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December 12, 1995

Mark Boyer, Commissioner
Department of Administration
PO Box 110200

Juneau, Alaska 99811-0200

Dear Commissioner Boyer:

Aetna is compelled to bring to your attention a worsening problem with the
financing of Alaska's Comprehensive Health Insurance Association (CHIA)
plan. The financial problem has a direct bearing on the State of Alaska Health
Insurance Plan as well as to CHIA itself.

As you recall, CHIA was established by legislation in 1993 to provide health
insurance to persons not otherwise eligible for private insurance. To qualify,
individuals must have been denied coverage by at least two prior carriers (or have
certain diagnosed medical conditions regardless of carrier denial status) and be a
current resident of Alaska. Assessments for any losses in the program are borne
proportionally (based on market share) by health insurers writing fully insured or
partially insured policies in Alaska. CHIA is based on a model which has been
enacted in about half of the other States. Aetna, along with other insurers,
supported the legislation as i way of covering individuals who would otherwise be

uninsurable.

CHIA is managed by a Board of Directors, which include members of various
insurers operating in Alaska. Aetna was the sole bidder for administration of the
plan and has served in that role since 1993. For this reason, Aetna has first hand
knowledge of CHIA's performance, and was first to see the developing problem.

It was originally assumed that CHIA would be managed to be self supporting, or
at least as close to break even as possible. Because CHIA rates can be set up to
200% ofthe statewide average ofindividual policy rates ofthe 5 largest individual
policy writers (current rates are 175% of that average), it was thought that even
though participants are high risk, the established rate would be sufficient. After
two and one halfyears of experience, that assumption has proved to be wrong.
Even though there are only 190 members of the plan at present, total deficits
through 1995 were $1,700,000. The deficit is projected to rise by an additional
$3,871,800 for 1996.



Aetna, with its large share of the Alaska indemnity market pays 37% of these
losses. Blue Cross is second at 33%. The remaining insurers pay a combined
total of 30%. The losses have become too large to bear in a small market and will
soon make Aetna's business untenable. We assume that any other insurer in the
same position would come to the same conclusion.

How is this problem related to the State of Alaska Health Plan?

The primary reason that Aetna pays the largest share of losses from CHIA is that
it insures the State of Alaska. Any insurer which provides coverage in its current
form to the State automatically incurs this liability. While this liability has not
been factored into past health insurance rates to the State, it must be in the future
due to its rapidly increasing size. In 1995 Aetna's assessment for CHIA was
approximately $600,000, three quarters of which was due to the State of Alaska
account. Next year, Aetna's share of the assessment could double if CHLA’ loss
ratio continues according to current trend.

Why are losses so high in CHIA?

The current CHIA premium ranges from $135 to $694 /month per individual (see
attached schedule) with an average enrollee premium of $261. Claims payments
are running at $1100/month per individual. This figure compares to an average
high risk pool cost of approximately $400/month in the rest of the United States.
The Alaska high risk plan is one of the only plans in the country not based on a
managed care point-of-service (POS) or HMO offering. Additionally, many of the
other plans contain some form of aggressive case management to control medical
costs. Therefore, Aetna assumes that lack of managed care is at least partially
responsible for the high cost of claims. It may also be that the small number of
participants in the plan results in too little risk sharing; however, as more
participants are enrolling, the losses are becoming greater rather than smaller.

W hat can be done administratively to reduce claim costs?

Aetna has proposed to the Board that a case manager be system be employed to
play an active role in each case involving expensive treatments. This normally
results in more cost effective treatment with the same or better outcomes for
patients. Aetna has also proposed that a hospital only PPO plan be offered in
addition to the current offering as an option to plan members. If adopted by the
Board, these changes should have some beneficial impact on claim experience,
but will not be sufficient to solve the financial crisis.



W hat can be done to maintain CHIA as a viable plan?

Some form of equitable funding mechanism needs to be adopted by legislation.

A broad based tax to directly fund CHIA losses would be most equitable, however
that would be politically difficult to enact. A premium tax offset for health
insurers would be a limited solution, but may be difficult to enact due to the
diversion of existing premium tax receipts from the General Fund and is further
complicated by the fact that the State of Alaska does not pay the premium, tax on
its own health plan. A premium tax increase would raise additional funds which
could be informally dedicated to cover CHIA losses. That approach avoids the loss
of existing revenues to the State, but raises the question of who pays the premium
tax. ( The State and selfinsured companies do not pay premium taxes under
current law ). A medical services provider based tax would be a way to indirectly
spread any assessment obligation to both insured plans and self-insured plans
otherwise protected by ERISA from direct assessment, but would likely be
politically unpopular and be more expensive to collect than a premium based tax.

What is the "State's share” of the CHIA assessment and how might it be paid?

As stated above, the CHIA assessment attributable to the State account was
approximately $450,000 in 1995 and could increase substantially in 1996 and
beyond. Upon agreement by the State, this could be handled by an explicitly
itemized plan retention charge. The charge could be offset against interest credits
which accrue to the State as part of the annual plan experience accounting. The
most recent interest credit to the State was just over $3,000,000.

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

The losses for the high risk pool will likely exceed the profits for the underlying
indemnity business in Alaska. There will be little or no incentive for insurers to
provide indemnity coverage in Alaska unless the insurers build a "CHIA
assessment” into their rates. The higher this assessment becomes, the more
businesses and public entities will be forced into selfinsured plans, and the
higher the rates will become for businesses too small to selfinsure. And we don't
believe it is equitable to force insurers to consider such a significant cost of doing
business to be absorbed in administrative overhead, thereby creating the
impression that administrative costs are too high.



Enclosed for your review are the CHIA claim experience trend line and
comparative data on Alaska's high risk plan along side other state plans.
Any other data which would assist in your review will be provided upon request.

We wish to enlist your cooperation in working on an appropriate solution to this
issue this coming legislative session. Please let us know which option would be

deemed most appropriate by the State sol, 2the problem.

Sincerely,

Jim Hickey
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5501),001) |~
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$500,000/
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Medicare is
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Deductibles

$51)0PPOs,
SOHMOs

$300/$750/S2.000

J0/$200/$501V$ 1,000

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

5.000/10,000
§500/$J500

$500/$1,000/51,500
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$500/51,000/
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$1,000/55.000
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$500/51,500

$500/51,000
$1,000
$2,000

(P10 $250/52.001))
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Wailing
Period
6 months
90 days
6 months

12

12

6 months
6 months
6 months

6 months

90 days

6 months
90 days

6 months

6 montlis

12
Sl2

6 months

6 months

Pre-

existing Stop Loss / Oat of Pocket
3months  $2,000/3500/7500/10.000

6 montlis $2,000/Indiv. 53,000/Farn.

6 montlis No Limitations

HMO: $2,500 PPO In-nctwotk:
6 months $2,500 PPO Out of network: $5,000

Deductible + $10,000 of eligible
6months charges

oNMoths s2.000
6 months  $2000/2500/4000
6 months  $1000/2000/2500

6 months  $1500/2000/2500/3000
6 months $5,000

6 months 53500/4500
90 tioys_ $1.500

Mcd/Surg: $3,000
90 day* Medicare Sup: $1,000

$0 With Exception: $5,000 cap ou
6 mouths charges lo "fair market price" hospitals

OtnoDlhs  $2500/5000
5years  $5,000

6 months $2,000

6 months  $'2000/3000/5IKKI

Updated 11/13/95 using Ninth edition CHEH1 analysismanual

Premium Cap

200%

125%
150% Initial
L75% Max.

125% Initial
150% Max.

200% low risk
225% medium
rA 250% high
risk
125% Initial
150% Max.

135%
150%

150%

Varies
150% Initial
200% Max.

150%

125%

150% Initial
175% Max.

150% Initial
200% Max.

150-400%

135%

150%

Co-Insurance

R0%

HMO. 100%
PPO: 80/60
Case Mgt: 90% lo
S10000, then 100%.
PPO Nelwoilc 80% to
310000, then 90%. Out
of network: 60% to
$10000, Lhen 70%'.

S0%_

80%

80%
70%

(90% after $5000)

75%

"Coverage for the Rida
for 80% ofUAC.”

80%

80% m necwotk
50% out of network

80%

80% in network
7fP> cut of tierwork

80%



Benefits

Stde Participants Lifetime Max. ~ Deductibles

Norili Dakota 112 S1.000,000 $500/51,000
$500/1000/1500/

Oklahoma 0 5500,000 2000/5000/7500

Oregon 4.313 S1,000.000 $500

South Carolina 1,264 5250,000

South Dakota 0 $500,000

Tennessee 1,782 None $250/1000

I (Jmliv.
Texs o EN BN
S500.000/

| ltah 710 $150,000 «nn. $500/51,000

Washington 1.307 $500,000  $500/51,000/ $1,500
$1,000 cu $500 w/

Wisconsin 10.864 $500,000 Supplement

Wyoming 200 $250,000 $500/52,000/53,000

Wailing

Period

180 days/
270

12 montlis

6 months

6 months
6rmorths

None

o Jarls
6 months

6 months

6 months
12 montlis

Pre-
existing
Period Stop Loss foutof Pocket

90 days $3,00(J

6 months

$1500 indemnity/PPO
6 montlis $2000 MC

6 months  $1,500 indemnity ~ $2000 PPO
bmortts Hotyetctemined
$0/1250/5000

omonlts $2000

6 months  $1500/2000
6 months  $1000/1500/2500/3500

None

6 months  $500/2000
6 months $3,000

Premium Cap

135%

150%
200% Initial
300% Max.

NS00
150%
10200
150%
150%

0%
150-200%

Co-Insurance

80% in netwoik
60% onl of network

80% in network
50% out of network.

80% m network
60% out of nctwoik

80%

80%
80%/70%



fi Hhaf-arg_the
(*M °r Modlcc1l Ht.al/isTT-TjjT

(
1582 iEsfia 1
| Out of Pocket S$1.500
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v Out of Pocket $10,000
Maximum
$1,500
$1500
Adult Apt 0.
<18p MOQYthy fiM dgfly M onthly MOthj?{IOOOO
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35-39 $169 $471 $112 $336 ;gf $204
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5559 §328 3852 $199 $507 e $354
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