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The FINANCE Committee considered: HR 147
HOUSE BILL NO. 147 INSURANCE

"An Act relating to the regulation of insurance, insurance licensing, surplus lines, insurer deposits, motor vehicle
service contracts, guaranteed automobile protection products, health discount plans, third-party administrators,
self-funded multiple employer welfare arrangements, and self-funded governmental plans; and providing for an

effective date."
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2005 LEGISLATIVE SESSION Bill Version: CSHB K7fL&C)
(H) Publish Date: 1/1/05

Dept. Affected: Commerce
Insurance 1116)

Revision Date/Time (Note if correction):

Title Omnibus Insurance '‘RDU
Component Insurance

Sponsor Rules by request of the Governor

Requester House Labor & Commerce Component No. 354

Expendilures/Revenues (Thousands of Dollars)

Note: Amounts do no! include inflation untess otherwise noted below.

OPERATING EXPENDITURES FY 200G FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
00 0.0 0.0 0.0 0.0 0.0

Personal Services
Travel
Contraclual
Supplies
Equipment

Land & Structures
Grants & Claims

Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands ol Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type—Do nol .«ili>m.",Vej

TOTAL 0.0 0.0 0.0 0.0 00 0.0

Estimate of any current year (FY2005) cost: 00
Mark this box (X) if funding for this bill is included in the Governor's FY 2000 budget proposal:

POSITIONS
Full-tirne
Part-time
Temporary

ANALYSIS: 1 U h )t 1LV g it Loing

This legishti in does not have a fiscal impact on the mperations of the division since there are no onion
health trust sections in the current version.

Phone 007 759)

Prepared by. Luidu S Il.i i, D.ifitcr
Date/Time 3r25.055 63 I'M

Division Insurance

Approved by: Cdcnr Bl.itchUird, Coiinnllai’i Date 3'2513005

Agency r.t mtnirn > Cornn unity, and Ei cl velnpnn

eit.itin. -. eiwii, fNirjo 10l 1
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AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE MEYER

TO: CSHB 147(L&C)

Page 15, line 25, following "whether":
Delete "an"

1

2

3

4 Page 15, line 26:
5 Delete "insurer"
6

Insert
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11

13
14
15
16

24-GH1083\G. 1
Bullock
4/15/05

AMENI)MEN 1
BY REPRESENT ATTVE MEYER

OFFERED IN THE HOUSE
TO: 11B 147(L&C)

Page 11, lines 28 - 29:
Delete "a self-funded multiple employer welfare arrangement regulated under

AS 21.85"
Insert "any person issued or required to obtain a certificate of authority under this

title to transact life insurance, annuities, ind health insurance or to provide coverage for

the cost of medical care"

Page 17, line 2, following "annuities,"
Delete "or"

Page 17, lines 2 - 5.
Delete "offered or provided In an insurer, or in connection with coverace

offered or provided In a self-funded multiple employer welfare arrangement
rcsulated under AS 21.85 or the Comprehensive Health Insurance Association

created under AS 21.55"
Insert ", or the provision of coverage for the cost id’medical care"



24-GH 1083\G.2
Bullock
4/15/05

AMEN I)MENT 3

OFFERED IN THE MOUSE BY REPRESENTATIVE MEYER

TO: CSB 147(L&C)

Page 2, line 8, through page 3, line 21
Delete all material.

Renumber the following bill sections accordingly.

Page 14, following line 31:
Insert a new bill section to read:

"* See. 22. AS 21.36 is amended by adding a new seclion to read:
See. 21.36.065. I.imitation on owner controlled and contractor controlled

insurance programs, (a) An owner controlled insurance program or a contractor
controlled insurance program is subject to both AS 21.39 and AS 21.42. must be
approved by the director, and shad be allowed only for a major construction project.
Owner controlled and contractor controlled insurance programs are limited to property
insurance as defined in AS21.12.060 and casualty insurance as defined in

AS 21.12.070.
(b)

program does not include
(1) builder's risk or course of construction insurance;

(2; insurance relating to the transportation of cargo or other property:
(3) insurance covering one or more affiliates, subsidiaries, partners, or

Iti this seclion. an owner controlled or contractor controlled insured

joint venture partners of a person; or
(4) insurance policies endorsed to name one or more persons as

additional insureds.
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24-GH 1083\G.2

(c) In this section,
(1)  "contractor" means a person who meets the definition of

"contractor" in AS 0S.18.171 and who undertakes the performance of a construction
project for a project owner, its agent, or its representative;

(2) "contractor controlled insurance program" means an insurance
program where one or more insurance policies are procured on behalf of a contractor,
its agent, or its representative, by its insurance producer, as defined in AS 21.27.900,
for the purpose of insuring the contractor and one or more of the following:

(A) the project owner;

(D) asubcontractor;

(C) an architect;

(D) an engineer; or

(E) aperson performing professional services;

(3) "major construction project" means the process of constructing a
structure, building, facility, or roadway or major renovation of more than 50 percent of
an existing structure, building, facility, or roadway having a contract cost of more than

$50,000,000 of a definite term at a geographically defined project site;
(4) "owner controlled insurance program" means an insurance program

where one or more insurance policies are procured on behalf of a project owner, its
agent, or its representative, by its insurance producer, as defined in AS 21.27.90t, for
the purpose of insuring the project owner and one or more of the following;

(A) the contractor;

(B) asubcontractor;

(C) an architect;

(D) an engineer; or

(E) a person performing professional services;

(5) "project owner" means a person who, in the course of the person's

business, engages the service of a contractor for the purpose of working on a

construction project;
(6) "subcontractor" means a person to whom a contractor sublets all or

part of a contractor's initial undertaking."
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Renumber the following bill sections accordingly.

2

3
4 Page 15, line 25:

5 Delete "AS 21.12.140"

6 Insert "AS 21.36.065"

7

8  Page 15, line 29:

9 Delete "AS 21.12.140"
10 Insert "AS 21.36.065"
1
12 Page 17, line 26:

13 Delete "22"
14 Insert "21"
15

16 Page 17, line 28:
17 Delete "22"
18 Insert "21"
19

20 Page 17, line 29:

21 Delete "22"
22 [nsert "21"



Committee Changes to HB 147

Discussions from Ihe Committee and public testimony prompted the
removal of the following parts of HB 147 24-GH1083\A:

Section 28: Page 15, line 6 - Page 17, line 25
Section 29: Page 17, line 26 - Page 18, line 3
Section 30: Page 18 lines 4-20

Section 33: Page 19 lines 12- 15; lines 20 - 2S

In addition, a new Section 3 was added into CSMB 147(L&C) on Page 2,
line 8 - Page 3, line 21 and a new Section 24 on Page 25 lines 24 - 29.
This amendment addresses the limitations on the use of Owner Controlled
insurance Programs (OCIP) and Contractor Controlled Insurance Programs
(CC1P) to the construction of large ($50,000,000.00+) projects of public or
private nature over a defined period of time at a specified location or

recion.

All of the abovemcntioncd changes have been completed with the input
and consent of the Division ol' Insurance (the bill’s sponsor).



See.

1b

Statute
21.09 160

21.09.160(c)
21.24.040(a)
21.24.040(e)
21.24.130(d)

21.27.010(c)

21.27.100

21.27.110

21.27.380(a)
21.27.630(b)
21.27.630(c)

21.27.630(k)
and (1)

21.27.650(a)

Section Analysis of HB 147/SB 108

Change
Amended

Added
Amended
Amended

Amended

Amended

Amended

Amended

Amended
Amended
Amended
Added

Amended

Purpose or Effect

Removes requirement that the director provide specific
notice to agents appointed with an insurer of the suspension
or revocation of the insurer’s certificate of authority; clarifies
automatic suspension or revocation of authority of a
managing general agent of an insurer whose certificate of
authority has been suspended or revoked.

Requires an insurer to notify its agents and managing general
agents of the insurer’s suspension or revocation.

Removes never used option for how deposits may be made
by deleting references to a safe deposit hox.

Removes never used option for how deposits may be made
by deleting references to a safe deposit box.

Provides public protection by permitting the director lo
release an insurer’s statutory deposits to a guaranty fund of
which the insurer is a member, ifa right lo receive all or a
portion of the deposit is assigned to the guaran'v fund.
Removes reference to the functions of a third party
administrator since those are defined in AS 21.90.9U0;
changes reference to the specific third party administrator
statutes.

Eliminates requirement for insurer or managing general
agents to file appointments with the division; requires the
insurer and producer to maintain a listing of agents/managing
general agents and to provide the list upon request of the
director.

Eliminates requirement for an insurer or reinsurer to file
termination of appointments with the division since
appointments will no longer be filed with the division;
however, an insurer or reinsurer will he required to file
notice of teimination when the termination is for cause.
Allows the director to notify a licensee of renewal by means
other than mail.

Replaces the term “class of insurance” with the defined term
“class of authority.”

Removes reference to the functions of a third party
administrator since those are defined in AS 21.00.000.
Removes the requirement of an admitted insurer to file and
obtain a separate third party administrator registration; adds
a requirement fora thud party administrator who qualifies
for exemption to file a certification with the director.

Includes a requirement for a person who meets an exemption



14

15

16.
17.

18.
19.
20.
21.

22.

23.
24,

25.

26.

21.

21.27.660

21.27.650(q)

21.27.900(33)

21.34.040(d)

21.34.100(a)

21.34.100(1)
21.36.030(a)
21.36.030(a)

21.36.155

21.36.195
21.51.405

21.55.500(16)

21.66.080(a)

21.66.085(b)

New

Added

New

Amended

Amended
Amended
Amended

Amended

New-

Amended

New-

Amended

Amended

Amended

provision under the chapter to file a certification with the
division.

Clarifies that the Comprehensive Health Insurance
Association is considered an insurer for die purposes of a
person who acts as a third party administrator on behalf of

that association.

Authorizes the director to immediately suspend a third party
administrator’s registration, w'ithout advance notice or
hearing, if the administrator is insolvent, in bankruptcy, in
receivership or other delinquency proceeding or is using
methods or practices injurious to policy holders or the public.
Defines appointment

Specifies the liming for financial reporting for alien insurers
to coincide with their filling dates for stockholder reports;
eliminates duplication.

Makes minor changes to surplus lines filing insurance
placement requirements; reflects industry practices.

Makes minor changes to surplus lines filing insurance
placement requirements; reflects industry practices.

Expands provision prohibiting misrepresentation and false
advertisimi to inch le electronic communications.

Adds reference to health discount plans to give the director
authority to regulate trade practices of health discount plans
that are not otherwise regulated under AS 21; specifics that
misleading references to health discount plans are considered
unfair trade practices.

Adds provision to give the director authority to regulate trade
practices of health discount plans that are not otherwise
icgulated under AS 21 and establishes guidelines for
regulation of these products.

Makes minor changes lo surplus lines filing insurance
placement requirements; reflects industry practices.

Requires that rates for health insurance policies not be
excessive, inadequate or unfairly discriminatory. The change
makes the standards applicable to individual health insuiance
rates the same as those that apply to other types of insurance
and brings Alaska law in line with other stales.

Clarifies that the plan administrator for the Comprehensive
llc.alth Insurance Association must be registered as a third
parl\ administrator.

Allow s the director to designate the location for filing of
financial statements for title insurers to be consistent with
other insurers.

Changes the due date for financial statements for title
insurers to be consistent with other insurers.



28.

29.
30.

31.

32.
33.
34.

35.
36.

37.
38.

21.85.200 -
230

21 85.500
21.89.120

21.90.900(42)

21.90.900(43)

21.90.900(45)
- (47)

21.24.040(b);
21.27.330(h);
21.27.650(p)

[ 'ncodified
Law
Uneodificd
Law

Effective Dale
Effective Date

1New

New
New

Amended

Amended

New

Repealed

Amended

Amended

Provides for division t versight of certain self-funded
governmental plans that arc exempt from coverage under the
state’s group plan.

Defines self-funded governmental plans.

Clarifies the director’s authority to adopt regulations
regarding the regulation of motor \chicle service contracts
and guaranteed automobile protection products.

Expands definition of third parly administrators to include
administrators for the Comprehensive Health Insurance
Association or for self-funded employer plans subject to AS
21.85.

Expands definition of transact lo apply in the context of
providing coverage lor medical care.

Adds definitions for guaranteed automobile protection,
health discount plan and motor vehicle service contract.
Removes reference lo use of safe deposit boxes; eliminates
requirement for firms to file and pay a fee for branch offices;
and removes provision that defines transact with respect to
operating requirements for third party administrators as it has
been moved to a definition section at the end ol lhc article
pertaining to third party administrators.

Allows regulations for implementation for certain sections
but not before those sections are effective.

Provides revisers instructions regarding title of section 21.85
and restructuring of section into three articles.

Makes certain sections effective .lulv 1 2005.

Makes all other sections effective immediately.



HB 147

Certificate of Authority
Deposit

Capital & Surplus

Risk Based Capital Analysis
Reserves

Audited Annual Statement
Non-Audited Quarteily
Biographical Affidavits
Premium Tax

Fees

Fidelity Bond

TRUST

30% Claim Liability
Statute 21.18

Traditional
X

10% of Claim Liability

MEWA INSURER
X X
200,000 300,000
0 Up to 5.2 Million
X

Statute 21.18 Statute 21.18
Yes - 21 pages Yes - 120 pages

X X
v X
X X
02,350
ERISA X



HOUSE BILL 147

A. FIIING REQUIREMENTS

Contribution Rates : Adequate to pay claims
Flan Description : To participants so know what is covered
Administative Services: Qualified handling of claims

Financial Audit: Solvency Analysis
Actuarial Opinion : Reserves for claims, Stop Loss Coverage for plan

protection, recommendations for financial condition
Number of employees & dependents covered

U. ADDITIONAL REQUIREMENTS

Scope of Insurance Code

Director Authority for Ilcarings and Orders

Man.igcu Care Internal and External Review/Judgement such as
utilization or pre-authorization

Records

Reserve requirements

Trade Practices

Group Life

Mandates
Group 1lcalth - federal Requirements such as HIPPA

10 Rehabilitation it Liquidation
11. Definitions
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N2 AAC 39.900. Exemption from group health and life insurance coverage for state bargaining
units

Q (a) A bargaining unit of the executive branch of die state may be exempted from die coverage ol die
group insurance policy or policies covering stale employees, their spouses, and eligible dependents by
entering into a collective bargaining agreement that meets the requirements of (b) and (c) of diis section,
and if the commissioner of administration approves the exemption.

(b) A collective bargaining agreement exempting a bargaining unit from the coverage of a group policy
or policies as provided in (a) of this section must provi Ic for the indemnification of the state for liability

for any consequence, loss, injury', or claim arising from the exemf lion.

(c) An alternative insurance program implemented as a result of an exemption permitted under this
section must comply with all applicable federal and state law and regulations, and, beginning July 1,
2004, meet the requirements of mandatory coverage set out in AS 39.30.090 (a)(2), and die requirements
of 2 AAC 39.910 and 2 AAC 39.915.

3 History: Eff. 6/9/89, Register 110; am 7/1/2003, Register 166
S Authority: AS 39.30.090

3/2/2005 7.10 AM



mipj/www.iegis.iiaic.il>..uvL’gi-i))ii/ioiioKsu.all/siaa\U4/qui:r>=j'J: u...

Sec. »39.30.090«<. Procurement of group insurance.

(a) The Dcpanment of Administration may obtain a policy or policies of group insurance covering
state employees, persons entitled to coverage under AS 14.25.16S , AS 22.25,090 , AS 39.35.535 or
former AS 39.37.145, employees of other participating governmental units, or persons entitled to
coverage under AS 23.15.136 , subject to the following conditions:

(1) A group insurance policy shall provide one or more of the following benefits: life insurance,
accidental death and dismemberment insurance, weekly indemnity insurance, hospital expense insurance,
surgical expense insurance, dental expense insurance, audiovisual insurance, or other medical care

insurance.

(2) Each eligible employee of the state, the spouse and the unmarried children chiefly dependent on
the eligible employee for support, and each eligible employee of another participating governmental unit
shall be wovered by the group policy, unless exempt under regulations adopted by the commissioner of

administration.
(3) A governmental unit may participate under a group policy if

(A) its governing body adopts a resolution authorizing participation, and payment of required
premiums;

(B) a certified copy of the resolution is filed with the Department of Administration; and

(C) the commissioner of administration approves the participation in writing.

(4; In procuring a policy of group health or group life insurance as provided under this section ot
excess loss insurance as provided in AS 39.30.091, the Department of Administration shall comply with
the dual choice requirements of AS 21.86.310 , and shall obtain die insurance policy from an insurer
authorized to transact business in the state under AS 21.09, a hospital or medical service corporation
authorized to transact business in this state under AS 21.87, or a health maintenance organization
authorized to operate in this stale under AS 21.86. An excess loss insurance policy may be obtained from
a life or health insurer authorized to transact business in this stale tinder AS 21.09 or from a hospital or
medical service corporation authorized to transact business in this state under AS 21.87.

(5) The Department of Administration shall make available bid specifications for desired insurance
benefits or for administration of benefit claims and payments to (A) all insurance carriers authorized to
transact business in this state under AS 21.09 and all hospital or medical service corporations authorized
to transact business Under AS 21.87 who are qualified to provide the desired benefits; and (It) lo
Insurance carriers authorized to transact business in this state under AS 21.09, hospital or medical service
corporations authorized to transact business under AS 21.87, and third-party administrators licensed to
transact business in ibis state and qualified to provide administrative services. The specifications shall be
made available at least once every five years. The lowest responsible bid submitted by an insurance
carrier, hospital or medical service corporation, or third-party administrator with adequate scr icing
facilities shall govern selection ol a carrier, hospital or medical service corporation, or third-party
administrator under Ibis section or the selection of an insurance carrier or a hospital or medical service
corporation lo provide excess loss insurance as provided in AS 39.30.091 .

(6) If the aggregate of dividends payable under the group insurance policy exceeds the governmental
unit's share of the premium, the excess shall he applied by lhe governmental unit for the sole benefit of
I

the employees. \

3/2/201)5 fi:52 AM
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(7) A person receiving benefits under AS 14.25.] 10, AS 22.25, AS 39.35, or former AS 39.37 may
continue the life insurance coverage that was in effect under this section at the time of termination of

employment with the state or participating governmental unit.

~(9) A person electing to have insurance under (7) of this subsection shall pay the cost of this
insurance.

(9) For each permanent part-time employee electing coverage under this section, the state shall
contribute one-half the state contribution rate for permanent full-time state employees, and the permanent
part-time employee shall contribute the other one-half.

(10) A person receiving benefits under AS 14.25, AS 22.25, AS 39.35, or former AS 39.37 may
obtain auditory, visual, and dental insurance for that person and eligible dependents under this section.
The level of coverage for persons over 65 shall be the same as that available before reaching age 65
except that the benefits payable shall be supplemental to any benefits provided under the federal old age,
survivors, and disability insurance program. A person electing lo have insurance under this paragraph
shall pay the cost of the insurance. The commissioner of administration shall adopt regulations

implementing this paragraph.

(11) A person receiving benefits under AS 14.25, AS 22.25, AS 39.35, or former AS 39.37 may
obtain long-term care insurance for that person and eligible dependents under this section. A person who
elects insurance under this paragraph shall pay the cost of the insurance premium. The commissioner of

administration shall adopt regulations to implement this paragraph.

(12) Each licensee horn g a current operating agreement for a vending facility under AS 23.15.010 -
23.15.210 shall be covered by the group policy that applies to governmental units other than the stale.

(b) in this section
(1) "eligible employee™ means

(A) an employee who has served in permanent full-time cr part-time employment with the same
governmental unit for 30 days or more, except an emergency or temporary employee;

(R) an elected or appointed official of a governmental unit, effective upon taking the oath of office;
and

(C) a contractual employee of die legislative branch of state government under AS 24.10.060 (f) if
the employee’s personal services contract provides that the employee is entitled to coverage;

(2) "governmental unit" means the state, a municipality, school district, or other political subdivision
of the state, and the North Pacific Fishery Management Council;

(3) "insurance”, "insurance carrier" arid "insurance policy" include health care services, health care
service contractors and contracts, and health maintenance organizations.

Sec. 39.30.091. Authorization for self insurance and excess loss insurance.

Notwithstanding AS 2J.86.3J0 or AS »30.3().0(>0 «, the Department of Administration may provide, by
means of self insurance, one or more of the benefits listed in AS tt39.30.09Q <<(a)( 1) for state employees
eligible for the benefits by law or under a collective baruainimi agreement and for persons receiving

3/2/21105 6:52 AM
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benefits under AS 14.25, AS 22.25, AS 39.35, or former AS 39.37, and their dependents. The department
shall procure any necessary excess loss insurance under AS »39.30.090 M

u>

V2/2LKI5 6.52 AM



APEA/AFT

Alaska Public EmeIo ees Association/AFT (AFL-CIO)
I

State Headguarters! Juneau Field Office
21] Fourth Street, Suite 306, Juneau, Alaska 99801
Phone: (907J 586-2334 / (S00) 478-9991 (Within Alaska) / Fax: 463-4980 / Acct Fax: 586-5980

Website: www.apea-aft.org
March 16, 2005

The Honorable Tom Anderson,

Alaska State Representative and

Chair. House Labor & Commerce Committee
State Capitol Room 408

Juneau, AK 99801

RE: Opposition to HB 147 - Insurance

Dear Representative Anderson:

APEA/AFT wishes to express strong concerns about several sections of HB 147, which is currently
before your committee,

The legislation impacts just a small number of our members but is both significant and negative in its
impact. Wc represent approximately 300 school district employees in the Juneau School District,
who work in maintenance, nursing, para-educators, and administrative clerks. Like many Alaskans,
they have seen their health benefits costs increase to prohibitive levels.

The Juneau Fducation Support Staff (JESS) worked long hours with the school administration to
reduce and control the sta%gering costs of the employees’ health insurance program. Between 2002
and 2004, our Blue Cross health insurance premiums increased S268.00 per employee per month,
from S500 to S768. Last spring, we signed a contract to form our own health insurance trust. We
have worked during the past year to finally establish that trust, and succeeded in reducing the monthly
contribution rate to $685 per employee, more than $75.00 below the existing plan cost and saving
substantial amounts of money to both the employees and the school district.

Unfortunately, provisions within HB 147 will pertain to our new trust and will result in the imposition
of large fees and unanticipated costs to the trust. ‘'Llie new fees and costs do not improve or enhance
our health insurance plans. Our members have taken the initiative to help brin? their medical
insurance costs down, thus helping both the state and the school districts, but it 1IB 147 passes as
currently written, our members will be punished for their efforts and successful reduction of health
insurance costs. \We ask that you exempt our small group from excessive, costly and unnecessary

requirement.

Southeast Regional Manager _
Cc: Members of the House I.abor and Commerce Committee

Anchorage Field Office Fairbanks Field Office
3311) Arctic Hlvd . Suite 200. Anehmai‘c Alaska 99503 K?S Cnlirei: Kind Fairbanks Alaska 99701


http://www.apea-aft.org

Statement of Opposition to HB 147 from Willis of Alaska

We are opposed to HB 147 because we believe the proposed legislation in Section 25
regarding Division oversight of certain governmental self-funded plans would cause
many of our clients to incur a large expense of time and money, for a purpose that is not

readily apparent to us.

The cost of healthcare has risen dramatically over the last 5 years, and is continuing to
rise at a double digit pace. In Alaska, there arc few options for employers when it comes
to funding health benefits. Many have chosen a self-funded plan because it affords them
more choice in designing a plan and serves as an efficient method for funding health
benefits. If this bill becomes law, it will make the self-funded plan a much less attractive
and would shift market share over to one of a handful of fully insured carriers writing
business in Alaska. This means less competition in the healthcare market and higher

costs for the State of Alaska and its employees.



PUDUC
EMPLOTEES

JIM ASHTON
Business Manager/
Secret;.ry-Tteasurer

ROBERT JOHNSON
Prosidenl

HEADQUARTERS
2510 Arctic Blvd.
Anchorage. Alaska 99503
FAX (907) 279-7171

(907) 276-7211

2122 Airport Way
Fairbanks, Alaska 99701
FAX (907) <156-1771
(907) 452-5024

710 West 9th Street
Juneau, Alaska 99801
FAX (907) 586-6757
(907) 586-6993

Submitted by Colleen Sovie at the request of Public Employees Local 71

Opposition to Alaska State Legislature House Bill 147 / Senate Bill 108
Sections 28 and 29

Summary: Sections 28 and 29 of HU 147/SB J08 impose unnecessary regulation and
costly administrative burden on Trust health plans which were established through the
collective bargaining process to provide benefits to state employees.

Imposes a Costlv Administrative Burden

+  The bill would require the Trusts to file actuarial reports and other documents. Two
annual reports would be required, as well as a report each quarter. The estimated cost to the
Trust in actuarial fees to produce the required filings is @ minimum of S40,000-S50,000,
assuming the actuary was already familiar with the plan. 'Hie fees could increase significantly
if the actuary were not already familiar with the plan. In addition, we anticipate
administrative costs and legal fees related to these filings.

+  The bill requires the Trust maintain a fidelity bond covering each trustee in an amount
not less than 10% of the benefits paid during the preceding plan year. For a large Trust, such
as the ASEA/AFSCME Local 52, a bond ofat least $6.4 million would be required. This is
substantially larger than the bonding requirements of ERISA and it is unusual for a health
trust to carry a bond of this size. Consequently, coverage may be difficult or impossible to
obtain. A bond of this size may no longer be considered an L.JSA bond and may carry'
higher rates. A substantial deductible may also be required.

+ The Division of Insurance will bear additional administrative expenses in order to review
and process these filings.

+  The State and Stale employees will also bear this administrative burden. The funds held
by the Trusts” health plans are to be used to provide health benefits to plan participants.
Every dollar that is diverted to administrative expenses is a dollar that is not available to
provide health benefit coverage.

Interferes With Collective Bnreaininu

«  This bill would allow the State to unilaterally determine the benefits to be provided to
covered « -dcipants, because the Trust would be required to comply with all State-mandated
benefits, in. otate-inandalcd requirements fir the pian administered by tiie Department of
Administration, and regulations adopted by the director. Although the Trust plans currently
provide coverage at a level that is as high as or higher than what is mandated by the State, the
Trust benefits are tailored to the participant group. The Trusts were originally created through
the collective bargaining process in order to allow the health benefit contributions lo be used
in such a way to better benefit participants.

*  Under this regulation, the Trust would be required lo provide any additional information
requested by the director, “relating to the financial cond tion, transactions, and affairs of the
plan." This requirement could be used, lo the Stale’s advantage, during the collective

bargaining process.

Imposes Requirements which may he Impossible to Mcit



+  The hill requites that the Trust “establish and maintain a plan of operation that ensures
that the plan will remain solvent as certified to by a qualified actuary.” It is unlikely that an
actuary would assume me 'lability to “ensure” solvency of any health plan.

«  The bill requires filing of contribution rates at least 60 days before the end of the plan
year (June 30 for both the PE71 and ASEA plans). The employer contribution is funded by
the legislature, and historically the funding has not been passed by the legislature early

enough to enable thi; filing.

Is Unnecessary

m Each of the Trusts was approved by the Division of Retirement and Benefits and has an
existing Letter of agreement in place allowing the provision of coverage to die members of
die sponsoring union.

Each Trust plan is subject to PHSA, HIPAA, COBRA, WHCRA, FMLA, USERRA,
MHPA and other federally mandated requirements.

« The Trusts are also regulated by the IRS and have received tax-exempt determination
letters as qualified voluntary employee beneficiary associations and must comply with all of
the Treasury Regulations associated with VEBA qualification.

+ The Trusts already report to the State under the terms of the LOAS.

+ Both die PE71 and ASEA plans voluntarily comply with the fiduciary standards set forth
in ERISA. The Trustees are fiduciaries, receive fiduciary training, are insured as fiduciaries,

and purchase fidelity bonds to protect against dishonesty.

 Hie Trust plans already provide Summary Plan Descriptions to covered participan

+ The Trust plans undergo an annual audit by a qualified independent certified public
accounting firm qualified in employee benefit plan audits. The participants arc entitled to a
copy of the audit results.

+ Participants have an opportunity to appeal denied benefit claims; if they are dissatisfied
with the appeal determination, the participant may arbitrate, and if dissatisfied with the
decision of the arbitrator may file suit in State Superior Court.

+ Ihe Trusts are subject to the jurisdiction of the Slate of Alaska Superior Courts.



March 14. 2005

Rcprescniative Tom Anderson. Chairman
Labor & Commerce Committee

24Ih Legislative, 1 Session

Alaska State Capitol

Juneau, AK 99801-1182

House Bill 147 - Alaska Statutes Section 21 Insurance

Dear Representative Anderson,

Enclosed is a proposed amendment to this legislation addressing limitations on
the use of Owner Controlled Insurance Programs (OCIP) and Contractor Controlled
Insurance Programs (CCIP) to the construction oflargc ($50,000,000.00 +) projects ol
public or private nature over a defined period of time at a specific location or region.

OCIP and CCIP’s have been designed in the past to provide for uniformity ol
insurance coverage limits and forms for a specific large construction project involving an
array ofvarious industry trades. Examples that are often described as OCIP and CCIP
projects include the Trans Alaska Pipeline. Hoover Dam, and the Scars lower in

Chicago.

There are large employers in Alaska that are proceeding with or contemplating the
use of OCIP and CCIP’s for the maintenance and repairs of their existing facilities.

There are several problems with using this insurance method for maintenance and
repair programs:

(1). The removal ofany insurance clients out of the already fragile Alaska
insurance market may lead to further deterioration of that competitive arena. Ihe total
volume of insurance business in Alaska is so small that any reduction in the available
insurance risks would lead to additional insurance markets exiting the state.
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(2). Any loss of the current insurance market will adversely alTect the remaining
clients overall bottom line cost. Fewer insurance markets leads to higher costs for the
rest of the clients not involved with the OCIP and CCIP.

(3). OCIP and CCIP include all owners, contractors, and sub-contractors for all
aspects of the construction project. All employers are defined and included on the
insurance program. No dual employer situations exist, and the insurance provided is the
sole source and remedy for the public and employee exposures. This is not so clear
when the OCIP and CCIP form of insurance is used for maintenance or repairs of existing

facilities.

Employees of XYZ sub-contractor may have several locations and jobs
throughout the state for operations during the year, but only a small portion is performed
on an OCIP facility. XYZ sub-contractor would provide workers compensation benefits
to their employees during travel exposures around the stale, but the OCIP or CCIP
program might cnly provide benefits lor the employee while actually present at the
maintenance site. Ifthe employee is being sent to the OCIP site by XYZ sub-contractor
but not included for benefits until they actually arrive at the maintenance site, who is
responsible for the travel exposure? This could lead to a lot of unnecessary litigation to
determine the employer/employee status at the time and place of injury.

This proposed language amendment is designed to clarify when an OCIP or CCIP
may be used, and would be subject to the Division ollnsurance oversight and approval.

Please gi ,e this amendment your consideration. Thank you.

Sincerely,

Michael F. Combs, CIC
Legislative Committee
Alaska Independent Insurance Agents & Brokers, Inc.



EC%NOMIl(J) DI!ZVELOPMENT
DIVISION OF INSURANCE

March 8, 2005

Mr. Grct> Culbert
P.O. Box 229
Galena, AK 99741

Dear Mr. Culbert:

Thank you for your input on HB 147. You were concerned that the bill would subject your city’s
health care program to State jurisdiction.

Section 28 of the bill would apply to self-funded governmental plans that are currently exempt
from the Division of Insurance’sjurisdiction (a group policy covering state employees and their
de'Rendants under Alaska Statute (AS) 39.30.90 and regulations adopted thereunder). Currently,
2 AAC 39.900 allows an exemption from coverage under a %roup policy for “bargaining units of
the executive branch of the state” i.e., state employee union health trusts. Therefore, section 28
would only apply to the five state employee union health trusts since these are the only
“bargaining units of I : executive branch of the state” exempt under 2 AAC 39.900.

Section 28 of HB 147 would not a_ppl)éto political subdivisions because a political subdivision is
not a bargaining unit of the executive branch of the stale. Therefore, the provisions in Article 2
(AS 21.85) of the bill would not be applicable to municipalities, scho X districts, or other
political subdivisions that self-fund their health plans.

Also, note that under AS 39.30.090, the state may obtain a policy ice covering
“participating” political subdivisions approved by the Commissi. , olitical subdivision
that self-funds its health plan is clearlg not part|0|pat|n? in a heal nance policy purchased
by the state and therefore AS 39.30.090 would not apply and since  >39.30.090 does not apply,

Section 28 of HB 147 would not apply to such self-funded political subdivisions.

Please feel free to contact me with any additional questions you may have.

Sincerely,

Linda S. Hall
Director

LH/KC/g04035.2
030805a

P.0. Hox 110X05. Juneau, Alaska ') )X11-0X05
Telephone: (4)7) .105-2515 Fax; ('4)7) .165-3422  lex|Telephone: 007) 465-5437
Email: iiisiiiaiiee@'eommeac.slate,ak.us  Website: lillp://www.eominerce.slale.ak.us/insuranee


http://www.eominerce.slale.ak.us/insuranee

Mr. Chairman:

-My name is Patricia Nault. Jam here today as a Trustee of the ASEA Health
Benefits Trust which I will refer to in my remarks as “the Trust”. The Trust is one
of the entities that would be subject to the requirements proposed in Sections 28 &
29 of HB 147. By definition in the Trust Agreement. Trustees are members of
ASEA Local 52. so | am also a union member and beneficiary of the Trust.

Since 2001. the Trust has been providing employee health benefits under a self-
insured plan to approximately 7,000 ASEA members and an additional 10,000
dependents of these members under provisions of the union’s collective bargaining

agreement with the State.

| am a relatively new Trustee, having been elected to this responsibility in
November 2004 by fellow union members. 1ran for this seat because I felt that by
virtue of 1) the experience and knowledge I have gained in 12 years of working in
policy and program development at the Department of Health & Social Services
and 2) my master’s degree in public administration, earned in 1999 from the
University of Alaska Southeast, I could contribute to the long-term success of the
Trust. In the total of 20 years I have worked as a state employee 1have relied on
the health benefits provided to state employees to take care of my family’s health
care needs. lam no\ doing my part to make sure future slate employees who are
members of Local 52 can continue to count on a good henefits package at a

reasonable out-of-pocket cost.

| am here lo express my concern that the requirements on self-funded government
plans proposed in 1IB 147 will increase the Trust's admin; urative costs without

House Labor and Commerce Committee hearing March 1S, 2005



Thank you, Mr. Chairman; I'm Chris Pace, a state employee. My comments are
against sections 28 and 29 “nd the fiscal note.

One of the positive reasons | like working for the state is that we benefit from a
self-funded government health plan sponsored by our union, Alaska State
Employees Association. We enjoy more health benefits from our precious health
care dollars because weVve been successful in keeping our administrative

overhead costs down.

HB 147 would reverse that. This bill would result in administrative overhead
expense that [dont want or need. My health plan is already being re?ulated as
a trust under Alaska Statute Title 13, and through our contract and letter of
agreement by the Division of Retirement and Benefits.

| hear about other bills aimed at keeping health care costs down. The worker’s
comp hill would pay doctors and hospitals at 1999 rates to keep health care
costs down. The PERS and TERS bills are partly to keep future state and
municipal employee health care costs down. Legislation to cap medical
malr)ractlce awards is aimed at keeping doctors insurance costs and rising
health care costs down. But HB 147 will do the opposite and drive my state

employee health care cost up.

It wont provide any additional money for doctor visits, prescriptions or dental
care. It would only move money out of state employee paychecks and into the
pockets of actuaries, accountants and bond brokers.

| know the legislature is always cautious when it cornes to adding new laws
that increase the financial burden and regulatory costs on the private sector in
Alaska. Well, here is a bill that would increase health care costs for thousands
of state employees, and yet the fiscal note onl]y includes fundln? for one
additional rePuIatory official at the Division of Insurance. Shouldn the fiscal
note also include fur ding to pay the union health plans for more actuaries, or
for buying the huge fidelity bonds that would be required?

Those added costs weren't factored into the contracts we just negotiated with
the state. Your health plan, the one for the commissioners, directors,
legislators and your legislative staff, isn't going to be burdened with these new
costs - only the union plans will have to pay. That's not a level playing field. I'm
just afraid that the tab for these additional regulatory costs is going end up on

the backs of state government employees.

So, l'urge you to either not jass this bill - HB 147 - or else to fix it here in
committee and remove sections 28, 29 and the fiscal note. Again, thank you.





