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December 12, 1995

M ark Boyer, Com m issioner 
D epartm en t of A dm inistration 
PO Box 110200 
Juneau , A laska 99811-0200

D ear Com m issioner Boyer:

A etna is compelled to bring to your a tten tion  a worsening problem w ith the 
financing of A laska's Com prehensive H ealth  Insurance Association (CHIA) 
plan. The financial problem  has a d irect bearing on the S ta te  of A laska H ealth 
Insurance P lan  as well as to CHIA itself.

As you recall, CHIA was established by legislation in 1993 to provide health  
insurance to persons not otherw ise eligible for private insurance. To qualify, 
individuals m ust have been denied coverage by a t least two prior carriers (or have 
certain  diagnosed m edical conditions regardless of carrier denial sta tu s) and be a 
cu rren t res iden t of Alaska. A ssessm ents for any losses in the  program  are borne 
proportionally (based on m arke t share) by health  in su rers w riting fully insured  or 
partia lly  in su red  policies in  A laska. CHIA is based on a model which has been 
enacted in  about ha lf of the o ther S tates. Aetna, along w ith o ther insurers, 
supported the legislation as i  way of covering individuals who would otherwise be 
u n in su ra b le .

CHIA is m anaged by a Board of Directors, which include m em bers of various 
in su rers operating  in A laska. A etna was the  sole bidder for adm in istration  of the 
plan and h as  served in th a t  role since 1993. For th is reason, A etna has first hand 
knowledge of CHIA's perform ance, and was first to see the developing problem.

It w as originally assum ed th a t CHIA would be m anaged to be se lf supporting, or 
a t least as close to break even as possible. Because CHIA ra tes can be set up to 
200% of the  statew ide average of individual policy ra tes of the 5 largest individual 
policy w riters ( cu rren t ra te s  are  175% of th a t average), i t  was though t th a t even 
though partic ipan ts are  h igh risk , the established ra te  would be sufficient. After 
two and  one h a lf  years of experience, th a t assum ption has proved to be wrong. 
Even though there  are only 190 m em bers of the  p lan  a t present, total deficits 
through 1995 w ere $1,700,000. The deficit is projected to rise by an additional 
$3,871,800 for 1996.



A etna, w ith  its  large share  of the Alaska indem nity m arket pays 37% of these 
losses. Blue Cross is second a t 33%. The rem aining insurers pay a combined 
to tal of 30%. The losses have become too large to bear in a small m arket and will 
soon m ake A etna's business untenable. We assum e th a t any other in su rer in  the 
sam e position would come to the sam e conclusion.

How is th is problem rela ted  to the S tate  of Alaska Health Plan?

The p rim ary  reason th a t  A etna pays the largest share of losses from CHIA is tha t 
i t  in su res the  S ta te  of A laska. Any in su re r which provides coverage in its  current 
form to the S ta te  autom atically incurs th is liability. While this liability has not 
been factored into past health  insurance ra te s  to the State, it m ust be in the future 
due to its  rap id ly  increasing size. In 1995 Aetna's assessm ent for CHIA was 
approxim ately $600,000, th ree  quarters of which was due to the S ta te  of Alaska 
account. N ext year, A etna's share  of the assessm ent could double if  CHLA’s loss 
ra tio  continues according to cu rren t trend.

W hy are  losses so high in CHIA?

The c u rren t CHIA prem ium  ranges from $135 to $694 /m onth per individual (see 
a ttached  schedule) w ith an average enrollee premium of $261. Claims paym ents 
are  ru n n in g  a t  $ 1100/month per individual. This figure compares to an  average 
high risk  pool cost of approxim ately $400/month in the res t of the United States. 
The A laska high risk  plan is one of the only plans in the country not based on a 
m anaged care point-of-service (POS) or HMO offering. Additionally, m any of the 
o ther p lans contain some form  of aggressive case m anagem ent to control medical 
costs. Therefore, A etna assum es th a t lack of managed care is a t least partially  
responsible for the high cost of claims. I t m ay also be th a t the sm all num ber of 
pa rtic ipan ts  in  the plan resu lts  in too little risk  sharing; however, as more 
p a rtic ip an ts  a re  enrolling, the  losses are becoming greater ra th e r th an  sm aller.

W hat can be done adm inistratively  to reduce claim costs?

A etna has proposed to the Board th a t a  case m anager be system  be employed to 
play an  active role in each case involving expensive treatm ents. This normally 
resu lts  in  more cost effective trea tm en t w ith the same or better outcomes for 
pa tien ts . A etna has also proposed th a t a hospital only PPO plan be offered in  
addition to the  curren t offering as an option to plan members. If  adopted by the 
Board, these  changes should have some beneficial im pact on claim experience, 
b u t will no t be sufficient to solve the financial crisis.



W hat can be done to m ain tain  CHIA as a  viable plan?

Some form of equitable funding m echanism  needs to be adopted by legislation.
A broad based tax to directly fund CHIA losses would be m ost equitable, however 
th a t would be politically difficult to enact. A prem ium  tax  offset for health  
insurers would be a lim ited solution, bu t m ay be difficult to enact due to the 
diversion of existing prem ium  tax receip ts from the General F und  and  is fu rther 
complicated by the fact th a t the S ta te  of A laska does not pay the premium, tax on 
its own health  plan. A prem ium  tax  increase  would raise  additional funds which 
could be informally dedicated to cover CHIA losses. T hat approach avoids the loss 
of existing revenues to the S ta te , bu t ra ises th e  question of who pays the prem ium  
tax. ( The S tate  and self insured  com panies do not pay prem ium  taxes under 
cu rren t law ). A medical services provider based tax would be a  way to indirectly 
spread any assessm ent obligation to both insured  plans and self-insured plans 
otherwise protected by ERISA from direct assessm ent, bu t would likely be 
politically unpopular and be more expensive to collect than  a prem ium  based tax.

W hat is the "State's share" of the CHIA assessm ent and how m ight it be paid?

As sta ted  above, the CHIA assessm ent a ttribu tab le  to the S ta te  account was 
approxim ately $450,000 in 1995 and could increase substan tia lly  in 1996 and 
beyond. Upon agreem ent by the S ta te , th is  could be handled by an  explicitly 
itemized plan retention charge. The charge could be offset against in te res t credits 
which accrue to the S ta te  as p a rt of the  an n u a l plan experience accounting. The 
most recent in te rest credit to the S ta te  w as ju s t over $3,000,000.

W hat will happen if  nothing is done to solve th is  problem?

The losses for the high risk  pool will likely exceed the  profits for the underlying 
indem nity business in A laska. There will be little  or no incentive for insu rers to 
provide indem nity coverage in  A laska unless the  in su rers build a "CHIA 
assessm ent" into their ra tes. The h igher th is  assessm ent becomes, the  more 
businesses and public en tities will be forced into self insured  plans, and  the 
higher the ra tes will become for businesses too sm all to self insure . And we don't 
believe it is equitable to force in su rers to consider such a significant cost of doing 
business to be absorbed in  adm in istrative  overhead, thereby creating the 
im pression th a t adm inistrative  costs a re  too high.



Enclosed for your review are  the CHIA claim experience trend line and 
com parative d a ta  on A laska's h igh  risk p lan  along side other sta te  plans.
Any o ther d a ta  which would ass is t in your review will be provided upon request.

We w ish to en list your cooperation in working on an appropriate solution to this 
issue th is coming legislative session. Please let us know which option would be 
deem ed m ost appropriate by the  S tate  sol , 2 the problem.

Sincerely,

Jim  Hickey



CI1JA Comparative Benefits - By State

Slate Participants

Benefits

Lifetime Max, D eductib les

Updated 11/13/95 using Ninth edition CHEHI analysis manual

Wailing
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MasCiCalifornia
C o lo rado_

Connecticut

128

)9.353

1,921

51,000,000 _ 
5501),001) l ~  

$50,000 ann._

$500,000

$500/$ 1,000/51,500 
$5l)0PPOs, 
SOHMOs

6 months

90 days

$300/$750/S2.000 6 months

3 months 

6 montlis 

6 montlis

$2,000/3500/7500/10.000 200%
$2,000/Indiv. 53,000/Farn.

No Limitations

1 2 5 %

R0%
150% Initial 
L75% Max.

1,364 $1,000,000 J0/$200/$501V$ 1,000 12 6 months
HMO: $2,500 PPO In-nctwotk: 
$2,500 PPO Out o f network: $5,000

125% Initial 
150% Max.

Honda _ 

Georgia

2,387 $500,000
$1,000/1,500/2,000/

5.000/10,000 12 6 months
Deductible + $10,000 o f eligible 
c h a r g e s _______________

200% low risk 
225% medium 
r iA  250% high 

risk
$500,000/

$100,000 onn. $500/$ J 500 6  m o n th s 6 months $2,000
1 2 5 %  I n i t i a l 

1 5 0 %  M a x .

illino is

IndianaIowa
4,7554,638 $500,000

None

$500/$ 1,000/51,500 

5500/$ 1.000/$ 1,500

6 months 6 months $2000/2500/4000

6 months 6 months $ 1000/2000/2500

135%

150%

HMO. 100% 
PPO: 80/60

Case Mgt: 90% lo 
S10000, then 100%. 

PPO Nelwoilc 80% to 
310000, then 90%. Out 

o f network: 60% to 
$10000, Lhcn 70%’.

1,341 $250,000
$500/51,000/
$1,500/52,000 6 months 6 months $ 1500/2000/2500/3000 150%Kansas 619  i_ $500,000 $1,000/55.000

ouisianal/<wie
Minnesota

386

307

33.471
■lississippi__
•lissoun 
Ionian a

■t'ebraska 

•ew M exico

610
931
268

J U 3 1
1.124

$500,000/ 
$100,000 ann, 

$500.000~

90 days 6 months $5,000 Varies

$1,000/52.000 6 months 6 months 53500/4500
150% Initial 
200% Max.

$500
$1,500,000/ 
Medicare is 
unlimited

90 days_ 9 0  tio y s_ $ 1 .5 0 0 150%

$500/51,000 6 months 90 day*

Mcd/Surg: $3,000 
Medicare Sup: $1,000 125%

5250,000 $500/51,500 6 montlis 6 mouths
$0 With Exception: $5,000 cap ou 
charges lo ''fair market price" hospitals

150% Initial 
175% Max.

$1,000,000 $500/51,000 12 OtnoDlhs $2500/5000
150% Initial 
200% Max.

$250,000 $1,000
5500,000

5/50,000

$2,000 
(PIO: $250/52.001))

$5011/51, l)IK)/S?., 0(81

_ 1 2 ____
6  months

5 years $5,000 150-400%

6 months 6  mon th s  

6  months

$2,000
$'2000/3000/5IK KI

135%

150%

_S0% _
80%

80%

70%
(90% after $5000)

75%

"Coverage for the R id a  for 80% o f U A C .”
80%

80% m necwotk 
50% out of network

80%
80% in network 

7fP\> cut of tier work

80%



Benefits

Stale Participants L ife tim e  M ax. D eductib les
W a ilin g
Period

Pre­
e x is tin g
Period Stop Loss f O ut o f  Pocket Prem ium  Cap Co-Insurance

N orili Dakota 1.-122 SI.000,000 $500/51,000
180 days / 

270 90 days $3,00(J 135%

Oklahoma 0 5500,000
$500/1000/1500/
2000/5000/7500 12 montlis 6 monthsOregon 4.313 SI,000.000 $500 6 months 6 montlis

$1500 indemnity/PPO 
$2000 MC 150%

80% in netwoik 
60% on I of network

South Carolina 1,264 5250,000 5500 6 months 6 months $1,500 indemnity $2000 PPO
200% Initial 
300% Max.

South Dakota 0 $500,000
$500/$!,000/ 
$5.000/$7.500 6 months 6 months Hot yet determined J50% 1_

Tennessee 1,782 None $250/1000 None None $0/1250/5000 150 %
80% in  network 

50% out of network.

1'e.xus 0 $500,000
52SO+(Jm!iv.) 
$500+(Ham.) 6 1) ton llis 6 monl/ts $2,000 150 • 200%

I Itah 710
S500.000/ 

$150,000 «nn. $500/51,000 6 months 6 months $1500/2000 150%
80% m network 

60% out of nctwoik

Washington 1.307 $500,000 $500/51,000/ $1,500 6 months 6 months $1000/1500/2500/3500 150% 80%

Wisconsin 10.864 $500,000
$1,000 cu $500 w/ 

Supplement 6 months 6 months $500/2000 0% 80%
Wyoming 200 $250,000 $500/52,000/53,000 12 montlis 6 months $3,000 150-200% 80%/70%
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1 5 8 2  i E s f i a  1
Out of Pocket 
Maximum lio o o

A d u lt  A g { M o n th ly
<18 $135

19-24 $240
25-29 $243
30-34 $289
35-39 $306
40-44 $363
45-49 $418
50-54 $510
55-59 $586
60-64 $694

uos
$720 
S729 
$867 
$918

51089
$1443
$1530
$1758$ 2 0 8 2

S13QQ M o a f M v  
$ 98  

$175 
$180 $ 2 1 2  
$225 
$268 
$308 
$380 
$438 
$520

DtductibfffOut o f Pocket
Maximum

Adult Apt
<18 

19-24 
25-29 
30-34 
35-39 
40-44 
45-49 
50-54 
55-59 
60-64

flM rtcrly 
$294 
$525 
$540 
$636 
$675 ,
$804 

$1924 
$ 1140 
$1314 
$1560

S W Q

Q u jm d x
$ 8 9  $267

$159 $477

S1.S00

$ 2 3 0 0

$163
$193
$204
$243
$279
$344
$397
$471

$489
$579
$612
$729
$837

$1032
$1191
$1413

$5,000 $ 1 0 ,0 0 0
$1 

M o n th ly  
$74 

$131 
$135 
$159 
$169 $ 2 0 1  
$230 
$284 
$328 
$389

,500f i M d g f l y$ 2 2 2
$393
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$477
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$690
$852
$984

$1167

$ 1 5 0 0
M o n th ly  

$52 
$92
$94$ 1 1 2

$118
$141
$162
$199
$230
$273

$156
$276
$282
$336
$354
$423
$486
$597
$690
$819

M o o fh jy  
$38 
$67 $ 6 8  
$81 $ 8 6  $ 1 0 2  

$118 
$145 
$167 
$198

K e d i  c a r e

S i  0 .0 0 0
Q u M r ttH v  

$114 $2 01  
$204 
$243 
$258 
$305 
$354 
$435 
$501 
$594
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