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FISCAL NOTE ATTACHMENT 417192

SB 74

We believe it is the intent of SB 74 in proposing 21.55.300(b) that
coverage under the plan presented in this bill would cease when
Medicaid eligibility was found to exist. We recommend, if this 1is
correct, that this section be amended to specifically exclude
Medicaid recipients from coverage iIn order to prevent confusion on
this point. In our view, it would make little fiscal sense not to
exclude the few Medicaid recipients who would qualify as "high
risk” state plan eligibles, as each person who has, 1T even for a
short period of time, overlapping dual coverage would result in the
state plan making some payments in lieu of Medicaid payments. This
would produce small Medicaid program savings, but would result iIn
the loss of .the 50% federal funds employed in the Medicaid program.

Even if this assumption is correct, there may be a very small
number of persons, possibly fewer than 200 per year, for whom the
plan may pay for medical expenses which could have been paid for by
Medicaid. Medicaid provides for coverage of unpaid medical bills
for a period of up to three months prior to the month of
application, provided that the recipient would have been eligible
in any of those months and that unpaid bills exist for covered
services provided in that month. Anyone who had bills paid by the
plan during this retroactive Medicaid period would not have
Medicaid payment for these bills.

The Medicaid application provides none of the information that is
necessary to determine whether a recipient would be a plan
eligible, and even i1f i1t did, we would be unable to accurately
assess the average costs such potential dual eligibles might shift
from Medicaid to the plan. Therefore, this fiscal note presents no
calculation of potential savings from this cost shift.
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FISCALNOTE-SB 74

ANALYSIS:

This legislation creates a health insurance pool for individuals who are
uninsured or denied adequate coverage. It creates an association in which all
insurers wrltgn%_ health Insurance must partmnPatQ as a condition to doing
business. This fiscal note assumes that the full faith and credit will not be
exposed by the association. It also assumes that the formation of the association
will require the_ director’s. Ioresence for three meetings. It also assumes that
contractual assistance will be needed for the writing of any necessary
regulations and review of plan of gperation. Subsequent activity by the division
should be contained by one annually after formation.
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CS FOR SENATE BILL NO. 74 (HES)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - SECOND SESSION

BY THE SENATE HEALTH, EDUCATION AND SOCIAL SERVICES COMMITTEE

Offered: 4/17/92
Referred: Finance

Sponsor(s): SENATORS KERTTULA, Cotten, Menard

A BILL
FOR AN ACT ENTITLED
"An Act relating to pooled health insurance for individuals who are uninsured or denied

adequate coverage; and providing for an effective date.”

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

* Section 1. PURPOSE. It is the purpose of this Act to provide access to health insurance to all
residents of the state who are presently denied adequate health insurance or who are considered
uninsurable.

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

CHAPTER 55. STATE HEALTH INSURANCE.
ARTICLE 1. COMPREHENSIVE HEALTH INSURANCE ASSOCIATION.

Sec. 21.55.010. CREATION; MEMBERSHIP. There is established a nonprofit
incorporated legal entity to be known as the Comprehensive Health Insurance Association.
Membership consists of all licensed hospital or medical service corporations in the state that offer
subscriber contracts for major medical coverage and all insurers licensed to transact health

insurance in the state that offer policies for major medical coverage on an expense incurred basis.
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All members shall maintain membership in the association as a condition of doing health
insurance business, or being able to offer subscriber contracts, in the state.

Sec. 21.55.020. BOARD OF DIRECTORS; ORGANIZATION, (a) The board of
directors of the association shall be made up of seven individuals. Five board members shall be
selected by participating members, subject to approval by the director of the division of
insurance, and two board members shall be consumers selected by the director of the division
of insurance. The director or the director’s designee shall serve as a nonvoting ex officio
member of the board. In determining voting rights at members’ meetings, a member is entitled
to vote in person or proxy. The vote shall be a weighted vote based upon the member’s
premiums for health insurance for major medical coverage on an expense incurred basis, or the
member’s subscriber fees, derived from or on behalf of state residents in the previous calendar
year, as determined by the director. In approving members of the board, the director shall
consider, among other things, whether all types of participating members are fairly represented.
Members of the board may be reimbursed from the association for expenses incurred by them
as members, but may not otherwise be compensated by the association for their services. The
costs of conducting meetings of the association and its board of directors shall be borne by
members of the association.

(b)The board shall study and report to the legislature at least once every three years on
the effectiveness of this chapter. The report must include an analysis of the effectiveness of this
chapter in promoting rate stability, product availability, and affordability of coverage. The report
may contain recommendations for legislative or other regulatory action.

Sec. 21.55.030. GENERAL POWERS. The association may

(1) exercise the powers granted to insurers under the laws of the state;

(2) sue or be sued;

(3) enter into contracts with insurers, similar associations in other states, or with
other persons for the performance of administrative functions;

(4) establish administrative and accounting procedures for the operation of the
association; and

(5) receive funds from sources other than members of the association.

Sec. 21.55.040. PLAN OF OPERATION, (a) The association shall submit to the

director a plan of operation and amendments necessary or suitable to assure the fair, reasonable,
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and equitable administration of the association. The plan of operation and amendments become
effective upon approval in writing by the director. If the association fails to submit a suitable
plan of operation by a date that is 180 days after the effective date of this Act, or if at subsequent
time the association fails to submit suitable amendments to the plan, the director may, afternotice
and hearing, adopt reasonable regulations necessary or advisable to effectuate the provisions of
this chapter. These regulations shall continue in force until modified by the director or
superseded by a plan submitted by the association and approved by the director.

(b) AIll members of the association shall comply with the plan of operation.

(c) The plan of operation shall

(1) establish procedures whereby all the powers and duties of the association
under this chapter will be performed;

(2) establish procedures for handling assets of the association;

(3) establish the amount and method of reimbursing members of the board of
directors under AS 21.55.020;

(4) establish regular places and times for meetings of the board of directors;

(5) establish procedures for records to be kept of all financial transactions of the
association, its agents, and the board of directors;

(6) provide that a member insurer aggrieved by a final action or decision of the
association may appeal to the director within 30 days after the action or decision;

(7) establish procedures whereby selections for the board of directors will be
submitted to the director;

(8) contain additional provisions necessary or proper for the execution of the
powers and duties of the association.

Sec. 21.55.050. ADMINISTRATIVE PROCEDURE ACT. The association isexempt
from the Administrative Procedure Act (AS 44.62).

Sec. 21.55.060. TAX EXEMPTION. The association is exempt from the payment of fees
and taxes levied by the state or any of its political subdivisions except taxes levied on real or
personal property.

ARTICLE 2. STATE HEALTH INSURANCE PLANS.
Sec. 21.55.100. TYPES OF INSURANCE PLANS, (a) The association shall make

available to residents who are high risks an individual state plan of health insurance. The
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association shall offer three alternatives related to deductibles as described in AS 21.55.120 and
may offer additional deductible alternatives.

(b) The association shall make available to residents who are high risks, eligible for and
covered by Medicare, 65 years of age or older, and eligible under this chapter at least one
Medicare supplement plan that meets the minimum policy standards and minimum benefit
standards established by regulations adopted by the director under AS 21.89.060.

(c) The association may not refuse to offer coverage under a state plan to residents who
are high risks and who are eligible under this chapter. The association may not refuse coverage
under a state plan to residents who are high risks, are eligible under this chapter, apply for
coverage, and pay the required premium.

Sec. 21.55.110. MINIMUM BENEFITS OF STATE HEALTH INSURANCE PLAN.
Except as provided in AS 21.55.120 - 21.55.140, the minimum standard benefits of a health
insurance plan offered under AS 21.55.100(a) shall be benefits with a lifetime maximum of
$1,000,000 per individual for usual, customary, reasonable, or prevailing charges or, when
applicable, the allowance agreed upon between a provider and the writing carrier for charges, for
the following medical services performed for an individual covered by the plan for the diagnosis
or treatment of nonoccupational disease or nonoccupational injury:

(1) hospital services;

(2) subject to the limitations of AS 21.36.090(d), professional services that are
rendered by a physician or by a registered nurse at the physician’s direction, other than services
for mental or dental conditions;

(3) the diagnosis or treatment of mental conditions, as defined in regulations of
the director, rendered during the year on other than an inpatient basis, up to a yearly maximum
benefit of $4,000;

(4) legend drugs requiring a physician’s prescription;

(5) services of a skilled nursing facility for not more than 120 days in a policy
year;

(6) home health agency services up to a maximum of 270 visits in a calendar year
if the services commence within seven days following confinement in a hospital or skilled
nursing facility of at least three consecutive days for the same condition, except that in the case

of an individual diagnosed by a physician as terminally ill with a prognosis of six months or less
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to live, the home health agency services may commence irrespective of whether the covered
person was previously confined or, if the covered person was confined, irrespective of the sevcn-
day period, and the yearly benefit for medical social services may not exceed $200;

(7)hospice services for up to six months in a calendar year;

(8) wuse of radium or other radioactive materials;

(9) outpatient chemotherapy;

(10) oxygen;

(11) anesthetics;

(12)  nondental prosthesis and maxillo-facial prosthesisused to replace any
anatomic structure lost during treatment for head and neck tumors or additional appliances
essential for the support of the prosthesis;

(13) rental, or purchase if purchase is more cost effective than rental, of durable
medical equipment that has no personal use in the absence of the condition for which it was
prescribed;

(14) diagnostic x-rays andlaboratory tests;

(15) oral surgeryfor excisionof partially or completely unerupted impacted teeth
or excision of a tooth root without the extraction of the entire tooth;

(16) services of a licensed physical therapist rendered under the direction of a
physician;

(17)  transportation by a local ambulance operated by licensed orcertified
personnel to the nearest health care institution for treatment of the illness or injury and round trip
transportation by air to the nearest health care institution for treatment of the illness orinjury if
the treatment is not available locally; if the patient is a child under 12 years of age,the
transportation charges of a parent or legal guardian accompanying the child may be paid if the
attending physician certifies the need for the accompaniment;

(18) confinement in a licensed or certified facility established primarily for the
treatment of alcohol or drug abuse or in a part of a hospital used primarily for thistreatment, for
a period of at least 45 days within any calendar year;

(19) alternatives to inpatient services as defined by the association in the state
plan benefits;

(20) second surgical opinions;

SB0074b -5- CSSB 74(HES)
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(21) other services that are medically necessary in the treatment or diagnosis of
an illness or injury as may be designated or approved by the director.

Sec. 21.55.120. DEDUCTIBLES AND COPAYMENTS, (a) A state plan other than a
Medicare supplement plan may require deductibles of $200 a person, $500 a person, or $1,000
a person. The amount of the deductible mav not be greater when a service is rendered on an
outpatient basis than when that service is offered on an inpatient basis. Expenses incurred during
the last three months of a calendar year and actually applied to an individual’s deductible for that
year shall also be applied to that individual’s deductible in the following calendar year. The
$200 maximum, the $500 maximum, and the $1,000 maximum may be adjusted yearly to corre-
spond with the change in the medical care component of the Consumer Price Index, as adjusted
by the director. The base year for the computation shall be the first full calendar year of
operation of the association.

(b) A state plan other than a Medicare supplement plan shall require a maximum
copayment of 20 percent for charges for all types of health care in excess of the deductible and
50 percent for services described in AS 21.55.110(3) in excess of the deductible.

(c) The sum of the deductible and copayments required in any calendar year under a plan
may not exceed a maximum limit of $2,000 per covered individual. Covered expenses incurred
after the applicable maximum limit has been reached shall be paid at the rate of 100 percent of
usual, customary, reasonable, or prevailing charges, except that expenses incurred for treatment
of mental and nervous conditions shall be paid at the rate of 50 percent. The $2,000 maximum
shall be adjusted yearly to correspond with the change in the medical care component of the
Consumer Price Index as adjusted by the director.

(d) In this section, "Consumer Price Index" means the Consumer Price Index for all
urban consumers for the Anchorage Metropolitan Area compiled by the Bureau of Labor
Statistics, United States Department of Labor.

Sec. 21.55.130. PREEXISTING CONDITIONS, (a) A preexisting condition exclusion
in a state plan may not exclude coverage of a preexisting condition unless

(1) the condition first manifested itself within the period of three months
immediately before the effective date of coverage in a manner that would cause a reasonably
prudent person to seek diagnosis, care, or treatment; or

(2) medical advice or treatment was recommended or received within the period
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of three months immediately before the effective date of coverage.

(b) A policy may not exclude coverage for a loss due to preexisting conditions for a
period greater than six months following the effective date of coverage.

(c) A state plan issued to a person whose previous subscriber contract, health policy, or
Medicare supplement policy was involuntarily terminated shall credit the time covered under the
previous contract or policy toward an exclusion for preexisting conditions under the state plan
if the previous contract or policy had a similar preexisting condition exclusion and the person
applies for a state plan within 31 days after termination of the previous contract or policy. If a
person covered by this subsection is accepted by the writing carrier and pays a specified premium
for retroactive coverage, the state plan is effective retroactively to the date that the person’s
previous contract or policy terminated.

Sec. 21.55.140. PERSONS, CARE, AND SERVICES NOT COVERED, (a) A state plan
may not provide benefits for charges for the following:

(1) care for an injury or disease either

(A) arising out of and in the course of an employment subject to a
workers’ compensation or similar law or where the benefit is available to be provided
under a workers’ compensation policy or equivalent self-insurance to a sole proprietor,
business partner, or corporation officer; or

(B) to the extent benefits are payable without regard to fault under a
coverage statutorily required to be contained in a motor vehicle or other liability insurance
policy or equivalent self-insurance;

(2) treatment for cosmetic purposes other than surgery for the prompt repair of
an accidental injury sustained while covered or for replacement of an anatomic structure removed
during treatment of tumors;

(3) travel, other than transportation covered under AS 21.55.110(17);

(4) private room accommodations to the extent it is in excess of the institution’s
most common charge for a semiprivate room;

(5) services or articles to the extent that the charge exceeds the reasonable charge
in the locality for the service;

(6) services or articles that are determined not to be medically necessary, except

for the fabrication or placement of the prosthesis as specified in AS 21.55.110(12) and (2) of this

SB0074b -/~ CSSB 74(HES)

New Text Underlined [DELETED TEXT BRACKETED]



© 0 N o U~ W N

W W N N DD DD N DD NN N DN = =

section;

(7) services or articles that are not within the scope of the license or certificate
of the institution or individual rendering the services or articles;

(8) services or articles furnished, paid for or reimbursed directly by or under any
law of a government, except as otherwise provided in this chapter;

(9) services or articles for custodial care of designed primarily to assist an
individual in the activities of daily living;

(10) service charges that would not have been made if no insurance existed or that
the covered individual is not legally obligated to pay;

(11) eyeglasses, contact lenses, or hearing aids or the fitting of them;

(12) dental care not specifically covered bythis chapter;

(13) services of a registered nurse who ordinarily resides in the covered
individual’s home, or who is a member of the covered individual’s family or the family of the
covered individual’s spouse;

(14) experimental procedures; and

(15) services and supplies for which the patient was not charged.

(b) A state plan may not provide coverage for a person eligible for major medical
coverage under

(1) another state or federal law, including veterans’ benefits, Native health care,
or Medicaid; or

(2) another health benefit program, including a self-insurance plan, health care
trust, or welfare trust.

Sec. 21.55.150. STATE PLAN PREMIUMS, (a) Tue association may not charge a rate
for coverage issued by or through the association that is excessive, inadequate, or unfairly
discriminatory.

(b) The association shall use separate scales of premium rates based on age and
geographic location of the insured.

(c) The five members of the association that insure, or have subscriber contracts with,
the largest number of individuals in the state under plans with benefits substantially equivalent
to the state plan benefits shall submit-to the association am estimate of the rate that would be

actuarially sound for a person who is a standard risk for coverage substantially equivalent to the
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state plan. The premium for a state plan may not exceed 150 percent of the average of those five
estimates.
ARTICLE 3. ADMINISTRATION OF PLANS.

Sec. 21.55.200. SELECTION OF WRITING CARRIERS. The association shall develop
bid specifications for members that wish to be selected as a writing carrier to administer a state
plan. The selection of the writing carrier shall be based upon criteria including the member’s
proven ability to handle a large number of health insurance cases or subscriber contracts, efficient
claim paying capacity, and the estimate of total charges for administering the plan.

Sec. 21.55.210. DUTIES OF WRITING CARRIERS, (a) The writing carrier shall
perform the administrative and claims payment functions required by this section. The writing
carrier shall provide these services for a period of three years, unless a request to terminate is
approved by the director. The director shall approve or deny a request to terminate within 90
days of its receipt. A failure to make a final decision on a request to terminate within the
specified period shall be considered an approval. Six months before the expiration of each three-
year period, the association shall invite submissions of policy forms from members of the
association, including the writing carrier. The association shall follow the provisions of
AS 21.55.210 in selecting a writing carrier for the subsequent three-year period.

(b) The writing carrier shall provide to all eligible persons enrolled in a state plan an
individual policy or certificate, setting out a statement of the insurance protection to which the
person is entiiled, with whom claims are to be filed, and to whom benefits are payable. The
policy or certificate must indicate that coverage was obtained through the association.

(c) The writing carrier shall submit to the association and the director on a quarterly basis
a report on the operation of the state plans. Specific information to be contained in the report
shall be determined by the association.

(d) Claims shall be paid by the writing carrier and shall indicate that the claim was paid
under a state plan. A claim payment shall include a telephone number that can be used for
inquiries regarding the claim.

(e) The writing carrier shall be reimbursed from the state plan premiums received for its
direct and indirect expenses for administering the plan. Direct and indirect expenses shall include
a pro rata reimbursement for that portion of the writing carrier’s administrative, printing, claims

administration, management and building overhead expenses that are assignable to the
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maintenance and administration of the state plans. The association shall approve cost accounting
methods to substantiate the writing carrier’s cost reports consistent with generally accepted
accounting principles. Direct and indirect expenses may not include costs directly related to the
original submission of policy forms before selection as the writing carrier.

(f) The writing carrier shall at all times when carrying out its duties under this chapter
be considered an agent of the association.

Sec. 21.55.220. OPERATION OF THE PLAN, (a) Upon notification of eligibility under
AS 21.55.320, a person may enroll in a state plan by payment of the appropriate state plan
premium to the writing carrier.

(b) An employer that has in its employ one or more eligible persons enrolled in a state
plan may make all or a portion of a state plan premium payment directly to the writing carrier.

(c) Each member of the association shall share the losses due to claims expenses of the
state plans issued or approved for issuance by the association, and shall share in the operating
and administrative expenses incurred or estimated to be incurred by the association incident to
the conduct of its affairs. Claims expenses of the state plan that exceed the premium payments
allocated to the payment of benefits shall be the liability of the members. Each member shall
share in the claims expense of the state plans and operating and administrative expenses of the
association in an amount equal to the ratio of the member’s total fees for subscriber contracts or
total health insurance premiums, received from or on behalf of state residents, as divided by the
total subscriber fees and health insurance premiums received by all members from or on behalf
of state residents, as determined by the director.

(d) The association shall make an annual determination of each member’s liability, if any,
and may make an annual fiscal year end assessment if necessary. The association may also,
subject to the approval of the director, provide for interim assessments against the members as
may be necessary to assure the financial capability of the association in meeting the incurred or
estimated claims expenses of the state plans and operating and administrative expenses of the
association until the association’s next annual fiscal year end assessment. Payment of an
assessment is due within 30 days of receipt by a member of written notice of a fiscal year end
or interim assessment. Failure by a member to tender to the association the assessment within
30 days shall be grounds for revocation of a member’s certificate of authority. A member that

ceases to do health insurance business in the state, or ceases to offer subscriber contracts in the
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state, due to revocation, suspension, or voluntary surrender of its certificate of authority remains
liable for assessments through the calendar year that the health insurance business ceased. The
association may decline to levy an assessment against a member if the assessment would not
exceed $10. Assessments paid by a member are a general expense of the member.

(e) Net gains, if any, from the operation of the state plans shall be held at interest and
used by the association to offset future losses due to claims expenses of a state plan or allocated
to reduce stale plan premiums.

ARTICLE 4. ENROLLMENT IN THE STATE HEALTH INSURANCE PLAN.

Sec. 21.55.300. ELIGIBILITY FOR STATE HEALTH INSURANCE, (a) Except as
provided in (b) of this section, a state resident who is a high risk is eligible to enroll in a state
plan described in AS 21.55.100.

(b) A person may not be covered by the state plan while covered by another health
insurance policy or subscriber contract. Upon ceasing to be a resident a person is not eligible
to purchase or renew coverage under a state plan, but previously purchased coverage remains in
effect for the period covered by payments made while a resident.

(c) Additional eligibility requirements may not be imposed by the director, the
association, or a writing carrier.

Sec. 21.55.310. ENROLLMENT BY AN ELIGIBLE PERSON. A person may enroll in
a state plan by applying to the writing carrier. The application must include the following:

(1) name, address, age, and length of residency of the applicant;
(2) a designation of the plan desired, including deductible option chosen;
(3) information relevant to whether the person is a high risk.

Sec. 21.55.320. WRITING CARRIER’S RESPONSE. Within 30 days after receiving the
certificate described in AS 21.55.310, the writing carrier shall either reject the application for
failing to comply with the requirements of AS 21.55.300 and 21.55.310 or forward the eligible
person a notice of acceptance and billing information.

Sec. 21.55.330. EFFECTIVE DATE OF POLICIES, (a) Except as provided in (b) o'
this section and AS 21.55.130(c), insurance under a state plan is effective immediately upon
receipt of the first quarterly premium, and is retroactive to the date of the application, if the
applicant otherwise complies with the requirements of this chapter.

(b) Insurance under a state plan is effective retroactively to the date that the person’s

SB0074b -11- CSSB 74(HES)
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previous contract or policy terminated if the person

(1) applies for a state plan within 60 days after the previous contract or policy
terminated;

(2) is accepted by the writing carrier; and

(3) pays a specified premium for the period of retroactive coverage.

Sec. 21.55.340. SOLICITATION OF ELIGIBLE PERSONS, (a) The association, under
a plan approved by the director, shall disseminate appropriate information to the residents of the
state regarding the existence of the state plans and the means of enrollment. Means of
communication may include use of the press, radio, and television, as well as publication in
appropriate state offices and publications.

(b) The association shall devise and implement means of maintaining public awareness
of the provisions of this chapter regarding the state plans and shall administer this chapter in a
manner that facilitates public participation in the state plans.

(c) A person may not sell or market a qualified state plan unless the person is acting
within the scope of a license issued in this state.

(d) An insurer or hospital or medical service corporation that rejects or applies
underwriting restrictions to an applicant for a subscriber contract, a health insurance policy, or
a Medicare supplement plan in the state shall notify the applicant of the existence of the state
plans, the requirements for being accepted, and the procedure for applying.

ARTICLE 5. GENERAL PROVISIONS.
Sec. 21.55.400. DUTIES OF DIRECTOR. The director may
(1) approve the selection of the writing carrier by the association and approve the
association’s contract with the writing carrier including the coverages and premiums to be
charged;
(2) contract with the federal government or another unit of governmentto ensure
coordination of the state plans with other governmental assistance programs;
(3) undertake directly or through contracts with other personsstudies or
demonstration programs to develop awareness of the benefits of this chapter; and
(4) adopt regulations necessary to administer this chapter.
Sec. 21.55.410. STATE NOT LIABLE. The state is not liable for acts or omissions of

the association or a writing carrier under this chapter, nor is the state liable for payment of a
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claim under a state plan issued by a writing carrier.
Sec. 21.55.500. DEFINITIONS. In this chapter

(1) "association” means the Comprehensive Health Insurance Association created
in AS 21.55.010;

(2) "copayment"™ means the portion of the eligible expenses, in excess of the
deductible, for which the insured is responsible;

(3) "deductible"” means the portion of eligible expenses for which the insured is
responsible in each calendar year under AS 21.55.120(a);

(4) "health insurance™ means an individual or group contract or other plan
providing coverage of health care services that is issued by a health insurance company, a
hospital service corporation, a medical service corporation, or a health maintenance organization;
"health insurance"” includes disability insurance under AS 21.12.050;

(5) "home health agency services” means any of the following services provided
upon recommendation of a licensed physician as part of a treatment plan:

(A) intermittent or part-time nursing services of a registered professional
nurse or a licensed practical nurse, that are provided to a person under the continued
direction of the person’s physician and within the limitation of the nurse’s license;

(B) nursing services that are provided to a person at the person’s
residence, including a residential care facility or adult boarding home; a hospital, skilled
nursing facility or intermediate care facility is not considered a residence;

(C) home health aide services that are prescribed by and under the
continued direction of a physician and supervised by a professional nurse;

(D) home health aide services that are provided to a person at the person’s
residence, as described in (B) of this paragraph;

(E) physical and occupational therapy services, speech pathology, and
audiology services that are prescribed by a physician and provided to a person by or
under the supervision of a qualified practitioner; these services may be provided to a

person who is a patient in an intermediate care facility or skilled nursing facility;

(6) "hospice services" means services provided under a coordinated comprehensive

program of palliative and supportive care on a 24-hour, seven days per week basis for persons

who have been diagnosed as terminally ill and their families by an interdisciplinary team of
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professionals or volunteers under an incorporated central administration that has a physician as
medical director;

(7) "major medical coverage" means a health insurance contract, or a subscriber
contract, that provides benefits for hospital and medical care with potential lifetime maximum
benefits per insured of at least $10,000;

(8) "medical social services" means services rendered the patient under the
direction of a physician by a qualified social worker holding a master’s degree from an accredited
school of social work, including assessment of the social, psychological and family problems
related to or arising out of the covered person’s illness and treatment, appropriate action and
utilization of community resources to assist in resolving the problems, and participation in the
development of treatment for the covered person;

(9) "resident” means a person who is physically present in the state, has lived in
the state for at least the six consecutive months immediately preceding application for a state
plan, and intends to remain permanently in the state; "resident” also includes a person who is not
physically present in the state if the person lived in the state for at least six of the nine months
immediately preceding application for a state plan and the person’s absence from the state is for
medical treatment or education; a person ceases to be a resident if the person is absent from the
state for more than 90 consecutive days for reasons other than for medical treatment or education;

(10) "residents who are high risks" means residents who

(A) have been rejected for medical reasons after applying for a subscriber
contract, a policy of health insurance, or a Medicare supplement policy by at least two
association members within the six months immediately preceding the date of application
for a state plan; medical reasons may include preexisting medical conditions, a family
history that predicts future medical conditions, or an occupation that generates a frequency
or severity of injury or disease that results in coverage not being generally available; or

(B) have had a restrictive rider placed on a subscriber contract, a health
insurance policy, or a Medicare supplement policy that substantially reduces coverage;

(11) “state plan" means a policy of insurance offered by the association through
a writing carrier;

(12) "usual, customary, reasonable, or prevailing charge"” means the charge for

a medical care procedure, service, or supply item that is the lowest of the following amounts:
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(A) the billed amount for the i  ical service provider’s actual charge;

(B) the charge usually made by t  provider for performing that procedure
or service or for providing the supply item; or

(C) the customary charge, based on a profile of charges made for the same
medical procedure, service, or supply item in the same geographical area by other
providers that have performed the same procedure or service or can provide the same
supply item;

(13) "writing carrier" means the insurer or insurers selected by the association and

approved by the director to administer a state plan.

* Sec. 3. The association established by sec. 2 of this Act shall make availableto residents the plans

required by AS 21.55.100, enacted in sec. 2 of this Act, by January 1, 1993.
* Sec. 4. This Act takes effect immediately under AS 01.10.070(c).
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Sponsor Statement
Senate Bill 74

High Risk Health Insurance

Senate Bill 74 creates high risk insurance for those who are denied
health insurance by the private market. It works very much like
high risk automobile insurance. It iIs time that Alaska join the
other 26 states that have enacted this high risk health insurance
legislation.
t

The Health Resources and Access Task Force recommended that the
State Legislature pass a bill to establish a high risk health
insurance pool 1in Alaska. This was recommended as an iImportant
mechanism to iIncrease access to medical care iIn the State. It is
a very important piece of the puzzle that will significantly
improve access for all Alaskans, especially those who can pay for
insurance but are denied coverage. This legislation complements the

other legislation recommended by the Task Force.



The beauty of this 1insurance i1s that 1t does not require State

funding. It will be offered and managed by private enterprise.

The high risk insurance will be provided by an association of
private health insurers who form a pool to provide high risk health

insurance to Alaskans.

Alaskans, like others nationwide, are being dropped from insurance.
Others have exclusion riders placed on their policies. All these

people would qualify for this high risk pool.

More and more Alaskans are being refused insurance because of a
medical condition such as an iInjured knee, diabetes, cancer, or a
chronic ear. infection. Those iIn occupations that are hazardous,
more likely to make claims, or 1In occupations that have high
turnover are also excluded. Fry cooks, i1ron workers, and the clergy
are examples of those who are excluded by some insurers. They are

on '"'no quote lists".

In your packets you will find news articles which describe this

problem well.

Senate Bill 74 is based on the National Association of Insurance

Commissioners Model Legislation.

The twenty six other States that have enacted high risk pools based



on the NAIC model 1include Washington, Oregon, California, New
Mexico, Utah, Montana and Wyoming, as well as many mid-western,

southern, and eastern states.

Premiums for the high risk health insurance will cost up to 150%
more than the standard risk premium. As you can see from data on
the last page of the report from Consulting Services Inc iIn your
packet, these premiums should pay all or most of the cost of
claims. Therefore, high risk individuals bear most of the increased
cost of their own coverage. There is a mechanism to pay for any
shortfalls if, at some point, claims exceed the premiums brought
in. Any losses due to claims and administrative expenses iIn excess
of premiums paid will be spread among the health 1insurers 1In

proportion to their share of premiums written iIn the state.

This bill 1is supported by many iIn the iInsurance industry because
It corrects many of the IiInjustices created by the competitive

practice of insuring only those of lower risk of health problems.

Enclosed in your packet you will find a letter from the Southern
Alaska Life Underwriters Association Legislative Committee. It
states that the association strongly supports SB 74 because it
"provides a fTiscally responsible mechanism to guarantee these
Alaskans coverage." '"These people fall through the cracks because
they either make too much money or have too large a net worth to

qualify for Medicaid™.



The high risk pool will be offered and managed by private
enterprise with oversight by the division of insurance as is done

for other private insurers.

This bill will prevent individuals from having to bankrupt their

family or small business iIn order to stay alive.

Alaskans need to know that they can change jobs and still get
health 1i1nsurance that covers pre-existing conditions. They
need the security that they can get and keep health insurance
even though they or a family member may develop a serious
health problem. It is time we remove Alaskansl fear of losing
their health i1nsurance coverage. This situation has gone on
too long. Senate Bill 74 will guarantee that health insurance

will be available for purchase to all Alaskans.

The suffering and delay of needed care has got to stop. Alaskans
should not have to stay home, suffering, because they can"t get

health 1Insurance.
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MEMORANDUM January 24, 1991

SUBJECT: Pooled Health insurance - SB 74

TO: Senator Jay Kerttula

FROM: Michael F. Ford

Legislative Counsel M

The following is a sectional analysis of SB 74:
Section 1 - Purpose.
Section 2

Sec. 21.55.010 - Establishes the comprehensive health insurance association and
provides that membership in the association consists of certain insurers.

Sec. 21.55.020 - Establishes the board of directors of the health insurance association
and provides for voting rights of members.

Sec. 21.55.030 - Establishes the general powers of the association.

Sec. 21.55.040 - Requires the association to submit a plan of operation. Establishes
specific items that the plan of operation must include.

Sec. 21.55.050 - Exempts the association from the Administrative Procedure Act.

Sec. 21.55.060 - Provides that the association is exempt from taxation, except for taxes
on real or personal property.

Sec. 21.55.100 - Requires the association to make insurance available to residents who
are high risks. Specifies the type of deductible to be offered and requires that a
medicare supplement plan also be provided to certain residents.



Senator Jay Kerttula
January 24, 1991
Page 3

Section 3 - Requires the association to make insurance available to eligible residents
by January 1, 1992.
Section 4 - Effective date.
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Insurers Weeding Out the Sick

Even in large group plans, those with problems can lose coverage

By Gina Kolata
\ew York Timei

New York

In a new practice, some
health insurance companies
are starting to divide the sick
from the well, even in large
groups that were once a bas-
tion of security in a tumultu-
ous industry.

Families in large groups had

always felt that if they had been "

pan of the group for at least six
months or a year, their medical
costs would be covered and their
premiums would remain stable.
But now, some insurance compa-
nies are drastically raising rates
for sick people, and even for peo-

ple they think may become sick. _

The result, said Dr. Norman
Daniels, an ethicist at Tufts Uni-
versity who is an expen on
health insurance, is that "no one
in this country with private
health insurance coverage who
is in any kind of group plan is
free from the kind of uncertain-
ty that competition is produc-
ing."

One Family's Story

No one knows how common
it is for insurance companies to
raise the rates for the sick in
large groups, which usually con-
sist of employees at big corpora-
tions or members of special-In-
terest organizations. But the ex-
perience of Kathleen Renshaw
of Leucadla, Calif., and others
shows that the problem, once
thought to be limited to small
groups, is spreading to
groups as welL

large

Renshaw finally admitted de-
feat in her struggle to keep
group health insurance for her

*family when the annual premi-
um reached $16,000 a year. Her
problem is her 8-year-old daugh-
ter, Marisa, an exuberant child
who swims on a team and takes
singing lessons.

But Marisa has only one kid-
ney, and it does not fully func-
tion. She needs regular checkups
and may face kidney failure in
the future. When the family's in-
surance company learned of the
problem, which doctors discov-
ered when Marisa was 3, it began
doubling the family’s health in-
surance premiums each year,
the maximum increase allowed
by California law.

Finally, the family could no
longer pay, and no other compa-
ny would insure them. Along
with Marisa. Renshaw, her hus-
band, William Harvey, and their
4-year-old daughter, Kirsten,
who has no medical problems,
were outin the cold.

Renshaw and Harvey never
thought they would be without
health insurance. They both
have jobs, they bought group
health Insurance through the
alumni association at the Univer-
sity of California at San Diego,
and they always paid their pre-
miums.

"l thoughtthatwhen you pay
insurance, the Insurance compa-
nies will pay for you when you
get sick,” Renshaw said.

'Spiral o* Exclusionl

Donald Light, a sociologist
who is professor of health policy
at the University of Medicine
and Dentistry of New Jersey,
said the family's experience is "a
tragic example of the spiral of
exclusion that Is spreading
through the entire health care
industry.”

Light saidthe practice of rais-
ing rates for people who are sick
or have pre-existing conditions
began in small groups, like self-
insured small businesses, In the
mid- to late 1680s. Although It Is
still most common In small
groups, he said. It is spreading to
larger and larger groups. The

group Renshaw and Harvey join-
ed has thousands of families.

Donald B. White, a spokes-
man for the Health Insurance
Association of America, which
represents commercial insur-
ance companies, said that what
happened to Renshaw's family is
unacceptable. He said it is be-
cause of cases like hers that "we
and everyone else are proposing
reforms that would change the
laws so that could not happen
again."

W hite said mostproblems are
with small groups, so the insur-
ance association has proposed
legislation to change that mar-
ket It wants federal laws to
guarantee that high-risk people
in small groups can buy insur-
ance at a cost that is no more
than 50 percent more than the
.verage premium.

Itghltrtlo™

Senator Lloyd Bentsen, D-
Texas, tias introduced a bill in
Congressthatwould preventthe
exclusion of sicker people from
health Insurance coverage sold
to small businesses and would
prevent small groups from can-
celing policies of sicker people.

But these remedies do not ad-
dress the situation Renshaw and
Harvey faced because they were
not 'nsured with a small group.

Through a catastrophic
health insurance plan of the Cali-
fornia Children Services, Martsa
is now covered for major prob-
lems with her kidney, but noth-
ing else.

And Renshaw said this cover-
ageisavailable only if afamily of
four has an income of $40J)00 or
less. But if Renshaw, now a sub-
stitute teacher, gets a full-time
teaching job, which she has been
seeking, the family would be dis-
qualified In that case, she said,
“our next option is adivorce.* '
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STAYING A HEAD

H aving H ealth
mericans who have health Insurance may
complacently ignore the terrors of the
eople without.

t there's a mounting risk your health In-
urer Will fall, leaving you with unpayable bills.

The toll iscutting across every kind of inedlcal-

payment group.

m According to Standard & Poor's, 121 life
and health insurance companies went broke in
the past three years.

m Blue Cross and Blue Shield of Charleston,
W .Va., collapsed In 1990, leaving some $41 m il-
lion in unpaid bills.

m At least 131 Health Maintenance Organi-
zations failed between 1988 and 1990, says Jon
Christianson, a professor in the School of Pub-
lic Health, University of Minnesota.

® Unknown numbers of multiple employer
welfare arrangements have gone broke, often
through fraud. MEW As sign up small compa-
nies that can't afford coverage from the major
insurers. Some MEW As are legitimate, butoth-
ers collect premiums and then skip.

So serious Is the carnage that, in some
states, doctors and hospitals require their pa-
tients to agree, in writing, to pay any bill that
their insurer defaults on.

When looking for asound insurance compa-
ny, all you can go by is its safety rating. You
want an A+ from A.M. Bestand AAA from at
least one of the other major rating firms —
Moody's, Standard U Poor'sor Duffand Phelps.
S&P also passes out "q” ratings for insurers it
hasn't examined in full — the highest being
BBBqg. Such a company might be an AAA had
S&P examined its books.

No rating system covers HMOs. A.M. Best

Insurance |Is

Jane Bryant Quinn

N o G

doesn't rate the Blues, either, although a few
are rated by S&P. To get the current financial
statementofany Blue plan, callits public infor-
mation department or your state’s Insurance
commission. Look to see if it's making or losing
money.

W ith MEWAs, the sign of a high-risk plan Is
lower monthly premiums than the competition
offers. Employers shouldn’t buy Into a MEWA
without asking their state Insurance commls-

The sign ofa high-riskplan
islowermonthlypremiums
than the competition offers

sion if the plan is licensed for sale there and
whether there have been any complaints.
Avoid new MEWAs.

If your Insurer falls, leaving you with un-
paid bills, you might be caught by one of the
following safety nets:

m "Hold-harmless" clauses. These stop doc-
tors and hospitals from dunning Individuals for
bills that should have been paid by their medi-
cal-service plans. All federally qualified HMOs
have them, asdo HMOs In 33 states. Some states
also require them of the Blues and of regular
insurance plans. Some doctors ignore hold-
harmless clauses and bill their patients anyway
(ask your state Insurance department if you
have to pay). If you signh an agreement to pay
when you enter a hospital you might, in some
states, lose the protection of a hold-harmless
clause.

uarantee

THURSDAY, MARCH 12,1Pv2

of C overage

m State guaranty funds. All the states— the
only exception being the District of Columbia
— now provide guaranty funds for individual
policies. They cover up to $100,900 of medical,
expenses (more in some states) for insurers ii-j
censed to sell in the state. Most group-healtb!
plans aren't Included, however, nor are ME-:
WAs. Eighteen funds now cover the Blues; dev-j
en cover HVIOs. Y

In general, the funds guarantee (up to the m
dollar limits of state law) all your back bills, ail;
your current bills, and all future bills until youl
find another insurer or your policy comes up;
for renewal, which may be anytime from to-;
morrow to 12 months. Starting from the time
your insurer failed, you have to pay premiums
to the guaranty fund, perhaps at a higher rate
than you paid before.

® Insurance-agent liability. If your agent-
sold you a policy from a company not licensed [
in your state, the agent may be liable for any;
bills the company defaults on. Pennsylvania,:
which is vigorously pursuing MEWA cases, has
collected more than $70,000 from agents on be-
half of consumers, says Linda Wells, chief
counsel for the state Insurance department
Some states hold agents liable if they knew or
should have known that the company was in-;
solvent, says Washington, D.C., attoihey GrCgo- i
ry Luce.

If you work for a,big company whose insur-1
er falls, the chances are good that your employ-
er will cover your bills. Smaller companies,
however, may not be able to afford It. Some-:
times doctors and hospitals don't bill patients i
whose insurers collapse, but that’s not a sure!
thing, either. You have to get lucky, whichisho ,
way to run a health-insurance system.
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...covering state, federal and private-sectar developments in health benefits reform

Blues Release New Health
Insurance Reform Proposal

In testimony before the House Ways
and Means Committee, Bernard
Tresnowski, President of the Blue
Cross Blue Shield Association, pre-
sentedanew healthreform proposal
that, he said, had beenunanimously
approved by his board of directors
just days before. He said,"we must
create anew insurance environment
— patterned on the Blue Cross and

Blue Shield organization's historic

The nrnp”~sgrv”ould eliminate most
existing healthinsurancecompanies
by allowing tax deductions only for
benefits purchased from "qualified
carriers." To become qualified, an
insurerwould haveto meetfederally
imposed standards that would in-
clude the use of participating pro-
vider arrangements and managed
care techniques. "Under our ap-
proach, we would stop rewarding
insurance companies that are prin-
cipally claims processors and medi-
cal underwriters,” Mr. TresnowskKi

told the committee.

He said qualified carriers, "must

demonstrate proven records of
managing health care costs effec-
tively, including a capacity to per-
form utilization management, se-
lective provider contracting and

uniform billing and data collection."”

Mr. Tresnowski said this emphasis
on managed care, combined with
with reform of the medical mal-
practice system would controlhealth
care costs better than regulatory

approaches could.

Volume 1, Number 18

Forassuringuniversalcoverage,Mr.

Tresnowski proposed requiring
smallemployerstooffer,butnotpay
for,employee coverage. Thosewho
do not fund coverage "would be
subject to an assessment which
would be significantly less than the
costofcontributing to coverage."”
Employees would be required to

"accept" the coverage, and be re-

Twenty-five Sta
Enacted High R

Twenty-five states have enacted in-
surance pools for their hi»h risk
populations. According 13 infor-
mationcompiledbyCommunicating
for Agriculture (CA)
(also known as "Comprehensive

Health Insurance Plans" or CHIPS)

these pools

enroll 76,373 people (see charts on
pages 4 and 5).

The pools are intended to provide
subsidized coverage to individuals
with existing medical conditions
who are unable to obtain insurance
inthe private market Theytypically
provide majormedicalbenefits with
deductibles and
copayments. They also charge from
175% to 400% of the standard pre-
mium forsimilarbenefitswithin the
state.

substantial

At these rates the pools are
clearly notintended to help people
of limited means, but are aimed at
those with financial resources who
are otherwise uninsurable.

© Scandlen Publishing, Inc., Alexandria, VA, 22320-0288

quired to pay for it unless their em-
ployer could be persuaded to pick
up the tab.

Mr. Tresnowski does not directly
discussthe costimpactonindividual
employees, except to say "substan-
tial tax subsidies"” would be made
available to low income employees,
and "mostemployees” would have

mostoftheir premium paid by their

(Please tumtopage 2)

tes Now Have
iIsk Pools

W hile the pools do not cover large
numbers of people, they have an
effect well in excess of raw enroll-
mentfigures becauseofthe high use
ofservicesbythosewho areenrolled.
According to the most recent avail-
able numbers, the seventeen state
pools which have been active long
enough to pay claims, pay over $185
million peryear for 67,972 enrollees
- an average payment of $2,72630.
For this coverage enrollees pay pre-
miums averaging $1383.24 perper-
son peryear. The difference ismade
up forby anyoneofseveral subsidy
approaches.

NAIC Model Revisions

How tosubsidize thepools forlosses
in excess of premium income has
been the biggestissue ofcontention
for those states that have not yet
adopted apool. The National Asso-

ciationoflnsurance Commissioners

(Please turn topage4)

October 23,1991



Hsaith Benefits Letter

High Risk Pools in

25 States

(Continuedfrompage I)

(NAIC) hashad aworking group Of
regulators, chaired by South
Dakota's Directoroflnsurance Mary
Jane Geary, looking into this and
several otherissues for the pasttwo
years. Thisworking group is about
to release a revised model act for
public comment with the hope that
it will be adopted at the December
NAIC meeting in Houston.

Otherissuesconsidered by theN AIC
group were benefit structure, pool
administration, and whether group
plans should be allowed to refer
high-risk employees to the pool.
Discussion of each of these issues
follows.

Financing

States have adopted awide range of
finandngmechanisms fortheirhigh-
risk pools. Nearly all of the early
oneswereviewed asindustry-based
residual market mechanisms that
were organized, operated and fi-
nanced by the health insurance in-
dustry. The industry was assessed
for any excess losses but could take
the assessments as a credit against
their premium tax obligation.

More recently pools have been seen
as public programs, usually with
broad-basedboardsofdirectors and
bread-based funding. Several are
now financed through general rev-
enues,othersusededicated taxeson
tobacco or hospital services. The
new NAIC model act references all
the available financing mechanisms
without recommending reliance on
any one of them. Director Geary
says the model lays out the follow -
ing funding sources:

*« Premiums from enrollees

* Healthinsurerassessmentsw ith

full or partial tax offsets

« Percapita assessmentsoninsur-

ers and reinsurers
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High Risk Pools - Financial Experience

Brdimet

CA 89
Qo na
cr 2200
A 594
GA na
IL 4370
IN 3080
IA 1971

na

400
25272

na

na

138

16l

1072
4121

na

I3 X2 83 26/ 3353 285>

tya

273

3

9287

=

A

=

76273

Premuns
Coladed

na
na
$ 4408372
$ 12443900
na
$11,951,968
$ 8376,73%6
$ 4574013
na
$ 51555
$25734,%1
na
na
$ 629463
$ 442717
$ 2571,307
$ 28485
$ 1332469
$ 163614
$10,775,374
na
na
$ 4718231
$10,561,456

$ 20590

$107,615731

rm nreOn
Pramum

na

na
$2,04358
$2097.06
na
$,73600
$271972
$2320.66
na
$128381
$,01832
na

™
$207060
$1,52237
$1,97337
_$1,72333
$1,10030
$132625
$2514.75
na

na
$138931
$1,1373

$ 2011

$136324

QanrsRad

na
na
$10438000
$ 17425025
na
$24,138119
$1697/8462
$ 5063843
na
$ 115418
$49,460,692
na
na
$ SHR8HA
$ 678029
$ 431255
$ 42685
$LIP®
$ Lo
$17,121200
na
na
$ 718696
$17369449

$ 548

$186311,89

tflf s
dans

na
na
$474%
$29B47
na
$632360
$551249
$2364.10
na
$288648
$1357.49
na
na
$1.,874.45
$2327.91
$3309.70
$2339.77
$ BDH
$1,67437
$4,154.62
na
na
57320
$139133

$ 53

$2,72630

NOTES All figuresareyear sod 1990 axoqat, CTand R(1989), OR(&90), and WY (4/91). Rr
caavwagMttduds Calfora snrourM Sourca, Gonmuricating lor Agiiaiture
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High Risk Pools - General Information
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High Risk Pools in

25 States
(Continued, from previous page)

« Hospital fees on admissions or
outpatient services when paid
by a third party

« General revenues

* Dedicated revenues from alco-
hol and tobacco taxes, per-em-
ployee payroll taxes, income tax

surcharges, and state lottery
proceeds.

Each of these approaches is in effect
somewhere. Which approachismost
acceptable depends on the political
and economic status of the particu-
lar state.

Administration

As public financing becomes more
prevalent, so does public adminis-
tration of the pool. The new model
w ill suggestthatboard members be
appointed by the insurance com-
missioner in those states where the
commissioner is elected, or by the
governor in states where the com-
missioner is appointed. In either
casetheboardshould haveamajority
of public members and should be
chaired by the insurance commis-
sioner.

The pool boards will continue to
select an insurer or other entity to
perform administrative services for
the pool.

Benefits

Generally, covered benefits in the
existing pools are very comprehen-
sive. They are structured as major
medical programs with high
deductibles and copayments.
Deductibles range from $200 to
$2,000 forindividuals and stop-loss
levels may be as high as $5,000.

Mostpoolsgive enrollees achoice of
coverage options and setpremiums
according to the level of coverage

(Please tun topage6)
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High Risk Pools in 25 States

(Continuedfrom page 5)

chosen. Maximum lifetim e benefits
may beaslow as$250,0000ras high
as S|1 million.

The NAIC working group had two
concerns about benefits. One was
whethertoinclude benefits thatare
mandated for inclusion in private
insurance contracts, and the other
concern was on how to encourage
the use of managed care and other
The

revised model continues to refer-

cost containment programs.

ence a major medical approach to
benefits but suggests that the final
decisions on benefit structure and
cost controls should be left to the
board.

Enrollment
Several states have had problems
with employer groups "dumping”

$6,000
$5,000 4
$4,000 4
$3,000 4
$2,000
$1,000

$0

Aver CT FlI IA
age

Page 6

IL

their high-risk employees into the
poolasawayoflowering the costof
coverage for therestofthe group, or
of making the whole group insur-
able when it otherwise would not
be.

Some people maintain that this use
of a pool is alegitimate strategy for
simultaneously covering people
with medical conditions, and mak-
ing small group coverage more af-
fordable forstandard-riskemployer
groups.

Most states enacted pools only for
individuals, and did not anticipate
thisuse by employers. Theadminis-
trators in several of these states are
alarmed that pool enrollment (and
poollosses) hasexceededprojections
because of this use by employers.

Director Cleary said the new model

will include language taken from
the California legislation which pro-
hibits dumping. The language calls
itan unfair trade practice for insur-
ers, employers or agents to refer
someone to the pool for the purpose
of separating them from employ-

ment-based coverage.

The adoption of the new NAIC
modelin Decemberis likely torenew
efforts to enact pools in those states
that have come close to adopting
them in the past. Notable among
these statesare Ohio,North Carolina,
Oklahoma, New Hampshire and
Arizona. DirectorClearysaid thatin
herown stateofSouth Dakotaapool
bill is likely to pass nextyear, butit
will need to have funding otherthan
straight general revenues or the

governor will veto it.

The reportfrom Communicating for
Agriculture isavailablefor 524 by callirg
612-854-9005

Active High Risk Pools

(Average Annual Premium vs Average Annual Claims)

Average Claims

© 1991 Scandlen Publishing, Inc., Alexandria, VA 22320-0288
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Consulting
Services,
Inc.

September 28, 1990 C KU Pl ASA VARA
QrirhnA Acatiy

Office of tha Director

Department of Insurance

Juneau, Alaska 99811

Daar sir:

I was recently asked to make a presentation to an actuarial
nesting on tha subject of state pools lor people who are
uninsurable for health coverages. The Larger topic of the
neeting was national health i1nsurance, "Wd I was asked
specifically to examine the possibility that these state
pools (now existing or iIn the process cf£ implementation in 23
states) may be a backdoor approach to vational health
Iinsurance.

The survey that 1 did In preparation for this presentation
developed some interesting information on the financial

results under those pools, different approaches to funding
used by the various states, eligibility’requirements, etc.

As the consulting actuary who reviews tie pool rates for the
Indiana DOl, 1 have often wished that O had such information
available; so | thought you or a member of your staff might
be interested iIn the financial results of these pools.

I am enclosing a summary of these finarcial results, as well

as a copy of my presentation. IT you :r a member of your
staff would like to discuss this material, fTeel free to
contact me. I can usually be reached zu 502-245-1459 on

Monday through Thursday, or by mail at the address below.

Sincerely yours,

C. Keith Powell, ASA, MAAA
Consulting Actuary

O‘I ) lllllarc*

245 NorthMendiin Strest. Surte 2%. Irdlirgolu, Iitised6200 317-5/543334



STATE POOLS FOR THE UNINS8URABLE.

Aa of 1969 thirteen atataa had in place relatively mature
(operational for two years or more) state poola offaring haalth
insurance coveraga for raaidanta who oan not otharviaa gat haalth
inauranca. Counting tha atataa with nawar programs, aoaa
authorized but a till in tha prooaaa of becoming active, tha total
ia now 23 atataa whoaa populationa rapraaant ovar 50% of tha paopla
in thia country. Thia ia about four tiaaa tha nuabar of aueh poola
in forca fiva yaara ago - a vary rapid and aurpriaingly little
publicized development. Tha ongoing, and woraaning, problem of tha
lack of availability of privata aactor covaraga for larga segments
of the population seams to ba a major forca driving thia growth of
etata aponaorad poola.

I would lika to ahara with you tha raaulta of a raoant aurvay of
thaaa prograaa that | hava completed. While | aa rambling through
tha aurvay raaulta, you might want to keep in mind tha following
radical thoughta, not original with mas

(i) With the growth of thaaa poola, wa might ba aaaing a form of
national haalth inauranca growing right before our ayaa.

(ii) Cf tha approachea to national health inauranca with any chance
of implementation, thia might ba tha one that ia moat favorable to
tha privata inauranca induatry.

How, to tha raawulta of tha aurvay.
(1) E ligibility Requirementa.

It ia difficult to generalize about eligibility requirementa, but
tha moat common one ia an individual'a atatua aa uninaurable for
raaaona of haalth. There are other requirementa in aeveral atataa,
and tha type of proof of eligibility baaed on tha atatua of
uninaurable for reaaona of haalth varies conaiderably by atate.

(2) Financial Raaulta.

If you look at 1969 raaulta for tha thirtaen ralativaly mature
plana, there waa $68 million of oollected premiums and $112 m illion
of paid claims, for a paid losa ratio of 165%. The administrative
coat of $9 million was about 8% of claims. If you take out two
large atatee (Connecticut and Minnesota) that are atypical in
certain important respects, tha "loaa ratio"” drops from tha 165%
above to about 139%. Of tha remaining alavan atataa, seven show
loss ratios in tha 125% to 150% range.

I think that thia loss ratio range of 125% to 150% ia about where

Consulting Services, Inc.



it should b«. Thia ia my conclusion based on looking at
commutation functions for haalth inauranca claims and making same
guesses about amtiselection in tha bigger claims. Zt ia alao borne
out as order of magnitude reasonable by convaraion experience,
experience on soma Blue Cross plans that are not underwritten, and
soma social inauranca experience.

Whan you look at details, raaulta are, as you would expect, all
over tha place for raaaona auoh aa rata of growth, position in tha
rating cycle, ate. Within tha eleven more normal plana, the paid
Jdoss ratios for 1989 range from a low of 721 to a high of 172%. =

Tha low loaa ratio of 72% was from Washington, a vary fast growing
plan that had 8122,000 of collected premium in 1968 and $2,065,000
in 1989. Under these conditions a paid claims [/ collected premium
loas ratio undaratatas incurred claim / earned premium axparianca
due to the claims reporting and processing lag and to tha failure
of collected premiums to raflact tha fact that some of tha
collected premiums are not fully eamsd. Tha Washington plan alao

haa a six month / six month praaxisting condition exclusion. In
tha praaanca of such fast growth, a great deal of tha axparianea
w ill s till be driven by tha pre-ex period and aa such tha Iloaa
ratios w ill ba considerably lover than ultimate axparianca should
show.

Tha lowa plan, with its lost ratio of 112%, ia another vary faat
growth case.

Tha high loas ratio of 172% for 1989 cornea from right hare in
Indiana. Thic resulted from soma vary special circumstances. Tha
Indiana plan triad to gat approval for an incredibly large rata

incraase to ba effective 7/1/09. Tha DOl challenged tha rata
increase all over tha place, and it vaa finally approved under tha
Indiana deemer provision affective 12/1/89. - The affaot of thia

delay contributed to tha high loaa ratio in Indiana for 1989. Just
aa a footnote to thia story, aa acme cr ti:a Indiana participants
might know, tha incredibly high eat of rates vis rascindad in 1990
and tha atata plan agreed to make partial refunds of tha axcaasiva
portion of tha premiums.

Again, tha purpose of this dstail is to prssant an argument that
moat of the plana tend to have cash loas ratios in the range of
1251 to 150%. Aa you might expect, tha raaulta by atata are all
over tha place due to such factors are rata of growth, the pre-
existing condition exclusion provisions, and tha plan position in
its rating cycle.

On additional thought bridaing design and pricing ia that there ia

surprisingly little exclusive provider design in these plane. This
could be the one angle that could really contribute to bringing
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down the lose ratio* somewhat. It ehould ba possible to gat some
axcallant discounts from hospital and physician providars by
promising than thaaa vary high using populations.

(3) Funding Mechanism.
Premiums ara most cftan sat at 125% to 150% of tha soma version of
an average price for underwritten products in tha atata. This

price reason pops up for many reasons.

At the low and of tha 125% to 150% range, it is probably a friendly
gesture to tha insurance industry to try to keep tha price above

125% of tha average hot sailing underwritten rata. By keeping tha
rata 25% over tha average selling rata for underwritten products,
it is safe to assume that there w ill be little or no lose of

privata sector underwritten business to the pools. Notice that but
for this point of wanting to protect the private sector you could
logically justify holding the pool rate below 125% of the average
selling rate for an underwritten product.. Recall that the
underwritten rates generally target 50% to 70% loss ratios, so a
pool rata based on 125% of the average underwritten selling rate
means that the pool is allocating twice as high a percent of
premium to benefit costs as the privAte sector product does.

If you go much higher than this range of 125% to 150% of the
average underwritten selling rate a look at claime distributions
and almost any reasonable guesses about antiseleetion show that the
product w ill bo priced well above "reasonable" for a very large
portion of the people needing the product. This would discourage
purchase of pool products by not only a large number of the people
who need it but also by the very people who do not tend to
contribute large losses to the pool.

The linkage between this 125% to 150% and the emerging loss ratios
of 125% to 150% mentioned earlier is very tenuous. Thera actually
might be a little bit of a linkage, but It is pretty far out there
and it is probably best to think of them as unrelated concepts.

Remaining costs (in addition to pramiums) ara usually paid by
sithsr (i) tha insurance industry in the state or (ii) local haalth
care providers, and there is often some kind of tax offset that
ultimately brings it to roost on gensrsl revenues.

(4) National Health Insurance Implication?*.

In 1989, 13 states (representing roughly 20% of the U. S.
population) paid $112,000,000 in health benefit costs to providers,
$9,000,000 for administration mainly to tha insurance industry, for
a total cost of $121,000,000. This was offset by $68,000,000 in
premiums collected, for a net cost of $53,000,000. Wiith e ll kinds
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of caveats, extrapolating that to tha antira U. 8. would have coat
laaa than $300,000,000. Thaaa numbers relate to programs that are
almost exclusively freedom of choioe arrangements that have made
very little effort to get the savings from exclusive provider
arrangements; and proper uae of exclusive provider arrangements
could introduce an element of savings. Again, with s till more
caveats, it had no direct impact on the federal deficit.

Note how nicely these pools dovetail with existing public and
private haalth insurance programs*

Medicare and Medicaid are the major social insurance programs in
thia country. Medicare people generally do not need the pool
benefits because the Medicare program itself is so comprehensive.
Medicaid people generally already have some kind of half way decent
benefits. They are not as generous as those in the state pools,
but then Medicaid people generally pay nothing for their benefits.

I am going to try to summarize the value of this ooncept of
national health insurance to the insurance industry, at the risk
of getting up on the soap box.

Over the last half century the private health insurance industry
has proved itself totally incapable of providing significant
medical expense benefits on an individual basis to people with
serious health problems, in spite of the fact that these people beg
for our products and are willing to pay almost anything asked for
the benefits. At least for freedom of choice insurers there is no
reason to believe that this is changing, and in fact the problem-
seams to be worsening each year health care costs grow faster than
other costs. W hile this is a very serious indictment of our
industry, it does point out that the people that we are losing to
these pools are the very people that we could not handle anyway.
In fact, tha payments that the health insurance industry receives
to administer the benefits for these people probably exceeds
aggregate premiums that the industry could collect from them for
meaningful medical expense benefits; and absent state legislation
making the <coat fall directly on insurers, it comes without
underwriting losses or significant financial risks.

These pools leave with the health industry the very people that the
haalth insurance most wants and takes the people that they do not
want.

With cavaats, | would like to euggeat that thia may ba the feaaible

approach to national haalth that ia kindest to the health insurance
industry.
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Stata

Connaeticut
1983

1984
1985
1986
1987
1988
1989
Coamant

Uninsurabla Pool

Prams.

Col.

3134889
3473145
3285762
3532941
3186476
3460337
4495872

Data

Claims
Paid

3442223
4454451
4579461
4203833
6663081
7293434
10438000

Admin*
Paid

272550
315450
276379
246156
337235
412942
567826

raaults may not ba typical dua

Losa
R atio

109.80%
128.25%
139.37%
118.99%
209.11%
210.77%
232.17%

Admin
(% Claims

7.92%
7.08%
6.04%
5.86%
5.06%
5.66%
5.44%

tha preaanca of

Blua Cross plan tha prooaaa of baing phaaad out.

Florida
1983 23759 0 0 0.00% BRR
1984 505798 141430 69114 27.96% 48.87%
1985 1107581 774174 103946 69.90% 13.43%
1986 1770171 1686195 184889 95.26% 10.96%
1987 2858173 3963710 357017 138.68% 9.01%
1988 5294446 8581468 1134991 162.08% 13.23%
1989 124439CO0 17425025 2810723 140.03% 16.13%

Indiana
1983 2352179 217878 56512 9.26% 25.94%
1984 6356995 6843691 256462 107.66% 3.75%
1985 7505144 9518759 253524 126.83% 2.66%
1986 7197774 11552494 443791 160..50% 3.84%
1987 6301707 11564602 459462 183.52% 3.97%
1988 5607908 9640519 500643 171.91% 5.19%
1989 6210701 10690610 670565 172.13% 6.27%

Commant -Tha Indiana loaa ratioa for tha laat fav yaara ara hald
artificially 0low dua to tha raluctanca of tha pool to raiaa rataa.

lowa
1987
1988
1989
Commant

artificially

164995
1008691
2876251
Indiana loaa

low dua to

Consulting

tha

Services,

56725 16560
1249159 82560
3232227 339660

ratioa for tha

Inc.

34.38%
123.84%
112.38%

29.19%
6.61%
10.51%

laat faw yaara ara hald
raluctanca of tha pool to raiaa

rataa.



Uninaurabla Pool Data 2

Prana* Claiaa Admin* Loaa Admin
Stata Col. Paid Paid R atio (1 Claiaa)
Maina
1988 15179 0 33960 0.00% IRR
1989 228189 290179 81265 127.17% 28.01%
Minnaaota
1983 4082351 6981967 383741 171.03% 5.50%
1984 6413829 9761835 665100 152.20% 6.81%
1985 9492438 13324992 984514 140.37% 7.39%
1988 10772454 18913879 904886 175.58% 4.78%
1987 11407281 21893359 928773 191.92% 4.24%
1988 14197219 27098596 1340562 190.87% 4.95%
1989 18459482 38373578 2115892 207.88% 5.51%
Montana
1987 9870 0 9759 0.00% IRR
1988 97026 65374 14675 67.38% 22.45%
1989 316276 395050 24523 124.91% 6.21%
Nabraaka
1986 8414 0 11558 0.00% IRR
1987 458857 443238 14600 96.60% 3.29%
1988 1221792 1808813 57097 148.05% 3.16%
1969 2572213 4088816 128223 158.96% 3.14%
Nav Maxico
1988 233053 127399 103475 54.67% 81.22%
1989 1222400 1565229 157945 128.05% 10.09%
North Dakota
1983 138666 345918 25305 249.46% 7.32%
1984 455874 1058694 35904 232.23% 3.39%
1985 894701 1704988 56756 ' 190.57% 3.33%
1986 1321991 2863886 108756 216.63% 3.80%
1987 1626970 3389229 174130 208.32% 5.14%
1988 1937903 3340441 234984 172.37% 7.03%
1989 2261638 3691487 278007 163.22% 7.53%
Tannaaaaa
1987 556763 17450 0 3.13% 0.00%
1988 3236204 2807338 317930 86.75% 11.32%
1989 8433944 10212644 623744 121.09% 6.11%
Consulting Services, Inc



State

W ashington

1988
1989

Wisconsin

1983
1984
198S
1986
1987
1988
1989
Comment
credit

Total
1983
1984
1983
1986
1987
1988

1989

Total -
1983
1984
1985
1986
1987
1988
1989

Participating
against premium or

Uninsurable Pool

Prams.
Col.

Barned
124260

1940334

1232352
2079996
2500586
2856286
2959861
4056671
6676614

10964196
19285637
24886212
27460031
29530953
40490689
68137874

3746956

9398663
12108012
13154636
14937196
22833133
45182520

Consulting

Data

Claims
Paid

Incurred

74121
2543839

2463703
3104604
3265492
3336087
3956056
5518189
9754103

Minus Connecticut and Minnesota

Admin.
Paid

78575
204221

156964
196338
210646
284500
366245
906550
885383

13451689 895072
25364705 1538368
33167866 1885765
42556374 2184536
51947449 2663781
67604851 5218944
112700787 8887977
3027499 238781
11148419 557818
15263413 624872
19438662 1033494
23391010 1397773
33212821 3465440
63889209 6204259
Services,

Loss
P atio

59.
131.

199.
149.
125.
116.
133.
136.
146.

insurers ara not permitted any
income taxes.

122.
131.
133.
154.
175.
166.
165

80.
118.
126.
147.
156.

145
~141

Inc.

3

Admin

Claims
654 106.014
104 8.034
924 6.374
264 6.324
574 6.454
804 8.534
664 9.264
034 16.434
094 9.084

Ilcind of

694 6.654
524 6.064
284 5.694
984 5.134
914 5.134
964 7.724
.404 7.894
804 7.894
624 5.004
064 4.094
774 5.324
604 5.984
.464 10.434
.404 9.714



What are high risk poola and how do they work?

RISK POOLS

Among the uninsured are those who have been denied insurance coverage for reasons
of poor health or who have been offered insurance policies with extremely high
premiums or with restrictive exclusions for pre-existing conditions. For some of
these people, money is not the barrier to health care until such time as large medical
bills draio their resources.

In 21 states, high-risk individuals now have access to health insurance risk pools.
Under such programs, health status is in theory eliminated as a barrier to health
Insurance, since INsurance is available through the pool.

Clearly, risk pools do not eliminate all barriers to the availability of health
insurance, because the insurance obtainable through pools is expensive.
Nevertheless, advocates argue that this availability of insurance helps to create a
principle that everyone should have the opportunity to purchase health insurance.
Second, the%/ ar%ue that health insurance for high-risk individuals does address one
small subset of the larger group of uninsured individuals.

Basic Design

The basic design of a risk pool is to guarantee availability of adequate health
insurance to all individuals, regardless of their physical condition. While the
operation of pools varies considerably from state to state, there is a basic pattern.
he state generally forms an association of all health insurance companies doin
business in the state (proposed federal legislation would permit inclusion o
self-insuring business in this association). One organization is selected to administer
the plan under the guidelines for benefits, premiums, deductibles, etc., as set forth in
state law. Individuals then are able to purchase insurance from the plan.

Coverage

Risk pool policies do provide a fairly comprehensive package of benefits. Unlike
many private individual policies that do not cover physician fees, risk pools
generally specify a minimum benefit package that includes_in-patient hospital
services ana services rendered by or at tne direction of a physician, as well as some
skilled nursing care, home health care, and prescription drugs.

Normally, a choice of deductibles is offered, ranging from as low as $150 to as high as
$2,000, resulting in substantially different premiums. Some form of pre-existing
condition restriction has been deemed necessary, if only to prevent individuals from
‘gaming* the system by enrolling for insurance only after they need medical care.
Most pools have a six month waiting period for pre-existing conditions. However,
somﬁ states allow a waiver of this waiting period through payment of a premium
surcharge.

Cost of Insurance

Cost remains the biggest barrier to obtaining health insurance through risk pools,
since insurance provided to high risk individuals must obviously be more expensive
than that for standard risks.

While these premiums are high, they would be even higher in the absence of
state-imposed limits that caip ﬁremlums at no more than afixed percentage (usually
between 125% and 150%) ot the standard individual premium in the state.



SYNOPSIS OF HEALTH INSURANCE POOL
M ODEL LEGISLATION

PREPARED BY COMMUNICATING FOR AGRICULTURE

The purpose of the model bill is to establish a mechanism through
which adequate levels of health insurance coverages can be made
available to residents of the state who are otherwise considered
uninsurable. The bill would establish a state "association* or "pool* in
which all health care financing mechanisms (insurers, HM Os and
others if declared valid) would be members.

Pool coverage consists of very broad comprehensive benefits with a
choice of deductibles. Each state is cautioned that the scope of
coverage may not be appropriate. In such a case, the benefit levels
should be adjusted. A state can also consider allowing the Board to
develop the. minimum benefits to be provided, rathertnan addressing
these benefits within the statute.

By definition, a pool consisting of uninsurable risks will necessitate
premium rates substantially greater than applicable for standard risks.
The bill establishes an initial maximum rate of 150% of applicable
standard risk rates. Thereafter, rates are expected to fluctuate according
to experience,* however, in no event shall rates exceed 200% of standard
risk rates.

Admittedly, the initial maximum rate of 150% is inadequate for the
risks insured, and the 200% maximum will prevent the rates from
becoming prohibitive. Pool losses in excess of the premium? collected
will be assessed to each member of the pool in proportion to the
volume of business done in the state. This assessment is allowed as a
future tax credit to offset the costto the members.. Other options exist
for funding the pool. Those being used by existing pools can be found
by section on funding mechanisms found elsewhere in this edition.
However, at the end of the model bill is wording for one of the newer
options.

Eligibility for pool coverage is limited to those individuals unable to
locate coverage in the private market. For obvious cost containment
provisions, pool coverage is the coverage of "last resort* and it does not
duplicate coverage from any other source, private or public.

*This model bill incorporates several new provisions from previous
models, including, but not limited to, a reciprocity agreement among
state pools, cost containment provisions, employer responsibilities, and
additional definitions.

Following this model legislation is a second model bill, authored by the
N ational Association of Insurance Commissioners in 1984.
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SB 74: "AnActrelatingtopooledhealth insurance for individuals
who are uninsured or denied adequate coverage; and
providing for an effective date."

With resolution of the issues below, the administration can support this
legislation.

One of the more challenging issues facing this country and Alaska is the
ever-increasing number of people unable to afford or even find health care
Insurance. Persons deemed "high risk" find themselves, in too many cases,

uninsurable.

This legislation attempts to provide "high risk” individuals health care coverage
by estal |IShIU(11a health insurance pool run by private insurers for the benefit of
uninsured, high-risk state residents.

Pooled health insurance for individuals should be administratively consolidated
with the small employer health insurance %rogram in SB 242. The associations
basically would incorporate the same membership, seek to provide coverage for
separate groups currently unable to secure coverage, and seek to provide a
viable insurance mechanism by spreading risk to a large pool of insureds.

It would be inappropriate for a regulator to define eligibility for participation in
the plan. The public policy of the state in determining whether a personisin a
high risk category should be set in statute. Also codified should be the services
that should be provided in terms of medically necessary treatments or diagnosis
ofillness or injury. The Division of Insurance, as a regulator, oversees the
operation of the comprehensive health insurance association and its insurance

plans.

Cost-containment measures, such as those contained in Senate Bill 242, should
be incorporated in this legislation. In lieu of the proposed mandate of usual,
customary, reasonable or prevailing charges, it would be preferable to promote
the use of various case-management programs, preferred provider contracts,
health maintenance organizations, or limited network of provider
arrangements - all proven cost savers.

AS 21.55.150 and AS 21.55.220 should provide that this program shall not shift
costs to other insured persons or to the state.

AS 21.55.220(b) should be deleted to avoid employers dumping-high-risk
individuals into the pool. SB 242 addresses the problem of high-risk individuals
for small employers with its separate pooling mechanism.
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Consideration should be given to whether persons eligible for COBRA should
have the option to purchase COBRA benefits or participate in this pool.
Currently, the premium for COBRA benefits is unaffordably high beeaxise of
adverse selection. The health care benefits under COBRA are not necessarily
the same as those that will be available under the pooled health insurance

program.

The definition of "residents who are high risks" and Article 4 which addresses
eligibility and enrollment in the plan should better define those eligible to
participate in the plan and those ineligible. The plan should not provide
coverage that would allow the federal g%overnment to shift costs to the pooled
health insurance program for care the federal government should be responsible
for such as Veteran's Administration benefits and native health care. Similarly,
existence of this plan should not operate to transfer state and federal obligations
such as Medicaia to the pooled health insurance plan. Consideration should be
given to language that would preclude a person who can secure affordable
coverage from access to the plan merely because the individual secures
declinations from two insurers.

The Legislature should review the operation of the program in three years to
evaluate the effectiveness of the program on the target market aswell asits a o
effect on the overall market for health insurance. A “sunset” or similar
provision to assure the continued effectiveness of the program should be

included.

The administration can support this legislation with resolution of the above
ISsues.

Nancy Bear Usera, Commissioner
Department of Administration

Theodore A. Mala, Commissioner ]
Department of Health and Social Services

Glenn A. Olds, Commissioner _
Department of Commerce and Economic
Development

Date:

6094c
041392a



COMMENTS BY GORDON E. EVANS
ON BEHALF OF HEALTH INSURANCE ASSOCIATION OF AMERICA
at
Senate Finance Committee
Hearing on Senate Bill 74
April 23, 1992

Mr. Chairman, Members of the Committee:

My name is Gordon Evans and | represent the Health
Insurance Association of America ("HIAA"™), which is a national,
voluntary trade association of 300 private health iInsurance
companies which provide health insurance for over 95 million
Americans. Blue Cross and Blue Shield are not HIAA members.

HIAA has long supported state uninsurable risk pools.
These risk pools are included as one of the major components in
our program of "Financing Health Care for All Americans'.
Uninsurable risk pools address accessible health coverage for
those who are otherwise considered medically uninsurable.
Incidentally, i1n your deliberations | would ask you to realize
that only nine private insurance companies and Blue Cross write
health i1nsurance in Alaska at this time.

Whille HIAA does support the goals of SB 74, the bill, as
it 1s presently drafted, does have some serious flaws which HIAA
believes will result both in underf?nding of the program and 1in
allowing i1nappropriate accessibility to the program. We have
prepared, and present for the committee"s consideration, seven

amendments addressing the private health Insurance iIndustry®s

concerns with SB 74 in its present state.



With your consent 1 would like to briefly address each
of the amendments. We have added a short sponsor®s statement at
the bottom of each amendment, which supports or explains why HIAA

believes the amendment iIs necessary and important.



CS FOR SENATE BILL NO. 74 (HES)

AMENDMENT NO. 1

Page 15, Line 10: Add new Section 3 as follows and renumber

following sections accordingly.

* Sec. 3. AS 21.09.210 i1s amended by adding a new
subsection to read:

() A member of the Comprehensive Health Insurance
Association created in AS 21.55.010 may credit against a
premium tax Imposed against disability iInsurance
premiums under this section, an amount equal to an
assessment against the member under AS 21.55.220(d).
Any portion of the credit allowed iIn this subsection
that cannot be taken In a tax year without reducing
taxable premiums below zero may be carried forward and
credited iIn successive years until the credit 1is

exhausted.

SPONSOR*®"S STATEMENT: HIAA and 1ts members companies are very
willing to work with the Legislature in developing a workable,
affordable, uninsurable risk pool that will be to the benefit of
Alaska®s medically uninsurable residents. Participation by
health insurers iIn the uninsurable risk pool is required as a
privilege of doing business iIn Alaska. However, the absence of a
broad-based financing mechanism or a premium tax offset for the
claims-incurred losses to pay the residual losses will result iIn
a failed system, with severe financial implications to the
insurers licensed in Alaska. Some type of public financing is
necessary — the medically uninsurable are a societal problem,
not just an insurance industry problem. Of the 25 states which
(continued)



currently have state uninsurable risk pools, a number do have
some form of dedicated funding mechanism, 1.e., a hospital bed
tax, a state income tax surcharge, a tax against hospital
revenues, and a cigarette and tobacco tax. We recognize that the
Alaska Constitution does not permit dedicated funding.

However, other states provide partial funding through
general revenue appropriations combined with premiums and
assessments against the insurers. Most of these place a cap on
the amount of general revenue or assessments. More than half of
the states provide for assessments against the insurers Iin
proportion to their share of the total health insurance premiums
received In the state during the year, with the assessments
offset against premium or income taxes paid by the iInsurers.

Earlier testimony on SB 74 by Chris Ullmann of the
Division of Insurance indicated that the trend in recent years
has been for more and more businesses to self-insure; thus, the
losses resulting from claims losses of uninsurable risk pools
have become a "tax™ on a smaller and smaller insured base,
raising the costs to the remaining iInsureds.



CS FOR SENATE BILL NO. 74 (HES)
AMENDMENT NO. 2

Page 10, Lines 10-11: Delete all language and renumber
subsequent subsections

SPONSOR*®"S STATEMENT; Section 21.55.220(b) allows an employer
who has one or more eligible persons enrolled In a state plan to
pay for the premiums of that person. HIAA 1s concerned that such
a provision will allow employers to "dump'™ higher risk employees
into a state pool which is available only for individuals who are
medically uninsured, i1.e., those who have been declined health
insurance. The purpose of the uninsurable risk pool is not to
reduce the cost of an employer®s overall premium for their
employees — by being able to eliminate a higher risk employee
from the group — but to provide access to health insurance for
medically uninsurable iIndividuals. HIAA recognizes that some
small employers have been declined iInsurance because one or more
employees have proven to be uninsurable. However, that problem
will be precluded from occurring by SB 242, which is presently in
this committee, and all employees of a small employer will be
covered. Those provisions iIn SB 242 negate the need to find
high-risk employees an alternative to their group plan.

Employers should not be encouraged nor given the opportunity to
"dump"™ higher risk employees into a state uninsurable risk pool.



CS FOR SENATE BILL NO. 74 (HES)
AMENDMENT NO. 3
Page 11, Lines 12-15: Delete all language and insert the
following language:
"(b) The following persons are not eligible for coverage:
(O a person who 1s at the time of application eligible
for medical assistance;
(@ a person who terminated coverage under this chapter
unless
(A 12 months have elapsed since termination; or
() that person can show other continuous coverage
that has been i1nvoluntarily terminated for any reason other
than nonpayment of premiums;
(3@ a person on whose behalf the state has paid out
$500,000 in benefits; and
(@ inmates of public Institutions and persons whose

benefits are duplicated under public programs.”

SPONSOR*®S STATEMENT: It 1s 1mperative to list not only those
who are eligible for coverage, but those who are specifically not
eligible for coverage. These would include a person who at the
time of application is eligible for medical assistance; a person
who terminated coverage under the chapter In the previous 12
months; a person on whose behalf the pool has paid out the
maximum lifetime benefits; or persons who are either inmates of
public institutions or whose benefits are duplicated under public
programs.



CS FOR SENATE BILL NO. 74 (HES)
AMENDMENT NO. 4

Page 4, Lines 3-6: Delete all language and renumber subsequent
subsections.

SPONSOR*®S STATEMENT: Section 21.55.100(b) of SB 74 (on page 4)
includes Medicare-eligible persons within the uninsurable risk
pool, allowing the pool to act as a Medicare supplement plan.
HIAA opposes this inclusion, as the purpose of the uninsurable
risk pool iIs to provide coverage for those without any iInsurance.
People covered under Medicare have coverage, and they are also
eligible to purchase Medicare supplement i1nsurance! Medicare
supplement policies are available in Alaska. Congress provided
in the Omnibus Budget Reconcilation Act of 1990, better known as
OBRA, that Medicare supplementary policies must meet specific
standards set by the National Association of Insurance
Commissioners (NAIC). NAIC has developed those 10 variations,
and the Alaska Division of Insurance has proposed regulations
which comply with those congressionally-required standards.
Therefore, we do not see the need for inclusion of Medicare
supplement coverage within the uninsurable risk pool and urge
this committee to remove that provision.



CS FOR SENATE BILL NO. 74 (HES)

AMENDMENT NO. 5

Page 11, Lines 27-28: Delete "(b) of this section and"

Page 11, Line 31, and Page 12, Lines 1-5: Delete all language

SPONSOR®"S STATEMENT: The purpose of Insurance i1s to provide
coverage for some unexpected, future event. Allowing applicants
to pay retroactively for coverage back to when their previous
contract was terminated is a violation of the principle of
insurance. Coverage should be based on a prospective, not a
retrospective basis. Therefore, we strongly urge that Section
21.55.330(b) be deleted.



CS FOR SENATE BILL NO. 74 (HES)
AMENDMENT NO. 6

Page 4, Line 14: Delete "$1,000,000"
Insert "$500,000"*

SPONSOR*®S STATEMENT: The maximum Bifetime benefit limitation
is intended to limit the amount of coverage to be provided to the
policyholder over the life of the policy. The lower the limit,
the more affordable the policy will be. SB 74 presently requires
a lifetime maximum of $1 million for each individual. Of the 25
states which presently have unisurable risk pools, 15 have a
lifetime maximum of $500,000; six have a maximum of $250,000; two
have a $1 million maximum; and two have no maximum lifetime
benefit. To further make the pool premium more affordable in
Alaska, HIAA suggests reducing the policy lifetime maximum to
$500,000.

KHAR



CS FOR SENATE BILL NO. 74 (HES)
AMENDMENT NO. 7

Page 6, Line4: After "of" delete "$200 aperson, $500 a
person, or"

Page 6, Line 5: After 'person' insert "or $5,000 a person"
Page 6, Line9: Delete "$200 maximum, the $500 maximum, and
the"

After "$1,000 maximum' insert "or $5,000
maximum"*

Page 6, Lines 17 and 20: Delete "$2,000"; insert "$5,000"

SPONSOR"S STATEMENT: Deductibles are a mechanism to reduce the
cost of the insurance policy to the purchaser. Previous
legislation on the topic of uninsurable risk pools called for two
alternative deductibles: $1,000 and $5,000. SB 74 has
substantially reduced deductibles of $200, $500 and $1,000.
Today the average private sector deductible for standard policies
is considerably higher than $200. In addition, many state
uninsurable risk pools have deductibles substantially greater
than those proposed in SB 74. No other state has a minimum
deductible as low as $200; only two states have a $250 minimum,
and another is at $300. Most states (15) offer the lowest
deductible at $500 while six others have a $1,000 minimum
deductible.

Finally, we urge the committee to consider setting the
combined annual deductible and co-payment to a more appropriate
level such as $5,000 if the minimum deductible is increased.
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Financial Analysis—SB 74

Average Monthly Premium Calculation

Method 1

Determine Alaska premium rate by adjusting State of Washington
Health Insurance Pool rates for differences in plan design and

geographic medical coat factors.
Assume typicall/representative enrollment will be an individual age

45-49 choosing a $500 deductible plan.

* Washington rate for 1991 = $213
* Adjustment for Plan design differences (+4.9%) and

geographic cost factors (+28%) - $286
* Trend for July 1992 rate (+15%) * $326

Method 2

Adjust rating approach outlined in March 19, 1992 memo from Paul
Engelman based on 1990 experience in nine states with risk pools.

Average Monthly Premium Paid = $131
Adjusted to a 150% cap = $124

Adjusted to Alaska Costs = $223

Trended forward 2 years at 15%/year = $295

AVERAGE OF TWO RATING METHODS
$311 per enrolleeper month for 1992 (1st year)

$358 per enrolleeper month for 1993 (2nd year)
$411 per enrolleeper month for 1994 (3rd year)

Estimated enrollment In High Risk Pool
1st year -- 810 (0.15% of State pop.)

2nd year - 1080 (0.20% of Sate pop.)
3rd year - 1350 (0.25% of State pop.)



Estimated Pool Operating Losses
(claims + expenses + premium)
1st year -- 125%

2nd year - 137.5%

3rd year - 150%
( based on 1st three yrs experience in IA, NE, NM, TN and WA)

Effect of SB 74
Other Assumptions:
Number of Insured persons in private non-ERISA programs =
209,500 (source; Division of Insurance, C. Ullman)
Number of Insured persons in State of Alaska Insurance Plans =
52.000 (Includes active, retiree and political subdivision groups)
assume constant 13,000 active employees/17,000 dependents &
12.000 retirees/10,000 dependents of retirees

First Year

Annual Income (premium Xx pool x 12 mos.) 3,022,920
Annual Claims Expense (Income x loss ratio) 3,778,650
Losses 755,730

nnual losses per Insurance Plan Enrollee ﬁ%l /month)

gtate of Alaska annual Plan Assessment Jl
Est. State per employee cost Sactwe plan) % 72/EE/month
Est. State per retire¢ cost (retiree plan) 52/RET/month

Second Year

Annual Income (premium Xx pool x 12 mos.) 4,639,680

Annual Claims Expense (Income x loss ratio) 6,379,560

Losses 1,740,000

Annual losses per Insurance Plan Enrollee 250/ month)
State of Alaska annual Plan Assessment , 14)

Est. State per employee cost ﬂactlve plan) %1.67/EE/month
Est. State per retiree cost (retiree plan) 1.20/RET/month
Third Year

Annual Income premium X pool X 12 mos.) 6,658,200

Annual Claims Expense (Income x loss ratio) 9,987,300

Losses 3,329,100

Annual losses per Insurance Plan Enrollee ~pA.32/month)

State of Alaska annual Plan Assessment K
Estimated per employee cost gactwe plan)  $3.187EE/month
Estimated per retireé cost (retiree plan) 2.30/RE 7/month




DOCUMENTS WHICH HAVE NOT BEEN FILMED BUT ARE

AVAILABLE IN THE ORIGINAL FILE INCLUDE:

CORRESPONDENCE AND STATEMENTS OF SUPPORT FROM:

1. AETNA HEALTH PLANS, 5/5/92

2. ALASKA STATE HOSPITAL & NURSING HOVE
ASSOCIATION, 5/4/92 AND 4/27/92

3. AMERICAN DIABETES ASSOCIATION, 4/27/92

4. ALASKA STATE MEDICAL ASSOCIATION, 4/22/92

5. ERNEST B. MELOCHE, AMERICAN BOARD OF
EMERGENCY PHYSICIANS, 3/27/92

6. N & S TEXACO, ANCHORAGE, 3/19/92

7. THOMAS A. TURNER, CLU, SOUTHERN ALASKA
LIFE UNDERWRITERS, 3/10/92

8. VIRGIL L. CARROLL, CORDOVA, (undated)





