


FISCAL NOTE

STATE OF ALASKA BILL NO. HB 22
1993 LEGISLATIVE SESSION

Revision D ate: March 19.1993 Dept. Affected: Administration

Title: An Act establishing the Alaska Children's Health XU: Children's Health Corporation

Corporation and the Alaska Healthy Start Program, relatine Com ponent:
to insurance

Sponsor: Nordlund
Requestor: COMPONENT SERIAL NO.
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY94 FY95 FY 96 FY97 FY 98 FY99
PERSONAL SERVICES 1513 2913 2943 294.8 2943 2943
TRAVEL 242 154 154 154 154 15.4
CONTRACTUAL 101.4 1514 1514 151.4 1514 1514
SUPPLIES 43 43 43 43 43 4.8
EQUIPMENT 79.7 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 361.4 466.4 466.4 466.4 466.4 466.4
1 CAPITAL 0 0 0 0 0 0

REVENUE FUND SOURCE: 0 0 0 0 0 0

FUNDING:
11X12 Federal Receipts 0 0 0 0 0 0
10(10CF Match 0 0 0 0 - 0 0
1001GF 361.4 466.4 466.4 466.4 466.4 466.4
1005 GF/Progium Receipts 0 0 0 0 0 0
10C6GF/MHTIA 0 0 0 0 0 0
Otlier 0 0 0 0 0 0
TOTAL 361.4 466.4 466.4 466.4 466.4 466.4

POSITIONS
FULL-TIME 4 4 4 4 4 4
PART-TIME 0 0 0 0 0 0
TEMPORARY © o 0 0 0 0
Estimate of currentyear (FY93) impact $ Zero

ANALYSIS: (attach a separate page if necessary.) This analysis only examines the operating expenses of the
corporation. We have insufficient data at this time to make assumptions on enrollments, resulting copayments and

eventual State subsidy.

Prepared By: Robert F. Stalnaker A Phone: 465-4470
Division: Retirement and Benefits Date:  March 19.1993

Approved by Commissioner Nancy Bear Usera CLY<LA Date: /e 2
Agency: DepartmentofAdministration —

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative Office
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House Bill 22
Analysis of Financial Impact
Prepared by the Division of Retirement and Benefits
Department of Administration
Revised March 19, 1993

Analysis: This bill creates the Alaska Children's Health Corporation and the Alaska Healthy
Start Program in the Department of Administration. This independent agency, governed by a 7
member board of directors, would purchase and administer a specific health plan for certain
children and pregnant women. The corporation would also manage a health fund that would
consist of donations and appropriations.

Employing an Executive Director and additional staff as necessary, the corporation would:

Accept applications for health care

adopt regulations outlining additional coverage
establish copayi. it levels for applicants

solicit private donations

procure insurance coverage

The Alaska Children's Health Fund is also created in this bill and placed within the corporation.
The fund would consist of money from donations and appropriations. The fund would also be
used to pay premiums and board expenses. Copayments would be deposited in the general fund
and accounted for separately by the Department of Administration.

During FY 94 it is assumed that only the executive director will be on board for a full year. The
administrative assistant, clerk typist and R&B technician are assumed to work for six months.
The accounting technician and accounting clerk are assumed to begin in FY 95.

FY94 FY95
PERSONAL SERVICES
(full year cost)
Executive Director (12 months) $90.8
Administrative Assistant Il (6 months) 45.3
Clerk Typist IIl (6 months) 33.6
Retirement/Benefit Technician (6 months) 42.0
Accounting Technician Il (begin FY95) 45.3
Accounting Clerk Il (begin FY95) 3/.8
Total Personal Services................ $151.3 $294.8
TRAVEL
Assume 4 board meetings for FY 94 and
3 each year thereafter 19.6
Administrative travel for Director:
Board meetings 2.8
Organizational meetings 18
Total Travel $24.2 154
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House Bill 22
Analysis of Financial Impact
Prepared by the Division of Retirement and Benefits
Department of Administration
Revised March 19, 1993

CONTRACTUAL
Office space —800 sqg. ft. @ $2.25 X 12 months $21.6
Telephone -- $500 X 12 months 6.0
Copier -- $400 X 12 months 4.8
Courier services -- $220 X 12 months 2.4
Postage -- $550 X 12 months 6.6
Printing, binding and mailing services 10.0
Professional services contract(s) such as :
Health consulting serves (begin FY 95) 50.0
marketing representative 50.0
Total Contractual $101.4 151.4
SUPPLIES
Office supplies 1.8
Software 3.0
Total Supplies $4.8 4.8
EQUIPMENT
6 Personal computers, server, printer $45.0
Phones (1100/unit) 6.6
Fax machine 2.6
Office furniture:
1 management unit 4.0
5 support workstations 15.0
6 chairs 2.4
7 side chairs 2.1
2 file cabinets 9
bookcase 5
storage cabinet .6
Total Equipment $79.7
TOTAL projected operating cost $361.4 $466.4

This fiscal note only addresses potential administrative costs. It does not attempt to address the
appropriations that would be needed to cover the cost of providing the health insurance
program. That appropriation would depend on the coverage to be provided, the cost of the
premium to be borne by participants and the total number of participants.
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Alaska State Legislature
3111 C Street

Anchorage, A laska 99503-3057 House of Representatives District 11:
561-7007
Sand Lake
W hile in Session:
A laska State Caphol Spenard
Juneau, A laska 99801-1182 TakU‘Campbei 1

465-1968

Representative Jim Nordlund

HB 22 — The Alaska Healthy Start Program
Sponsor Statement

Alaska has been blessed with many resources.. The most
precious of these is our children. House Bill 22 directly
addresses the well-being of Alaska®s children by providing
an affordable health iInsurance program for all those who are
uninsured, as well as for uninsured pregnant women. The
target population consists of those citizens who are not
""poor' enough to qualify for Medicaid, yet who do not have
access to health i1nsurance coverage.

There are two aspects of the health iInsurance program
which are significant. First, the emphasis will be on 'bang
for the buck™- preventive and emergency services for
children and prenatal care for pregnant women. Second, the
gearly cost of the package of health services is proposed to

e affordable to middle- and lower-income families. This
affordable, effective insurance program will be offered
through private insurance companies and will be administered
by the Alaska Children®s Health Corporation, a public
corporation legally separate from the state which will be
governed by a board of directors.

Except for first-vear scart-up costs, the program has
been designed to require no state funding; all medical
services as well as administrative costs will be paid for
entirely by premiums which the board will establish.

In 1ts final report to the governor and legislature iIn
January of this year, the Health Resources and Access Task
Force recommended that affordable health insurance be made
available to uninsured low-income pregnant women and
children. HB 22 does exactly that.



CSHB 22 — The Alaska Healthy Start Program

Sectional Analysis

SECTION 1.

Establishes the Healthy Start Program as a new Chapter
55 under Title 21 (Insurance). The Healthy Start Program is
administered by the Alaska Children®s Health Corporation.

__Article 1 of Chapter 55 establishes the Alaska i
Children®s Health Corporation. The Corporation®s purpose 1is
to:

1) administer the Alaska Children®s Health Care Plan,
2) purchase health i1nsurance for eligible participants,
and 3) manage the Alaska Children®s Health Fund.

The Board of Directors for the Corporation is made up of
seven members, including the Commissioners of the
Departments of Commerce and Economic Development and Health
and Social Services and five other iIndividuals with
experience in providing health care, managing large funds,
providing health insurance, and promoting child welfare.
The Board i1s allowed to hire staff.

Article 2 creates the Alaska Children®s Health Care
Plan.

Medical services for children which must be provided under
the plan are:

routine examinations,

diagnostic and screening services,

immunizations and preventive services,

laboratory and x-ray services,

outpatient physician services,

outpatient surgery,

emergency room services, and

prescription drugs.

Maternity care is also included for women during pregnancy
and for a period immediately following childbirth.

The Beard i1s authorized to adopt regulations to determine
the scope of these services and to add additional services.
They are also authorized to set deductibles, limits, and
other such mechanisms to control the utilization and cost of
the plan. (Decisions on level and scope of services would
be driven by the desired level of premiums.)

r -Ancj'i S N 22-



Eligible ﬁarticipants in the plan include:

1) children under the age of 19 or pregnant women

2) who have been Alaskan residents for at least one
year and

3 who are not covered under another public or private
health insurance plan, or by Medicaid.

Application for coverage under the plan can be made directly
to the Corporation or by filling out a relevant section of
the child®"s or woman®s Permanent Fund dividend application.

Administration of the plan by the Board includes:
D soliciting private funds to cover premiums,
2) purchasing insurance to cover eligible participants,
3) marketing the plan to encourage participation, and
4) determining premium requirements of participants.

Premiums may be reduced for lower-income children and
pregnant women if private funds are sufficient, or iIf the
Legislature specifically appropriates funds to do so.

Article 3 establishes the Alaska Children®s Health Fund
as part of the Corporation. Sources for the Fund are:

J% the premiums paid by the iInsured,

2) money donated from private sources, and

3 appropriations by the legislature.
The Fund 1s used to pay the insurance premiums for women and
children covered by the plan and for expenses incurred by
the Corporation.

SECTION 2.

Places any staff employed by the Corporation into
exempt (from provisions of the State Personnel Act) service.

SECTION 3.

Requires any insurer bidding for the provision of
coverage under the Alaska Employee Group Insurance Plan to
also bid on the Alaska Children®s Health Care Plan (the
Healthy Start Program).

SECTION 4.

Requires the Department of Revenue to include on the
child®s PFD application questions asking whether the child®s
parent or guardian wishes to apply for coverage under the
Healthy Start Program. This section also requires the



Department to adopt regulations to determine how PFD
deductions will be made and premium payments paid on behalf
of the child.

SECTION 5.

~ Sets up staggered terms for the members of the Board of
Directors of the Corporation.
SECTION 6.

Estctblishes an immediate effective date for Sections 1.
2, and 5.
SECTION 7.

Delays the effective date for Sections 3 and 4 until
July 1, 1994.



HOUSE BILL 22
FREQUENTLY ASKED QUESTIONS

QUESTION: What does HB 22 do?

ANSWER: This bill provides health insurance for children
and pregnant women from families who have no other form of
health coverage. This bill fits iInto a systematic, phase-in
approach, endorsed by the Health Resources and Access. Task
Force, to control costs and ensure that all Alaskans have
access to health care.

QUESTION: Why is HB 22 necessary?

ANSWER:  Children do not have the ability to provide for
their own health coverage. In many cases parents do not
have a workplace plan that will cover their children and
cannot afford the private plans that are available.

QUESTION: Will this bill save money in the long run?
ANSWER: Yes. Most of the time uncovered kids and pregnant
women receive only the medical care they absolutely need.
These costs are passed onto everyone else iIn the form of
higher insurance premiums. Under the program of preventive
care in this bill, health problems can be prevented or
detected early, saving money for everyone while helping many
Alaskans avoid the misery of illness.

QUESTION: How many children would be covered under the
bill?

ANSWER: There are an estimated 21,000 Alaskan children
without health insurance or any other form of health
coverage. It i1s difficult to determine at this time how
many families will take advantage of the program.

QUESTION: What medical services are covered?

ANSWER: The plan includes preventive services, emergency
services, outpatient services, and prescription drugs for
children, and maternal care for women.

QUESTION: Who pays for the coverage?

ANSWER: The families of eligible women and children will
pay the premiums. The Corporation may also receive
contributions from private sources and special
appropriations from the legislature to lessen the burden of
premiums on low-income families.

QUESTION: How much would 1t cost to cover one child?
ANSWER: Based on the services listed In HB 22, and given
the advantages of pooling, a preliminary analysis shows the
yearly premium for a child to be about $600. Children are
the least costly group of uninsured to cover.



ALASKA STATE

H ospital & Nursing Home

ASSOCIATION
March 1, 1993

Representative Cynthia Toohey
Co-Chair
Committee on Health, Education
and Social Services
State House of Representatives
Capitol Building Re: HB 22, Healthy Start
Juneau, AK 99801 Program

Dear Representative Toohey:

ASHNHA, representing community hositals and
nursing homes urges House Hess Committee support of
HB 22, establishing the Alaska Children®s Health
Corporation and the Alaska Healthy Start Program.

We note this legislation iIs incorporated into SB
114, the Health Resource & Access Task Force
recommendations for health reform.

IT the Legislature can move this year on an
overall health reform program, we support the inclusion
of HB 22, as i1t deals directly with making health
insurance available for children.

IT 1t Is necessary to wait for 1994, then we would
encourage serious consideration of HB 22 and HB 12,
small employer health iInsurance this year as both bills
improve! access to health care. This 1s not to forego

the i1mportance of the Legislature considering
legislation to control health costs as well.

Sincerely,

Harlan R. Knudson
President/CEO

cc: Representative Jim Nordlund

319 Seward Street #11 « Juneau, AK 99801 « (907) 586-1790 « Fax,(907) 463-3573
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Eileen Lally, LCSW

Anchoraga

IMMEDIATE PAST PRESIDENT
Nina Kinney, LCSW
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VICE-PRESIDENT
Colleen Patrick-Rlley, LCSW
- Morage

SECRETARY

Melanie Modawell, MSW
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TREASURER
Susan LaBelle, ACBSW
A.ichoraga

NORTHERN REPRESENTATIVE

John Waters, LCSW
Falroanka

SOUTHCENTRAL REGION
Patrick Cunningham, DSW

Ancnoraga

SOUTHCENTRAL REGION
Angela Salemo, MSW

Ancnoraga

SOUTHCENTRAL REGION

Jack Thomas, LCSW
Ketchikan

SVESTERN REGION
Lola Mallette, LCSW

Betnai

AT LARGE REPRESENTATIVE

Cecelia Esparza, ACSW
Kodiak

STUDENT REPRESENTATIVE

Maesha Champion
Anchoraga

ALASKA CHAPTER
NATIONAL ASSOCIATION OF
SOCIAL WORKERS

8923 Tanis Drive
Juneau, Alaska 99801
(907) 789-7099

FAX (907) 790-2209

Executive Director
William Diebels. LCSW

March 23, 1993

Representative Jim Nordlund
Alaska House of Representatives
P.O. Box V

Juneau, Alaska 99811

Dear Representative Nordlund,

The Alaska Chapter of the National Association of Social
Workers supports House Bill 22, an act
establishing the Alaska Children®s Health Corporation and
the Alaska Healthy Start Program. The NASW recognizes
the urgency of providing health coverage to the 20,000 or
more Alaskan children who have no access to health care.

NASW i1s committed to meaningful health care reform
efforts that 1increases access for traditionally
underserved populations. Also, Tailure to provide
coverage for screening and routine health care guarantees
the need to pay for more expensive, avoidable emergency
procedures.

No parent should have to choose between work and
affordable health care for their children. The absence
of an insurance program for low income working families
forces this choice. The Healthy Start Program would
eliminate this Tamily crisis. There 1S no better
Investment our state can make than assuring access to
health care for our children.

Respectfully,

T
Social Action Committee Chair



neaigiri care
A top priority for the legislature

Legislators may be tempted to not do anything
about health-care reform this year, whot with
President-elect BUI Clinton promising to unveil a plan
for nntionol reform In his first 100 days. But it would
be a mistake to wnit.

Even If Mr. Clinton issues his package promptly, it
Is likely to be tied up for months, If not years, in
Congress. In the meantime, medical costs will
continue to soar as more and more people will go
without adequate health care.

Any state that is able to put even Incremental
reforms In place will be ahead of the game. Should
_—"~ C o n g r e s s decide to support

pilot projects — such a hill
6 Over 76,000 'wos Introduced last session
glaskans have neither £, 2l 158
eligible hr Medicaid. _ * iSw."™ S
They are not mke it up.
deadbeats; almost 90 Thc 3latc's Health
perCOnl Of them hold  Resources and Access Tnsk

jobs or are the Force Is lIssuing Its ilnnl
dependents of workers report this week, to be
whose jobs do not presented formally lo Gov
provide insurance Wolly Iliekel and the
coverage. Over 21,000 legislature during llie last
Alaska children are wo' K In January.

uninsured. B " ‘- the Pro»cm.

1
Ih u'Anchorage, while
consumer prices for all
goods and services grew 28.9 percent during the 1980s,
medical costs grew by 815 percent. And Alaska's
percapita hcalth-care spending was already 27
percent nboveTthe age-adjusted national average.

Yet despite all tho money spent on henlth care, not
everyone has coverage. Over 76,000 Alaskans have
neither insurance nor arc eligible for Medicaid. They
arc not deadbeats; almost 90 percent of them hold Jobs
or are the dependents of workers whose Jobs do not
provide insurance coverage. Over 21,000 Alaska
children are uninsured.

People without Insurance tend to delay medical
care. Their health is often poorer as a result, and
when they do ask for help, the care Is likelier to be
more intensive and more expensive.

Who pays? Hospitals and doctors swallow some of
the losses. Other corts are shifted to people who do
have insurance. So premiums go up. Employers ask
their employees to pay a larger share of the premiums
or drop coverage altogether. Then more people arc
without Insurance, and more costs ore shifted.

Unless you are a millionaire, you arc one step
away from a medical disaster. You could lose your job
or even Just change Jobs, and lose your insurance. You
could get sick or have an accident and sec your
coverage canceled or your premiums skyrocket.

Moreover, the tight link between health care and
Jobs Is pa.: of thc problem with the economy
Businesses Lre burdened with high premiums, and the
legendary mobility of the American work force is
hampered because workers don't dare leave their jobs
and strike out to be entrepreneurs.

So what's the solution?

The task force report calls for fundamental change.
Its most radical recommendation is for Alaska to
establish a single-payer system, similar to what
Canada has, where health care would be available to
oil Alaskans.

But the task force knows this is going to be n tough
sell. So it also has come up with a series of interim
steps that con be token immediately to hold down
costs and increase access.

The task force recommends establishing a
health-care authority to set a statewide hcal'h-care
budget, work with providers to set mutually
acceptable reimbursement rates and develop uniform
billing and common claim forms.

It recommends insurance reform measures lo
guarantee ronewablllty, eliminate multiple waiting
periods for pre-existing conditions, restrict premium
rates and require insurers to disclose rating practices.

It recommends establishing pooling arrangements
for individuals ond businesses to purchase health-care
coverage. And It recommends stale subsidies to covur
high-priority populations, starting with low-income
pregnant women and children.

What will this cost? The state will need a tax — a
payroll tax, an income tax. But the tax is a matter of
redistributing, rather than increasing, spending.
Remember, we are paying now, through cost shifting,
administrative waste, high premiums, delayed care.

The task force has come up with concrete
recommendations for change Wc will be examining
these recommendations further as the legislature
convenes. If you would like a copy of lire 'ask force's
report, call the Health Resources and /,c*ess Task
Force at 463-2933.

PdJrC ';vcss
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ESTIMATES OF ENRQLLEES AND COSTS UNDER

SUBSIDIZED INSURANCE PROGRAM FOR LOWER INCOME
ADULTS AND CHILDREN NOT ELIGIBLE FOR MEDICAID OR IHS COVERAGE

Number of -
Eligible
Income Uninsureds
Under Poverty
Adults 9,290
Children 426
Total 9,716
100-200% Poverty
Adults 11,935
Children 3,631
Total 15,566
200-250% Poverty
Adults 5,857
Children 3,469
Total 9,326
All Incomes Adults 27,082
Children 7,526
TOTAL 34,608

SOURCE: Health Systems Research, Inc.
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Blue Cross

crlAteshcnsson and Alaska

P.0. Box 327
March. 25, 1993 Seattle. Wasni'ngieo 981T1-0327

The Honorable Jim Nordlund
Alaska State Representative
Alaska state Capitol
Juneau, Alaska 99801-1182

Subject: HB 22 - Healthy Start Program
Alaska children®s Health Corporation

Dear Representative Nordlund:

In our fax to you March 9, 1993 we listad the 1994 annual
expected claims costs for each of the covered services
itemized iIn the above referenced bill. With the exception
of vision hardware, the services were reimbursable at 100%
of allowed charges. Allowed charges are those determined
reasonable and custore.ry by the insurer.

The targeted premium looked at was $900 or less per year.
This target amount was to cover not only the claims costs
but also the administrative costs to pay the claims.

Each covered service was detailed so one could determine
which services were the most expensive and also which could
be viewed as elective and less emergent In nature. It
should be emphasized these costs represent expected claim
payments only; expenses for claims processing and customer
service would need to be added to these costs and then
compared to the target. Lower premiums could be achieved by
placing co-pays, coinsurances and annual maximums on these
services.

It 1s our belief this program will, in the long run, help
lower overall health care costs in the State of Alaska
provided residents purchase the coverage for their children.
It accomplishes this by covering preventive type services
where the obvious benefit iIs early detection of serious
medical conditions and the resulting corrective treatments,
Undetected these conditions could result in higher medical
treatment costs down the line. From this position Blue
Cross of Washington and Alaska supports your legislation on
children’s health.

Sincerely,

glyhn Gabriel
Assistant Actuary
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3/7/93
HB 22 EXPECTED CLAIMS COSTS FOB 1994

COVERAGE FOR CHILDREN UNDER AGE 19

PHYSICIAN SERVICES, Rx, & VISION

PHYSICIAN OFFICE - DIAGNOSTIC
SCREENING & MISCELLANEOUS SERVIC
"PHYSICIAN O-P ER VISITS

RADIOLOGY {PROF &TECH IN OFFICE ONLY)
PATHOLOGY (PROF & TECH IN OFFICE ONLY)
mPHYSICIAN O-P SURGERY

PRESCRIPTION DRUGS - O-P PHARMACY
:VISION HARDWARE ( LENSES/ FRAMES )

PREVENTIVE SERVICES:
WELL bABY

HEARING EXAM
PHYSICAL EXAMS
VISION EXAMS
SPEECH EXAMS
IMMUNIZATIONS

DENTAL

ADULT FEMALE *
PHYSICIAN PRENATAL VISITS ONLY
PHYSICIAN DELIVERY

( INCLUDES PRE & POST NATAL VISITS)

12:08 PM

TOTAL

EXPECTED
ANNUAL
CLAIM COST
PER CHILD

$299.08

$32.16
$19.26
$20.72
$65.17
$68.35
$17.41

$27.48
$3.45
$13.09
$12.54
$0.18
$27.63

$366.02
$972.54

$723.79
$3,424.51

* only pregnant women or women expecting maternity care wiil purchase this benefit.
+ Per page 4, HB 22, LINE 24 & 25 . Premium portion to be determined by the board.
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PHYSICIAN SERVICES. Rx & VISION SUPPLIES

PHYSICIAN O-P ER VISITS

RADIOLOGY {PROF &TECH IN OFFICE ONLY)

PATHOLOGY (PROF & TEC H IN OFFICE ONLY)

PHYSICIAN 'O-P SURGERY

PRESCRIPTION DRUGS - O-P PHARMACY
VISION HARDWARE ( LENSES/ FRAMES )

PHYSICIAN OFFICE - DIAGNOSTIC
SCREENING & MISCELLANEOUS SERVICES

AK93KIDS.XLS

DESCRIPTION:

VISITS TO EMERGENCY AREA IN O-P HOSP BY PRIMARY PHYSICIAN OR
HOSP STAFF PHYSICIAN (CPT4: 90500-90590,99062-99065)
PROFESSIONAL & TECHNICAL COMPONENT OF RADIOLOGY SERVICES
BILLED TOGETHER WHEN X-RAY PERFORMED IN CLINIC OR OFFICE
SETTING (CPT4: 70010-79999)

PROFESSIONAL & TECHNICAL COMPONENT OF PATHOLOGY SERVICES
WHEN BILLED TOGETHER & PERFORMED IN CLINIC OR OFFICE

SETTING (CPT4 : 80002-89399)

PHYSICIAN SURGERY IN O-P HOSP ,OR FREE STANDING SURG FACILITY,
OFFICE & ANESTHESIA. INCLUDES PRE & POST SURGICAL ENCOUNTERS
W/'SURGEON *{CPT4: 10000-58999,59525,60000-69979,00100-01999)
EXCLUDES [00842,,00855.,00946.99100-99140 OR OTHER OB PROCE-
DURES] OR 10000-58999,60000-69979 'WITH ANESTHESIA MODIFIER)

INCLUDES DISPENSING FEE. DRUGS ORDER BY ATTENDING PHYSICIAN
LENSES & CONTACTS BUT NOT BOTH ,1 /YEAR @ $200 MAX. FRAMES .
@ $75 '(CPT4: 92390-92396)

PHYSICAN OFFICE & HOME VISITS, INCLUDES THERAPEUTIC INJECTIONS,
ALLERGY TESTING & ALLERGY IMMUNOTHERAPY, DIAGNOSTIC TESTING ,
&OTHER MISC PROF SERVICES AS | BIOFEEDBACK, Pl “ MONARY, NEUR-
OLOGY,,,CHEMOTHERAPY.DERMATOLOGY.NON-INVASIVE VASCULAR
DIAGNOSTIC STUDIES.’"VESTIBULAR FUNCTION TESTS, GASTRO-
ENTEROLOGY & OTORHINGOLOGY SERVICES.

INCLUDED BECAUSE THEY ARE RELATED TO DIAGNOSTIC TESTING.
(CPT4: 90000-90080,90699,90900-98922,99000-99958,99070,90100-
90400-90470,'90780-90790170,99,95000-95105,95115-95190,90900-
90915,’95805-95999,'96400-96594010-94799,49,96900-96999,93850-
93960,92531-92547,91000-91299, 92502-92504,9251 1-92520

Page 1
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WELL BABY

HEARING EXAM
PHYSICAL EXAMS

VISION EXAMS

SPEECH EXAMS
IMMUNIZATIONS

AK93KIDS.XLS

NORMAL PERIODIC EXAMS OF WELL KIDS UNDER AGE 2 (CPT4 90753-
90757,90763-90764,90778)

HEARING EXAMS | CPT4 92506-92508,92551-9259S)

ROUTINE EXAMS FOR CHILDREN OVER 2 YRS . INCLUDES ASSOCIATED
X-RAYS & LAB (CPT4 90750-90753,90760-90763.90774)

1 EYE EXAM /YEAR FOR OPTHTHALMOLOGIST OR OPTOMETRIST ( CPT4
92002,92371,92499)

SPEECH EXAMS (CPT4 92506-92508)

PROF SVCS & MATERIALS WITH ADMIN IMMUIZATIONS

{CPT4: 90701-90749}



AK93K1DS.XLS

2/20/93 4:19 PM AK93KIDS

ALASKA CHILDREN PROGRAM:

PER 2-19-93 MEMO FROM :

M&R HGC ADJUSTED TO ALASKA PER CHILD
MONTHLY ALASKA ANNUAL
SERVICES CLAIM COST ADJUSTMENT  CLAIM COST (
WELL BABY $1.20 $1.69 $19.06
HEARING EXAM $0.21 $0.22 $2.65
PHYSICAL EXAMS $1.42 $1.49 $17.89
VISION EXAMS $0.74 $0.78 $9.32
SPEECH EXAMS $0.02 $0.02 $0.26
IMMUNIZATIONS $1.63 $1.61 $19.28
TOTAL $5.18 $6.70 $68.44
SELECTION LOAD $10.27
CALENDAR YEAR 1994: $78.71

DESCRIPTION OF SERVICES

WELL BABY NORMAL PERIODIC EXAMS OF WELL KIDS UNDER AGE 2 (CPT4 90763-90757,90763-90704,907781
HEARING EXAM HEARING EXAMS {CPT4 92606-92508,92657-92599}
PHYSICAL EXAMS ROUTINE EXAMS FOR CHILDREN AGE 2 & OVEWR. INCLUDES ASSOCIATED

X-RAYS & LAB (CPT4 90750-90753,90760-90763,90774)
VISION EXAMS 1 EYE EXAM /YEAR FOR OPTHTHALMOLOGIST OR OPTOMETRIST | CPT4 92002-92371,92499}
SPEECH EXAMS SPEECH EXAMS { CPT4 92606*92500)
IMMUNIZATIONS PROF SVCS & MATERIALS WITH ADMIN IMMUIZATIONS <CPT4 90701-90749}

Pace 1
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A«(ua Health Plans Ntevfln M. LeBrun
Suilv 1600 Century 5qu,in- Account Mauiftr
1301 Foanh Avenue (21)61467-2803
Scutlc, WA 08101 Fix: (206) 467-2087

Mail: P.O. Box 91032 (981U -9132)

March 29,1993

The Honorable Jim Nordlund
Alaska State Legislature
Stale Ctfpitol

Juneau, Alaska 99811

Dear Representative Nordland:

Attaclied Is atl exhibit outlining expected 1st ycat (1994) claim coat for coverage mutle available
under the tenra of RB22. | have itemized several levels of covcrugc. beginning with a program of
Strictly preventive care, and expanded u» separate claim estimates for vision, dental and basic
mcdicul coverogo.

Ihc annulled estimares arc based on typical churgcs fui services in the Anchorage area. The exhibit
includes both a broad descriptiot: of benefits as well ax any payment limits, restrictions, or co.xt-
shuxing features that might apply.

Included in the claim cost is a add-on to reflect the pvxjsibflities of "adverse selection.” This term
rclutes to the design of an insurance program and the extent to which individuals are able to elect
the plan only because they have known or expected medicul cusl« To use vision care as an
example, if only those persons with vision problems were allowed to elect coverage, then the true
insurance nature of the coverage and the spreading of risk would be compromised. Since this
program is entirely voluntary one can expect a higher per participant claim cost than would
otherwise be found under a typical employer insurance program, which, includes safeguards to
minimize adverse selection.

While not included in the exhibit, I did research typical claim costs for maternity and prenatal core.
This data is hased on a special survey of Alaska physicians performed January 1993

« prenatal carc-$6<)0

« delivery-only fees-vaginitl $1950; C-section .$2,400

« global charge (includes delivery and pre/post nutol care-vaginal $2r550; C-scctiun $.3100
Tinipact of adverse selection would be most severe for this coverage since only expectant mothers
would choose the coverage, thereby essentially negating the insurance aspect of the benefit.

Tlitf claim cost estimates do nut include cost of insurance admlnistruUun. There sue many variable
that wuuld need to be better defined before an estimate could be made. These include die specific
plan design offered, the service to be provided, the degree of involvement of die Corporation in
assuming administrative functions, the projected number of enroUecs, However, it snould be
noted that as a percentage of claim payments, administration costs will be much higher than under a
typical insurance plan, in part due to the fixed cost of processing claims nf relatively small dollar
value. In fact if a minimal benefit program is offered, it is entirely likely that costs of
administration svill exceed claim costs.

I hope lliis information u useful; plcusc contact me if | can provide any further assistance.

Regards,

001
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HB 22-Alaska Children’s Program
Plan Claim Costs

Assumptions:

e coverage available io children under age 19

» 12 month residency

not otherwise covered under other public/private Insurance plan

« nn pre-existing limitations/exclusions

e open rules of entry into and exit from plan

Bengfite/Oflim Cost Estimates fur 1994
(per child/per month)

Preventive/wellness routine care~S4,30
coverage includes Immunizations and well baby/routine physical exams

benefits provided for physician office charges as well as diagnostic Inb
work oraered at time of visit

six visits covered in 1st year of life, two in second year, once per year
(hereafter

benefit paid at 100% of reasonable and customary (R&C) charge, no
deductible

Vision exams—S 1,60
nne exam covered every 24 months

paid at 100% R&C, no deductible

Vision Evew<>ar»$LQ-Q

one purchase every 24 months if required due to <jange in prescription

frames paid at 100% R&(.’ up to $50 muxiinuu payment; lenses at 100%
R&C

002
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Denial Coyerage~S20,Q0

covers preventive and basic services

includes cxamo, x-rays, cleanings, flourlde, filling-:. extractions,
periodontal and endodontic treatment; orthodontia not covered

benefits paid at 80% of R&C, no deductible, up to $1,000 per calendar year

Ambulatory Medical Coverage~$34,00
covers the following services:

e outpatient physician charges--offlce visits and surgery
e diagnostic fab and x-rav expanses

« medically necessary physical and speech therapy

e drugs that require a prescription (excludes contraceptives and over-the-
counter medications)

e rental or purchase of durable medical supplies

« hospital emergency room expenses

The following expenses are excluded:

Inpatient hospital expenses, inpatient surgical expenses,
inpatient/outpatient psychiatric and substance abuse treatment expenses,
ambulance charges, home health care, private duty nursing

benefits pnid at 8070 after a $100 calendar year deductible;
$1,000 calendar year oul-of-pockel limit
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CS FOR HOUSE BILL NO. 22( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
EIGHTEENTH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): REPRESENTATIVES NORDLUND, Brown, BJDavis, Ulmer, Sitton, Finkelstein, Brice

A BILL
FOR AN ACT ENTITLED
"An Act establishing the Alaska Children’s Health Corporation and the Alaska

Healthy Start Program; relating to insurance; and providing for an effective

date."

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

* Section 1. AS 21 is amended by adding a new chapter to read:
CHAPTER 56. HEALTHY START PROGRAM.
ARTICLE 1. ALASKA CHILDREN'S HEALTH CORPORATION.

Sec. 21.56.010. CREATION OF CORPORATION. The Alaska Children’s
Health Corporation is created as a public corporation. The corporation is an
instrumentality of the state within the Department of Administration, but it has a legal
existence independent of and separate from the state.

Sec. 21.56.020. PURPOSE OF THE CORPORATION, (a) The corporation’s

purpose is to

(1) administer the Alaska children’s health care plan as described in

1 CSHB 22( )
iVev Text: Underlined [DELETED TEXT BRACKETED1



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30

WORK DRAFT WORK DRAFT WORK DRAFT

this chapter;

(2) purchase health insurance coverage for children and pregnant
women who are eligible for the plan under AS 21.56.110; and

3) manage the Alaska children’s health fund created under
AS 21.56.200.

(b) The corporation is not considered an insurer. The directors and employees
of the corporation are not considered to be agents of an insurer. Neither the
corporation nor a director or employee of the corporation is subject to the licensing
requirements of this title. However, the division of insurance may require that a
marketing representative used and compensated by the corporation be appointed as a
representative of the insurers with which the corporation contracts.

Sec. 21.56.030. BOARD OF DIRECTORS, (a) The corporation is governed
by a board of directors consisting of the commissioner of admin stration, the
commissioner of health and social services, and five other members appointed by the
governor. The five appointed members must include persons who are experienced in
providing health care, managing large funds, providing health insurance, and promoting
child welfare. At least one member must be a person who resides in a rural area of
the state or is familiar with health care delivery in rural areas of the state.

(b) Board members shall serve staggered terms of four years.

(c) The board members shall select from among themselves a chair and a vice-
chair.

(d) Members of the board receive no compensation for their services but are
entitled to per diem and travel allowances authorized by law for other boards and
commissions under AS 39.20.180.

(¢) The board shall meet at least twice a year at times and locations
determined by the chair. Four members of the board constitute a quorum.

(f) The board may hire an executive director to assist, it in carrying out its
duties. The executive director may hire other necessary staff. The executive director
and other employees of the board serve at the pleasure of the board and are in the
exempt service under AS 39.25.110.

ARTICLE 2. ALASKA CHILDREN’S HEALTH CARE PLAN.

22( ) 2
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Sec. 21.56.100. CONTENTS OF PLAN, (a) The Alaska children’s health
care plan consists of the following medical services for children who are eligible under
AS 21.56.110:

(1) routine examinations;

(2) diagnostic and screening sendees;

(3) immunizations and preventive services;

(4) laboratory and x-ray services;

(5) outpatient physician services;

(6) outpatient surgery;

(7) emergency room services;

(8) prescription lenses, eyeglass frames, and vision care;

(9) prescription drugs; and

(10) other services, as approved by the board under (b) of this section.

(b) The board may, by regulations adopted under AS 44.62 (Administrative
Procedure Act), determine the scope of the services listed in (a) of this section and add
other categories of services for children that will be covered under the plan. A new
category of service is not covered under the plan until an insurer agrees to cover it.

(c) The plan also includes prenatal services and at least three months of
postnatal services for pregnant women. The board may, by regulations adopted under
AS 44.62 (Administrative Procedure Act), determine the scope of services covered
under this subsection, including the duration of postnatal services beyond the minimum
set under this subsection. The board may also add delivery services for pregnant
women to the plan.

(d) In addition to the premium required under AS 21.56.140, the board may
require a copayment for a service, establish deductibles, set duration and usage limits,
develop and implement procedures related to utilization review, and establish other
reasonable conditions relating to the provision of services under (a) - (c) of this section
to limit the cost of the plan’s operation and to ensure the efficiency and efficacy of the
services provided under the plan.

(e) When determining the scope of services or adding services under (b) of this

section or establishing conditions relating to the provision of services under (d) of this

-3- CSHB 22( )
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section, the board shall give priority to the provision of preventive services with the
fewest conditions practicable.
Sec. 21.56.110. ELIGIBILITY FOR THE PLAN, (a) A child is eligible for

coverage under AS 21.56.100(a) and (b) if

(1) the child is under the age of 19 and has been a resident of the state
for the 12 months immediately preceding application for plan coverage cr, if the child
is less than one year old, at least one of the child’s parents has been a resident of the
state for the 12 months immediately preceding application for plan coverage;

(2) the child does not have health care coverage under another public
or private health insurance plan;

(3) the child is not eligible for medical coverage under AS 47.07
(Medicaid); and

(4) the premium for plan coverage is paid on behalf of the child, as

determined by the board under AS 21.56.140.

(b) A pregnantwoman is eligible for coverage under AS21.56.100(c)if

(1) the woman has been a resident of the state forthe 12 months
immediately preceding the woman’s application for plan coverage;

(2) the woman does not have coverage for similar services under
another public or private health insurance plan;

(3) the woman is not eligible for medical coverage under AS 47.07
(Medicaid); and

(4) the premium for plan coverage is paid on behalf of the woman, as
determined by the board under AS 21.56.140.

Sec. 21.56.120. APPLICATION PROCESS, (a) A pregnant woman or the

parent or guardian of a child may request an application packet for plan coverage by
notifying the board directly or by completing the relevant section of the woman’s or

child’s permanent fund dividend application form as provided under AS 43.23.017.

(b) Upon direct notification by an interested person or upon notification from

the Department of Revenue of the name and mailing address of a person who has
requested an application packet for the plan under (a) ol this section, the board shall

send an application packet to the person requesting it.

CSHB 22( ) 4
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(c) An application packet sent under (b) of this section must include

(1) a description of the health care coverage available under the plan;

(2) acopy cf the schedule used by the board to determine the premium
responsibility and a description of deductibles and copayment requirements the board
has established under AS 21.56.100(d);

(3) an explanation of the eligibility requirements for the plan;

(4) a form to be returned to die board requesting whether the applicant
wishes to pay the plan premium by deduction from the person’spermanent fund
dividend if the person is found to be eligible for the plan; and

(5) an application form to be returned to the board if thepersonwants
to apply for coverage personally or on behalf of an eligible child.

(d) Within 30 days after receiving a completed application for plan coverage,
the board shall either notify the applicant about whether the plan coverage is approved
or request additional information necessary to determine the eligibility. If the board
determines that a pregnant woman or a child is eligible for the plan, the notification
cf eligibility sent under this subsection must include a determination of amount of the
premium required under AS 21.56.140.

(e) Plan coverage begins on the day the required premium is received by the
boardexcept that for a person who indicated with the application form that the
premiumcould be paid by reduction of a permanent fund dividend, plan coverage
begins on the date plan coverage is approved for the person. If the board subsequently
determines that the person’s permanent fund dividend is unavailable or insufficient to
cover the plan’s premium, tire board shall suspend the person’s coverage until
additional payment is received.

(f) The board’s denial or withdrawal of plan coverage may be appealed to the
superior court.

Sec. 21.56.130. ADMINISTRATION OF PLAN, (a) The board shall

administer the Alaska children’s health care plan by

Q) soliciting and accepting funds from private sources for use under

AS 21.56.140(d); the board may also accept donations of services, supplies, personnel,

and other in-kind donations;

-5- CSHB 22( )
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(2) soliciting and evaluating bids and purchasing insurance from one
or more insurers to provide plan coverage;

(3) marketing the plan in a manner designed to make its existence
known to pregnant women and the parents and guardians of children who may be
eligible for the plan;

(4) evaluating applicauons for plan coverage and determining eligijility
for plan coverage;

(5) determining the premium that is required under AS 21.56.140.

(b) The board shall adopt regulations under AS 44.62 (Administrative
Procedure Act) to implement this chapter.

Sec. 21.56.140. PREMIUMS, (a) The board shall adopt a schedule of
premiums that includes a premium for a child’s coverage, a premium for a woman’s
coverage that includes delivery services if the board chooses under AS 21.56.100(c)
to offer that coverage, and a premium for a woman’s coverage that does not include
delivery services.

(b) The board, in cooperation with the Department of Revenue, shall adopt
regulations under which a pregnant woman or a parent or guardian may request that
a permanent fund dividend to which the worn? M1’ tntided be reduced by the
Department of Revenue to provide the premium 4a3 tor the woman’s or child’s
plan coverage.

(c) The board shall deposit premiums received under this section into the
general fund. The department of administration shall separately account for premiums
deposited into the general account by the board. The estimated annual balance in the
account may be used by the legislature to make appropriations to the fund established
under AS 21.56.200.

(d) To the extent that the board receives private funds under
AS 21.56.130(a)(1) or an appropriation made specifically for the purposes of this
subsection, the board shall reduce the premium levels determined under (a) of this
section for pregnant women and children whose household inccmes are beiow 300

percent of the income level established under AS 47.25.310 - 47.25.420 for eligibility

for aid to families with dependent children.

CSHB 22( ) 6.
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Sec. 21.56.150. CONFIDENTIALITY OF RECORDS, (a) Information
received by the board in an applicadon for plan coverage is confidential and is not
subject to public inspection and copying under AS 09.25.110 - 09.25.120.

(b) A board member or employee of the corporation who divulges information
in violation of (a) of this section is gu’lty of a class B misdemeanor.

ARTICLE 3. ALASKA CHILDREN’S HEALTH FUND.

Sec. 21.56.200. CREATION OF FUND. The Alaska children’s health fund
is created in the corporation. It consists of money donated to the corporation from
private sources and appropriations made to the fund.

Sec. 21.56.210. USE OF THE FUND. The board may use money in the fund

(1) to pay insurance premiums for the Alaska children’s health care
plan; and
(2) for the board’s expenses incurred in administration of the plan and
the fund.
ARTICLE 4. GENERAL PROVISIONS.

Sec. 21.56.290. DEFINITIONS. In tnis chapter,

(1) "board" means the board of directors of the Alaska Children’s
Health Corporation established under AS 21.56.010;

(2) “corporation" means the Alaska Children’s Health Corporation
established under AS 21.56.010;

(3) "fund" means the Alaska children’s health fund established under

AS 21.56.200;
(4) "plan" means the Alaska children’s health care plan described under
AS 21.56.100.
Sec. 21.56.299. SHORT TITLE. This chapter may be cited as the Healthy
Stan Program.
* Sec. 2. AS 39.25.110 is amended by adding a new paragraph to read:
(30) the executive director and other employees of the Alaska
Children’s Health Corporation (AS 21.56).
* Sec. 3. AS 39.30 is amended by adding a new section to read:

Sec. 39.30.092. BIDDER REQUIREMENT. An insurer may not submit a bid

- CSHB 22( )
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under AS 39.30.090 for a type of medical care coverage that is included in the Alaska
children’s health care plan under AS 21.56 unless the insurer also submits a bid to the
Alaska Children’s Health Corporation to cover that type of medical care under
AS 21.56.

* Sec. 4. AS 43.23 is amended by adding a new section to read:

Sec. 43.23.017. ALASKA CHILDREN’S HEALTH PLAN, (@) The
department shall include on the permanent fund dividend application form a question
requesting whether the applicant wishes to apply for coverage of a child or pregnant
woman under the Alaska children’s health care plan established under AS 21.56.

(b) Within 30 days after receiving an application form that indicates interest
in the Alaska children’s health plan, the department shall notify the Alaska Children’s
Health Corporation of the names and mailing addresses of persons who have indicated
on a permanent fund dividend form that they would like to apply for coverage under
the Alaska children’s health care plan.

(c) The department, in cooperation with the Alaska Children’s Health
Corporation, shall adopt regulations governing how it will honor a request that a
permanent fund dividend be reduced by the department to provide the premium
payment for coverage under the Alaska children’s health care plan.

* Sec. 5. TRANSITIONAL PROVISION. Notwithstanding AS 21.56.030(b), enacted by
sec. 1 of this Act, the governor shall set the terms of the first five appointed members of the
board of directors of the Alaska Children’s Health Corporation so that one of the appointed
members serves a two-year term, two members serve three-year terms, and two members serve
four-year terms.

* Sec. 6. AS 21.56.010 - 21.56.030, 21.56.130(a)(1), and 21.56.200 - 21.56.299, enacted
by sec. 1 of this Act, and secs. 2 and 5 of this Act take effect immediately under

AS 01.10.070(c).
* Sec. 7. Except as provided in sec. 6 of this Act, this Act takes effect July 1, 1994.

CSHB 22( ) 8
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The Role of Private
Health Insurance
In Children's Health Care

John FE Sheils
Patrice R Wolfe

Abstract

Private health insurance is the primary means of financing health care for America’s
children and pregnant women. Most coverage is provided under employer plans.
Access to private health care coverage, however, isthreatened by the increasing cost
ofhealth care, costshifting by providers, and insurance marketing practices that tend
to deny coverage to high-risk individuals. These pressures have already led to an
increase in the number of uninsured children and pregnant women.

This paper provides an overview of the private health insurance market with a focus
on recent trends. The elTecis of self-funding arrangements by employers and of
various cost control arrangements—including managed care plans, patient cost-shar-
ing provisions, and employee premium contributions—are examined for their
potential impact on children and j. "egnant women. Policies that might expand
health insurance coverage for children, including a universal health insurance plan,
and health insurance market reforms, are explored. Alternative strategies for en-
hancing universal health insurance coverage for children include mandator/
employer-based insurance programs, a program of tax credits to underwrite individ-
ual insurance plans, and a singl'j-paycr government program financed through the
txx system. The authors conclude that efforts should be made to preserve the current
private health insurance system by reducing cost shifting from public programs,
guaranteeing the availability of coverage to all groups, and controlling costs by means
of competition, managed care, and perhaps global spending limits. Such compre-
hensive reforms might be necessary merely to preserve private insurance coverage
for a majority of America’s children and pregnant women.

rivate insurance is the primary source offunding for health care
for children and pregnant women in the United States. The
March 1990 Current Population Survey (CPS) reports thatabout
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during the 1980s largely because of an increase in health care costs, a
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The purpose of health insurance is to
minimize the risk of financial catastrophe
that often results from unexpectedly large
losses or expenditures by pooling the
experiences of a large number of people.
In general, large employer groups can
predict with reasonable accuracy what
their health care expenses will be during
a particular year. Although it may be diffi-
cult to predict precisely how many people
will incur large expenses and hov much
each person’s illness will cost, agroup can
spread the resulting expenses among a
large number of people, thereby creating
an average expense thatvaries far less than
an individual's expense. This concept,
known as risk pooling, allows a large
employer to estimate fairly accurately the
cost of offering health care insurance to
its employees.5 Similarly, insurance com-
panies pool the risk of numerous small
groups and individuals to predict their
overall expenses.

Fully Insured Arrangements

Traditional private health insurance is
based on a contractual arrangement
between a purchaser (either an employer
or an individual) and an insurer where the
purchaser agrees to pay the insurer a pre-
determined amount (the premium) per
covered member per time period (typi-
cally a month) in return for full assurance
that all approved expenditures will be paid
by the insurer.6 In other words, the pur-
chaser isnot at risk ifexpenses exceed the
total premium amount. In 1989, American
employers and employees spent $36.9 bil-
lion on fully insured group health insur-
ance premiums.7

Under plans of this type, the insurer is
fully responsible for all covered health
care expenditures. The insurer's goal,
therefore, is tc set premiums so that they
cover the expected claims payout for the
covered population plus a margin for
profit, overhead expenses, and reserves to
cover unexpectedly large claims.

Self-funding Arrangements

Although insurance companies tradition-
ally performed the risk pooling fi.ocuon
for employers and individuals, employers
have in recent years increasingly pursued
self-funding as an alternative method for
financing their health care plans. The per-
cent of medium and large employers who
self-funded grew from 19% in 1979 to 66%
in 1988.H In self-funded plans, the em-
ployer assumes all risk for health expendi-

tures and contracts with a third-party ad-
ministrator or insurer to handle claims
processing and other administrative func-
tions related to the plan.

Self-funding has many advantages for
the employer. First, the Employee Retire-
ment Income Security Act (ERISA) of
1974 preempts states from regulating self-
insured plans. Thus, employers who opt
for self-funded plans can avoid paying for
those state-mandated benefits that they
do not want to cover. Second, employers
can avoid insurance premium taxes.
Third, for an employer that perceives its
employees to be healthier, on average,
than other comparable employers, self-
funding provides the opportunity to pay
for health care based on the group’s own
experience, rather than paying an insur-
ance premium that reflects the experi-
ence of a larger and sicker employer
community. The primary drawback to
self-funding is the increased risk of large
losses as a result of unexpectedly high
medical claims.

Employers can reduce their exposure
to this hazard by purchasing insurance
specifically to cover extraordinarily large
expenditures. For example, in a mini-
mum premium plan, the purchaser as-
sumes full responsibility for health care
expenditures up to a certain threshold.
Beyond that threshold, an insurance com-
pany takes over or shares in the payment
of all additional claims. Minimum pre-
mium plans are often good options for
employers that find it economical to self-
fund but do not have the financial re-
sources to pay for unexpected high-dollar
cases such as low birth weight infants with
multiple complications.
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ganizations and even with traditional in-
demnity insurance plans. Under case man-
agement, a case manager coordinates
health care from a variety of providers for
individuals with complex and lengthy or
chronic illnesses. Case management can
be used to facilitate cost-effective care
which integrates health care with the total
needs (developmental, educational, and
environmental) of a child or a pregnant
woman. It can facilitate home placement
and reduce overall costs. As advocates for
an insurer, however, case managers can
also be used to deter utilization of expen-
sive services.

The effectivenessof managed care pro-
grams in reducing costs varies with the
type of managed care plan. A Rand Cor-
porauon study of prepaid health plans in-
dicates that expenditures in an HMO can
be as much as 25% lower than in conven-
tional health plans.9 The more loosely ar-
ranged plans such as PPOs show little, if
any, overall savings because of their organ-
izadonal structure. An A. Foster Higgins
survey indicates that some utilization re-
view programs save up to 4% on total medi-
cal plan costs.10 Some studies of selected
programs indicate that every dollar spent
on udlizadon management results in a re-
ducuon in claims of 84 to $9; however,
other studies indicate that these programs
are barely cost-effective.11

While empirical evidence is limited, it
is widely believed that managed care is
most effective in modifying medical prac-
tice when network providers serve exclu-
sively those covered under the plan (as
happens in the HMO staff model) and
when padents obtain their care exclusively
through the network. There is some ex-
pectation that the potential for cost sav-
ings under managed care will grow as
medical effectiveness and outcomes re-
search are further developed to yield cost-
effective practice guidelines which can be
disseminated through managed care
networks.

Cost Sharing Arrangements

Insurance products also vary greatly in
how they require employees and their
families to share health care costs with the
employer. Employee cost sharing takes
many forms, including premium contribu-
tions, deductibles, and coinsurance. While
employee cost sharing traditionally has
not been a central feature in most em-
ployer-financed insurance plans (espe-
cially those that are union-negotiated), it

isbecoming more popular, in partbecause
of increasing pressure to control health
expenditures.

About 45% ofemployees contribute to
the cost of their health insurance premi-
ums.12 For health insurance plans that re-
quire a premium contribution, employees
typically pay, on a pretax basis, a percent-
age of the monthly premium amount. The
average employee contribution is 21% of
the monthly premium.13 Under some
plans the contribution rate varies by type
of policy and may be less for an individual
than for a family. Premium contributions
are more common for HMOs, in which
54% of enrollees pay a contribution, than
they are fornon-HM O plans, in which 41 %
of enrollees pay a contribution.14

Deductibles are common features in
non-HMO insurance plans, butvary enor-
mously in how they are structured, in 97%
of fully insured plans, the insured individ-
ual must satisfy an aggregate annual de-
ductible amount for medical expenses.
Common deductibles for individual cov-
erage are $100 and $200; for family cov-
erage typical deductibles are $300 or $400
per family per year.15 Once the insured
person or family has incurred and paid
for health care expenses equal to the de-
ductible amount, the insurer assumes re-
sponsibility for the majority of health
expenditures.

Case management can be used tofacilitate
cost-effective care which integrates health
care with the total needs (developmental,
educational ,and environmental) ofa

child or a pregnantwoman.

Some managed care plans attempt to
use the deductible to direct covered indi-
viduals to hospitals and physicians with
whom the managed care plan has a finan-
cial arrangement. For example, many
PPOs, EPOs, and point-of-service plans
have two sets of deductible rates, one for
in-network providers with whom the plan
has a contractual agreement and one for
out-of-network providers. Typically, these
plans use out-of-network deductibles that
are much higher than the in-network de-
ductibles in an effort to persuade benefi-
ciaries to use providers who are part of the
network.
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J.abIeA_*Percentag<goLHeaIth Insurance mSCoveringsP§ P®
;Care;and ,Preventiv<s.Diagnostic Se{tvicesjn"1989j//

Services Traditional Preferred IPA Model Staff Model
Indemnity Provider Health Health
Plans Organizations  Maintenance Maintenance
Organizations Organizations
Well-child care 50 62 98 99
Preventive diagnostics 67 71 94 100

Source: Health Insurance Association of America. Source Book of Health Insurance Data. 1990.

Washington. DC: HIAA, 1990, p. 33.

factors influence the cost of a private
health insurance plan, including the com-
prehensiveness >f the benefits package
and the degree to which cost containment
programs are used. From the insurer’s per-
spective, a major factor influencing the
cost of insurance is the “riskiness" of the
group or individual to be covered. Many
insurers attempt to exclude high-cost
groups and individuals from coveiage or
design policies to protect the insurer from
the consequences of high-cost illness.

Preexisting condition limitations are
frequently used to protect the insurer
from high-cosi illnesses by excluding from
coverage for a specified period (often 6 to
12 months) medical care required to treat
a condition that was diagnosed and/or
treated prior to the commencement of
coverage. By covering only new condi-
tions, the insurer can reduce costs and
offer a lower premium. These limitations
have serious implications for pregnant
wom:n and infants. Because pregnancy is
typically considered to be a preexisting
condition, women who become insured
after they have become pregnant or dur-
ing a waiting period before their insurance
becomes effective may find it difficult to
obtain reimbursement for the costs of the
pregnancy.

Trends in Private
Insurance Coverage for
Children

Although private health insurance
remains the primary source of health in-
surance for children and pregnant
women in the United States, the percent-
age of children with private coverage de-
clined throughout the 1980s. The erosion
in coverage can be traced to the rising cost
of health insurance and the growth in
insurer risk selection practices that

severely restrict the availability of insur-
ance to persons with a history of medical
conditions. Moreover, the rising cost of
health care has caused many employers to
reduce the range ofbenefits provided and
to require additional employee cost shar-
ing in the form of increased deductibles
and premium contributions. These
trends in private insurance coverage are
discussed below.

Trends in Coverage

The March 1990 Current Population Sur-
vey (CPS) data indicate that about 74% of
all children have private insurance cover-
age. Nearly two thirds of all children
(63%) are covered asdependents under a
working parent's employer health plan
(tabL- 2). Another 11% ofall children are
covered under individually purchased
non-group insurance plans. In addition,
about 27% ofall pregnant women are cov-
ered as employees under an employer
health plan. About 33% are covered as
dependents under their spouses’ em-
ployer health plans, and another 6% are
covered under individually purchased
non-group insurance plans. Overall, about
60% of pregnant women have employer-
sponsored coverage.

The percentage of children with em-
ployer health insurance declined from
66% :n 1980 to 62% in 1986; however, the
percentage with employer insurance in-
creased to 63% by 1990. Although there
are differences in the way insurance cov-
erage is measured across surveys, these
trends are generally consistent with other
survey data.18 For example, in thisjournal
issue Monheit and Cunningham report
that the percentage of children with pri-
vate health insurance coverage through-
out the year declined from 71% in 1977 to
63% in 1987.

The decline in the percentage of
children covered under employer plans
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shifting may be causing increases in un-
compensated and undercompensated
care by further reducing the affordabil-
. ity of private insurance.

In response to rising health care costs,
many employers have attempted to con-
trol spending through a variety of man-
aged care strategies. Industry data show
that HMO enrollment has grown steadily
during the past decade.20 In 1988, about
19% of persons insured by benefit piano
of firms with 100 or more employees were
enrolled in HMOs and approximately 7%
were enrolled in selective contracting
plans (PPOs and EPOs).21 In addidon,
91% ofemployer plans surveyed by A. Fos-
ter Higgins have some form of utilization
review program.22 For example, 73% of
insurers require precerdficadon for selec-
tive hospital admissions, and about half
require concurrent review of hospital ad-
missions. Despite these efforts to contain
costs, however, many employers have
found it necessary to reassess the level of
coverage provided.

Covered Services

The traditional role of private insurance
was to cover costs associated with acute
illnesses, not costs associated with services
designed to prevent illness. Rapidly rising
health care costs have led many employers
to broaden that focus. Pregnant women
have been a popular target of managed
care programs because expenses related
to childbirth are the largest single compo-
nent of a typical employee group's health
care costsand may range from 10% to 49%
of total expenditures.23 Employers and in-
surers now offer services that were rarely
covered under traditional insurance
plans, including free obstetrical visits, be-
havior modification classes for smoking
cessation and weight loss, preconception
health risk appraisals, and extensive pre-
natal and postpartum educational materi-
als and classes.24 One employer estimates
that its pregnancy health benefits manage-
ment program saved almost $500,000 in its
first year by reducing the frequency of low
birth weight babies.23

Young children are also a popular tar-
get for specialized programs such as case
management. For example, a midwestern
HMO is implementing a case manage-
ment program designed to help children
with chronic asthma. The program was
designed in response to ilu* fact that
asthma was the number one reason for
school absenteeism in the area and a

major source of HMO expenditures. In
concert with the school nurse, primary
care physician, a social worker, the par-
ents, and a combination of other profes-
sionals, the pediatric asthma case manager
works with the child to help him or her
accept the responsibilities associated with
asthma treatment. The goal is to keep the
child in school and out of the emergency
room or hospital inpatient setting.25

Another increasingly popular program
involves using so-called Centers of Excel-
lence. Centers of Excellence are facilities
identified by insurers as high quality, cost-
effective providers of specialty care. For
example, children's hospitals are often
designated as Centers of Excellence for
the provision ofspecialized pediatric care.
All cases for specific types of care are then
sent to the Center of Excellence for treat-
ment. Currently, the most popular types
of Centers of Excellence are those special-
izing in organ transplants and rehabilita-
tion services.

While many of the trends in chil-
dren's coverage are positive, coverage
for certain services of particular impor-
tance to children has declined in recent
years. An annual survey of medium and
large firms conducted by the Bureau of
Labor Statistics (BLS) indicates that the
percentage of persons with dental cov-
erage declined from 77% in 1984 to (56%
in 19H9.2' The BLS data also indicate
thai the percentage of participants in
plans with limitations on the number of
days of inpatient coverage increased
from 43% in 1982 to 77% in 1989. In
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dependent by another fainilv. member
(34.3% in 1979 to 31.4% in 198(i).:"*

Insurance Rating and Availability

Perhaps the most disconcerting trend in
our health care financing system lias been
the erosion of insurance as a means of
pooling risk. In effect, we are rapidly mov-
ing to an insurance system that iswilling to
insure only healthy individuals. In the
early daysofthe health insumnce industry,
all individuals paid a uniform community-
rated premium. Community rating pools
the costofall health services provided in a
given region across all community mem-
bersand setsasingle uniform premium for
all insured individuals. Under a commu-
nity-rated system, people who use lesser
amounts of health care effectively subsi-
dize the cost of care provided to sicker
individuals who use more services.
However, ifone takes the long view, com-
munity rating assures that when healthy
individuals become ill they will receive
needed health services while paying no
greater premium than other members of
the community.

Community rating was brought to an
end by competition among insurance
companies. The typical marketing strategy
for an insurer is to attract business by
offering competitive premiums to only the
healthiest groups and limiting the in-
surer’s exposure by refusing to cover
health conditions thatwere present before
the policy was issued. Renewal premiums
are adjusted based upon experience so
that premiums increase ifthe health status
of the group declines. In today’s system,
most individuals pay a premium that
reflects thei- health status and typical
expenditure patterns rather than the
overall average cost of health care in their
community.

Furthermore, insurers often engage in
a practice known as medical underwriting
which analyzes health characteristics ol in-
dividual group members to identify poten-
tially high-risk individuals. Underwriting
occurs primarily in the small group and
individual insurance markets with the re-
sult that selected people are denied cover-
age through this process. To date, medical
underwriting has been used infrequently
by larger employers who are typically self-
funded and/or can effectively pool risk to
reduce their exposure to large losses.

The demise of community rating has
worked to the benefit of some and to the
detriment of others. lleulihier individuals

benefit from this change because they pay
apremium that is often substantially lower
than what they would have paid under a
community-rated system. However, medi-
cal underwriting has greatly increased pre-
miums for sicker individuals and, in many
instances, has left uninsured those most in
need of health coverage. Moreover, as
healthier people become sick, they often
face dramatic increases in premiums and
may ultimately find themselves uninsured.

Insurer risk selection practices can
have a dramatic impact on families with
chronically ill children. Many parents find
that they cannot change jobs without los-
ing coverage for these children because of
preexisting condition limitauons. In some
small groups, the presence of a single
chronically ill child can so increase premi-
ums that the employer may terminate cov-
erage. Moreover, as these chronically ill
children reach adulthood, they are no
longer eligible for coverage asdependents
under their parents’ employer plans and
may not be able to obtain insurance on
their own.

The Impact of Benefit
Packages on Costs and
on Children’s Health Status

Using deductibles and coinsurance to in-
crease patient cost sharing is an effective
means of reducing employer health plan
costs. Costsharing reduces health benefits
costs to the employer in two ways. First, it
reduces the share of an individual’s total
health spending which is paid for by the
plan. Second, cost sharing creates an in-
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time. Specifically, the data do not reflect
the general trend toward reduced inpa-
tient utilization and increased use of out-
patient treatments. Moreover, the HIE
reflects the impact of overall family de-
ductibles as well as individual deductibles.
Thus, the utilization response under child-
only health policies could differ from the
HIE experience.

Impact on Health Status

Analysis of the HIE data indicates that
the lower utilization associated with cost-
sharing plans had no measurable impact
on health status.37 The health status of
children in the various cost-sharing
plans was compared on the basis of two
measures: objective physical examina-
tions administered under the HIE and
subjective health status reports provided
by the individual. Little difference in
health status was observed across the
various types of cost-sharing plans under
either health status measure.

The results of the HIE study must be
treated with caution because the data do
not include a sufficiently large sample to
measure the impact of cost sharing on
at-risk children.38 For example, the
study indicated that poor children with
cost sharing were more than twice as
likely to suffer from anemia than poor
children with free care. This suggests
that cost sharing may have a detrimental
impact on health status for children in
low-income families.

These results are generally ¢ nsistent
with the results obtained in odier studies
of service utilization and health status.
These studies provide little evidence that
additional medical services result in im-
proved health status for children, except
for the poor. However, a study by Dutton
and Silber of alternative ambulatory care
settings with different cost-sharing require-
ments indicated that small improvements
in health status were observed among chil-
dren thatdo not face cost sharing.30

Policy Issues Concerning
Private Health Coverage
for Children

More than 30 health care reform bills have
been introduced in Congress. Several
other proposals have been developed by
insurers, provider groups, and business as-
sociations. While some ol these proposals
would eliminate private insurance and

cover all persons under a single govern-
ment program, most of these proposals
would build upon the existing private in-
surance system. Nearly all of the proposals
that build upon the existing private insur-
ance system would regulate insurance
marketing practices so that coverage is
available to all regardless of health status.
Some plans would provide incentives for
employers and/or individuals to purchase
private insurance while others would re-
quire thatall individuals obtain insurance.
These proposals tvoically emphasize
access to insurance for children and preg-
nant women and often stress prenatal and
well-child care.

Universal Coverage for Children

The American Academy of Pediatrics
(AAP) has proposed to require insurance
coverage forall pregnantwomen and chil-
dren through the age of21. The AAP plan
would provide a comprehensive benefits
package covering preventive services, in-
patient care, prescription drugs, develop-
mental disabilities, substance abuse
treatment, nutritional supplements, and
counseling services related to parental
education and child abuse.40 The plan
also would require physician-directed case

S> Kofhy SJoone 1992
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duces administrative costs. In fact, average
costs could actually increase as high-risk
individuals who do not now have insur-
ance obtain coverage and enter the
broader private insurance risk pool.
Although the pooling of risk implied by
these reforms can be expected to reduce
premiums for high-risk individuals who
now purchase insurance, risk pooling will
inevitably result in premium increases for
lower-risk individuals who now enjoy favor-
able premium rates. Thus, a restoration of
risk pooling in our insurance system will
move us back toward a system where lower-
risk individuals subsidize health costs for
high-risk cases and may actually increase
the overall average cost of health insur-
ance and health care.

Toward Universal Coverage

Most health reform plans are intended to
extend coverage to all uninsured persons
regardless of age. Although plans vary in
significant ways, they can be classified into
three basic approaches: (1) mandated em-
ployer responsibility; (2) tax incentive pro-
grams; and (3) single payer approaches.
Although these plans would extend cover-
age to all children, the benefits provided
under these proposals are typically less
well tailored to the special needs of chil-
dren than are child-only plans such as the
one proposed by AAP.

Employer Responsibility

In 1988, Sen. Edward Kennedy (D-MA)
and Rep. Henry Waxman (D-CA) jointly
introduced a bill that would require all
employers to cover their workers and their
dependents.42Since that time, the authors
of the bill have shifted their support to the
pay-or-play approach, which gives employ-
ers the option of paying a tax and having
their workers covered under a public plan
in lieu of providing employees with private
insurance. However, both the employer
mandate and the pay-or-play approach
establish that employers are responsible
for covering their workers. The pay-or-play
approach is now embodied in the Health
America Act currently under considera-
tion by Congress.

The Health America Act (S. 1227)
specifies a minimum standard benefits
package to be provided to all individuals
which includes well-child care, prenatal
care, and substance abuse treatment. The
bill also includes insurance market reforms
that are designed to extend coverage to all
individuals while substantially restricting
variations in premiums resulting from

changes in health status. Indeed, an em-
ployer mandate could not be effective un-
less accompanied by regulations making
insurance available to all individuals.

Tax Credit Program

The Heritage Foundation has developed a
program that would replace our existing
system of employer-based coverage with a
requirement that all individuals purchase
insurance.43Employers would be required
to convert their current contributions to
wages, which would then become taxable
to the employee. The increase in tax reve-
nues would be used to finance a tax credit
to individuals, which would vary with
income and the cost of insurance. This
proposal also includes insurance market
reforms designed to assure the availability
of insurance coverage and limit the vari-
ation in premiums by health status.

The purpose of the Heritage Founda-
tion proposal is to make individuals more
conscious of the costofcare they consume
by requiring that they purchase insurance
out of their income. The plan does not
specify a minimum benefits package so
that individuals would be permitted to de-
lete coverage for selected benefits. This
may result in reductions in coverage for
important child health services such as
preventive care.

Single Payer

Several bills have been introduced which
would eliminate private insurance ancl
cover all Americans under Medicare44 or
cover all Americans under asingle govern-
ment program modeled on the Canadian
system.45 However, a publicly financed na-
tional health insurance plan does not nec-
essarily mean the end of private insurance.
For example, the Health USA Act intro-
duced bySen.J. Robert Kerrey of Nebraska
would establish a publicly financed na-
tional health insurance program in which
individuals choose among insurers com-
peting on the basis of price and quality.34

Cost Containment

The share of our gross national product
devoted to health care increased from
9.1% in 1980to 12.2% by 1990. Yet.despite
this dramatic increase in the share of our
national wealth devoted to the health sec-
tor, the number of persons without health
insurance increased by 9 million during
this same period.4' As costs have risen,
fewer and fewer employers and families
have been able to afford insurance cover-
age. Indeed, controlling costs is widely
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Global Budgeting

Global budgeting is the process whereby
some portion of total health expenditures
is paid according to a prospectively deter-
mined (typically negotiated) annual
budget. Global budgets are commonly
implemented in countries with national
health insurance, particularly in the hospi-
tal sector, where operating budgets are
used also for planning purposes. It is
harder to impose budget ceilings on physi-
cian services, although West Germany has
successfully done so for many years. A
recent study by the General Accounting
Office (GAQ) estimated that global
budgets reduced health care spending in
real terms by 9% in die hospital sector in
France and by 17% in the physician sector
in West Germany.49

While global budgets appear to be ef-
fective in controlling health care costs,
there issome evidence that diey may lead
to non-price rationing ofservices and shift-
ing of costs from the payers (for example,
the federal and regional governments) to
the cirizens, primarily in the form of the
long waits associated with access to many
services. Queuing is most common for
nonemergency services such as diagnostic
tests and elective surgeries. There is little
evidence, however, that children are ad-
versely affected by queuing. In fact, infant
mortality rates in other developed coun-
tries using global budgeting tend to be far
lower than those in the United States.50

Conclusions

Private health insurance is the primary
source of coverage for America's chil-

dren and pregnant women. Access to
private health coverage is threatened by
the spiraling cost of health care, cost
shifting, and insurance marketing prac-
tices which tend to deny coverage to
high-risk individuals. These pressures
threaten to increase the number of
uninsured persons and reduce the level
of coverage for persons who remain in-
sured. These changes will ultimately
result in increased pressure on govern-
ment programs to care for our nation’s
uninsured children.

Efforts should be taken to preserve
the stability of our private insurance
system. Reimbursement under public
programs should be sufficient to reduce
the costshifting thatiscompounding the
growth in private insurance costs. Insur-
ance marketing practices should be re-
formed to guarantee the availability of
coverage to all groups by restoring insur-
ance as a means of pooling risk. Aggres-
sive cost containment efforts should also
be initiated involving competition, man-
aged care, and possibly global spending
limits.

The rising cost of health services
threatens to transform health care into
a luxury good affordable only by higher-
income Americans. This will represent a
particular hardship for America's chil-
dren, a disproportionate share of whom
are living below the poverty line. Though
typically thought of as a means of ex-
panding insurance coverage, extensive
reforms of the health care system may be
neededjust to preserve the existing level
of private insu'ance coverage.

1. l.ewin-ICF analysis of the March 1990 Current Population Survey (CPS) Data.

2. Kronick, R. Health insurance. 1978-1989: Tite frayed connection between employment
and insurance. Inquiry (Winter 1991) 28:318-32.

American Academy of Pediatrics. Chihlmifeist: A legislative proposal. Washington, DC. 1990.
4. Health Insurance Association of America. Source Hook of Health Insurance Data, 1990. Wash-

ington, DC: H1AA, 1990, pp. 29-30.

5. Although risk pooling minimizes a large group's need to insure against large unanticipated
expenditures, most employers choose to pass on some or all of the risk associated with un-
expected costs to an insurer that can reduce risk even further by pooling the experiences

of many large groups.

(- Approved services are those that arc (1) considered covered by the policy guidelines (for
example, most policies do notcover experimental procedures) and (2) determined to be
medically necessary or appropriate (for example, cosmetic surgery isconsidered medi-
cally necessary only in specific situations). In some managed care arrangements, services
must be performed by a select group of providers to he approved for payment.

7. See note no. 4, IIIAA, p. 29.



US. Health Care for Children

36.

37.

38.

39.

40.

41.

42.

43.

44,

45.

46.

47.

48.

49.

50.

Leibowiut, A., et al. Effect of cost-sharing on the use of medical services by children: In-
terim results from a randomized controlled trial. Pediatrics (May 1985)75,5:942-50.

Burciaga Valdez, R.O. The effects of cost sharing on the health ofchildren. RAND Corporation,
March 1986. Prepared for the U.S. Department of Health and Human Services.

Another reason the HIE may not be useful in assessing the impact of cost sharing on poor
children is that the experimental insurance package had annual expenditure ceilings that
were fixed as a proportion of family income. This diluted the effects of cost sharing on
poor families, who reached the expenditure ceilings more quickly titan higher income
families and then were eligible for free care the rest of the year. Most real-world insurance
plans have expenditure ceilings nominally fixed for all beneficiaries regardless of family
income. As a result poor families could face substantial cost-sharing requirements for
most of a year which might serve as a more substantial deterrent to utilization than mod-
eled in the HIE. Starfield, B., and Dutton, D. Care, costs, and health: Reactions to and re-
interpretation of the Rand findings. Pediatrics (October 1985)76,4:614-21.

Dutton, D.M., and R.S. Silber. Children’s health outcomes in six different ambulatory care
delivery systems. Medical Care (1980) 18,7:693-713.

American Academy of Pediatrics. Childrenfirst: A legislative proposal W ashington, DC: AAP,
1990.

Executive Office of the President. The President's comprehensive health reform program. W ashing-
ton, DC., February 6,1992.

The Basic Health Benefits for All Americans Act, S. 768 (1988) introduced by Sen. Edward
Kennedy (D-MA) and Rep. Henry A. Waxman (D-CA).

Butler, S.M. Assuring affordable health carefor all Americans. W ashington, DC: The Heritage
Foundation, 1991.

The Medplan Actof 1991, H.R. 650 (1991) introduced by Rep. Pete (Fortney) Stark
(D-CA).

The Universal Health Care Act, H.R. 1300 (1991) introduced by Rep. Marty Russo (D-IL).
Sheiis,J. The impact of the Health America Act on health spending. Testimony before the

Senate Finance Subcommittee on Health for Families and the Uninsured, September 23,
1991.

The health care delivery system of the Department of Veterans' Affairs is probably the only
exception to this rule. Its sole source ofrevenue is the federal government, which deter-
mines a global budget for the VA system prospectively.

Moran, D. W., and Wolfe, P.R. Can managed care really control costs? Health Affairs (Winter
1991) pp. 120-28.

Ceneral Accounting Office, Health care spending control: The experience ofFrance, Germany, and
Japan. Gaithersburg: GAO, November 1991, pp. 46-47.

Aaron, H. Serious and unstable condition. Washington, DC: The Brookings Institution,

1991, p. 79.

133



Ln

THE STATE OF ALASKA
HEALTH RESOURCES AND ACCESS TASK FORCE

FINAL REPORT

to

the Governor and Legislature

January 1993

Alaska State Legislature
Health Resources and Access Task Force
State Capitol
Juneau, Alaska 99801-1182



m : w A VAP A VAR VA T2 - i g Wl . LI

Finding #4: In spite of significant spending on health care, many Alaskan

lack coverage for even the most basic health care services.
Cifom e "A Y :

While $1.6 billion (the estimated total health care spending in Alaska in 1991)
seems like it should be sufficient to provide a basic level of care to all Alaskans, the
Task Force observed that:

| In the late 1980s, over 76,000 non-elderly Alaskans had no health care
coverage.

An analysis of Alaska-specific data from the 1988 through 1991 Current
Population Surveys revealiad that approximately 76,000 non-elderly Alaskans had no
health care coverage. That means that they had no coverage for any service, whether
it be private insurance, Medicaid, Medicare, Indian Health Service coverage, or any
other type of third-party health care coverage.6

The Current Population Survey is a national survey conducted each year by the U.S. Bureau of
the Census. While the number of persons included in the CPS from states with relatively low
populations (such as Alaska) is small, most states nonetheless rely on CPS data to provide
rough estimates of the number of uninsured because better estimates are expensive and
difficult to generate. One technique used to compensate for the small sample size is to analyze
survey results over a several year period. This approach was used in the analyses conducted
for the Task Force. We would also note that in the Task Force's Interim Report (January 11,
1992), 90,000 Alaskans were reported as being uninsured. This number included a certain
number of Alaska Natives who responded in the survey that they had no health care coverage,
despite the fact that they are eligible to receive care through the AANHS/IHS system. Dr.
Bartlett of Health Systems Research, Inc., in response to the Task Force’s request to develop
an estimate using the "assumption that all Alaska Natives have health care coverage through
the Indian Health Service system," removed the Alaska Native respondents from the sample
and reanalyzed the data. This reduced the estimate of the number ol uninsured Alaskans from
90,000 to 76,000. For complete results of Dr. Bartlett's analyses, see Appendix D.
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Over 21,000, more than one in every four, uninsured Alaskans are under
the age of 18.7

Figure 2-8 presented below displays the distribution of Alaska's non-elderly
uninsured population by age. Because of the nearly universal coverage provided by
Medicare to the elderly population, our analysis focuses on the characteristics of. the
non-elderly uninsured population. As can be seen from this chart, over a quarter (28
percent) of uninsured persons in the state are children, while another 15 percent are
young adults aged 18-24. The remainder of the state's uninsured population are
adults aged 25 - 49 (48 percent) and older adults aged 60 - 64 (9 percent).

Figure 2-8
Distribution of Uninsured Non-Elderly Alaskans, by Age

50 - 64 YRS
(9%)

TOTAL NUMBER OF UNINSURED » 76.000 25 - AQYRS
(48%)

Source: Health Systems Research, Inc. analysis ol 1986-91 CPS

In the late 1980s, many uninsured Alaskans did not have sufficient income

|
to purchase health care coverage on their own.

A 1989 study by the National Health Care Campaign found that, in most states,
it is only when families earn more than 250 percent of the poverty level that they begin
to accumulate the disposable income required to contribute toward a portion of

7 Inthe Task Force's Interim Report, we reported that there were 28,000 uninsured children.
When Dr. Bartlett removed Alaska Native respondents from the CPS sample, the estimate of
the number of uninsured children was reduced to 21,000. See Appendix D.
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premium costs (Appendix D). When the Task
Force compared this finding to its analysis of
the incomes of wuninsured Alaskans, it
discovered that a significant portion of the
state's uninsured population could not afford to
purchase coverage on their own. For
example, the Task Force realized that even
though the federal and State governments
together spent over $214 million in 1991 in
Alaska for the Medicaid program, more than
13,500 uninsured Alaskans lived in households
in the late 1980s with incomes below the
federal poverty' level.8 An additional 16,000
uninsured Alaskans iived in households with
incomes between 100 and 200 percent of

PERSONAL STORIES ...

"When my daughter and son-in-law were
expecting their first child, my daughter was
unable to work . . Our son-in-law was
making just enough to pay for essentials.
The state welfare system dectined their
request (or medical coverage claiming our
son-inlaw's income was too high, wasn'
making more than $6 per hour. . ; i was
informed that (a particular) hospital would
help. The hospital charged according to
Income. They paid all of the hospital bill.”

~ Anchorage Resident

T me _fs N\e=e

poverty (with incomes between $15,120 and $30,240 for a family of four).

Of particular concern to the Task Force was the fact that so many thousands of
low income children were without basic health care coverage. We found that of the more
than 21,000 uninsured Alaskan children, about 3,900 lived in households with incomes
below the federal poverty level, white another 4,500 were in families with incomes

between one and two times the poverty level.

Given the financial risks of being uninsured, the Task Force also found it
disturbing that nearly 30,000 uninsured Alaskans were in families with incomes in

PERSONAL STORIES ...

7 can't get health insurance because |
have been diagnosed recently with MS. |
was working in a full-time position (for a
large employer), fwas pregnant atthe time

| was diagnosed. Unfortunately, thef,
employer Is here in the state and felt a)
need, to fay me off, when l-was pregnant
and recently diagnosed..sl| have contacted '
several health insurance; companies in the
private sector and to: my disbelief, poopfe
with tuberculosis, anylprm of cancer within
the last ten years;, diabetes, overweight,
MS, AIDS, or even having open heart
surgery cannot obtain health insurance in
the private sector, even though we are
willing to pay the premium, we are unable
to get health insurance."

Anchorage Resident

excess of 300 percent of poverty. Of these,
roughly 18,000 were employed full-time for
the entire year. The Task Force concluded
that, under the current system, there may be
a number of reasons why persons with
adequate incomes are without coverage.
Some may be uninsured because they wish
to avoid the expense or consider
themselves to be "immortal." Others have
significant health care needs and cannot
find an insurer who will offer them a policy
at an affordable price. The Task Force
further recognized that as long as some
Alaskans remain uninsured and continue to
incur health care expenses which they
cannot afford, providers will continue to shift
the costs of caring for the uninsured and
underinsured to employers who provide
health care benefits to their employees.

a The 1989 federal poverty level for a family of four in Alaska was $15,120.
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Figure 2-9
Distribution of Uninsured Non-Elderly Alaskans,
by Poverty Status

S 100% of FPL
(18%)

Ovt-r 300% of FPL
(38%)

101 -200% of FPL
(21%)

201 - 300% of FPL
(22%)

TOTAL NUMBER OF UNINSURED - 76,000

Source: HoiAh Systems Research, Inc. analysis of 1366-91 CPS



Table 2-3
Breakdown of Insurance Company Administrative Expenses

(Percentage of Incurred Claims)

Number of Employees General’ Commission
1 to 4 23.1 8.5 8.4
5 to 9 21.0 8.0 6.0
10 to 19 175 7.5 5.0
20 to 49 14.9 6.8 3.3
50 to 99 10.0 6.0 2.0
100 to 499 8.9 55 1.6
500 to 2,499 7.8 3.5 0.1
2,500 to 9,999 5.9 1.8 0.3
10,000 or more 4.3 11 0.1

* Includes claims administration, general administration, interest credit, and premium taxes.

Source: Congressional Research Sen/ice



RECOMMENDATION # 6:

| ] . a L}
The Task Force recommends the establishment of State-sponsored health
insurance pooling arrangements.

During its deliberations, the Task Force reviewed information indicating that
nationwide as much as 40 percent of premiums charged to very small businesses may
be attributable to administrative costs. While the small group market reform provisions
included in earlier recommendations are expected to reduce the administrative costs
associated with providing average to small businesses, the Task Force also
considered it appropriate for the State, through the newly established Health Care
Authority, to establish one or more pooling arrangements through which both
individuals and businesses, small and large, couid purchase health care coverage. It
is anticipated that certain additional efficiencies and economies could accrue to the
members of these pool arrangements that would further reduce their premium cost*.
In designing these pools, the Task Force noted the importance of considering their
medical underwriting and premium setting practices in relation to those of other
insurers governed by the small market reform proposals to ensure that these State-
sponsored pools are not damaged by the adverse selection that would result from
other insurers subtly "dumping” undesirable risks into these pools.

VDATION # 7:

. L : T . . A\
The Task Force recommends the passage of legislation providing for
publicly-subsidized coverage of uninsured low-income pregnant women
and children who are not eligible for Medicaid.

Even with the recommendations concerning cost containment, market reform,
and pooling measures in place, the Task Force recognizes that it would be necessary
to provide some level of puolic subsidy to certain low-income uninsured persons if they
are to be able to afford health care coverage (see Finding #4).

The Task Force determined that the populations to be given highest priority for
receiving subsidized coverage should be low income pregnant women and children in
families with incomes too high to be eligible for Medicaid but too low to be able to



purchase private health insurance on their own.8 Priority was given to these groups
because of the documented improvements in birth outcomes and the cost savings
associated with the receipt of prenatal care by pregnant women and the positive
lifelong benefits associated with providing adequate primary and preventive care to
children. The Task Force also determined that the positive health improvements
resulting from public health care subsidies for these populations could be maximized
by providing coverage of comprehensive services (e.g., prenatal and other preventive
sen/ices, plus other ambulatory and inpatient care) for low income pregnant women
and ambulatory care services for low income children.

Given these priorities, the Task Force recommends that legislation be enacted
to establish a program providing State-subsidized insurance coverage for low-income
children who are not eligible for Medicaid or Indian Health Service coverage and who
are in families with incomes below 300% of the federal poverty level. In order to make
the program more affordable at the outset, coverage would be provided for primary
and preventive and/or ambulatory care services, but not for inpatient care.

Experience in other states has shown similar programs to be more attractive to
families if they were perceived to foster self-sufficiency and were similar to private
insurance in design. Therefore, the Task Force recommends that the program be
given an identity apart from Medicaid, particularly the eligibility system. This would not
preclude the Medicaid agency from administering the program if it proves most cost-
effective, however serious consideration should be given to having a private insurer
administer the program under contract to the State. The Task Force was heartened
by expressions of interest from two major carriers in Alaska in being involved in such

a program.

While coverage would be substantially subsidized by the State, premium
sharing requirements in the range of $50 - $300 per year per child should be
established on an income-related sliding scale basis. This premium sharing will not
only reduce the required level of State subsidy, but also will give parents of enrolled
children a sense of involvement and participation in contributing to coverage for their
children.

As illustrated in Table 4-2 on the following page, approximately 14,600
uninsured Alaskan children would be eligible for coverage under this program. The
Task Force estimates that roughly 8,200 children would actually enroll in the program,
with nearly 90 percent of these children having no previous health care coverage.

The remaining enrollees are expected to be children with private insurance that
provides inadequate coverage of primary and preventive care. The annual cost of the
program is estimated to be $6.1 million, of which $4.2 million would be financed by
State subsidies. The remaining $1.9 million would be paid by families in the form of

premium contributions.

It should be noted that the Task Force identified high-risk individuals as another high priority
population and in our interim recommendations we endorsed the establishment of a statewide
high-risk insurance pool for this population. Legislation establishing such a pool was enacted
last year by the Alaska State Legislature.



Table 4-2
ESTIMATES OF ENROLLEES AND COSTS UNDER
SUBSIDIZED AMBULATORY CARE PROGRAM FOR LOWER INCOME
ALASKAN CHILDREN NOT ELIGIBLE FOR MEDICAID OR (HS COVERAGE

-tv *

Number of Costs (in millions of $)
Uninsured Number of
Income Children Enrollees State Familv TOTAL
Under Poverty 3,900 300 $0.2 $0.0 $0.2
100-200% Poverty 4,500 2,900 $1.8 $0.4 $2.2
200-300% Poverty 6,200 5,000 $2.2 $1.5 $3.7
TOTAL 14,600 8,200 $4.2 $1.9 $6.1

Source: Health Systems Research, Inc.
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With respect to the coverage of low income pregnant women, the Task Force
recognizes that, while federal laws enable the State of Alaska to extend Medicaid
eligibiiity to pregnant women and infants in families with incomes up to 185% of
poverty, the State currently has elected to provide coverage only to pregnant women
and infants in families with incomes below 133% of poverty. The Task Force
recommends that the State expand its Medicaid coverage for pregnant women and
infants up to 185% of poverty. The Ft 1994 cost of this expansion to the State is
estimated to be $3.8 million, which will be matched by an equal amount from the
federal government. For uninsured women with incomes above this income level but
below 300% of poverty, the Task Force recommends the establishment of a publicly-
subsidized private insurance program providing comprehensive services.
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