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STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 4/13/2007 
Title An act relating to fees for medical treatment
_____________ under the Alaska Workers’ Compensation Act

Fiscal Note Number:
Bill Version:
(H) Publish Date:

Dept. Affected: 
'RDU

1
CSHB 228(L&C)
4/16/07

Administration
Risk Management

Component Risk Management
Sponsor
Requester

Representative Kelly
House Labor and Commerce

Expenditures/Revenues

_  Component No. 

(Thousands of Dollars)

71

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Seivices 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

CAPITAL EXPENDITURES |
ICHANGE IN REVENUES ( ) | | 1 1
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Menlal Health
Other (Specify Type-Do not abbreviate)

TOTAL 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

Estimato of any curront yoar (FY2007) cost:
Mark this box (X) if funding for this bill Is includod
POSITIONS

0 . 0

r's FY 2008 budget propcn tho Govorno >sal:

Full-time
Part-time
Temporary
ANALYSIS: ( A t t a c h  a  s c p a r a l o  p a g o  i f n o c o s s a r y )

This bill extends tho current medical fee schedule from 8/1/2007 to 3/31/2009 with a new adjustment based 
on tho Anchorage area Consumer Price Index medical care component.

Risk Management administers the self insurance program providing workers' compensation protection for all 
Stato employees. Futuro Risk Management's workers' compensation assessments to Stato agencies will 
reflect costs incurred as premiums charged each agency are developed from actual claims expanses 
incurred.

Without this now indexed feo schedule tho curront schedule sunsets. Thureforo this agoncy anticipates a 
z e r o  fiscal impact. ______________________________
Prepared by: J. Brad Thompson. Director
Division Risk Management________

Phono 465-5723

Approved by Kevin Brooks. Deputy Commissioner
Agoncy Department of Administration_____

Date/Timo 4/13/2007 2:00 p.m.
Dato 4/13/2007

• I .'it. 'I .'.Mil. Pago 1 u( 1



F I S C A L  N O T E

Revision Date/Time (Note if correction):_______________________Department: Labor and Workforce Development
Title: Workers' Comp. Medical Treatment Fees RDU: Workers' Compensation__________
________________________________________________________ Component: Workers' Compensation__________
Sponsor: Representative Kelly___________________________________________________________________
Requester. House Labor and Commerce_________________Component Number: 344

Expend itu res /Revenues_________________________________(Thousands of Dollars)______________________

STATE OF ALASKA Fiscal Note: 2
2007 LEGISLATIVE SESSION Bill Version: CSHB 228(L&C)

(H) Publish Date: 4/16/07

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services
Travel
Contractual
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 ( ) | | 1
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Prcgram Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

Estimate of any current year (FY2007) cost: Nono
Mark this box (X) If funding for this bill Is Included in tho Governor's FY 2008 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

.

ANALYSIS: ( A t t a c h  a  s e p a r a t e  p a g e  i f  n e c e s s a r y )

There is no anticipated fiscal impact to the department as a result of this legislation,

Prepared by: Paul F. Llsanklo, Director_______________________________ Phono 465-6059______
Division: Workors' Compensation__________________________________Date/Time 4/12/07 4:23 PM
Approved by: Click Bishop, Commissioner____________________  Dato 4/12/2007
Agency: Department of Labor and Workforco Development______
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A l a s k a  S t a t e  L e g i s l a t u r e

Juneau Fairbanks

Toll Free 866-465-4976

Juneau. AK 99801-1182 
Phone(907)465-4976 
Fax (907)465-3883

State Capitol I3ldg., Rm. 513

Member
House Finance Committee 

Legislative Budget & Audit

1292 Sadler Way, Ste 323 
Fairbanks, A K 99701 
Phone (907) 452-6084 

Fax (907) 452-6096

R e p re s e n ta t iv e  M ik e  K elly
House District 7

Sponsor Statement 
HB 228

In 2005 the Alaska Legislature passed SB 130 which was a rework of the 
Workers Compensation statutes. As part of this rework, medical payments were 
frozen at the 2004 fee schedule so that a review could be done of the underlying 
reasons for premium increases. This review was to be jointly done by a special 
Workers Compensation Legislative Taskforce in concert with the Department of 
Labor & Workforce Development Medical Review Committee. Two important 
tasks of the committee were to look at program design problems and to study the 
underlying reasons for medical cost increases experienced in the program. 
Following this, the taskforce was to develop recommendations to moderate 
program increases in the future. As part of the conditions of the medical rate 
freeze, the Taskforce was to have completed their review by February of 2006 
and the rate freeze would sunset in August of 2007 (to be replaced by a new fee 
schedule).

The Taskforce did not complete its report by February of last year and we are 
facing the sunset of the medical rate freeze in August of this year. There is not 
yet a plan for the post rate freeze sunset period and that is why this legislation 
was introduced.

Under HB 228, the medical rate freeze would be extended two years to allow 
time for recommendations to be developed. It implements an annual rate 
increase based on the CPI index. This extension of the freeze should allow time 
for the insurance companies to compile and submit their analysis and 
recommendations after reviewing care costs for injured workers so that the 
Legislature can address the underlying reasons for premium increases.

25-LS0773\K Puge I 4/17/2007



Alaska Timber Insurance Exchange 
Workers' Compensation Medical Cost Concerns 

March 2, 2007

Introduction:

Employers in Alaska have experienced significant increases to their workers' 
compensation premiums over the last several years. The Oregon Workers' 
Compensation Premium Rate Ranking released in January 2007 by the State o f ’ 
Oregon Department of Consumer and Business Services reports that./ij&ska.'ha's • 
the highest workers' compensation premium rates in the United States. This 
report was based upon premium rates in effect during 2006.

Workers' compensation rates in Alaska decreased for 2007 but it is anticipated 
that this will be short lived since the cost of providing medical care for injured 
workers is expected to escalate significantly when the use of the current workers' 
compensation medical fee schedule is discontinued in August 2007. -

This paper outlines the history of workers’ compensation medical fee schedules 
in Alaska; it then addresses why there should be concern about not having a 
workers’ compensation medical fee schedule after August 2007 and then offers a 
solution to this problem.

Background:

In 1988 the Alaska Legislature passed Seriate Bill 322 (SB 322). SB 322 
contained changes to the Alaska Workers' Compensation Act that were designed 
to reduce workers' compensation costs for Alaskan employers. One provision of 
SB 322 required that the Alaska Workers' Compensation Board (AWCB) adopt 
usual, customary and reasonable workers’ compensation medical fee schedules 
at least once each year.

The AWCB, through regulation, specified that workers' compensation medical 
expenses were to be paid at the 90lh percentile of the usual, customary and 
reasonable fees. Each year a new medical fee schedule was created with 
updated fees (usually higher) and any new medical procedure codes that might 
have been created during the past year.

Senate  BN 130 (SB 130), which b ecam e law in A ugust 2005, repealed  and 
replaced the existing m edical fee language found in A iaska S ta tu te  23.30.095(f). 
AS 23.23 .30 ,097(a)( 1), the rep lacem ent stat jte , specified that the fee schedule 
to be used  to determ ine am oun ts  paid for medical fees  and  serv ices would be  the 
fee schedu le  specified by Ihe AWCB in its published bulletin d a ted  D ecem ber 1, 
2004.



Section 75 of SB 130 repeals the medical fee schedule replacement language, 
AS 23.30.097(a)(1), in August 2007.

Essentially, the amount paid to medical providers for procedures listed in the 
medical fee schedule are “frozen" from August 2005 to August 2007.

The Reason For Concern:

In August 2007 when the medical fee schedule statute sunsets, there will be no 
cap on the amount that can be charged to workers' compensation insurers and 
self-insured employers, including the State of Alaska, for the medical services 
provided for workers’ compensation claimants.

Recent medical bills received by ATIE indicate that a significant increase in 
medical care costs is expected if no cap exists on the amount paid for medical 
services. The following table illustrates this:

Fee
Billed Schedule Increase

Procedure Amount Amount Amount %

Office Visit Moderate to High Severity 25 Minutes S 306 S 184 $ 122 66%
Emergency Dept Visit Moderate Severity 345 212 133 63%
Laminotomy with decompression, 1 interspace lumbar 1.682 1,345 337 25%
Office Visit Moderate to High Severity 25 Minutes 278 184 94 51%

Another concern is that the expected increase in medical care costs due to not 
having a workers' compensation medical fee schedule was not included in the 
2007 workers' compensation loss cost (rate) filing with the Alaska Division of 
Insurance. If the average medical costs that ATIE is required to pay increase by 
20% in August 2007, the rates being charged for workers' compensation 
insurance by ATIE and other workers' compensation insurers should be 
approximately 11% higher than they currently are to compensate for this 
increase.

Poss ible Solution:

In an Informal Opinion regarding SB 130 dated July 13. 2005. the State of 
Alaska, Department of Law staled in footnote 91. "Even if subsec. (a)(1) is 
repealed, the general power of Ihe board to regulate medical charges, contained 
in AS 23.30.097(a), authorizes the board to adopt regulations setting fees lower 
than those allowed by AS 23.30.097(a)(2) or (3).''



AS 23.30.097(a) states, “All fees and other charges for medical treatment or 
service are subject to regulation by the board consistent with this section."

The AWCB, with its statutory authority to enact regulations addressing fees for 
medical treatment, should exercise its power and enact regulations to replace the 
expiring medical fee schedule as quickly as possible/

For further information or questions regarding the above please contact either 
Michael Hinchen or Pamla Scott at 907-225-9451.
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Fairbanks, AK 99701 
Phone (907) 452-6084 

Fax (907) 452-6096

Member
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M E M O R A N D U M

D A T E : A p ril 10, 2007

T O : R ep resen ta tiv e  M ike K elly

F R O M : D crclc M ille r

R E : S ectional A nalysis fo r H B  228
(V ersion No. 25-LS0773\E)

A  sectional sum m ary o f  a bill should not be  considered an authoritative interpretation o f  
the bill. The bill itse lf  is the best statem ent o f  its contents. I f  you would like an 
interpretation o f  the bill as it m ay apply to a particular set o f  circumstances, please 
advise.

Section 1. Specifies that fees and other charges for m edical treatm ent or service provided 
before August 1 ,2007  do not exceed the fees in the fee schedule specified by the 
W orkers’ Com pensation Board in its published bulletin dated Decem ber 1, 2004. 
Specifics that fees and other charges for m edical treatm ent or service provided after 
A ugust 1 ,2007, bu t before M arch 3 1 ,2009  is the percentage change between 2004 and 
2006 in the m edical care com ponent o f  the Consum er Price Index for the A nchorage 
m etropolitan area.

Section 2. Repeals AS 23.30.097(a)(1), specifying fees and other charges for medical 
treatment o r service m ay not exceed the fees in the fee schedule specified by the 
W orkers’ Com pensation Board in its published bulletin dated Decem ber 1, 2004.

Section  3. A llow s the D epartm ent o f  Labor and W orkforce Development to adopt 
regulations necessary  to im plem ent this act.

Section 4. Section 3 o f  this act takes effect im m ediately.

Section 5. Section I and 2 o f  this act take effect July 31, 2007.

Juneau
State Capitol Bldg., Rm. 513 
Juneau, AK 99801-1182 
Phone (907) 465-4976 
Fax (907) 465-3883 
Toll Free 866-465-4976
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A SH N H A  Position on CSIIB 228 - W orker Com pensa tion  Act D ealing  w ith  Fees to Providers 
P repared  by: Rod Betil, President/CEO // April 13,2007
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W ho Does ASHNHA Represent?
The Alaska State H ospita l and Nursing Home Association membership includes 24 acute 
care hospitals, 2 behavioral health Facilities, 6 assisted living Facilities (Alaska Pioneer Homes), 
and 5 Free-standing nursing Facilities, Nine oF our 24 acute care hospitals also provide nursing 
home services. We believe ASHNHA's rich composition oF private, Federal, state, and tribal 
health care Facilities provides a balanced viewpoint on important health care policy matters. 
ASHNHA's membership authorized the position expressed in this testimony.

ASHNHA STRONGLY SUPPORTS CSHB 228:
ASHNHA members' strong support For CSHB 228 stems From their unique dual role as both 

3 providers and employers within their communities. Alaska's employers will experience a major
I  increase in workers compensation premiums unless action is taken to modify and extend the
j  provider rate Freeze implemented under SB 130 during the 2005 legislative session. Legislation
[ is needed because the Administration had indicated they cannot extend this Freeze by
: administrative regulation.

:  In 2005, ASHNHA agreed to compromise legislation that Froze medical payments For two years
pending review oF the underlying reasons For premium increases, including both medical costs 

'tj and general program design problems. This review was to be done jointly by a special Worker's
C Compensation Legislative TaskForce working in concert with the Department oF Labor &
" Workforce Development's Medical Review Committee.

The rate Freeze enacted by SB 130 is scheduled For sunset in 2007 yet the Legislative Taskforce 
ft did not complete its work beFore its authority expired earlier this year, in part because the
Jj medical cost analysis has not been provided by insurers. Allowing the rate Freeze to sunset
- without adopting well thought out permanent reForm to take its place will lead to severe

financial losses by workers compensation insurers and ultimately significant increases in 
ij employer premiums. This will impact small and medium employers most dramatically as most

large employers are self-insured.

Passage of CSHB228 will extend the sunset date For the rate Freeze along with a modest fee 
adjustment based on the medical CPI to give time for comprehensive reForm recommendations 

~A to be developed and presented to the Legislature.

 ̂ ASHNHA members urge your support of CSHB 228 and passage From this Committee.

This Testimony is on Behalf o f the Follow ing Alaska Healt h Care Facilities
Alaska Regional Hospital, Alaska Native Medical Center, Alaska Pioneer Home System, Ba rtle tt 
Regional Hospital, Bassett Army Community Hospital, Central Peninsula General Hospital, Cordova 
Community Medical Center, Denali Center Nursing Home, Fairbanks Memorial Hospital, Heritage 
Place Nursing Home, Kanakanak General Hospital, Ketchikan General Hospita l, Maniilaq Health 
Center, Mary Conrad Center, Mat-Su Regional Hospital, Mt. Edgecunibc Hospita l SEARHC, Norton 
Sound Regional Hospital, Petersburg Medical Center, Providence Alaska Medical Center, 
Providence Extended Care Center, Providence Kodiak Island Medical Center, Providence Seward 
Medical & Care Center, Providence Valdez Medical Center, Sitka Community Hospita l, South 
Peninsula Hospital, St. Elias Specia lty Hospital, USAF 3"1 Medical Group- Elmendorf, W rangell 
Medical Center, Yukon Kuskokw lm  Delta Regional Hospital, Alaska Psychiatric In s titu te , North 
S tar Behavioral Health System, W ild flow e r Court Nursing Home.

Alaska State Hospital & Nursing Home Association: 426 Main St., Juneau, AK 99001: (902) 5110-1290 I



March 30, 2007

The Honorable Mike Kelly 
House of Representatives 
Alaska State Legislature 
State Capitol
Juneau, Alaska 99801-1182 

Dear Representative Kelly:

The Alaska Municipal League Joint Insurance Association (AMLJIA) supports House Bill 228.

The AMLJIA is a not-for-profit self-insurance pool for approximately 152 cities, boroughs and school 
districts organized under AS 21.76. Member local government entities self-insure for the first $500,000 
of each workers’ compensation loss and purchase reinsurance to statutory limits.

By its design, the pool is considered an efficient risk-financing mechanism because there is no pressure 
to generate shareholder profit. Rates are calculated to cover expected losses, loss development from 
prior years, any incurred but not reported losses, the cost of reinsurance and administrative overhead 
(claims handling, etc.).

As you are obviously aware, when the Alaska State Legislature passed the workers' compensation 
reform package in 2005, medical costs were frozen at 2004 rates until August of 2007. As August 
approaches and the session has reached its half-way point, I have become increasingly concerned 
about the thawing of the 2004 rate freeze. Although I'm not a legal scholar, it appears to me that this 
important issue can only be resolved by a legislative action this session.

Shortly after the passage of S8130, the Medical Services Review Committee was resurrected to advise 
the Alaska Workers’ Compensation Board and the Department of Labor in matters involving the 
appropriateness, necessity, and cost of medical and related services under the Alaska Workers' 
Compensation Act. I was appointed to this committee along with eight others. Throughout 2005, Ihe 
committee met to formulate recommendations specifically surrounding this issue. The report was 
provided to the legislative task force chaired by then Senator Seekins. I felt there were several good 
recommendations in the report. The report is available from the Division of Workers' Compensation 
and I encourage you to review it during the interim as we forge ahead to solve Alaska's Workers' 
Compensation problems.

While I lack sufficient knowledge to recommend what adjustment is appropriate, it does seem fair to me 
to provide for some inflationary protection for the providers.

Thank you for addressing this critical issue. Please let me know if I can be of further help.

Sincerely,

Kevin Smith 
Executive Director

PRO i ECr
u,n ,u  oi«i,c ALASKA M U N  It : I  [’AI I l A tilJl-'
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Alaska Physicians & Surgeons, In c .
4120 Laurel Street, Suite 206 

Anchorage, Alaska 99508 
Phone: 907-561-7705 Fax: 907-561-7704 

Website: www.apsdoctors.org

Board o f Directors 
J o h n  D u d d y , M D  
M ic h a e l N o r m a n , M D  
J o h n  M u e s , M D  
J o h n  D e K e y s e r , M D  
M J / tim  L u c h t , M O  
G e o r g e s . R h y n e e r , M D  
S u s a n  D ie t z , M D

R ic h a r d  N e u b a u e r , M D  
P a u l S t e e r , M D

R o t a n d  G o v r e r , M D  
H e d r ic  H a n s o n , M O  
L y n n  H o m b e in , M D  
L e la n d  J o n e s , M D

B o a rd  o f  D irecto rs

April 13, 2007

The Honorable Representative Mike Kelly 
State Capita! Building 
Juneau Alaska 99801

Re: HB228

Dear Representative Kelly,

Alaska Physicians & Surgeons recognizes that the Workers Compensation system in Alaska has been in 
need of a comprehensive fix for several years, and in 2005 agreed that a freeze In provider rates was the 
best short term solution to allow for further study of the system's may problems. The rate freeze is set to 
expire this summer. Given the lack of progress in finding a long term solution, my board of directors feels 
that an additional extension of the rate freeze with a cost of living adjustment Is a better short term 
solution than letting the system suffer the potential effects of no fee schedule at all. Therefore we are in 
support of HB228, as the only viable solution in the short run.

If the physician community's participation In formulating a permanent fix is to occur, the insurance 
industry's 3 year lack of production of data, identifying the cost drivers In the Workers Compensation 
system, must somehow be addressed in the next year.

Mike Haugen, JD, MBA

Email; <ikphys^.aUiskg net Website: w'.vw.o/KiJocton tirg

http://www.apsdoctors.org


central peninsula hospital(̂ heritage place
April 6, 2007

Rep. Kurt O lson , C ha ir
H ouse Labor and Com m erce Committee
A laska State Legislature
State Capital (MS 3100)
Juneau, Ak. 99801-1182

Re: HB 228— W orker’s Compensation

Dear Kurt:

I am writing today to ask for your assistance concerning HB 228, “An Act relating to fees 
for certain m edical treatm ent and service under the Alaska W orker’s Compensation Act; 
and providing for an effective date.” I see that Labor and Comm erce is the first 
com m ittee o f  referral.

I ’m pleased that this legislation has been introduced by Rep. Kelly. It is m y 
understanding that without the passage o f  this legislation the Dept, o f  Labor does not 
have adequate direction with respect to the fee structure for medical providers under the 
w orker’s com pensation program ir. Alaska,

A s you are aware, I was appointed to serve on the M edical Review Com m ittee within the 
Div. o f  W orker’s Com pensation in 2004. Although authorized by regulation, Labor did 
not have a com m ittee in place when the adm inistration and legislature were considering 
changes to the Alaska Statutes on W orker’s Compensation. Our com m ittee met several 
times in 2004-5 to address the questions raised by the W orker’s Com pensation Taskforce 
with respect to the medical component o f the program. The com m ittee made 
recom m endations to the Taskforce. Unfortunately, the taskforce was not able to 
com plete it’s work.

As well, our com m ittee has not met for more than a ycur. it had been our intent to 
exam ine the underlying questions with the increases in Ihe cost o f  medical care under 
w orker’s com pensation. We had made important progress in engaging the W orker’s 
Com pensation Insurers in methodology to obtain information about the specifics o f  
where expenses have changed. The committee had discussed requesting o f  the taskforce 
and the legislature funding to com plete an analysis o f  the data provided by the Insurers.



I believe the legislation is a good first step, but it does not resolve the underlying
questions that the legislature and administration had posed during their work in 2004-5. 
The legislation would certainly be strengthened if language was added that required the 
medical advisory committee to complete its work and provide an analysis o f  the reasons 
for the medical cost increases over the past several years.

Thank you for the opportunity to provide input on this important legislation. I hope it 
receives favorable consideration in this year’s legislature. Without it, there may l'kely be 
more problems with the program.

CPH-HP

Ryan Smith, CEO-CPH-HP 
Mr. Rod Betit, President, ASHNHA
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.A laska  State Medical Association
4107 Laurel Street • Anchorage, Alaska 99508 • (907) 562-0304 • (907) 561-2063 (fax)

April 13,2007

Honorable Kurt Olson 
State Capitol, Room 408
Juneau, AK 99801 Transmitted by Fax: 907-4(55-3835

RE: HB228 -  Workers Compensation Fee Schedule 

Dear Representative Olson:

The Alaska State Medical Association (ASMA) represents physicians statewide and is primarily 
concerned with the health o f all Alaskans.

First, ASMA must state that these comments pertaining to HB228 represent what its leadership’s 
best guess is as to the reaction o f its members, ASMA is not and can not be a “union” binding its 
individual members to anything.

ASMA has been involved with the efforts to examine the workers compensation system and to 
work towards appropriate and meaningful change. ASMA is represented on the Medical Services 
Review Committee (MSRC) and was represented on the Workers Compensation Task Force. All 
along the physician community has held that good data is necessary to conduct a meaningful 
review and study o f the medical care component o f the workers compensation system. ASMA 
believes that all stakeholders in the system agreed to that necessity. This request for data began in 
the Fall o f 2004.

SB 130 was enacted in 2005 which provided for a “ freeze” in the payment schedule for all medical 
carc providers at the schedule set on December 1, 2004. (It is ASMA’s understanding that this fee 
schedule was established using claims data with the most recent data coming from 2003). The 
“freeze” ends on August 1,2007.

It is ASMA’s contention that its members acceded to this “freeze” on the belief that meaningful 
data would be provided in time to conduct a thorough review before its expiration. The data was 
to include claims data for a period o f 5 years -  first broken down by provider type (e.g. hospital, 
physician, physical therapist, chiropractor, etc); and secondarily broken down by CPT code for the 
physician claims. Finally, a “data call" was instituted by the State Division o f Insurance in early 
December, 2006, The data was to be collected by the National Council on Compensation 
Insurance (IS'CCI) and provided in June 2007. ASMA recently learned tha' this data will not be 
provided until late 2007. ASMA expects that this circumstance will not be favorably viewed by 
its members.

It must be pointed out that it is ASMA’s understanding that physicians do not have a different fee 
schedule for injured workers than for other patients. Their practice overhead expenses continue to 
increase just like any other employ* • yet they have gone along with the “freeze”.
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ASMA expects that the increase in the payment schedule proposed in HB228 will be appreciated 
by the physician community. But, again that schedule is set for 20 months (8/1/07 -  3/31/09). 
ASMA believes that its membership will skeptically view this new freeze. An amendment to tie 
in the provision of meaningful data could oe expected to ameliorate some o f the building 
skepticism. One possibility would be to mandate the yearly reporting of data to the MSRC along 
with a clear mandate for the Department o f Labor to establish the appropriate fee schedules by 
regulation to be effective on a calendar year basis.

The system used prior to the current freeze set the fee schedule on a “Usual, Customary, and 
Reasonable” basis using the 90* percentile as the cut-off point. It is ASMA’s understanding that 
this was based on workers compensation claims data. The new approaches seem to be moving 
toward a govemmentally set fee. ASMA expects that many of its members will find this 
objectionable. One only needs to look to the access to carc problems involving Medicare 
beneficiaries and the federal workers compensation system.

ASMA urges you to not take action that will adversely impact an injured worker’s access to care.

Sincerely,

( By: Roland Gower, MD, President 
For: The Alaska State Medical Association

l



National 
Council on 
Compensation 
Insurance. Inc,

ANALYSIS OF THE SUNSET OF THE ALASKA PHYSICIAN FEE SCHEDULE
EFFECTIVE AUGUST 1, 2007

NCCI estimates that the August 1, 2007 sunset of tho Alaska physician fee schedule, as 
currently provided in AS 23.30.097(a), will result In an overall workers compensation 
system cost Increase In Alaska of between +4.5% and +5.8%.

S u m m a r y

T h e  c u r r e n t  w o r k e r s  c o m p e n s a t i o n  m e d i c a l  f e e  s c h e d u l e  i n  A l a s k a  b e c a m e  e f f e c t i v e  D e c e m b e r  
1 ,  2 0 0 4 .  T h i s  f e e  s c h e d u l e  b a s e d  t h e  m a x i m u m  a l l o w a b l e  r e i m b u r s e m e n t s  ( M A R s )  o n  t h e  9 0 " ’ 
p e r c e n t i l e  o f  u s u a l ,  c u s t o m a r y  a n d  r e a s o n a b l e  f e e s  f or  s i m i l a r  s e r v i c e s  a s  r e p o r t e d  to  I n g e n i x  at 
t h e  t i m e  t h e  f e e  s c h e d u l e  w a s  e s t a b l i s h e d .  S e n a t e  B i l l  1 3 0 ,  e n a c t e d  i n  2 0 0 5 ,  f r o z e  t h e  m e d i c a l  
f e e  s c h e d u l e  at  t h e  D e c e m b e r  2 0 0 4  l e v e l s  u n t i l  A u g u s t  1 ,  2 0 0 7 ,  a f t er  w h i c h  t i m e  t h e  f e e  
s c h e d u l e  w o u l d  s u n s e t .

Actuarial Analysis

T h e  m e t h o d o l o g y  u s e d  t o  p r i c e  t h e  s u n s e t  o f  t h e  p h y s i c i a n  f e e  s c h e d u l e  i s  a s  f o l l o w s :

C h a r g e s  for  v a r i o u s  m e d i c a l  p r o c e d u r e s  u n d e r  t h e  p h y s i c i a n  f e e  s c h e d u l e  w e r e  o b t a i n e d  f r o m  
m e d i c a l  t r a n s a c t i o n  d a t a .  T h e s e  c h a r g e s  w e r e  a d j u s t e d  to  r e f l e ct  c h a n g e s  f r o m  p a s t  p r i c e  l e v e l s  
t o  t h e  p r i c e  l e v e l s  p r o j e c t e d  to  b e  i n  e f f e c t  o n c e  I h e  f e e  s c h e d u l e  s u n s e t s  o n  A u g u s t  1 ,  2 0 0 7 .  
T r e n d  f a c t o r s  u s e d  f o r  t h e  p r o j e c t i o n s  w e r e  b a s e d  o n  t h e  U . S .  a n d  W e s t e r n  r e g i o n  p r o f e s s i o n a l  
c o m p o n e n t s  o f  t h e  m e d i c a l  c o n s u m e r  p r i c e  i n d e x  ( M C P I ) ,  a l o n g  w i t h  t h e  U . S .  a n d  A n c h o r a g e  
M C P I  ( a l l  m e d i c a l  c o m p o n e n t s )  f o r  t h e  p e r i o d  2 0 0 4 - 2 0 0 6 ,  s h o w n  i n  t h e  f o l l o w i n g  t a b l e :
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. .  • 
Y e a r

U . S t  M C P T  
( P r o f .

C o m p o n e n t )  C h a n g e

*
( P r o f .

C o m p o n e n t )  C h a n g e C o m p o n e n t s )  C h a n g e

'  A n c h o r

( A l S f c a l  
' C o m p o n e n t s ) ’ C h a n g ' d ' '

2 0 0 3 2 6 1 . 1 6 2 . 9 % 2 4 5 . 1 7 3 . 3 % 2 9 7 . 0 8 4 . 0 % N / A  N / A
2 0 0 4 2 7 1 . 4 8 4 . 0 % 2 5 5 . 5 2 4 . 2 % 3 1 0 . 1 3 4 . 4 % N / A  N / A
2 0 0 5 2 8 1 . 7 0 3 . 8 % 2 6 4 . 6 5 3 . 6 % N / A N / A 3 4 4 . 2 0  N / A
2 0 0 6 2 3 9 . 3 3 2 . 7 % 2 7 1 . 5 4 2 . 6 % N / A N / A 3 5 6 . 1 0  3 . 5 %

Source.* Economy.com: N / A  =  N' j t  A v a i l a b l e

B a s e d  o n  t h e  c h a n g e s  to t h e  a b o v e  i n d i c e s ,  a n n u a l  t r e n d  f a c t o r s  o f  » - 2 . 5 %  t o  * 4 . 5 %  w e r e  
a p p l i e d  l o  m e d i c a l  t r a n s a c t i o n  d a t a  for p h y s i c i a n  s e r v i c e s  p e r f o r m e d  i n  2 0 0 3 - 2 0 0 4  l o  p r o j e c t  t h e  
p r i c e  l e v e l s  t h a t  w o u l d  b o  i n  e f f e c t  a f t er  t h e  f e e  s c h o d u l o  s u n s e t s .  T h o  l e s s e r  o f  t h o  p r o j e c t e d  
c h a r g e  a n d  t h e  c u r r e n t  m a x i m u m  a l l o w a b l e  f e e  w a s  u s e d  to  d o t e r m i n e  t h o  c u r r e n t  c o s t  l o v e l  for 
e a c h  p r o c e d u r e .

T o t a l  c u r r e n t  p h y s i c i a n  c o s t s  w o r e  c a l c u l a t e d  b y  m u l t i p l y i n g  t h e  c u r r e n t  c o s t  l o v e l  for e a c h  
p r o c e d u r e ,  a s  d e t e r m i n e d  a b o v e ,  b y  t h o  f r e q u e n c y  for t h at  p r o c e d u r e .  T o t a l  c u r r e n t  p h y s i c i a n  
c o s t s  a r e  t h o  s u m  o f  t h o s e  c o s t s  f o r  a l l  p r o c e d u r e s .



Notional 
■  Council on

Compensation 
Insuranco, Inc.

S im ila r ly ,  th e  o v e ra l l p h y s ic ia n  c h a rg e s  a f te r  th e  s c h e d u le  s u n s e ts  is  th e  p ro d u c t  o f  th e  a v e ra g e  

c h a rg e  fo r  e a c h  p ro c e d u re  a d ju s te d  to  th e  c o s t  le v e ls  e s t im a te d  to  b e  in  e f fe c t  o n  A u g u s t  1, 

2 0 0 7  (u s in g  t re n d s  d e s c r ib e d  a b o v e )  m u lt ip l ie d  b y  th e  f re q u e n c y  fo r  th a t  p ro c e d u re .  E s t im a te d  
to ta l p h y s ic ia n  c o s ts  a f te r  th e  s c h e d u le  s u n s e ts  a re  th e  s u m  o f  th e s e  p ro je c te d  c o s ts  fo r  a ll 
p ro c e d u re s .  O u r  m e th o d o lo g y  d o e s  n o t  c o n te m p la te  a d d it io n a l c h a n g e s  in  b i l l in g  p ra c t ic e s  ( i.e .  

c h a n g e  in  u t i l iz a t io n )  th a t  m a y  a c c o m p a n y  th e  fe e  s c h e d u le  s u n s e t.

T h e  e s t im a te d  im p a c t  o n  p h y s ic ia n  c o s ts  w a s  d e te rm in e d  to  b e  a n  in c re a s e  o f  b e tw e e n  + 9 .7 %  

a n d  + 1 2 .5 % . T h is  w a s  c a lc u la te d  a s  th e  ra t io  o f  th e  to ta l p ro je c te d  c o s ts  o f  p ro c e d u re s  a f te r  th e  

fe e  s c h e d u le  s u n s e ts  to  th e  to ta l p ro je c te d  c o s ts  o f  p ro c e d u re s  u n d e r  th e  c u r re n t  ( 1 2 /1 /2 0 0 4 )  

fe e  s c h e d u le .

T h is  im p a c t  w a s  th e n  m u lt ip l ie d  b y  th e  e s t im a te d  ra t io  o f  p h y s ic ia n  c o s ts  to  m e d ic a l c o s ts  in  

A la s k a  ( 6 6 .4 % )  lo  y ie ld  a n  in c re a s e  o n  m e d ic a l c o s ts  o f  b e tw e e n  + 6 .4 %  a n d  + 8 .3 % . T h e  im p a c t  
o n  m e d ic a l c o s ts  w a s  th e n  m u lt ip l ie d  b y  th e  p ro je c te d  ra t io  o f  m e d ic a l c o s ts  to  to ta l b e n e f i t  c o s ts  
in  A ..  ' a  ( 7 0 .2 % )  « ,  /  I •or'  o v e ra l l in c re a s e  o f  b e tw e e n  + 4 .5 %  a n d  + 5 .8 % .

T h e  re s u lts  a r e  s u m m a r iz e d  in  th e  ta b le  b e lo w :

. . a v . . . - ; ■ : •  ■ • ■ ■ Im p a c t

( 1 ) Im p a c t  o n  P h y s ic ia n  C o s ts + 9 .7 %  to  + 1 2 .5 %

(2 ) P h y s ic ia n  C o s ts  a s  %  o f  M e d ic a l C o s ts  in  A la s k a 6 6 .4 %

(3) Im p a c t  o n  M e d ic a l C o s ts  =  (1 )  x  (2 ) + 6 .4 %  to  + 8 .3 %

(4) M e d ic a l C o s ts  a s  %  o f  T o ta l S y s te m  C o s ts  in  A la s k a 7 0 .2 %

(5 )
Im p a c t  o n  O v e r a l l  W o r k e r s  C o m p e n s a t io n  S y s te m  C o s ts  in  A la s k a

= (3) x (4) .
+ 4 .5 %  to  + 5 .8 %

P a g o  2  o f 2
P re p a re d  4 /C /2007

@ C o p y rig h t 2 0 0 7  N a tio n a l C o un c il on  C o m p e n s a tio n  In su ra n ce , Inc. A ll R igh ts  R e se rve d
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M e a s u r in g  P r ic e  C h a n g e  fo r  M e d ic a l C a re  in th e  C P I

M e d ic a l  c a r e  is  o n e  o f  e ig h t  m a jo r  g r o u p s  in  th e  C o n s u m e r  P r ic e  I n d e x  ( C P I ) .  T h e r e  a r e  tw o  

m e d ic a l  c a r e  g r o u p s ,  m e d ic a l  c a r e  c o m m o d i t ie s  (M C C )  a n d  m e d ic a l  c a r e  s e r v ic e s  ( M C S ) ,  

e a c h  c o n t a in in g  s e v e r a l  i t e m  c a t e g o r ie s  ( s t r a t a ) .  T h is  f a c t  s h e e t  f o c u s e s  o n  t h e  f o u r  

m e d ic a l  c a r e  c a t e g o r ie s — p r e s c r ip t io n  d r u g s ,  p r o fe s s io n a l  s e r v ic e s ,  h o s p i t a l  s e r v ic e s  a n d  

h e a l t h  in s u r a n c e — t h a t  g e n e r a t e  th e  m o s t  q u e s t io n s  a n d  c o n c e r n s .

M C S , t h e  la r g e r  c o m p o n e n t  o f  m e d ic a l  c a r e  in  s a m p le  s iz e  a n d  e x p e n d i t u r e  le v e ls ,  is  

o r g a n iz e d  in t o  t h r e e  e x p e n d i t u r e  c a t e g o r ie s  ( E C ) :

■ p r o fe s s io n a l  s e r v ic e s ;

■ h o s p i ta l  a n d  r e la t e d  s e r v ic e s ;  a n d

■ h e a l t h  in s u r a n c e .

M C C , th e  o t h e r  m a jo r  c o m p o n e n t  o f  m e d ic a l  c a r e ,  in c lu d e s :

■ p r e s c r ip t io n  d r u g s  a n d  m e d ic a l  s u p p l ie s ;  a n d

■ n o n p r e s c r ip t io n  d r u g s  a n d  m e d ic a l  s u p p l ie s .

T a b ic  1 g iv e s  th e  s p e c i f ic  d e f in i t i o n s  f o r  a l l  p u b l is h e d  c a t e g o r ie s  o f  t h e  m e d ic a l  c a r e  g r o u p ,  

a lo n g  w i t h  e a c h  c a t e g o r y 's  r e la t iv e  im p o r t a n c e  ( s e e  b e lo w )  a n d  t h e  n u m b e r  o f  q u o t e s ,  o r  

s a m p le d  p r ic e s ,  In  t h e  c u r r e n t  C P I s a m p le .

T a b l e  1 .  D e f i n i t i o n s  o f  p u b l i s h e d  m e d i c a l  c a r e  i n d e x e s ,  t h e  n u m b e r  o f  u n i q u e  p r i c e  

o b s e r v a t i o n s  ( q u o t e s ) ,  a n d  r e l a t i v e  i m p o r t a n c e  a s  o f  D e c e m b e r  2 0 0 5 .

I t e m D e f i n i t i o n
N u m b e r

o f

q u o t e s

R e l a t i v e

i m p o r t a n c e

( p e r c e n t )

M e d ic a l  c a r e
M e d ic a l  c a r e  c o m m o d i t ie s  a n d  

m e d ic a l  c a r e  s e r v ic e s .
/ , 2 0 5 6 .2 8 1

M e d ic a l  c a r e  

c o m m o d i t ie s

P r e s c r ip t io n  d r u g s ,  n o n p r e s c r ip t io n  

o v e r - t h e - c o u n t e r - d r u g s ,  a n d  o t h e r  

m e d ic a l  e q u ip m e n t  a n d  s u p p l ie s .

2 , 6 0 6 1 .4 4 6

P r e s c r ip t io n  d r u g s
A l l  d r u g s  d is p e n s e d  b y  p r e s c r ip t io n .  

M a i l  o r d e r  o u t le t s  a r e  in c lu d e d .  P r ic e s  

r e p o r t e d  r e p r e s e n t  t r a n s a c t io n  p r ic e s

1 ,2 2 2 1 .0 1 8

hHp:/Av\vw.l)ls.gov/cpi/cpifact4.htin 4/0/ 2007

http://www.bls.gov


How BLS Measures Price Change for Medical Care Services in the Consumer Price Index Page 2 o f 8

b e t w e e n  t h e  p h a r m a c y ,  p a t ie n t ,  a r id  

t h i r d  p a r t y  p a y e r ,  i f  a p p l ic a b le . 1

N o n p r e s c r ip t io n  

d r u g s  a n d  m e d ic a l  

I s u p p l ie s

A l l  n o n p r e s c r ip t io n  m e d ic in e s ,  

v i t a m in s ,  d r e s s in g s ,  e q u ip m e n t ,  a n d  

s u p p l ie s .

1 ,3 8 * 1 .4 2 8

1 I n t e r n a l  a n d  

| r e s p i r a t o r y  o v e r -  

I t h e - c o u n t e r  d r u g s

N o n p r e s c r ip t io n  m e d ic in e s  t a k e n  b y  

s w a l lo w in g ,  in h a l in g ,  a n d  a s  

s u p p o s i t o r ie s  a n d  e n e m a s  ( i . e .  

a s p i r in ,  c o u g h  m e d ic in e ,  a n d  

v i t a m in s ) .

8 8 ? .2 9 4

N o n p r e s c r ip t io n  

m e d ic a l  e q u ip m e n t  

a n d  s u p p l ie s

N o n p r e s c r ip t io n  m e d ic in e s  a n d  

d r e s s in g s  u s e d  e x t e r n a l l y ,  

c o n t r a c e p t i v e s ,  a n d  s u p p o r t i v e  a n d  

c o n v a le s c e n t  m e d ic a l  e q u ip m e n t  ( i . e .  
a d h e s iv e  s t r ip s ,  h e a t in g  p a d s ,  a t h le t ic  

s u p p o r t e r s ,  a n d  w h e e lc h a i r s ) .

4 9 5
■1 3 5

| M e d ic a l c a r e  s e r v ic e s

P r o fe s s io n a l m e d ic a l  s e r v ic e s ,  h o s p i ta l  

s e r v ic e s ,  n u r s in g  h o m e  s e r v ic e s ,  a n d  

1 h e a l t h  in s u r a n c e  im p u t a t io n .

4 , 5 9 9 4 . 8 3 4

P r o fe s s io n a l  s e r v ic e s

P h y s ic ia n s ,  d e n t is t s ,  e y e  c a r e  

p r o v id e r s ,  a n d  o t h e r  m e d ic a l  
[ p r o f e s s io n a ls .

2 , 4 4 5 I 2 .8 1 7

P h y s ic ia n s '  

{ s e r v ic e s

S e r v ic e s  b y  m e d ic a l  p h y s ic ia n s  in  

p r i v a t e  p r a c t ic e ,  in c lu d in g  o s t e o p a th s ,  

w h ic h  a r e  b i l le d  b y  t h e  p h y s ic ia n .  

I n c lu d e s  h o u s e ,  o f f ic e ,  c l in ic ,  a n d  

h o s p i t a l  v is i t s .  ( E x c lu d e s  

o p h t h a lm o lo g is t s .  S e e  E y e g la s s e s  a n d  

e y e  c a r e . )

6 4 7 1 .6 1 6

D e n ta l  s e r v ic e s

S e r v ic e s  p e r f o r m e d  b y  d e n t is t s ,  o r a l  

o r  m a x i l lo f a c ia l  s u r g e o n s ,  

o r t h o d o n t i s t s ,  p e r io d o n t i s t s ,  o r  o t h e r  

d e n t a l  s p e c ia l is t s  in  g r o u p  o r  

in d iv id u a l  p r a c t i c e .  T r e a t m e n t  m a y  b e  

p r o v id e d  in  t h e  o f f ic e  o r  h o s p i t a l .  1

7 6 3 .7 2 1

E y e g la s s e s  a n d  j 

e y e  c a r e
n

1 l (

S e r v ic e s  p r o v id e d  b y  o p t ic ia n s ,  

o p t o m e t r is t s ,  a n d  o p h t h a lm o lo g is t s .  
I n c lu d e s  e y e  e x a m s ,  d is p e n s in g  o f  

e y e g la s s e s  a n d  c o n t a c t  le n s e s ,  o f f ic e  

v is i t s ,  a n d  s u r g ic a l  p r o c e d u r e s  in  th e  

o f f ic e  o r  h o s p i t a l .  |

682 .225

I 1
1 Services by other h 
j m e d ic a l  c 

p r o fe s s io n a ls  u

1 r

S e rv ic e s  p e r f o r m e d  b y  o t h e r  
j r o f e s s io n a ls  s u c h  a s  p s y c h o lo g is t s ,  | 

h i r o p r a c t o r s ,  p h y s ic a l  t h e r a p is t s ,  j 

jo d ia t r i s t s ,  s o c ia l  w o r k e r s ,  a n d  n u r s e  

> r a c t i t io n e r s  in  o r  o u t  o f  t h e  o f f ic e .  |

353 .255

c
H o s p i t a l  a n d  r e la t e d  ~ 

I s e r v ic e s  I

I |a

le r v ic e s  p r o v id e d  to  in p a t ie n t s  a n d  

u t p a t ie n t s .  I n c lu d e s  e m e r g e n c y  i 

o o m  v is i t s ,  n u r s in g  h o m e  c a r e  a n d  | 

d u l t  d a y  c a r e .  I n c lu d e s  t r a n s a c t io n  |

2,154 1.630

hllp.V/ww w.bls.gov/cpi/cpi Iact4.htm 4/9/2007
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p r ic e s  o n ly .

H o s p i t a l  s e r v ic e s

S e r v ic e s  p r o v id e d  t o  p a t ie n t s  d u r in g  

v is i t s  to  h o s p i t a ls ,  a m b u la t o r y  

s u r g ic a l  c e n t e r s ,  o r  o t h e r  s im i la r  

s e t t in g s .

1 ,6 2 8 1 .5 4 2

I n p a t i e n t *  

h o s p i t a l  s e r v ic e s

S e r v ic e s  f o r  in p a t ie n t s .  I n c lu d e s  a 
m ix t u r e  o f  i t e m iz e d  s e r v ic e s ,  D R G -  

b a s e d  s e r v ic e s ,  p e r  d ie m s ,  p a c k a g e s ,  

o r  o t h e r  b u n d le d  s e r v ic e s .

N /A N /A

O u t p a t i e n t *  

h o s p i t a l  s e r v ic e s

S e r v ic e s  p r o v id e d  to  p a t ie n t s  

c la s s i f ie d  a s  o u t p a t ie n t s  in  h o s p i ta ls ,  

f r e e  s t a n d in g  s e r v ic e s  f a c i l i t ie s ,  
a m b u la t o r y  s u r g e r y ,  a n d  u r g e n t  c a r e  

c e n t e r s .

N /A N /A

N u r s in g  h o m e  a n d  

a d u l t  d a y  c a r e  

s e r v ic e s

C h a r g e s  f o r  r e s id e n t ia l  c a r e  a t  n u r s in g  

h o m e s ,  n u r s in g  h o m e  u n i t s  o f  
r e t i r e m e n t  h o m e s ,  a n d  c o n v a le s c e n t  

o r  r e s t  h o m e s .  A ls o  in c lu d e s  n o n -  

r e s id e n t ia l  a d u l t  d a y  c a r e ,  a  n e w e r  
t e r n  w i t h  f e w  p r ic e  o b s e r v a t io n s  a t  

t h is  t im e .

5 2 6 .0 8 9

H e a lth  I n s u r a n c e

I n d i r e c t  a p p r o a c h  b a s e a  o n  r e t a in e d  

e a r n in g s  m e t h o d .  S e e  h e a l th  

n s u r a n c e  s e c t io n .

N /A .3 8 6

N / A :  D a ta  n o t  a d e q u a te  f o r  p u b l ic a t io n .

*  S u b s t r a t u m  in d e x .

A l t h o u g h  m e d ic a l  in s u r a n c e  p r e m iu m s  a r e  a n  im p o r t a n t  p a r t  o f  c o n s u m e r s '  m e d ic a l  

s p e n d in g ,  t h e  d i r e c t  p r i c in g  o f  h e a l t h  in s u r a n c e  p o l ic ie s  is  n o t  in c lu d e d  in  t h e  C P I.  A s  

e x p la in e d  b e lo w ,  B L S  r e a s s ig n s  m o s t  o f  t h is  s p e n d in g  t o  t h e  o t h e r  m e d ic a l  c a t e g o r ie s  ( s u c h  

a s  H o s p i t a ls )  t h a t  a r e  p a id  f o r  b y  in s u r a n c e .  T h e  e x t r e m e  d i f f i c u l t y  d is t in g u is h in g  c h a n g e s  

in  in s u r a n c e  q u a l i t y  f r o m  c h a n g e s  in  i t s  p r ic e  f o r c e s  t h e  C P I t o  u s e  t h is  in d i r e c t  m e t h o d .

G e n e r a l  I n f o r m a t i o n  o n  C P I  M e d ic a l  C a r e

T h e  C P I m e a s u r e s  in f l a t io n  a t  t h e  r e t a i l  le v e l ,  a n d  r e f le c t s  t h e  a v e r a g e  p r ic e  c h a n g e  o v e r  

t im e  f o r  a  c o n s t a n t  q u a l i t y ,  c o n s t a n t  q u a n t i t y  m a r k e t  b a s k e t  o f  g o o d s  a n d  s e r v ic e s .  I n  m o s t  

c a s e s  i t  a p p r o x im a t e s  w h a t  h o u s e h o ld s  s p e n d  o u t - o f - p o c k e t  a n  g o o d s  a n d  s e r v ic e s  u s e d  f o r  

d a y - t o - d a y  l i v in g .  T h e r e f o r e ,  m e d ic a l  c a r e  in d e x e s  a r e  l im i t e d  to  i t e m s  w i t h  a n  o u t - o f -  

p o c k e t  e x p e n d i t u r e ,  a l t h o u g h  in  th e  c a s e  o f  m e d ic a l  c a r e  th e  t e r m  o u t - o f - p o c k e t  in c lu d e s  

a n y  h e a l th  in s u r a n c e  p r e m iu m  a m o u n t s  t h a t  a r e  d e d u c te d  f r o m  e m p lo y e e  p a y c h e c k s .

T h e  C o n s u m e r  E x p e n d i t u r e  S u r v e y  (C E )  c o l le c t s  a n n u a l  c o n s u m e r  s p e n d in g  f o r  e a c h  C P I 

c a t e g o r y ;  t h is  p r o v id e s  t h e  b a s is  f o r  t h e  i t e m  c a t e g o r y  w e ig h t s .  B L S  r e p la c e s  th e s e  w e ig h t s  

e v e r y  t w o  y e a r s  w i t h  o n e s  b a s e d  o n  m o r e  r e c e n t  C o n s u m e r  E x p e n d i t u r e  S u r v e y s .  T o  o b ta in  
t h e  c a t e g o r y  w e ig h t s ,  B L S  c o m b in e s  e x p e n d i t u r e s  f r o m  t h e  C E 's  f o r  t w o  y e a r s  a n d  u p d a te s  

t h e m  f o r  p r ic e  c h a n g e  t o  th e  D e c e m b e r  b e fo r e  t h e i r  f i r s t  u s e  in  th e  C P I.  F o r  e x a m p le ,  th e  

e x p e n d i t u r e s  r e p o r t e d  o n  C E 's  f o r  2 0 0 1  a n d  2 0 0 2  u p d a ^ d  t o  D e c e m b e r  2 0 0 3  b e c a m e  th e  

b a s ic  w e ig h t s  f o r  u s e  In  t h e  C P I f r o m  J a n u a r y  200 -1  t h r o u q h  D e c e m b e r  2 0 0 5 .  E v e r y  m o n th ,  

t o  c o m p u t e  t h a t  m o n t h 's  in d e x ,  B L S  u p d a te s  t h e  b a s e  w e ig h t s  f o r  p r ic e  c h a n g e  f r o m  th e
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p r e v io u s  m o n t h .  E v e r y  y e a r ,  t h e  B L S  p u b l is h e s  r e la t iv e  im p o r t a n c e s  f o r  t h e  p r e v io u s  

D e c e m b e r ;  t h e s e  a r e  b a s e  w e ig h t s  u p d a te d  f o r  p r ic e  c h a n g e  a n d  e x p r e s s e d  a s  a 

p e r c e n ta g e  o f  t o t a l  w e ig h t .  W e ig h t s  f o r  c o m p o n e n t s  w i t h  g r e a t e r  t h a n  a v e r a g e  p r ic e  

c h a n g e  w i l l  In c r e a s e  m o r e  t h a n  t h o s e  w i t h  s m a l le r  t h a n  a v e r a g e  p r ic e  c h a n g e .  A s  a r e s u l t ,  

t h e  c h a n g e  in  a c o m p o n e n t 's  r e la t iv e  im p o r t a n c e  f r o m  o n e  D e c e m b e r  t o  t h e  n e x t  r e f le c ts  

i t s  p r ic e  c h a n g e  r e la t i v e  t o  t h a t  o f  a l l  o t h e r  c a t e g o r ie s  a s  w e l l  a s  e v e r y  t w o  y e a r s ,  th e  

b ie n n ia l  w e ig h t  r e p la c e m e n t .

F o r  t h e  m e d ic a l  c a r e  c a t e g o r ie s  t h e  C E  c o l le c t s  in f o r m a t io n  o n  h o u s e h o ld  o u t - o f - p o c k e t  

e x p e n s e s .  T h e s e  m a y  in c lu d e  d a t a  s u c h  a s  h e a l th c a r e  s e r v ic e s  r e c e iv e d ,  w h o  r e c e iv e d  i t ,  

t h e  a m o u n t  o f  p a y m e n t  m a d e ,  a n d  in s u r a n c e  r e im b u r s e m e n ts  r e c e iv e d .  M e d ic a l  c a r e  

e x p e n d i t u r e s  e l ig ib le  f o r  t h e  C P I  in c lu d e  o u t - o f - p o c k e t  e x p e n s e s  p a id  b y  t h e  c o n s u m e r .  

T h e s e  in c lu d e  fe e s  ( n o t  r e c o u p e d  t h r o u g h  h e a l th  in s u r a n c e )  t h a t  c o n s u m e r s  p a id  d i r e c t ly  to  

r e t a i l  o u t le t s  f o r  m e d ic a l  g o o d s  a n d  t o  d o c t o r s  a n d  o t h e r  m e d ic a l  p r o v id e r s  f o r  m e d ic a l  
s e r v ic e s ,  a s  w e l l  a s  h e a l t h  in s u r a n c e  p r e m iu m s  t h a t  c o n s u m e r s  p a id  ( in c lu d in g  M e d ic a re  

P a r t  B ) .  T o  a r r i v e  a t  t h e  c o n s u m e r  o u t - o f - p o c k e t  m e d ic a l  e x p e n s e ,  t h e  C E  n e t s  o u t  d i r e c t  
in s u r a n c e  r e im b u r s e m e n t s  to  t h e  c o n s u m e r  f r o m  th e  t o t a l  a m o u n t s  p a id  b y  t h e  c o n s u m e r .

S in c e  m e d ic a l  c a r e  o n ly  in c lu d e s  c o n s u m e r s '  o u t - o f - p o c k e t  e x p e n d i t u r e s  ( a n d  e x c lu d e s  

e m p lo y e r  p r o v id e d  h e a l t h  c a r e ) ,  i t s  s h a r e  in  t h e  C P I is  s m a l le r  t h a n  i t s  s h a r e  o f  g r o s s  

d o m e s t ic  p r o d u c t  ( G D P )  a n d  o t h e r  n a t io n a l  a c c o u n ts  m e a s u r e s .

M e d i c a l  C a r e  O u t l e t  a n d  I t e m  S e l e c t i o n

T h r o u g h o u t  t h e  y e a r ,  t h e  B u r e a u  c o n d u c ts  h o u s e h o ld  P o in t - o f - P u r c h a s e  s u r v e y s  (P O P S ) in  

t h e  C P I p r i c in g  a r e a s .  T h e  P O P S  p r o v id e s  th e  s a m p l in g  f r a m e  o f  o u t le t s  o r  r e t a i l  b u s in e s s e s  
f o r  m o s t  C P I i t e m  c a t e g o r ie s  in c lu d in g  th o s e  in  th e  m e d ic a l  c a r e  in d e x e s .  B L S  s e le c t s  th e  

o u t l e t  s a m p le  f o r  e a c h  i t e m  c a t e g o r y  in  e a c h  p r ic in g  a r e a  u s in g  p r o b a b i l i t y  p r o p o r t io n a l  to  

t h e  r e p o r t e d  e x p e n d i t u r e .  A p p r o x im a t e ly  o n e  q u a r t e r  o f  t h e  o u t le t s  " r o t a t e "  a n n u a l l y  s o  

t h a t  o v e r  a  f o u r  y e a r  p e r io d  t h e  e n t i r e  o u t le t  s a m p le  is  r e s e le c te d .  T h is  k e e p s  t h e  s a m p le  

u p  t o  d a t e  a n d  r e p le n is h e s  o u t le t s  lo s t  t o  r e fu s a ls  a n d  g o in g  o u t - o f - b u s in e s s .  B L S  s e n d s  its  

f ie l d  s t a f f  t o  t h e  s e le c t e d  o u t le t s  to  s e le c t  a  s a m p le  o f  i t e m s  t h a t  t h e  o u t l e t  s e l ls  in  e a c h  

a s s ig n e d  c a t e g o r y ;  t h u s ,  t h e  i t e m  s a m p le  r o t a t e s  o v e r  th e  f o u r  y e a r  p e r io d .  T h e  f ie ld  s t a f f  

u s e s  p r o b a b i l i t y  p r o p o r t i o n a l  t o  r e p o r t e d  o u t le t  s a le s  f o r  s a m p l in g  g o o d s  a n d  s e r v ic e s  

p r ic e d  in  t h e  C P I.  D u r in g  t h e  in i t i a l  v i s i t  t o  a  b u s in e s s ,  th e  f ie ld  s t a f f  v e r i f i e s  t h a t  th e  o u t le t  
c a r r ie s  t h e  i t e m  c a t e g o r y  t o  b e  p r ic e d ,  p r o c e e d s  to  s e le c t  a  s m a l l  s a m p le  o f  i t e m s  in  th e  

c a t e g o r y  b a s e d  o n  t h e  o u t l e t ' s  e s t im a t e d  o r  a c tu a l  r e v e n u e ,  a n d  r e c o r d s  a l l  p r ic e -  
d e t e r m in in g  f e a t u r e s  f o r  t h e  s e le c te d  i t e m s .  S o m e  m e d ic a l  c a r e  I te m s ,  s u c h  a s  p r e s c r ip t io n  

d r u g s  o r  h o s p i t a l  s e r v ic e s ,  r e q u i r e  s p e c ia l  s a m p l in g  p r o c e d u r e s  to  r e d u c e  t h e  b u r d e n  o n  th e  
o u t le t s '  r e s p o n d e n t s .  A d d i t io n a l ly ,  s p e c i f ic  I te m s ,  s u c h  a s  p r e s c r ip t io n  d r u g s ,  a r e  r e ­

s a m p le d  m o r e  f r e q u e n t l y  d u e  t o  f r e q u e n t  in n o v a t io n  a n d  n e w  p r o d u c t  in t r o d u c t i o n .

P r e s c r i p t i o n  D r u g s

T h e  p r e s c r ip t io n  d r u g s  in d e x  is  c o m p r is e d  o f  d r u g s  o n e  m a y  p u r c h a s e  b y  p r e s c r ip t io n  a t  a 

r e t a i l ,  m a i l  o r d e r  o r  I n t e r n e t  p h a r m a c y .  H o w e v e r ,  p r e s c r ip t io n  d r u g s  t h a t  a r e  p r im a r i l y  

c o n s u m e d  a n d  p a id  f o r  a s  p a r t  o f  h o s p i t a l  v is i t s  a r e  n o t  in c lu d e d  in  t h is  s a m p le .

I t e m  s a m p l in g  : T h is  in d e x  e m p lo y s  a  s t r e a m l in e d  s a m p l in g  m e t h o d .  A t  e a c h  o f  th e  

p h a r m a c ie s  s e le c te d ,  t h e  B L S  f ie ld  s t a f f  s e le c ts  a  s p e c i f ic  I te m  f o r  e a c h  o f  t h e  a s s ig n e d  

n u m b e r  o f  i t e m s  t o  b e  p r ic e d .  T o  d o  t h is ,  t h e  f ie ld  s t a f f  o b t a in s  a  l i s t  o f  t h e  la s t  2 0  

p r e s c r ip t io n s  d is p e n s e d .  T h is  " l a s t  2 0  l i s t "  s e r v e s  e s  a p r o x y  f o r  a l l  t h e  p r e s c r ip t io n  d r u g s  

d is p e n s e d  a t  t h a t  p h a r m a c y ,  a n d  a  p r ic e  is  o b t a in e d  f o r  e a c h  p r e s c r ip t io n  o n  t h e  l i s t .  T h o
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p r ic e  in c lu d e s  b o t h  p a t i e n t  a n d  In s u r a n c e  c o n t r i b u t i o n s  t o  t h e  p h a r m a c y ,  a n d  t h e  s u m  o f  a l l  

2 0  p r ic e s  m a k e s  u p  t o t a l  s p e n d in g  ( b y  t h e  c o n s u m e r  a t  t h is  p h a r m a c y ) .  T h u s ,  e a c h  p r ic e  

r e p r e s e n t s  a n  o b s e r v e d  s h a r e  o f  t o t a l  s p e n d in g ,  a n d  t h e  p r o b a b i l i t y  o f  a n y  o n e  p r e s c r ip t io n  
b e in g  s e le c t e d  is  p r o p o r t i o n a l  t o  i t s  s h a r e  in  t o t a l  s p e n d in g .  T h e  m o r e  f r e q u e n t l y  a  c e r t a in  

d r u g  s h o w s  u p  in  t h e  " l a s t  2 0  l i s t "  a n d  t h e  m o r e  e x p e n s iv e  i t  is ,  t h e  m o r e  l i k e ly  i t  is  t o  b e  

s e le c te d  f o r  t h e  in d e x .  T h is  i t e m  s e le c t io n  p r o c e d u r e  is  d o n e  f o r  e v e r y  o u t l e t  w h e n  i t  is  

i n i t ia t e d  f o r  p r i c in g .  I n  a d d i t i o n ,  in  e a c h  o u t l e t  p r e s c r ip t io n  d r u g s  a r e  r e - s a m p le d  a f t e r  tw o  

y e a r s  t o  c a p t u r e  c u r r e n t  c r  s u m e r  p u r c h a s e  b e h a v io r s  a n d  b r in g  n e w  g o o d s  a n d  s e r v ic e s  

in t o  t h e  m e d ic a l  c a r e  in d e x .

S p e c ia l  p r i c i n g  p r o c e d u r e s  f o r  p r e s c r ip t io n  d r u g s :

D r u g s  lo s in g  p a t e n t  p r o t e c t io n : \ N h e n  a  b r a n d - n a m e  d r u g  in  t h e  s a m p le  lo s e s  i t s  p a t e n t  

p r o t e c t io n ,  g e n e r ic  v e r s io n s  o f  t h e  d r u g  r e c e iv e  a  o n e - t im e  c h a n c e  to  r e p la c e  t h e  o r ig in a l ,  

b r a n d - n a m e  d r u g  e v e n  i f  t h e  s a m p le  p h a r m a c y  c o n t in u e s  t o  s e l l  t h e  b r a n d  n a m e  d r u g .  S ix  

m o n th s  a f t e r  a  d r u g  in  t h e  s a m p le  lo s e s  p a t e n t  p r o t e c t io n ,  C P I f ie ld  s t a f f  s e le c t s  a m o n g  a l l 

d r u g s  ( in c lu d in g  t h e  o r i g in a l )  t h a t  th e  F o o d  a n d  D r u g  A d m in is t r a t i o n  d e e m s  t o  b e  

t h e r a p e u t i c a l l y - e q u iv a le n t .  D e la y in g  th e  r e s e le c t io n  f o r  s ix  m o n t h s  a l lo w s  e m e r g in g  g e n e r ic  

d r u g s  a n  o p p o r t u n i t y  t o  g a in  m a r k e t  s h a r e .  T h e  c h a n c e  o f  d r u g  s e le c t io n  is  p r o p o r t io n a l  to  

th e  n u m b e r  o f  p r e s c r ip t io n s  s o ld  f o r  e a c h  v e r s io n  o f  t h e  d r u g  o v e r  t h e  p r e v io u s  3  m o n th s .

I f  a  g e n e r ic  is  s e le c t e d ,  t h e  C P I t r e a t s  a n y  p d e e  d i f f e r e n c e  b e t w e e n  th e  o r ig in a l  d r u g  a n d  
i t s  s e le c te d  s u b s t i t u t e  a s  a  p r ic e  c h a n g e ,  a n d  r e f le c t s  t h is  c h a n g e  in  th e  in d e x  in  t h e  m o n th  

w h e n  t h e  p r o c e d u r e  w a s  p e r f o r m e d .

W h e n  p r e s c r ip t io n  d r u g s  b e c o m e  a v a i la b le  o v e r - t h e - c o u n t e r  ( O T C ) ,  t h e  C P I c o n t in u e s  to  

p r ic e  t h e m  in  t h e  p r e s c r ip t io n  d r u g  a n d  m e d ic a l  s u p p l ie s  in d e x  u n t i l  t h e y  r o t a t e  o u t  u n d e r  
n o r m a l  r o t a t io n  p r o c e d u r e s .  T h e y  a r e  n o t  t r a n s f e r r e d  t o  t h e  n o n - p r e s c r ip t i o n  d r u g s  a n d  

m e d ic a l  s u p p l ie s  in d e x .  T h e  o b s e r v a t io n s  r e m a in  Ir i t h e  p r e s c r ip t io n  d r u g  s a m p le ,  a n d  a n y  

p r ic e  c h a n g e  is  r e f le c t e d  in  t h e  p r e s c r ip t io n  d r u g  a n d  m e d ic a l  s u p p l ie s  in d e x .  S im i la r l y ,  i f  

a n y  o v e r - t h e - c o u n t e r  d r u g s  w e r e  to  c h a n g e  s o  t h e y  r e q u i r e d  p r e s c r ip t io n s ,  t h e y  w o u ld  

r e m a in  in  t h e  n o n - p r e s c r ip t i o n  d r u g s  a n d  m e d ic a l  s u p p l ie s  in d e x  u n t i l  t h e  n e x t  r o t a t io n  a n d  
a n y  r e s u l t in g  p r i c e  c h a n g e  w o u ld  o c c u r  in  t h a t  in d e x .

P r o f e s s i o n a l  S e r v i c e s

T h e  p r o f e s s io n a l  s e r v ic e s  in d e x  c o v e r s  s e r v ic e s  t h a t  a r e  p e r f o r m e d  a n d  b i l le d  b y  p r i v a t e -  

p r a c t ic e  m e d ic a l  d o c t o r s ,  d e n t is t s ,  e y e  c a r e  p r o v id e r s ,  a n d  o t h e r  m e d ic a l  p r o v id e r s .  

P h y s ic ia n s ' a n d  d e n t a l  s e r v ic e s  h a v e  m o s t  o f  t h e  w e ig h t  f o r  t h is  c a t e g o r y .  B e lo w  is  a n  

e x a m p le  o f  I n i t i a t in g  p h y s ic ia n s '  s e r v ic e s ,  b u t  t h e  m e t h o d o lo g y  a p p l ie s  t o  a l l  p r o v id e r s  in  

t h is  E C .

I t e m  s a m p l in g :  A t  t h e  i n i t i a l  v i s i t  C P I f ie ld  s t a f f  e s t a b l is h e s  t h e  p r a c t i t i o n e r 's  s p e c ia l t y ,  

d is a g g r e g a t e s  t o  a n  a p p r o p r ia t e  s e r v ic e ,  a n d  d e s c r ib e s  t h e  c h a r a c t e r i s t i c s  o f  t h e  s e le c te d  

v is i t  a n d  a n y  r e la t e d  p r o c e d u r e s  o n  a  C P I - s p e c i f ic  c h e c k l is t .  C u r r e n t  P r o c e d u r a l  

T e r m in o lo g y  (C P T )  c o d e s  a r e  c o l le c t e d  to  h e lp  d e s c r ib e  t h e  i t e m  a c c u r a t e ly .  U n le s s  th e  

s e le c te d  c o m b in a t io n  o f  s e r v ic e s  c h a n g e s  o r  t h e  C P T  c o d e  is  m o d i f ie d ,  th e  i t e m  d e s c r ip t io n s  

r e m a in  f ix e d  f o r  p r i c in g .  T h e  p h y s ic ia n s '  s e r v ic e s  in d e x  in c lu d e s  c o n s u m e r  o u t - o f - p o c k e t  

p a y m e n ts ,  M e d ic a r e  B  p a y m e n t s ,  a r id  in s u r a n c e  r e im b u r s e m e n t s .  T h e  t o t a l  fe e  r e p o r t e d  lo r  

e a c h  p r ic e d  s e r v ic e  r e f le c t s  t h e  a m o u n t  th e  p h y s ic ia n  e x p e c t s  to  r e c e iv e  f r o m  t h e  p a t ie n t  

a n d / o r  in s u r a n c e  c a r r ie r .

H o s p i t a l  S e r v i c e s
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T h e r e  is  a  g r o w in g  c o n s e n s u s  t h a t  t h e  m o s t  a p p r o p r ia t e  w a y  t o  m e a s u r e  h o s p i t a l  s e r v ic e s  

is  b y  t r a c k in g  t r e a t m e n t  o u t c o m e s  r a t h e r  t h a n  m e d ic a l  in p u t s  c o n s u m e d .  F r o m  t h is  v a n t a g e  

p o in t ,  a  d a y  s p e n t  o c c u p y in g  a  h o s p i t a l  r o o m  a n d  t h e  t im e  In  a n  o p e r a t in g  r o o m  a r e  n o t  

s e p a r a t e  c o n s u m e r  s e r v ic e s ,  b u t  in d iv id u a l  c o m p o n e n t s  o f  o n e  h o s p i t a l  v i s i t  w h ic h  m a y  b e  

a l l  o r  p a r t  o f  a m e d ic a l  t r e a t m e n t .  T h e  c u r r e n t  C P I m e t h o d  f o l lo w s  m e d ic a l  t r e a t m e n t s ,  a  

m e t h o d  t h a t  l ie s  b e tw e e n  t h e  o ld  m e d ic a l - in p u t s  m e t h o d  a n d  t h e  id e a l  m e d ic a l - o u t c o m e s  

m e t h o d .  M e a s u r in g  t h e  v a lu e  o f  d i f f e r e n t  t r e a t m e n t  o u t c o m e s  is  t h e  s u b je c t  o f  r e s e a r c h  in  

t h e  in d u s t r y ,  b u t  n o t  y e t  a  f e a s ib le  m e t h o d o lo g y  f o r  th e  C P I m e d ic a l  c a r e  I n d e x e s .

I t e m  s a m p l in g :  H o s p i t a l  s e r v ic e s  in c lu d e  in p a t i e n t  a n d  o u t p a t ie n t  s e r v ic e s .  T h e  p . i g  u n i t  

is  t h e  h o s p i t a l  v i s i t ,  d e f in e d  b y  a  d a te  o f  a d m is s io n ,  a  d a t e  o f  d is c h a r g e  a s  d o c u m e n t e d  o n  

a  h o s p i t a l  b i l l ,  a n d  t h e  s p e c i f ic  d ia g n o s is  o r  m e d ic a l  c o n d i t i o n .  A t  t h e  i n i t i a l  v i s i t  C P I f ie ld  

s t a f f  w o r k s  w i t h  t h e  r e s p o n d e n t  t o  s e le c t  a  h o s p i t a l  b i l l  b a s e d  o n  r e v e n u e s  g e n e r a t e d  b y  

e l ig ib le  p a y e r s  ( i . e .  p r i v a t e l y  in s u r e d  a n d  u n in s u r e d  p a t ie n t s ) .  T h e n ,  t h e  f ie ld  s t a f f  

d e s c r ib e s  t h e  i t e m  in  t e r m s  o f  t h e  b u n d le  o f  g o o d s  a n d  s e r v ic e s  c o n s u m e d  d u r in g  t h a t  v is i t ,  

o r  t h e  p h y s ic a l  ( o r  m e n t a l )  s t a t e  r e q u i r e d  f o r  th e  p a t ie n t  to  b e  d is c h a r g e d  f r o m  th e  

h o s p i t a l .  B i l ls  u s e d  f o r  th e  C P I a r e  s a n i t iz e d  o f  p a t ie n t - i d e n t i f y in g  c h a r a c t e r i s t i c s  a n d  d o  n o t  

c o n t r a v e n e  th e  H e a l t h  I n s u r a n c e  P o r t a b i l i t y  a n d  A c c o u n t a b i l i t y  A c t  o f  1 9 9 6  ( H IP P A )  

c o n f i d e n t i a l i t y  m a n d a te s .

T h e  o b je c t i v e  o f  s a m p l in g  f o r  t h e  h o s p i t a l  s t r a t u m  is  to  id e n t i f y  a s p e c i f ic  e l ig ib le  p a y e r  to  

f o l l o w  o v e r  t im e .  T h e  s a m p l in g  is  b a s e d  o n  h o s p i t a l  r e v e n u e .  T h e  i t e m s  a r e  d is t in g u is h e d  

b y  t h e i r  r e a s o n ( s )  f o r  a d m is s io n  to  t h e  h o s p i t a l  ( i . e .  h e a r t  a t t a c k ,  e m e r g e n c y  v is i t ,  

s c h e d u le d  s u r g e r y ,  c h r o n ic  i l ln e s s ,  d ia g n o s t ic s ,  e t c . ) ,  a n d  a s s o c ia te d  p r im a r y  d ia g n o s is  

t y p e .  T h e y  a r e  f u r t h e r  b r o k e n  d o w n  b y  t h e  in s u r e r s '  r e im b u r s e m e n t  a r r a n g e m e n t s  in  th e  

c o n t r a c t  ( i . e .  i t e m iz e d  c h a r g e s ,  d ia g n o s is  r e la t e d  g r o u p - D R G ,  c a s e  r a t e ,  p e r  d ie m ,  e t c . )  a n d  

t h e  p a t ie n t s '  e x p e c t e d  p a y m e n ts  ( i f  a n y ) .

T h e  g o a l  o f  t h e  h o s p i t a l  s e r v ic e s  in d e x  is  t o  f o l l o w  th e  t r a n s a c t io n  p r ic e s  o f  s e le c te d  
s e r v ic e s  o v e r  t im e  w h i le  k e e p in g  p r i c e - d e t e r m in in g  c h a r a c t e r i s t i c s  c o n s t a n t .  T h e  

t r a n s a c t io n  p r ic e  is  t h e  r e im b u r s e m e n t  r e c e iv e d  b y  t h e  p r o v id e r  f r o m  a l l  e l ig ib le  s o u r c e s ;  i t  
is  t h e  a m o u n t  p a id  b y  th e  in s u r a n c e  c a r r i e r  ( i f  a p p l ic a b le )  a n d / o r  p a t ie n t 's  o u t - o f - p o c k e t  

p a y m e n t s .  W ith  t h e  e x c e p t io n s  o f  f e e - f o r - s e r v ic e  a n d  fe e  s c h e d u le ,  e a c h  t y p e  o f  

r e im b u r s e m e n t  r e i ie c t s  a  lu m p  s u m  p a y m e n t  b a s e d  o n  t h e  d ia g n o s is ,  t h e  t y p e  o f  p r o c e d u r e  

p e r f o r m e d ,  o r  a  f l a t  fe e  p e r  u n i t  o f  s e r v ic e .  O n ly  q u o t e s  w i t h  p a y e r - b a s e d  t r a n s a c t io n  p r ic e s  

a r e  e l ig ib le  f o r  In c lu s io n  in  t h e  p r ic e d  s a m p le  o f  h o s p i t a l  s e r v ic e s .

H e a l t h  I n s u r a n c e

T h e  C P I d o e s  n o t  p u b l is h  a h e a l t h  in s u r a n c e  in d e x ,  a l t h o u g h  B L S  is  t e s t in g  i t s  f e a s ib i l i t y  

w i t h  a n  e x p e r im e n t a l  in d e x .  T h e  w e ig h t s  in  t h e  C P I d o  n o t  in c lu d e  e m p lo y e r - p a id  h e a l th  

in s u r a n c e  p r e m iu m s  o r  t a x - f u n d e d  h e a l t h  c a r e  s u c h  a s  M e d ic a r e  P a r t  A  a n d  M e d ic a id .  

C u r r e n t l y ,  t h e  in d e x  e m p lo y s  a n  in d i r e c t  m e t h o d  f o r  m e a s u r in g  p r ic e  c h a n g e s  f o r  h e a l th  

in s u r a n c e  p r e m iu m s .  U n d e r  t h is  I n d i r e c t  m e t h o d ,  ' l i e  m e d ic a l  c a r e  in d e x  w i l l  n o t  b e  

a f f e c t e d  b y  c h a n g e s  in  p o l ic y  c h a r a c t e r i s t i c s ,  s u c h  a s  m o d i f ic a t io n s  to  p o l ic y  b e n e f i t s  a n d  

u t i l i z a t io n  c h a n g e s .  T h e  a p p r o a c h  im p l i c i t l y  a s s u m e s  t h a t  t h e  le v e l  o f  s e r v ic e  f r o m  

in d iv id u a l  c a r r ie r s  is  s t r i c t l y  a  f u n c t io n  o f  b e n e f i t s  p a id .  W h i le  o t h e r  c o m p o n e n t s  m a y  a f f e c t  

t h e  in d e x ,  s u c h  o s  m o r e  c o n v e n ie n t  c la im s  h a n d l in g  n r  a  2 4 - h o u r  n u r s e  l in e ,  t h e i r  e f f e c t s  

a r e  p r o b a b ly  s m a l l .  T h is  in d i r e c t  a p p r o a c h  f a c t o r s  m e d ic a l  in s u r a n c e  p r e m iu m s  in t o  tw o  

p a r t s :

« C h a n g e s  in  t h e  p r ic e s  o f  m e d ic a l  c a r e  i t e m s  c o v e r e d  b y  h e a l t h  in s u r a n c e  p o l ic ie s  

■ C h a n g e s  in  th e  c o s t  o f  a d m in is t e r in g  p o l ic ie s ,  m a in t a in in g  r e s e r v e s  a n d ,  a s  a p p r o p r ia t e ,  

p r o f i t s .
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M o s t  e x p e n d i t u r e  f o r  h e a l t h  in s u r a n c e  g o e s  t o  th e  f i r s t  i t e m  a b o v e ,  a n d  r e f le c t s  in s u r e r s '  

p a y m e n t s  f o r  m e d ic a l  t r e a t m e n t s .  T h e  C P I a l lo c a te s  t h is  p o r t i o n  t o  t h e  in d e x e s  t h a t  

a c c o u n t  f o r  m e d ic a l  c a r e  i t e m s  ( i . e .  p h y s ic ia n s '  s e r v ic e s ) .  T h u s ,  t h e  w e ig h t s  f o r  m o s t  o f  

M C S  In d e x e s  r e f le c t  o u t - o f - p o c k e t  e x p e n d i t u r e s  p lu s  a l lo c a t e d  h e a l t h  in s u r a n c e  b e n e f i t  

p a y m e n t s .  ( I t  is  f o r  t h is  r e a s o n  t h a t  p r o v id e r 's  r e im b u r s e m e n t s  f r o m  in s u r a n c e  c o m p a n ie s  

a r e  v a l id  p r ic e s  f o r  t h e  C P I 's  M C S  In d e x e s . )

T h e  p r ic e  c h a n g e  t h a t  t h e  C P I u s e s  f o r  t h e  r e m a in in g  w e ig h t ,  c h a n g e s  in  t h e  r e t a in e d  
e a r n in g s  o f  h e a l t h  in s u r a n c e  c a r r i e r s  ( t h e  s e c o n d  i t e m  a b o v e ) ,  is  t h e  p r o d u c t  o f  tw o  

r e la t iv e s  o f  c h a n g e :

■ T h e  c h a n g e  in  t h e  r e t a in e d  e a r n in g s  r a t io ,  a n d

h T h e  c h a n g e  in  t h e  c o s t  o f  m e d ic a l  i t e m s  f r o m  e ls e w h e r e  in  C P I m e d ic a l  c a r e .

R e ta in e d  e a r n in g s  r a t io s  a r e  c a lc u la t e d  b a s e d  o n  d a ta  o b t a in e d  f r o m  v a r io u s  in d u s t r y  

s o u r c e s .  B L S  a c q u i r e s  c a le n d a r  y e a r  d a ta  o n  p r e m iu m  in c o m e ,  b e n e f i t s  p a y m e n t s ,  a n d  

r e t a in e d  e a r n in g s  f r o m  n a t io n a l  n o n - p r o f i t  h e a l th  in s u r a n c e  c a r r i e r s  a n d  f r o m  B e s ts  

I n s u r a n c e  f o r  c o m m e r c ia l  c a r r ie r s .  T h e  r e la t iv e  o f  c h a n g e  is  c a lc u la t e d  b y  d iv id in g  th e  

p r e v io u s  y e a r 's  r a t io  b y  t h e  c u r r e n t  y e a r 's  r a t io .  T h e  r e la t iv e  o f  c h a n g e  is  t h e n  c o n v e r t e d  t o  

a  m o n t h ly  r e la t i v e  ( b y  t a k in g  i t s  t w e l f t h  r o o t ) ,  a n d  t h e s e  c h a n g e s  a r e  u s e d  m o n t h ly  to  

r e f le c t  r e t e n t io n  m a r g in s .  1 T h e  s e c o n d  r e la t iv e  r e f le c t s  p r ic e  c h a n g e  f o r  t h e  e i g h t  m e d ic a l  

c a r e  i t e m s  w h o s e  b a s ic  w e ig h t  in c lu d e s  a l lo c a t e d  h e a l t h  in s u r a n c e  p r e m iu m s .

C h a l le n g e s  t o  p r ic in g  h e a l t h  in s u r a n c e  T h e  c u r r e n t  in d i r e c t  m e t h o d  f o r  m e a s u r in g  h e a l th  

In s u r a n c e  p r e m iu m  c h a n g e s  d o e s  n o t  m im ic  t h e  w a y  c o n s u m e r s  p a y  f o r  h e a l t h  c a r e  a n d  i t  
f o r c e s  t h e  m e d ic a l  c a r e  in d e x e s  t o  m e a s u r e  c h a n g e s  in  w h a t  m e d ic a l  c a r e  p r o v id e r s  r e c e iv e  

f r o m  in s u r a n c e  c o m p a n ie s  r a t h e r  t h a n  w h a t  c o n s u m e r s  p a y  f o r  t h e  m e d ic a l  i t e m s  o u t  o f  

p o c k e t .  A  d i r e c t  m e a s u r e  t h a t  w o u ld  h a v e  a n  in d e x  f o r  h e a l t h  in s u r a n c e  p r e m iu m s  a lo n g  

w i t h  o u t - o f - p o c k e t  in d e x e s  f o r  t h e  v a r io u s  m e d ic a l  i t e m s  w o u ld  b e  a n  id e a l  w a y  t o  m e a s u r e  
m e d ic a l  c a r e  p r ic e  c h a n g e — p r o v id e d  t h a t  B L S  c o u ld  p r o d u c e  a n  a c c u r a t e  c o n s t a n t - q u a l i t y  

I n d e x  f o r  h e a l t h  p r e m iu m s .  A  1 9 8 4 - 8 5  t e s t  o f  t h e  f e a s ib i l i t y  o f  d i r e c t l y  p r ic in g  h e a l th  

in s u r a n c e  p o l ic ie s  s h o w e d  t h a t  t h e r e  w e r e  m a jo r  b a r r ie r s  t o  o b t a in in g  d a t a  o n  c h a n g e s  in  

q u a l i t y  v a r ia b le s  s u c h  p o l ic y  b e n e f i t s  a n d  u t i l i z a t io n  ( t h e  n u m b e r  o f  c la im s  p e r  in s u r e d ) .  

C o n s e q u e n t ly ,  B L S  w a s  u n a b le  t o  p r o d u c e  c o n s is t e n t  c o n s t a n t - q u a l i t y  p r e m iu m s  f o r  h e a l t h  

in s u r a n c e  p o l ic ie s  f o r  u s e  a s  C P I p r ic e s .  B L S  p la n s  f u r t h e r  r e s e a r c h  t o  f in d  m o r e  

a p p r o p r ia t e  w a y s  t o  p r i c e  t h i s  in d e x  a n d  c u r r e n t l y  th e  C P I is  a g a in  r e - t e s t in g  t h e  d i r e c t  

p r ic in g  o f  h e a l t h  in s u r a n c e .

F u r t h e r  I n f o r m a t io n  m a y  b e  o b t a in e d  f r o m  th e  O f f ic e  o f  P r ic e s  a n d  L iv in g  C o n d i t io n s ,

B u r e a u  o f  L a b o r  S t a t is t i c s ,  2  M a s s a c h u s e t t s  A v e n u e ,  N E . ,  R o o m  3 6 1 5 ,  W a s h in g to n ,  D C , 

2 0 2 1 2 ,  o r  b y  c a l l in g  ( 2 0 2 )  6 9 1 - 6 9 8 5 .

M a t e r ia l  In  t h is  s u m m a r y  is  in  t h e  p u b l ic  d o m a in  a n d ,  w i t h  a p p r o p r ia t e  c r e d i t ,  m a y  b e  

r e p r o d u c e d  w i t h o u t  p e r m is s io n .  T h is  I n f o r m a t io n  Is a v a i la b le  t o  s e n s o r y - im p a i r e d  

i n d iv id u a ls  u p o n  r e q u e s t .  V o ic e  p h o n e :  ( 2 0 2 )  6 9 1  5 2 0 0 ;  F e d e r a l R e la y  S e r v ic e :  1 8 0 0 - 8 7 7  

8 3 3 9

( 1 )  A  h y p o t h e t i c a l  e x a m p le  o f  t h e  c a lc u la t io n  o f  th e  c h a n g e  in  r e t a in e d  e a r n in g s  f o r  

c o m m e r c ia l  c a r r ie r s :

http://www.bls.gov/cpi/cpifnct4.htni 4/9/2007

http://www.bls.gov/cpi/cpifnct4.htni
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Y e a r  I n c o m e  B e n e f i t  R e t e n t i o n  R e t e n t i o n - b e n e f i t  r a t i o

1 $ 1 0 0 , 0 0 0  $ 9 4 , 0 0 0  $ 6 , 0 0 0 . 0 6 3 8 3 0

2  $ 1 0 8 , 0 0 0  $ 1 0 0 , 0 0 0  $ 8 , 0 0 0 . 0 8 0 0 0 0

Y e a r  2  a d ju s t m e n t  f o r  c h a n g e  in  r e t e n t io n s :

a .  Y e a r  2  r a t io  /  Y e a r  2  r a t io  =  . 0 8 0 0 0 0  /  . 0 6 3 8 3 0  =  1 . 2 5 3 3 2 9  r e la t i v e  o f  c h a n g e ,  o r  

2 5 . 3 3  p e r c e n t ,  w h ic h  is  t h e  a n n u a l  in c r e a s e  in  t h e  r e t e n t io n  to  b e n e f i t s  r a t io .

b . S p r e a d in g  t h is  a n n u a l  c h a n g e  e q u a l ly  o v e r  1 2  m o n t h s  is  d o n e  a s  f o l l o w s :  t a k e  t h e  

1 2 t h  r o o t  o f  t h e  1 2  m o n t h  c h a n g e  o f  1 . 2 5 3 3 2 9 ,  w h ic h  e q u a ls  1 . 0 1 8 9 9 5  o r  1 .9  

p e r c e n t  p e r  m o n t h .

L a s t  M o d i f i e d  D a t e :  M a r c h  1, 2 0 0 7

'a) Back_to_Jop www.dol.gov

Frequently Ashed Questions | Freedom of Information Act | Customer Survey 
Privacy tl Security Statement I Linking and copyright Information | Accessibility

U.S. Bureau of Labor S ta tis tics
Division of Consumer Prices and Price Indexes 
Suite 3130
2 Massachusetts Avenue, NE 
Washington, DC 20212-0001

URL: http:/yw vvw .bis.gov/C PI 
Phone: (202) 691-7000 

Fax: (202) 691-6325 
Do you have a CPX data q u estio n 11 

Do you have a Technical (w eb) question ’ 
Do you Ii3ve O ther com m ents?

Iuip://\v ww.hls.gov/cpi/cpif.ict4. him 4/ 9/2007

http://www.dol.gov
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Bureau o f Labor 
Statistics
P r o d u c e r  P r ic e  I n d e x e s

U.S. D e p a r tm e n t  
of Labor

www.bls.gov  J A d v a n c e d  S e a r c h  | A - Z  I n d e x
ULS Home j P rogram s & Surveys | Got Datailod S tatistics  | Glossary | What 's  New | Find Iti In  POL

H o w  D o e s  th e  P r o d u c e r  P r ic e  In d e x  D i f fe r  f r o m  th e  
C o n s u m e r  P r ic e  In d e x ?

I t  is  o f t e n  a s s u m e d  t h a t  t h e  d i r e c t io n  a n d  m a g n i t u d e  o f  p r ic e  c h a n g e  in  t h e  P r o d u c e r  P r ic e  

I n d e x  (P P I )  f o r  f in is h e d  g o o d s  a n t ic ip a t e s  a  s im i la r  c h a n g e  in  t h e  C o n s u m e r  P r ic e  In d e x  
( C P I )  f o r  a l l  i t e m s .  W h e n  t h is  a s s u m e d  r e la t io n s h ip  is  c o n t r a d ic t e d  b y  t h e  a c t u a l  

m o v e m e n t s  o f  t h e  t w o  s e r ie s ,  a s  i t  o f t e n  is ,  m a n y  d a ta  u s e r s  a s k  w h y  t h e  P P I a n d  C P I s h o w  

d i f f e r e n t  p r ic e  m o v e m e n t s .

T h e  a n s w e r  is  t h a t  c o n c e p tu a l  a n d  d e f in i t i o n a l  d i f f e r e n c e s  b e t w e e n  t h e  P P I a n d  C P I— 

d i f f e r e n c e s  w h ic h  a r e  c o n s is t e n t  w i t h  th e  u s e s  o f  t h e  t w o  m e a s u r e s — c o n t r i b u t e  t o  th e  

d i f f e r e n c e s  in  t h e i r  p r ic e  m o v e m e n t s .  A  p r im a r y  u s e  o f  t h e  P P I is  t o  d e f la t e  r e v e n u e  

s t r e a m s  in  o r d e r  t o  m e a s u r e  r e a l  g r o w t h  In  o u t p u t .  A  p r im a r y  u s e  o f  t h e  C P I is  to  a d ju s t  

in c o m e  a n d  e x p e n d i t u r e  s t r e a m s  f o r  c h a n g e s  in  th e  c o s t  o f  l i v in g .  T h e  d i f f e r e n t  u s e s  c a u s e  

d e f in i t i o n a l  d i f f e r e n c e s  t h a t  c a n  b e  c a t e g o r iz e d  in to  t w o  c r i t i c a l  a r e a s :  ( 1 )  t h e  c o m p o s i t io n  

o f  t h e  s e t  o f  c o m m o d i t ie s  a n d  s e r v ic e s  t h e y  in c lu d e  a n d  ( 2 )  t h e  t y p e s  o f  p r ic e s  c o l le c te d  f o r  

t h e s e  i t e m s .

C o m p o s i t i o n a l  d i f f e r e n c e s

T h e  P r o d u c e r  P r ic e  I n d e x  f o r  F in is h e d  G o o d s  t r a c k s  t h e  a v e r a g e  c h a n g e  in  p r ic e s  o v e r  t im e  

o f  d o m e s t ic a l ly  p r o d u c e d  a n d  c o n s u m e d  c o m m o d i t ie s .  T h e  in d e x  is  c o m p r is e d  o f  p r ic e s  f o r  

b o t h  c o n s u m e r  g o o d s  a n d  c a p i t a l  e q u ip m e n t ,  b u t  e x c lu d e s  p r ic e s  f o r  s e r v ic e s .  W e ig h ts  f o r  

t h e  f in is h e d  g o o d s  P P I a r e  c u r r e n t l y  b a s e d  o n  t h e  v a lu e  o f  s h ip m e n t s  o f  p r o d u c t s  a s  

r e p o r t e d  b y  p r o d u c e r s  f o r  t h e  1 9 9 7  e c o n o m ic  c e n s u s .

T h e  A l l  I t e m s  C P I m e a s u r e s  t h e  a v e r a g e  c h a n g e  in  p r ic e s  o v e r  t im e  o f  g o o d s  a n d  s e r v ic e s  

p u r c h a s e d  f o r  p e r s o n a l  c o n s u m p t io n  b y  u r b a n  U .S .  h o u s e h o ld s ,  r e g a r d le s s  o f  t h e  i t e m 's  

c o u n t r y  o f  o r i g in .  T h is  in d e x  is  c o m p r is e d  s o le ly  o f  p r ic e s  f o r  c o n s u m e r  g o o d s ,  t h u s  i t  

e x c lu d e s  p r ic e s  f o r  c a p i t a l  e q u ip m e n t .  I n  a d d i t io n ,  C P I w e ig h t s  c o r r e s p o n d  t o  t h e  C o n s u m e r  

E x p e n d i t u r e  S u r v e y  ( c u r r e n t l y  f o r  t h e  y e a r s  2 0 0 1 - 2 0 0 2 ) .

D i f f e r e n c e s  i n  t h e  t y p e  a n d  t i m i n g  o f  p r i c e s  c o l l e c t e d

S a le s  a n d  e x c is e  t a x e s .  T h e  p r ic e  c o l le c te d  f o r  a n  i t e m  in c lu d e d  in  t h e  P P I is  t h e  r e v e n u e  

r e c e iv e d  b y  i t s  p r o d u c e r .  S a le s  a n d  e x c is e  t a x e s  a r e  n o t  in c lu d e d  in  t h e  p r o d u c e r  p r ic e  

b e c a u s e  t h e y  d o  n o t  r e p r e s e n t  r e v e n u e  lo  th e  p r o d u c e r .  T h e  p r ic e  c o l le c t e d  f o r  a n  i t e m  
In c lu d e d  in  t h e  C P I is  t h e  o u t - o f - p o c k e t  e x p e n d i t u r e  b y  a c o n s u m e r  f o r  t h e  i t e m .  S a le s  a n d  

e x c is e  t a x e s  a r e  I n c lu d e d  In  t h e  p r ic e  b e c a u s e  t h e y  a r e  n e c e s s a r y  e x p e n d i t u r e s  b y  th e

RELATED PPI LINKS
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c o n s u m e r  f o r  t h e  i t e m .  A s  a c o n s e q u e n c e ,  c h a n g e s  in  t h e  t a x  r a t e s  o n  c ig a r e t t e s  o r  

a lc o h o l ic  b e v e r a g e s ,  f o r  e x a m p le ,  c a n  c a u s e  t h e  C P I to  m o v e  r e la t iv e  t o  t h e  P P I.

D is t r i b u t io n  c o s t s .  T h e  p r ic e  ( r e v e n u e )  r e c e iv e d  b y  a  p r o d u c e r  f o r  a  p a r t i c u la r  p r o d u c t  m a y  

d i f f e r  f r o m  t h e  p r ic e  p a id  b y  a  c o n s u m e r  f o r  t h a t  s a m e  p r o d u c t  f o r  im p o r t a n t  r e a s o n s  

b e s id e s  t a x e s .  T h e  p r o d u c t  in  q u e s t io n ,  s u c h  a s  fo o d  o r  a p p a r e l ,  m a y  h a v e  f o l lo w e d  a 

d i s t r i b u t i o n  p a t h  f r o m  p r o d u c e r  t h r o u g h  w h o le s a le r  a n d  r e t a i le r  b e f o r e  i t s  f in a l  s a le  to  th e  

c o n s u m e r .  I n  t h is  c a s e ,  th e  p r ic e  p a id  b y  t h e  c o n s u m e r  f o r  t h e  p r o d u c t  l i k e ly  r e f le c t s  

i n t e r m e d ia t e  m a r k u p s  to  c o v e r  th e  c o s ts  o f  s h ip p in g  i t  f r o m  o n e  p a r t y  t o  a n o t h e r ,  a s  w e l l  

a s  t h e  c o s t s  o f  d o in g  b u s in e s s  b y  b o th  th e  w h o le s a le r  a n d  r e t a i le r .

T im in g  o f  c o l le c t io n .  A n o t h e r  p o s s ib le  s o u r c e  f o r  d is c r e p a n c ie s  in  p r ic e  m o v e m e n t s  b e tw e e n  

t h e  P P I a n d  C P I is  t h e  d i f f e r e n c e  in  t h e  t im in g  o f  d a ta  c o l le c t io n  in  t h e  t w o  p r o g r a m s .  T h e  

P P I u s e s  p r i m a r i l y  a  m a i l  s u r v e y ,  w h ic h  is  s e n t  to  r e s p o n d e n t s  o n  a  m o n t h ly  b a s is .  I n  

c o n t r a s t ,  t h e  C P I c o l le c t s  p r ic e  q u o te s  b y  t e le p h o n e  o r  p e r s o n a l  v is i t s  b y  B L S  

r e p r e s e n t a t iv e s .  B e c a u s e  r e s p o n d e n ts  s o m e t im e s  d o  n o t  r e t u r n  P P I s u r v e y  f o r m s  o n  a 

t im e ly  b a s is ,  in d e x e s  a r e  r o u t i n e ly  s u b je c t  t o  r e v is io n  4  m o n th s  a f t e r  o r ig in a l  p u b l ic a t io n  to  
r e f le c t  la te  r e p o r t s  a n d  p r ic e  c o r r e c t io n s .  O n c e  r e v is e d ,  P P I in d e x e s  a r e  c o n s id e r e d  f in a l .  

W h e n  P P I in d e x e s  a r e  f i r s t  r e le a s e d ,  t h e y  a r e  t y p ic a l ly  b a s e d  o n  a  s u b s t a n t ia l  p o r t i o n  o f  th e  
t o t a l  n u m b e r  o f  p r ic e s  t h a t  w i l l  e v e n t u a l ly  b e  r e c e iv e d  f r o m  r e s p o n d e n t s ;  h e n c e ,  

s u b s e q u e n t  r e v is io n s  a r e  n o r m a l l y  m in o r .  T h e  C P I,  o n  t h e  o t h e r  h a n d ,  d o e s  n o t  r o u t i n e ly  

r e v is e  in d e x e s .

T h e  P P I t a r g e t s  t h e  p r ic e  o f  g o o d s  o n  a  s p e c i f ic  d a t e ,  t h e  T u e s d a y  o f  t h e  w e e k  c o n t a in in g  

t h e  1 3 t h  o f  t h e  m o n t h .  C P I p r ic e s  a r e  t y p ic a l ly  c o l le c te d  t h r o u g h o u t  t h e  f i r s t  1 8  w o r k in g  

d a y s  o f  e a c h  m o n t h .  I f  a  p a r t i c u la r  e v e n t  o r  p r ic in g  d e c is io n  o c c u r r e d  la te  in  t h e  m o n t h ,  i t  

is  p o s s ib le  t h a t  i t  w o u ld  b e  r e f le c te d  in  th e  C P I p r i o r  t o  t h e  P P I.

P r ic e s  f o r  s o m e  p r o d u c t  a n d  s e r v ic e  c a te g o r ie s  in  th e  C P I a r e  c o l le c t e d  e v e r y  o t h e r  m o n th .  

B e c a u s e  o f  t h i s  " b i - m o n t h l y "  p r ic e  c o l le c t io n ,  t h e  C P I r e f le c t s  t h e  p r ic e  m o v e m e n t  f o r  s o m e  

i t e m s  o v e r  a  2 - m o n t h  p e r io d .  I n  t h e  P P I, a l l  p r ic e  q u o t a t io n s  a r e  c o l le c t e d  m o n t h ly .

I n  a d d i t i o n ,  d i f f e r e n t  m e t h o d s  m a y  b e  e m p lo y e d  f o r  t h e  in t r o d u c t i o n  o f  n e w  m o d e ls  o f  

p r ic e d  g o o d s .  I n  t h e  P P I,  a  n e w  m o d e l  is  p r ic e d  w h e n  t h e  p r o d u c e r  s t o p s  s e l l in g  t h e  

p r e v io u s  m o d e l .  M o s t  i t e m s  in  t h e  C P I a r e  p r ic e d  a t  t h e  o u t l e t  u n t i l  t h e y  a r e  n o  lo n g e r  

a v a i la b le  f o r  s a le ,  a l t h o u g h  f o r  s o m e  i t e m s ,  s u c h  a s  n e w  c a r s  a n d  t r u c k s ,  t h e  n e w  m o d e l  is  

f i r s t  p r ic e d  w h e n  i t  o u t - s e l l s  t h e  p r e v io u s  m o d e l .  T h e r e f o r e ,  in  s o m e  c a s e s ,  a  n e w  m o d e l 

m ig h t  b e  p r ic e d  in  t h e  P P I w e l l  b e fo r e  i t  s h o w s  u p  in  t h e  C P I.  F o r  e x a m p le ,  In  t h e  P P I m o s t  

n e w  p a s s e n g e r  c a r s  a r e  in t r o d u c e d  in  O c to b e r ;  f o r  t h e  C P I,  n e w  m o d e ls  a r e  in t r o d u c e d  o v e r  

a  lo n g e r  p e r io d  ( 4  Lo 6  m o n th s  b e g in n in g  in  S e p t e m b e r ) ,  a s  d e a le r s  c lo s e  o u t  o ld  in v e n t o r y  
a n d  b e g in  s e l l in g  t h e  n e w e r  m o d e ls .

' ‘ P a s s  t h r o u g h "  o f  p r i c e  c h a n g e  f r o m  t h e  P P I  t o  t h e  C P I

S o m e  a s s u m e  t h a t  a  p r ic e  c h a n g e  r e c o r d e d  in  a  p a r t i c u la r  c o m p o n e n t  o f  t h e  P P I w i l l  

e v e n t u a l ly  a n d  d i r e c t l y  b e  s e e n  in  t h e  s a m e  o r  m o s t  s im i la r  c o m p o n e n t  o f  t h e  C P I.  I n  

r e a l i t y ,  i t  is  d i f f i c u l t  t o  p r o je c t  w h e t h e r ,  a n d  to  w h a t  e x t e n t ,  a n  in c r e a s e  in  t h e  P P I w i l l  

“ p a s s  t h r o u g h "  to  t h e  C P I.  F o r  e x a m p le ,  a n  in c r e a s e  In  t h e  p r ic e  p a id  t o  a  p r o d u c e r  f o r  a  

g o o d  m a y  n o t  b e  p a s s e d  o n  b y  a  r e t a i le r  i f  c o n d i t io n s  in  t h e  r e t a i l  m a r k e t  p r e c lu d e  s u c h  a n  

a c t io n .  A l t e r n a t i v e ly ,  t h e  r e t a i le r  m a y  in c r e a s e  t h e  s e l l in g  p r ic e  f o r  t h e  g o o d  In  q u e s t io n ,  

b u t  n o t  b y  t h e  f u l l  e x t e n t  o f  t h e  in c r e a s e  in  t h e  p r ic e  p a id  t o  th e  p r o d u c e r .

F o r  a  m o r e  d e t a i l e d  d is c u s s io n  o f  p r ic e  p a s s  t h r o u g h  r e la t in g  to  t h e  P P I a n d  C P I s t a g e  o f

litlp://ww\v.hls.gov/ppi/ppicpippi.htm 4/17/2007
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p r o c e s s in g  p r ic e  s y s t e m  s e e  h t t p : / / w w w . b l s . q o v / o p u b / m l r / 2 0 0 2 / l l / a r t l f u l l . p d f .

S u m m a r y

T h e  c o n c e p tu a l  a n d  d e f in i t i o n a l  d i s t in c t io n s  o f  t h e  P P I a n d  C P I a r e  c o n s is t e n t  w i t h  t h e  u s e s  

o f  t h e s e  t w o  m a jo r  e c o n o m ic  in d ic a t o r s .  T h e  P P I is  u s e d  t o  d e f la t e  r e v e n u e  to  m e a s u r e  r e a l 

g r o w t h  in  o u t p u t  a n d  t h e  C P I is  u s e d  to  a d ju s t  in c o m e  a n d  e x p e n d i t u r e s  f o r  c h a n g e s  in  t h e  

c o s t  o f  l i v in g .  I n  b r ie f ,  t h e  C P I in c lu d e s  s e r v ic e s ,  im p o r t s ,  a n d  s a le s  t a x e s ,  w h e r e a s  t h e  P P I 

e x c lu d e s  t h e m .  D is t r i b u t io n  c o s ts  a r e  in c lu d e d  in  th e  C P I b u t  n o t  in  t h e  P P I. F in a l ly ,  t h e  PP I 

in c lu d e s  c a p i t a l  e q u ip m e n t  a n d  th e  C P I d o e s  n o t .

L a s t  M o d i f i e d  D a t e :  M a r c h  1 8 ,  2 0 0 4
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Suite 3840
2 Massachusetts Ave., NE 
Washington, DC 20212-0001

URL: h ttp ://w w w .b ls .g o v /P P I
Phone: (202) 691-7705 

Fax: (202) 691-7754 
PPI data questions: ppi-info@bls.gov 

Do you have a Technical (w eb) question!''
Do you have O ther com m ents?

http://www.bls.gov/ppi/ppiepippi.htm 4/17/2007

http://www.bls.qov/opub/mlr/2002/ll/artlfull.pdf
http://www.dol.gov
http://www.bls.gov/PPI
mailto:ppi-info@bls.gov
http://www.bls.gov/ppi/ppiepippi.htm
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- A j a s k a  S t a t e  M e d i c a l  A s s o c i a t i o n

4107 Launei Street • Anchorage, Alaska 99508 • (907) 562-0304 • (907) 561-2063 (fax)

April 24,2007

Honorable Kevin Meyer, Co-chair, House Finance Committee 
Honorable Mike Chenault, Co-chair, House Finance Committee 
State Capitol, Room 515 
Juneau, AK 99801-1182

RE: CSHB228 -  Workers Compensation Fee Schedule 

Dear Representatives Chenault and Meyer:

The Alaska State Medical Association (ASMA) represents physicians statewide and is primarily concerned with 
the health of all Alaskans.

Attached is a copy of the written testimony provided to the House Labor and Commerce Committee. ASMA 
realizes that the critical clement at this point in time is to enact legislation that will define a new payment 
schedule for medical services because of the current schedule being eliminated on August 1,2007. As such 
ASMA supports the passage of CS HB228. Furthermore, ASMA commends Representative Kelly for 
introducing H8228 and seeing it through the process.

The requested data regarding the medical payments under the workers compensation system is necessary to 
appropriately evaluate and work towards any warranted changes. The cost, in general terms, is the result of 
multiplying the price (charge) for a service times the number of the times that services is provided. This data 
obviously is important to evaluate the price aspect but Is absolutely necessary when evaluating die utilization 
element (i.e. the number of times a service is provided). It is critical that evaluations of the utilization element 
be done by those most familiar wi'h what the appropriate standard of care is for that service. ASMA and its 
members have and will continue to volunteer to assist in such evaluation for the services provided by

ASMA only requests one clarification be made. That clarification is relative to CS MB228, page 2, line 2. The 
adjustment basis is defined as the "medical carc component" of the CPI. The clarification is whether that refers 
lo the component identified on the U.S. Department of Labor, Bureau of Labor statistics website as the "U.S. 
Medical Core. 1982-84 -  100-CUUR0000SAM” orthe"U.S. Medical Care Services, 1982-84 = 100-CUUR 
0000SAM2”. It is ASMA’s understanding that tho "U.S. Medical Care" component contains prescription and 
non-prescription drugs and prescription and non-prescription medical equipment which arc not elements 
aficctcd by the change made in the payment schedule under CS HB228. ASMA views such clarification as 
"editorial" and would support the Committee’s and Representative Kelly's determination as to the most 
appropriate index.

ASMA asks you to expeditiously address and pass CS HB228

physicians.

Sincerely,

By: Roland Gower, MD, President 
For: The Alaska State Medical Association



HB 228 

House F inance  

A p r i l  25, 2007 

Div is ion  o f  Insurance

I. BILL PURPOSE

A. PROBLEM

1. 2005 Workers’ Compensation Reform Bill

a. Limited medical service fee schedule to that adopted by the 
Work Comp Board on December 1, 2004

b. Freeze repealed effective August 1, 2007

2. Effect -  On August 1. 2007 there will be no limitation on 
medical fees which will likely result in medical costs escalating

B. SOLUTION

1. Some legislation to re-establish maximum allowable 
reimbursements

2. Bill -  Provides for a cap adjusted for inflation for provider lees

II. COST

A. SYSTEM (ATTACHMENT 1 & 2)

1. Medical

2. Indemnity

B. PREMIUM

1. Loss Cost

a, I listorical System Cost

b. Trending

2. Expense Individual Carrier Component



III. RATE HISTORY

A. NATIONAL RANKING

1. 2004 Oregon Study (ATTACHMENT 3)

2. 2006 Oregon Study (ATTACHMENT 4)

B. ALASKA RATES (ATTACHMENTS)

IV. IMPACT (ATTACHMENT 6)

A. WITHOUT CAP

1. NCCI estimate

2. No certainty or stability or ability to predict

3. Costs continue to grow

B. WITH CAP

1. NCCI estimate

2. EM PI 1ASIS -  NOT mean no rate increase or decrease -  just one 
component of rate making
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W o r k e r s  C o m p e n s a t i o n  L o s s e s

All C la im s —NCC I S ta tes

2005p

2 0 0 5 p :  P re l im in a ry  b a s e d  o n  d a ta  v a lu e d  as  o f  1 2 /3 1 /0 5  
1 9 8 5 , 1 9 9 5 : B a s e d  o n  d a ta  th r o u g h  1 2 /3 1 /0 4 ,  d e v e lo p e d  to  u l t im a te  
B a se d  o n  th e  s ta te s  w h e re  N C C I p ro v id e s  ra te m a k in g  s e rv ic e s  
E x c lu d e s  th e  e f fe c ts  o f  d e d u c t ib le  p o lic ie s

6 4 Copyright 2000 National Council on Compensation Insurance, Inc. All Rights Reserved,
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W o r k e r s  C o m p e n s a t i o n  L o s s e s  
i n  A l a s k a

All C la im s—Alaska
2 0 0 5 p

1 9 9 5

1985

Indemnity  

5 9 %

Indemnity 

42%

31%  

I n d e m n i t y

2 0 0 5 p :  P re l im in a ry  b a s e d  o n  d a ta  v a lu e * 1 s  o f  1 2 /3 1 /0 5  

1 9 8 5 , 1 9 9 5 : B a s e d  o n  d a ta  th ro u g h  1 2 /3 1 /0 4 ,  d e v e lo p e d  to  u l t im a te  

B a s e d  o n  th e  s ta te s  w h e re  NC CI p ro v id e s  r a te m a k ln g  s e rv ic e s  

E x c lu d e s  th e  e f fe c ts  o f  d e d u c t ib le  p o lic ie s  6 5 ■'i Copyright 2006 National Council on Compensation Insurance, Inc. All Rights Reserved,



O r c r c - o ^
T a b le  2. W o r k e r s ' c o m p e n s a t io n  p r e m iu m  ra te  r a n k in g  __________  O

# 3  -  V

RanWnn '
2002- -r j y p . , .* •  y , ; %  

R anking ^  /■> S ta te  • '-n In d e o & k t * ' ’
••.'•H ,': . :%&>■ H v  
• vr E ffective D o ts  4

1 1 Calif omla 6.06 January 1. 2004
2 15 Alaska 4.39 January 1, 2004
3 2 Florida 4.20 October 1,2003
4 3 Hawaii 3.73 January 1, 2004
5 14 Ohio 3.59 July 1.2003
6 16 Kentucky 3.46 September 1, 2003
7 4 Delaware 3.44 December 1,2003
8 10 Montana 3,41 July 1,2003
9 7 Louisiana 3.37 January 1, 2004

10 17 District of Columbia 3.26 November 1, 2003
11 13 Connecticut 3.23 January 1, 2004
12 18 New Hampshire 3.19 Jttnusry 1, 2004
13 8 Maine 3.06 January 1, 2004
14 5 Texas 3.06 January 1, 2003
IS 19 Oklahoma 3.07 2/1/02 State Fund, 1/1/04 private
16 6 Rhode Island 3.01 November 1 , 1996
17 25 Vermont 2.99 April 1,2003
18 9 New York 2.97 December 1, 2003
19 12 Alabama 2.88 March 1, 2004
20 23 Pennsylvania 2.82 April 1,2003
21 22 Minnesota 2 74 January 1, 2004
22 26 Missouri 2.67 January 1, 2004
23 20 Illinois 2.65 January 1, 2004
24 24 Wfest Virginia 2.64 July 1,2003
25 29 Tennessee 2.62 March 1,2003
26 11 Nevada 2.58 January 1, 2004
27 36 New Mexico 2.56 January 1, 2004
28 36 Wyoming 2.43 January 1,2004
29 31 New Jersey 2.36 January 1, 2004
30 30 Michigan 2.34 January 1,2004
31 21 Colorado 2.33 January 1, 2004
32 34 North Carolina 2.32 August 29,2003
33 32 Wisconsin 2.27 October 1. 2003
34 27 Idaho 2 2 5 January 1,2004
35 45 Washington 2 2 0 January 1, 2004
30 33 Mississippi 2.19 March 1,2003
37 28 Georgia 2.14 November 1, 2001
38 39 Nebraska 2.10 February 1, 2003
39 42 South Carolina 2.08 January 1, 2004
40 40 Maryland 2.06 January 1,2004
41 48 South Dakota 2.05 July 1,2003
42 U OREOON 2 M January 1,2004
43 43 Iowa 1.91 January 1, 2004
44 41 Kansas 1.81 January 1, 2004
45 37 Massachusetts 1.70 September 1.2003
46 44 Utah 1.63 December 1,2003
47 49 Virginia 1.57 Apr* 1,2003
48 47 Arkansas 1.57 July 1,2001
49 48 Arizona 1.49 October 1,2003
50 50 Indiana 1 24 January 1.2004
51 51 North Dakota 1 06 July 1 2003

8mod on updated Information, tha 2002 ranking ha* b**n ravtaad alnca K vv*a originally published.
Although u n  ilatet may appaar lo hava ff>a l ir a  indfi rala, the ranking It Da tod on CJk-Uafcor* pnor lo loondmg 
10 Two deomal placat The inoti ratal reflect approprlala edyialmentl tor in# cDaractantbCa oI eech mdmdual itate'i 
rawtoaf marker. Rales vary by tlatt/kcation and mrnrar in aacft itata. Actual coal lo on amptoyar can ba adjusted by the 
r toyw a aararlanca ralmg. pramum d’tcourt. retroipectlve ratng. and orrldanda
F. iployara ca t roduca tfialr workers’ companaatlon ritaa through accident prevention, aafaty training, and by 
halplng Ir̂ ura 1 wortari rat urn to wort,

In com p liance  w iih  ihe A m ericans w ith  D isab ilitie s  A c t (A D A ) ,  this pu b lica tio n  

is ava ilab le  in a lte rna tive  form ats. Please ca ll (503) 3 7 8 ~ J I0 0 (V /T T Y ) .

The information in this re /x iri is in the public domain and may h r reprinted 
without permission. Visit the DCBS Web site, http dm-ww.cbs.state.oeus.

To ret etve electronic notification o f  new publications, see the Information Management WebBoanl. 
http :ltwww.cbs.stateMeMSlimd/noiiif\:himl.

Information Manayrmrnl Divnuai 
350 Wmtf St NE. Room J00 
PO. Hot l-UflO 
Salem, OR 9 /300 0405 
(50.3) 378 8254

http://www.cbs.stateMeMSlimd/noiiif/:himl


T a b le  2. W o rk e rs ' c o m p e n s a t io n  p re m iu m  ra te  ra n k in g

2003 /
Ranking

2004
Ranking i'e tri,. state

Index
Rate

Percent of 
study, median

,
Effective Date

1 2 Alaska 5.00 201% January 1,2006
2 1 California 4.13 166% January 1, 2006
3 7 Delaware 3.01 156% December 1,2005
4 6 Kontucky 3.78 152% October 1, 2005
5 I 8 Montana 3.69 149% July 1. 2005
6 i 3 Florida 3.32 134% January 1, 2006
7 I , 7 Vermont 3.24 130% April 1,2005
8 13 Maine 3.21 129% January 1, 2006
9 19 Alabama 3.17 128% March 1.2005
10 18 New York 3.15 127% October 1, 2005
11 9 Louisiana 3.10 125% September 1, 2005
12 5 Ohio 3.00 121% July 1,2005
13 15 Oklahoma 2.96 119% 2/1/06 Stale Fund. 7/1/05 Private
14 1 11 Connecticut 2.90 117% January 1, 2006
15 ' 4 Hawaii 2.89 116% January 1. 2008
16 ! 10 District of Columbia 2.86 115% November 1. 2005
17 14 Texas 2.84 114% January 1,2006
18 20 Pennsylvania 2.80 113% Apnl 1.2005
19 12 New Hampshire 2.75 111% January 1.2006
20 23 Illinois 2 69 108% January 1, 2006
21 21 Minnesota 2.69 108% January 1, 2006
22 16 Rhode Island 2.68 108% January 1. 2006
23 29 New Jersey 2.52 102% January 1, 2006
24 22 Missouri 2.50 101% January 1, 2006
25 39 South Carolina 2.50 101% July 1,2004
26 25 Tennessee 2.40 100% July 1.2005
27 27 New Mexico 2.41 97% January 1. 2006
28 28 Wyoming 2.40 96% January 1. 2006

29 31 Colorado 2.40 96% January 1. 2006
30 26 Nevada 2.36 95% January 1, 2005
31 36 Mississippi 2.29 92% March 1,2005
32 34 Idaho 229 92% January 1. 2006
33 28 Nebraska 225 91% February 1, 2005
34 24 West Virginia 2 20 86% January 1, 2006
35 33 Wisconsin 2.18 e8% October 1. 2005
36 35 Washington 2 17 88% January 1. 2000
37 32 North Carolina 2.17 87% Apnl 1. 2005
38 46 Utah 2 06 83% Docember 1. 2005
39 30 Michigan 2.05 62% January 1. 2006
40 40 Maryland 2.03 82% January 1, 2006
41 37 Georgia 2.02 82% July 1,2003
42 42 OREGON 1.97 79% January 1, 2006
43 44 Kansas 1.84 74% January 1, 2006
44 ! 41 South Dakota t 83 74% July 1.2005
45 43 Iowa 1.75 71% January 1,2000
46 49 Arizona 1 73 70% October 1, 2005
47 45 Massachusetts 1.70 68% September 1,2003
46 1 48 Arkansas 1 59 64% July 1,2005
49 47 Virginia 1 52 61% November 1.2005
50 , 50 ndiana 1 24 50% January 1, 2006
51 I 51 North Dakota 1.10 44% July 1. 2005

Although tomo itate* may topvtr lo fwvo the tame «»!«• nils Ills ranking it li.uixl on calculation* prior lo rounding lo two doa> 
m«| pijcsi the indei fata* faded appropruls adjustment* lor the cn.vad«ntlci of need individual ilele't rsnduel market Kuto* 
very by dettifiuibon and inturer in aacn tlala Actual cost to an employer can be adjuitsd by die employer * aipananca rating, 
premium discount, retroipacdve rating, end drvidends
Employer* can reduce dunr worker*' com()on*ation lain through accident prevention, safety training, end by helping mjurod 
worker* return to work

In com pliance w ith  the Americans w ith  D isabilities A c t (A D A ), this publication 
is available in alternative formats Please call (503) 378-4 IO O (V /T T Y ).

The inform ation in this report is in the pub lic  domain and may be reprinted  
without permission lis a  the I H ’HS ITeh site, up ■■ i. . . 11

To siyn up fa r  electronic notification o f  new publication), see the Inform ation Management home pa ye.
im p  n i u i A* Win. nr u* oud

Qfl’AKIMtNt ()l In/ormatutn Management Dm.,on ssj-Ct. ,,v„ 350 Wmtct St M . Room 100\m
' 8440 .08? (10/06/CQM)

PO ho* 14.1*0 
Salem. OR 97J0V O405 
(J03)J7M254

> £ 3 0



Historical Workers Comp Rate C hanges in Alaska

Total Change Effect of Law

Dote Premium Due to and other Cumulative

Level Change Experience changes Change

8/1/1959 6.0% 0854 1.241 1.060

12/1/1960 -1.3% 0.986 1.001 1.046

12/31/1961 6.2% 1.062 1.000 1.111

12/31/1962 -0.4% 0.993 1.003 1.106

12/31/1963 -5.4% 0.946 1.000 1.047

10/1/1964 15.1% 1.096 1.050 1.204

9/1/1965 -0.3% 0.997 1.000 1.201

10/1/1966 -11.8% 0.670 1.014 1.059

11/1/1967 -3.1% 0.969 1.000 1,027

1/1/1969 7.2% 1.049 1.022 1.101

11/1/1969 1.6% 1.061 0.958 1.119

10/1/1970 5.4% 0.966 1.067 1.179

4/1/1972 -5.2% 0948 1.000 1.116

6/1 S/1972 15.6% 1.000 1.158 1.295

3/1/1973 -3,1% 0.969 1.000 1.254

6/1/1974 34.2% 1.207 1.112 1.684

6/1/1975 40.3% 1.109 1.320 2.464

11/1/1976 3.7% 0.918 1.130 2.556

2/1/1977 06% 1.000 1.060 2.709

9/1/1977 -18 6% 1.000 0.814 2.205

3/1/1978 -3.6% 1.040 0.927 2.127

6/1/1978 -0.8% 1.000 0992 2.110

10/1/1978 13.1% 1.131 1.000 2.386

12/1/1979 1.8% 0985 1.034 2 430

4/1'1980 -5.9% 1 000 0.941 2287

1/1/1981 9.8% 1.100 0.998 2.510

1/1/1982 4.5% 1.034 1.011 2.624

1/1/1983 -4 6% 0954 1.000 2.503

1/1/19'.r4 -8.0% 0.893 1.030 2.303

7/1/1984 5 0% 1.000 1 050 2.418

1/1/1985 0.1% 1.001 1.000 2.420

5/1/1985 7.3% 1.000 1.073 2.597

3/1/1986 0.0% 1.000 1.000 2.597

1/1/1987 14.3% 1.143 1 000 2.968

1/1/1988 25.1% 1.251 1 000 3.713

7/1/1988 -5.7% 1 000 0 943 3.501

1/1/1989 0 0% 1.000 1 000 3 501

1/1/1990 -4.1% 0 959 1.000 3 358

1/1/1991 -6.2% 0 983 1 000 3 301

1/1/1992 -3.2% 0 968 1.000 3.195

1/1/1993 •8 5% 0915 1 000 2 924

1/1/1994 2 4% 1 024 1 000 2.994

1/1/1995 26% 1 026 1 000 3072

1/1/1990 -7.1% 0929 1 000 2 853

1/1/1997 -10 3% 0 897 1 000 2 560

1/1/1998 •83% 0917 1 000 2 347

1/1/1999 •85% 0915 1 000 2 148

1/1/2000 0 0% 1.000 1 000 2.148

7/1/2000 7 9% 1 000 1 079 2 317

1/1/2001 0 0% 1 000 1 000 2.317

1/1/2902 10 2% 1.100 1 002 2 554

1/1/2003 3 5% 1 035 1 000 2 643

1/1/2004 21 2% 1 212 1 000 3 204

1/1/2005 120% 1.120 1 000 3 588

1/1/2006 70% 1 070 1 000 3 839

1/1/2007 ■ 10 5% 0 895 1 000 3 436

Cumulative Change 1 565 2 452

‘ In 1999 NCCI began filing loaa costa lor Ihe voluntary market
"N C C I Implemenled a new melhodology for determining Ihe assigned risk oxponse load 
‘ "Includes chango in melhodology for maritime classes
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A N A L Y S IS  O F  T H E  C H A N G E S  T O  T H E  A L A S K A  P H Y S IC IA N  F E E  S C H E D U L E  

P R O P O S E D  IN  C S H B  2 2 8  ( L & C ) ,  A S  A M E N D E D , T O  B E  E F F E C T IV E  A U G U S T  1, 2 0 0 7

N C C I  e s t im a te s  th a t  th e  c h a n g e s  t o  th e  p h y s ic ia n  fe e  s c h e d u le  p r o p o s e d  in  H o u s e  B i l l  

( H B )  2 2 8 , a s  a m e n d e d ,  w i l l  r e s u l t  In  a n  o v e r a l l  w o r k e r s  c o m p e n s a t io n  s y s t e m  c o s t  
I n c r e a s e  in  A la s k a  o f  b e tw e e n  + 0 ,8 %  a n d  + 1 .3 %  ($ 3 .7  M  t o  $ 6 .0  M ).

I f  th e re  is  n o  c h a n g e  to  th e  c u r re n t  la w , th e  e x is t in g  p h y s ic ia n  fe e  s c h e d u le  w ill s u n s e t  o n  
A u g u s t  1, 2 0 0 7 , w ith  n o  re p la c e m e n t.  N C C I e s t im a te s  th a t  th e  im p a c t  o f  th e  fe e  s c h e d u le  

s u n s e t t in g ,  w ith  n o  re p la c e m e n t  s c h e d u le ,  w o u ld  re s u lt  in  a rt o v e ra l l w o rk e rs  c o m p e n s a t io n  
s y s te m  c o s t  in c re a s e  in  A la s k a  o f  b e tw e e n  + 4 .5 %  a n d  + 5 .8 % .

B a c k g r o u n d

T h e  c u r re n t  w o rk e rs  c o m p e n s a t io n  m e d ic a l fe e  s c h e d u le  in  A la s k a  b e c a m e  e f fe c t iv e  D e c e m b e r  

1 , 2 0 0 4 . T h is  fe e  s c h e d u le  w a s  b a s e d  o n  th e  9 0 lh p e rc e n t i le  o f  u s u a l,  c u s to m a ry  a n d  re a s o n a b le  
f e e s  fo r  s im i la r  s e rv ic e s  a s  re p o r te d  to  In g e n ix  a t th e  t im e  th e  fe e  s c h e d u le  w a s  e s ta b lis h e d .  

S e n a te  B il l 1 3 0 , e n a c te d  in  2 0 0 5 , f ro z e  th e  m e d ic a l fe e  s c h e d u le  a t  th e  D e c e m b e r  2 0 0 4  le v e ls  
u n t i l  A u g u s t  1, 2 0 0 7 .

A la s k a  H B  2 2 8 , a s  a m e n d e d ,  p ro p o s e d  to  b e  e f fe c t iv e  A u g u s t  1, 2 0 0 7 , in c re a s e s  th e  m a x im u m  
a l lo w a b le  re im b u rs e m e n ts  (M A R s )  f ro m  th e  D e c e m b e r  1, 2 0 0 4  p h y s ic ia n  fe e  s c h e d u le  b y  th e  

c h a n g e  in  th e  m e d ic a l c a re  c o m p o n e n t  o f  th e  U .S . C o n s u m e r  P r ic e  In d e x  fo r  a l l u rb a n  
c o n s u m e r s  fro m  2 0 0 4  to  2 0 0 6 . T h is  p ro p o s e d  fe e  s c h e d u le  w o u ld  a p p ly  to  s e rv ic e s  p ro v id e d  o n  
o r  a f te r  A u g u s t  1, 2 0 0 7  b u t  b e fo re  M a rc h  3 1 , 2 0 0 9 .

A c t u a r ia l  A n a ly s is

T h e  m e lh o d o lo g y  u s e d  to  e s t im a te  th e  c o s t  im p a c ts  d u e  to  th e  c h a n g e s  p ro p o s e d  in  H B  2 2 8 , a s  
a m e n d e d ,  is  a s  fo llo w s :

C h a r g e s  fo r  v a r io u s  m e d ic a l p ro c e d u re s  u n d e r  th e  p h y s ic ia n  fe e  s c h e d u le  w e re  o b ta in e d  f ro m  
m e d ic a l t r a n s a c t io n  d a ta . T h e s e  c h a rg e s  w e re  a c ju s te d  to  re f le c t  c h a n g e s  f ro m  p a s t  p r ic e  le v e ls  

to  th e  p r ic e  le v e ls  p ro je c te d  to  b e  in  e f fe c t  o n  A u g u s t  1, 2 0 0 7 . T re n d  fa c to rs  u s e d  fo r  th e  
p r o je c t io n s  w e re  b a s e d  o n  th e  U .S . a n d  W e s te rn  re g io n  p ro fe s s io n a l c o m p o n e n ts  o f  th e  m e d ic a l 
c o n s u m e r  p r ic e  in d e x  (M C P I) ,  a lo n g  w ith  th e  U  S  a n d  A n c h o ra g e  M C P I (a l l m e d ic a l 

c o m p o n e n ts )  fo r  th e  p e r io d  2 0 0 4 -2 0 0 6 ,  s h o w n  in  th e  fo llo w in g  ta b le :

4. .,yi . ,y
. c.. ■
U.S. MCPI 

(Prof.
Component) Change

Western
Region
MCPI

n (Pr°f- > Componon)

V * 1 m -j 1 *fYt ■

Change

U.S. MCPI 
(All Medical

Components) Change

■------ . vil
Anchorage

(All MejJiĉ l • m y 
.Components) Ghamra*

2003 261.16 2.9% 245.17 3.3% 297.08 4.0% N/A N/A
2004 271.43 4 0% 255.52 4.2% 310.13 4.4% N/A N/A
2005 281.70 3.8% 264.65 3.6% 323.20 4.2% 344.20 N/A
2006 289.33 2.7% 271.54 2.6% 336.20 4.0% 356.10 3.5%

S o u rc e : E c o n o m y  c o m : N /A  = N o t A v a ila b le

P ago 1 o l 2
P re p a re d  4 /1G /2007

©  C o p y rig h t 2 0 07  N a tio n a l C o un c il on  C o rn p u n sa lio n  Insu rance , Inc. A ll R iy h ls  R oso rvud .
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B a s e d  o n  th e  c h a n g e s  in  th e  a b o v e  in d ic e s ,  a n n u a l t re n d  fa c to rs  in  th e  ra n g e  o f  + 2 .5 %  to  + 4 .5 %  

w e r e  a p p lie d  to  m e d ic a l t ra n s a c t io n  d a ta  fo r  p h y s ic ia n  s e rv ic e s  p e r fo rm e d  in  2 0 0 3 -2 0 0 4  to  
p r o je c t  th e  p r ic e  le v e ls  th a t w o u ld  b e  in  e f fe c t  o n  A u g u s t  1, 2 0 0 7 . T h e  le s s e r  o f  th e  p ro je c te d  

c h a r g e  a n d  th e  c u r re n t  m a x im u m  a l lo w a b le  fe e  w a s  u s e d  to  d e te r m in e  th e  c u r re n t  c o s t  le v e l fo r  

e a c h  p ro c e d u re .  S im ila r ly ,  th e  le s s e r  o f  th e  p ro je c te d  c h a rg e  a n d  th e  p ro p o s e d  m a x im u m  
a l lo w a b le  fe e  w a s  u s e d  to  d e te r m in e  th e  p ro p o s e d  c o s t  le v e l fo r  e a c h  p ro c e d u re .  T h e  p ro p o s e d  

m a x im u m  a l lo w a b le  fe e s  w e re  d e te rm in e d  b y  in c re a s in g  th e  c u r re n t  m a x im u m  a l lo w a b le  fe e s  b y  

th e  c h a n g e  in  th e  U .S . M C P I f ro m  2 0 0 4  to  2 0 0 6  o f  8 .4 %  (=  3 3 6 .2 0  /  3 1 0 .1 3  -  1 ).

T h e  e s t im a te d  im p a c t  o n  p h y s ic ia n  c o s ts  w a s  d e te rm in e d  to  b e  a n  in c re a s e  o f  b e tw e e n  + 1 .8 %  
a n d  + 2 .9 % . T h is  w a s  c a lc u la te d  a s  th e  ra t io  o f  th e  to ta l p ro je c te d  c o s ts  o f  p ro c e d u re s  u n d e r  th e  

p r o p o s e d  fe e  s c h e d u le  to  th e  to ta l p ro je c te d  c o s ts  o f  p ro c e d u re s  u n d e r  th e  c u r re n t  fe e  

s c h e d u le .

T h is  im p a c t  w a s  th e n  m u lt ip l ie d  b y  th e  e s t im a te d  ra t io  o f  p h y s ic ia n  c o s ts  to  m e d ic a l c o s ts  in  
A la s k a  (6 6 .4 % )  to  y ie ld  a n  in c re a s e  o n  m e d ic a l c o s ts  o f  b e tw e e n  + 1 .2 %  a n d  + 1 .9 % . T h e  im p a c t 
o n  m e d ic a l c o s ts  w a s  th e n  m u lt ip l ie d  b y  th e  p ro je c te d  ra t io  o f  m e d ic a l c o s ts  to  to ta l b e n e f i t  c o s ts  

in  A la s k a  (7 0 .2 % )  to  y ie ld  a n  o v e ra l l in c re a s e  o f  b e tw e e n  + 0 .8 %  a n d  + 1 .3 % .

T h e  re s u lts  a re  s u m m a r iz e d  in  th e  ta b le  b e lo w :

. . .  • '• * ' ------- . • *-. i i i m m M ’ n

(1 ) Im p a c t  o n  P h y s ic ia n  C o s ts + 1 .8 %  to  + 2 .9 %

(2 ) P h y s ic ia n  C o s ts  a s  %  o f  M e d ic a l C o s ts  in  A la s k a 6 6 .4 %

(3 ) Im p a c t o n  M e d ic a l C o s ts  =  (1 )  x  (2 ) + 1 .2 %  t o + 1 .9 %

(4 ) M e d ic a l C o s ts  a s  %  o f  T o ta l S y s te m  C o s ts  in  A la s k a 7 0 .2 %

(5 )

Im p a c t  o n  O v e r a l l  W o r k e r s  C o m p e n s a t io n  S y s te m  C o s ts  In  A la s k a ,  

b a s e d  o n  8 .4 %  In c r e a s e  to  c u r r e n t  1 2 /1 /2 0 0 4  p h y s ic ia n  fe e  s c h e d u le  

=  (3 ) x  (4 ) _______

+ 0 .8 %  t o + 1 .3 %

P ag e  2  o f 2

<2> C o p y rig h t 2 0 0 7  N a tio n a l C o u n c il on  C o m p e n s a tio n  Insu ra nce , Inc. A ll R ig h ts  R o so rvo d .
Proparod 4/16/2007
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Representative Mike Kelly 
State Capital Room 513 
Juneau, Alaska 99801

Representative Kelley,

The Alaska State Chamber oI’commerce strongly supports HB 228, 
temporarily capping medical costs for worker’s compensation. The Alaska 
State Chamber of Commerce has been working towards lowering the costs 
associated with worker’s compensation insurance for many years. The 
current cap on medical costs enacted when workers compensation reforms 
were adopted in 2005 was a stop-gap measure. The cap will sunset this fall. 
The 2005 cap was put into effect as a temporary measure in lieu of 
fundamental changes addressing the system's cost drivers. Until fundamental 
changes occur, passage of MB 22S is paramount to controlling costs.

Medical costs are Ihe largest cost driver in the Alaska workers compensation 
system. Substantive reforms are needed to get at the quality of medical 
utilization and other factors such as frequency, severity of accidents and costs 
associated with particular accidents. When SB 130 passed in 2005, two 
committees were appointed, the Workers Compensation Legislative 
Taskforce and the Department of Labor and Workforce Development 
Medical Review Committee. Two important tasks of the committees were to 
look at program design problems and to study underlying reasons for medical 
cost increases. The committees were to develop recommendations to ease rate 
increases going forward. The committees were to have completed their work 
by February of 2006 and the medical rate freeze would sunset in August of 
2007, replaced with a newly recommend rate fee.

The Taskforce has not completed their work anti submitted it to the 
legislature for further review. T he task force ended via a sunset provision in 
the 2005 legislation. The task force did not submit a HB 228 would extend 
the medical rate freeze until March 2009. It includes an annual rate increase 
based on the Consumer Price Index. The extension will allow time for the 
committee to complete its data gathering and analysis and develop their 
recommendations. 1 his will allow sufficient time lor the Legislature to 
address the underlying reasons for premium increases.

The medical review committee is in effect within the Dept of Labor. Hie 
committee is still waiting for research and data compilation associated with 
the worker’s compensation system. The committee is expected to meet 
sometime later in the summer and work towards substantive 
recommendations and reform after reviewing the data. Until the committee 
meets and makes recommendations to the legislature, substantive changes to 
the worker’s compensation system cannot occur. Therefore it is of great 
importance to all businesses that costs associated with worker’s 
compensation insurance be controlled through passage of IIB 228.

April 24, 2007



In a recent study, Alaska’s employers are paying the highest premium rales 
the nation- more than twice the national median rate. Without substantive 
reforms, Alaska businesses will continue to struggle to meet the high-costs 
associated with worker’s compensation insurance. HB 228, may oniy be a 
stop-gap measure, without it Alaska’s employers may be forced to lay off 
employees or close their doors altogether.

We are hopeful the legislature can move this bill quickly through the 
legislative process.

Sincerely,

W
President/CEO


