  that other factors 
than j us t a low reimbursement rate w i l l  impact i n c r e a s e s  i n  premium 
r a t e s .  I t  appears that low reimbursement rates may result in 
a d d i t i o n a l  u t i l i z a t i o n  or more e x p e n s i v e  procedure codes b i l l e d ,  
i n c r e a s i n g  the amount of c l a i m s  p a i d  by an insuran ce company rather 
than lowering c o s t s .  A  company B o f f i c i a l  s a i d  the company 
e x p e r i e n c e d  higher u t i l i z a t i o n  than e x p e c t e d  r e s u l t i n g  i n  the need 
to i n c r e a s e  premiums.

Sev eral  factors have con trib uted  to the large rate i n c r e a s e s .  
U t i l i z a t i o n  of health care s e r v i c e s ,  tech nology advancements,  
m e d i c a l  i n f l a t i o n ,  and the growth i n  p s y c h i a t r i c  h o s p i t a l s  have all 
been c i t e d  as ca us e s  for U t a h ’ s i n c r e a s i n g  health c o s t s .  A l s o ,  most 
of the lit er atu re  and p r o f e s s i o n a l s  i n  the f i e l d  s a i d  the growth in 
health care c o s t s  may c o n t i n u e  for a few more y e a r s .

PEHP has two major factors to c o n s i d e r  when com paring premium 
c o s t s .  F i r s t ,  i t  i s  the o n ly s e l f - a d m i n i s t e r e d  and s e l f - i n s u r e d  
program nraong the western s t a t e s .  Some of the other western state s 
are s e l f - i n s u r e d  but are a d m i n i s t e r e d  through an e s t a b l i s h e d  
i n s u r a n c e  company. S e l f - i n s u r a n c e  s u p p o s e d l y  lowers premium co sts 
s i n c e  the group a c ce p ts the r i s k  of c o n t r o l l i n g  u t i l i z a t i o n  and 
c l a i m  e x p e n s e s .

S e c o n d ,  PEHP has e x p e r i e n c e d  past l o s s e s  due m a i n l y  to c l a i m  
e x p e n s e s  e x c e e d i n g  premiums c o l l e c t e d .  PEHP,  along with several 
other c o m p a n i e s ,  needs to r ebu il d re se rve s which were lost during 
the p as t two y e a r s .  The L e g i s l a t u r e s  d e c i s i o n  w i l l  d et e r m in e  the 
length of time PEHP i s  g i v e n  to r e b u il d  re serves and w i l l  d i r e c t l y  
impact the l evel  o f  the premium i n c r e a s e  re qui red  t h i s  y e a r .

Administrative Costs

PEHP a d m i n i s t r a t i v e  c o s t s  are low when compared to other 
s e l f - i n s u r e d  p l a n s .  Our review o n l y  f o c u s e d  c-n a d m i n i s t r a t i v e  costs 
a s s o c i a t e d  with other s e l f - i n s u r e d  programs.  Although we focu se d on 
j us t s e l f - i n s u r e d  programs, the other; programs have w i d e  v a r i a t i o n s  
i n  the types of programs they a d m i n i s t e r .  T h u s,  i t  i s  d i f f i c u l t  to 
d i r e c t l y  compare a d m i n i s t r a t i v e  c o s t a .  A  more d e t a i l e d  a n a l y s i s  of 
c o s t s  i s  needed to d et e r m in e  why PEHP a d m i n i s t r a t i v e  c o s t s  are low 
compared to other c o m p a n i e s .  T a b l e  V  comparaa the a d m i n i s t r a t i v e  
c o s t s  as reported by v a r i o u s  c o m p a n i e s .
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Comparison o f A d m in is t ra t iv e  Costs Between 
S e l f  In su red  C a r r ie r s  Fo r H e a lth  Care

TABLE V

C a r r i e r A d m i n i s t r a t i v e  C o s t s  as a 
Percent of T o t a l  C o s t s

Co m p a n y  A 6 . 3 *
Co m p an y B 7 . 0
Co m p a n y  p 6 . 4 *
Co m p an y E 9 . 3
Co m p a n y  F 5 . 1

S i m p l e  A v e r a g e 6 . 8

PEHP 3 . 5

* T h e s e  c o m p a n i e s  a l s o  a d m i n i s t e r  a 4 0 1 K  p l a n  to e m p l o y e e s  as wel l  
as ot her  p r o g r a m s .

P E H P  a v e r a g e  i s  b elow  the r e po rted a d m i n i s t r a t i v e  c o s t  of a l l  
the other c o m p a n i e s  w i t h  s e l f - i n s u r a n c e  p r o g r a m s .  A c t u a r i e s  i n  the 
f i e l d  o f  h e a l t h  ca re i n d i c a t e  a n y  a d m i n i s t r a t i v e  c o s t  below s i x  
p e r c e n t  i s  c o n s i d e r e d  v e r y  good  i n  the s e l f - i n s u r a n c e  ar ea .  
Howe ver , we d i d  not d e t e r m i n e  i f  a d d i t i o n a l  a d m i n i s t r a t i v e  c o s t s  
would r e s u l t  i n  o v e r a l l  s a v i n g s  to P EH P  i n  c l a i m s  p a i d .  For 
e x a m p l e ,  a d d i t i o n a l  s t a f f  to c o n d u c t  more p r e - a n d  p o s t - a u d i t s  c o u l d  
p o t e n t i a l l y  r e d u c e  c l a i m s  but would i n c r e a s e  a d m i n i s t r a t i v e  c o s t s .  
T h i s  t y p e  o f  s t u d y  would take s e v e r a l  months to c o m p l e t e  a c c u r a t e l y  
and m i g h t  n o t  be  c o n c l u s i v e  e v e n  t h en .

We h ope t h i s  l e t t e r  p r o v i d e s  yo u  w i t h  the i n f o r m a t i o n  you n ee d 
on t h e s e  i s s u e s .  I f  yo u  have a n y  q u e s t i o n s  or n ee d a d d i t i o n a l  
i n f o r m a t i o n ,  p l e a s e  l e t  us know.

S i n c e r e l y ,

Wayne L .  Wels h 
A u d i t o r  G e n e r a l

W L W : C F / s y g



ATTACHMENT A

TABLE VI

Coapariaoa of Cu* ternary and Raaaonabla R a i n b u r s a m n t s  
For Tan Cowaon Procedures For Haaith Cara

Procadura PEHP

Traditional
Avaraga

_.(A-5)

Company

A

Company
B

Company

C
Company

D

Company

E
Proc. A SI.008 81,001 *1,125 * 800 *1,181 * 950 S 950

Proc. B 1.204 1,340 1,500 1 . 0 0 0 1,600 1,300 1,300
Proc. C 938 1,075 938 890 1,271 1.075 1 , 2 0 0
Proc. D 1.064 1 , 2 1 2 1,207 990 1,427 1,188 1,250
Proc. S 1,190 1,170 1,190 1 , 0 2 0 1,385 1,063 1,190
Proc. F 700 6 6 8 700 600 717 625 700
Proc. G 280 282 280 260 322 250 298
Proc. H 28 24 H/A 20 30 22 23
Proc\ I 9 9 H/A 7 1 2 8 8
Proc. J 47 46 H/A 45 58 H/A 35

Tabla VII

Ccwpariaon of Customary and Raaaonabla Rainbursamanta 

For Tan Coaaou Pr&cadnras For Haaith Cara

Procadura PEHP

Praferrad

Avaraga

(A-E)

Company

A

Company

B

Company

c
Company

D
Company

E

Proc. A * 950 8 967 8 956 8 800 81,181 8 950 8 950

Proc. B 1,150 1,295 1,275 1 , 0 0 0 1,600 1,300 1,300

Proc. C 905 1,009 800 890 1,271 1,075 H/A

Proc. D 1,008 1,160 1,034 990 1,427 1,188 H/A

Proc. S 1,065 1 , 1 2 2 1 , 0 2 0 1 , 0 2 0 1,385 1,063 H/A

Proc. F 590 636 600 600 717 625 H/A

Proc. G 255 268 240 260 322 250 H/A



RESPONSE TO AUDIT 

REIMBURSEMENT RATES

Although the comparison shows that both Trad tend and Preferred C era have negotiated 
good reimbursement ram  tor physicians, analysia show* that tha reimbursement rata for he 
Prstarrad Cara's global fa« indudee many dtagnostic fees that are nocmaiy biled as separate 
procadurae to other carrier*.

An important consideration la the fadhy charge*; in conjunction with surgical procedures. 
Preferred Care hae pro/Sedphymdmv end selected them based on qudRy Isauee and how wd 
they have utteed the system In the pest A recent analysis of many procedures showe that We 
system le working wetL For exampfr, when compering our Preferred providers with non- 
PraterTed providera for caesarean section, the average fad ty charge for our Preferred providers 
wee 1386 leea. (X r TradHtenal Care program reetricta he tengh of stay for In-paNnt 
hoapitaKzatfon for many high voiuma procedure*. For exampia, an unoompiicatad hyetirectomy 
is Imtted to three dayn for femefea lees then 50 years of age. it la not uncommon for our 
Prefened pbyddan* to Imtt the In-patient stay to two days. Total chargee for hysterectomies tor 
our Preferred provider* are over *im n i— * than non-Preferred providera.

PREMIUM INCREASES

Although the Pubic Employees Health Program compares favorably wth both private 
carriecr in Utah wd other Weatam states, here are other factor* that are important to recognize. 
In the past, he Pubic Dnpioyess Heefh Program hae made lump sun peymenta to he State 
general fund from surplus' generated; therefore, adjustments would be necessary for part 
premium increases. Refund at juetnenta would show lower part premium Increaeea.

At the present time, here ere 1,186 early r*t rees In he Tradffonel Care syM rtit 
Because they are hdudsd in the rlak pooi wth active employees, here la a subsidy trorn acflvi 
employees. This group's experlenoe has conthutsd to he rtzs of ha premium hcr taae being 
requested.

AOMNSTVtATIW C06TB

Although the Pubic Employees Hedh Program compares very favorably wth char eetf- 
insured carriers, and even more favorably wth Indemnity carriers, he year hat waa used for he 
comparison indudee many one tkns start up e^endturea.

These reeuSed when Sort Lake County, Salt Lake CJty and rtl Utah Local Governments 
Trust groups Joined the ayatem. Examples of one Ime expendthree hduded h he ooets 
presented ere a new computer system, office furniture, equipment and suppose ter 20 new 
employees*
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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 r k e r s  a t  a  l o s s  a s  e m p l o y e r s  c u t  b a c k  o n  b e n e f i t s

Rising Medical Costs
Riso in medical coals vs. consumer 
price indox in Anchorage

‘FifjISmonthi

Bi HAL BERNTON
Daily News reporter

L
ester Snow ties 
worked ns an Alaska 
disc Jockey for 19 
years, and one benefit he 
always counted on was 
health Insurance. That 

meant a lot to Snow be­
cause his wife, Jennifer, 
has a serious heart condi­
tion that rcqul. s medica­
tion and close monitoring.
Then last February, 

Snow got bnd news from 
his employer, Sourdough 
Broadcasters Inc. Owner 
Patty Harpel said she 
couldn't afford the 70 per­
cent price increase demand­
ed by the company's Insur­
er, and couldn't find a 
cheaper alternative. Group 
Insurance for the station's 
15 employees would be 
dropped.
Snow fell back on a 

Veterans Administration 
policy to cover his own 
ailments but he also needed 
a family policy for his wife 
and two teen-age children. 
He found Jennifer's heart 
condition drove the cost of 
that policy out of sight. 
"My family has nothing," 
Snow says. "If wo have a 
eatnslrnnliir nrridi'nl or ill*

AncAosije D.Uy Nc*vJ/n LavraM*
D(3C Jockey Lester Snow waa loft scrambling when his employor was forced to drop health benefits for employees.

"Y o u  lust Hnn’l cot pond f~ “ 1 nnooars to  h»» nn rt lent Trie

100 percent, according to 
brokers Walt Baldwin, Bill 
Purrington and Dave Strat­
ton.
Those role Increases 

have pushed the cost of 
many Alaska policies far 
above the national average. 
For on Alaska Railroad 
union woikcr and family, 
for cxnmplc, the total post 
of annual insurance is 
$5,8-15, more than double 
the notional average.
In years past, employers 

tried to dodge rale in 
creases by changing to an­
other insurer. But this 
year, the market's tight­
ened and finding another 
Insurer Is much harder to 
do, says Baldwin.
Employee exams often 

are required before new in­
surers agree to write Hie 
policies, and if they don't 
like what they find, linn 
they back away nr refuse 
to Insure already existing 
conditions.
The cost of individual 

policies — a fall-back for 
those whose employers 
don't offer insurance — al­
so Is soaring. Blue Cross of 
Washington and Alaska, a 
r njor slate Insurer, is seek­
ing nn average 70 pereenl



m—  line jocney lor 19 
years, and one benefit he 
always counted on was 
health Insurance. That 
meant a lot to Snow be­
cause his wife, Jennifer, 
has a serious heart condi­
tion that requires medica­
tion and close monitoring.
Then last February, 

Snow got bad news from 
his employer, Sourdough 
Broadcasters Inc. Owner 
Pntty Hnrpcl said she 
couldn't afford the 70 per­
cent price Increase demand­
ed by the company's insur­
er, and couldn't find a 
cheaper alternative. Group 
insurance for the station's 
15 employees would be 
dropped.
Snow fell back on a 

Veterans Administration 
policy to cover his own 
ailments but he also needed 
a family policy for his wife 
ai.d two teen-age children. 
He found Jennifer's heart 
condition drove the cost of 
that policy out of sight. 
“My family has nothing," 
Snow says. "If we have a 
catastrophic accident or Ill­
ness. I will be up against a 
wall."
Stow is experiencing the 

harsh edge of a new Alaska 
business trend —  the slash­
ing of employee health-care 
benefits.
Throughout the state — 

and particularly In Anchor­
age — employers already 
reeling from several years 
of recession are being 
shell-shocked by huge an­
nual increases in the cost of 
hcalth-care benefits.
They're responding by 

cutting back on these bene­
fits and forcing employees 
to share more of the costs, 
and in some cases dropping 
such coverage altogether. 
And they’re Joining a de­
bate already In progress 
among Insurers, those who 
offer medical services and 
state officials about why 
rotes are skyrocketing and 
Just what can be dene to 
control them.
Often hit hardest by in­

creases are small employ­
ers already operating on 
thin profit margins.

"A/ichof»se Duty NmnWm lavrakas
Disc Jockey Lester Snow was left scrambling when his employer was forced to drop health benefits for employees.
"You just don't get good 

rates If you have anyone 
with medical problems," 
says Harpel, the station 
manager. "And you never 
know how long you will be 
able to keep a policy before 
it's canceled and you're out 
cn the big wide ocean 
looking for another lifesav- 
er.”
A state survey estimated 

that 40,000 working Alas­
kans and their dependents 
lack any type of health 
Insurar.te — either from 
private or public sources.
The state's shrinking 

health-care coverage repre­
sents a sharp reversal from 
the boom years of the early 
'80s, when Alaska employ­
ers — both public and pri­
vate — developed some of 
the nation's best health 
benefits to help recruit 
workers' from the Lower 
48. Many policies were 
what Insurance agents call 
"cadlllacs," featuring mini­
mal out-of-lhe pocket ex­
penses for employees.
But many of the "Cadil­

lacs" nre turning into hum­

G rowth in  S late Insurance B ill
Alaska slats omployne hsallh plan

ble Fords and Chevys, or 
worse, as employers strug­
gle to cope with the rising 
Insurance costs. That has 
made health insurance a 
major Issue in state, munic­
ipal and private sector 
union negotiations, and in 
Juneau, where politicians 
already have drafted bills 
to create a new state health 
Insurance corporation.
"It’s a serious problem, 

and one that we're going to 
fnce for the rest of our

A ach y iji C >  Ntrns chdrtj.Ron E^jitro^

lives," says Bill Quinn, a 
union leader who serves on 
an Alaska Railroad Corp. 
health Insurance commit­
tee. "Those of us lu the 
baby boom may not be 
faced with what kind of 
health Insurance we want 
when we retire, but wheth­
er we'll be able to afford 
It."
The Alaska hcalth-care 

Inflation parallels a nation­
wide surge in benefit costs, 
but premium Inflation here

appears to be- particularly 
acute.
Three nationwide 

surveys reported by Busi­
ness Insurance, The Wall 
Street Journal and Health 
Week -rlted average 1989 
Increases of 11 to 25 percent 
for group health plans.
In Alaska, a few compa­

nies contacted by the Daily 
News report they've man­
aged to hold the line on 
health costs. Alaska Com­
mercial Co., for example, 
an Anchorage-based mer­
chandising chain employ­
ing 450 people, this year 
reports no increase in its 
policy premium.
"We manage the benefits 

very carefully," says Sam 
Salkln, Alaska Commer­
cial's president. "We have 
(medical) authorization pro­
cedures, second opinions."
But Alaska Commercial 

Is the exception, not the 
norm.
Three major Alaska in­

surance brokers indicated 
overage 1989 increases of 30 
to 60 percent arc the norm.
And some Increases top

Those rat* Increases 
have pushed the cost of 
many Alaska policies far 
above the national overage. 
For an Alaska Railroad 
union worker and family, 
for example, the total cost 
of annual Insurance is 
$5,845, more than double 
the national average.
In years past, employers 

tried to dodge rate in­
creases by changing to an 
other Insurer But this 
year, the market's tight­
ened and finding another 
insurer is much harder to 
do, says Baldwin.
Employee cxains often 

arc required before new in­
surers agree to write the 
policies, and if they don't 
like what they find, tln-n 
they back away or refuse 
to insure alieadv existing 
conditions.
The cost of individual 

policies — a fall-back for 
those whose employers 
don't offer insurance — al­
so Is soaring. Blue Cross of 
Washington and Alaska, a 
major state insurer, is seek­
ing an average 70 percent 
jump in the cost of individ­
ual insurance policies.
"The point is not just 

that it's expensive, but 
whether it will even be 
available," said Paul Roll­
er, director of the state 
Division of Insurance. 
"People just cannot affoid 
those rates."

The debate over Alaska's 
rising health costs is often 
dominated by discord.
Doctors say their Alaska 

costs are high, because 
overhead is much higher, 
and they point the finger at 
insurance companies.
"I think a lot of the 

problems, from the physi­
cian's perspective, arc gen­
erated by the insurance 
companies," says Richard 
Neubauer, an Anchorage 
internist. "They set up a 
lot of obstacles for prompt 
payment of bills, and maxi­
mize the amount of paper­
work.

Pleaso sob Pago B-3. HEALTH

Harvard MBAs take ethics to heart
By PAUL WILKES
The New York Times
ISJ OSTON - At the Harvard 

Business School earlier this 
year, a group of students gath-

"I have to agree. This is a business 
decision, pure and simple. We're paid 
to make the most profit possible. 
When yeu start getting into sociology 
and ali that, you lose sight of what 
Job you’re supposed to do."

O f f i c e  s p a c e  m a r k i  

c l o s e s  i n  o n  r e c o v

The latest office spare 
market study documents the
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"They set up quality in ­
surance programs, review 
types o l things, and call lo r 
justification."

Broker Purrlngton ac­
cuses Blue Cross, a major — 
and non-profit — Alasca in­
surer. of predatory pricing 
— cutting rates when major 
competition shows up. then 
Jacking them up once that 
competition's gone. In 1985, 
for example, Blue Cross cut 
many of its group rates to 
help fend o ff an unsuccessful 
attempt by Humana Care 
Plus to grab a pice of the 
Alaska market.

Stephen Clark, executive 
vice president o f Blue Cross, 
says the problem doesn't lie 
w ith the Insurance compa­
nies. He says Alaska doctors 
and hospitals charge much 
more than In the Lower 48, 
and their company just pas­
ses through the ever-inflat­
ing costs. Alaska laboratory 
tests, for example, averaged 
92 percent higher in Alaska 
than Washington, according 
to Blue Cross data.

' I f  we are to contain the 
excessive costs of health care 
in Alaska, we've got to work 
In unison w ith  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 its special 
status as a non-profit medi­
cal service 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 561 m illion  in claims 
and administrative costs and 
taking in the same amount 
in premiums.

Aetna Life tt Casualty, in 
a report to a state task force, 
indicated that since 1985, the 
insurance plan covering 
sa le  employees lost more 
than 510 m illion.

State insurance division 
officials cite several major 
national trends foicing up 
the cost of Alaska health 
insurance. They include:

•The use of ever-more- 
costly technology to exam­
ine, treat and prolong the 
life of patients, including 
victims of AIDS and other 
terminally 111 patients.

"O u r soc ie ty  hasn't 
reached the point yet where 
we say we can't alford to 
absorb the cost of a heart 
transplant for a 60-year-old 
guy who's been smoxing six 
packs of cigarettes all his 
life ," says Warren Dvorak, 
benefits manager for the An­
chorage School District.

• Increased salaries to 
help hospitals and other in ­
stitutions deal w ith  an ever 
more severe shortage of 
nurses and other medical 
personne'.

•Cost sh ifting. As the 
federal government cuts

M o s t  A m e r ic a n s  h a v e  
h e a l t h  in s u r a n c e
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back on Medicare and other 
medical payments, hospitals 
are trying to compensate by 
raising rates fo r patients 
w ith private insurance.

• Recent federal laws re­
quiring employers to extend 
temporary health benefits to 
former employees and fu ll 
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 o f the Governor's In ­
terim Commission on Health 
Care:

• Huge Increases in the 
cost of Alaska malpractice 
Insurance — both for doctors 
and hospitals — have been 
passed on to health care con­
sumers. And the threat of 
damage suits has prompted 
more defensive medicine. 
Doctors order additional, at 
times unnecessary, tests and 
exams to help protect them 
from patients who might la t­
er decide to sue.

• W ith the past three 
years, a major increase in 
the use o f an ever-expanding 
array o f Alaska health care 
services. Last year, for ex­
ample, Charter North Medi­
cal Corp. opened an expen­
sive new fa c il ity  fo r 
in patient treatment of dis­
turbed ch ild re n . That 
prompted a more than dou­
bling o f admissions from 
state employees and Iheir 
families. And hospital char­
ges to the stale's insurance 
program  soared from  
5320.446 In fiscal year 1987 
to 51.2 m illion in fiscal year 
1988.

The Increased use. indus­
try  officials say. also results 
from skittish workers who 
— in a down economy — fear 
for )ob sccunty, and want to 
make sure any health prob­
lems are dealt w ith  while 
they s till 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 
unreimbursvd medical ser­
vices jumped from 57 mil-

You just don't get good rates if you 
have anyone with medical problems. 
And you never know how long you will 
be able to keep a policy before it's 
canceled.) — Patty Harpel

CD R A T E S ' F O R T H E  
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lion to 517 m illion. During 
that same time period, Hu­
mana's jumped from S5 m il­
lion to 512 m illion, the hos­
pitals say.

That tends to drive up the 
cost of services for those 
who can afford to pay, state 
officials sa>.

In the Lower 48. the strug­
gle to gain control of health 
care costs — and often in­
tense competition for patient 
dollars — has triggered a 
revolution in health care de­
livery. In many major urban 
areas, employers 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 of 
business.

In the health-care indus­
try , such programs arc 
known as "managed care," 
and many view them as the 
wave of the future.

"A n  Increasingly high 
percentage of people who 
are Insured receive some 
sort of managed care," says 
Doug Hastings, a Washing­
ton, D.C., attorney specializ­
ing in hospital and health 
care Issues. "And most ex­
perts predict that growth 
w ill continue."

But in Alaska, such pro­
grams arc in their infancy. 
That's due, in part, to the 
slate's isolation and sparse 
population, which make it 
d ifficu lt to organize large- 
volume health care pro­
grams profitably.

Another obstacle to their 
development is the state's 
doctors, many of whom view 
such programs w ith distrust 
and outright hostility. "I'm  
extremely happy that those 
things have not come here,"

said N’eubauer. the in te r­
n is t- . .  Maybe the cost of 
insurance w ill go do.vn. hut 
so w ill the quality of care 
and I'm  not sure It's  worth 
It."

Neubaucr said the man­
aged care systems tend to 
screen out those who are 
really sick, since they may 
need lots of expensive treat­
ment that w ill cut away the 
profits from a prepaid 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 — w ill erode the 
profit from a pro-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 jo in  In new 
managed care program with 
Aetna, and found "no real 
Interest."

Blue Cross says it  w ill 
attempt to impose health­
care management on physi­
cians by drafting new dis­
count policies that only re­
imburse patients fo r the 
average cost of a physician's 
service. The average broken 
arm, fo r example, costs 567 
to set in Alaska, but some 
doctors charge 5150.

I f  a doctor's cost is way 
over the average — and 
there ore no srecial compli­
cations to justify that, then 
the new policy would prod 
the patient to a ch'moer doc­
tor, said Clark, ihe Blue 
Cross vice president.

Aetna and Blue Cross 
have had more success deal­
ing w ith  hospitals. - 1 >

Aetna has convinced Hu­
mana to offer a 30 percent 
discount in services, accord­
ing to Simons, in return for 
helping f i l l  the hospital's 
beds w ith  a steady stream of 
its 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 oih-

er large employers.
The employers who pur­

chase such discounted ser­
vices use an economic ham­
mer to Insu re  th e ir  
employees go to the right 
hospital. Employees pay a 
low deductible I f  they attend 
the preferred hospital, a 
much higher deductible i f  
they attend tbc competition.

Such plans were firs t in ­
troduced to Anchorage in the 
mid '80s, and as rates rise, 
their appeal grows, both to 
employers and employees.

The Alaska Railroad, for 
example, a lte r months o f 
tough bargaining reached a 
1987 union agreement that 
Included a three-year freete 
on employer payments to­
ward health benefits. A t the 
time, it  looked like  a good 
settlement because those 
payments covered a ll the 
costs of a gilt-edged medical 
plan jo in tly  Insured through 
the railroad and Aetna

But last year, Aetna hit 
the railroad w ith  a 40 per­
cent rate 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 jo in a "preferred 
ho sp ita l" plan w ith  Hu­
mana.

Under that plan, employ­
ees who chose Provlder.ce 
would have to pocket 40 
percent — rather than the 
standard 20 percent — of 
in itia l hospital costs.

Other cost management 
efforts included Insurance 
company approval of non- 
emergency surgery and a f i ­
nancial penalty fo r not ob­
taining a second opinion on 
prospective surgery

Non-union ra ilroad  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 
w ith the preferred option.

Even w ith  the preferred 
plan, the new insurance 
doesn't come cheap. A fami­
ly  po licy w i l l  cost each 
union member 52,049 c i t  of 
pocket.

Quinn, tne union leader, 
sold he's talked w ith  the 
rank and file About cutting 
benefits to try  to bnng that 
expense down farther. But 
for the moment, his mem­
bers say no. "The employers 
s t i l l  want the plan they 
have. They aren't w illing  "o 
downscale it  — yet."
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N e w  Y e a r 's  Q e a m n c
Christmas sales have dropped off a n d  our year-end 

inventories are far too high! To reduce our stock w e ’v 
drastically cut prices o n  all popular computer systems. 

All units must go, but prices are limited to stock on hand, 
save n o w  during the largest inventory clearance in ourjiis.
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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  254 b y  S e n a t o r  D u n c a n

Purpose:

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  all 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  (in c l u d i n g  
a c t i v e / r e t i r e e s  o f  State, M u n i c i p a l  a n d  E d u c a t i o n ) , in o r d e r  to 
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  costs.

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  of 
h e a l t h  i n s u r a n c e  p r o v i d e r s  for 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  cost. 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  in 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  of 
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  plans.

P h a s e  II
S t a r t  to  p o o l  p u r c h a s i n g  of  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 .

Po o l  all 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 .

Phase I I I
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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 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

T h e  B o a r d  w o u l d  b e  c o m p o s e d  o f  1 7  m e m b e r s  r e p r e s e n t i n g  t h e  

f o l l o w i n g :

2 m e m b e r s  f r o m  t h e  L e g i s l a t i v e  B r a n c h ?

2 m e m b e r s  f r o m  t h e  E x e c u t i v e  B r a n c h ;

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

2 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 ?

2 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 ;

2 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 ?

2 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 ;

2 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 ;  a n d

1 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 . ,
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Employers and community leaders In the Milwaukee, WIs. .irea Joined 
forces In late 1985 and established the Greater Milwaukee Health Care 
Purchasing Plan to curtail the rise of health care co3 ts. At the Midwest 
Business Group on Health Eighth Annual Conference In late February 
1988, Richard Salzettl, corporate benefits supervisor of the Miller 
Brewing Company, described how the plan works. Thl3 research report 
summarizes Mr. Salzettl’s presentation.

S n 1985, a Blue Cross/Blue Shield user group 
and other employers, a total of 34 employers, 
formed the Milwaukee Chapter of the Mid­
west Business Group on Health. Richard 

Salzetti, corporate benefits supervisor of the M iller 
Brewing Company, described the group’s purchasing 
plan at the Midwest Business Group on Health 1988 
Conference. Their goal was to represent the business 
community in purchasing health care, act as a major pur­
chaser of health care services, and improv ? the cost 
effectiveness of high quality health care.

A t the same time as the Milwaukee Chapter was 
developir j  local purchasing plan specifications, M il­
waukee area community leaders created a health care 
task force. The groups shared goals: methods to curtail 
rising medical plan costs. So they joined forces in the 
Greater Milwaukee Health Care Purchasing Plan and 
developed its own preferred provider organization, 
Health Care Network of Greater Milwaukee.

The Milwaukee Purchasing Plan enlisted a health 
care purchasing consultant, Community Care Network, 
Inc. (CCN) of San Diego. A  model purchasing plan, the 
group determined, should include price and quality con­
trol principles and change the health care marketplace. 
Under such a plan, employers and employees become 
"buyers" of health care.

M r. Salzetti explained some of the major features of 
the Purchasing Plan and the Health Care Network:

• A  board of directors composed of employee benefit 
managers from major local employers.

• Its own purchasing agent to manage the v ly-to-day 
operation and contract with providers (CCN).

• Identification of the good quality providers and the 
poor quality providers. The Milwaukee Purchasing 
Plan used information from Medicare Title 19, other 
govemme it sources, and employers. In addition, the

Plan’s Physician Advisory Committee gives some 
advice on what to look for and practice patterns. The 
Plan received 600 physicians’ applicah'ons, and 55 were 
eliminated.

• A  network of 13 local hospitals and, effective 
March 1,1988,450 physicians, including primary care 
physician:;.

• A  Physician Advisory Committee (FA C ), which 
aids the Board in physician evaluation and selection, 
through established criteria.

• Quality assessment components developed by the 
purchasing agent and the PAC.

• Predetermined payments for services. Participating 
providers agree to accept the scheduled fees offered by 
the plan. Per d iem rates are negotiated with the hospi­
tals, and physician rates are based on the California 
Relative Value Scale adjusted for Milwaukee area rates.

• Each employer maintains its civn medical plan, 
whether comprehensive or basic and major medical.

Claims generally are submitted first to the 
employer’s claim administrator for verification of eligi­
bility. The administrator then forwardls Network claims 
to the Health Care Network for pricing and return to the 
administrator for payment.

• Employees and dependents are encouraged, 
through incentives, to use selected providers.

• Each hospital in the Network is responsible for its 
own preadmission review. A ll participating providers 
assume the financial risk for unnecessary care.

Utilization review is a basic element of the program 
and includes preadmission review, concurrent hospital 
review, second opinion, discharge planning, and indi­
vidual case management. There are reviews at the 
provider and plan levels. Providers" performance is 
measured using non-acute profiles and other quantita­
tive criteria.

f p u l s -  r e s e n F e h = i y | i n i f ; r s ! nn employee htneliLs
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Greater Milwaukee Health Care Purchasing Plan: 
Employer, Community Coalition Contains Costs

C

Data Collection
The next step for the program is data collection and 

management To this end, the Purchasing Plan plans to 
hire a database manager to develop a database, includ­
ing specific inpatient/outpatient hospital and physician 
data. Once the data is in place, Mr. Salzetti observed, the 
local data may be compared to national and specific 
illness standards. In addition, the physician data may 
help measure the quality c f  care and monitor use.

The source of data w ill be providers' bills that are 
sent to a central data collection pool.

Employees are primarily concerned that the purchas­
ing plan maintain the existing level of benefits, provide 
high level of financial protection, and offer an advisor 
hotline.

Employers, on the other hand, are concerned with 
encouraging employees to use the purchasing plan 
providers either through rewards with higher benefits or 
"punishment" with lower benefits. Communications 
are important in this process, perhaps through use of 
identification cards and explanation of benefits state­
ments.

Other employer concerns are whether the adminis­
trative costs of the program (the insurer and third party 
administrator) are cost-effective, whether to continue 
using the present administrator, and negotiations and 
discussions with union representatives.

Future Holds Expansion
The Purchasing Plan aims to expand its contracted 

provider network to include dental, vision, and chiro­
practic care; prescription drugs; nursing services; and 
medical supplies.

Other goals are to identify the best providers, in­
crease the number of plan participants, and use cost and 
quality data to ease cost negotiations.

Thus far, the Purchasing Plan has contracts with 13 
employers, all self-insured, covering 30,000 employ­
ees. Negotiations are proceeding with an insurer to 
include in the network its entire book of business in the 
Milwaukee area.

Save $2 Million First Year
The Purchasing Plan’s cost savings ratio overall is 1 

to 3.8 and it is expected to save more than $2 million the 
firstyear, Mr. Salzetti said. Otherpositive outcomes are 
that it allows the "buyer" to obtain more control in 
health services, and that the continuous review of pro­
viders w ill improve quality, monitor charging patterns, 
arid allow development of data for evaluations.

How much did it cost to put the program together? 
Initially, 12 Milwaukee Purchasing Plan employers 
contributed $10,000 each, Mr. Salzetti said. Currently, 
each member employer contributes annually $1.50 per 
employee and a percent of the savings realized.

s



D ir e c t  C o n tr a c tin g  W ith  H o s p ita ls :  

A lte r n a t iv e  P a y m e n t A r r a n g e m e n ts

bv Douglas G. Cave

L a rg e  s e lf- in s u re d  em p lo y e rs  a re  r e ­
a liz in g  th e  a d van ta g e s  o f  d ire c t c o n ­
tra c t in g  w ith  h o sp ita ls  o n  a  p e r  d iem  
o r  p e r  case  basis , a n d  th e re fo re  a re  
m ov in g  aw ay  fr o m  p e r  se rv ic e  f in a n ­
c ia l a rra n g em en ts . T h e  p e r  d ie m  sys­
tem  o f  re im b u rs em e n t pays th e  h o s ­
p i ta l a  p re d e te rm in e d  am o u n t f o r  
e ach  d a y  a  p a t ie n t is in  the  h o sp ita l,

C
w h ile  the  p e r  c a s e  sys tem  p ays  a  p re -  

ite rm in e d  a m o u n t  f o r  each  p a t ie n t 
a d m itte d . E m p lo y e rs  can rise th e ir  
p o w e r  o f  n u m b e rs  t o  o b ta in  fa v o r ­
a b le  d a y - a n d  c a se -b a sed  ra te s  in ex ­
ch an g e  fo r  g iv in g  em p lo y e e s  a n  e c o ­
n om ic  in cen tiv e  to  u se  c o n tra c te d  
h o sp ita ls .

In  th e  p a s t , s om e  e m p lo y e rs  a n d  
th ird  p a r ty  in s u re rs  t r ie d  t o  c o n t ro l 
h o s p it a l c o s ts  b y  n e g o t ia t in g  d is ­
c ou n ts  o n  b i l le d  ch a rg e s . H ow e v e r , 
d iscou n ts  a re  n o t  m uch  b e t te r  th an  
s t ra ig h t  c h a rg e  a r r a n g e m e n ts  b e ­
cause  p ro v id e rs  have  a  s tro n g  in c e n ­
tive to  in c re a s e  the v o lu m e  o f  s e r ­
v ic e s  t o  c o m p e n s a t e  f o r  th e  
d iscou n ts . In  o th e r  w o rd s , h o sp ita ls  
a re  r e w a rd e d  f o r  p ro v id in g  m o re  
un its  o f  se rv ic e  as lo n g  as th e  m a r­
g in a l re v e n u e  o f  the last u n it  p r o ­
v id ed  exceed s  the  m a rg in a l c o s t o f  
p ro v id in g  th a t un it . S o m e  h o sp ita ls  
m ay a ls o  o f fs e t  the d is c o u n ts  by  in ­
c re a s in g  th e ir  in it ia l se rv ice  ch a rg e s . 

To rem ove  m an y  o f  the p e rv e rs e  
fe c ts  o f  d is c o u n t e d  c h a rg e  a r ­

ra n g e m e n t s . e m p lo y e r s  a r c  n ow  
tu rn in g  to  a lte rn a t iv e  h o sp ita l pay< 
m en t system s —  p e r d iem  a n d  p e r

case . T h e s e  system s t r a n s fe r  m o re  
fin a n c ia l r is k  to  the  h o sp ita l f o r  the  
se rv ice s th ey  d e liv e r . H o s p ita ls  a re  
u s u a lly  m o re  w illin g  to  n e g o t ia te  p e r  
d iem  c on tra c ts  becau se  th e y  c a n  n e ­
g a te  s om e  o f  th e  fin a n c ia l r is k  t ra n s ­
fe r r e d  t o  th em  s im p ly  b y  k e e p in g  
p a t ie n ts  in th e  h o sp ita l lo n g e r .

P ro v id e rs  h ave  an  in cen tiv e  t o  in ­
c re a s e  th e  le n g th  o f  s tay  b e cau se  th e  
f i r s t  d a y s  o f  p a t ie n t  c a re  a re - th e  
m o s t  re so u rc e - in te n s iv e  a n d  c o s t ly . 
T h e  f in a l days o f  c a re  a re  re la t iv e ly  
in e xp en s iv e , so  p ro f i t  ( t o t a l re v e n u e  
m in u s  to ta l c o s t ) f r o m  a  p a t ie n t  m ay  
s ig n if ic a n t ly  in c re a se  as le n g th  o f  
s ta y  in c re a se s  (u p  to  a  p o in t ) .

T h is  c o n c lu s io n  is s u p p o r te d  by 
e v id en ce  f r o m  p a s t s ta te  r a te  se tt in g  
p ro g ram s  b ased  o n  p e r  d iem  r e im ­
b u rs e m e n ts  (N e w  Y o r k  a n d  N e w  
J e rs e y ) . In  b o th  system s, h o sp ita ls  
s ig n if ic a n t ly  in c re a s e d  th e i r  o c c u ­
p a n c y  ra te s  by  in c reas ing  th e  a v e r ­
age le ng th  o f  s tay  (A L O S ) ,  r a t h e r  
th a n  by  in c re a s in g  th e  a d m is s io n  
r a t e . [ l )  T h e  s ta te s  im p le m e n t e d  
v o lu m e - re la te d  p en a lt ie s  to  a d d re s s  
th e  le n g th -o f-s ta y  changes ; th a t is. 
h o s p ita ls  d id  n o t re c e iv e  th e  fu l ly  
a p p ro v e d  p e r  d iem  ra te s  f o r  d a ys  
p ro v id e d  in excess o f  a b u d g e te d  
v o lu m e . E v en  s tro n g  fin a n c ia l p e n ­
a lt ie s , h ow eve r, w e re  n o t v e ry  e f fe c ­
tive in  o ffs e t t in g  the p e rv e rs e  in c e n ­
tives to  in c re a se  d ay  v o lu m e . T h is  
suggests th a t h o sp ita ls  g a in e d  m o re  
by  in c re a s in g  A L O S  th an  th e y  lo s t 
f r o m  v o lu m e -re la te d  p e n a lt ie s .

T o  c o rre c t th is d e fic ien cy  o f  p e r  
d ie m  r e im b u r s e m e n t , e m p lo y e r s  
s h o u ld  try  to  n eg o tia te  a  case -based  
p a ym en t system  (a lth o u g h , as w ill 
b e  d iscussed , th is system  has som e  
o f  its ow n  p e rv e rse  in cen tiv e s ). B e ­
cau se  m os t h o sp ita ls  a re  w illin g  to  
n eg o tia te  o n  a  p e r  d iem  basis, e s tab ­
lish in g  a  day -b ased  p a ym en t system  
m ay  be  a  necessa ry  firs t s tep  to  a r ­
ran g in g  a  p e r  case  re im bu rsem en t 
system .

Negotiating Per Diem Rates
T h e  h o sp ita l a n d  e m p lo y e r n e ed  

to  d e v e lo p  p e r  d iem  va lu e s  b e fo re  
n e g o tia t io n s  c an  ta k e  p la c e . B o th  
m u s t d ec id e  w h e th e r  n e g o tia t io n s  
w i l l b e  b ased  o n  o n e  a ll- in c lu s iv e  
p e r  d iem  ra te  o r  o n  m an y  b ro a d  
b a sed  p e r  d iem  ra te s  (su ch  as m ed i­
c a l ,  s u r g ic a l ,  m a t e r n i t y ,  m e n t a l 
h e a l t h ,  a n d  a l c o h o l  a n d  d r u g  
a b u se ).

A n  a ll- in c lu s iv e  p e r  d iem  r a t e  
m ay  n o t b en e fit  e ith e r  the  e m p lo y e r  
o r  h o sp ita l b e cau se  b o th  th e  case  
m ix  a n d  seve rity  o f  illn ess le v e l o f  
e m p lo y e e  a n d  d e p e n d e n t  a d m is ­
s io n s  m ay  change  o v e r  tim e , s ig n ifi­
c a n t ly  chang ing  th e  ag reed  p e r  d iem  
ra te . C a s e  m ix  re fe rs  to  a c la s s ific a ­
t io n  system  th a t c a teg o rize s  p a tie n ts  
a c c o rd in g  to  t h e i r  in p a t i e n t  r e ­
s o u rc e  re q u irem en ts . F o r  e x am p le , 
o n e  case m ix system  p laces p a tie n ts  
in to  h igh in ten s ity  se rv ice  c a teg o rie s  
a n d  low  in tensity  c a teg o rie s . S e v e r ity
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c
o f  i l ln e s s , o n  the  o th e r  h a n d , re fe rs  
to  th e  p ro b a b ili ty  o f  d e a th  o r  lo ss  o f  
fu n c t io n  o v e r  th e  n a tu ra l h is to ry  o f  
a  d isea se . T h u s , m ea su re s  o f  s e v e r­
ity  o f  il ln e s s  d e fin e  a  d isea se -sp ec ific  
c lin ic a l c o n d it io n  a t o n e  p o in t  in  
t im e . F o r  e ach  case m ix  c a te g o ry , 
p a t ie n ts  w ill h ave  a  som ew h a t d i f ­
fe re n t  sev e rity  o f  illn e ss .

T h e  case  m ix  a n d  s e v e rity  o f  i l l ­
n ess o f  em p lo y e e s  se e k in g  c a re  f r o m  
a  p a r t ic u la r  h o sp ita l m ay  c h an g e  sig ­
n i fic a n t ly  a f t e r  th e  e m p lo y e r  in t r o ­
d u ce s  s tro n g  fin a n c ia l in cen tiv e s  fo r  
em p lo y e e s  to  use p ro v id e rs  u n d e r  
c o n t r a c t . A s  m o re  e m p lo y e e s  a re  
c h a n n e le d  to  c on tra c te d  h o sp ita ls , 
th e  a c tu a l h e a lth  r is k  le v e l o f  e m ­
p lo y e e s  se e k in g  c a re  fr o m  th e se  h o s ­
p i t a ls  m ay  c h a n g e . O n  th e  o t h e r  
h a n d , a n  a ll- in c lu s iv e  p e r  d iem  ra te  
g ives h o sp ita ls  the p e rv e rs e  in c en ­
tive  to  a d m it o n ly  p a tie n ts  w h o  a re  
le s s  s e r io u s ly  i l l  a n d  r e q u i r e  le s s  
r e s o u r c e - i n t e n s i v e  c a r e  ( i . e . ,  o f  
lo w e r  a v e rag e  case m ix ) . In  g e n e ra l, 
th e s e  p a t ie n ts  a re  in e x p e n s iv e  to  
t re a t , w h ich  a llow s  h o sp ita ls  to  in ­
c re a s e  p ro fi ts  f o r  e ach  d a y  o f  c a re  
p ro v id e d .

I f  c ase  m ix  o r  sev e rity  o f  i l ln e s s  
le v e l d ra m a t ic a l ly  flu c tu a te s , e sp e ­
c ia lly  d u r in g  th e  firs t y e a r  o f  c o n ­
t ra c t n e g o t ia t io n , b ro a d  b a sed  p e r  
d ie m  ra te s  s h o u ld  h e lp  m in im iz e  
la rg e  lo sses  o r  ga ins in c u rre d  by  th e  
h o s p ita l o r  e m p lo y e r . F o r  in s tan ce . 
T a b le  I  sh ow s th a t th e  a ll- in c lu s iv e  
p e r  d iem  ra te  f o r  E m p lo y e r  A  us ing  
H o s p it a l X  is $ 9 6 5 . T h is  is b a sed  o n  
a  d a y  m ix  o f  4 7 .S %  m ed ic a l p a t ie n ts  
( 5 0 1  d a y s /1 ,0 4 8  d a y s ) a n d  1 5 .5 %

Y " '  ' f V • •4T- • • •• U7-viV\-*, J 
• •

T ab le  I  
4 §

E m p lo y e r  A ’s  C a lc u la te d  19 8 8  P e r  D iem  R a te s  fo r  H o sp ita l X

In p a t ie n t  T o ta l P a id  C h a rg e / 
C a se  M ix  C la s se s  * D ay s  C h a re e s  D nv

M ed ic a l 50 1 S 3 8 2 .5 6 9 $ 7 6 4
S u rg ic a l 162 3 2 1 .2 6 4 1 .983

C a rd io v a s c u la r ' 7 4 4 .7 1 6 6 .3S 8
O th e r  su rg e ry 155 2 7 6 ,5 4 8 1 .784

G e n e ra l m a te rn ity 138 18 3 .6 92 1,331
N o rm a l d e liv e ry 4 7 7 8 .6 4 6 1 .673
O th e r  o b s te tr ic 91 * 1 0 5 ,0 46 1 ,154

M e n ta l h e a lth 81 4 6 .1 4 6 5 7 0
A lc o h o l a n d  d ru g 166 77 .9 8 4 4 7 0

T o ta ls 1 ,0 4 8 $ 1 ,0 1 1 ,6 5 5 S 9 6 5

s u rg ic a l p a t ie n t s  ( 1 6 2  d a y s /1 ,0 4 8  
d a y s ) . L e t ’s a ssum e  th a t, a f t e r  n e g o ­
t ia t io n s , th e  m ix  m oves  m o re  tow a rd  
m ed ic a l cases ( th a t  is, th o se  p a t ie n ts  
w h o  re q u ire  less in ten s ive  p e r  d ay  
r e s o u r c e ; ) .  T h e  a l l - in c lu s iv e  p e r  
d iem  v a lu e  o f  S 9 6 5  is n ow  an  o v e re s ­
t im a te . T h e r e f o r e ,  th e  e m p lo y e r  
m ay  lo se  m o n e y  o n  th is p e r  d iem  
c on tra c t —  a t le a s t d u r in g  th e  fi rs t  
y e a r . I f  E m p lo y e r  A  h a d  n e g o tia te d  
a  b ro a d  b a s e d  p e r  d iem  c o n t ra c t , 
th e  h o sp ita l w o u ld  h ave  less in c e n ­
tive to  c h an g e  its c u r re n t  d a y  m ix  
tow a rd  tre a t in g  m o re  m ed ic a l cases .

A lte rn a t iv e ly , a  n e g o tia te d  s to p ­
lo ss  a rra n g em en t m ay  h e lp  a lle v ia te  
la rg e  losses o r  g a in s b y  e ith e r  p a r ty  
—  a lth o u g h  m o s t s tu p - lo s s  a r ra n g e ­
m en ts  a re  n e g o tia te d  in  fa v o r  o f  th e

L
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h o s p ita l. U n d e r  a s to p - lo s s  p ro v i­
s io n , h o s p ita ls  a re  f in a n c ia l ly  re ­
sp o n s ib le  fo r  o n ly  a  c e rta in  am ou n t 
o f  b i l le d  p a tie n t cha rges ; s top -lo s s , 
t h e re fo r e , p ro te c ts  h o sp ita ls  f r o m  
v e r y  h ig h  co s t p a t ie n ts , w h o  a re  
c a lle d  o u t lie r s . F o r  e x am p le , a ssum e 
th e  b i lle d  ch a rg e s  fo r  a  p a t ie n t a re  
5 1 5 ,5 0 0 . T h e  a ll- in c lu s iv e  p e r  d iem  
ra te  w ith ou t a s to p - lo s s  p ro v is io n  is 
n e g o t ia t e d  a t S 9 6 5 . T h e  p a t ie n t  
s ta y ed  in  the h o sp ita l f o r  n in e  days. 
U n d e r  p e r  d iem  a rra n g em en ts  w ith - 
o u t  s to p - lo s s . the  em p lo y e r  ow e s  the 
h o s p ita l o n ly  $ 8 ,6 8 5  (5 9 6 5 /d a y  x  9 
d a y s ) .  T h e  e m p lo y e r  w o u ld  sa v e  
4 4 %  o f  b i lle d  ch a rg e s  (1  -  [$ 8 ,6 8 5 /  
$ 1 5 ,5 0 0 ] ) .

N ow  assum e a  3 1 0 ,0 0 0  s to p - lo s s  
th re s h o ld  is im p lem en te d . T h is  a f ­
fe c ts  the  n eg o tia te d  a ll- in c lu s iv e  p e r  
d iem  ra te  because  o u t lie rs  a re  e lim i­
n a te d  fr o m  the  p e r  d iem  c a lc u la ­
t io n . T h e  new  a ll- in c lu s iv e  p e r  d iem  
ra te  s h o u ld  be n e g o tia te d  a ro u n d  
S 9 1 5 . (T h is  is the  ave rage  p e r  d iem  
v a lu e  a lt e r  the h igh  cost o u t l ie r  p a ­
t i e n t s  a r e  e l im i n a t e d . )  W i t h  a 
$ 1 0 ,0 0 0  s top -lo s s  p ro v is io n , the  e m ­
p lo y e r  ow e s  th e  h o s p ita l $ 1 3 ,7 5 5  
( ( S 9 1 5 / d a v  x  9  d a v s | =  S S .2 3 5 : 
( $ 1 5 , 5 0 0  -  $ 1 0 , 0 0 0 ]  =  $ 5 , 5 0 0 ;  
($ 8 ,2 3 5  -b $ 5 ,5 0 0 ] =  $ 1 3 ,7 3 5 ) . T h e  
e m p lo y e r  w ou ld  save o n ly  1 1 .4 %  o f  
b i l l e d  c h a r c e s  (1  -  [ $ 1 3 , 7 3 5 ;  
$ 1 5 ,5 0 0 ] ) .
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T ab le  H

E m p lo y e r  A ’s C a lc u la te d  1 9 8 8  P e r  C a se  R a te s  f o r  H o sp ita l X

T h e  e m p lo y e r  m a y  t r a n s fe r  m o re  
r is k  to  the h o sp ita l b y  n eg o tia t in g  
b ro a d  based p e r  d iem  ra te s  w ith  a 
m uch  h ig h e r s to p - lo s s  le v e l. W e  w ill

(
!u m  to  the issue  o f  s to p - lo s s  p ro v i- 
j .o n s  la te r .
H o sp ita l X  s h o u ld  c a lc u la te  E m ­

p lo y e r  A's b r e a d  b a s e d  p e r  d iem  
ra te s  based  o n : < \ ; th e  e x p e r ie n c e  o f  
a ll p a tien ts  a d , It te d  to  its fa c ility ; 
a n a  ( 2 )  the e x p e r ie n c e  o f  th e  E m ­
p lo y e r  A  em p lo y e e s  a d m it te d  o v e r  
the  p a s t s e v e ra l y e a rs . R a te s  b ased  
o n  th e  e xp e r ie n c e  o f  a l l  p a t ie n ts  w ill 
g ive  th e  h o sp ita l th e  m os t s ta tis ti­
c a lly  v a lid  p e r  d iem  v a lu e s . T h e  h o s ­
p ita l s h o u ld , h ow e v e r , a ls o  h ave  a 
g o o d  id e a  o f  E m p lo y e r  A ’s in p a t ie n t 
costs p e r  d iem ; th e se  ra te s  c a n  be 
c a lc u la te d  i f  th e  h o s p it a l ’s c la im  sys­
tem  u ses an  id e n t i f i e r  th a t tracks  
e m p lo y e r  g ro u p . W e re  the e m p lo y ­
e r's  b ro a d  b a sed  p e r  d iem s  g re a te r  
th an , e q u a l to  o r  le ss  th an  H o s p ita l 
X ’ s o v e ra l l p e r  d iem  v a lu e s ?  T h is  
c om p a ris o n  g ive s th e  h o sp ita l som e  
b a se lin e  in fo rm a t io r j o n  the  sev e rity  
o f  i l ln e s s  and  c a se  m ix  o f  E m p lo y e r  
A ’ s em p lo y e e s . A ls  '• b y  c a p tu r in g

C
. e r a l  y e a rs  o f  e x p e r ie n c e  d a ta , 
o sp ita l X  c an  d e te rm in e  w h e th e r  

e m p lo y e e s  s e e k in g  c a r e  h a v e  in ­
c re a sed  o r  d e c re a s e d  th e ir  o v e ra l l 
s ev e rity  o f  i l ln e s s  a n d  case  m ix  c om ­
p o s it io n  o v e r t im e .

A f t e r  o b t a in in g  a n  e x p e r ie n c e  
c la im s  tap e . E m p lo y e r  A  a ls o  c a lc u ­
la te s  b ro a d  b a sed  h o sp ita l p e r  d iem  
ra te s  ( r e fe r  to  T ab le  I ) .  T h e  m ed ic a l 
p e r  d iem  is S 7 6 4 . su rg ic a l is S 1 .9 8 3 . 
g e n e ra l m a te rn ity  is 5 1 .3 3 1 , m e n ia l 
h e a lth  is S 5 70 . a n d  a lc o h o l a n d  d ru g  
a b u s e  is 5 4 7 0 .  S e v e r a l  o f  th e s e  
b ro a d  based  c a te g o r ie s  a re  d iv id ed  
in to  m o re  re f in e d  su b c a te g o r ie s . F o r  
e x am p le , s u rg e ry  is d iv id ed  in to  c a r ­
d io v a s c u la r  o p e ra t io n s  (S 6 ,3 8 8 /d a y ) 
a n d  o t h e r  s u r g i c a l  o p e r a t i o n s  
(5 1 .7 8 4 /d a y ) .

T h e  e m p lo y e r  c om p a re s  its c a lc u ­
la ted  b ro a d  b a sed  p e r  d iem  v a lu e s  
w ith  th o se  c a lc u la te d  by the  h o sp i­
ta l. T h e se  tw o ra te s  a re  e xp e c te d  to  
he som ew ha t d i f fe r e n t  b e cau se  the 

( lp lo v e r  and  h o s p it a l c a lc u la te d  
in e ir  v a lu e s  b a sed  o n  d i f fe r e n t  d a ta ­
bases. T h e re fo r e , th e  e m p lo y e r 's  n e ­
g o t ia te d  g ro u p - 'p e c i f ic  p e r  d iem s

In p a t ie n t
C a s e  M ix  C la s s e s  A d m is s io n s

M e d ic a l ’ 6 7
S u rg ic a l 31

C a rd io v a s c u la r 1
O th e r  su rg e ry 3 0

G e n e ra l m a te rn ity 4 2
N o rm a l d e liv e ry 2 2>■<«
O th e r  o b s te tr ic 2 0

M e n ia l h e a lt li 8

sh o u ld  f a l l  s om ew h e re  b e tw e en  th e  
h o sp ita l's  p e r  d ie rn  v a lu e s  a n d  its 
ow n  c a lc u la te d  v a lu e s .

Negotiating Per Case Rates
T h e  d a y -v o lu m e  re s p o n s e  c au sed  

by p e r  d iem  p a ym en t sys tem s can  be  
c o r re c te d  by  m ov in g  to  p e r  c ase  r e ­
im b u rs em en t . U n d e r  p e r  c a se  p a y ­
m en t , h o s p it a ls  a r e  r e im b u r s e d  a  
fix ed  p re d e te rm in e d  a m o u n t  b a sed  
o n  a  p a t i e n t ’ s r e s o u r c e  r e q u i r e ­
m en ts  —  an d  n o t o n  the  a c tu a l c osts 
o r  c h a rg e s  o f  re s o u rc e s  u sed  d u r in g  
d iagn os is  a n d  t re a tm e n t . T h is  g ives 
h o s p it a ls  a n  in c e n t iv e  to  r e d u c e  
bo th  le n g th  o f  s tay  a n d  th e  a m o u n t 
o f  a n c i lla ry  re s o u rc e s  u sed  to  t re a t 
each  case .

B e fo re  the  M e d ic a re  p ro sp e c t iv e  
p aym en t system  (P P S )  w as im p le ­
m en ted  o n  O c to b e r  1, 1 9 84 , A L O S  
o f  M e d ic a re  p a t ie n ts  w as d e c lin in g  
at a n  a n n u a l ra te  o f  a b o u t 2 % .  F o r  
e x a m p le , b e tw e e n  1981 a n d  1 9 8 2  
the  .A L O S  fo r  p r e -P P S  s ta te s  d e ­
c re a sed  fr o m  9 .7  days to  9 .5  days (a  
change  o f  2 . 1 % ) .  In  1984 , h ow e ve r , 
the A L O S  fo r  P P S  s ta te s  d e c lin e d  
9 .8 %  ( f r o m  9 .2  days to  8 .3  d a y s ) ; th e  
d e c lin e  c o n t in u e d  in 1 9 8 5 .(2 )

O th e r  e v id en ce  suggests th a t the  
P P S  a ls o  has h ad  an  e ffe c t  o n  the 
use o f  d ia g n o s t ic  a n d  th e ra p e u t ic  
tes ts  c o n d u c te d  in a h o s p it a l .  In

A L O S
T o ta l P a id  
C h a rg e s

C h a rg e /
C ase

75 S 3 8 2 .5 6 9 $ 5 ,7 1 0
5 .2 3 2 1 .2 6 4 10 .363
7 .0 4 4 .7 1 6 4 4 .7 1 6
5 .2 2 7 6 .5 4 8 9 .2 1 8
3 .3 18 3 .6 9 2 4 .3 7 4
2.1 7 8 .6 4 6 3575
4 .6 10 5 .0 46 5 .2 5 2

1 0 .1 4 6 .1 4 6 5 ,7 6 8

1984 , th e re  w e re  m a jo r  red u c t ion s  
in  ro u t in e  s e ro lo g y  a n a  b lo o d  c h em ­
is try  tests as w e ll as d e c lin e s  in  w e ll-  
e s t a b li s h e d  h o s p i t a l p r o c e d u r e s ,  
s u c h  a s  e le c t r o c a r d i o g r a m s  a n d  
t ra n s u re th ra l c y s to sc o p y .[3 ] T h e s e  
fac ts  s u p p o r t  th e  h ypo th es is  tha t p e r  
case  pa ym en t system s sh o u ld  red u ce  
len g th  o f  s tay  and  the  n u m b e r o f  a n ­
c i lla ry  se rv ices.

C a se -b ased  system s m ay  use o n e  
a ll- in c lu s iv e  p e r  case  ra te  (su ch  as 
th a t u sed  by  the C a li fo r . i ia  M e d i-  
C a l system  fr o m  19 80  to  1 9 8 2 ) o r  
b r o a d  b a s e d  p e r  c a se  ra te s . T h e  
m ost c om m on  e x am p le  o f  a  b ro a d  
b a se d  sy s tem  is d ia g n o s is - re la te d  
g ro u p s  ( D R G s ) ,  w h ich  c la s s ify  an  
a dm iss io n  in to  o n e  o f  23  m a jo r  d ia g ­
nos tic  c a te g o r ie s  b ased  o n  p r in c ip a l 
d iag n o s is . E a c h  a d m is s io n  th e n  is 
a ss igned  to  o n e  o f  o v e r  4 6 0  D R G s  
b a sed  o n  p a t ie n t age . p ro c e d u re s  
p e r fo rm e d  an d  c om o rb id ity  o r  c o m ­
p lic a tion s .

E m p lo y e rs  sh o u ld  n o t n eg o tia te  
a n  a ll- in c lu s iv e  p e r  c a se  ra te  f o r  
m uch  the sam e  re a s o n  they  sh o u ld  
n o t n e g o t ia te  an  a ll- in c lu s iv e  p e r  
d iem  ra te : a ll- in c lu s iv e  ra te s  e n c o u r 
age h o sp ita ls  to  a d m it o n ly  those  p a ­
tien ts  w h o  re q u ire  less in tensive  r e ­
sou rce s . R e tu rn in g  to  E m p lo y e r  .-A 
T ab le  I I  sh ow s th a t the a ll- in c lu s iv e  
ra te  fo r  H o sp ita l X  is 5 6 .4 0 3  case . 
O n  a v e ra g e , c h a rg e s  f o r  m e d ic a l

A lc o h o l a n d  d ru g  

T o ta ls

10

158

16.6 7 7 .9 8 4  7 .7 9 8

6 .6  S 1 .0 1 1 .6 5 5  S 6 .4 0 3
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1988 P e r  C a se  R a te s  f o r  H o s p it a l X  a t  D i f fe re n t  T h re s h o ld  L e ve ls

_________________STOP-LOSS T H R E S H O L D S

T o ta l < S 1 0 .0 0 0 < $ 1 5 ,0 0 0 < $ 2 5 ,0 0 0
T o ta l C a se T o ta l C a se T o ta l C a se T o ta l C a s e

C a se  MLx In p a t ie n t R a te In p a t ie n t R a te In p a t ie n t R a te In p a t ie n t R a te
C la sse s A dm iss ion s P a ym en t A dm is s ion s P a v ra e n t A d m is s io n s P a vm en t A dm iss ion s Pavm en i

M ed ic a l 6 7 $ 5 ,7 1 0 5 6 $ 2 ,9 6 8 6 0 S 3 .5 9 3 65 $ 4 ,9 3 1
S u ra ic a l 31 10 ,363 19 5 ,1 9 1 2 6 7 ,0 9 6 29 8 ,3 9 5

C a rd io v a s c u la r 1 4 4 ,7 1 6 0 0 0 0 0 0
O th e r  su rg e ry 30 9 ,2 1 8 19 5 .1 9 1 2 6 . 7 ,0 9 6 29 8 .3 9 5

G e n e ra l m a te rn ity 4 2 4 .3 7 4 4 0 4 ,0 1 3 4 2 4 .3 7 4 4 2 4 .3 7 4
N o rm a l d e liv e ry -n 3 .5 7 5 2 2 3 .5 7 5 2 2 3 .5 7 5 2 2 3 .5 7 5
O th e r  o b s te tr ic : o 5 ,2 5 2 18 4 ,5 4 8 2 0 5 ,2 5 2 2 0 5 ,2 5 2

M e n ta l h e a lth 8 5 ,7 6 8 8 5 ,7 6 8 8 5 ,7 6 8 8 5 ,7 6 S

A lc o h o l a n d  d ru e 10 7 .7 9 8 8 7 ,1 3 7 10 7 .7 9 8 10 7 .7 9 8

T o ta ls 158 S 6 .4 0 3 131 $ 4 ,0 3 5 146 S 4 .8 4 8 154 $ 5 ,6 6 1

c a s e s  w e r e  S 5 ,7 1 0 / c a s e ,  w h i le  
c h a rg e s  f o r  s u r g ic a l c a t e s  w e re  
S 1 0 .3 6 3 .  B y  n e g o t i a t i n g  a n  a l l -  
in c lu s iv e  case  ra te  o f  S 6 .40 3 /ca se , 
H o s p ita l X  c an  in c re a se  p ro fi ts  by 
ch ang in g  its c u r re n t  case  m ix  away 
f r o m  t re a t in g  s u rg ic a l a n d  tow a rd  
tre a t in g  m ed ic a l cases.

A ls o , E m p lo y e r  A  sh o u ld  n o t a t­
tem p t to  n e g o t ia te  p e r  case  ra te s  
b ased  o n  D R G s  b ecau se  it c an n o t 
e s ta b lish  s ta tis tic a lly  v a lid  p e r  case 
v a lu e s  —  th e re  a re  to o  m an y  D R G s  
a n d  to o  few  p a tie n ts . T h e  h o sp ita l, 
o n  th e  o th e r  h a n d , sh o u ld  h ave  a 
g o o d  id e a  o f  its  o v e r a l l c os ts  and  
ch a rg e s  f o r  e ach  D R G  c a te g o ry ; this 
g ives H o s p ita l X  a  c om p e tit iv e  a d ­
v an tag e  in the n e g o tia t io n  p rocess .

E m p lo y e r  A  s h o u ld  c a lc u la t e  
b r o a d  b a sed  p e r  case  ra te s  u s ing  
s im i la r  c a te g o r ie s  to  th o se  it e s ta b ­
l i s h e d  f o r  n e g o t i a t in g  p e r  d ie m  
ra te s . T ab le  i f  in d ic a te s  th a t the 
m ed ic a l p e r  case  ra te  is S 5 .7 1 0 . s u r ­
g ica l is S 1 0 .3 6 3 . g e n e ra l m a te rn ity  is 
S 4 .3 7 4 , m en ta l h e a lth  is $ 5 ,7 6 3  and  
a lc o h o l a n d  d ru g  abu se  is $ 7 ,7 9 8 . 
T h e  em p lo y e r  th e n  uses these  v a l­
ues to  n c u o t ia te  c a s e -b a s e d  ra te s  
w ith  I lo s p ita l X .

B ecau se  p e r  case  system s t ra n s fe r  
m o re  risk  to  the h o sp ita l th an  p e r

d iem  system s, m o s t h o sp ita ls  w i ll r e ­
q u ire  s om e  type  o f  s to p - lo s s  p ro v i­
s ion  to  re d u c e  th e ir  fin a n c ia l l ia b i l­
ity  f o r  o u t lie r  cases. P P S  (a  sys tem  
d e s ig n e d  to  p a y  a  p r e d e t e rm in e d  
a m o u n t p e r  D R G  c a se ) d e fin e s  o u t ­
lie r s  in  s e v e ra l w ays. F o r  in s ta n c e , a  
leng th- o f- s tav o u t l ie r  is d e fin e d  as a  
case  w h o se  le n g th  o f  s tay  e x c eed s  
the  m e a n  D R G  len g th  o f  s tay  b y  2 0  
o r  m o re  days . A  c o s t  o u t l i e r  is o n e  
w hose  costs exceed  th e  a v e rag e  co s t 
by 1.5 tim es th e  e s ta b lish ed  D R G  
r a t e .  O u t l i e r s  u s u a l ly  r e p r e s e n t  
a b o u t 3 %  o f  a l l M e d ic a re  cases a n d  
a cc ou n t f o r  b e tw een  5 %  an d  7 %  o f  
M ed ic a re 's  to ta l p a ym en ts  to  h o sp i­
ta ls . M a n y  re c e n t ly  a d o p te d  s ta te  
c a se -b a sed  system s u se  s im i la r  o u t ­
lie r  c r i t e r ia . [4 ]

T a b le  i l l  sh ow s th re e  d i f f e r e n t  
p o ss ib le  s top -lo s s  th re s h o ld s  se t by  
E m p lo y e r  A  f o r  H o s p i t a l  X :  
$10,000 .* S 1 5 .0 0 0  and  S 2 5 .0 0 0 . O v e r  
1 7 %  o f  th e  c a s e s  e x c e e d e d  a 
$ 1 0 ,0 0 0  th re s h o ld . T h e s e  cases a c ­
c o u n te d  f o r  4 7 .8 %  o f  t o ta l p a ym en ts  
to  H o s p ita l X .  A f t e r  e lim in a t in g  th e  
o u t lie rs  f r o m  the  a n a ly s is , th e  o v e r ­
a l l  c a s e  r a t e  w a s  r e d u c e d  f r o m  
S 6 .40 3  to  $ 4 ,0 3 5 : th e  m ed ic a l case 
ra te  w a s  re d u c e d  f r o m  $ 5 ,7 1 0  to  
S 2 .9 6 8 ; a n d  the  s u re ic a l case  ra te

w as re d u c e d  fr o m  $ 1 0 ,3 6 3  to  S 5 .1 9 1 . 
S u rg ic a l cases had  th e  g re a te s t p e r ­
cen tage  —  a lm o s t 3 9 %  —  e xc lu d e d  
a t the S 1 0 .0 0 0  th re s h o ld  le ve l.

f i b o u t  7 .6 %  o f  th e  cases h a d  pay ­
m e n ts  g r e a t e r  th a n  S 1 5 .0 0 0 ,  a c ­
c ou n tin g  f o r  3 0 %  o f  to ta l h o sp ita l 
p a ym en ts . A f t e r  e xc lu d in g  the  o u t l i ­
e rs , T ab le  I I I  sh ow s th a t the  o v e ra l l 
case  ra te  d ec re a sed  to  S4 .S 4S . O n ly  
2 . 5 %  o f  th e  c a s e s  e x c e e d e d  a 
$ 2 5 ,0 0 0  th re s h o ld ; th ey  a c c ou n ted  
f o r  1 3 .8 %  o f  to ta l p aym en ts  to  H o s ­
p ita l X .  E xc lu d in g  the o u t lie rs , th e  
o v e r a l l case  ra te  n ow  was $ 5 ,6 6 1 . 
T h e  e m p lo y e r  a n d  h o sp ita l m ay  d e ­
c id e  to  im p lem en t o n e  o f  these  s to p ­
lo ss  th re sh o ld s , o r  they  m av  u se  an  
e ven  h ig h e r th re s h o ld  le v e l. T h is  d e ­
p en d s  la rg e ly  o n  the d eg re e  o f  f i ­
n a n c ia l r is k  the  h o sp ita l is w illin g  to  
a ssum e .

Other Effects of Per Case 
Payment Systems

C ase -b a sed  p aym en t system s g i\e  
h o sp ita ls  an  incen tive  b o th  to  p e r ­
fo rm  few e r tests a n d  tre a tm en ts  a n d  
to  red u ce  A L O S . P e r case  system s, 
h o w e v e r , a ls o  a r e  s u s c e p t ib le  to  
t h e i r  ow n  p e rv e rs e  u t i l iz a t io n  r e ­
sp on ses . F o r  in s tance , h o sp ita l o c c u -



pan c y  ra te s  a re  a  fu n c t io n  o f  A L O S , 
a dm is s io n  ra te  a n d  n u m b e r  o f  h o s ­
p i t a l b e d s . D e c re a s in g  A L O S  r e ­
d u c e s  a  h o s p ita l ’s o c c u p a n c y  ra te

C
nnd . t h e re fo r e , its  t o ta l re v e n u e s , 
."his g ives the  h o sp ita l a  s t ro n g  in ­
c e n t iv e  t o  in c re a s e  its  a d m is s io n  
ra te  to  f i l l  em p ty  h o sp ita l b ed s . T h e  
h o s p it a l ’s o t h e r  a lt e r n a t iv e  to  in ­
c re a se  its o c cu p an cy  ra te  is to  c lo se  
b ed s ; h ow e v e r , th is  d o e s  n o t  p r o ­
d u ce  re v enu e .

E v id e n c e  f r o m  M e d ic a r e ’s P P S  
show s th a t f r o m  19 8 0  to  1983  the  
d isch a rg e  ra te  in p re -P P S  s ta te s  was 
s l i g h t ly  i n c r e a s i n g  ( f r o m  3 8 0  
d is ch a rg e s /1 ,0 0 0  to  4 0 3  d ischa rges/ 
1 ,0 0 0 ) ; th is was an  a n n u a l in c rease  
o f  a b o u t  2 % .  In  th e  f i r s t  y e a r  o f  
P P S . h o w e v e r , th e  M e d ic a r e  d is ­
c h a rg e  ra te  in  P P S  s ta te s  d e c lin e d  
f o r  th e  f i r s t  t im e  ( 3 . 5 % ) . [ 2 ]  T h is  
t r e n d  c o n t i n u e d  in  s u b s e q u e n t  
y e a rs .[5 ]

N e w  J e r s e y  in t ro d u c e d  a  c a se - 
b a sed  p a ym en t system  in  1 9 8 0 . D a ta  
re le a s e d  fr o m  the N ew  J e rs e y  D e ­
p a r tm e n t  o f  H e a lth  sh ow ed  th a t the  
in t ro d u c t io n  o f  th e  p e r  c a se  p ro -

C
*am  re s u lte d  in d e c re a s e s  in  A L O S  
id c o s t p e r  case . T h e r e  w as , h ow ­

e v e r . n o  s ig n ific an t in c re a s e  in  the 
a dm is s io n  ra te  o v e r  th e  fi rs t  s e v e ra l 
y e a rs  o f  system  im p le m e n ta t io n .^ ] 

T h e s e  fac ts  d o  n o t s u p p o r t  th e  hy ­
p o th e s is  th a t c a s e -b a se d  p a ym en t 
sys tem s w i ll g e n e ra te  m o re  h o s p ita l­
iz a t io n s .  O t h e r  f o r c e s  m a y  h a v e  1 
b e e n  o p e ra t in g , h ow e v e r , to  o p p o se  
in c e n t i is  to  in c re a s e  a d m is s io n s , 
s u c h  a s  u t i l i z a t i o n  r e v ie w  ( U R )  
fi rm s  d e v e lo p in g  m o re  o b je c t iv e  and  
s t r in g e n t  a d m is s io n  c r i t e r i a  a n d  
p h y s ic ia n s  m o v in g  a w a y  f r o m  in ­
p a tie n t t re a tm e n t  tow a rd  le ss  c o s t ly  
a m b u la to r . ’ c a re . W i th o u t  a  c le a re r

u n d e r s t a n d in g  o f  w h y  a d m is s io n  
ra te s  d e c re a s e d  in  th e  P P S  a n d  N ew  
J e rs e y  sy s tem s , e m p lo y e r s  s h o u ld  
a s su m e  th a t  a  s t r o n g  p ro s p e c t iv e  
U R  p ro g ram  is n e c e s sa ry  to  c o u n ­
te ra c t p ro v id e r  in cen tiv e s  to  a d m it 
m o re  p a tie n ts .

A s  a h o s p ita l ’s o c c u p a n c y  ra te  d e ­
c lin e s , it h a s  a t le a s t tw o o t h e r  a lt e r ­
n a tiv es  to  in c re a se  its t o t a l re v e n u e  
b a se . F irs t , a  re d u c t io n  in  re v e n u e s  
c o u ld  m o t iv a te  s t a f f  p h y s ic ia n s  to  
a d m it a m o re  p ro f i ta b le  p a t ie n t  case  
m ix  (e .g ., m o re  p a t ie n ts  w h o  re q u ire  
low  re so u rc e - in te n s iv e  c a r e ) .  M o r e ­
o v e r , p ro f i t s  p e r  case  can  b e  fu r th e r  
e n h a n c e d  b y  a d m i t t in g  o n ly  th e  
le a s t  s e v e re ly  i l l p a t ie n ts  in  th e  low  
re s o u rc e - in te n s iv e  c a te g o r ie s . A n  
e m p lo y e r ’s  U R  f i rm  s h o u ld  c o n t in ­
u a lly  m o n i t o r  a n d  e v a lu a te  a d m it te d  
cases to  p ro te c t  th e  e m p lo y e r  f r o m  
th ese  p e rv e rs e  in cen tiv e s .

S e c o n d , th e  h o sp ita l m a y  d e c id e  
th a t  t r e a t in g  s o m e  p a t ie n t s  in  a n  
o u tp a t ie n t  se tt in g  w i ll p ro v id e  m o re  
re v e n u e  th a n  tre a t in g  th em  o n  an  
in p a t ie n t basis . N e g o t ia te d  lu te s  u n ­
d e r  m an y  c a se -b a sed  sys tem s d o  n o t 
a p p ly  to  a  h o s p ita l ’s o u tp a t ie n t  d e ­
p a rtm en ts , s o  h o sp ita ls  c o n t in u e  to  
b i l l c h a rg e s  f o r  th e se  p a t ie n ts . O u t ­
p a t ie n t c h a rg e s  f o r  a  g iv en  p ro c e ­
d u re , t h e re fo r e , a re  o f t e n  g r e a t e r  
th a n  w h en  th e  s am e  p ro c e d u r e  is 
p e r fo rm e d  o n  an  in p a t ie n t bas is .

T h e s e  h o sp ita ls  h ave  su c c e s s fu lly  
“ g a m e d ”  th e  p e r  case p a ym e n t sys­
tem  in  an  e f f o r t  to  m a in ta in  th e ir  
re v e n u e  base . T h is  h a s  a  d ra m a t ic  
e ffe c t  o n  a n  e m p lo y e r ’s a b i li t y  to  
c on ta in  h o s p ita l costs  —  c o n s id e r ­
ing  th a t, in  1986 , o v e r  4 0 %  o f  a ll 
h o sp ita l o p e ra t io n s  w e re  p e r fo rm e d  
in o u tp a t ie n t  se ttings (a s  c om p a re d  
to  o n ly  1 6 %  in  1 9 8 0 ) . (6 ,7 ]

T o  c o r re c t  f o r  d e fic ien c ie s  in  th« 
p e r  se rv ic e  a n d  p e r  d iem  p a ym en t 
s y s tem s , la rg e  e m p lo y e r s  w i l l in ­
c re a s in g ly  tu rn  to  d ire c t c on tra c tin g  
w ith  h o sp ita ls  o n  a p e r  case  basis . 
U R  firm s  w ill h a ve  t;o< use s tr in g en t 
a d m is s io n  g u id e l in e s  to  c o n t r o l ,  
m o n i t o r  a n d  e v a lu a te  h o s p ita liz a ­
tion s . T h e y  a ls o  w ill n e ed  to  v e r i fy  
tha : the  h o sp ita l is n o t w ith h o ld in g  
n e c e s s a ry  m e d ic a l se rv ic e s  t o  in ­
c re a se  its p ro fi t  m a rg in . T h is  c o u ld  
a ffe c t  th e  h o s p ita l ’s q u a lity  o f  c a re  
—  an  issue b e y o n d  th e  scop e  o f  th is 
p a p e r . E m p lo y e rs  s h o u ld  a ls o  d e ­
v e lo p  a  p a ym en t s tra teg y  f o r  o u tp a ­
t ie n t  s e rv ic e s  t o  e n s u re  th a t  th e  
c a se -b a sed  p a ym en t system  c o n t ro ls  
h o sp ita l c osts as e ffe c t iv e ly  as p o ss i­
b le .
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With 608 operational preferred provider organizations Identified and 
the growth of multi-state PPOs, many states have started to develop leg­
islation to monitor PPO development. The American Medical Care and 
Review Association (AMCRA) has surveyed all 50 states to determine the 
current status of legislation on PPOs.

The following Is a brief summary and Is not Intended for any purpose 
other than for basic Information. Additional Information may be obtained 
by contacting the Insurance commissioner and/or the department of 
health In each state.

A la b a m a — N o  P P O  le g is la t io n .
A la s k a — C u r re n t ly ,  A la s k a  in su ra n c e  la w  c on ta in s  

n o  p ro v is io n s  th a t s p e c i f i c a l ly  re la te  to  P P O s . A n y  P P O  
d e s ir in g  to  o p e ra te  in  th e  s ta te  n eed s  to  b e  a u th o r iz e d  as 
e ith e r  a  “ c o m m e rc ia l in s u r e r "  o r  as a  h o s p ita l o rm e d ic a l 
s e rv ic e  c o rp o r a t io n  (e .g . ,  B lu e  C ro s s ) .

A r k a n s a s — T h e  A rk a n s a s  In su ran c e  D ep a rtm en t 
B u l le t in  9 - 8 5  s ta te s  its  o f f i c i a l  o p in io n  th a t in su re rs  m a y  
fo rm  a n d /o r  p a r t ic ip a te  in  P P O s .

A r i z o n a — N o  P P O  le g is la t io n .
C a l i f o r n i a — T r u e "  P P O s  (th o s e  th a t d o  n o t  a ssum e  

r is k s )  a re  n o t  lic e n s e d  b y  the s ta te , n o r  a re  th e y  reg u la te d  
p e r  s e . E n t it ie s  th a t c a l l  th em se lv e s  P P O s , b u t w h ic h  
a ssum e  r is k s , a re  s u b je c t  to  lic e n s in g  e ith e r  a s  health 
c a re  s e rv ic e  p la n s  re g u la te d  b y  the c ited  a g en cy , o r  as 
in su re rs  s u b je c t  t o  D e p a r tm e n t  o f  In su ra n c e  ju r i s d ic ­
t io n . § 1 0 1 3 3  a n d  § 1 0 4 0 1 ,  § 1 1 5 1 2  o f  th e  C a li fo r n ia  
In s u ra n c e  C o d e  (D e e r in g  1 9 7 7  &  S u p p . 1 9 8 6 ) .

C o lo r a d o — N o  P P O  le g is la t io n .
C o n n e c t ic u t— A  P P O  is  a n  a rra n g em en t e x is t in g  

b e tw e en  an  in d iv id u a l in su ra n c e  c o m p a n y  and  p a r t ic i­
p a t in g  p h y s ic ia n s  a n d , a s su c h , is  n o t re q u ire d  to  b e  
lic e n s e d  b y  th e  s ta te .

D e la w a r e — N o  P P O  le g is la t io n .
D i s t r i c t  o f  C o lu m b i a — N o  P P O  le g is la t io n .
F lo r i d a — A s  fo l lo w s :
1. T h i rd -p a r t y  a d m in is t r a to r  (T P A )— reg u la te d  b y  

D e p a r tm e n t  o f  In s u ra n c e  (D O I ) ,  C h ap te r 6 2 6 ,  P a r t  V I ,  
F lo r id a  S ta tu te s .

2 . S e l f - in s u r e r— e i t h e r  ( a )  s in g le  e m p lo y e r— reg u ­
la ted  u n d e r  E R I S A ,  U .S .  D e p a rtm e n t o f  L a b o r ;  o r  (b )  
m u lt ip le  e m p lo y e r  t ru s t— re g u la te d  u n d e r E R IS A  and  
b y  D O I ,  S e c t io n  6 2 4 . 4 3 6 ;  id 6 2 4 .4 4 0 ,  F lo r id a  S ta tu tes .

3 . In s u ra n c e  c o m p a n y — reg u la te d  b y  D O I  - In s u r ­
an ce  C o d e .

N o t e :  S e lf - in s u re r , in su ran c e  c om p a n y , o r  T P  A  can  
a d m in is te r  h e a lth  b e n e fi t  p la n . I f  s e l f - in s u r e r  d o es  
a d m in is t ra t io n , th e  s e l f - in s u re r  d o e s  n o t  h a v e  to  be 
l ic e n s e d  as a  T P A .

E n a b lin g  P P O  le g is la t io n  S en a te  B i l l  2 8 B - 1 9 8 3 .  
A m e n d in g  6 2 6 . 9 5 4 1 ( 2 5 ) ;  6 2 7 . 6 3 7 1 ( 1 ) ,  ( 2 ) ;  
6 2 7 . 6 6 9 1 ( 1 ) ,  ( 2 ) .  F la .S ta t .A n n . § 6 2 7 .6 3 7 5  and  
6 2 7 .6 6 9 5  (W e s t  S u p p . 1 9 8 6 ) .

G e o r g i a — N o  e n a b lin g  le g is la t io n  p e rm it t in g  in su r­
e rs  to  e s ta b lis h  P P O s .

H a w a i i— N o  P P O  le g is la t io n .
I d a h o — N o  P P O  le g is la t io n , b u t s om e  a c t io n  o n  

P P O s  is  p e n d in g .
I l l i n o i s — S en a te  B i l l  1 3 1 1  and  H o u s e  B i l l  2 0 S 9  

s ig n e d  in to  la w  o n  S e p t . 1 9 , 1 9 8 5 ,  re q u ire s  re g is tra t io n  
o f  a d m in is t ra to rs  o f  p re fe r re d  p r o v id e r  p ro g ram s  and  
c la r i f i e s  c e r ta in  in su ran c e  s ta tu te s  w ith  re sp ec t to  the a - 
b i l i t y  o f  in su ra n c e  c om p a n ie s  to  is su e  p o lic ie s  w ith  p re ­
fe r re d  p r o v id e r  o p t io n s . T h e  I l l i n o i s  P P O  S ta tu te  is  A r t ­
ic le  X X - 1 /2 , C h a p te r  7 3  ( 1 9 8 5 ) ,  p a ra g ra p h  9 8 2  f  to  g .

I n d i a n a — T h e  P P O  la w  s im p ly  p ro v id e s  sp e c ific  
a u th o r i ty  o f  in su re rs  to  o p e ra te  su c h  p la n s . In d .C o d e . 
A n n . § 2 7 - 8 - 1 1 - 1 ,  - 2 ,  - 3 ,  - 4  (W e s t  S u p p . 1 9 8 5 ) .

I o w a — H o u s e  B i l l  N o . 5 7 0 . ( 1 9 8 5 )  am end ed  s e c t io n s  
5 0 8 .2 9  a n d  5 1 5 . 4 8 ( 5 ) ( a )  o f  th e  Io w a  C o d e  to  p ro v id e  
th a t in s u re rs  m a y  c o n tra c t  w ith  h e a lth  c a re  s e rv ic e  
p ro v id e rs .

K a n s a s — Sen a te  B i l l  N o . 19  ( 1 9 8 5 ) .  T h is  b i l l 
am en d s  s ta tu te  § 4 0 - 2 3 1  to  a l lo w  in su ra n c e -c om p an y - 
s p o n s o re d  P P O s . K a n . In s . D e p t . B i l l  1 9 8 5 - 1 6 . P P O  
f i l i n g  re q u irem en ts .

K e n t u c k y — N o  P P O  le g is la t io n .
L o u i s i a n a — In  1 9 8 4 , th e  le g is la tu re  enac ted  P P O  

le g is la t io n  u n d e r  its  H e a lth  C a re  C o n t ro l C h ap te r . T h e y  
d e fin e  P P O s  and  a u th o r iz e  g ro u p  p u rc h a se rs  to  e n te r

on e m p lo ye e  b e n e fits
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C
u o  c on tra c ts  w ith  h e a lth  c a re  p ro v id e r s  a t a lte rn a t iv e  
a te s o f  p a ym en ts . L a . R e v .  S ta L  A n a  § 4 0 :2 2 0 1 - 2 2 0 4  

(W e s t  S u p p . 1 9 8 6 ) .
M a in e — P P O  le g is la t io n  w a s  p a ssed  o n  M a rc h  3 1 , 

1 9 8 6  ( 1 9 8 6  M e . L e g is .  S e r v . 2 8 8 . ) .  I t  c a l ls  f o r  re g is t ra ­
t io n  and  m in im u m  s o lv e n c y  re q u ire m e ii .3 . I t  a ls o  lis ts  
d u tie s  su c h  as p r o v id e r  l i s t s , c o n t ra c ts , u t i liz a t io n  e x p e ­
r ie n c e , e tc ., in  the  fo rm  p re s c r ib e d  b y  the  su p e r in te n ­
d en t.

M a r y la n d — In  1 9 8 5 , th e  le g is la tu re  enac ted  P P O  
le g is la t io n  th a t is  a p p lic a b le  to  n o n p ro f i t  h e a lth  s e rv ic e  
p la n s  (§ 3 5 4 E E ) ,  h e a lth  in s u re rs  (§ 4 7 0 X ) ,  and  g ro u p  and  
b la n k e t  h e a lth  in s u re rs  (§ 4 7 7 F F )  (S u p p . 1 9 8 5 ) .

M a s s a c h u s e t t s— N o  P i  0  le g is la t io n .
M ic h ig a n — T h e  g e n e ra l s ta tu to ry  p ro v is io n s  c o n ­

c e rn in g  P P O s  a re  c o n ta in e d  in  the  P ru d e n t  P u rc h a s e r  
A c t , M ic h . C o m p . L a w s . A n n . § 5 5 0 .5 1 - 5 5 0 .6 3  (W e s t  
S u p p . 1 9 8 5 ) .  T h e y  c a l l f o r  W ritte n  s tan d a rd s  f o r  a l l  
a g re em en ts , in s titu te  o r  re v ie w  f o r  q u a li ty  o f  h e a lth  
c a re , f i l i n g  a n n u a l re p o r ts  w ith  th e  c o m m is s io n e r  o f  
in su ra n c e , e tc .

M in n e s o t a — P P O  le g is la t io n  w a s  p assed  in  1 9 8 3  
th a t a l lo w s  g ro u p  h e a lth  in su re rs  to  p a y  d i f fe r e n t  
am ou n ts  to  in s u re d s  w h o  e le c t  to  re c e iv e  h e a lth  c a re  
g o o d s  o r  s e rv ic e s  f r o m  p ro v id e rs  d e s ig n a te d  b y  th e  

{  su re r . M in n . S ta r. A n n . § 7 2 A .2 0 ( 1 5 ) ( 4 )  (W e s t .  S u p p . 
S986),

M is s is s ip p i— N o  P P O  le g is la t io n .
M i s s o u r i— N o  P P O  le g is la t io n .
M o n t a n a — N o  P P O  le g is la t io n .
N e b r a s k a — N o  P P O  re g u la t io n s . N e b . R e v . S ta t . 

§ 4 4 - 4 lO le  to  4 4 - 4 1 1 3  ( 1 9 8 4  and  S u p p . 1 9 8 5 ) . A p p lie s  
to  p re fe r re d  p r o v id e r  in s u ra n c e  a rra n g em en ts .

N e v a d a — Sen a te  B i l l  N o .  2 8 6  ( 1 9 8 5 )  p ro v id e s  th a t 
an  in s u re r  s h a ll in c lu d e  p ro v is io n s  in  a  p o l ic y  o f  h e a lth  
in su ran c e  e n c o u ra g in g  an  in s u re d ’ s u se  o f  s e rv ic e s  a n d  
fa c i li t ie s  tha t a re  e f f ic ie n t  a n d  th a t ten d  to  c o n t ro l o r  
red u ce  the  c o s t o f  h e a lth  c a re .

N ew  H a m p s h i r e — E n a c te d  P P O  le g is la t io n  in  
H ou se  B i l l  N o . 8 0 1 9 8 5  e n t it le d  "A c c id e n t  and  S ic k n e s s  
In s u ra n c e  - R e im b u rs e m e n t  A g re e m e n ts ”  w h ic h  
am end s the  in su ra n c e  la w  b y  a d d in g  C h a p te r  4 2 0 -C . 
N .H . R e v . S ta t. A n n . § 4 2 0 - C : l .

N ew  J e r s e y — N o  P P O  le g is la t io n .
N ew  M e x ic o — N o  re g u la t io n s  o n  P P O s .
N ew  Y o r k — N o  le g is la t io n  th a t s p e c i f ic a l ly  re c o g ­

n iz e s  P P O s . A  P P O , w h ic h  d o e s  n o t  h a v e  a n  e s ta b lis h ed  
d e f in it io n  in  the s ta te , m a y  n eed  to  o b ta in  in su ran c e  o r  
h e a lth  d e p a rtm en t lic e n s u re , d e p e n d in g  u p o n  its s t ru c - 

f 're . A n y  e n tity  th a t is  d o in g  the  b u s in e ss  o f  in su ra n c e  
re q u ire d  to  be lic e n s e d  b y  th e  s ta te .

N o r t h  C a r o l i n a — C u r re n t ly  in  the  p ro c e ss  o f  d e v e l­
o p in g  re g u la t io n s  u n d e r  the  n ew  s ta tu te s  tha t w en t in to  
e f fe c t  in  O c to b e r  1 9 8 5  (H .B . 1 0 3 7 )  N . C  G e n . S ta L  § 7 - 
1 , 5 7 - 1 6 . 1 , 5 8 - 2 6 0 . 5 , 5 8 - 2 6 0 . 6  (S u p p . 1 9 8 5 ) .

N o r t h  D a k o t a — N o  re g u la t io n  o n  P P O s .
O h i o — N o  re g u la t io n s  o n  P P O s .
O k la h o m a — N o  re g u la t io n s  o n  P P O s .
O r e g o n — P a s sed  P P O  le g is la t io n  in  H ou s e  B i l l  2 0 3 1  

( 7 1 )  ( 1 9 8 5 )  a p p o in t in g  the  O re g o n  H e a lth  C o u n c i l to  
c o n s id e r  c o s t c o n ta in m e n t is su e s  and  to  d e v e lo p  a p o lic y  
c on s is te n t w ith  the  le g is la t iv e  in te n t o f  fo s te r in g  n ew  
typ es  o f  c o s t  c o n ta in m e n t h e a lth  c a re  se rv ic e s . O re . 
R e v . S ta t . § 7 4 3 .5 3 1  ( 1 9 8 5 ) .

P e n n s y lv a n i a — S e n a te  B i l l  N o .  9 3 5  ( 1 1 - 1 3 ) .  
A m en d s  P a . In s . C o d e  § 6 2 1 .2 ©  and  6 2 6  and add  § 6 3 0  
( 1 9 8 6 )  P P O  le g is la t io n .

R h o d e  I s la n d — N o  P P O  le g is la t io n .
S o u t h  C a r o l i n a — N o  P P O  le g is la t io n .
S o u t h  D a k o t a — N o  P P O  le g is la t io n .
T e n n e s s e e — N o  P P O  le g is la t io n .
T e x a s — T e x . A d m in . C o d e  T i t  2 8 ,  § 3 .3 7 0 1  e t. seq . 

( 1 9 8 6 ) .  P P O  a u th o r iz in g  re g u la t io n s .
U t a h — Sen a te  B i l l  N o .  9 1 ( 1 8 1 - 1 8 2 )  am en d in g  C o d e  

§ 3 1 A -2 2 - 6 1 7  and  3 1 A - 2 2 - 6 1 8  ( 1 9 8 6 ) .  A u th o r iz e s  
p re fe r re d  h e a lth  c a re  p r o v id e r  c on tra c ts .

V e rm o n t— N o  P P O  le g is la t io n .
V i r g in i a — P P O s  a re  c on s id e re d  in su ra n c e  p o lic ie s  

o r  c o n tra c ts , and  th e y  a re  n o t  s p e c i f i c a l ly  re g u la te d . V a . 
C o d e  § 3 8 .1 - 3 4 7 .2 ,  3 8 .1 - 8 1 3 - 4  (S u p p . 1 9 8 5 ) .

W a s h in g t o n — T h e  le g is la t io n  is  v e r y  s p e c i f ic  a s to  
the re q u irem e n ts  to  b e c om e  re g is te re d  as a  h e a lth  c a re  
c o n t ra c to r  u n d e r  C h a p te r  4 8 . 4 4 R C W ,  b u t o th e rw is e , 
the re  is  n o  s p e c i f ic  DP O  le g is la t io n . A n  o rg a n iz a t io n  
lo o k in g  in to  s e tt in g  u p  a  P P O  in  th e  s ta te  s h o u ld  c on ta c t 
the s ta te  in su ra n c e  c o m m is s io n e r  t o r  a c o p y  o f  the  la w  
and  re g u la t io n s . I f  p re p a y m e n t is  in v o lv e d , the P P O  
m ust o b ta in  a  c e r t i f ic a te  o f  re g is t ra t io n .

W e s t  V i r g in i a — N o  P P O  le g is la t io n . B u t  the P P O s  
a re  re v iew e d  o n  a c a s e -b y -c a s e  b a s is  to  d e te rm in e  i f  an 
in su ran c e  m e c h a n ism  is  p re sen t.

W is c o n s in — P P O  le g is la t io n  is p a rt o f  the W is c o n ­
s in  A d m in is t ra t iv e  C o d e  S e c t io n  In su ra n c e  3 .4 8  and 
C h ap te r  6 0 9 .  A l l  P P O s  s h o u ld  re v iew  these  law s  to 
in su re  th a t th e y  m ee t th e se  g u id e lin e s . T h e  s ta te  d o e s  
n o t lic e n s e  P P O s .

W y o m in g — T h e  H e a lth  C a re  R e im b u rs em e n t R e ­
fo rm  A c t o f  1 9 8 5  a l lo w s  p re fe r re d  p r o v id e r  a rra n g e ­
m en ts . W y o .  S ta t. § 2 6 - 2 2 - 5 0 1  to  5 0 3  (S u p p . 1 9 8 5 ) .5
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Preferred provider organizations (PPOs) are the fastest growing al­
ternative delivery system. This Research Report discusses the struc­
ture of PPOs and how to assess the efficiency of the providers, and 
overall quality of services.

I
n  g e n e ra l, a  p re fe r re d  p r o v id e r  o rg a n iz a t io n  
(P P O )  is  a  h e a lth  c a re  d e liv e ry  sy s tem  chat trie s  
to  c om b in e  d ie  b e s t e lem en ts  o f  th e  fe e - fo r -  
s e rv ic e  a n d  H M O  sy s tem s . C o m m o n  ch a ra c ­

te r is t ic s  o f  P P O s  a re  as fo l lo w s :
• lim ite d  g ro u p  o f  p h y s ic ia n s  and  h o sp ita ls ,
• fe e  sch ed u le  n e g o tia te d  in  a d van ce ,
• u t i l iz a t io n  c o n t r o ls  o r  c la im s  re v iew ,
• c o n s u m e r c h o ic e  o f  p ro v id e rs ,
• ra p id  c la im s  p aym  sn t, and
• f le x ib le  b e n e f i t  le v e ls .
P P O s  c an  b e  o rg a n iz e d  in  s e v e ra l w a y s . In su ra n c e  

c om p an ie s  o r  th i rd -p a r ty  a dm in is tra to rs  c an  n eg o tia te  
c on tra c ts  d i re c t ly  w ith  p ro v id e rs . In  s om e  c a se s , in su r­
a n ce  c a r r ie rs  h a ve  e n o u g h  c la im s  h is to ry  to  ta rg e t lo w e r  
c o s t  p ro v id e rs . S o m e t im e s  P P O s  a re  m a rk e te d  b y  in su r­
e rs  to  c u r .e n t  p o lic y h o ld e r s  a s  a n  e x te n s io n  o f  th e ir 
e x is t in g  b u s in e ss ; p ro v id e r s  c an  tap  in to  th e  in su re rs ' 
c la im s  a d m in is t ra t io n  sy s tem . H en c e , the  e a s ie r  the 
a d m in is tra t io n  o f  th e  P P O , the  m o re  b e n e f ic ia l to  the 
e m p lo y e r , d u e  to  lo w e r  a d m in is tra t iv e  e xp en se s .

P P O s  can  a ls o  b e  d e v e lo p e d  b y  the  p ro v id e rs  th em ­
s e lv e s . I f  a h o s p ita l is  th e  n u c le u s  in  the  fo rm a t io n  o f  the 
h e a lth  s e rv ic e  d e l iv e r y  sy s tem , it  c o u ld  e n lis t  its  e x is t in g  
m e d ic a l s t a f f  o r  e x te n d  p r iv i le g e s  to  o th e r  p h y s ic ia n s  in  
o rd e r  to  e xp a n d  its  s e rv ic e  a re a . I f  a  m e d ic a l g ro u p  i z  the 
fo c u s , h o s p ita ls  w he  re  p h y s ic ia n s  h a v e  a dm itt in g  p r iv i ­
le g e s  w o u ld  b e  in c lu d e d . T h e s e  p ro v id e r -o r ie n te d  o r ­
g a n iz a t io n s  th en  m a k e  th e ir  s e rv ic e s  a v a i la b le  to  c a r r i ­
e rs , u n io n s , and  s e l f - fu n d e d  e m p lo y e rs .

Negotiated Fee Schedule
In i t ia l ly ,  th e  m o s t  a tt ra c t iv e  fe a tu re  o f  P P O s  m a y  be 

th e ir  n e g o tia te d  fe e s , w h ic h  a re  a lm o s t  a lw a y s  d is ­
c ou n te d . T h e  a b i l i t y  to  i« ig o tia te  a  P P O  a rra n g em en t 
o fte n  d e p en d s  o n  w h o  and  w h e re  th e  e m p lo y e r  is  and 
w ith  w h om  it  is  n e g o t ia t in g .

F ew  rn le s  g u id e  the  n e g o t ia t io n s  b e tw een  P P O s  and 
h e a lth  c a re  p ro v id e rs . T h e re  is  n o  p re p a ym en t o r  
c a p ita t io n  am ou n t p a id  to  p ro v id e rs ; a l ls e r v ic e s  a re  pa id  
f o r  o n  a  fc e - fo r - s e r v ic e  b a s is , and  p h y s ic ia n s  m a y  ac ­

c ep t s om e  p e rc e n tag e  o f  th e  lo c a l a re a ’ s “ u s u a l and  
c u s tom a ry ”  d e te rm in a t io n  as f u l l  p a ym en t. T h is  can  be 
v ie w e d  as a  d is c o u n t , b u t it  is  a c tu a lly  a  s ta n d a rd iz a t io n  
o f  p a ym en ts  m ad e  to  p h y s ic ia n s .

T h ro u g h  a  P P O , c o n su m e rs  m a in ta in  fre e d om  o f  
p h y s ic ia n  c h o ic e  w ith  in c e n tiv e s , su ch  as w a iv in g  
c o p a ym e n ts  o r  d e d u c t ib le s , to  u se  P P O  p ro v id e rs . 
S u b sc r ib e rs  c a n  s t i l l  c h o o s e  to  g o  to  n on p a rt ic ip a t in g  
p ro v id e r s , b u t a t a d d it io n a l o u t -o f -p o c k e t  e xp en se s . 
O th e r  P P O s  o f f e r  s u b sc r ib e rs  a d d it io n a l b e n e fits  that 
m ig h t  in c lu d e  c o v e ra g e  o f  s om e  p re v e n t iv e  o r  sp e c ia l­
iz e d  s e rv ic e s  (p s y c h ia t r ic  o r  sub s tan ce  a b u se ) th a t m a y  
n o t  b e  c o v e re d  u n d e r  the  e m p lo y e r ’ s e x is t in g  h e a lth  
p la n .

O n  the  h o s p ita l s id e , h o s p ita l p a ym en ts  m a y  be 
d e te rm in e d  th ro u g h  s tra ig h t d is c o u n ts , in c rem en ta l 
d is c o u n ts  b a sed  o n  v o lu m e , o r  s om e  k in d  o f  p ro sp e c - 
t iv e ly  d e te rm in ed  re im b u rs em en t . T h e  a b i li t y  to  n e g o ­
t ia te  s ig n if ic a n t  c o n c e s s io n s  m a y  b e  lim ite d  i f  the 
c o m p a n y  is  in  a n  a re a  s e rv e d  b y  a s in g le  h o sp ita l. S in c e  
m o s t  o f  the e m p lo y e e s  p ro b a b ly  u se  the  h o s p ita l a l ­
r e a d y , th e  c o s t o f  d is c o u n ts  o r  o th e r  c o n c e s s io n s  p ro b a ­
b ly  w o n ’ t  b e  o f f s e t  b y  in c re a s e d  a dm is s io n s . O n  the 
o th e r  h a n d , i f  th e re  a re  tw o  o r  th ree  h o s p ita ls , a n  em ­
p lo y e r  m ig h t b e  a b le  to  m a k e  a  fa v o ra b le  a rra n g em en t 
w ith  o n e  o f  th em .

Utilization Management
T o  a ssu re  th a t c o s t  re d u c t io n  e f fo r t s  d o  n o t  re d u c e  the 

q u a li ty  o f  c a re , u t i l iz a t io n  re v ie w  and  q u a li ty  a ssu ran c e  
p ro g ram s  a re  in c o rp o ra te d  in  th e  s tru c tu re  o f  a P P O . A n  
e f fe c t iv e  u t i l iz a t io n  re v ie w  p ro g ram  sh o u ld  in c lu d e :

• P re -a d m is s io n  re v iew  and  c e r t i f ic a t io n  in  n o n - 
em e rg e n c y  c a se s  to  b e  su re  th a t h o s p ita liz a t io n  is  n e c e s ­
s a ry .

• A d m is s io n  an d  c o n t in u e d -s ta y  re v iew  o f  a l l  in p a ­
t ie n t d a y s  to  b e  sun*, th e y  a rc  m e d ic a lly  n e c e s s a ry .

• A p p ro p r ia te n e s s  e v a lu a t io n  to  d e c id e  w h e th e r 
a d m is s io n s  and  h o s p ita l d a y s  a re  m e d ic a lly  n e c e ssa ry .

• N o n -a c u te  p r o f i l in g , a v a r ie ty  o f  u t i l iz a t io n  re v iew  
re su lts  to  id e n t i fy  p h y s ic ia n s  w h o  p re sc r ib e  m o re  o r
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m o re  e x p e n s iv e  t re a tm en t than  p ro to c o ls  in d ic a te  is 
n e ed ed . O n c e  id e n t i f ie d , p h y s ic ia n s  a re  c o u n se le d  o r  
rem o v e d  fr o m  the  P P O .

• D e n ia l p ro c e s s , w h ic h  n o t i f ie s  p h y s ic ia n , p a tie n t, 
a n d  p a y o r  w hen  an  a d m is s io n  o r  in p a t ie n t d a y  is  c o n s id ­
e re d  n o t  m e d ic a lly  n e c e s s a ry .

• D is p u te  re s o lu t io n  o r  a p p e a ls  p ro c e s s , w h ic h  a llo w s  
p h y s ic ia n s , p a tie n t, and  p a y o r  to  a p p e a l re v iew  re su lts .

• D is c h a rg e  p la n n in g  to  d e te rm in e  i f  c om p lic a t io n s  
in  a  case  m a y  m ak e  p ro m p t  d is c h a rg e  f r o m  the h o sp ita l 
d i f f ic u lt .

• E f fe c t iv e  re p o r t in g  p ro c e s s , w h ic h  p ro v id e s  e m ­
p lo y e r s  w ith  p ro v id e r s ’ o v e r a l l  u t i l iz a t io n  s ta tis tic s  and  
s p e c i f ic  s ta tis tic s  o n  th e ir  e m p lo y e e s .

Adding A PPO Option
T w o  a p p ro a c h e s  a re  p re v a le n t  w h en  ad d in g  a  P P O  

o p t io n :
1 . A d d in g  a P P O ’ s d is c o u n te d  fe e s  a n d  h e a lth  c a re  

u t i liz a t io n  c o n t ro l to  an  e x is t in g  b e n e fi t  p la n . E m p lo y ­
e e s  a re  e n c o u ra g ed  to  u se  p re fe r re d  p ro v id e rs , bu t 
e s s e n t ia l ly  b e n e fits  rem a in  u n ch an g ed .

2 . In s ta l l in g  a  c o m p le t e ly  n ew  p la n  th a t c om b in e s  
re d e s ig n e d  b e n e fits , s t r ic t  u t i l iz a t io n  m an ag em en t, and 
c h an g es  in  re im b u rs em e n t t o  d ire c t  e m p lo y e e s  and  
p ro v id e rs  tow a rd  le s s  e x p e n s iv e  h e a lth  c a re  s e rv ic e s .

A n  o v e r la id  P P O  is  e a s ie r  to  p u t in to  e f fe c t  th an  a 
re d e s ig n e d  b e n e fi t  p la n , b u t  a  n ew  b e n e fit  p la n  can  
c o n t ro l h e a lth  c a re  c o s ts  o v e r  the  lo n g  te rm  b y  e n c o u r ­
a g in g  e m p lo y e e s  to  c h an g e  th e  w a y  th e y  u se  h e a lth  c a re  
s e rv ic e s , w h i le  at the  sam e  t im e  g iv in g  p ro v id e rs  in c e n ­
tiv e s  to  p ro v id e  c a re  m o re  e f f ic ie n t ly .

Evaluation
B e fo re  a P P O  p ro p o s a l c a n  be  e v a lu a te d , the em ­

p lo y e r  n eed s to k n o w  the  c o s t  o f  c u rre n t m ed ic a l b e n e ­
fi t s  and  be  a b le  to  e s t im a te  w h a t  c o s ts  w i l l  be  u n d e r  the 
P P O .

E v a lu a t in g  the p ro v id e rs  a sso c ia te d  w ith  the  P P O  can  
be  d o n e  b y  re v iew in g  the s e le c t io n  c r i t e r ia  o f  the P P O . 
S o m e  P P O s  a re  n o t p a r t ic u la r ly  s e le c t iv e  in i t ia l ly  bu t 
w eed  o u t p o o r  p e r fo rm e rs  as d a ta  b e c om e s  a v a i la b le . 
E m p lo y e rs  w i l l  h a v e  to  w ith s ta n d  the p o te n t ia l ly  a d ­
v e rs e  e m p lo y e e  re la t io n s  th a t re s u lt  f r o m  th is  a p p ro a ch . 
T h e  P P O  m a y  r e ly  o n  th e  ju d g m e n t  o f  a  g ro u p  o f  
c o m m u n ity  p h y s ic ia n s  to  re v ie w  the p ra c t ic e  p a tte rn s  o f  
p a rt ic ip a t in g  p h y s ic ia n s . A n o th e r  m e th o d  is re v iew  o f  
u t i liz a t io n  p ro f i le s  f r o m  th ird -p a r ty  p a y o rs  o r  o th e r  
o rg a n iz a t io n s . A ls o , the P P O  m a y  id e n t i fy  a se r ie s  o f  
:o m m o n  p ro c e d u re s  and  c o m p a re  the c o s ts  f o r  in d iv id ­
u a l p ro v id e rs  f o r  th e se  p ro c e d u re s .

T o  e v a lu a te  h o sp ita ls , M e d ic a re  c o s t rep o rts  o f f e r  a 
c o n v e n ie n t , and  la rg e ly  u n ta p p ed , d a ta  sou rc e . T h e y  a rc  
a v a i la b le  f r o m  s ta te  o r  lo c a l fis c a l in te rm ed ia r ie s , lo c a l 
p la n n in g  a g en c ie s , o r  c o a lit io n s . T h e y  p ro v id e  h o sp ita l-  
s p e c ific  d a ta  o n  a v e ra g e  c o s t and  ch a rg e s  p e r case , o r  p e r  
a d m is s io n , f o r  a l l  p a t ie n ts , n o t  ju s t  th o se  o n  M ed ic a re .

C a re  m u s t  b e  u sed  in  e v a lu a t in g  h o sp ita ls  based o n  
raw  d a ta , h ow e v e r . T h e  m a in  p ro b le m  w hen  th is da ta  is 
u sed  f o r  c o m p a r is o n  p u rp o se s  is  th a t o n e  h o sp ita l m ay  
have  a  h ig h e r  c o s t p e r  c a se , n o t  becau se  it is  le s s  
e ff ic ie n t , b u t b ecau se  i t  trea ts  m o re  s e r io u s ly  i l l  pa tien ts . 
A lth o u g h  th e  case  m ix  in d e x  p u b lis h e d  b y  the fe d e ra l 
g o v e rn m en t is  d e r iv e d  u s in g  o n ly  M e d ic a re  p a tien ts , it 
is  re a s o n ab le  to  a ssum e  tha t a  h o s p ita l h a v in g  a c o m p li­
ca ted  case  m ix  f o r  M e d ic a re  p a tie n ts  w o u ld  a ls o  h a ve  a 
c om p lic a te d  case  m ix  f o r  n o n -M e d ic a re  p a tien ts .

A d ju s te d  c o s t d a ta  w i l l  a l lo w  the  e m p lo y e r  to  m ak e  
rea son ed  f i r s t -c u t  ju d g m e n ts  n o t  o n ly  a b ou t P P O s , bu t 
a ls o  a b ou t the  e f f ic ie n c y  o f  the  h o s p ita ls  th e ir  e m p lo y ­
ees u se .

Evaluating Quality
P P O  q u a li ty  c an  b e  m ea su re d  in  s e v e ra l w a y s . A  

P P O ’ s fa c i li t ie s  m u s t be  lo c a te d  w h e re  m o s t  e m p lo y e e s  
can  re a c h  th em  c o n v e n ie n t ly , and  it  m u s t  p ro v id e  access 
to  the k in d s  o f  c a re  n e ed ed . G e n e ra l ly  th is m ean s 
p r im a ry  c a re  p h y s ic ia n s , a  ran g e  o f  sp e c ia lis ts , and  
access to  b o th  g e n e ra l c a re  and  s p e c ia lty  h o sp ita l fa c i l i ­
ties .

I f  th e  P P O  c an n o t p ro v id e  s e rv ic e s  d i re c t ly , it  m u s t be  
a b le  to  s u p p ly  th em  th ro u g h  a g re em en ts  w ith  o th e r 
p ro v id e rs . O th e rw is e , the e m p lo y e r  m u s t m a k e  su re  
e m p lo y e e s  a re n 't  p e n a liz e d  f o r  n o t u s in g  P P O s  in  these  
s itu a t io n s .

T h e  f in a n c e s  o f  a  P P O  sh o u ld  b e  a n a ly z e d  l ik e  the 
fin a n c e s  o f  a n y  o th e r  p o te n t ia l b u s in e ss  p a rtn e r . E m ­
p lo y e r s  s h o u ld  be  aw a re  o f  th e  P P O ’ s in te rn a l re im ­
b u rsem en t p ro c e d u re s . T h e  a rra n g em en t the  P P O  has 
w ith  a c o n tra c t in g  e m p lo y e r  f o r  re im b u rs em en t m ay  be 
d i f fe r e n t  f r o m  the w a y  it  re im b u rs e s  p ro v id e rs . E m ­
p lo y e r s  s h o u ld  be  su re  these in te rn a l a rrang em en ts  
e n c o u ra g e  e f f ic ie n t  h e a lth  c a re  w h i le  p ro v id in g  s u f f i ­
c ien t f in a n c ia l in c e n tiv e s  to  re ta in  q u a li ty  h o sp ita ls  and 
p h y s ic ia n s .

P la n s  m a rk e te d  b y  the la rg e  o rg a n iz a t io n s  m ay  o f f e r  
m o re  f in a n c ia l s ta b i li ty  and  c om p re h e n s iv e  se rv ic e s  
than a p la n  n e g o tia te d  w ith  lo c a l p ro v id e rs . T h a t s ta b i l­
ity  is o fte n  d e s ira b le , b u t it m a y  re q u ire  an  e m p lo y e r  to 
accep t a s tan d a rd  p la n  in stead  o f  o n e  ta i lo re d  to  its 
in d iv id u a l re q u irem en ts . ~
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The 1987 D irec to ry  o f PPOs, Issued by the American Medical Care . 
and Review Association, lists 646 operating plans In 43 states and j 
Puerto Rico and the District of Columbia. Some 71 plans are operated j 
by 23 organizations that have multiple state locations. Provider con- j 
tracts have been signed with 2,571 hospitals and 194,420 physicians. ;

The directory discusses, among other things, the growth and devel- j 
opment of PPOs, state legislative measures, as well as administration 
and operation practices Industry-wide. The bulk of the Directory Is 
devoted to profiles of the 646 plans. Individual copies of the D irectory  
are available from AMCRA at a prepaid cost of $50. For further 
Information, contact AMCRA, 5410 Grosvenor Lane, Suite 210, Be- 
thesda, MD 20814, (301) 493^9552.

T
he  1 9 8 7  D i r e c t o r y  o f  P P O s  lis t s  6 4 6  p la n s , o f  
w h ic h  3 8  a re  in  p re o p e ra t io n a l s tatus. P P O s  
a re  lo c a te d  in  4 3  states and  P u e rto  R ic o  and  the 
D is t r ic t  o f  C o lu m b ia  (s e e  T a b le  1 ) . P h y s i ­

c i a n ,  h o s p ita ls , and  jo in t  v e n tu re s  b e tw een  p h y s ic ia n s  
and  h o sp ita ls  c om p r is e d  the m a in  fo rc e  b eh in d  the  e a r ly  
P P O  g row th . A c c o rd in g  to  the 1 9 8 7  s u rv e y  th e ir s p o n ­
s o rsh ip  h a s  d e c lin e d  fr o m  4 9 .4 %  re p o rte d  la s t  y e a r  to  
4 4 .6 %  (2 8 8  p la n s ) . In su ra n c e  c om p a n ie s  s p o n s o r  1 5 7  
p la n s  and  p h y s ic ia n -h o sp ita ls , 1 1 4 . P h y s ic ia n -s p o n ­
s o re d  p la n s  to ta l 1 0 4 , and  h o s p ita ls  s p o n s o r  7 0  p la n s . 
O th e r  s p o n s o rs  in c lu d e  B lu e  C ro s s /B lu e  S h ie ld  P la n s  
( 6 7 ) ,  in v e s to rs  ( 3 6 ) ,  th ird -p a rty  a d m in is tra to rs  ( 3 0 ) ,  
H M O s  ( 2 5 ) ,  s e l f - fu n d e d  e m p lo y e rs  ( 1 2 ) ,  and  s p o n s o r ­
sh ip  b y  o th e rs  ( 3 1 ) .

Administration
M os t p la n s  ( 6 0 2 )  d o  n o t  h a v e  lo c k - in  a rra n g em en ts  

tha t req u ire  m em b e rs  to  u se  th e ir  s e rv ic e s . S u c h  a r ­
ran g em en ts  in v o lv e  s p e c i f ic  p ro v id e rs , su ch  as d e n ta l 
and m en ta l h e a lth , o r  s p e c i f ic  p a y o rs , su ch  as u n io n s  o r  
s c h o o ls . O n ly  4 4  p la n s  h a v e  a lo c k - in  fe a tu re  and  these  
p la n s  tend to  be  c la s s i f ie d  as e x c lu s iv e  p r o v id e r  o rg a n i­
z a t io n s .

M o s t  o f  th e  6 4 6  P P O s  o p e ra te  o n  a fo r - p r o f i t  b a s is  
( 4 4 4  o r  6 9 % )  and o p e ra te  m o s t ly  in  the W e s te rn  re g io n  
( 1 3 6 ,  o f  w h ic h  7 5  a re  in  C a l i fo r n ia ) .  F o r  p r o f i t  p la n s  in  
the o th e r  re g io n s  to ta l 1 1 8  in  the S o u th e a s t , 9 6  in  the 
M id w e s t, and  9 4  in  the N o rth e a s t .

S ta f f in g  d e p end s  o n  the c om p re h e n s iv e n e s s  o f  s e rv ­
ices d i re c t ly  p ro v id e d  b y  the P P O . A c c o rd in g  to  the 
1 9 8 7  s u rv e y , 2 3  p la n s  h a ve  fro m  11 to  15 s t a f f  m em b e rs  
and o n ly  f o u r  p la n s  h a v e  a s t a f f  o f  m o re  than  1 0 0

p e rs o n s . M o s t  p la n s  h a v e  th e ir  ow n  p ro v id e r  base 
(p h y s ic ia n s  and  h o s p ita ls ) and  m a rk e t in g  s ta f f . F u n c ­
t io n s  su ch  as u t i l iz a t io n  re v iew  and  c la im s  p ro c e s s in g , 
a re  s om e t im e s  c on tra c te d  to  th ird -p a r ty  a dm in is tra to rs , 
in su ran c e  c om p a n ie s , and  p ro fe s s io n a l re v iew  o rg a n i­
z a t io n s . A  b re a k d o w n  o f  c o n tra c te d  o u t  s e rv ic e s  p r o ­
v id e d  b y  the P P O  in c lu d e  the fo l lo w in g :

P PO O th e rs
Physic ian/hospita l contracting 2 5 4 11
Marketing 231 40
C laim s processing 72 95
P readm ission  certification 20 2 55
Utilization review /peer review 231 41
P rov ider payment 146 112
Consum er/p rov ider g rievances 2 4 4 3 2
Cost ana lys is and reporting 231 52 :

Provider Contracting
P P O s  re p o r te d  5 0 6 ,9 3 8  p h y s ic ia n s  and  1 1 ,5 0 4  h o s p i­

ta ls  u n d e r  p r o v id e r  c o n tra c ts , re p re sen tin g  a p p ro x i­
m a te ly  o n e - th ird  o f  a l l p ro v id e rs  in  the c o u n try . M a n y  
p ro v id e rs  h a v e  s ig n ed  c on tra c ts  w ith  m o re  th an  on e  
P P O , as in  C a l i fo r n ia . O h io , F lo r id a , and  P e n n s y lv a n ia , 
w h e re  m o re  th an  o n e  P P O  o p e ra te s  in  the sam e  m e t ro ­
p o lita n  a re a .

T h e  61  P P O s  re p o r t in g  fro m  the N o rth e a s t reg io n  
h a v e  1 ,3 2 2  h o sp ita ls  u n d e r  c on tra c t . In  the S o u th e a s t , 
w h e re  5 9  P P O  re p o r te d , the re  a re  1 .0 6 9  p a rtic ip a tin g  
h o s p ita ls . S ix t y - f i v e  p la n s  in  the M id w e s t h ave  p a r t ic i­
p a tin g  c on tra c ts  w ith  1 ,3 5 7  h o sp ita ls , and  in the W est. 
5 , 2 4 4  h o sp ita ls  h a v e  s ig n ed  c on tra c ts  w ith  3S 6  p lan s .

2:2 Weil Adimi Street. Qucigo, Dlmoi* 60606, (312) 236-2615 O 19M by Chirlei D. Spencer & Aooclitei. Inc.
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Table 1
PPOa By State

State Operational Pre-Operatlonal

Alaska 1
Alabama 16
Arizona 20
Arkansas 2
California 109 1
Colorado 22 1
Connecticut 4

District Of Columbia 9

Florida 43 1
Georgia 16 2
Hawaii 3

Illinois 33 1
Indiana 10 2
Iowa 3
Kansas 8 1
Kentucky 8 3
Louisiana 12 2
Maryland 10
Massachusetts 10 1
Michigan 15 3
Minnesota 9 1
Mississippi 3 2
Missouri 21 1
Nebraska 2
Nevada 7
N e w  Jersey 4 1
N e w  Mexico 5
N e w  York 1 1 1
North Carolina 10 1
Ohio 48 2
Oklahoma 1 1
Oregon 7 1
Pennsylvania 30 1
South Carolina 4
South Dakota 1
Tpnessee 17 2
Texas 18 2
Utah 6
Vermont 1
Virginia 8
Washington 19 3
West Virginia 2 1
Wisconsin 9
Wyoming 1
Puerto Rico 1 1
Total Number 608 38

continued on next page
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Table 2
Number Of Physician Contracts

North South Mid-
East East West West California Total %

Family Practice 10,181 5.155 3,159 4,455 10,559 33.509 12.4
Internal Medicine 13.069 7,069 3,685 3,190 12.063 39.076 14.4
Pediatrics 6,234 3,705 1,788 1,790 5,823 19,340 7.1
OB/GYN 6.053 3,535 1,929 2,045 6.902 20,464 7.6
General Surgery 6.706 3,530 1.869 1,781 5,769 19,655 7.3
Others 43,466 27,007 11,949 12,911 43,268 138,601 51.2
Subtotal 85,709 50,001 24,379 26,172 168,473 270,645 10 0 .0
No. Physicians 30,871 6,316 29,623 1 ,0 10 169,473 236.293
Grand Total 116,500 56.317 54,002 27.182 252,857 506.938
No. of PPOs
Reporting 46 • 46 40 37 39 208

Average Per P P O 2,534 1,224 1,350 735 6.483 2.437

T a b le  2 ,  a b o v e , sh ow s  th e  n u m b e r  o f  p h y s ic ia n  c o n ­
trac ts  b y  re g io n  a n d  b y  sp e c ia li ty .

Membership
T o t a l  m em b e rs h ip  in  th e  2 9 5  P P O s  re p o r t in g  th is 

da ta  is  2 1 ,6 2 3 ,8 1 7 ,  an  a v e ra g e  o f  7 3 ,3 0 1  m em b e rs  p e r  
P P O . A M C R A  w as  a b le  to  id e n t i fy  4 6  P P O s  w ith  
1 0 0 ,0 0 1  o r  m o re  m em b e rs . P P O  m em b e rsh ip  b y  p la n  
s iz e  is  as f o l lo w s :

P P O  Membership Total Plans

0 - 5,000 65
5,001 - 10 ,0 0 0 34

10 ,0 0 1 - 15,000 32
15,001 - 20,000 16
20 ,0 0 1 - 40,000 57
40,001 - 60,000 22
60,001 - 10 0 ,0 0 0 23

10 0 ,0 0 1 - 200 ,000 25
20 0 ,0 0 1 - 300,000 5
300,001 - 400,000 5
400,001 - 500,000 2
500,001 and up 9

Benefits Provided
M a n y  P P O s  a re  s in g le  b e n e fi t  p la n s , p ro v id in g  p s y ­

c h ia t r ic , p h t .rm a c y , p h y s ic ia n  th e ra p y , and  o th e r  s p e ­
c ia liz e d  s e rv ic e s . T h e s e  p la n s  w o rk  in  c o o p e ra t io n  w ith  
o th e r  P P O s  and  h e a lth  m a in te n a n c e  o rg a n iz a t io n s  to  
s u p p lem e n t the b a s ic  c o re  o f  s e rv ic e s  p ro v id e d  b y  a 
P P O . B e n e f it s  p la n s  v a r y  w ith  e a c h  e m p lo y e r  and  the

d e d u c t ib le s  and  c o p a ym en ts  d i f f e r  l o r  e a c h  p la n  d e ­
p e n d in g  u p o n  the  c o n tra c tu a l re la t io n s h ip  the e m p lo y e r  
and  P P O  h a v e  w ith  the p ro v id e rs .

T a b le  3 , o n  the  n e x t p a g e , sh ow s  the  b e n e fi ts  o f fe re d  
b y  th e  P P O s .

Utilization Review
T h e  p a rt ic ip a t in g  p ro v id e r  a g re em en ts  g iv e  the P P O  

a p r o v id e r  b a se  to  d e liv e r  n e c e s s a ry  s e rv ic e s , b u t u t i l i ­
z a t io n  re v ie w  p ro v id e s  the  P P O  w ith  a p p ro p r ia te  u se  o f  
th o se  s e rv ic e s . T h e  p ro c e d u re s  f o r  h o sp ita l in p a tien t 
u t i l iz a t io n  w a s  re p o rte d  b y  2 5 8  P P O s . T h e y  in c lu d e  p re ­
a d m is s io n  c e r t i f ic a t io n  ( 2 4 9  p la n s ) , a d m is s io n  c e r t i f i ­
c a t io n  ( 2 0 6  p la n s ) , c o n c u rre n t le n g th  o f  s ta y  re v iew  
( 2 3 8  p la n s ) , m a n d a to ry  se c o n d  s u rg ic a l o p in io n  (1 8 6  
p la n s ) , re t ro s p e c t iv e  in p a t ie n t s e rv ic e s  re v iew  (2 2 3  
p la n s ) , m a n d a to ry  a m b u la to ry  o r  o u tp a t ie n t s e rv ic e  
re v iew  ( 1 4 3  p la n s ) , and  re t ro s p e c t iv e  a m b u la to ry  s e rv ­
ic e  re v iew  ( 1 5 2  p la n s ) .

Data Collection/Reporting
S o m e  2 5 5  P P O s  re p o rte d  the d a ta  c o l le c t io n  p ro ­

g ram s  th ey  h a v e  in  p la c e . P h y s ic ia n  s p e c i f ic  d a ta  is 
c o lle c te d  by 2 3 4  p la n s , a v e ra g e  le n g th  o f  s ta y  b y  239 
p la n s , la b  u sag e  b y  1 7 2  p la n s , and  2 3 8  p la n s  c o l le c t  data 
o n  to ta l c h a rg e s .

F u l ly  2 5 1  p la n s  p ro v id e  re p o rts  to  g ro u p s  c on tra c t in g  
w ith  the p la n . R e p o r t s  in c lu d e  c o s t ( 2 0 7 ) ,  U R  (o n  
e x c e p t io n  b a s is ) ( 1 3 4 ) ,  g e n e ra l U R  s ta tis tic s  c o m p a r i ­
s o n  ( 1 6 0 ) ,  and  8 4  p la n s  p ro v id e  o th e r  rep o rts .

222 Wejt Adamt Street, Chicago, Illinois 60606, (312) 236-2613
un.jjmp(iQiJLhciieiiLS , 
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Table 3

Benefits 01 fa rad By The PPOs

North South Mid
Totals East East West West Calif.

Yes No Yes No Yes No Yes No Yes No Yes No

Unlimited Inpatient Hospitalization 171 56 33 '13 35 12 35 10 39 8 29 13

Limited Inpatient Hospitalization 93 108 18 24 16 26 2 1 19 16 27 22 12
Psychiatric Inpatient Care 2 1 1 17 45 1 37 1 1 42 2 47 1 40 2
Alcoholic Drug Inpatient Care 203 23 44 1 35 13 40 3 45 3 39 3

Emergency Room Coverage 222 6 46 45 3 43 2 47 41 1
Physician Outpatient Office Visits 224 5 45 1 46 2 42 2 48 43

Mental Health Outpatient Visits 208 22 43 38 1 1 42 2 47 1 38 4

Outpatient X-Ray Services 2 21 8 45 1 44 4 45 46 1 41 2
Outpatient Lab Services 219 9 45 1 46 2 45 43 4 40 2
Routine Injections 184 42 36 10 37 10 36 8 40 7 35 7

Podiatry Services 159. 65 35 12 24 21 33 10 33 14 34 3

Chiropractic Services 123 103 23 24 20 25 24 18 29 20 27 16

Pharmacy Services 192 42 44 5 36 12 38 8 40 8 34 9

Prescription Eye Exams and Glasses 85 140 19 28 1 1 36 16 28 21 24 18 24

Cental Services 96 123 20 24 14 31 20 22 19 27 23 19

Marketing
D ir e c t  c on ta c t b y  p e rs o n a l v is i t  and  m a i l a re  the m o s t  

p o p u la r  m e th o d s  o f  c on tra c t in g  P P O s  u sed  w ith  em ­
p lo y e r s  and  re cm it in g  p ro v id e rs . S o m e  6 1 6  p la n s  u sed  
d ire c t p e rs o n a l c o n ta c t , 4 1 8  m ad e  c o n ta c t ih ro u g h  d ire c t

m a i l ,  3 4  3 a d v e rt is e d  in  n ew sp a p e rs , 1 3 5  o n  ra d io , and  
7 7  o n  te le v is io n . F ly e r s  o r  b ro c h u re s  w e re  h and ed  o u t  
b y  3 9 8  P P O s  a n d  1 0 9  p la n s  u sed  o th e r  m a rk e t in g  
m e th o d s .

T r r'? I t'
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This Research Report Is an edited version of a speech given at a 
symposium Jointly sponsored by the Society of Actuaries and the 
American College of Hospital Administrators by David V. Axene, princi­
pal consulting actuary, Milliman & Robertson, Seattle.

Mr. Axene listed factors to be taken Into account when developing 1 
cost estimates to establish rates for marged health care systems (I.e., I 
health maintenance organizations or preferred provider organizations).

H
o sp ita ls  and  p h y s ic ia n s  in  a  m e rg ed  h e a lth  c a re  
sy s tem  ( i .e . ,  h e a lth  m a in ten an c e  o rg a n iz a ­
t io n s , p re fe r re d  p ro v id e r  o rg a n iz a t io n s ) f r e ­
q u e n t ly  a g re e  to  p ro v id e  s e rv ic e s  f o r  e n ro l le e s  

at d is c o u n te d  p r ic e s  in  re tu rn  f o r  in c re a sed  v o lu m e . 
T h e se  d isc o u n te d  p r ic e s  a re  u s u a lly  e xp re s sed  in  te rn is  
o f  p e rc en tag e s ; th a t is , 1 0 %  o r  2 0 %  lo w e r  th an  the 
p r o v id e r s ’ u su a l c h a rg e s .

It is  n e c e s s a ry  th a t the ra tes c on tra c te d  f o r  be 
a d eq u a te  to  c o v e r  e xp en se s  and  y e t a ls o  c om p e tit iv e . 
T h e re fo r e , it  is n e c e s s a ry  to  a c tu a r ia lly  p ro je c t  c o s ts  f o r  
the p ro v id e rs  b e fo re  q u o t in g  ra te s .

Identify Rating Variables
R a t in g  v a r ia b le s  m u s t be  id e n t i fie d . In  o rd e r  to  set a 

ra te , the a c tu a ry  m u s t a s k  q u e s t io n s  su ch  as the f o l lo w ­
in g :

1. W h a t  k in d  o f  p e o p le  w i l l  b e  u s in g  the s e rv ic e s?  
A re  th e y  a M e d ic a re  o r  M e d ic a id  g ro u p ?  A re  th e y  an  
e m p lo y e e  g ro u p ?

2 . W h a t  k in d  o f  p ro v id e rs  a re  th e re  in  the c om m u ­
n ity , and  w ha t a re  th e ir  c h a rg e  le v e ls ?

3 . W h a t  k in d  o f  u t i l iz a t io n  le v e ls  w i l l  d e v e lo p ?
4 . W h a t  is  the b e n e f i t  d e s ig n  o f  the p la n  tha t w i l l  be 

o f fe r e d ?
5 . W h a t a d m in is tra t iv e  c o s ts  and  m a rg in s  are  a n t ic i­

p a ted ?

Type Of People
In  ra t in g , o n e  m u s t c o n s id e r  the k in d  o f  p e o p le  w h o  

w i l l  b e  u s in g  the  P P O , d em o g ra p h ic  c h a ra c te r is t ic s , 
h e a lth  sta tus c h a ra c te r is t ic s , m a rk e t in g  m e th o d s , and  
re la t io n sh ip s  to  o th e r  p a rtie s .

D e m o g ra p h ic  c h a ra c te r is t ic s  in c lu d e  a g e -se x  d is t r i ­
b u tio n . H o w  m an y  p e o p le  a re  th e re  b y  v a r io u s  fa m i ly  j 
s tatus— that is , e m p lo y e e , sp o u se , and  c h i ld ( r e n ) . H ow  j 
o ld  a re th e y ?  H ow  m a n y  a re  m a r r ie d ?  W h a t  is the j 
a v e ra g e  n u m b e r  o f  d ep e n d en ts?

H e a lth  s ta tu s o f  th e  g ro u p  is  d i f f ic u lt  to  a sc e rta in  
b ecau se  th e re  is  n o  w o rk in g  d e f in it io n  o f  h e a lth  status.

I f  a  la rg e  p a n  o f  the p o te n t ia l e n ro l le e s  w o rk  at an 
o c c u p a t io n  w ith  h ig h  r is k , these  a d v e rse  h e a lth  ch a rac ­
te ris t ic s  w o u ld  h a v e  to  b e  fa c to re d  in to  the ra te .

A  P P O  a ttra c tin g  e m p lo y e d  p e o p le  w i l l  d e v e lo p  
m u ch  d i f fe r e n t  r is k  c h a ra c te r is t ic s  ( i .e . ,  c o s ts ) than a 
P P O  m a rk e te d  o n  an  in d iv id u a l b a s is  to  p e o p le  w ho  
o th e rw is e  w o u ld  n o t  h a v e  h e a lth  c o v e ra g e .

Marketing Considerations
Is  the P P O  g o in g  to  be  m a rk e te d  to  e m p lo y e r  g ro u p s  ? 

W i l l  th e  e m p lo y e e s  h a v e  fre e  c h o ic e  o r  w i l l  the re  be 
p a r t ic ip a t io n  re q u irem en ts ?  W i l l  b ro k e rs  be  used? 
D e p e n d in g  o n  the m a rk e t in g  m e th o d , the c o s ts  w i l l  be 
d i f fe re n t .

C o n s id e r  the re la t io n s h ip  to  o th e r  p a rt ie s : D o  the 
em p lo y e e s  c on s titu te  a g ro u p ?  W e re  the m em b e rs  p a ­
tien ts o f  the  p h y s ic ia n s  b e fo re  th ey  b ecam e  p a rt ic ip a t­
in g  p ro v id e rs ?  D e p e n d in g  o n  h ow  m an y  p e o p le  w e re  
e x is t in g  p a tien ts  o f  th e  p ro v id e rs  in  the p ro g ram , the 
c o s ts  w i l l  be  d i f fe re n t .

Look At Providers
N e x t , lo o k  a t w h a t k in d  o f  p ro v id e rs  a re  g o in g  to  be 

in c lu d e d  in  the  n e tw o rk . W h a t  k in d s  o f  p h y s ic ia n s  a rc  
in  the c o m m u n ity ?  A re  th e y  a sso c ia te d  w ith  a m ed ic a l 
s c h o o l?  A re  th e y  ju s t  s o lo  p ra c t it io n e rs ?  H o w  w e re  
th ey  c h o s e n ?  H o w  m u ch  c an  y o u  n e g o tia te ?  A re  th e ir  
o f f ic e s  em p ty ?

H o w  b ig  is  the p r o v id e r  g ro u p — can  th e y  p ro v id e  a ll 
the c a re  in  d ie  a re a ?  D o  y o u  h a ve  to h a ve  a n o th e r g ro u p  
to  p ro v id e  te r t ia ry  c a re ?

A rc  the  p h y s ic ia n s  c o o p e ra t iv e — do  th ey  r e a l ly  w an t 
to  m ak e  the P P O  w o rk ?

A  th o ro u g h  rcc  a n a ly s is  o r  ch a rg e  s u rv e y  is re c o m ­
m en d ed . T a k e  a s e le c t iv e  s am p le  o f  a b ou t 1 0 0  ch a rg e s  
that re f le c t  a b ou t 7 5 %  o f  a l l  p h y s ic ia n  c h a rg e s . Com­
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pa re  ih e  s u rv e y e d  ch a rg e s  se n t in  b y  p ro sp e c t iv e  p ro v id ­
e rs  w ith  the  c om m u n ity  n o rm s . W ith o u t  th is  in fo rm a ­
t io n , it m a y  n o t  be  fe a s ib le  to  g o  a n y  fu r th e r  because  the  
P P O  m ig h t b e  d e a lin g  w ith  th e  m o s t  e x p e n s iv e  p ro v id ­
e rs  in  the c om m u n ity .

Reimbursement Method
T h e  P P O  re im b u rs em en t m e th o d  is  im p o rta n t . A n  

a c tu a ry  c an n o t a c c u ra te ly  f ig u re  o u t  c o s ts  u n t i l the 
re im b u rs em en t m e th o d  is  k n ow n . W h a t  w i l l  be  u sed , a  
p re n eg o tia te d  fe e  s c h e d u le , 8 0 th  p e rc e n t i le , c ap ita tio n ?

T h e  re im b u rs em en t m e th o d  a ls o  a ffe c ts  u t i liz a t io n  
le v e ls  w h ic h  in  tu rn  a ffe c ts  th e  cost.

E x te n t o f  d is c o u n ts  and  o th e r  r is k  a rra n g em en ts  a ls o  
a re  im p o rta n t to  k n o w , a lo n g  w ith  p ro v id e r  in cen tiv e s . 
In  m an y  c a se s , 5 0  b ed  d a y s  c an  be  ta k e n  o f f  f r o m  the 
in p a tie n t h o sp ita l a s su m p tio n s  i f  c e rta in  p h y s ic ia n  in ­
c en tiv e s  a rc  in c lu d e d  in  the p la n  d e s ig n . W ith  the r ig h t 
p ro v id e r  in c e n tiv e s , p ro je c te d  c o s ts  c a n  b e  reduced .

Cost Per Service
F in d  o u t  the c o s t p e r  s e rv ic e , ^ o o k  a t e ach  un it , such  

as an  in p a t ie n t d a y , a d o c to r  v is it , a s u rg e ry , and fin d  ou t 
h o w  m u ch  w o u ld  it ty p ic a lly  c o s t i f  it  w e re  o n  a fe e - fo r -  
s e rv ic e  basis .

T h e  s o u rc e s  f o r  th is in fo rm a t io n  a re  m an y . F o r  
h o s p ita l c o s ts , lo o k  a t M ed ic a re  f i l in g s , D R G  ra te  f i l ­
in g s , h o sp ita l b u d g e ts , h o s p ita l f in a n c ia l s ta tem en ts , 
H IA A d a t a , A H A  d a ta , D R G  w e ig h ts . F o r  p ro fe s s io n a l 
fe e s  u se  fe e  s u rv e y s , c la im s  da ta  f r o m  c a r r ie r , H IA A  
d a ta , re la t iv e  v a lu e  s tu d ie s .

Utilization Levels
I t  m a y  b e  d i f f ic u lt  d e te rm in in g  the c om m u n ity  u t i l i ­

z a t io n  le v e l .  U t i liz a t io n  c o n t ro ls , p la n  d e s ig n , typ e  o f  
p ro v id e r , and  in c e n tiv e s  a f fe c t  u t i liz a t io n .

U t i liz a t io n  ra te s  a re  d e te rm in e d  b y  ta k in g  th e  n u m b e r  
o f  s e rv ic e s  p e r fo rm e d  an d  d iv id in g  b y  the n u m b e r o f  
e lig ib le  p e rs o n s . T h is  re su lts  in  d a ta  su ch  as bed  d a y s  p e r  
1 ,0 0 0 , p h y s ic ia n  v is its  p e r  1 ,0 0 0 , a dm is s io n s  p e r  1 ,0 0 0 . 
T h e  p ro d u c t  o f  u t i liz a t io n  rate  and  c o s t p e r  s e rv ic e  is the  
p ro je c te d  h e a lth  c a re  c o s t .

Value Of Copays, Deductibles, Etc,
N e x t , su b tra c t the a c tu a r ia l v a lu e  o f  d e d u c t ib le s  and  

c o p a ym en ts  f r o m  the p ro je c te d  c o s t , k e e p in g  in  m in d  
tha t d e d u c t ib le s  and  c o p a ym en ts  m a y  a f fe c t  u t i l iz a t io n . 
C o m p e t it iv e  re s tra in ts  and re g u la to ry  re q u irem e n ts  a ls o  
a f fe c t  these  n um b e rs . R e g u la to ry  re q u irem en ts  u s u a l ly  
add  c o s ts ; c om p e tit io n  m a y  lo w e r  c o s ts .

Expense Considerations
F in a l ly ,  ta k e  in to  c o n s id e ra t io n  a d m in is tra t iv e  e x ­

p en ses and  m a rg in s , in v e s tm en t in c om e , re in su ra n c e , 
m a rk e t in g  e xp en se s . E xp en se  m a rg in  and  p r o f i t  c an  bo 
lo a d e d  in  as a  p e rc e n t o f  p rem iu m .

Y o u  m a y  w an t to  d e v e lo p  v a r ia t io n s  to  rc fie c t  ag e / 
s e x  m ix , b e n e fits , s iz e  o f  g ro u p , etc . T h e  f in a l re su lts  
s h o u ld  b e  c om p a re d  to c om p e tit iv e  ra te  le v e ls  to  be 
a ssu red  o f  a c om p e tit iv e  p ro d u c t.

A s su m in g  the  p ro d u c t c an  be  e f fe c t iv e ly  m a rk e te d  
w ith  b o th  h e a lth  c a re  and  a d m in is tra t iv e  c o s ts  m an ag ed , 
the p ro g ram  can  be s u c c e s s fu l. m
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This Research Report provides general guidelines for those who wish ' 
to solicit providers for participation In a preferred provider organization, i 

The basis of this report Is a Request for Proposal (RFP) sent by Blue 
Cross and Blue Shield of Northern Ohio to hospitals In the area. The Blue 
plan used responses to the RFP to select hospitals to participate In its !

I new method of reimbursement.|

B
lu e  C ro s s  and  B lu e  S h ie ld  o f  N o r th e rn  O h io  
in v ite d  h o s p ita ls  in  its a re a  to  e n te r a  c om p e ti­
t iv e  b id d in g  p ro g ram  in  o rd e r  to  be in c lu d e d  in  
d ire c t  re im b u rs em en t o f  h o sp ita l s e rv ic e s  

p ro v id e d  to  B lu e  C ro s s  and  B lu e  S h ie ld  m em b e rs . T h e  
B lu e  p la n  sen t o u t  a  R eq u e s t f o r  P ro p o s a l ( R F P )  to  the 
h o sp ita ls  f r o m  w h ic h  th is  re p o rt  w as taken .

M a n y  asp ec ts  o f  th e  R F P  can  be  u sed  b y  an e n tity  
s e e k in g  b id s  in  o rd e r  to  se t up  a p re fe r re d  p ro v id e r  
o rg a n iz a t io n .

Cover Letter
T h e  c o v e r  le t te r  a c c om p an in g  the  R F P  m a y  c on ta in  

the fo l lo w in g  in fo rm a t io n :
Y o u r  o f f ic e  (h o s p i t a l )  is  in v ite d  to  su bm it a b id  f o r  the

p re fe r re d  p ro v id e r  o rg a n iz a t io n  to  be  fo rm e d  b y _______
C o m p a n y . B id s  m u s t b e  su bm itte d  in  a cc o rd an c e  w ith  
the  re q u irem e n ts  o f  th e  e n c lo s e d  R eq u e s t f o r  P ro p o s a l .
B id s  m u s t b e  su b m itte d  n o  la t e r  t h a n  . B id s  m u s t
be  m a i le d  o r  d e liv e re d  to :

N am e
A d d re s s
C i t y , s ta te , z ip
Q u e s tio n s  re la te d  to  th e  R e q u e s t  f o r  P ro p o s a l c a n n o t 

be a n sw e red  b y  te le p h o n e . A l l  q u e s t io n s  s h o u ld  be 
su bm itte d  in  w r it in g  to  the  a b o v e  ad d re ss  n o  la t e r  
th an  . W r it te n  a n sw e rs  to  q u e s tio n s  w i l l  be  p r o ­
v id e d  to  a ll p o te n t ia l b id d e rs . A  b id d e rs ’ c o n fe re n c e  
w i l l  be  h e ld  o n  .

Introduction
T h e  in t ro d u c t io n  is  u sed  to  e x p la in  the p re fe r re d  

p r o v id e r  o rg a n iz a t io n  c o n c e p t and the  p la n s  f o r  e s ta b ­
lis h in g  a P P O  in  the a re a .

T h e  c o rp o ra te  s t ru c tu re , h is to ry , and  fin a n c ia l b a c k - 
i n g o f  the c n ii ty  re q u e s t in g  the b id s s h o u ld  be d is c lo s e d .

T e rm s  o f  the c on tra c ts  to  be  o f fe r e d  to  the se le c ted  
p ro v id e rs  s h o u ld  be e x p la in e d , as w e ll as the re im b u rs e ­
m en t s tru c tu re  and  u t i l iz a t io n  re v iew  re q u irem en ts . T h e

I d e a d lin e  f o r  re sp on se s  sh o u ld  be g iv e n  and im p lem en -
| ta tion  da te  o f  the P P O  sh o u ld  be e stim a ted .

T h e  n u m b e r o f  p ro p o s a l c o p ie s  needed  sh o u ld  be 
sta ted .

Proposal Specifications 
T h is  s e c t io n  id e n t i fie s  the in fo rm a t io n  the sen d e r 

need s to  e va lu a te  p ro p o s a ls  f r o m  m ed ic a l s e rv ic e  p ro ­
v id e rs  f o r  p a rt ic ip a t io n  in 'h e  P P O . R e sp on d en ts  sh o u ld  
be a d v ised  tha t e ach  q u e s t io n  m u s t be an sw e red , and 
that th e y  a re  fre e  to  in c lu d e  a d d it io n a l in fo rm a t io n .

Proposal Amendments And Withdrawals
N o  am endm en ts , re v is io n s , o r  a lte ra tio n s  to  p ro p o s ­

a ls  w i l l  be  accep ted  a fte r  the du e  da te . P r i o r  to  the due 
d a te , a su bm itted  p ro p o s a l m a y  be  w ith d raw n  upon  
w ritte n  n o t i f ic a t io n . A n y  su bm itte d  p ro p o s a l s h a ll 
rem a in  v a lid  f o r  1 8 0  d a y s  a fte r  th e  du e  da te .

Alternate Proposals
B id d e rs  m u s t su bm it p ro p o s a ls  that m ee t the  re q u ire ­

m en ts  o f  the R F P . In  a d d it io n , a lte rn a te  p ro p o s a ls  from  
b id d e rs  w i l l  be  c o n s id e re d , p ro v id e d  that a c le a r  d e s ig ­
n a t io n  o f  a l l  d i f fe re n c e s  b e tw een  p ro p o s a ls  is  m ad e  and 
th a t the p ro p o s a l re sp on s iv e  to  the R F P 's  req u irem en ts  
is c le a r ly  id e n t i fie d .

Proposal Format
T h e  p ro p o s a l s h o u ld  in c lu d e  a tran sm itta l le t te r , the 

c om p le te d  a p p lic a t io n , and a ll a p p lic a b le  a ttachm en ts .
T h e  tra n sm itta l le t te r  s h o u ld  be  s ig n ed  by  an indiv id - 

u a l a u th o r iz e d  to  le g a l ly  b ind  the bidder." T h e  le tte r 
sh o u ld  in c lu d e .

1. A  s ta tem en t in d ic a tin g  the b id d e r is a le g a l en tity .
2 . A  s ta tem en t that n o  a ttem p t has b een  m ad e  o r  w i l l 

be m ad e  b y  the b id d e r  to  in duce  an y  o th e r p ro v id e r  to 
su bm it o r  n o t to  su bm it a p ro p o s a l.

3 . A n  e x p la n a t io n  o f  d e v ia t io n s  from  the s p e c i f ic a ­
t io n s  o f  the R F P .

. S p e n c e r f e y e s e m ’c h ^ e p m . ^ i , i ~ - : ,:!;!.
222 Wen Adimt Street. Chicago. IIluiou 60606, (312) 236-2615 3 I9SS by Charles I). Spencer & Auoclalfi. Inc.



315.02.-8
4-88

G u id e lin e s  O f A R eq u e s t F o r  P ro p o s a l F rom  P ro v id e rs  W hen
Se le c tin g  P a rtic ip an ts  F o r A P re fe rre d  P ro v id e r O rgan iza tion

c

c

4 .  A  s ta tem en t tha t the  b id d e r c e r t i f ie s  that the  p ric e s  
p ro p o s e d  h a ve  b e en  a r r iv e d  a t in d e p e n d e n t ly , w ith ou t 
c o n s u lta t io n , c om m u n ic a t io n , o r  a g re em en t , f o r  the 
p u rp o s e  o f  re s tr ic t in g  c om p e t i t io n , a s  to  a n y  m a tte r 
re la t in g  to  su ch  p r ic e s  w ith  a n y  o th t f r  b id d e r  o r  w ith  an y  
c om p e tito r , and  u n le s s  o th e rw ise  re q u ire d  b y  la w , the 
p r ic e s  q u o ted  h a v e  n o t b een  k n o w in g ly  d is c lo s e d  b y  the 
b id d e r  p r io r  *o the  aw a rd , d i re c t ly  o r  in d ire c t ly , to  an y  
o th e r  b id d e r o r  to  a n y  c om p e tito r .

E a c h  p e rso n  s ig n in g  the p ro p o s a l c e r t i f ie s  tha t he /she  
is  the p e rs o n  in the  b id d e r ’ s o rg a n iz a t io n  re s p o n s ib le  
fo r , o r  a u th o r iz e d  to  m a k e , d e c is io n s  as to  the p rice s  
q u o ted ,

Bids
P ro v id e rs  s h o u ld  c o n s id e r  the fo l lo w in g  fa c to rs  in  

e s ta b lish in g  th e ir  b id s :
T h e  n eed  to  o p e ra te  e f f ic ie n t ly  and  c o s t -e f fe c t iv e ly  

and the e lim in a t io n  o f  d u p lic a t iv e  o r  u n n ec e s sa ry  s e rv ­
ices and  fa c i li t ie s .

T h e  e x p e c ta t io n  o f  in c re a s e d  v o lu m e .
C om p e tit iv e n e s s  o f  the b id d in g  p ro c e s s .
A v a i la b i l i t y  o f  o p p o rtu n it ie s  to  re d u c e  c u rre n t c o s ts .

Other Bid Requirements
In  a d d it io n  to  th e  b id  i t s e lf ,  p ro v id e rs  s h o u ld  su bm it 

s e rv ic e  m ix  in fo rm a t io n . C a se s  th a t the  p ro v id e r  b e ­
lie v e s  s h o u ld  be  tre a ted  as o u t lie r s  m u s t  be id e n t if ie d .

Evaluation Criteria
S o m e  o f  the e v a lu a t io n  c r i te r ia  to  be used  to  s e le c t 

p re fe r re d  p ro v id e rs  in c lu d e :
1 . p r ic e .
2 . q u a li ty ,
3 . use b y  p ro sp e c t iv e  su b sc r ib e rs  o f  the n e tw o rk .
4 .  a b i li t y  to  su b m it p ro p e rd a ta  fo r u t i l i z a t i o n  re v iew .
5 . lo c a t io n , and
6 . s e rv ic e  a v a i la b i li t y .

^election Process
A  fo u r -s te p  s e le c t io n  p ro c e ss  c an  be  u sed .
F i r s t , th e  c r i te r ia  c h o sen  s h o u ld  be  e v a lu a te d  as to  

p r im a ry  and  s e c o n d a ry  im p o rta n c e , and  so  w e ig h ted .
T h e  se c on d  s tep  is  to  ra n k  p ro v id e rs  b y  p r ic e  b id  and  

p ro sp e c t iv e  s u b s c r ib e r  u se . S e p a ra te  ra n k in g s  a re  p re ­
p a re d  f o r  e ach  c r i te r io n . A  c om p o s ite  ra n k in g  is  fo u n d .

T h e  th ird  s tep  in  the  s e le c t io n  p ro c e s s  is  the re v iew  o f  
c om p o s ite  ra n k in g s  to  id e n t i fy  d u p lic a t io n  o f  s e rv ic e s  
w ith in  lo c a t io n s .

T h e  fo u r th  s tep  is  the re v iew  o f  s e le c t io n s  to  d e te r ­
m in e  w h e th e r a s u f f ic ie n t  ran g e  o f  s e rv ic e s  is  a v a i la b le  
w ith in  lo c a t io n s .
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This Research Report Is a sample contract between a sponsoring 
! agency and a participating provider pursuant to establishment of a 

participating provider organization.
The sponsoring agency in this contract Is the health plan admlnlstra- 

i tor. PPOs; can. be sponsored by other entitles as well. The contract has 
j language for agreements with either a hospital or a physician. The 
i language would have to be modified for a dental PPO.

T H IS  A G R E E M E N T , m ad e  t h i s  d ay  o f  .
b y  and  b e tw e e n  (h e re in  re fe re ed  to  as “ S P O N ­
S O R " )  a n d  (h e re in  re fe r re d  to  as “ P R O V ID E R " )

W ITN ESSES:
W H E R E A S , P R O V ID E R  ag ree s  to  p ro v id e  c o v e re d  

(h e a lth , h o s p it a l)  se rv ic e s  to  p e rs o n s  w h o  a re c o v e re d  
in d iv id u a ls  u n d e r g ro u p  h e a lth  (p o lic ie s , p la n s ) (is su e d , 
a dm in is te re d , u n d e rw rit te n ) b y  S P O N S O R ; and

W H E R E A S ,  P R O V ID E R  ag ree s  to  accep t as p a y ­
m en t in  fu l l  the s ch ed u led  b e n e fits  s p e c ifie d  h e re in  f o r  
the p ro v is io n  o f  c o v e re d  (h e a lth , h o s p ita l)  se rv ic e s  to 
c o v e re d  in d iv id u a ls ; and

W H E R E A S , S P O N S O R  ag ree s  to  rem it  sch edu led  
b e n e fits  d i r e c t ly  to  P R O V ID E R  i f  a c o v e re d  in d iv id u a l 
e x e cu te s  a  v a lid  a ss ig nm en t o f  the r ig h t to  p a ym en t o f  a 
s c h e d u le d  b e n e fit  in  fa v o r  o f  P R O V ID E R ;

N o w , th e re fo re , the p a rtie s  a g re e  as fo l lo w s :

I . D EFIN IT IO N S
A . C o v e t e d  ( h e a lt h ,  h o s p i t a l )  s e r v ic e s .  T h o se  

(h e a lth , h o s p ita l)  s e rv ic e s  f o r  w h ich  b e n e fits  a re  p a y ­
a b le  u n d e r the te rm s o f  a g ro u p  h e a lth  (p o lic y , p la n ) , 
s u b je c t to  the e x c lu s io n s  and  lim ita t io n s  d esc rib ed  
th e re in . T h e se  s e rv ic e s  a re  d e sc r ib e d  in  the ap p en d ix  to  
th is  ag reem en t.

B . C o v e r e d  i n d i v i d u a l .  A  p e rs o n  c e r t i f ie d  by  S P O N ­
S O R  as e lig ib le  f o r  b en e fits  u n d e r  a g ro u p  hea lth  ( p o l ­
ic y , p la n ) (is s u e d , a d m in is te re d , u n d e rw rit te n ) b y  
S P O N S O R .

C . G r o u p  h e a l t h  ( p o l ic y ,  p l a n ) .  A  c on tra c t be tw een  
S P O N S O R , and  re s p e c t iv e ly , a p o lic y h o ld e r  ( i f  the 
c o n tra c t  is is su ed  o n  an  in su red  b a s is ) o r  an  em p lo y e e  
b e n e fi t  p la n h o ld e r  ( i f  d ie c o n tra c t  c a lls  f o r  S P O N S O R  
to  p ro v id e  o n ly  c e rta in  a d m in is tra t iv e  s e rv ic e s ) und e r 
w h ic h  S P O N S O R  p ro v id e s  re im b u rs em en t o f  c o v e re d  
(h e a lth , h o s p ita l) s e rv ic e s  f o r  c o v e re d  in d iv id u a ls  d e s ­
ig n a ted  b y  the (p o lic y h o ld e r , p la n h o ld e r* .

D . P r a c t i t io n e r .  A  lic e n sed  p ra c t it io n e r o f  the 
, h e a lin g  a rts a c ting  w ith in  the scop e  o f  the lic e n se .

E ,  S c h e d u le d  b e n e f i t .  T h e  m a x im u m  am oun t p a y ­
a b le  b y  S P O N S O R  u n d e r the te rm s o f  a g ro u p  hea lth  
(p o lic y , p la n ) f o r  the re n d e rin g  (b y  a p ra c t i t io n e r  o f  a 
c o v e re d  h e a lth  s e rv ic e , o f  a c o v e re d  h o sp ita l s e rv ic e ) to 
a c o v e re d  in d iv id u a l. T h e s e  sc h ed u le d  b e n e fits  app ea r

j in  the a ttach ed  ap p en d ix .

I I . REPRESEN TA TIO N S AND 
i' W ARRAN TIES
J[

A . S P O N S O R  w a rra n ts  and  rep re sen ts  th a t it is a 
c o rp o ra t io n  d u ly  o rg a n iz e d  and  e x is t in g  u n d e r the law s 
o f  the sta te  o f— and  is a u th o r iz e d  to  t ran sa c t the b u s i­
n e ss  o f— in  the state  o f  ,

B . I f  P R O V ID E R  is  a h o s p ita l. P R O V ID E R  w a r- 
i ran ts  and  rep re sen ts  tha t it is a h o s p ita l lic e n se d  b y  the

state  o f— and  a cc red ited  b y  the J o in t  C o m m is s io n  o n  
A c c re d ita t io n  o f  H o s p ita ls  and  that a l l  p e rs o n s  w h o  w i ll 
re n d e r  c o v e re d  h o sp ita l s e rv ic e s  to  c o v e re d  in d iv id u a ls  

, s h a l l be  p ra c t it io n e rs  a n d /o r  e m p lo y e e s  o f  P R O V ID E R .
I f  P R O V ID E R  is p ra c t ic in g  in d iv id u a lly , P R O ­

V ID E R  w a rra n ts  and  rep re sen ts  th a t he /sh e  is a p ra c t i-  
! t io n e r  and  m a in ta in s  an  o f f i c e  f o r  the fu l l- t im e  p ra c tice  

o f— in  the state o f— and  th a t h e /sh e  has n o t b e en  su s­
p ended  f r o m  p ro fe s s io n a l p ra c t ic e  o r  p u b lic a l lv  r e p r i ­
m and ed  b y  a n y  c o u r t  o r  a g en c y  o f  c om p e ten t ju r i s d ic ­
t io n  w ith in  the p ast f iv e  y e a rs . P R O V ID E R  fu r th e r  
ag ree s  that a l l  h e a lth  s e rv ic e s  u n d e r this a g re em en t s h a ll 
be p e r fo rm e d  in  s tr ic t a c c o rd a n c e  w ith  a l l g en e ra ilx  
accep ted  le g a l and  e th ic a l s tan d a rd s  o f  t h e  p r o ­
fe s s io n .

I f  P R O V ID E R  is a le g a l ly  c on s titu ted— pa rtn e rsh ip  
o r a  p ro fe s s io n a l c o rp o ra t io n , P R O V ID E R  w a rran ts  and 
rep re sen ts  tha t o n ly  p ra c t it io n e rs  w i l l  p e r fo rm  s e rv ic e s  
p u rsu an t to  th is  a g re em en t , that it is in v o lv e d  in  and
m a in ta in s  an  o f f ic e  f o r  the fu l l- t im e  p ra c tic e  o f  in
the state o f  , and tha t n o  p a rtn e r , m em b e r , o r

S p e n e e F ^ ^ e s e n r c h a ’e p o r r s  „„
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p e rs o n  a sso c ia te d  w ith  P R O V ID E R  has b een  su s ­
p e n d ed  o r  p u b lic a l ly  re p r im an d ed  b y  a n y  c o u r t  o r  
a g e n c y  o f  c om p e te n t  ju r i s d ic t io n  w ith in  th e  p a s t fiv e  
y e a rs . P R O V ID E R  fu r th e r  ag ree s  th a t a l l  h e a lth  s e rv ­
ic e s  ren d e red  to  a c o v e re d  in d iv id u a l shaU  be  p e r fo rm e d  
in  s t r ic t  a c c o rd an c e  w ith  a l l  g e n e ra l ly  accep ted  le g a l and 
e th ic a l s tan d a rd s  o f  t h e  p ro fe s s io n .

C . P R O V ID E R  a g re e s  n o t  to  re je c t a n y  c o v e re d  
in d iv id u a l as a  p a t ie n t f o r  a  c o v e re d  (h ea lth , h o s p ita l) 
s e rv ic e  b y  re a s o n  o f  the a l le g e d  in ad e q u a c y  o f  an y  
sch ed u le d  b e n e fit .

D .  P R O V ID E R  e n te rs  in to  th is  a g re em en t as an 
in d ep end en t c o n t ra c to r  and  n o t  o th e rw is e . N o th in g  
h e re in  s h a ll b e  c on s t ru e d  to  c re a te  the  re la t io n s h ip  o f  
e m p lo y e r  and  e m p lo y e e  b e tw e en  P R O V ID E R ,  its 
a g en ts  o r  e m p lo y e e s  a n d  S P O N S O R .

E . P R O V ID E R  s h a l l  o p e ra te  in  c om p le te  a c c o rd an c e  
w ith  a l l  law s  a n d /o r  ru le s  a n d /o r  re q u irem en ts  o f  the
state  o f  , in c lu d in g  the  f i l in g  o f  any  n e c e s sa ry
reports.

F . P R O V ID E R  s h a l l  n o t p ro m o te  o r  p u b lic iz e  h is /  
h e r/ its  s tatus u n d e r  th is  a g re em en t w ith ou t th e  p r io r  
w ritte n  c on sen t o f  S P O N S O R . P R O V ID E R  ag ree s  n o t  
to  u se  S P O N S O R ’ S  n a m e  o r  s e rv ic e  m a rk s  in  a n y  w a y  
to  a d v e rt is e  o r  p ro m o te  the b u s in e ss  o f  P R O V ID E R  o r  
a n y  o f  its a f f i l ia t e s  u n le s s  the  m a te r ia l m a k in g  u se  o f  
su ch  n am e  o r  s e rv ic e  m a rk s  h as  b een  s p e c i f ic a l ly  a p ­
p ro v e d  in  w r it in g  b y  S P O N S O R .

G . S P O N S O R  s h a l l  c au se  P R O V ID E R ' S  n am e  and  
ad d re ss  to  be d is sem in a te d  to  c o v e re d  in d iv id u a ls  and  to  
(p o lic y h o ld e r s ,  p la n h o ld e r s ) . S P O N S O R  d o e s  n o t  
g u a ra n te e  in  a n y  w a y  th a t P R O V ID E R  w i l l  be  e n g ag ed  
b y  a n y  c o v e re d  in d iv id u a ls  o r  a n y  n u m b e r o f  c o v e re d  
in d iv id u a ls .

H . S P O N S O R  s h a l l d e l iv e r  to  P R O V ID E R  a  l i s t  o f  
th o se  e n t it ie s  w h ic h  a re  (p o li c y h o ld e r ,  p la n h o ld e r s ) 
u n d e r  w h ic h  c o v e re d  in d iv id u a ls  a re  e lig ib le  f o r  c o v ­
e re d  (h e a lth , h o s p it a l)  s e rv ic e s  p u rsu a n t to  a  g ro u p  
h e a lth  (p o l i c y ,  p la n ) .

S P O N S O R  s h a l l u p d a te  sa id  l is t  p e r io d ic a lly . 
P R O V ID E R  m a y  re ly  u p o n  the a c c u ra c y  o f  the in fo rm a ­
t io n  c on ta in e d  in  sa id  l i s t  and s h a l l n o t be h e ld  re s p o n ­
s ib le  in  a n y  w a y  f o r  a n y  e r r o r s  in  su ch  lis ts .

I. P R O V ID E R  s h a ll k e e p  a ccu ra te  and c u rre n t 
m e d ic a l f i le s  and  re c o rd s  c o n c e rn in g  each  c o v e re d  
in d iv id u a l. P R O V ID E R  s h a ll m ak e  such  f i le s  and  
re c o rd s  a v a i la b le  to  S P O N S O R  d u r in g  n o rm a l b u s in e ss  
h o u rs . N o th in g  c o n ta in e d  h e re in  s h a ll re q u ire  P R O ­
V ID E R  to  re v e a l a n y  p h y s ic ia n -p a t ie n t c o n f id e n t ia l 
in fo rm a t io n  w h ic h  is n o t s u b je c t  to  d is c lo s u re  p u rsu a n t 
to  S P O N S O R ’ S  s tan d a rd  c la im  fo rm  a u th o r iz a t io n .

! J. Neither S P O N S O R  nor P R O V I D E R  shall utilize 
or disclose any of either's proprietary processes and/or 
procedures without written consent of the other party.

K .  S P O N S O R  s h a l l h a v e  th e  r ig h t d u r in g  the te rm  o f  
th is  a g re em en t , w ith o u t the  c on se n t o f  the P R O V ID E R ,  
to  m o d i fy  th e  n u m b e r  o f  c o v e re d  (h e a lth , h o s p ita l) 
s e rv ic e s . S P O N S O R  s h a ll h a v e  the  r ig h t to  d e te rm in e  
the  s c h e d u le d  b e n e fit  to  be a ss ig n ed  an y  added  se rv ic e  
and a ls o  s h a ll h a v e  the r ig h t to  in c re a se  the s c h ed u led  
b e n e fi t  f o r  a n y  e x is t in g  c o v e re d  (h e a lth , h o s p ita l) s e rv ­
ic e . A n y  m o d i f ic a t io n s  g ra n ted  u n d e r th is  s u b p a n  w i l l  
ta k e  e f f e c t  d a y s  a f t e r  w r it te n  n o t ic e  to  P R O ­
V ID E R .

L .  In  c o n s id e ra u o n  o f  c o v e re d  (h e a lth , h o s p ita l) 
s e rv ic e s  p e r fo rm e d  b y  P R O V ID E R ,  S P O N S O R  s h a ll 
p ro m p t ly  m a k e  p a ym en ts  to  P R O V ID E R  fo l lo w in g  
a c tu a l re c e ip t o f  an  item iz e d  a c c ou n t o f  c h a rg e s , p r o ­
v id e d  c o v e re d  in d iv id u a l h a s  e x e cu te d  a v a lid  a ss ig n - 

I .m ent o f  th e  r ig h t to  p a ym e n t o f  a s c h e d u le d  b e n e fi t  in
• fa v o r  o f  P R O V ID E R .  P a ym e n t w i l l  be m ad e  as e s tab - 
| fish e d  u n d e r th is  a g re em en t.in. AUDITS

A . S P O N S O R  s h a l l ,  a t its  o w n  c o s t and  e xp en se .
■ h a ve  the r ig h t to  in v e s t ig a te  a n d  au d it the c o v e re d  
i (h e a lth , h o s p it a l)  s e rv ic e s  p ro v id e d  to  c o v e re d  in d iv id u -  
j a ls  u n d e r  the a g re em en t . P R O V ID E R  s h a l l c o o p e ra te  
; b y  m a k in g  a v a i la b le  a l l  n e c e s s a ry  f i le s  and re c o rd s  as
• m a y  be  re a s o n a b ly  req u e s te d  b y  S P O N S O R . A n y  su ch  

a u d i t o r  in v e s t ig a t io n  s h a l l be  c a r r ie d  o u t w ith ou t re q u ir ­
in g  P R O V ID E R  to  r e v e a l a n y  p h y s ic ia n -p a t ie n t c o n f i ­
d e n t ia l in fo rm a t io n  n o t  o th e rw is e  s u b je c t to  d is c lo s u re  
p u rsu a n t to  S P O N S O R ’ S  s tan d a rd  c la im  fo rm  a u th o r i ­
z a t io n .

B . S P O N S O R  ag re e s  tha t a l l  f i le s  re la t in g  to  the 
re n d e r in g  o f  c o v e re d  (h e a lth , h o s p it a l)  s e rv ic e s  f o r  
c o v e re d  in d iv id u a ls  b y  P R O V ID E R  a re  the p ro p e r ty  o f  
P R O V ID E R .  In  the  e v e n t o f  te rm in a t io n  o f  th is  a g re e ­
m en t , s a id  f i le s  s h a l l rem a in  w ith  P R O V ID E R ,  su b je c t , 
h o w e v e r , to  the r ig h t o f  a n y  c o v e re d  in d iv id u a l to  
req u es t that h is /h e r  f i le  be  tra n sm itte d  e ls ew h e re  in

i a c c o rd a n c e  w ith  h is /h e r  in s tru c t io n s .

IV . IN D EM N IFICATIO N  AND HOLD 
HARM LESS

A . P R O V ID E R  s h a l l be s o le ly  re s p o n s ib le  fo r  s e r v ­
ices p e r fo rm e d  fo r o r r e n d c r c d  to  c o v e re d  in d iv id u a ls  b v  
P R O V ID E R .

B . P R O V ID E R  s h a ll in d em n ify  and  h o ld  S P O N S O R  
h a rm le s s  f r o m  an y  and a l l  c la im s , law su its , s e tt lem en ts , 
ju d g m e n ts , c o s ts , p e n a lt ie s , e xp e n se s , a tto rn e y s  fe e s , o rcontinued on next page
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lia b i li t ie s  in c u rre d  as a re su lt  o f  m e d ic a l s e rv ic e s  p ro -  j 
v id e d  o r  fa i le d  to  be  p ro v id e d  b y  P R O V ID E R  to  an y  
c o v e re d  in d iv id u a l.

C . P R O V ID E R  s h a l l m a in ta in , a t its  s o le  c o s t and  
e xp en se , in  f u l l  fo r c e  and  e f fe c t  d u r in g  the te rm  o f  th is 
ag reem en t a v a lid  c u rre n t p o lic y  o rp o l ic ie s  o f  in su ran ce  
w ith  an in s u re r  a c c ep ta b le  to  S P O N S O R , w h ic h  a c c ep ­
tance s h a ll n o t  be  u n re a s o n a b ly  w ith h e ld , in su r in g  j 
P R O V ID E R  ag a in s t a n y  lia o i li t ie s  f o r  an y  se rv ic e s  i 
p ro v id e d  o r  fa i le d  to  be  p ro v id e d , any  n e g lig e n c e , an d / : 
o r  ju d g m e n t .

T h e  c o v e ra g e  s h a l l be  in  am oun ts  n o t  le s s  than
S  p e r o c c u r re n c e , S  in  a g g reg a te  c la im s
p e r y e a r , w h ic h  m in im u m  am oun ts  S P O N S O R  re ta in s 
the rig h t to  a d ju s t  a n n u a lly  o n  the a n n iv e rs a ry  o f  th is 
a g reem en t. E v id e n c e  o f  such  in su ran ce  s h a l l be  p r o ­
v id e d  to  S P O N S O R  o n  request. P R O V ID E R  h e reb y  
w anrants that su c h  in su ran c e  is  n ow , and  w i l l  b e , c o n ­
t in u o u s ly  in  e f fe c t  so  lo n g  as (h e a lth , h o s p ita l)  se rv ic e s  
a re  b e in g  rends.. ed b y  P R O V ID E R  to  c o v e re d  in d iv id u ­
a ls .

I f  the p o lic y  o r  p o lic ie s  d e sc rib ed  a b o v e  a re  is su ed  to  
a m ed ic a l p a rtn e rsh ip  o r  p ro fe s s io n a l c o rp o ra t io n  o f  
w h ic h  P R O V ID E R  is  a m em b e r , o r  i f  P R O V ID E R  is a 
m e d ic a l p a r tn e rsh ip  o r  p ro fe s s io n a l c o rp o ra t io n , the 
re q u ire d  m in im u m  c o v e ra g e  s h a ll be m u lt ip lie d  b y  the 
n u m b e r  o f  p a rtn e rs  o r  m em b e rs  w h o  a re  p ra c t it io n e rs .

V. TERM IN ATIO N
A . E ith e r  p a r ty  m a y  te rm in a te  th is  a g re em en t u p o n  

the  g iv in g  o f  d a y s  p r io r  w ritte n  n o t ic e  b y  re g is ­
te red  m a i l ,  re tu rn  re c e ip t req u es ted , to the o th e r  p a rty . 
N o t ic e s  to  P R O V ID E R S  s h a ll be sen t to  the la s t  add ress 
o n  f i le  w ith  S P O N S O R .

B . E x c e p t as m a y  be p re c lu d e d  b y  la w , P R O V ID E R  
s h a l l c om p le te  the p e r fo rm a n c e  o f  c o v e re d  (h e a lth , 
h o s p ita l)  s e rv ic e s  f o r  c o v e re d  in d iv id u a ls  in  p ro g re s s  at 
the lim e  o f  te rm in a t io n  in  a cc o rd an c e  w ith  th is  a g re e ­
m en t p ro v id e d  c o v e re d  in d iv id u a ls  c on sen t.

V I. ASSIGNM ENTS
P R O V ID E R  w i l l  n o t a ss ig n  its rig h ts , d u tie s , o r  

o b lig a t io n s  u n d e r th is  a g re em en t e ith e r in  w h o le  o r  in  
p a rt w ith ou t the w ritte n  c on se n t o f  S P O N S O R ; p r o ­
v id e d . h o w e v e r , th a t a n y  a ss ig nm en t b y  S P O N S O R  to 
a n y  o f  its  a f f i l ia t e s  o r  su b s id ia r ie s  s h a ll be p e rm is s ib le  
a t a n y  tim e .

V II. M ODIFICATIONS
N o  ch an g e s  in  th is a g re em en t s h a l l b e  e ffe c t iv e  

u n le s s  th e y  a re  in  w rit in g  and  s ig n ed  by b o th  p a rtie s .

APPEN DIX

/ . P h y s i c i a n  s e r v ic e s .
( A l l  s u rg ic a l and m ed ic a l s e rv ic e s  c o m m o n ly  p e r ­

fo rm e d  b y  the p h y s ic ia n  w i l l  be p a y a b le  a t the rate o f
  %  o f  S P O N S O R ’ S  u su a l and  p re v a i lin g  fee
s c h e d u le .)

A l l  s u rg ic a l s e rv ic e s  c o m m o n ly  p e r fo rm e d  by  the 
p h y s ic ia n  w i l l  be  p a y a b le  (a t  the ra te  s h ow n  in  the 1 9 6 4  
C F .V S  s u rg ic a l s c h ed u le  u s in g  a c o n v e rs io n  fa c to r  o f
S  , a t  %  o f  the p h y s ic ia n ’ s n o rm a l ch a rg e s .
a t ______ %  o f  the S P O N S O R ’ S  u su a l a r.d  p re v a i lin g  fee
sch ed u le , w h ic h  w i l l  b e  upd a ted  a n n u a lly ) .

A l l  m e d ic a l s e rv ic e s  c o m m o n ly  p e r fo rm e d  by the 
p h y s ic ia n  w i l l  b e  p a y a b le  (a t  the  ra te  s h o w n  in  the 1 9 6 4  
C R V S  m e d ic a l s ch ed u le  u s in g  a c o n v e rs io n  fa c to r  o f

J S  , a t  %  o f  the p h y s ic ia n ’ s n o rm a l cha rg es .
a t ______ %  o f  the  S P O N S O R ’ S  u su a l a n d  p re v a i lin g  fee
s ch ed u le , w h ic h  w i l l  be  u p d a te d  a n n u a lly ) .

F o r  the  fo l lo w in g  s u rg ic a l p ro c e d u re s  p e r fo rm e d  in 
the  p h y s ic ia n ’ s o f f i c e ,  a m b u la to ry  s u rg ic a l c en te r , o r  
h o s p ita l o u tp a t ie n t d e p a rtm en t w h e re  n o  in p a tien t c o n ­
fin em e n t re s u lts , an  in c e n tiv e  p a ym e n t o f  %  g re a te r  than  
the  s u rg ic a l re im b u rs em en t s h o w n  a b o v e  w i l l  be p a id . 

I I .  H o s p i t a l  s e r v ic e s .
A . In p a t ie n t  and  o u tp a t ie n t s e rv ic e s  w i l l  be re im ­

bu rsed  o n  the  b a s is  o f  (  %  o f  the S P O N S O R 'S  u su a l
and  p re v a i lin g  fe e  s c h e d u le , %  o f  the h o s p it a l ’ s
n o rm a l c h a rg e s , the fo l lo w in g  ta b le  o f  d ia g n o s t ic  r e ­
la te d  g ro u p in g s ), a d ju s ted  a n n u a lly .

B . E m e rg e n c y  ro o m  s e rv ic e s  w i l l  b e  re im b u rs e d  at
 %  o f  the ( S P O N S O R ’ S  u s u a l and  p re v a i lin g  fe e
s ch ed u le , h o s p i t a l ’ s n o rm a l c h a rg e s ) , a d ju s te d  an n u ­
a l ly .

C . O u tp a t ie n t s u rg e r ie s  w i l l  be re im b u rs e d  at the 
! in c e n tiv e  ra te  o f   %  o f  the h o s p i t a l ’ s n o rm a l

c h a rg e s , a d ju s te d  a n n u a lly , fo r  the su rg e r ie s  lis te d  be- 
; lo w  w hen  p e r fo rm e d  o n  a n  ou tp a t ien t b a s is  in  lie u  o f  an 

in p a tien t c o n f in em e n t . ^
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The art and science of negotiating as a health care purchaser was j 
discussed at the Midwest Business Group on Health’s Eighth Annual ; 
Conference at the end of February 1988 by Michael Rode, regional | 
manager of Community Care Network of San Diego; David Redfleld, , 
vice-president of the DePaul Health Corporation; and Roger Freltag, 
manager of headquarter employee benefits for Allen-Bradley Company; 
all based In Milwaukee, WIs. Another workshop also dealt with purchas­
ing health care for the small employer. A summary of these presenta­
tions follows.

referred provider organizations represent 
providers' interests, and are weak in utiliza­
tion review, while insurance companies do 
not always have the consumer’s interest at 

heart,” Michael Rode, Milwaukee regional manager for 
Community Care Network (CCN) of San Diego and 
administrator of Health Care Network of Greater M il­
waukee (a business coalition’s preferred provider or­
ganization), told the Midwest Business Group on 
Health's 1988 conference. The conference theme was 
‘The Science of Health Care Purchasing."

“A purchaser system has an advantage in that it is 
controlled by the employer and it is the most effective 
way to put the purchaser’s interest first.” Mr. Rode and 
David Redfield, vice-president of DePaul Health Cor­
poration in Milwaukee, discussed negotiating prices 
and services with health care providers.

A strong utilization review component is vital to the 
success of a contract provider arrangement, Mr. Rode 
emphasized. “If  medically unnecessary days are iden­
tified by UR, the hospital must eat the cost"

Mr. Rode identified some steps the purchaser must 
take before it approaches negotiations with hospitals.

Initial Steps
1. How w ill the hospital be reimbursed? Some 

possibilities include:
a. A straight discount of billed charges— but rates 

continue to rise.
b. A discount off billed charges with some sort of cap.
c. Diagnosis related groups (DRGs) approach (such 

as Medicare’s)— not the most effective because of 
coding inaccuracies, DRG creep, and their not accom­
modating.

d. Per diem approach, and very limited, with global 
rates for medical/surgical, physical rehabilitation, and 
psychiatric services, for example. CCN feels that this is 
the most effective way of controlling costs. To discour­

age s tu ff in g  f fo ra  in p a t ie n t to  ou tp a tien t c h a rg e s , h o sp i­
ta l am oun ts  m u s t b e  c ap p ed .

e . S t ra t i f ie d  p e r  d iem  f o r  p ed ia tr ic s , o b s te t r ic s /g y n e ­
c o lo g y , o n c o lo g y .

f. A  c om b in a t io n  o f  the p re v io u s  a p p ro a ch e s .
2 .  E s ta b lish  a d e a d lin e  f o r  c on tra c t n e g o tia t io n s .
3 . G iv e  the h o sp ita l an  id e a  o f  w h o  y o u  a re . w h a t you  

d o , and  h ow  m an y  liv e s  a re  c o v e re d  b y  the p la n .
4 .  H a v e  a b id  s tru c tu re  in  m in d .
5 . D e te rm in e  s e le c t io n  c r i t e r ia  b y  id e n t i fy in g  the 

fo l lo w in g  factors.:
a . W h a t  k in d  o f  d is c o u n t  a re  y o u  ge ttin g ?  U n d e rs tan d  

th a t h o s p ita l ’ s h is to r ic  c o s ts  in  re la t io n  to  o th e r  h o sp i­
ta ls .

b . G e o g ra p h y .
c . S e rv ic e s  and  ra n g e  o f  s e rv ic e s  n eed ed . G e t a l l  

p o s s ib le  se rv ic e s  in  th e  c om m u n ity .
d . H is to r ic a l ly , w h e re  h a v e  y o u r  e m p lo y e e s  g o n e  fo r  

h o s p ita l c a re ?
e . Q u a lity — the J o in t  C o m m is s io n  o n  A c c re d ita t io n  

o f  H e a lth c a re  O rg a n iz a t io n s  is  o n e  sou rc e  o f  in fo rm a ­
t io n .

Physician Contracting
T h e  fo l lo w in g  fa c to r s  s h o u ld  b e  ta k e n  in to  c o n s id e ra ­

t io n  w ith  p h y s ic ia n  c o n tra c t in g .
1. R e im b u rs em e n t m e c h a n ism . F o r  e x a m p le , the 

G re a te r  M i lw a u k e e  H e a lth  C a re  P u rc h a s in g  P la n  used 
the  C a li fo rn ia  R e la t iv e  V a lu e  S tu d ie s  ad ju s ted  f o r  the 
a re a  and  d id  n o t a l lo w  a n y  fe e  n e g o tia t io n s . T h e  p la n  
s e n t a  fe e  sch edu le  to  p h y s ic ia n s  and  in v ited  them  to .ic :n 
th e  n e tw o rk .

2 .  D o in g  the re s e a rc h , s e le c t in g  p h y s ic ia n s , u s in g  the 
fo l lo w in g  c rite r ia .

• G e o g ra p h y
• S p e c ia lty
• B o a rd  c e r t i f ic a t io n
• S t a f f  p r iv i le g e s  to  n e tw o rk  h o sp ita ls

on em p io jcg -h tndh i
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C * Medical advisory committee, a local peer review 
organization, to help identify quality criteria. One of 
the biggest challenges, Mr. Rode observed, was to enlist 
into the network the best quality physicians.

3. Identify your organization, who you are. what you 
do and how many lives you control.

P ro vid ers’ Perspective

Ideally, from the provider’s perspective, how should 
the employer/purchaser approach provider negotia­
tions? Mr. Redfield described the process.

1. First you seek the request for proposal. Seek 
information; providers want to tell you how good they 
are. Ask about the following:

a. Quality assurance plan, peer review, report of the 
Joint Commission or other specialized evaluator.

b. Outcome evaluation and consumer satisfaction.
c. Length of stay for a variety of procedures, practice 

pattern.
d. Experience and approach to, and dealing with 

managed care (current affiliations).
2. Give information about your organization, includ­

ing experience, utilization review expectations (spe­
cific, if  you wish), patient volume, and utilization for a 
variety of specialized benefits.

C  As far as pricing is concerned, Mr. Redfield said, 
p roviders would prefer graduated pricing. For example, 

the first Sx thousand worth of business at one price, and 
a reduced price beyond that. “A percent discount is not 
useful because the r ider can just adjust prices,” Mr. 
Redfield said. “It is important to establish a partnership 
relationship, a win-win atmosphere."

3. Discuss non-cost issues, such as quality assurance. 
Emphasize that you are looking at more than just costs.

4. " If  the deal is too good to be true, it is  too good to 
be true."

Imp’'mentation, Administration
Members of the Milwaukee coalition promote the 

providers in the network, Mr. Rode explained. One 
company had a health fair. Mr. Rode also suggested that 
employer purchasers eliminate providers who are not in 
the network from access to employees. “Monitor and 
enforce incentives, or disincentives such as deductibles 
and copays," he encouraged.

It is important to communicate with your providers 
regularly, the speakers agreed, to keep them informed 
about any problems, issues, or concerns.

Milwaukee is making the health care purchasing 
network available to small employers, insurance carri- 

' . and multiple employer trusts, Mr. Rode concluded.
.•And employees are being pushed into managed care.

Small Employers
How can small employers also obtain health care 

savings such as those negotiated by large employers or 
employer health care coalitions? It is a very difficult and 
sometimes long process, but it can be done, panelists at 
a purchasing workshop for small employers agreed. 
Frequently, the local Chamber of Commerce and the 
Small Business Association provide opportunities to 
get group rates, Carol Greenberg, executive director of 
the Worcester (Mass.) Area Systems For Affordable 
Health Care suggested.

Two ways of obtaining more favorable health care 
rates are through community-based purchasing groups 
and through insurance carrier programs. Other possi­
bilities include joining a benefit trust (companies that 
band together to provide benefits) or participating in a 
buyers’ group through a credit union. “Community- 
rated pre-paid plans are a good value for smaller em­
ployers,” Ms. Greenberg said, and reiterated that 
“there’s safety and opportunity in numbers."

For example, groups can influence health care costs 
and systems by "encouraging" the elimination of some 
"excess” hospitals or reduction of hosp: 1̂ beds, Peter 
Lardner, president of Rock Island, Ill.-oased Bitumi­
nous Casualty Corporation, emphasized.

Definitely, insurance carriers should be encouraged 
to become more involved in negotiating lower rates for 
their clients, some conferees said. The insurance indus­
try is not very amenable to changes; larger employers 
get the rate breaks but smaller employers pay the differ­
ence, conferees complained.

What incentive does a small employer have to push 
for rate negotiations when it is fully insured through a 
commercial carrier? That incentive is to ultimately 
lower health care costs in the community.

Questions For Evaluation
Roger Freitag, manager of headquarter employee 

benefits for Allen-Bradley Company, offered the fol­
lowing questions foremployers to consider when evalu­
ating health care purchasing programs.

• Are they flexible to meet the needs of your 
company’s environment?

• Are they compatible with your company’s health 
program objectives?

• W ill they fit in with employee relations policy ?
• What arc the legal implications?
• Do the systems now available deal effectively with 

quality of carc and establish control for the employer?

c-
S I
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, ; W A S H I N G T O N  -  A d ra ft  propos­

al^ to spend $65 b illion  on two o f the 
nation ’s biggest health care fm rob- 
Ieflas is running into behind-the- 
scenes W hite House opposition even 
be fo re  it com es up fo r  a  vote. v & V  
. -,,The U .S . B ipartisan  Commission 
on Comprehensive H ea lth Care 
p lanned to vote today on a  proposal 
to. p rovide health  insurance to m ore 
than 31 m illion  uninsured Americans 
and help 9 m illion  Am ericans pay the 
high cost o f  long-term  c a re ;

Seve ra l sources said Thursday 
that app rova l was not guaranteed, 
noting that the White House had been 
pressu ring  Republicans on the 15- 
m em ber comm ission to withhold 
th e ir support.
- ,R ep . F o rtn ey  “ P e te ”  S ta rk , a 

C a lifo rn ia  D em ocrat who is a  m em ­
b e r o f  the comm ission, predicted its 
recomm endations to Congress would 
be a  “ dead le tte r”  because o f  opposi­
tion from  the White House.

“ The postm aster in this case is 
P res iden t Bush and ... they don’t 
want a p lan  which would em barrass 
them  in the next e lection ,”  Stark
said.
ia.

a l l  A m e r i c a n s  

i n s u r a n c e  s t u d i e d
. iO/; i f. ■ -• v , 

v." ••*»' . . .  ' ; ■The comm ission ’ s d ra ft  p lan 
would requ ire  a ll businesses with 
m ore  than 100 employees to provide 
p riva te  health insurance to the ir 
w orke rs , o r  to contribute to a .pub lic  
p lan fo r  employees and non-working 
dependents.

When fi i l ly  implemented'; a ll 
Am ericans would be provided health 
insurance through their em p loyer o r 
the pub lic p lan. - ^

I t  a lso  would o ffe r  a l l  Americans 
coverage fo r  long-term  ca re  in the ir 
homes and fo r  the firs t three months 
in  a  nursing home. F ed e ra l benefits 
fo r  additional time spent in. a  nursing 
home would be g reatly  im proved.

The d ra ft p lan did not recommend 
how to pay fo r  the benefits, saying 
" th e  commission is comm itted to 
ra is ing  whatever additional revenues 
a re  necessary .”  '

The comm ission -  including 12 
m em bers o f Congress and three 
White House appointees ^  was c re­
ated by Congress in 1988 to tack le  the 
thorny questions o f  how to ensure 
qua lity , a ffo rdab le  ca re  fo r  the unin­
sured and fo r  those devastated by 
the high costs o f long-term  care .

The panel is commonly known as 
the P eppe r Commission in honor o f 

. .v*

. ■■ > ,V..-,
- v . . . .

its firs t  chairm an , the la te  Rep. 
C laude Pepper, D -F la ., an outspoken 
advocate fo r  the e ld e r ly  and disad­
vantaged.

S ta rk  criticized the d ra ft p lan, 
saying it would not guaran tee health 
coverage fo r  a ll Am ericans, particu­
la r ly  those employed by sm a ll busi­
nesses. He noted it  provided extend­
ed nursing home protection on ly  to 
those o f  lim ited incom e and assets, 
and complained tha t it fa iled  to rec­
ommend how to pay  fo r  the $65 b il­
lion  program .

But two advocacy groups fo r  the 
e ld e rly  said the proposed p lan  rec­
ommended im portant im provements 
in the nation’s health  ca re  system .

John Rother, leg is la tive  d irec tor 
fo r  the American Association o f  R e ­
tired  Persons, c a lled  it “ a  prom ising 
s ta rt .”

Rona ld  P o lla ck , executive direc­
to r o f  the Fam ilies USA Foundation, 
a non-profit advocacy group fo r  the 
e ld e rly , said the p lan  “ meets the cru ­
c ia l goals o f health -care re fo rm  -  
protection from  the devastation o f 
long-term  care costs a t home o r in a 
nursing home as w e ll as a ffo rdab le  
health care  fo r  a l l  Americans, re ­
gard less o f income o r  job  status.”

I



Senate B i l l  254 BY SENATOR DUNCAN

'•An 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  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  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 .  I t  w i l l  a l s o  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  t o  p r o v i d e  t h e  m a x i m u m  o p p o r t u n i t y  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 .

S e c t i o n  2.

C R E A T I O N  O P  T H E  A U T H O R I T 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  i s  c r e a t e d  

w i t h 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  a s  a  

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

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 6  m e m b e r s  

r e p r e s e n t i n g :

(1) t h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n ;

(2) t h e  c o m m i s s i o n e r  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 ;

(3) t h e  d i r e c t o r  o f  t h e  d i v i s i o n  o f  i n s u r a n c e ;

(4) 1 3  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  r e p r e s e n t i n g  t h e  

f o l l o w i n g :

(A) o n e  m e m b e r  r e p r e s e n t i n g  l o c a l  g o v e r n m e n t s ;

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

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

ALASKA STATE GROUP HEALTH INSURANCE AUTHORITY



(D) one m e m b e r  r e p r e s e n t i n g  t h e  p u b l i c  w h o  is n o t  a 

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

(E) two m e m b e r s  f r o m  t h e  p e r m a n e n t  p u b l i c  e m p l o y e e s  in 

the c l a s s i f i e d  s e r v i c e  o f  t h e  state;

(F) o n e  m e m b e r  f r o m  the p e r m a n e n t  e m p l o y e e s  o f  t h e  

U n i v e r s i t y  of  A l a s k a ;

(G) two m e m b e r s  f r o m  t h e  p e r m a n e n t  e m p l o y e e s  o f  s c h o o l  

d i s t r i c t s ;

(H) two m e m b e r s  f r o m  t h e  p e r m a n e n t  e m p l o y e e s  o f  

m u n i c i p a l i t i e s ;  and

(I) o n e  m e m b e r  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 .

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  to 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  for 

t h e i r  s e r v i c e s  as a b o a r d  m e m b e r .

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  may:

(1) e x e r c i s e  t i 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  state;

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

(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  a n d  a c c o u n t i n g  p r o c e d u r e s ;

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

(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  a n d  p r o c e d u r e s  f o r  t h e  

o p e r a t i o n  of the A u t h o r i t y .

F I D U C I A R Y  R E S P O N S I B I L I T Y

T h e  b o a r d  is r e s p o n s i b l e  for 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  t h a t  p r o v i d e s  c o m p r e h e n s i v e  c o v e r a g e  at the l o w e s t

SB 254
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P R O C U R E M E N T  O F  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  p u r c h a s e  a n  i n s u r a n c e  p o l i c y  o r  p o l i c i e s  

f r o m  c o m p a n i e s  l i c e n s e d  to s e l l  i n s u r a n c e  in A l a s k a .  T h i s  

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

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 .  I n  a d d i t i o n  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  it  f i n d s  t h a t  s e l f - i n s u r a n c e  is a 

c o s t  e f f e c t i v e  w a y  bo p r o v i d e  i n s u r a n c e  c o v e r a g e  to e l i g i b l e  

e m p l o y e e s .

E x c e p t  w h e n  a c t i n g  as 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  

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

fo 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  a v a i l a b l e  to  all q u a l i f i e d  

c a r r i e r 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  a v a i l a b l e  at l e a s t  o n c e  

e v e r y  f i v e  yea r s .

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

T h e  F u n d  is a n  a c c o u n t  i n  t h e  s t a t e  g e n e r a l  f u n d  t h a t  

c o n s i s t  of  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  i n s u r a n c e  

p r e m i u m s  c o l l e c t e d  b y  t h e  A u t h o r i t y .  T h e  b o a r d  is r e s p o n s i b l e

fo r  t h e  m a n a g e m e n t  a n d  i n v e s t m e n t  o f  m o n e y  i n  t h e  F u n d  a n d  h a s

t h e  a u t h o r i t y  t o  u s e  m o n e y  f r o m  i h e  F u n d  f o r  o p e r a t i o n  o f  t h e  

A u t h o r i t y .

I N S U R A N C E  P R E M I U M S

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

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  i n  a m o u n t s  s u f f i c i e n t  to 

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  to c o v e r  the 

o p e r a t i n g  e x p e n s e s  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  a r e  d e p o s i t e d

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

p u r c h a s e  G r o u p  H e a l t h  I n s u r a n c e  f r o m  t h e  a u t h o r i t y .

W A I V E R

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

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

is b e t t e r  th a n  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  A u t h o r i t y .  T h e  b o a r d  m a y  a p p r o v e  or  

d i s a p p r o v e  t h e  r e q u e s t  f o r  a w a i v e r .  O n c e  t h e  b o a r d  has 

c o n t r a c t e d  f o r  i n s u r a n c e  c o v e r a g e  n o  w a i v e r s  c a n  b e  g r a n t e d .

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

a v a i l a b l e  f r o m  t h e  A u t h o r i t y .

D E F I N I T I O N S I

(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  ( A S G H I A ) ;

(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  A S G H I A ?

(3) " d i s t r i c t "  m e a n s  s c h o o l  d i s t r i c t  i n c l u d i n g  R E A A s ;

(4) " e l i g i b l e  e m p l o y e e "  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  as 

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  the 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  fund;

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

i n c l u d e s  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  care,

SB 254
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(7) •'municipality11 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  state, 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 ;

(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  of 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  the U n i v e r s i t y  o f  A l a s k a ,  t h e  

A l a s k a  S t a t e  B u i l d i n g  A u t h o r i t y ,  a n d  t h e  A l a s k a  

R a i l r o a d  C o r p o r a t i o n .

S e c t i o n  3.

P r o v i d e s  t h a t  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  s h a l l  o b t a i n  

the g r o u p  h e a l t h  i n s u r a n c e  f r o m  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  f o r  the r e t i r e m e n t  p r o g r a m s  it  a d m i n i s t e r s .

S e c t i o n  4.

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  is 

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

T h e  t e r m s  o f  o f f i c e  of 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  of 

d i r e c t o r s  o f  t h e  A u t h o r i t y  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 .

Sec tion  6 .
P rov id es  f o r  an immediate e f f e c t iv e  d a te .
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LO N G  RANGE CONSIDERA T IO N  OF THE

HEALTH CARE COST CONTAINMENT TASK FORCE

While the Task Force has achieved particular success in reducing 
the supplemental funding request and reducing ihe FY 90 cost of 
the State’s health plan, the inflationary trends of medical costs in 
Alaska portend future increases for the State. Indeed, the State 
will be paying in excess of $300 million in FY 90 for health care 
payments of all types. This is an increase from $75 million in 
1980, a 300 percent increase over the past 10 years. Aetna’s 
calculation of cost trend factors for the last three years has ranged 
from 14 percent to 23 percent.
It is with this view and concern that the Task Force identified 
several considerations to affect long-term strategies of minimizing 
medical inflation. These strategies are for the most part directed 
at the health provider industry itself. They utilize the State’s size 
in both numbers and funding to health care providers to restrain 
or control medical inflation. These considerations also attempt to 
reduce direct cost shifting to the State from mandated benefit
changes and federal program changes.
The following areas have been determined by the Task Force as 
needing further study and consideration in developing
recommendations to the State.
1. Self-Insured Plan Options
Currently, the State purchases its State health care on a fully
insured basis. The Task Force is presently investigating the
funding alternatives, whereby the State could employ a variety of 
financing options in order to reduce the cost of the plan and keep 
premium dollars in Alaska until claims are paid. Exhibit E
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illustrates the self-insured options that are available to the State at 
this time.
By utilizing alternate funding methods, the State could increase 
the flexibility by which it funds and pays benefits to participants. 
However, it must be noted that there would be some 
administrative expenses incurred as some of the record-keeping for 
the accounts would have to be handled internally by the State 
instead of the carriei
The Task Force expects to issue a complete report regarding the 
advantages, disadvantages, and associated costs, with an estimate 
of the savings generated by alternate funding methods.
2. Health Care Purchasing Groups
The Task Force has determined that by utilizing buying groups, 
the State could effect substantial savings to its health care plans.
Currently, the State of Alaska is paying full retail price for 
medical and dental services. Just as the State does with other 
goods and services purchased in quantity, the State could 
negotiate with providers for a discounted rate.
The State can take advantage of current negotiated discounts by 
utilizing the P.P.O. arrangement through Aetna. There are several 
ways that the State can negotiate a discount. They include: 
contracting with a third party organization to negotiate on the 
State’s behalf; or have the State of Alaska negotiate its own 
contracts, possibly in conjunction with the P.P.O. arrangement and 
contracting with a third party organization. These arrangements 
should include all forms of health care purchasing within Alaska, 
not just the employee benefit plan (e.g. Medicaid and Medicare).
If the State negotiates its own contracts, this generally offers the 
most flexibility. The State would establish the. agreement and the 
relationship regardless of the claims paying operations. This 
could also be part of the pooling authorities scope.
Estimated Savings. Generally, negotiated discounts, have 
generated gross savings (before expenses) of 5 percent to 20
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percent, depending on the service, locality and competition in the 
given area. Such arrangements could generate savings on the 
employee benefit plan alone of 1.7 million to 7.5 million dollars 
per year. The Task Force believes that negotiated discounts is an 
important consideration for containing the cost of medical care. 
The Task Force will continue to review the alternatives to 
determine feasibility of this important buying power. Necessarily, 
the feasibility will depend to an important degree on unique 
aspects of Alaska’s health provider market, wherein many 
communities are served by one or few providers.
The Task Force recognizes that ,‘t is imperative that quality care 
is delivered to the participant on a cost efficient basis through the 
plan with negotiated discounts.
3. Provider Paymeni Schedules
The Task Force has identified provider payment schedules as a 
proven method effective in controlling health care costs and 
constraining long-term medical cost inflation. This strategy has 
been employed by the federal government through the Diagnostic 
Related Group System (DRG) and the Resource Based Relative 
Value System (RBRVS) which will be implemented in 1992.
In a further step to control costs, a payment schedule could also 
be employed by the Stale. This would be either a modified 
DRG, a RBRVS or a schedule specifically tailored to the State of 
Alaska’s health care marketplace.
Essentially, under the DRG a schedule is predetermined for each 
procedure based on the diagnosis of the patient. Under RBRVS 
schedule, type of care, necessity of care, geographic area, and 
training of the physician are all taken into account. A system of 
this nature takes considerable lead time to implement. These 
payment schedules can only be effective, if:

• The schedule is set on a realistic basis;
• Modifiers are used to control cost shifting; and
• If utilization review is in place;
• Quality of care is assured; and
• Cost savings objectives are met.

29



Unless the payment system is carefully designed, cost shifting is 
likely to occur which would minimize overall savings.
The Task Force continues to review and.consider alternatives in 
the way providers are paid (other than the customary, usual and 
reasonable basis). The Task Force will determine the savings 
generated by utilizing a provider payment system, and will make 
specific recommendations as to the type of system most 
appropriate and its overall operations and implementation.
4. Pooling Concepts
The Task Force is reviewing a cost containment strategy 
employed by many states called pooling. The purpose of pooling 
is to provide comprehensive group health insurance to a larger 
base of enrollment so that: the risk is spread out; health coverage 
is provided on the most economical basis; provides the maximum 
opportunity for cost containment when purVasing group health 
insurance through favorable payment sched vcs of providers and 
vendors; entity(ies) can employ a mechanism that provides 
benefits or coverages that may not be available or are too costly.
Generally, legislation is required to create an entity that provides 
the coverages needed, and oversees the operation of those 
coverages effectively and in a cost efficient manner. Senate Bill 
254, authored by Senator Duncan, has been introduced into 
legislation. This bill would create the Alaska State Group Health 
Insurance Authority which would enable the State of Alaska to 
offer pooled group health coverage to eligible state, municipal and 
school district employees.
Some of the advantages of pooling are:

• Economy of scale. Eliminate duplicate or multiple 
plan costs.

• Provides for plan flexibility, plan rating and risk 
sharing. Each sub-group could conceivably have a 
slightly different plan design and could be 
individually rated based on their experience.
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However, the risk of large claims occurring could be 
shared within the pool to eliminate wide swings in 
experience.

• Data collection - Allows a simplified system for 
tracking claims, abnormalities or impacts on health 
care expenditures, instead of obtaining information 
from many different sources.

• Projection of future cost and trends. The data base
would be valuable in projecting future costs and
trends, so that the State could be proactive rather than 
reactive in the management of its health plans.

Pooling enables the State to combine many advantages including 
self-funding, utilizing the State’s purchasing power to help
negotiate and control health care cost, and provide benefits on a 
cost efficient and manageable basis.
The Task Force is currently reviewing other states that have 
enacted these programs in order to determine the advantages and 
disadvantages and complexities involved in setting up a pool for 
the State. It is anticipated that the savings would be generated in 
several areas:

• Simplification of administration could save 1% to 3%.
• Provider Payments Schedules and P.P.O. Agreements, 

5 %  to 20%.
• Recognize trends and adjust quickly, 5% to 7 % .

•  In general, economies in a scale of 1% to 3%.
'flie greatest savings generated would be from the State becoming 
a cohesive buying group for health care. By increasing the size 
of the group, the State is better able to negotiate with providers 
of the service to afford the best possible care, proper utilization, 
and the maximum benefit to participants without impacting the 
plan negatively. It would also isolate the plan from an additional 
cost shifting from other sources, which have become a significant
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POOLING FINDINGS UPDATE

T h e re  a re  s e v e ra l item s d is cu s sed  a t the  la s t T a s k  F o r c e  m e e t in g  th a t w e  w o u ld  l i k e  to  c la r i f y .  

H a w a i i  P re m iu m  R a te s

F o r  f i s c a l y e a r  1 9 9 0 , H a w a i i ’ s m o n th ly  p re m iu m  ra te  f o r  M e d ic a l , V i s io n ,  P re s c r ip t io n  D ru g  

an d  D e n ta l a re :

S in g le  C o v e ra g e  -  S ta te  p ay s  $  5 2 .8 8 ; E m p lo y e e  p ays  S 3 5 .2 8  = S  8 8 .1 6

F a m i ly  C o v e ra g e  -  S ta te  p a y s  $ 1 5 4 .0 2 ; E m p lo y e e  p a y s  $ 1 0 2 .7 0  =  $ 2 5 6 .7 2

T h e re  w as a  m is u n d e rs ta n d in g  o n  h ow  H a w a i i c a lc u la te s  th e  c om p o s ite  r a te , c re a t in g  th e  

c o n fu s io n  o n  th e  $ 5 0 0 .0 0  m o n th ly  ra te .

H a w a i i ’ s h e a l t h  b e n e f i t  a g re e m e n ts  w ith  L a b o r .

A p p r o x im a t e ly  9 0 %  o f  th e  6 5 ,0 0 0  a c t iv e  p a r t ic ip a n ts  in  th e  H a w a i i p o o l a re  c o v e r e d  b y  la b o r  

a g re em e n ts . H a w a i i ’ s p o o l p ro v id e s  s ta n d a rd  le v e l o f  b e n e fi t s  f o r  a l l  p a r t ic ip a n ts  a n d  se ts  the  

p re m iu m  ra te . In  la b o r  n e g o t ia t io n s , th e  u n its  n e g o t ia te  f o r  th e  c o n t r ib u t io n  p r o v id e d  b y  the

S ta te . T h e  d i f f e r e n c e  is ( i f  a n y )  p a id  b y  th e  e m p lo y e e . H a w a i i  a ls o  o p e ra te s  w ith  a  "m e to o "

c la u se  w ith  its  la b o r  g ro u p  re s u lt in g  in  s im i la r  s t a te /e m p lo y e e  c o n t r ib u t io n s  f o r  a l l  g ro u p s .

A t  the  la s t  T a s k  F o rc e  m e e t in g , i t  was re q u e s te d  a d d it io n a l in fo rm a t io n  o n  p o o lin g  s p e c i f ic a l ly ,  

a d v a n ta g e s , s a v in g s  a n d  lo n g - t e rm  e f f e c t  o n  h e a lth  c a re  c o s t  c o n ta in m e n t . In c lu d e d  in  th is  

r e p o r t  is a  c lo s e r  lo o k  a t th e  s a v in g s  r e a liz e d  b y  U T A H ’ S P u b lic  E m p lo y e e  H e a lth  P la n  (P E H P ) .

U t a h  P u b lic  E m p lo y e e  P la n  ( P E H P )

T h e  S ta te  o f  U t a h ’ s P u b lic  E m p lo y e e  P la n  ( P E H P )  w as e s ta b lis h e d  in  1 9 7 7  b y  th e  s ta te  

le g is la tu re  to  h e lp  re d u c e  a n d  c o n t r o l  h e a lth  c a re  c o s ts . T h e  p la n  p r o v id e s  c o v e ra g e  to  o v e r

7 0 ,0 0 0  ( 2 3 ,0 0 0  p r im a r y  in s u re d s ) s ta te , c o u n ty , c i t y ,  a n d  s c h o o l d is t r ic t  e m p lo y e e s , re t i re e s  and



their dependents. A ll 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.)
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ADMINISTRATIVE COSTS

U T A H ’ S P E H P  c o m p a re d  fa v o r a b ly  in  the  a u d it  r e p o r t  w ith  f i v e  s e l f - in s u r e d  c a r r ie r  

a d m in is t r a t iv e  ra te s . T h e  a v e ra g e  w as 6 .8 %  c o m p a re d  to  P E H P  a t 3 .5 % . A e tn a , c u r r e n t ly ,  

c h a rg e s  the  S ta te  o f  A la s k a  6 .5 %  to  p ro c e s s  c la im s  to ta l l in g  $ 5 ,6 5 6 ,4 2 4  f o r  th e  1 9 8 9  p la n  y e a r . 

I f  A la s k a  c o u ld  e f f e c t  s im i la r  s a v in g s  in  a d m in is t r a t iv e  c o s ts , the  sa v in g s  w o u ld  be  $ 2 .5  m i l l i o n  

p e r  y e a r ,  ju s t  f o r  a c t iv e  a n d  r e t i r e e  p la n s .

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

C o m p a n y  A  

C o m p a n y  B  

C o m p a n y  D  

C o m p a n y  E  

C o m p a n y  F

6 .3 *

7.0

6 .4 *

9.3

5J.

S im p le  A v e ra g e  

A la s k a  (A e tn a )

6.8

6 .5

P E H P 3.5

*T h e s e  c om p a n ie s  a ls o  a d m in is te r  a  4 0 I ( K )  p la n  to  e m p lo y e e s  as w e l l as o th e r  p ro g ra m s .



N e g o t ia te d  p r o v id e r  p a y m e n t  a n d  u t i l i z a t i o n  s ta n d a rd s

P E H P  has b e en  a b le  to  re d u c e  h e a lth  c a re  costs th ro u g h  n e g o tia te d  d is c o u n ts  in  p r e fe r r e d  

p r o v id e r  a r ra n g e m e n ts . In  th e  c o m p a r is o n  o f  P E H P ’ s re im b u rs e m e n t  o f  S e ve n  C o m m o n  

p ro c e d u re  r e im b u rs e m e n ts  (P a g e  3 , T a b le  I ,  U ta h  L e g is la t iv e  A u d i t  R e p o r t )  th e  sav in g s  ra n g ed  

f r o m  6 %  -  8%  f r o m  u s u a l c a r r ie r  re im b u rs em e n ts . C la im s  p a y o r s  ( c a r r i e r s )  in  U ta h  use a 

"M ed  In d e x "  to  a s c e r ta in  u su a l a n d  re a s o n a b le  ra te s . In  a c o m p a r is o n  T e n  C o m m o n  h e a lth  

c a re  p ro c e d u re s  (s e e  U t a h  L e g is la t io n  A u d i t  R e p o r t ,  P ag e  4 ,  P E H P ,  T a b le  I I ) ,  P E H P  was 

re im b u rs in g  p r o v id e r s  a t  a lo w e r  ra te  th a n  the  m ed  in d e x  r e s u lt in g  in  s a v in g s  o f  11%  to  2 5 % .

T hese s im i la r  s a v in g s  c o u ld  be  a c h ie v e d  in  A la s k a ’ s p la n  b y  u s in g  c o m b in a t io n  o f  p r e fe r r e d  

p jv id e r s ,  re v is e d  u s u a l, re a s o n a b le  a n d  c u s to m a ry  (L J C R )  a n d  p r o v id e r  p a ym e n t s ch ed u le s . In  

th e  1 9 8 9  p la n  y e a r , $ 8 0 , 8 1 8 ,1 2 5  w as p a id  f o r  c la im s  i f  s a v in g s  s im i la r  to  U t a h ’ s e x p e r ie n c e  a re  

r e a li z e d , th e  S ta te  o f  A la s k a  w o u ld  sa v e  b e tw e en  S 6 .4  m i l l i o n  a n d  $ 2 0 .0  m i l l i o n  p e r  p lan  y e a r .

P la n  D e s ig n  a n d  W e lln e s s  P ro g ra m s

P E H P  has im p le m e n te d  p la n  d e s ig n  c h a rg e s  to  in c o rp o ra te  c o s t c o n ta in m e n t  a n d  w e lln e s s  p la n s . 

C o s t  c o n ta in m e n t  p r o v is io n s  th a t h a v e  b e en  im p le m e n te d  in c lu d e :

*  S e c o n d  S u rg ic a l O p in io n  

U t i l i z a t i o n  R e v ie w

* P r e -C e r t i f i c a t i o n

* M a n a g e d  M e n ta l H e a lth  a n d  S u b s ta n c e  A b u se

*  A lt e rn a t e  C a re  S e tt in g s  (H o m e  H e a lth )

* P h a rm a c y  P .P .O .

*  O u tp a t ie n t  S u rg e ry

* P r e fe r r e d  P r o v id e r  N e tw o rk

* F le x  P la n  (S e e  A t ta c h m e n t )

*  T h re e  P h a se  W e lln e s s  P la n  (S e e  A t ta c h m e n t )
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-  S c re e n in g

-  E d u c a t io n  a n d  A ss is ta n ce

-  O n e -O n -O n e  G u id a n c e , I f  N e c e s sa ry

T h e s e  s e v e r a l p la n  d e s ig n s , c o s t  c o n ta in m e n t  a n d  fu n d in g  a rra n g e m e n ts  h a v e  d e m o n s t ra te d  

re d u c e d  p la n  i n f la t i o n .  T h e  T a b le  b e lo w  i l lu s t ra te s  th a t  P E H P  has b e en  a b le  to  h o ld  costs a t 

a b o u t  the  o v e r a l l  m e d ic a l C P I  le v e l ( 6 .7 % )  v e rsu s  A la s k a ’ s p la n  in c re a s in g  a t 1 9 .9 8 % .

C o m p a r is o n  o f  R a t e  In c re a s e s  F o r  F a m i ly  
P re m iu m s  B y  O th e r  W e s te rn  S ta te s

That Includes:

A n n u a l P re m iu m  G ro w th  E s t im a te d
S t a te  R a t e  F o r  L a s t  F iv e  Y e a r s  In c re a s e d  F Y '9 0

A r i z o n a  1 7 .2 %  N /A

C o lo r a d o  6 .4  N /A

Id a h o  4 .0  3 0 %

M o n ta n a  5 .5  2 6

N e v a d a  4 .6  15

N e w  M e x ic o  -  P la n  A  2 3 .8  3 0

N e w  M e x ic o  -  P la n  B  9 .6  3 0

W y o m in g  6 .7  5 2

A v e ra g e  9 .7  31

A la s k a  (A e tn a  3 y e a r s )  1 9 .9 8  0  (R e v is e d )

U t a h  6 .6  2 3 - 3 1 *

M e d ic a l C P I  6 .7  N /A

* P E H P  is re q u e s t in g  a 2 1 %  in c re a s e  a n d  a  o n e - t im e  a p p r o p r ia t i o n  o f  S 2 .4  m i l l i o n  to  r e b u i ld  its 
re s e rv e s . T o  fu n d  th e  S 2 .4  m i l l i o n  a p p r o p r ia t io n  o v e r  t im e  c o u ld  in c re a s e  p re m iu m s  f r o m  2%  
to  1 0% . P E H P  a ls o  w i l l  re d u c e  b e n e f i t s  b y  1 0% .

Source: Utah Legislation Audit Report
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A d d i t io n a l ly ,  P E H P  has b een  a b le  to  h o ld  p re m iu m  in c re a se s  a t 6 .6 %  v e rsu s  the  in su ra n c e  

c a r r ie r s  a v e ra g e  in  U ta h  o f  1 2 .2%  o v e r  the  la s t 5 y e a rs .

C u r r e n t ly ,  P E H P  is re q u e s t in g  a s u p p lem e n ta l a p p r o p r ia t io n  in  fu n d in g  f o r  th e  p la n  f r o m

S 3 0 8 .0 0  to  S 3 2 5 .0 0  tc  c o v e r  s h o r t  fu n d in g  in  th e  la s t se ss ion  a n d  r e b u i ld  re s e rv e s .

In  p r e v io u s  g o o d  y e a rs  w h en  a  s u rp lu s  w as g e n e ra te d , it  w as r e tu rn e d  to  th e  U t a h  S ta te  g e n e ra l 

fu n d .

C o n c lu s io n

B y  u t i l iz in g  a  p o o lin g  c o n c e p t f o r  A la s k a ’ s h e a lth  p la n s , th e  fo l lo w in g  s a v in g s  c o u ld  be  

g e n e ra te d  f o r  th e  A c t iv e  a n d  R e t i r e e  P la n . S a v in g s  c o u ld  b e  s ig n i f ic a n t ly  g re a te r  b y  in c lu d in g  

to ta l h e a lth  c a re  p a id  f o r  b y  the  s ta te  p ro g ram s .

E s t im a te d  S a v in g s :

A d m in is t r a t io n

P r o v id e r  A r ra n g em e n ts

S lo w in g  P re m iu m  In c re a s e

R e c o g n iz e  T r e n d s /A d ju s t

T o t a l E s t im a te d  S a v in g s  
f o r  a c t iv e  a n d  re t i r e e  p la n s

S 2 .0  -  S 3 .0  m i l l i o n  

6 .4  -  S 2 0 .0  m i l l i o n  

T .B .D .

2 .0  -  S 1 0 .0  m i l l i o n  

S I 0 .4  -  S 3 3 .0  m i l l i o n
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PA RT  O N E  
O V E R V IE W  OF PO O L IN G  CO NCEPTS

Pooling enables entity(ies) to em p loy a mechanism that p rovides benefits (o r  coverages) 

that may not be availab le, are too costly, a n d /o r  helps to contain ove ra ll costs o f the 

program . G enera lly , legislation is enacted (see Section C  Part 2 fo r a Review  o f SB254) to 

create an entity that provides the coverages needed, and oversees the operations o f those 

coverages effectively and cost efficiently.

M any states have enacted pooling legislation either fo r  their employees/retirees 

un insu rab le/un insu reds coverages. States that have enacted legislation include:

Connecticut Maine O regon

F lorida M innesota Tennessee

Illino is Nebraska Washington
Indiana N ew  Mexico W isconsin
Iowa N orth  Dakota

A  poo l provides many benefits not curren tly  availab le under the arrangement u tilized in 

A laska, whereby each subgroup m ay have a separate p lan(s).
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Some of the advan tages of pooling:

C
•  Econom y o f  scale

E lim inate duplicate o r m u ltip le plan costs

• P rov ides fo r  p lan  F lex ib ility /P lan  Rates

Each sub-group cou ld have a d ifferent p lan design and rates

• P rem ium  rates based upon  sub-g roup experience 

Sub-group pays their proportioned share o f expenses

• Data co llection

A llow s an easy system fo r  tracking trends, abnormalities o r impacts on health 

f care expenditures, instead o f having to get in form ation from  many d ifferent

(possib ly inaccurate) sources.

• P ro jec tion  fu tu res costs/trends

The data base that w ou ld  be availab le w ou ld  be inva luab le in projecting future 

costs/trends as y ou  cou ld  identify changes immediately.

• Predict/act on  cost sh ifting

E ffective ly y ou  cou ld determ ine when there was any potential o f actual cost 

shifting.
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• C ou ld  s t i ll u tilize  th ird party vendors fo r  service

This w ou ld  retain the integrity and cost economies that are necessary in these 
types o f programs.

C O N C LU S IO N S

By utiliz ing the poo ling  concept you  w ou ld  have the best o f a ll w orlds, including 

centralized in form ation , substantial savings, predict fu tu re cost/trends and probab ly 

im prove service to a ll parties invo lved . O ther states have investigated and implemented 

poo ling fo r these very reasons. N ow  is the time fo r  A laska to be able to benefit from  
poo ling also.
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PART TW O  
REV IEW  OF SB254 

"A N  ACT RE LA T IN G  TO  G R O U P  HEALTH  IN SU RA N C E "

Fo llow ing this section is a copy o f the b ill (SB254) and two sections.

The b ill in its submitted version w ou ld  create the A laska State G roup  Health Insurance 

Authority to p rov ide g roup health insurance benefits to a ll state employees, including: 
retired, m unicipal, and school district employees on a cost effective basis. The b ill w ou ld 

give the au tho rity  the pow er to arrange fo r  health coverage on the most economical basis 

while "spreading" the risk over a larger base o f enro llm ent, a ffo rd ing the most favorab le 

payment schedules to p roviders and vendors fo r the state.

CO M M EN TS O N  SB254

The Authority shou ld  have the option to be expanded to include Workmens' 

Compensation , H ea lth  and Social Services, medical coverages and payments, 

and un insu rab le /un insu red  benefits as sub-groups o f the p oo l (Sec. 21.77.010).

• Revise b ill to rem ove requirement to be licensed as an insurer under AS21, 

rem ove the A uthority  from  title 21 (see 21.77.030.).

* Revise purchase o f insurance requirement to rem ove clause "that it has to be 

sent to a ll licensed insurers - (at least every 5 years)" rather to use an RFP 

notification process where by qua lified bidders are maintained on a list o r by 

request (section 21.77.050.).
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Required participation may be revised to c la r ify /s im p lify  the requirements to 
evaluate whether o r not a sub-group has an eligib le waiver, while not 
underm in ing the necessity o f as many eligib le groups feasible to participate. 
(See 21.77.080.)

P o o l shou ld  have the ability to access members and o r issue bonds to fund 

benefits o r establish adequate reserves. (See 21.77.070.)
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PART THREE
FEASIBILITY OF POOLING HEALTH CARE IN ALASKA

As a long term cost management strategy o f health care costs, pooling provides the best 
vehicle, this has been proven by H awaii, Utah, New  Mexico, Californ ia (schools) and 
others.

Pooling has proven effective in areas outside o f  just health coverages, one example is the 

Alaska M unicipal Leagues - Joint Insurance Association (AML-JTA) that is provid ing 

property, workers' compensation and  liab ility coverage that p rev ious ly  was unavailab le o r 
not available at a reasonable cost.

There are a number o f hurd les to be crossed in getting any poo l in place and effective 
A laska w ill be no exception to these.

• Passage o f B i ll

The b ill must gain support from  legislature, adm inistration, judicial, 

municipalities and participants in o rd e r to pass. This can on ly  be accomplished 

through an effective communication campaign.

• Challenges o f A uthority

In the past these bills have received some challenges (lega l) after being enacted. 

However, the b ill in its current form  has been p roven to br. effective in 

answering these challenges.



The success o f the A utho rity -w ill be measured by the effectiveness o f its 

membership and participants. The Authority  w ill have to re ly on the expertise 
not on ly  w ithin, but a lso outside consultants, actuaries, adm inistrators and 
providers. O n ly  as a complete partnership w ill it be a successful venture.

It is ou r estimate that fo llow ing  the initial set up costs and associated fixed costs, the state 

could realize the fo llow ing savings (as a percent o f total health care expenditures outside 

o f the poo l):

1 - 3% S im p lifica tion  o f A dm in istra tion

15 - 40% P rov id e r payment schedules/agreements

5 - 7% Recognize trends ad just q u ick ly

1 - 3%  Genera l econom ics o f scale savings (m isc.)

• Set up  and operation of Authority

22 - 53% Tota l savings estimate: up to 50-100+ m illio n  do lla rs .

This does not include the sentinel effect that w ou ld  genera lly s low  medical in flation fo r 

the state plan.
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P A R T  F O U R

S U G G E S T E D  T IM E  L IN E  F O R  IM P L E M E N T A T IO N  O F  P O O L IN G

• Passing o f SB254 creating "authority"

"A laska State G roup  Health Insurance Authority"
First M onth

• Selection o f members

• O rganization o f A u th o rity /1st meeting 

Second through Fou rth  M onth

• Evaluation o f services required - (RFP those Services)

• Selection o f certain service p roviders (actuaria l/consu lting etc.)

• Review  o f current plans and arrangements to be included in pools
« P rov ide r Payment options evaluation

F ifth  th rough Eighth M onth

• Meetings with eligib le sub-group participants

• Deve lop pro fo rm  a benefit and cost analysis (actuaria l study)

• Outline to sub-groups the impact to their g roup (s)

• Select p rov ider payment strategy 

Eighth th rough Tw e lfth  M onth

• RFP Third party vendors

• Determ ine/Eva luate required participation by sub-group o r issue w arriors

• Establish fina l rates/benefit plans fo r each sub-group

• Finalize p roviders payment arrangements

• Finalize third party vendors arrangements

• N otify  participants
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5. T h irteen th  through S ixteenth M onth (O ngoing )
Begin poo l operations, i.e., prem ium  collection, claim  payments, etc.

• Evaluate pools operations/effectiveness
• P rov ide  communication to sub-group and participants

• Rev iew /settle  disputes (claims)

• A na lyze experience/trends

• Com pare poo l results to others 'like organizations"

• Measure actual cost savings
• M on ito r p rov ider re la tions/paym ent schedule

• Advise on sta te /federa l law  change impacts
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I. C O N T IN U E D  D IS C U SS IO N  RE G A R D IN G  FO O L IN G  CONCEPTS

Several states have enacted pooling legislation fo r  a variety o f reasons. Two case 

summaries, one fo r Hawaii and the other fo r U tah are presented below to gain an 

understanding as to how and why other states have exercised pooling fo r their benefit 

plans. Hawaii and U tah were chosen for this initia l study because they both have been 

utilizing poo ling fo r  a number o f years, U tah fo r 13 years and Hawaii fo r 28 years).

We recommend that you  accept the invitations from  Hawaii and Utah to persona lly 

experience the benefits o f pooling.

Utah Pub lic  Employee H ea lth Plan

The State o f Utah's Public Employee Health P lan 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 p rim ary insureds) state, county, city, and school district employees, 

retirees and their dependents. A ll public entities must participate in the p lan;

The fund  Ls governed by legislation, directed by  a board o f trustees and a fu ll time 

director. It requires 35 state employees to run the required operation.

Cu rren tly , the fund offers one plan design to a ll entities w ith separate rating based on 

each entities experience. The fund provides D ua l Choice Medical and Dental, Tw o - 

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

house adm inistration 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 rates 18 20 months in the 

fu ture, and medical in fla tion has required increeses in contributions earlier than orig ina lly  

anticipated.
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The Utah Public Employee Fund has extended an invitation to the Task Force an on site 

lo o k  at their operation and answer any fu rther questions you may have regarding their 

"pooling" experience.

Hawaii Pub lic  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 fo r over 

110,000 (65,000 prim ary Insureds) state, county, city and school employees, retirees and 

their dependents. A ll 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, V ision (V .S.P.) and Prescription D rug plans effective 

January 1, 1990.

Currently , the fund offers a indemnity medical p lan w ith Blue Cross, utilizing m inimum  

Prem ium  Funding, three - H .M .O .'s (Kaiser, Community Health P lan, Island Care P lan). 

Dental, V ision, Prescription D rug and Life Insurance are currently fu ily  insured w ith the 

option o f u tiliz ing  alternate funding methods. A ll 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. A ll contracts arp negotiated with the negotiating 

committee which usua lly  occurs every two years.
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Hawaii Public Employees Hea lth Fund does not presently employ cost containment 

methods (ie: pre-certification and utilization review ) o r  a preferred p rov ide r organization. 

Hawaii is currently experiencing medical in flation 4% to 5% low er than the mainland. The 

plan design includes higher deductibles and co-payments and the employees pay 40% o f 

the medical premium.

Legislation governs the operations and power o f the fund which Is directed by a board o f 

trustees and has o f fu ll-tim e d irector with a sta ff o f eight. Hawaii utilizes the fund to 

purchase and distribute benefit coverages using outside vendors, however, they could self­

fund a n d /o r  self-adm inistrator the program .

The fund is currently investigating the ability to add  Long-Term  Care to the benefit 

package fo r their covered employees.

The Hawaii Public Employee Health Fund has o ffe red  to assist the Task Force in 

understanding the operation o f their fund , and have extended an invitation to the Task 

Force to send a delegation to Hawaii fo r fu rther on site discussions.
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2. Retirees (State, Muni, School)(PERS & TRS)

Up to 60% reside in state  

6,300

9,800

5,900

3. Local Govt. Active Employees (PERS)

13,600 

$. Teacher Actives (TRS) 

8 , 2 0 0

Medicaid/Medicare Eligibles. 
Div. Of Medical Assistence

41,000

8,400

1 1,000

30,500

2 , 2 0 0

32,000

9,200

A L £ m

(1 3 4 ,9 0 0 )

a) Some of the people appearing in item 2 w ill be counted in item 5.

b) Estimates of dependents in items 3 and 4 assume that the groups 
exhibit the same age and sex characteristics as in group 1.



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 Post-It" brand fax transmittal memo 7671 * of pages ►
r"V )  -lu  f V \Co. ' ' C” .
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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 couid 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 while still 

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

1 recommend the bill be adopted.
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