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A p r i l  9, 1981

The Honorable Samuel C otten 

H o u s e  of Represen t a t i v e s  

A laska State L e g i s l a t u r e  

P o u c h  V

Juneau, A l a s k a  99811

D o  c u  m  2  n f #

D ea r  Repre s e n t a t i v e  Cotten:

This letter is intended to c o n firm the D e p a r t m e n t ' s  estimate of increased 

M e d i c a i d  costs in F Y 8 2  based on CSSSHB-41 as amended by Representatives 

Buchholdt, A d a m s  and R o g e r s  on April 8, 1981.

H B - 4 1  as originally introduced presented $ 2 3,491.1 in additional costs 

as follows. (See posi t i o n  paper dated 2/27/81).

TOTAL FED STATE FOS.

(1) A d d i t i o n  of a ll Medicaid 

Services & H e w  Optional 

C atego r i c a l  Groups.

$18,413.4 11,631.8 6,781.6 12

(2) D e c r e a s e  of G R  Medical (4,619.1) (4,619.1)

(3) A d d i t i o n  of M e d i c a l l y  Needy 

to Medi c a i d

$ 9,029.7 5,709.3 3,320.4 5

(4) Interest Payme n t s 667.2 667.2

T O T A L $23,491.1 17,341.1 6,150.1 17

However, as a result of testimony offered by the Department and others, 

CSSSI1B-41 was m o d i f i e d  to d elete medi c a l l y  needy coverage (item //3 above) 

and to r e s o l v e  the D e p a r t m e n t ' s  concerns w i t h  the interest payments 

p r o v i s i o n s  (item fi4 above). As a result, only these costs associated 

w i t h  items r/l and //2 above remain at this time, r e p resenting an increase 

of $13,794.3 as follows. (See position, paper dated 4/3/81).

T O T A L FED STATE POS.

(1) A d d i t i o n  of all Medicaid 

S ervices L  N e w  Optional 

C a t e g o r i c a l  Groups.

$18,413.4 11,631.8 6,781.6 12

(2) D e c r e a s e  of GR M e d i c a l (4,619.1) (4,619.1)

T O T A L $13,794.3 11,631.8 2,162.5 12

I



- 2 -

*  President R e a g a n’s proposed CAP on Medicaid makes it very uncertain 
whether the State will receive the expected $11,631.8 in additional 

federal funds. The .State could find itself in the position of 

paying the entire $13,794.3 out of the State general fund.

* These estimates do not include the costs associated with implementa- • 

tion of Sections 1-8 of CSSSHB-41. These costs would he in addition 
to the $13,794.3 increase in Medicaid.

Please let me know if I may provide any additional information.

T w o  f i n a l  c o m m e n t s  a r e  i n  o r d e r :

Sincerely,

Rod Betit 

Director
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I.’ R E Q U E S T
Sponsor Substitute House Bill 41 (Sections 5-8)

' ii

' Titl° Insurance for . U c o nolism and Druq Dependence

Reaucsted b v ---- Date

H. F I S C A L  D E T A I L

A e e n c y  Affected A d m i n i s t r a t i o n  - Divi s i o n  o f  R e t i r e m e n t  & Benefits _

Program Cateeorv Affected L a b o r  Services

B R U ,  Program. or Subprogram(s) Affected 0 2 - 9 6 - 8 - 0 1 - 0 2 - 0 0  (OTHER BENEFITS)

(Note: If m o r e  than one budget com p o n e n t  is affected, separate line-item a m o u n t s  and funding for each.

c o m p o n e n t  in the analysis section.)

E X P E N D I T U R E S  (Thousands of Dollars)

1
FY 81 FY 82 FY 88 FY 84. FY RS FY 86

100 P E R S O N A L  S E R V I C E S

2 0 0  TRAVE.T. . . • . „

.300 C O N T R A C T U A L *

4 0 0  C O M M O D I T I E S

5 0 0  E Q U I P M E N T

6 0 0  L A N D  &  S T R U C T U R E S

7 0 0  ST A T E  T R S  M A T C H I N G

inn r f n f f i i a 180.0 414.0 476.1 547.5 . 629.6

• T O T A L 180.0 414.0 476.1 547.5 629.6

p t J N D I N G  (Thousands of Dollars)

G E N E R A L  F U N D .147.4 339.1 389.9 448.4 515.6
F E D E R A L  F U N D S 8.3 19.0 21.9 25.2 29.0

V E T E R A N ' S  FUND 0.4 .8 1.0 1.1 1.3

FISH & GAME FUND 1.1 2.5 2.9 3.3 3.8

H I G H W A Y  FUND. 2.3 5.4 6.2 7.1 8.2

A I R P O R T  FUND 5.2 12.0 13.8 15.9 18.2

C A P I T A L  FUND 15.3 35.2 40.4 46.5 53.5

PERS

TRS

P O S I T I O N S
I

F U L L  T I M E .

P A R T  T I M E a

T E M P O R A R Y

III. A N A L Y S I S  (Sec Fiscal Note Preparation Instructions, Section III)

1. A p pr oxi mat el y 10,275 State employees are currently covered under the State 

Group Health Plan.

2. The cost to implement provisions of this bill will be 52.92 per employee 

per month.

3. Estimate that the cost to provide continued coverage will increase 15L each 

y e a r  for the immediate future. However, an effective Alco ho li sm /D rug  dependency 

program should help to reduce overall health care claim experience in the future.

IV .  D A T E  F e b r u a r y  25.  1981

w'. • -

. P R E P A R E D  B Y
A G E N C Y  _____P M n v r

Paul B. Arnoldt, D i r e c t o r

w ,'A

Division or Retire-snt a r e r e n t s

Errorcr r . ~ :  Legislator Ni'.tnvi)



ESTIMATION OF FISCAL IMPACT FOR STATE

COST-SHARING UNDER CSSSHB 41 (Finance)

4 4 .00 0 individuals wi t h no health coverage (Battelle study)

25.000 individuals wi t h individual private coverage (est. by Battelle)

+ 3 1,000 assumed m ig r a t i o n  f ro m  small group plans (fudge factor)

100,000 individuals eligible for cost sharing (round estimate)

*/'. 3.03 average people per h ousehold (1980 est. by state demographer)

33.000 households eligible for cost sharing (round estimate)

x $ 1,620 average plan cost per household ($1,320 premium + $ 30 0  out of pocket)

$ 5 3 , 4 5 5  total plan cost (in thousands)

x .564 a verage subsidy level (analysis of SIE data)

$ 3 0 ,1 7 9 benefit.costs of cost sharing pro gr am  (FV81 dollars)

x 1.166 two years' inflation f ac t or  at 8%

$ 3 5, 20 0 cost of full enrollment, FY83 dollars

$ 3 5 ,2 0 0 x .25 = $ 8,800 est. FY83 benefit costs (assumes 50% of

el igibles enroll by end of FY83-- 2 5 %  ann. ave.)

$ 3 5, 20 0 x 1.08 x .63 = $23,950 est. FY84 benefit costs (assumes 75% of

eligibles enroll by end of FY84)

$ 3 5 ,20 0 x 1.166 x .88 = $51 ,4 20  est. FY85 benefit costs (assumes 100% of

eligibles enroll by end of FY85)

$3 5, 20 0 x 1.793 x 1.0 = $63,107 est. FY86 benefit costs (assumes 1 0 0 :.-



t w e l f t h  l e g i s l a t u r e

F I S C A L  N O T E

R E Q U E S T  

Bill/Resolution No._

Title State Comprehensive Health Plan.

CS SS HB 41 (Finance) (partial)

Requested b v House Finance

  . _

Date.

II. F I S C A L  D E T A I L  

Agency Affected _ Administration - Division_of Retirement & Benefits

Program Category Affected General Government

B R U ,  Program, or Subprogram(s) Affected Retirement & Benefits and Administrative Sprvirpc 

(Note: If more than one budget component is affected, separate line-item amounts and funding for each 

component in the analysis section.)

E X P E N D I T U R E S  (Thousands of Dollars)

F Y  8 1 F Y  8 2 F Y  8 3 F Y  8 4 F Y  .85 , F Y  8 6

100 . P E R S O N A L . S E R V I C E S  ... . 329.7 965.5 1051.1 1156.2 1271.8
200 T R A V F . T 6.0 6.0 6.6 7.3 8.0

300 C O N T R A C T U A L 1001.0 572.6 629.9 692.8 762.1

400 C O M M O D I T I E S 3.5 9.5 10.5 11.5 12.6

500 E O U I P M E N T 86.0 10.0 5.0 5.5 6.1

600 . l a n d ;&_s t r .u_c t i i r f s . . .
700 _G.PL L N I L L G . L A  J M  S ,..E I.C .

T O T A L
1426.4 1563.6 1703.1 1873.3 2060.6

F U N D I N G  (Thousands of Dol 

G E N E R A L  F U N D  ........

lars)

1426.4 1563.6 1703.1 1873.3 2060.6

F E D E R A L  F U N D S

O T H E R  (Specify Fund Source)

P O S I T I O N S  

F U L L  T I M E 25 29 29 29 29

P A R T  T I M E

T E M P O R A R Y 4

III. A N A L Y S I S  (See Fiscal Note Preparation Instructions, Section III)

Assumption:

1. 35 thousand accounts first year with 85,000 covered individuals.

2. Field offices in Anchorage, Fairbanks, Nome and Juneau.

3 Staff costs increase by 10% after FY83.

4. Does not include benefit costs under the cost sharing program or the cost under

Sections" 5-8.

5. Eligibility for resident status and co-payments determined by Division of R e t i r e m e n t  
& Benefits.

This fiscal note addresses only the estimated administrative costs to the state 

for the comprehensive health plan and state health insurance cost sharing program 

and producing the report called for in Sec. 2 of the bill.

IV. D A T E ______________________________ P R E P A R E D  B Y ----- Ken Humphreys Dppnty
A G E N C Y  Division of Retirement & Benefits

Original: Legislative Finance P H O N E  — 465-4462_____________________

cc: Budget and Management

Prime Sponsor (First Legislator N a m e d )

33-001 (Rev.. 1 2 / 8  0)



:::

.v!y!v. V:V;.: !v* • 
!. : ■ *•’. 

*. |: : : . . ; : ; : :
:!y!vXv.v.-.
S .v H llv l*

; ; ; ; ;  • ; ; ;  ; ;  ; ; •; “  
y;:?;*/:::*;:V.: j
•: i.vv.vvli;:::: Hr.

. . . . .  V. V *
. i.’v.

.. .V. y.':V
:V:. . . ;’*}§ :: : * ;  1:. v. iii y.’y.y
iiiv.v:::: :r  -•.v.iyi:;/;*- Xy!:::;;.V 
v X : ; ; ; i :r 
iMv.v.v’ :::.

H EA LTH  IN S U R A N C E  S U B S ID IE S  FO R  A F A M IL Y  O F  3

ANNUAL MONTHLY
IN CO M E INCO M E

$ 3 5 , 5 8 3  $ 3 , 7 1 6
$ 3 1 , 5 3 4  $ 5 , 6 0 7
$ 5 9 , 9 3 1  $ 5 , 4 9 3
$ 5 3  6 7 7  $ 5 , 3 9 0
$ 5 7 , 3 7 4  $ 3 , 5 8 1
$ 5 6 , 0 7 0  $ 5 , 1 7 3
$ 5 4 , 7 6 7  $ 3 , 0 6 . 4
$ 3 3 , 4 6 3  $ 1 , 9 5 5
$ 3 5 , 1 6 0  $ 1 , 3 4 7
$ 3 0 , 8 5 6  $ 1 , 7 3 3
$ 1 9 , 5 5 3  $ 1 , 6 3 9
$ 1 3 , 3 4 9  $ 1 , 5 5 1
$ 1 6 , 9 4 6  $ 1 , 4 1 3
$ 1 5 , 6 4 3  $ 1 , 3 0 4
$ 1 4 , 3 3 3  $ 1 , 1 9 5
$ 1 3 , 0 3 5  $ 1 , 0 8 6
$ 1 1 , 7 3 5  $ 3 7 8

P E R C E N T  
O F  M ED IA N  

1 5 5  
1 3 0  
1 1 5  
1 1 0  
1 0 5  
10 0  

9 5  
9 0  
8 5  
8 0  
7 5  
7 0  
6 5  
6 0  
5 5  
5 0  
4 5

P R FM IU M  
S U B S ID Y  

0  %
1 0 %
3 0 %
3 0%
40%
50%
6 0 %

• 7 0 %
8 0 %
9 0 %

1 0 0 %
1 0 0 %
1 0 0 %
1 0 0 %
1 0 0 %
1 0 0 %
1 0 0 %
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P E R C E N T  
O F  M ED IA N  

1 2 5  
1 2 0  
1 1 5  
1 1 0  
1 0 5  

_ 1 0 0  
9 5  
9 0  
8 5  
8 0  
7 5  
7 0  
6 5  
6 0  
5 5  
5 0  
4 5

ANNUAL 
I N C O M E  

$ 2 0 , 1 7 5  
$ 1 9 , 3 6 8
4 1 0  C C .1

M ONTHLY
INCOM E
$ 1 , 6 8 14 r  < /.* 1 ':*, JD O

$ 1 8 , 5 6 1
$ 1 7 , 7 5 4
« 1 C  O A 7

$ 1 ^ 6 1 4
$ 1 , 5 4 7
I t- 4  o n

4> J. r 5 f

$ 1 6 , 9 4 7
$ 1 6 , 1 4 0
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$ 1 , 4 8 0
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$ 1 , 3 4 5
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3 C O

$ 1 3 , 7 1 9
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$ 1 , 2 1 1
$ 1 , 1 4 3

$ 1 2 , 1 0 5  
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$ 1 0 , 4 9 1

$ 9 , 6 8 4
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$ 8 , 0 7 0
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$ 1 , 0 7 6
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$ 9 4 2
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$ 7 4 0
$ 6 7 3
$ 6 0 5

PREM IU M  
S U B S ID Y  

OX 
1 0X  
2 0  X 
3 0  X 
4 0 X  
5 0 X  
6 0 X  
7 0 X  
8 0 X  
9 0 X  

1 0 0 X  
1 0 0 X  
1 0 0 % 
1 0 0 X  
1 0 0 % 
1 0 0 % 
1 0 0 %

O U T -O F -P O C K E T
S U B S ID Y
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36%
4 5%
S 5X
6 4%
7 3%

. 8 2 X  
9 1%

1 0 0 %
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(1) premium—  monthly payment by insured person to insurance carrier for
insurance policy

(2) deductible—  the amount of covered health expenses that the insured mast
pay in full, before carrier begins to assist with payment; 
of expenses

(3) copayment-—  the percentage of covered health expenses that the insured
person is expected to pay in addition to the deductible payment

(A) out-of-pocket— deductible and copaynv?nts

(5) benefits—  two conmon meanings: (a) the types of medical services that a
health insurance plan covers, i.e. hospital stay, doctor visit, 
x-rays, ambuUtnce servi.ee, etc. (b) the portion of covered 
expenses that the insiurance carrier pays

(6) maximum lifetime benefit—  the maximum dollar amount of health insurance 
benefits that? a carrier will pay to a participant in a health insurance plan

Example using (1),(2),(3),(4b),(5),and (6): A  plan costs $50/month (premium).

A  participant mast pay the first $200 of covered- expenses each year (deductible)
iii addition to the monthly premium payment. 'lhe participant must also pay 
20 Z of covered expenses (copayment) up to $2000, in addition to deduct!..jg 
and premium payments. After the participant has incurred $2000 in copayments 
and deductible payments (out-of-pocket expenses), the insurance carri.er vn.ll 
pay 100% of future expenses (benefits) up to $250,000 (maximum lifetime 
benefit).

(7) provider—  One who furnishes medical services, i.e. a doctor, dentist,
chiropractor, hospital, etc.

(8) Medicaid—  A  program that pays for medical care for public assistance re­
cipient s and certain other needy persons, jointly funded 
by the state and federal governments. It is important not to
confuse Medicaid with Medicare which, is a federal health
insurance program primarily for the elderly.

(9) GRM—  General Relief Medical is a whole'ly state funded program that
pays for medical care that is not provided under Medicaid to 
Medicaid rcci.pi.aits and to certain other needy persons.

(10) prepaid health plan—  This is a generic term that refers to an insurance
plan, a hospital or medical service contract, or 
a health maintenance organization service contract:.

(11) hospital or medical service contracts—  Prepaid health plans that provide
subscribers with hospital or medical services under contract with 
the provider, blue Cross and Blue Shield are the major examples.

G L O S S A R Y
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(12) IMP—  A  health maintenance organization is a prepaid health plan in
which the carrier is also the direct provider of covered health' 
services. Group Health in Seattle and the Kaiser Permnnente Plans 
in Oregon, California, Hawaii and elsewhere are the major examples.

(13) insurance—  While insurance technically refers to indenrdty coverage,
for purposes of this bill, it is defined to include prepaid 
plans as well.

(14) poverty guideline—  The income figure for each family size for Alaska
that is intended to approximate the minimum income 
needed to provide the basic necessities of living.
It is the income guideline used in certain federal 
programs.

(15) median income—  Tho middle adjusted gross income figure for each
family size for Alaska used by certain federal programs. 
While the formula by which i t: is calculated does 
approximate the real median income, it .is not a true 
statistical median.

(16) medical assistance prog rains—  Medicaid, GRM and other state programs
that help needy people meet their medical expenses.

(17) high-risk uninsurable—  This term refers to a person who has difficulty
obtaining insurance. He is considered a "high risk" 
because he has had a serious accident or medical 
condition in the past that requires continuous 
monitoring, in the form of expensive and on-going 
health services. Most carriers do not want to provide 
insurance for such individuals at the same rate as 
healthier people, and some do not wish to cover them 
at all.

(LC: 2/81)



C o m p r e h e n s i v e  h e a l t h  

c a r e  p r o p o s e d  i n  b i l l

By The Associated Press
Rocky Plotnick Weller did not invest in health 

insurance when her benefits an an ad­
ministrative assistant ended with the legisk tlve 
session in 1979. " I  couldn’t a' ;rd it. I  r vas 
young. I never thought I ’d get sick,”  she said.

But she was wrong. Ms. Weller had to spend 
tliree days in the hospital that fall. The bill: 
$4,200. It took all of her savings and help from 
her parents to pay off the debt.

Doug Jordan has cancer. His illness caused 
him to lose his job, and with it his health in­
surance. Now, he said, no one will sell him a 
policy. ’T ’d cost them too much," he said.

Michael Thomas was installing a set of 
cabinets when he fell off a ladder and broke his 
wrist. He owned his own carpentry business and 
did not have health insurance to foot his sizable 
hospital bill.

Ms. Weller, Jordan and Thomas are among an 
estimated 43,000 Alaskans who do not have 
health insurance. Mo. of the uninsured have 
jobs at least part of the year, many are self- 
employed, and some are considered high in­
surance risks and cannot get policies.

In a plan targeting those who are not needy 
enough to qualify for present state or federal 
health insurance policies, Heps. Thelma 
Buchholdt, D-Anchorage, and Terry Gardiner, D- 
Ketchikan, linve introduced a bill (SHB41) to set 
up a comprehensive health insurance program 
bankrolled by the state.

"Everybody has a wild scheme for throwing 
money away, but health care Is a basic need like 
education," Gardiner said.

The bill had its first hearing today in the House 
Health, Education and Social Services Commit­
tee. Chairman Don Clocksin, D-Anchorage, said 
state health insurace is a priority this session.

Under the bill, residents could sign-up for the 
state-funded health insurance if they are not 
already covered by a group, state or federal 
policy. Because they are already covered by a 
federal program, natives would not be eligible.

According to the proposal, the state would pay 
for part or all of the individual’s premium pay­
ments and medical bills, based on income. For 
example, an individual making up to $7,263 a 
year o r a family o f four with an annual income of 
$13,968 would be fully covered. Half of the 
monthly premium and no additional expenses 
would be paid for individuals earning $16,140 a 
year and families making $31,040.

The insurance plan would be purchased by the 
state from a private carrier. The state would also 
subsidize residents' private policies if the 
benefits provided are at least as good as those 
available under the state plan.

It is not known how many people would be 
eligible for the program.

The bill would extend the health insurance are 
now provided state employees to cover alcohol 
and drug addiction. Mrs. Buchholdt said those 
benefits arc being partially extended as a pilot 
program.

Mrs. Buchholdt said the need for a state in­
surance is great — especially among residents 
with moderate incomes because they earn too 
much to qualify for state and federal health 
insurance programs, but not enough to pay fo r a 

v private policy..  p u v a i e  p u i i c y .
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H e a l t h  p r o g r a m  

h i t  a s  p r e m a t u r e

By KARIN DAVIES
The Associated P ress

JUNEAU — Amid charges 
that lawmakers are acting too 
quickly, the House voted 21-14 
Friday in favor of legislation 
intended to make health care 
affordable to all Alaskans.

Rep. Terry Martin, R-An- 
chorage, said lawmakers 
should wait until an ongoing 
health care study is finished in 
December, and should give the 
state bureaucracy time to 
straighten out existing health 
care programs.

In a speech from the House 
floor, Martin urged lawmakers 
to “ be patient. Let's see what 
that $250,000 study it going to 
bring.” Martin said the health 
program hammered out by 
Rep. Thelma Buchholdt, I>An­
chorage, promises nothing but 
a $70 million expense to the 
state by 1986.

But Ms. Buchholdt said, 
“Health care is almost a oasic 
necessity. . .  and a very good 
way to invest in the people of 
this state.” She added that 
adequate health care should be 
an inherent personal right.

Republicans and Libertari­
ans voted against the measure. 
Rep. Dick Randolph, L-Fair- 
banks, gave notice of reconsi­
deration on his vote, which 
means the legislation may 
come up for another vote on 
Monday.

Randolph charged that law­
makers are guilty of “develop­
ing in Alaska an absolutely 
socialistic society” by approv­
ing the health care program.

Ms. Buchholdt disagreed. 
“ Isn’t it ironic,” she asked, 
“ that whenever we talk about 
education or health care” 
charges of socialism are lev­

eled, but not when low-interest 
loans are discussed.

Rep. TeiTy Gardiner, D-Ket- 
chikan, said the b ill simply 
guarantees a badly needed 
minimum level of health care 
service for a ll residents.

The measure is expected to 
gain some support in the Sen­
ate, although a stream lined 
plan introduced by Senate 
President Jalmar Kerttula, D- 
Palmer, is preferred.

Under Ms. Buchholdt’s bill, 
the state would underwrite a 
comprehensive health insur­
ance program targeting those 
not covered by an employer or 
an existing federal policy.

Alaska Natives would be ex­
cluded from the program, 
which has evoked critic ism  
from many rural lawmakers 
who said the federal Indian 
Health Service program for na­
tives is inadequate. As a result, 
the bill was amended in com­
mittee to require the state to 
study the Indian Health Service 
program, and suggest ways for 
the state to complement its 
funding.

The state would spend an 
estimated $3.8 m illion next 
year for start-up costs of the 
health care program, which 
would take effect in July, 1982. 
An estimated $13 million would 
be required during 1983; the 
program would cost $69 million 
a year by 1986.

An estimated 43,000 Alas­
kans do not have health insur­
ance, according to studies done 
for the state. Most have jobs at 
least part of the year, many 
are self-employed, and some 
are considered high insurance 
risks and cannot buy policies.
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“ C a t a s t r o p h i c ”  
h e a l t h  i n s u r a n c e —  

a  m i s g u i d e d  p r e s c r i p t i o n ?

C H R IST O PH E R  J. ZOOK , FRA N C IS  D . M O O RE  
R IC H A R D  J. ZEC KH A USER

the economy was sound 
and medical care more affordable, comprehensive national health 
insurance was a top priority measure on the liberal political agen­
da. The straitened circumstances and escalated medical costs o f re­
cent years, however, have compelled analysts and officials to lower 
their sights. Seeking something short o f national health insurance 
that would nevertheless insure people against the crippling costs 
o f severe accidents and illnesses and long-term hospitalization, 
they have hit upon the simple idea o f "catastrophic health insur­
ance." Such coverage, it is believed, would provide Americans ap­
propriate care for unavoidable high-cost illness at a fraction of the 
cost o f any comprehensive care program, but is this the case?

Proposals fo r catastrophic health insurance characteristically have
a simple benefit structure whereby medical expenditures above some
annual do lla r threshold would be ful'y paid for all illnesses and
co litions. This approach is justified by the assumptions that high-
cost illness strikes individuals at random and accounts fo r a small
share o f total resources, and that a large portion o f its costs cannot
be controlled by either the patient or the institution deliverin'.', 
care.

These perceptions are often influenced by first-hand knowledge 
o f a small group o f tragic cases. Fo r example, during the 1978

Kennedy hearings on national health insurance, the stories o 
high-cost users attracted the spotlight. Sim ilarly, personal testimony 
had a major impact on the Kidney Disease Amendments o f 1971, 
after hearings during which patients were actually dialyzed in 
front o f Congressional committees. However compelling these 
scenes may b'* they simply do not adequately represent what might 
now be called, and under national health insurance surely would
be considered, "catastrophic" illnesses.

Studs of the available evidence has convinced us that many com­
mon perceptions o f the nature o f high-cost illness and the charac­
teristics o f patients are either too simple or p la in ly wrong. First, the 
costs o f treating high-cost illness account fo r a much larger part of 
all health costs than is generally believed. Second, its characteristics 
and financial implications vary widely across patient groups. Third, 
it is more often long-term and repetitive than short-term and acute. 
Fourth, some costs of care appear to be, in part, controllable with 
i ppropriate incentives. This r. :w evidence requires a new and more 
complex under, landing o f the nature o f medical "catastrophes.”  On 
that basis, proposals for insurance should be reformulated to protect 
people from financial ruin while maintaining incentives to contain 
the cost o f medical care. Comprehensive national health insurance 
is considered too expensive and as giving the wrong incentives. 
Catasti hie health insurance w ill be little better if the nature of 
high-cost illness is not properly diagnosed and understood.

Diagnosing the nature of high-cost illness
Casc-by-case review of patient medical records in selected hos­

pitals in California and Massachusetts have been conducted re­
cently by Zook and Moore, and Schroeder. These studies, together 
with the work of birnbaum, provide the principal sources o f de­
tailed information on the identity o f high-cost patients.1 They re­
veal important and sometimes surprising facts about five facets o f 
high-cost illness: its total cost, its typical time span, the role o f 
medical technology, the importance o f unexpected medical com­
plications, and the frequency o f potentially harm ful personal hab­
its among some expensive patients.
1 C h ris toph e r J. Z ook  anti F ranc is D . M oo re , “ T h e  H igh  C o s t Users o f  M ed ­
ica l C a re ,"  New England Journal of Medicine, 3 0 2 , 1 9 8 0 , p p . O O O -lO 't; 
Stephen S ch roe tle r, of at., "F re ip ic n c y  an d  C lin ic a l D e sc rip t ion  o l H ig h  G e t  
Patien ts in 17 Acute C a re  H osp ita ls ,”  New England Journal o f Med c lnr, 
3 0 0 , 197!), pp . 1 3 0 0 -1 3 0 9 ; and  H ow ard  D irnbuu rn , Catastrophic I Unas In 
the United Sta'cr (B os ton  L ex ing ton  P ress ), 1 9 7 8 .



<4 THE PUBLIC INTEREST•

1. M ed ica l expenditures are highly concentrated. National med­
ical care expenditures are concentrated in a small fraction o f 
patients. In any given year, about h a lf o f the resources in a typ­
ical hospital are consumed by only 13 percent o f the patients. The 
most expensive one-fifth o f patients accounts fo r nearly 70 percent 
o f total resources. Since one person in ten is hospitalized each year, 
this implies that 1.3 percent o f the nation’s population may ac­
count fo r ha lf o f a ll charges in short-stay hospitals. This skewness 
is not p rim arily a function o f patient age. Though the aged ac­
count fo r nearly 40 percent o f high-cost patients, there is a sim­
ila r pattern o f concentration within each age cohort. ( In  fact, some 
o f the most expensive patients begin their "careers”  at birth with 
non-lethal congenital abnormalities.)

O f a ll patients in the five hospitals in the Zook-Moore study, 
the high-cost 10 percent had direct hospital charges in 1976 aver­
aging S30,000.:  A ll o f the high-cost patients had expenses above 
$15,000. Inclusion o f charges fo r professional services, outpatient 
care, home care, drugs, and institutional services would further 
increase these amounts. Though there was considerable variation 
across hospitals in the average level o f expenses, the distribution 
o f medical resources was highly skewed in every hospital.

Though our data are derived from short-stay hospitals, there is 
evidence that a substantial additional portion (one study suggests 
half) o f high-cost patients are in nursing homes, special disease 
hospitals, terminal illness facilities, or mental institutions, Each 
year, 1.6 m illion people spend some time in an institution o f this 
sort. Together, they lepresented a total institutional care budget 
o f over $17 billion in 1976, implying an average expense per cap­
ita o f over $15,000, with some patients consuming many times 
this quantity o f medical resources. Including both long- and short- 
stay institutions, approximately 2 percent o f the United States 
population accounts fo r over 60 percent o f a ll hospital and insti­
tutional care resources in a given year. I f  high-cost "institutional'* 
(e.g ., chronic dom iciliary) users disproportionately overlap with 
high-cost users o f a short-stay hospital, as they surely must, the 
concentration is even greater.

This significant concentration o f medical resources appears to 
be increasing over time. One study has shown that the average 
medical expenses for the high-cost 1 percent o f persons in the pop­
ulation in a year are growing at a rate that is 5 percent greater

2 A ll figures arc inflated to 1980 do lla rs .

than those of the least costly 25 percent of persons. Thus, the most 
expensive patients are becoming both absolutely and relatively
more expensive to treat,

2. High-cost illness is seldom  a single episode. Discussion o f catas­
trophic health insurance often depicts patients in intensive care 
or "brain death”  as typical of high-cost illness. In  contrast, we find 
that high-cost illness is mo:t often longitudinal in nature, com­
prising a scries o f treatments and hospital episodes over time rath­
er than one medical emergency. In  the Zook-Moore study o f six 
populations in five hospitals o f varied nature, the highest-cost 10 
percent o f the illnesses treated in a year were classified into sev­
eral categories: single cost-intensive illness ("intensive care"), single 
prolonged hospitalization, repeated hospitalization fo r the same 
disease, and comuinations of these categories. Repeated hospitali­
zation fo r the same disease was by fa r the largest o f these groups, 
accounting fo r 50 to 90 percent o f high-cost patients in the d if­
ferent populations.

A large proportion o f high-cost illnesses are not imminently ter­
minal, but rather extend over many months or years. The recidi­
vists in the high-cost group were 15 years younger on average 
than other high-cost patients with cost-intensive or prolonged hos­
pitalizations and frequently suffered from  a degenerative or ir­
reversible long-term illness, such as advanced coronary artery dis­
ease or cirrhosis of the liver. On ly 12 percent o f the recidivists 
died in the hospital o r were judged to be imminently terminal at 
discharge. The one-year hospital charges o f the recidivists aver­
aged S 15,800.

In  contrast, ha lf o f the patients with single cost-intensive hos­
pitalizations died in the hospital o r were judged terminal at dis­
charge. The average cost (excluding physician fees) o f this type 
o f stay was $15,000. Twenty-two percent o f patients with a single 
prolonged hospitalization died or were term inally ill, and the aver­
age cost o f their stay was $18,700. Previous studies o f intensive 
care have shown even higher in-hospital fata lity rates and expenses. 
There is no doubt that these illnesses have a tremendous financial 
impact on the hospital and they have understandably drawn a 
great deal o f public attention. However, neither intensive care nor 
prolonged hospitalization was the most frequent type o f high-cost 
utilization over periods of a year or longer, that distinction belong­
ing to patients who underwent repeated hospitalizations fo r  the same
disease.

3. M edical technology is not the prim ary source o f rising costs.



Techno log ica l advances a rc  o ften  thought to be the p rin c ip a l cause 
o f the h igh costs o f  ind iv idua l "catastrophic”  illnesses. (C o ro n a ry  
a rte ry  bypass g ra fting , k idney dialysis, and  hype ra lim en ta tion  are 
com m only cited exam ples.) Yet there is evidence to suggest that 
high daily hosp ita l charges and high costs pe r illness typ ic a lly  re ­
flect the use o f a la rge tota l vo lum e o f  standard  resources—often  
fa ir ly  sim p le—ra th e r than the app lication  o f a new technology.

Among the high-cost patients in the Zook-Moore study, a m ajor 
procedure o r treatment seldom accounted fo r a large share o f total 
costs. Only 1 percent o f this group had a cardiac pacemaker, 4 
percent had a recent coronary artery bypass graft, 6 percent were 
on dialysis, 1  percent had open heart surgery, less than 1  percent 
required hyperalimentation, 2 percent required radiotherapy, and 
2 percent required care in a neonatal intensive-care unit. (Since 
two o f the hospitals studied had large kidney disease services, the 
incidence o f dialysis may be higher than in the population over­
a ll.) These figures resemble the results o f a study o f 17 California 
hospitals which concluded that high-cost patients differed from
their low-cost counterparts more in the amount than in the kind 
of care received.

Therefore, for high-cost patients (as fo r others) most days spent 
in the hospital do not include major tests or procedures, let alone 
intensive care. Though high-cost patients have more complex days 
somewhat more often than low-cost patients, the difference was 
much less than one might expect. The Zook-Moore study classified 
hospital days into four categories, depending upon their complex­
ity. Briefly, the categories were: (1 ) routine dwelling days; (2 ) 
days o f minor testing, b lood work, physician consultation, and spe­
cial intravenous medications; (3 ) days o f major diagnostic testing, 
minor operations, or special precautions; and (4) intensive care, 
operations over three hours, emergency admission for major trau­
ma, o r life-support services. So-called "intensive care”  days were 
more than twice as common for high-cost patients than fo r other 
patients, ' ut they still accounted fo r only one day in eight fo r this 
highest-cost category. Routine dwelling days represented a quarter 
of the time spent in the hospital by the highest-cost group as com­
pared to 40 percent of the time spent by the lowest-cost group. 
Thus, for many high-cost illnesses, treatment does not consist p re­
dominantly o f intensive bursts o f the most high-technology care. 
Patients suffering from alcoholism, diabetes, obesity, certain neu­
rological disorders (e.g., multiple sclerosis), mental disease and 
stroke fo r instance, incur high costs primarily by consuming large
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7 quantities o f hospital days and many hours o f  professional sei Ylvw.l i t
They may never reach the operating room, nor be assessed by a 
CAT scanner.4. Complications during treatment raise costs. Hospitals are com­
plex institutions where hundreds o f difficult judgments are. made, 
orders are interpreted, and technical procedures are undertaken 
every hour. In  such an intricate environment, many forms o f ac­
cident, error, and unforeseen health events may arise to prolong 
or increase the costs o f treatment. Some complica:t"»ns during 
treatment are simply bad outcomes o f well-inf c . .0 gambles 
(prosthesis fa ilu re or digitalis toxicity in heart d iv ..... ome are 
natural but unforeseen progressions of disease; o th iis  • v  due 
to misapplication o f diagnostic equipment; some are. •. ac­
tions; others are due to infections acquired in the h . i - . s t i l l  
others are due to errors by physicians and other care providers.
In any case, unexpected complications during treatment are an
important cause o f high-cost illness.

Unexpected complications, which other studies have shown to
strike one patient in five, are most common among high-cost pa­
tients—both per day and per hospitalization, The Zook-Moore study 
identified 22 forms o f unexpected complication during hospitali­
zation in the five hospital populations. On average, I.S  such events 
occurred during each cost-intensive hospitalization, 1.3 during 
each prolonged hospitalization, and 3.2 during stays that were both 
prolonged and cost-intensive, but only .2 in other types o f hos­
pitalization. By virtue o f their illness, high-cost patients seem par­
ticularly susceptible to medical complications which further raise
costs.5. Harmful habits lead to high costs. Persons with a potentially 
harm ful habit arc hospitalized substantially more than are others. 
(This is not to imply inevitable causality. In any particular case, the 
condition requiring hospitalization may have developed indepen­
dently o f a harm ful habit.) The high prevalence o f alcoholism 
among patients in general hospitals illustrates the link between hab­
its and hospital costs. Though 4 to 5 percent o f the overall adult 
population is alcoholic, it has been estimated that 9 to 14 percent 
o f the general hospital population (1> to 29 percent o f males in that 
group) is alcoholic. O u r data confirm these high levels o f alcohol­
ism in the general hospital population and the overwhelm ing re ­
cidivist tendencies o f these patients. When hospitalized, patients 
with i nhenlthy habits like alcoholism are more expensive to treat 
and become high-cost patients. In the Zook-Moore study, potcn-
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tially harm ful habits were noted in the records o f high-cost patients
more than 40 percent more often than in the records o f other 
patients.

The picture o f high-cost illness that emerges from  consideration 
o f the factors discussed above is not entirely consistent with the 

| "catastrophic" stereotype o f life  maintenance in intensive care, p rob­
lems o f when to declare brain death, or advanced high-technology 
treatment. Rather, high-cost illness is usually long term and often 
mundane or recurrent, embodying costs due, in part, to unexpected 
complications during treatment or to persistent unhealthy personal 
habits. Though random medical tragedies are an important compo­
nent o f the high-cost patient group, they are isolated elements rep­
resenting only a small part o f the picture. Unfortunately, proposals 
for catastrophic health insurance are based primarily on this rather 
simple notion of the source o f high medical costs.

P rob lem s  with the current plans
From this profile o f the high-cost users o f medical care emerge 

three important considerations for the design o f health insurance 
programs. First, high-cost illnesses differ widely in terms o f clinical 
options, controllability of resource utilization, and predictability (the 
repeaters). Insurance schemes should reflect those differences. Iden ­
tical insurance structures fo r the very different illnesses described 
above may make no more sense than identical plans fo r fire and life 
insurance. In  fact, the potential for identifying chronic repeaters 
suggests a form  o f prospective reimbursement to a specialist insti­
tution (e.g., in spinal cord injury) fo r some patients.

Second, the data suggest that “catastrophic health insurance”  is 
unlikely to be as economical as is often asserted. In fact, the high- 
cost 10 percent of patients accounted for 40 to 50 percent of hos­
pital charges in one year and cost over $13,700 apiece. Methods arc 
still needed to instil cost efficiencies while insuring against genuine 
eases o f financial hardship.

Third , some utilization by the high-cost users may be more "op­
tional" or elastic than is generally thought; this possibility is sug­
gested by the surprising prominence o f harmful habits, o f treatment 
complications, of "routine," low-intensity care, and of repeated hos­
pitalization (as opposed to emergency intensive care).

These three themes—marked patient differences, surprisingly high 
costs (often predictable over several years), and the potential fo r 
controllability of some cost components—put current proposals for
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health insurance in a new light and point towards new and more 
workable policy approaches to health insurance.

The front-running alternatives fo r national health insurance are 
built upon the premise o f relieving the financial burden o f high-cost 
illness fo r a ll Americans. The Catastrophic Health Insurance B ill 
that has received tentative approval from the Senate Finance Com­
mittee, employing what is called the Long-Dole approach, provides 
federal payment of a ll medical expense fo r  a person beyond a 
$3,500 annual threshold. (The threshold is lower fo r poor people.) 
Consumer Choice Health P lan, a leading pro-competitive option put 
forward by Alain Enthoven, would require any private plan ap­
proved fo r federal support to include "catastioohic coverage." Ma- 
jor-risk health insurance is also central to a pla: put forth in The 
Public Interest in 1971 by Martin Feldstein. This scheme would 
use public loans to patients as well as co-insurance and deductibles 
to hold down costs from  "first do lla r" coverage while relieving some 
of the fiscal burden imposed on the individual by high-cost illness. 
Proposals by Senator Edward Kennedy fo r a comprehensive na­
tional health insurance plan under the Health Care fo r A ll Amer­
icans Act were presented in a series o f 1978 hearings where expr I- 
enccs of patients with high-cost illness dominated the testimony. 
The Carter Administration proposal, National Health Plan, also in ­
cluded retrospective payment fo r high-cost illness, with uniform re­
imbursement provisions across a ll providers and diagnoses.

The findings described above suggest that major improvements 
are needed in the catastrophic covcrnge provisions of these plans. 
Though few proposals contain incentives fo r providers to develop 
long-term care programs to reduce rcadmissions, repeated hospital­
ization fo r the same disease is the most frequent utilization mode 
defining high-cost illness. In nddition, no plan contains incentive 
provisions to reduce the frequency o f potentially harm ful hnbits, 
such as higher premiums fo r the heavy smoker, the obese overenter, 
or the noncomplying clinic "no-show." No plan considers how pa­
tients at high risk of complication may reach the most efficient p ro­
viders, Patient profiles are very different, but no plan considers how 
we can overcome repeated treatment failures in hospitals, an im­
portant source o f high medical costs and poor medical outcomes.

High-cost illnesses fo r the most part are not random "bolts from 
the blue," yet many proposals fo r catastrophic health insurance are 
based on this misconception. They fa ll to confront key cost com­
ponents o f high-cost illness and neglect important differences across
categories of patients.

I



There is no reason why insurance plans cannot address separate- 
1) the different segments o f high-cost users, identified above, in 
more carefully tailored ways. The terminal cancer patient, the non­
complying diabetic, the repeatedly hospitalized alcoholic, the para- 
Dlegic, and the elderly widow with severe peripheral vascular dis­
ease are similar in their status as high-cost users o f medical care, 
but dramatically different in their care requirements, their financial 
needs, and the lower-cost treatment alternatives that are available. 
Health insurance proposals should and can take these differences 
into account if they are to meet the patients’ needs within reason­
able costs. Since catastrophic health insurance, as embodied in pres­
ent pioposals, does not recognize differences it is unlikely to be in­
expensive or fu lly  equitable, nor w ill it offer a "quick fix" to the 
most pressing health problems.

For example, the Long-Dole b ill features fu ll federal reimburse­
ment for in-patient, post-hospital, physician, and home health ser­
vices after a deductible ($3,500 in the present version) is exceeded 
during a calendar year. Payments would be open-ended and deter­
mined retrospectively on the basis o f hospital charges. Such a plan 
unfortunately perpetuates the sort o f program design that has raised 
current health costs to such a high level. By tempting hospitals to 
get the patient's b ill up to $3,500 whenever possible (to reach a 
range in which there is fu ll federal payment) it may exert a fu r­
ther inflationary impact on medical costs.

Financial rewards or penalties applied at the appropriate lever­
age point can greatly affect the behavior of patients, doctors, and 
hospitals, and could reduce total costs. One recent study of Cali­
fornia Medicaid experience, fo r instance, found that the institution 
of a one-dollar charge per physician office visit decreased demand 
fo r those visits and increased demand for hospital services (which 
remained "free” to the consumer). Patterns of charges and payments 
have also been shown to be influential fo r dental care and other 
out-patient services. When the do lla r amounts are large, both con­
sumer and provider behavior may be modified dramatically. The 
treatment o f kidney disease provides a particularly graphic example. 
Federal legislation enacted in 1972 provided 100 percent coverage 
for dialysis treatment and associated physicians' fees. This discour­
aged kidney transplantation, and favored dialysis in centers over 
dialysis at home. In the next five years, private firms steadily en­
tered the market for dialysis services. As a result, by 1978, 37,000 
patients were being dialyzed—up from roughly 10,000 in 1974—with 
a 50 percent increase in this number predicted by the mid-1980's.
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Moreover, the share o f patients on home dialysis declined from  49 
percent to 13 percent in the 1972-1976 period. In  cases such as 
renal dialysis, where there are therapeutically-competitive alterna­
tives, financial and service-support incentives to employ lower-cost
methods are especially promising.

By misunderstanding the nature o f high-cost illness, the one-year 
deductible proposed by catastrophic insurance plans is terrib ly in­
equitable. Approximately 20 percent o f a ll patients in the Zook- 
Moore study had been hospitalized at least fou r times in the pre­
vious five years fo r the same disease; many had recurrent illnesses 
over much longer periods. A longer-term benefit structure could 
reflect more adequately the extremely high year-after-year costs of 
illnesses such as vascular disease, certain congenital defects, some 
cancers, cirrhosis of the liver, intractable anemia, diabetes, or major 
stroke. It  is possible to account fo r costs over a series o f years, with 
appropriately tailored co-insurance and deductible provisions. The 
single, short, cost-intensive episode, so well covered by a one-year, 
open-ended insurance plan, is neither the most frequent type o f 
high-cost illness, the most socially disruptive or financially ruinous, 
nor the case that needs greatest societal attention. A newborn with 
certain congenital anomalies might never "qualify" in one year, yet 
from birth to age 15 might require 10-20 hospital admissions. This 
would have a greater long-term impact on the fam ily budget than 
would most serious accidents or severe burn incidents, misfortunes 
which would be adequately covered under current proposals for
catastrophic insurance coverage.

A reassessment of high-cost illness nlso mnkes it clear that catas­
trophic plans seldom give appropriate incentives to hospitals and in­
surers to control costs. Insurance provisions that pay fo r nil patients’ 
expenses once they exceed a threshold (e .g ., $3,500) w ill affect the 
v'ay that hospitals decide to prire their services. In  fact, it may be­
come advantageous to hospitals to reverse the present practice of 
subsidizing high-cost days by low-cost days and to charge higher 
prices for intensive care and complex forms o f care. This would make 
the expensive appear even more expensive and would also magnify 
the total bill for high-cost illness. Open-ended reimbursement after a 
one-year deductible also gives providers and insurers little finan­
cial incentive to develop preventive programs o r long-term man­
agement services. Mnjor-risk insurance a now conceived will be 
able to forestall financial ruin fo r a smalt percentage o f patients, 
but will do little to promote a more cost-effective organization of 
medical treatment which would benefit everyone.



Considering new remedies
Recent surveys o f high-cost patients allow  a more sophisticated 

understanding of the potential impact o f catastrophic health insur­
ance. W e have found that high-cost illnesses differ w idely but are 
mainly concentrated among a small number o f long-term patients, 
that insurance w ill not be as economical as some have imagined, 
and that some components o f high costs can be controlled. Our
assessment suggests several improvements for catastrophic health 
insurance.

1. Different groups need different plans. Study o f the high-cost 
users revealed several categories o f patient, each with different 
needs, treatment alternatives, and behaviors. F o r instance, nearly 50 
percent o f childhood high-cost illnesses were traceable to a con­
genital defect; about 40 percent o f the high-cost adult users had a 
potentially harm ful habit noted in the record; over 20 percent of 
high-cost users were over 70 years o f age; and nearly 10 percent 
had cancer. Patients defined by clinical parameters such as these 
would have very different incentives to use medical services. Just 
as physicians would counsel these groups differently as to their care, 
insurance plans should guide them differently into the most appro­
priate pattern of health services utilization.

Alcoholism and mental disease were both important among high- 
cost patients. In the institutions studied, these patients were con­
fined to the hospital fo r many days. A much lower-intensity setting 
(i.e., not a hospital), if reimbursed in appropriate fashion, might 
prove to be equally effective and less costly. The treatment o f dia­
betes mcllitus provides another example o f the possibility o f de­
veloping a more cost-effective approach to a single diagnosis. One 
study at Stanford has shown that appropriate education and sub­
stitution o f ambulatory services can reduce re-admissions o f diabet­
ics by as much as 56 percent. This approach has apparently suc­
ceeded in reducing costs while maintaining or increasing quality 
o f care.

There are currently few financial incentives in the insurance plans 
to employ the most cost-effective modes o f care for these illnesses.
By insuring against hospitalization—the highest-cost setting—we 
lower its relative cost and make it a more attractive mode o f care 
to the patient. Proposals fo r undifferentiated catastrophic illness 
coverage could worsen this problem. Distinctive modes of reim­
bursement fo r particular high-cost use groups, by contrast, may fos­
ter the growth of geographically clustered services for similar diag­
noses, thereby making possible significant economies of scale.
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tential economies. One study found that unit costs were related 
strongly to the number o f procedures done per year, suggesting 
large savings may be realized through "learning by doing." Another 
study estimated that i f 50 operations were performed a year, the 
cost per patient would be $21,500, but with a tenfold increase in
scale, the cost per patient would drop to $8,700.

2. Prospective reimbursement can control costs. A shift from  cur­
rent patterns of reimbursement fo r providers also offers possibilities 
fo r considerable savings. Control over the costs o f care is possible 
on ly when the provider or patient is a primary decision maker and 
has a direct stake in the conservation of scarce medical resources. 
Under cost-based reimbursement afte r the fact, neither consumer 
nor provider has an incentive to control cost in a single episode or 
to foster the most cost-effective modes o f long-tenn care (e.g., early 
use o f ambulators’ services to forestall the need fo r later emergency
hospital admission).

Planning fo r long-term care is especially important, since almost
two-thirds o f the high-cost 20 percent o f patients in our study ex­
perienced repeated hospitalization fo r the same disease (often pre­
dictable) in a single year, and many repeat visits in earlier (and 
later) years. Early interventions to lower the probability o f future 
hospitalizations could provide major cost savings. F o r example, giv­
ing known hypertensives effective rewards fo r compliance and care­
fu l follow -up after screening can reduce later rates of hospitaliza­
tion. The medical care system has an important opportunity to 
design similar cost-effective programs fo r other illnesses.

One way to provide incentives fo r cost-effective care of the high- 
cost patient group might be through "prospective reimbursement.”  
Under such a system, certain institutions would be promised a pre­
determined annual payment to assume responsibility for the care o f 
a patient with a long-term, high-cost illness. (Short-term illnesses 
with potentially high-cost consequences could be handled different­
ly .) The magnitude of the payment would depend on the illness 
diagnosed, and might change over time fo r a given patient. A spinal 
cord injury center, for example, might be granted a fixed payment 
on the first o f the year for each paraplegic whose care it assumed. 
Appropriate medical centers would be given similar payments for 
each child with cvstic fibrosis, hemophilia, or other severe, predict­
able and repetitive illness. The same approach (perhaps with addi­
tional categorization of patient condition) could be undertaken for 
mental disease, renal failure, or even alcoholism.
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The value of this system is that the health care provider assumer 

responsibility fo r costs above the expected level. At the same 
time, i f costs can be hejd below the expected level, the provider 
retains the cost savings. Thus incentives to conserve resources are 
built into a system which at the same time guarantees the provider 
a level of reimbursement that, across the range o f patients treated, 
should adequately cover the costs o f appropriate care. Such a p ro ­
gram would shift responsibility fo r designing and implementing cost 
reductions from the regulators of medical care to its deliverers. Phy­
sicians would retain control over detailed clinical decisions. This is 
in contrast to command and control methods o f cost containment 
imposed by outside public agencies, which operate through regula­
tion of capital investment and, in some cases, as with Professional 
Standards Renew  Organizations, with assessments of patient care 
on a case-by-case basis. W idespread prospective reimbursement 
would probably also give rise to new forms o f provider organiza­
tions, and group practices specializing in certain types o f patients 
or illnesses. Their success would depend on their ability to deliver 
care less expensively than do existing institutions.

Quality assurance must be a continuing concern in any system 
for financing medical care. For certain classes of high-cost users this 
problem might be particularly acute. Strong, readily implementable 
sanctions should be available to maintain acceptable quality of care, 
thereby avoiding the exploitation o f possibly helpless groups such 
as he mentally ill, the senile, and the very sick. Financial penalties 
fo r inadequate care might well be linked directly to the reimburse­
ment system, Because of the cost-quality tradeoff, there is also a 
danger in placing unduly strong cost-reducing incentives on physi­
cians. The objective should be to create a climate or ethos o f cost 
reduction, and o f more fervent inquiry into "how much is enough." 
This sort o f indirect encouragement to improve performance is o f ­
ten cited as a principal benefit o f profit-sharing plans fo r workers 
in private companies. Something similar could perhaps be achieved 
in health services. (The proponents of health maintenance organi­
zations r im that it already has been.)

The most important feature of prospective reimbursement in the 
context of the high-cost users is that it provides a strong incentive 
to deliver health care on a cost-effective basis over the long term. 
Attention to costs on an episode-by-episode basis is hardly suf­
ficient (it may even be counterproductive in circumstances where 
rehabilitation or prevention is a possibility), especially when a ll the 
evidence suggests that those who use medical resources most ex-
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tensively utilize them on a continuing basis over a period o f years.
3. There must be incentives for prevention. W e have seen that 

high-cost users are more like ly than other patients to have poten­
tially unhealthy habits. Persons with a documented adverse life ­
style were found to be more often in the hospital, more costly to 
treat per illness, and more repetitive in hospital utilization than 
others. Any public program to finance care o f high-cost illness 
must inevitably confront this problem. Given the interdependence 
created by any system of health insurance, if individuals are to 
have sufficient incentive to take care of themselves—to reduce their 
levels o f risk and thereby their expected medical expense-they must 
be "penalized' in some way fo r engaging in unhealthy behavior.

There have been relatively few documented attempts made on 
a significant scale to modify risk factors. Where the attempt has 
been made it has often met with success, especially in reducing risk 
factors related to coronary disease: smoking, obesity, and certain 
dietary habits. The Stanford Heart Disease Project, fo r instance, 
sponsored a highly successful voluntary campaign o f education and 
counseling fo r those most at risk in three California communities. 
National trends also show that risk factors can be modified and that 
they can make a difference in personal health, The rate o f coronary 
death in the population fo r males aged 45 to 54 has declined by 
20 percent since 1970, possibly due to improvements in smoking 
habits and diet within this group. The North Karelia project in F in ­
land also focused on providing information and counseling with 
regard to cardiovascular risk factors. In  four years it achieved sub­
stantial reductions in smoking, cholesterol levels, blood pressure, 
and hypertensive drug noncompliance rates at a modest cost.

Programs in the workplace have also shown some success. In fact, 
30 percent of major United States companies now conduct some 
form of non-smoking program, and 3 percent o f these businesses 
pay their employees not to smoke. Though few reliable statistics 
are available at present, early results suggest that even small re­
wards for, or assistance in, smoking or weight reduction can affect 
behavior and health outcomes. I f  voluntary community campaigns 
and relatively small programs in the workplace can reduce un­
healthy behaviors, it seems likely that more vigorous approaches, 
including direct financial incentives for low risk-factor levels, may 
do even better.

The prevalence o f potentially harm ful habits noted in the medi­
cal records examined by the Zook-Moore study underscores the po­
tential importance of preventive measures, promoted in part by



educational programs, but encouraged strongly by insurance-plan 
design. Thus a high-cost patient who fails to control the habit of 
alcoholism or smoking might be required to pay a higher premium 
until his physician testifies the problem has been solved. The in­
centive need not be applied at the time o f the high-cost illness. The 
fearfu l lifestyle consequences of many high-cost illnesses are a far 
more powerfu l deterrent to risk-taking behavior than the possibil­
ity of high medical costs. Charging after the illness sets in offers 
little in the way o f additional incentive, yet subjects a class o f in­
dividuals to a significant financial risk, assuming that only a small 
fraction o f people with bad habits get "caught.”  Moreover, in many 
instances, it might prove infeasible to charge after the high-cost i ll­
ness has set in. I f  we wish to charge individuals for taking increased 
risks of incurring high-cost illness, and sensible policy would sug­
gest that we should, the most propitious time to do so is while they 
are taking the risk, before they enter the high-cost user statistics. 
Severe penalties fo r speeding and substantial taxes on cigarettes are 
more appropriate, and probably more feasible, than an actuarially 
based charge 011 paraplegics and lung cancer victims for their i ll­
nesses.

Problems that could yield to preventive measures are found in 
their most extreme forms in' the most costly illnesses. This is the 
finding that most forcefu lly dispels the common misperception 
of high-cost illness as a random catastrophe. At a minimum, any 
major-risk health insurance plan should consider: ( 1 ) greater taxa­
tion of tobacco ( perhaps at varying rates dependent on the charac­
teristics o f the cigarette) and alcohol, with the proceeds helping 
to finance the insurance program, ( 2) insurance premium incentives 
to lose weight, to stop smoking and drinking, und to adhere to med­
ical regimens, ( 3 )  development of new approaches to chronic re­
peaters especially those with lifcstyle-diseaso involvements, ( 4 )  in­
centives to channel certain categories o f patients to hospitals where 
rates of unexpected complications for their particular problem are 
lower, and (5 )  more widespread use o f successful community edu­
cation programs such as the Stanford Heart Project.

Treating the “ high-cost”  users
While discussions of catastrophic illness conjure up images of 

unforscen accidents and disease, insurance proposals currently before 
Congress would really cover all forms of very expensive medical 
care, Relief for its citizens from the financial burden of high-cost
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little doubt that high-cost patients often need and merit Unantia i
assistance and large quantities of medical resources. Many of the 
tragedies that befa ll the high-cost users are precisely the types of 
events fo r which organized insurance can provide its greatest ben­
efits. But there are numerous ways to insure and many ways to aid 
those in need. I f  high-cost illness in a ll its forms is really the con­
cern, Congress and the new Administration must understand the 
nature of the problem, its causes, and the treatments to which it 
might yield. Any program to cover high-cost illness should not only 
achieve the primary function of insurance (the spreading of risk ), 
but should also build incentives into the health-care system for the 
most competent care by doctors, adherence to life-preserving life ­
styles by patients, and cost-effectiveness by those who provide care.

Major mistakes are not uncommon in health-care programs partly 
because the health-care system works in mysterious ways. A broad- 
based insurance program to cover high-cost illness should not be 
mandated until we develop a deeper understanding o f the prob­
lem. Observing its responses to policies in place can often change 
our conceptions dramatically, and convince us that quite different 
policies would be desirable. For instance, the "doctor shortage of 
ten years ago is seen now, by many, as a "doctor surplus.”  Actions 
are now being taken to reverse this trend. Hospital reimbursement 
proxides another example. During the 1970’s the state o f New York 
penalized hospitals financially for excess bed capacity. Yet it was re­
cently decided that this did not hold down costs and that payment 
incentives will now need to be given to hospitals to encourage empty 
beds, precisely the opposite policy.

Reversal is likely to prove much more difficult, however desira­
ble in concept, where coverage for high-cost illness is concerned. 
Entitlements are always difficult to reduce, especially when the tar­
get group appeals to our sympathies. Moreover, health-care deliv­
ery institutions adapt themselves to any new reimbursement mech­
anism and tend to become dependent upon it. Should policy in this 
area prove to be more expensive than estimated, or merely poorly 
designed, we might repent at leisure.
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Senator Charlie Parr May 19, 1981

Pouch V

Juneau, Alaska 99811

Dear Senator Parr:

Rocky tells me you are concerned by HB41 because of the -esearch presently 

underway by the Battelle group. It seems there has been a great deal of 

misconception regarding the goals of the Battelle study and HB4 7 . The 

two are, in fact, complimentary.

Enclosed please find an article which explains the goal of the Sattelle study 

and H B 4 1 , and how they interface. I think you will find several of the 

major items in HB41 entirely consistent with your campaign theme of rep­

resenting the disenfranchised.

I will be in Juneau the last week in May, and hope to talk to you about 

the importance o f  the passage of HB41 for the low-moderate income consumer. 

Thank you for your time and attention; 1 look forward to seeing you at the 

end of May.

Sincerely,

■Susan Johnson 

Executive Director
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MEMORANDUM Apr i l  18, 1980

TO: Representative Joe McKinnon

FROM: J r x k X r e i n h e d e r ,  Betty

.Issues Analysts

b S j .on

RE: Cost of Statewide Health Insurance 

Research Request No. 128

Y o u  ha v e  requested that we: 1) estimate the cost to the State of p r o­

vi d i n g  universal health :H.,i..ance equivalent to the current Bl u e  Cross 

State employee health plan xor all residents of the state, regardless 

of other federal or private insurance coverage; and 2) determine the 

probably savings to the State which might result from reduced e x p e n d i­

tures for Medicaid, catastrophic illness, general relief medical, and 

other State health programs. Your second question is still b e i n g  i n v e s­

tigated, and will be addressed in a separate memo as soon as w e  complete 

our research.

We have estimated that if the State were able to extend its current Sta t e  

employee insurance coverage at the current premium rate ($100.16 per 

month for each family unit) to all residents of the state, the total 

additional cost would be about $175 million per year, however, Blue C r o s s  

personnel stressed that the premiums for such extended coverage could be 

substantially higher and cannot be predicted with confidence at the p r e­

sent time. A  number of undetermined factors were cited w h ich p r e c l u d e  the 

accurate estimation of premium costs for statewide health insurance c o v e r a g e  

including family size, risk characteristics of the total A l aska p o p u l ation, 

and transportation costs for medical treatment in rural areas of the State.

Ocr contacts at Blue Cross were not able to provide even a m a ximum 

probable premium cost for universal coverage, but indicated that the 

premiums could be 50% higher than for the current State employee program. 

Thus, the total cost to the State for universal coverage could be $263 

million or more, depending oa the factors cited above, and others.



Re p r esentative Joe McKinnon 

A p r i l  18, 1980 

Pa g e  2

It is important to note that the total cost of statewide h e a l t h  c o verage 

could be substaatially“-lower if residents eligible for v a r i o u s  fe d e r a l  

h e a l t h  programs were excluded from the program. Uearly o n e - t h i r d  of the 

state's population is estimated to be eligible for h e a l t h  care c o verage 

u n d e r  the U.S. Public Health Service and CHAMPUS programs. Costs for 

statewide h e a l t h  coverage might therefore be reduced by r o u g h l y  one- 

third if persons already eligible for these federal programs w e r e  n o t  

included i n  the State program. . • .

W e  r e gret that w e  could not provide a more precise cost e s t i m a t e  for 

statewide h e alth insurance, but w e  hope our "ballpark" figures are of 

some use to you. Our research on your second question, p e r t a i n i n g  to 

cost savings from statewide health coverage, vrill be transmitted shortly, 

hopefully later this afternoon. Please let us know if w e  m a y  b e  of 
f u rther assistance. . •• . ' ' • • :•

JK:BB/dp
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M E M O R A N D U M  A p r i l  23, 1 9 8 0

TO: R e p r e s e n t a t i v e  J oe M c K i n n o n

FROM: J a c l ^ K ^ e ^ i e d e r / B e t t y  Bartonjp

RE: C o s t s  of S t a t e w i d e  H e a l t h  Ins u r a n c e

R e s e a r c h  R e q u e s t  No. 128

T h i s  m e m o r a n d u m  r e s p o n d s  to y o u r  r e q u e s t  c o n c e r n i n g  t h e  r e d u c t i o n  of 

S t a t e  h e a l t h  c a r e  e x p e n d i t u r e s  w h i c h  mi g h t  b e  r e a l i s e d  f r o m  t h e  p r o­

v i s i o n  o f  s t a t e w i d e  h e a l t h  insurance. T o  a c c o m p l i s h  this, w e  f i r s t  

d e t e r m i n e d  w h i c h  State prog r a m s  c u r r e n t l y  are p r o v i d i n g  p a y m e n t  f o r  

h e a l t h  c a r e  s e r v i c e s  rendered. W e  then e x a m i n e d  the types of h e a l t h  

c a r e  s e r v i c e s  e l i g i b l e  for r e i m b u r s e m e n t  under th e s e  p r o g r a m s  a nd 

c o m p a r e d  t h e m  a g a i n s t  a l l o w e d  h e a l t h  care u n d e r  the S t a t e ' s  C o m p r e­

h e n s i v e  M e d i c a l  P l a n  for employees of the St a t e  of A l a s k a .  T o  d e t e r m i n e  

t h e  a m o u n t  of St a t e  m o n e y  that w o u l d  be saved t h r o u g h  s t a t e w i d e  h e a l t h  

in s u r a n c e ,  w e  r e v i e w e d  the D i v i s i o n  of P u b l i c  A s s i s t a n c e  b u d g e t  a n d  

s u b t r a c t e d  p r o g r a m  a nd related o v e r h e a d  costs for a d m i n i s t r a t i v e  a n d  

s p a c e  e x p e n d i t u r e s  for h e a l t h  care serv i c e s  that p r o b a b l y  v o u l d  b e  

a v a i l a b l e  t h r o u g h  a s t a t e w i d e  plan. Our figures do n o t  i n c l u d e  indi.rect 

c o s t s  s u c h  as o v e r h e a d  costs for a d m i n i s t r a t i v e  and s p a c e  e x p e n d i t u r e s  

that m a y  be c h a r g e d  by the D e p a r t m e n t s  of H e a l t h  a n d  S o c i a l  S e r v i c e s  a n d  

A d m i n i s t r a t i o n  for m a n a g e m e n t  of these programs. W e  h a v e  i n c l u d e d  for 

y o u r  r e v i e w  b u d g e t a r y  a l l o c ations for those M e d i c a i d  a n d  G e n e r a l  R e l i e f  

M e d i c a l  s e r v i c e s  that w e  feel w o u l d  be unaffected b y  s t a t e w i d e  h e a l t h  

ins u r a n c e .

S u m m a r y  . . .

O u r  r e s e a r c h  i n d i c a t e s  that $21.5 m i l l i o n  State d o l l a r s  arc c o m m i t t e d  

for e x p e n d i t u r e  to purchase h ealth care services in FY 80. T h i s  f i g u r e  

i n c l u d e s  $12 m i l l i o n  from the State's general fund and $9.47 m i l l i o n  

f r o m  the S t a t e ' s  f e d e r a l  revenue s h a ring entitlement. If s t a t e w i d e  

h e a l t h  i n s u r a n c e  w e r e  provided, it appears that $11.5 m i l l i o n  of t h e s e  

e x p e n d i t u r e s  could be saved and that $10.0 m i l l i o n  w o u l d  r e m a i n  for 

p a y m e n t  of s e r v i c e s  most likely not covered in an i n s u r a n c e  p r o g r a m .
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P l e a s e  b e a r  in mind that our calculations are estimates d e r i v e d  in part 

fr o m  hypothetical constructions, and so, should be judged w i t h  a degree 

of caution. The basis for our conclusions is detailed below:

M e d i c a i d

This State-administered program is funded federally wi t h  a 50 percent 

m a t c h  requirement of State dollars (in recent years, the State has c o m­

bi n e d  State general fund dollars w i t h  a portion of its federal revenue 

s h aring entitlement, which may be used as *uch, to meet its con t r i b u t i o n  

requirement). Medicaid is a p r ogram of "final resort;" payments are 

m a d e  to providers for health care services delivered to e l igible clients 

on l y  aft e r  all other funding sources, such as W o r k m a n’s C o m p e nsation a n d  

the Fisherr ,n's Fund, are exhausted. The State reimburses providers f o r  

" r e a s o n a b j ± costs" incurred in hospital, physician, and n u r s i n g  home 

care. Cost determinations are made based on the findings of the federal 

g o v e r n m e n t’s fiscal intermediary (Blue Cross) and the State's Medicaid 

auditors. Medicaid payments are also made for the Early P eriodic Screening, 

Diagnosis, and Treatment Program (EPSDT) as well as for other services, 

s u c h  as the Anchorage Home Health Care Program. As we will discuss later, 

M e d i c a i d  also reimburses for services provided at Harborview and the 

A l a s k a  Psychiatric Institute, which we have not included in our c o m p u t a t i o n s .

As is detailed in the attached charts, it appears that the effect of 

statewide health insurance on the Medicaid program would be a savings of 

$4.95 million. This finding assumes that the insurance p l a n  w o u l d  p r o­

vide the same payment to particioating hospitals and physicians c urrently 

provided by Medicaid. It further assumes r.hat Medicaid's other se /ices 

w o u l d  be considered allowed costs (excluding $63,500 expended on home 

h eal t h  care). A  statewide insurance plan probably would p r o v i d e  payment 

for a portion of EPSDT but would regard screening as a nonreimbursable 

service; A  major health category that would not be covered by s tatewide 

insurance is nursing home care. The State’s Comprehensive M e d i c a l  Plan 

does not provide coverage for .long-term care provided by an i n t e r m e d i a t e  

or skilled nursing facility, which means that the $7.9 m i llion in State 

funds used to reimburse nursing home providers probably would remain as 

an expenditure.

General Relief Medical

This program is funded solely through the State's general fund. The 
program provides medical assistance to financially needy individuals 
having specific medical problems and lacking the resources, including 
insurance, to provide themselves with adequate care. Obviously, this
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p r o g r a m  would be impacted significantly by a statewide insurance pro­

gram. However, also included under this program, albe i t  with less 

stringent eligibility requirements, is the Catastrophic Illness P r o g r a m . ' 

T h i s  p r ogram provides assistance to individuals after their.third party 

c overage is exhausted and after no less than §1,000 i n  health expenses 

in a twelve-month period have been accrued. Because of the p r o g r a m’s 

s p ecial function, we have treated it as an expenditure which w o u l d  re­

m a i n  unchanged by the provision of statewide health insurance. In fact, 

w h e t h e r  it w o uld appear as a savings or an unchanged cost depends on the 

n u m b e r  of uninsured individuals utilizing the program. Unfortunately,

. there is no available data that categorizes Catastrophic Illness b e n e­

ficiaries.-

It appears that the impact of statewide health insurance on General 

Relief Medical would be a reduction of §6.5 million in State expendi­

tures, primarily the result of savings in hospital,- p h y s i c i a n s’, and 

other service costs. As with Medicaid, service expenditures remaining 

unchanged include those for nursing home care. In addition, a re l a­

tively small program entitled Residential Nursing p r obably would be 

ineligible under statewide insurance coverage. ,

P r o b l e m s / L i m i t a t i o n s

A s  n o t e d  e a r l i e r  in this memorandum, M e d i c a i d  also g e n e r a l l y  p r o v i d e s  

c o v e r a g e  tc H a r b o r v i e w  and API. Services at H a r b o r v i e w  for FY 81 are. 

p r o j e c t e d  to c o s t  the St a t e  $4.1 m i l l i o n  for the care o f  its p a t i e n t s .  

T h e  f a c i l i t y  is l i c e n s e d  for 96 beds and 97 percent o f  the b e d s  a r e  

o c c u p i e d  by M e d i c a i d  beneficiaries. Medi c a i d  rates (based on the 

f a c i l i t y ' s  o c c u p a n c y  rates and cost of care) c u r r e n t l y  h a v e  b e e n  set at 

$ 1 5 3 . 7 5  p e r  day, or $ 5 6 , 1 1 8  per patient annually. U n d e r  the S t a t e ' s  

C o m p r e h e n s i v e  M e d i c a l  Plan, only limited coverage is e x t e n d e d  for 

t r e a t m e n t  of m e n t a l  or e m o t i o n a l  disorders. Insu r a n c e  is r e s t r i c t e d  to 

s h o r t - t e r m ,  t r e a t a b l e  illness, d e f i n e d  as neurosis, p s y c h o n e u r o s i s ,  

m e n t a l  or e m o t i o n a l  disorders, or psycopathy. No c o v e r a g e  is p r o v i d e d  

f o r  a d o l e s c e n t  b e h a v i o r a l  disorders; learning d i s a b i l i t i e s ,  or m a r i t a l ,  

f a m ily, sexual, or ot h e r  counseling. (Apparently, s o m e  c o n s i d e r a t i o n  is 

o c c a s i o n a l l y  g i v e n  in favor of short-terin, o n e -on-one c o u n s e l i n g . )  

C u s t o d i a l  care also is e x c l u d e d  from coverage under t he S t a t e’s plan. It 

is d o u b t f u l  then that s t a t e w i d e  h e a l t h  insurance, u n d e r  the c u r r e n t  

S t a t e  p o l i c y ' s  design, could supplant State e x p e n d i t u r e s  at H a r b o r v i e w .

«; 
r»

\
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Some insurance c o verage could be extended to eligible patients at API, 

a l t h o u g h  probably not oo., the level of reimbursement pro v i d e d  b y  M edicaid 

P h y s i c i a n ' s  services for mental and nervous disorders are covered, in 

part, w i t h  50 percent of a patient's eligible expenses reimbursed in a n  

a m o u n t  not to exceed $2,500 for each covered member p e r  benefit year.

T h e  M e d i c a i d  p r ogram reimburses services provided to eligible patients 

" r e a s onably classified" aged 21 years or younger "who are receiving 

treatment in an inpatient psychiatric facility." The current Medicaid 

ra t e  for A P I  is $196.00 per day. However, the amount of M e d i c a i d  p r o­

j e c t e d  for receipt by the institution for FY 80 is unknown.

T h e  eligibility determination for Medicaid reimbursement at A P I  was 

re c e n t l y  the subject of a. federal audit; and, consequently, staff at 

the D epartment of Health and Social Services are uncertain of the amount 

of M e d i c a i d  billings whi c h  will be a p p r o v e d r The State has authorized 

$7.58 m i l l i o n  for API in FY 80; however, included w i t h i n  this figure are 

u n r e s tricted federal receipts (for Medicaid and third party payments.

A s  a result, it currently is not possible to derive an estimate of the 

e f f e c t s  of statewide health insurance on State health care expenditures 

in this program. •

W e  h a v e  limited o u r  scope of research in this memorandum to services 

el i g i b l e  for reimbursement by Medicaid and General Relief Medical. 

F o l l o w i n g  transmittal of this information to your office, we wi l l  ex­

pl o r e  the effects, if any, of statewide health insurance on other State 

programs offering health care services similar in nature to those p r o­

vid e d  through the State's insurance plan, e.g., alcoholism treatment.

W e  apologize for the delay in preparing this memorandum for you. C o m­

piling the data w a s  more problematic than we had originally anticipated. 

W e  hope the information contained herein is suited to your needs.

J K : B B / d p  "

A t t a c hments



P R O J E C T E D  C O S T  S A V I N G S  O F  S T A T E  H E A L T H  C A R E  E X P E N D I T U R E S

R E S U L T I N G  F R O M  A. S T A T E W I D E  H E A L T H  I N S U R A N C E  P R O G R A M *

- ^'Savings of State Funds (in thousands) b y  Source 

General Fund Federal R e v e n u e  Sharing Total

M e d i c a i d

Hospitals $1,160.7 $1,648.9

Physicians 621.9 787.7

Other Services 213.1 90.95

EPS D T  . • ■ 427.9 - 0 -

Ge n e r a l  Relief M e d i c a l

$2,423.6 $2,527.55 $4,951.15

Hospitals $4,147.9

Physicians 1,150.3

Other Services 1,224.1

$6,552.3 - 0 -  $6,522.3

Administrative Overhead

Medicaid $22.8

General Relief Medical 22.8

$45.6 -0- S 45.6

*  B a s e d  o n  F Y  8 0  A u t h o r i z e d  B u d g e t

TOTAL SAVINGS $11,519.05



H E A L T H  C A R E  E X P E N D I T U R E S  N O T  A N T I C I P A T E D  T O  B E

D I M I N I S H E D  B Y  S T A T E W I D E  H E A L T H  I N S U R A N C E  C O V E R A G E *

State Funds (in thousands) by Source 

General Fund Federal Revenue Sharing T o t a l

M e d i c a i d

N u rsing Homes 

Other services 

EPSDT '

G e neral Relief Medical

N u rsing Homes 

Residential Nursing 

Catastrophic Illness

Administrative Overhead 

Medicaid

General Relief Medical

$ 967.4

63.5 

' 427.9

$1,458.8

$ 683.9

166.4 

754.2

$1,604.5

22 . 8
22 . 8

$6,945.4
- 0-
- 0-

$6,945.5

- 0-

$ 8 , 4 0 4 . 2

$ 1 , 6 0 4 . 5

$ 45.6 - 0- $ 4 5 . 6

T O T A L  E X P E N D I X U  RES $ 1 0 , 0 5 4 . 3

*  B a s e d  o n  F Y  8 0  A u t h o r i z e d  B u d g e t
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Pouch Y, Stale Capitol 

Juneau, Alaska 99811 • 

(907) 465-3991 •

A L A S K A  S T A T E  L E G I S L A T U R E  
H O U S E  O F  R E P R E S E N T A T IV E S  

R E S E A R C H  A G E N C Y

M E M O R A N D U M May 22, 1980

TO: Representative J o e  McKinnon

FROM: - Betty Barton •

RE: • Costs of Statewide Healthwide Insurance: A d d e n d u m  to Research
Request No.' 128 •

In an earlier memor a n d u m  to you, we determined the probable savings to 

the State that could occur from reduced expenditures for Medicaid and 

G e n e r a l  Relief Medical were statewide health insurance made available.

A t  that time, w e  speculated that there could be added, less apparent 

savings realized in other health programs, such as those administered by 

the State Office of Alcoholism and Drug Abuse. We stated that w e  would 

conduct additional research in this area and notify you of our findings. 

Our research indicates that no reductions in cost, beyond those already 

submitted to you, would be realized through the provision of statewide 

h e a l t h  insurance. Other programs are not structured to purchase health 

services provided to beneficiaries by health care providers, as are 

Medicaid and Genearl Relief Medical, and so, would not be affected by 

pa yments of third party carriers.

W e  apologize for the delay in transmitting this ii-.fcrinat.ior. to your 

office.

BB/dp



P ouch  Y , S ta te  C ap ito l 
Ju n eau , A la sk a  99811 

(9 0 7 )  465 -3991

February 13, 1981

MEMORANDUM

FROM:

TO

RE:

Representative Charles Anderson

Peter B. Froehlich

Hawaii No-Fault Insurance Statute 
Research Request 81-lb

You have asked for information concerning the Hawaii no-fault insurance 
statute. In response to your request, we have assembled the following 
materials which are attached to this memorandum:

a copy of the Hawaii no-fault insurance statute, Chapter 254 
Motor Vehicle Accident Reparations. (For your convenience, 
we combined the chapter as i t  existed after the 1976 session 
of the Hawaii legislature with the amendments enacted in 1977, 
1978, and 1979 sessions.)

a copy of the digest summary of the eight amendments to the 
chapter enacted by the 1980 session;

copies of two companion sections of the Hawaii statutes up­
dated to the present (Sections 286-116 and 806-13); and

a copy of an information pamphlet for Hawaii drivers which was 
published in the fall of 1978, and despite subsequent amend­
ments to the act, is s t ill in use.

In addition, we have contacted the Hawaii Assistant Commissioner of 
Insurance, David T. Ishikawa who his headed the no-fault section of 
the insurance division since 1974, shortly afte** the no-fault law was 
enacted.

Mr. Ishikawa stated that after many amendments had been made to the 
Hawaii no-fault statute over the past seven years, i t  was generally 
fe lt that all major problems had been eliminated. Only one or two 
minor housekeeping amendments are anticipated this year. He stated 
that a primary reason for the success of the Hawaii statute is the 
threshold of $2,500 damages or death or permanent disability, above 
which a tort suit is permitted. This threshold has kept 90% of those 
injured in car accidents within the no-fault system and out of court.

( The only real problem Hawaii's system is experiencing is the rapidly 
rising premium costs of coverage. However, this is a problem which
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a r i s e s  not from the system itself, b ut from i n f l a t i o n  and the increasing 

n u m b e r  and seve r i t y  of accidents.

A c c o r d i n g  to Mr. Ishikawa, the m o s t  controversial a s p e c t  of the Hawaii 

statute is the c o v e r a g e  provided by the state, free of charge, to w e l f a r e  

recipients. He stated t h a t  some people object, on philosophical grounds, 

to s u b s i dizing l o w - income drivers, but t h a t  o t h e r s  feel t h a t  the poor 

will drive regardless, and the state-funded c o v e r a g e  prot e c t s  the public 

in the case' of accidents involving an i n d i g e n t  driver. No proposed 

c h a n g e s  are expected to this part of the Hawaii law.

In resp o n s e  to y o u r  question c o n cerning the potential d i f f i c u l t y  o f  

drivers obta i n i n g  proof of insurance and then c a n c e l l i n g  t h e i r  coverage, 

Mr. Ishikawa stated that it was something which c o u l d  o n l y  b e  m i n imized, 

n e v e r  eliminated. In Hawaii, it is m i n i m i z e d  in two ways: n u m e r o u s  

" c h e ckpoints" and severe penalties. Every ti m e  a d r i v e r  a n d / o r  v e h icle 

o w n e r  has any c o n t a c t  wi t h  a g o v e r n m e n t  employee, a g e n t  or officer, he 

m u s t  sho w  a no-f a u l t  insurance identification card. T h i s  includes re­

newal of d r i v e r ' s  licenses, renewal of v e h i c l e  r e g i s t r a t i o n  and license 

p lates, annual safety inspections and so on. The pena l t i e s  for not 

having a card, which is issued on purchase of insurance, o r  for using a 

false card, are strikingly severe. They include all o f  the following:

1) suspension or revocaton of driver's license;
i

2) s u s pension or revocation of v e h icle r e g i s t r a t i o n  o r  l i c ense 

plates;

3) i m p o u ndment of vehicle;

4) up to 30 days imprisonment;

5) m a n d a t o r y  fine of at l e a s t  $100 and up to $1,000.

While these c h e c k points and penalties have not r e s u l t e d  in 100% c o m­

pliance, they have been effective, a ccording to the A s s i s t a n t  

Commissioner.

In addition to the information included in this m e m o r a n d u m ,  we have 

req u e s t e d  c o p i e s  of the regulations which ha v e  been adopted to i m p l e­

m e n t  the Hawaii statute and the 1981 r eport to the l e g i s l a t u r e  on its 

implementaton. We will forward these and other general m a t e r i a l s  we have 

requested from the National Conference of State L e g i s l a t u r e s  i m m e d iately 

upon receipt.

If we can provide any further information c o n c e r n i n g  the no-f a u l t  

insurance s y stem in Hawaii or any other state, p lease do not hesitate 

to c o n t a c t  us.

PBF/dp
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A C T  5

(SB 1115, SD 2, HD 2)

P U B L I C A T I O N  O F  I N S U R E R S  AND PREMIUMS CHARGED F OR M O T O R  V E H I C L E  INSURANCE.' 

R e q u i r e s  the s t a t e  c o m m i s s i o n e r  of m o t o r  vehicle ins u r a n c e  to p u b l i s h  a n n u a l l y  

in a n e w s p a p e r  of general c i r c u l a t i o n  a list of all i n s u r e r s  w i t h  

r e p r e s e n t a t i v e  annual premiums for m o t o r  vehicle insurance. (SSCR 350, 481; 

H S C R  8-80, 4 2 4 - 8 0 )

E f f e c t i v e  April 9, 1980.

ACL 
IB 1802)

MILIT I A ,  S E R V I C E  BY G O V E R N M E N T  EMPLOYEES. Amends l aw p r o v i d i n g  f or t h e  

r e p o r t i n g  of g o v e r n m e n t  employees to m i l i t a r y  service by d e l e t i n g  l i m i t a t i o n  

to “male" e m p l o y e e s  and e l i m i nating specific ma l e  g e n d e r  r e f e r e n c e  to t h e  

governor. (HSCR 70-80; SSCR 822-80)

E f f e c t i v e  April 9, 1980.

A CT 7 

(HB 1803) .

H AWAII STATE GUARD, COMPOS I T I O N  OF. Provides the m i l i t a r y  forces of the State 

be comp o s e d  of all a b l e - b o d i e d  citizens instead of o n l y  a b l e - b o d i e d  m a l e  

c i t i z e n s  who v o l u n t e e r  for service and supplemented, if necessary, by n e m b e r s ,  

r a t h e r  than men, of the unorganized militia. (HSCR 78-80; SSC R  8 2 3 -80) 

E f f e c t i v e  April 9, 1980.

AC T  8 

(HB 1826)

4

EMPLOYEES' R E T I R E M E N T  S YSTEM A P P L I C A B I L I T Y  TO MEMBERS' S U R V I V I N G  SPOUSES. 

A m e n d s  law w h i c h  makes other state o r  county p e n s i o n  o r  r e t i r e m e n t  laws 

i n a p p l i c a b l e  to m e m b e r s  covered by the e m p l o y e e s ' r e t i r e m e n t  s y s t e m  of the 

St a t e  to include a member's surviving spouse of e i t h e r  sex, not j u s t  widows. 

(HSCR 606-80; S S C R  816-80)

E f f e c t i v e  April 9, 1980.

A C T  9 

(HB 1957)

C E R T I F I C A T I O N  OF A D D I T I O N A L  ELIGI8LES WHE N  MORE THAN 1 V A C A N T  C I V I L  S E R V I C E  

POSI T I O N  IN A CLASS. Allows the d i r e c t o r  of personnel services to c e r t i f y  an



A C T  46 

(SB 2081, SD 1, HD 1)

HAWAII INSURANCE LAW; LIFE INSURANCE POLICY LOANS. A m e n d s  life ins u r a n c e  

p o l i c y  loan prov i s i o n  in Hawaii Insurance Law by r a i sing from 6 to 8 p e r  c e n t  

the m a x i m u m  rate of interest that life insurance carr i e r s  m a y  c h a r g e  on p o l i c y  

loans.

Provides insurance c o m m i s s i o n e r  with a u t h o r i t y  to r e q uire life i n s u r a n c e  

c a r r i e r s  to raise div i d e n d s  or lower p r e m i u m s  to p o l i c y h o l d e r s  w h e n  h o l d e r ' s  

p o l i c y  provides a rate of return e x c e e d i n g  6 per c e n t  a year. ( S S C R  133-80; 

H SC R  784-80, 833-80)

E ff e c t i v e  Ju n e  1, 1980.

N O - F A U L T  INSURANCE; E L I G I B I L I T Y  FOR J O I N T  U N D E R W R I T I N G  PLAN AMENDED, A m e n d s  

e l i g i b i l i t y  p r o v i s i o n s - o f  joint u n d e r w r i t i n g  plan in Hawaii n o - f a u l t  law b y  

p r o v i d i n g  a u t o m a t i c  n o - f a u l t  insurance c o v e r a g e  to all bo n a  fide p u b l i c  

a s s i s t a n c e  r e c i pients upon the issuance of j o i n t  u n d e r w r i t i n g  p l a n  

c e r t i f i c a t e s  by the d e p a r t m e n t  of social services and housing. Deems 

c e r t i f i c a t e  a p olicy for purposes of ins u r a n c e  law upon the issu a n c e  of 

v a l i d  n o - f a u l t  insu r a n c e  ident i f i c a t i o n  card. (SSCR 105-80, 551-80; H S C R

)
f e c t i v e  April 25, 1980.

A C T  44 

(SB 2007, HD 1)

V E N D I N G  F R O M  ST A T E  HIGHWAYS; PROHIBITED; PENALTY. P r o v i d e s * t h a t  a n y  v e h i c l e  

o r  s t r u c t u r e  p a r k e d  or p l a c e d  w h o l l y  or p a r t l y  w i t h i n  the r i g h t - o f - w a y  o f  any 

st a t e  h i g h w a y  f or the p u r p o s e  of s e l ling the vehicle or s t r u c t u r e  o r  t hings 

t h e r efrom, creates a h a zardous con d i t i o n  o r  is a p u b l i c  nuisance, and the 

d e p a r t m e n t  of t r a n s p o r t a t i o n  may remove o r  r e q uire the imme d i a t e  removal of 

'the v e h i c l e  or str u c t u r e  from the highway.

Prov i d e s  t h a t  any p e r s o n  viol a t i n g  this p r o v i s i o n  is g u i l t y  o f  a misdemeanor. 

( S S C R  94-80; H S C R  806-80)

E f f e c t i v e  April 25, 1980.



U N I V E R S I T Y  OF H A W A I I ' S  O V E R S E A S  O P E R A T I O N S  AND A S I A N  S T U D I E S  PROGRAMS; 

REPEALED. Repeals s t a t u t o r y  provisions relating to the U n i v e r s i t y  of H a w a i i ' s  

o v e r s e a s  o p e r ations and A s i a n  studies programs. (HSCR 459-80; S S C R  854-80) 

E f f e c t i v e  M a y  17, 1980.

A CT 72 

(HB 2703, HD 1, SD 1)

C O L L E G E  OF EDUCATION; C L A R I F I C A T I O N  O F  LANGUAGE. A m e n d s  p r o v i s i o n  of 

U n i v e r s i t y  o f  Hawaii law by r e placing the term "te a c h e r s  college" w i t h  

" c o l l e g e  of education". Provides tha t  in the m a t t e r  of the curriculum, the 

u n i v e r s i t y  author i t i e s  may, i n s t e a d  of b e i n g  required to, o b t a i n  the approval 

o f  the d e p a r t m e n t  of education. Repeals the section g i v i n g  re c o g n i t i o n  to 

normal school students and s e c tion regarding the status of teachers employed 

o n  9/1/31. (HSCR 463-80; SSC R  855-80)

N O - F A U L T  INSURANCE, C U S T O M E R ' S  POLICY PRIMARY OVER. R E P A I R E R ' S  POLICY. 

C l a r i f i e s  that if a t e m p o r a r y  substitute vehicle is made ava i l a b l e  to a 

c u s t o m e r  by a repair shop or a - m otor v e h icle dealer rep a i r i n g  or s e rvicing tiie 

c u s t o m e r ' s  insured vehicle, the no-fault p o l i c y  on the c u s t o m e r ' s  insured 

v e h i c l e  shall be p r i m a r y  o v e r  the policy on the tem p o r a r y  s u b s titute v e h icle 

w h e t h e r  or not a c harge is mad e  by dele t i n g  no charge requirement. (HSCR 

590-80; SSCR 989-80)

E f f e c t i v e  M a y  17, 1980

ACT 74 

(HB 2842, HD 1, SD 1)

A N I M A L  SPECIES A D V I S O R Y  COMMISSION; INCREASE M E M B E R S H I P  AND A M E N D  DUTIES. 

I n c l u d e s  the r e c o m m endation of the forestry division of the d e p a r t m e n t  of land 

a n d  natural resources, in a d d i t i o n  to the depar t m e n t ' s  fish and game divi s i o n  

as p r e s e n t l y  required, p r i o r  to autho r i z a t i o n  by rule of the d e l i b e r a t e  

i n t r o d u c t i o n  of a species of animal by the de p a r t m e n t  of land and natural 

r e s o u r c e s  into any h a b itat w i t h i n  the State, w h e t h e r  the introduction is from 

w i t h o u t  the State into the St a t e  or from 1 area in the State into another area 

in the State.



A CT 85 

(SB 2197, SD 1)

C

P U R C H A S E  OF G O O D S  PROD U C E D  B Y  INMATE LABOR BY STATE A G E N C I E S  AND P O L I T I C A L  

S U B D I V I S I O N ;  R E P E A L  OF C E R T A I N  REQUIREMENTS. Deletes r e q u i r e m e n t  t h a t  

p u r c h a s e s  of all a r t i c l e s  or p r o d u c t s  m a n u f a c t u r e d  by the d e p a r t m e n t  o f  social 

t s e r v i c e s  a n d  housing, by i nmate labor, by state agencies o r  its p o litical 

s u b d i v i s i o n s  shall be m a d e  t h r o u g h  the d e p a r t m e n t  of a c c o u n t i n g  a n d  general 

services.

A b o l i s h e s  the r e q u i r e m e n t  t h a t  exceptions to the p u r c h a s e  of suc h  p r o d u c t s  be 

m a d e  by a bo a r d  c o n s i s t i n g  of the d i r e c t o r  of social s e rvices, t he st a t e  

c o m p t r o l l e r ,  and the d i r e c t o r  of finance. Provides i n s t e a d  t h a t  all such 

e x c e p t i o n s  shall be m a d e  by the dire c t o r  of social services. ( S S C R  117-80; 

H S C R  749-80, 919-80)

E f f e c t i v e  May 21, 1980.

the d e p a r t m e n t  of r e g u l a t o r y  agencies under the s u p e r vision a n d  control of the 

a s s i s t a n t  insurance commissioner. Requires dire c t o r  of r e g u l a t o r y  a g e n c i e s  to 

ap p o i n t ,  w i t h  approval of the governor, an ass i s t a n t  i n surance c o m m i s s i o n e r  to 

s e r v e  at d i r e c t o r ' s  pleasure, who shall supervise the p e r f o r m a n c e  of the 

d u t i e s  of the division.

n — , 1 .- p r o v i s i o n s  e s t a b l i s h i n g  o ffice of, pro v i d i n g  for appointmer.L of, a nd 

g of powers a nd duties to, the c o m m i s s i o n e r  of m o t o r  v e h i c l e  insurance.

plic a b l e  instead to the a s s i s t a n t  insurance c o m m i s s i o n e r  a n d  p r o v i d i n g  

e d i r e c t o r  of r e g u l a t o r y  agencies instead of the i n s u r a n c e  c o m m i s s i o n e r  

a u t h o r i t y  to s et such salary, and provides the s a l a r y  shall not be 

an $37,500. Deletes reference s e t ting salary ceiling for m o t o r  v e h i c l e  

ce c o m m i s s i o n e r  as of 7/1/75 and 7/1/76.

s that the i n cumbent c o m m i s s i o n e r  of mo t o r  v e h i c l e  i n s u r a n c e  on 

ve date of A ct shall serve as the assistant ins u r a n c e  c o m m i s s i o n e r  

t e r m i n a t i o n  of incumbent's ter m  and requires d i r e c t o r  of r e g u l a t o r y  

s to t h e r e a f t e r  a p p o i n t  a s s i s t a n t  insurance c o m m i s s i o n e r  p u r s u a n t  to 

t. (SSCR 134-80; HSC R  721-80, 924-80) 

ve M a y  21, 1980.

sa l a r y  p r o v i s i o n s  for m o t o r  v e h i c l e  insurance c o m m i s s i o n e r  a n d  m a k i n g



A C T S  102 - 105

(? . • . •

a b e t t i n g  o r  e n t e r i n g  into a contr a c t  w i t h  u n l i c e n s e d  p e r sons or c o n t r a c t o r s  to 

be f i n e d  $ 2 0 0  f o r  t h e  f i r s t  offense, $60 0  for the s econd offense, a n d  n o t  less 

t h a n  $ 8 0 0  o r  m o r e  than $ 1 , 0 0 0  for any sub s e q u e n t  offense. (SSCR 560-80; H S C R  

8 3 2 - 8 0 )

E f f e c t i v e  M a y  22, 1980; except t h a t  p enalties i n c u r r e d  and p r o c e e d i n g s

i n i t i a t e d  b e f o r e  M a y  22, 1980 are n ot affected.

A C T  103 • 

(SB 2676, SD 1)

M O T O R  V E H I C L E  INSURANCE; PERMISSION FOR USE O F  CAR. C l a r i f i e s  t h a t  u n d e r  a 

n o - f a u T t  policy, c o v e r a g e  of an o p e r a t o r  of the insured m o t o r  v e h i c l e  me a n s  

one using such v e h i c l e  w i t h  the express or implied p e r m i s s i o n  of t h e  na m e d  

insured. (SSCR 506-80; HSC R  879-80) /
E f f e c t i v e  M a y  22, 1980. /

"     A C T  104-------------------- ^

(SB 2770, SD 1, HD 1)

(  H AWAII V I S I T O R S  B U R E A U  EXE C U T I V E  BOARD MEMBERSHIP; P R O H I B I T I O N  A G A I N S T  S T A T E

O R  C O U N T Y  O F F I C E R  O R  E M P L O Y E E  SERVING; REPEALED. Repeals law p r o h i b i t i n g  an 

e m p l o y e e  or o f f i c e r  of the State or its political s u b d i v i s i o n s  o r  a n y  m e m b e r  

of a c o u n t y  a d v i s o r y  c o m m i t t e e  c r e a t e d  under the l aw r e l a t i n g  to c o u n t y  

a d v i s o r y  c o m m i t t e e s  to the d e p a r t m e n t  of plan n i n g  a nd e c o n o m i c  d e v e l o p m e n t  

f r o m  serving as a m e m b e r  of the Hawaii Visitors B u r e a u  e x e c u t i v e  b o a r d  o r  

committee. P r ohibits i n s tead only employees or officers o f  the d e p a r t m e n t  of 

p l a n n i n g  and e c o n o m i c  d e v e l o p m e n t  fr o m  serving as m e m b e r s  of the Hawaii 

V i s i t o r s  Bureau e x e c u t i v e  board. (SSCR 589-80; HSCR 8 4 4 -80)

E f f e c t i v e  M a y  22, 1980.

A C T  105 

(SB 2870, SD 1, HD 1)

A R R E S T  W I T H O U T  A  WARRANT. A u t h o r i z e s  a p o l i c e  o f f i c e r  o r  o t h e r  o f f i c e r  of 

j u s t i c e  to a r r e s t  a p e r s o n  w i t h o u t  a warrant, and d e t a i n  f or e x a m i n a t i o n  w h e n  

t h e r e  is p r o b a b l e  c a u s e  for the arre s t i n g  o f f i c e r  to belie v e ,  i n s t e a d  of 

h a v i n g  r e a sonable suspicion, the p e r s o n  arre s t e d  has c o m m i t t e d  a n *  o f f e n s e  in 

the off i c e r ' s  p r e s e n c e  or has c o m m i t t e d  a felony or m i s d e m e a n o r  w h e t h e r  in the 

o f f i c e r ' s  p r e s e n c e  or otherwise. Deletes reference to s e a p o r t  or t o w n  and to 

cases w h e r e  it is not c e r tain an offense has not b e e n  c o m m itted. D e l etes 

r e f e r e n c e  to inte n t i o n  to c o m m i t  an offense.

i Provides an a r r e s t i n g  o f f i c e r  has prob a b l e  cause w h e n  t h e  facts and

c i r c u m s t a n c e s  w i t h i n  the o fficer's knowledge and of w h i c h  t he o f f i c e r  has 

re a s o n a b l y  t r u s t w o r t h y  inform a t i o n  are s u f f icient in t h e m s e l v e s  to w a r r a n t  a

-80-



ACTS 143 - 145

A C T  143 

(SB 209, SD 2, HD 2)

N O - F A U L T  I N S U R A N C E  FOR P UBLIC A S S I S T A N C E  RECIPIENTS. Ad d s  p r o v i s i o n \ t o  

n o - f a u l t  l a w  p r o v i d i n g  insurance f o r  p u b l i c  a s s i s t a n c e  r e c i p i e n t s  to p r o v i d e  

t h a t  o n l y  one v e h i c l e  p e r  p u b l i c  a s s i s t a n c e  un i t  will be i n s u r e d  u n l e s s  e x q  

v e h i c l e s  a r e  appr o v e d  by the d e p a r t m e n t  of social s e r v i c e s  a nd h o u s i n g  

b e i n g  n e e d e d  f or medical or e m p l o y m e n t  purposes. (SSCR 344, 454; H S C R  9-8C 

8 1 5 - 8 0 )

E f f e c t i v e  M a y  28, 1980.

(SB 1370, SD 2)

J U D I C I A R Y  PERSONNEL; COMPENSATION. Adds p r o v i s i o n  to e m p l o y e e  c o m p e n s a t i o n  

law t h a t  no p o s i t i o n  shall be c l a s s i f i e d  and pa i d  in s a l a r y  r a nges SC-1, SC-2, 

a nd S C - 3 in the j u d i c i a r y  unless r e c o m m e n d e d  by the a d m i n i s t r a t i v e  d i r e c t o r  of 

t he courts and approved by the ch i e f  justice. P r o v i d e s  f u r t h e r  t h a t  n o t  m o r e  

t h a n  one p o s i t i o n  shall be c l a s s i f i e d  and pa i d  in t h e s e  ranges in the 

judiciary. ^

Requ i r e s  t h e  a d m i n i s t r a t i v e  d i r e c t o r  of the c o u r t s  to r e p o r t  a n n u a l l y  t o  the 

l e g i s l a t u r e  as to the m a n n e r  in w h i c h  t h e  p o s i t i o n s  a s s i g n e d  to t h e s e  ranges 

a re b e i n g  used. (SSCR 43, 47-80; HS C R  700-80, 1040 - 8 0 )

E f f e c t i v e  M a y  28, 1980.

A CT 145 

(SB 1838, SD 3, HD 1, CD 1)

HAWAII C R I M E  COMMISSION; DUTIES; POWERS; COMPOSITION. . P r o v i d e s  t h a t  the 

p r e s e n t l y  e x i s t i n g  Hawaii crime c o m m i s s i o n  shall remain in e x i s t e n c e  i n s t e a d  

of e nding on 6 / 3 0/80 as e s t a b l i s h e d  in the o f f i c e  o f  the l i e u t e n a n t  g o v e r n o r  

fro m  7 / 1 / 8 0  to 6/30/81. Provides tha t  c o m m e n c i n g  7/1/81, t h e r e  is e s t a b l i s h e d  

w i t h i n  the o ffice of the l i e u t e n a n t  g o v e r n o r  for a d m i n i s t r a t i v e  p u r p o s e s  o n l y  

the Hawaii c r i m e  com m i s s i o n  and t h a t  this c o m m i s s i o n  shall ha v e  its e x i s t e n c e  

terminated, if not reneweo by the le g i s l a t u r e  on 1/30/84.

P r o v i d e s  t h a t  the c o m m ission shall be c o m p o s e d  of 9, i n s t e a d  o f  12, m e m b e r s  

a p p o i n t e d  b y  the g o v e r n o r  w i t h  the advice and c o n s e n t  of the senate. D e l e t e s  

e x c e p t i o n  for c h a i r p e r s o n  from a p p o i n t m e n t  p rovisions, d e l e t e s  r e f e r e n c e  to 

the 7 / 1 / 7 7  to 6 / 3 0/80 term, and deletes p r o v i s i o n s  that the m e m b e r s  shall be 

r e p r e s e n t a t i v e  of the State's p o p u l a t i o n  and p r o v i s i o n s  for a p p o i n t m e n t  of 

c h a i r p e r s o n  by legislature and filling of vacancies. Prov i d e s  t h a t  t h e  t e r m  

of each m e m b e r  shall be from 7 / 1 / 8 1  to 1/30/84. R e q u i r e s  the g o v e r n o r  to 

ap p o i n t  a c h a i r p e r s o n  and fill all vacancies for the u n e x p i r e d  t e r m  w i t h  the 

advice and c o n s e n t  of the senate. Provides t h a t  a v a c a n c y  f or c h a i r p e r s o n  

shall be f i l l e d  the same as for initial appointments. P r o v i d e s  t h a t  the
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dynamite or other explosives, blasting caps, bombs, tfr bombshells, by changing 
the penalty from a 2 to 5 year term of imprisonment without probation to a 
class C felony and imprisonment for 5 years without probation.

Amends provisions on issuance of licenses to carry firearms, prohibitions on 
such licensing, and the carrying of pistols or revolvers, by changing the 
penalty for violating such provisions from imprisonment for 2 to 5 years 
without probation to a class C felony.

Amends provisions which prohibit the wilful alteration, removal, or 
obliteration of the name of the make, model, manufacturer's number, or other 
mark of identity of any firearm or ammunition by changing the penalty from 
imprisonment for a term of 1 to 2 years without probation to a misdemeanor. 
(HSCR 315-80; SSCR 964-80; HC 28-80; SC 30-80)

MOTOR VEHICLE ACCIDENT REPARATIONS; NO-FAULT. Amends definition of no-faul 
benefits in Motor Vehicle Accident .Reparations law to include only the 
monthly earnings loss equal to the lesser of (1) $800 a month, or (2) the 
monthly earnings for the period during which the accidental harm results in 
the inability to engage in available and appropriate gainful activity, 
deleting existing 3rd option of a monthly amount equal to the amount by which 
the lesser of (1) or (2) above exceeds any lower monthly earnings at the time 
the injured person resumes gainful activity.

Deletes commencement data of 9/1/74 in provision requiring the motor vehicle 
insurance commissioner to accumulate experience data on a yearly basis. 
Deletes specific reference to claims filed and tort claims filed, settled, or 
litigated in provision requiring tabulation of amounts of benefits paid and 
adds requireme.it of tabulation of benefit amounts reserved. Requires the 
commissioner to perform such actuarial evaluations of these data necessary 
(instead of arranging the claims made by dollar value from maximum to zero) in 
determining annually the specific dollar value figure below which 90 per cent 
of all, non-zero (added), medical rehabilitative claims, arising from motor 
vehicle accidents occurring during the next no-fault policy term year are 
expected to fall (instead of claims made or paid during the year). Provides 
that this specific figure shall be used annually as the medical rehabilitative 
limit for all accidents occurring during the next no-fault policy term year 
for the purpose of the exception to abolition of tort liability provision. 
Deletes prior reference applying limit to 3rd and succeeding years and deletes 
provision that for 9/1/74 to 8/31/76 the medical rehabilitative limit shall be 
$1,500. Adjusts the period that the commissioner shall make the tabulation to 
compute the medical rehabilitation limit from 7/1 to 6/30 to 4/1 to 3/31 
preceding the 9/1 start of the no-fault policy term year.

Clarifies that each violation of the Motor Vehicle Accident Reparations law by 
the operator, owner, or registrant of a motor vehicle shall be deemed



s e p a r a t e  o f f e n s e  and s u b j e c t  to a fine of not less than $ 1 0 0  n o r  m o r e  than 

$ 1 , 0 0 0  a n d  such fine shall not be s u s p e n d e d  i r r espective of tie H awaii Penal 

C o d e  a n d  d e l etes the a l t e r n a t i v e  p e n a l t i e s  of 30 days in jail, s u s p e n s i o n  of 

d r i v e r ' s  license, or f o r feiture o f  v e h i c l e  registration, o r  a n y  c o m b i n a t i o n  of 

p e n a l t i e s .  A d d s  p r o v i s i o n  th a t  in the cas e  of m u l t i p l e  v i o l a t i o n s ,  the c o u r t  

shall in a d u i t i o n  to any o t h e r  p e n a l t y  impose:

(1) I m p r i s o n m e n t  of not m o r e  th a n  30 days;

(2) S u s p e n s i o n  or re v o c a t i o n  of driver's license of the d r i v e r  and the 

reg i s t e r e d  owner;

(3) S u s p e n s i o n  or r e v o c a t i o n  o f  the vehicle's r e g i s t r a t i o n  plates;

(4) I m p o u n d m e n t  or i m p o u n d m e n t  and sale of the m o t o r  v e h i c l e  for 

s t o r a g e  costs and o t h e r  charges incident to s e i z u r e  of t he v e h i c l e

or o t h e r  costs involved p u r s u a n t  to the required p o l i c y  c o v e r a g e

provision; or

(5) A n y  c o m b i n a t i o n  o f  penalties.

A m e n d s  criminal p rocedure law on m o t o r  v e h icle insurance v i o l a t i o n s  to c l e a r l y  

p r o v i d e  for m u l t i p l e  v i o l ations and to a d d  to the p e n a l t i e s  t he c o u r t  shall 

impose, the p e n a l t y  of i m p r i s o n m e n t  of not more than 30 days..

Add s  n e w  s e c tion to no-f a u l t  law that if an insurer or s e l f - i n s u r e r  e l e c t s  to 

d e n y  a cl a i m  for no-fault o r  optional additional i n surance b e n e f i t s  in w h o l e

or in part, it shall w i t h i n  5 business days the r e a f t e r  n o t i f y  the c l a i m a n t  in

w r i t i n g  of the denial and reasons therefor. Provides that if the c l a i m a n t  

o b j e c t s  to the denial, the c l a i m a n t  shall file w i t h  the m o t o r  v e h i c l e  

i n s u r a n c e  c o m m i s s i o n e r  2 copies of the denial, a w r i t t e n  r e q u e s t  for r e v i e w  

a nd a s t a t e m e n t  of specific reasons for the cl a i m a n t ' s  o b j e c t i o n s ,  filed 

w i t h i n  60 days after denial. Provides that the. c o m m i s s i o n e r  shall not r e v i e w  

a ny denial in w h i c h  the d i s p u t e d  a m o u n t  is less than $5,000.

R e q u i r e s  the c o m m i s s i o n e r  to c o n d u c t  a hearing to r e v i e w  the denial u n d e r  the 

A d m i n i s t r a t i v e  frocedure A c t  w i t h  the hearing powers under the law c o n f e r r i n g  

t h a t  p o w e r  on boards to c o n d u c t  hearings. Provides th a t  a f t e r  g r a n t i n g  an 

o p p o r t u n i t y  for hearing to the insurer a nd claimant, the c o m m i s s i o n e r  shall 

a f f i r m  or r e j e c t  the denial and o r d e r  the payment of benefits as the facts m ay 

warrant. Provides that the c o m m i s s i o n e r  m a y  assess the h e a r i n g  cos t  upon 

e i t h e r  or b o t h  of the parties. Prov i d e s  that the c o m m i s s i o n e r ' s  final o r d e r  

m a y  be a p p e a l e d  under the A d m i n i s t r a t i v e  Procedure Act. (HSCR 123-80; SSCR 

983-80; HC 5-80; SC 6-80)

E f f e c t i v e  Ju n e  7, 1980.

r*'
s,
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ACTS 270 - 272

N O - F A U L T  INSURANCE; PREMIUM DISCOUNTS, SURCHARGES, AND D R I V E R  E D U C A T I O N  FEES 

F O R  M O T O R C Y C L E S ,  M O T O R  SCOOTERS, AND RELATED VEHICLES. A m e n d s  i n s u r a n t  

r a t e s  p r o v i s i o n  in n o - f a u l t  mo t o r  vehicle insurance law by r e q u i r i n g  all' 

i n s u r e r s  of m o t o r c y c l e s ,  m o t o r  s c o o t e r s f or vehicles w i t h  less th a n  4 wheels, 

n o t w i t h s t a n d i n g  existi-ng law requiring each insurer to e s t a b l i s h  own rate 

s c h e d u l e ,  to p r o v i d e  a 10 p e r  cen t  d i s c ounted p r e m i u m  to o p e r a t o r s  who 

s u c c e s s f u l l y  c o m p l e t e  a  safe driving course approved by state d i r e c t o r  of 

t r a n s p o r t a t i o n .

P e r m i t s  a n y  insurer of such vehicles to provide a 10 per cen t  or less 

d i s c o u n t e d  p r e m i u m  to o p erators who s ubmit affidavits stating i n t e n t  to w e a r  

a p p r o v e d  s afety h e l m e t  during o peration of vehicle. Adds p r o v i s o  p e r m itting 

i n s u r e r s  p r o v i d i n g  d i scounts to levy a surcharge, equal to discount, on 

p r e m i u m s  of ope r a t o r s  failing to submit affidavits. Prohibits any insured 

o p e r a t o r  w i t h  d i s c o u n t e d  p r e m i u m  from oper a t i n g  such vehicle u nless o p e r a t o r  

w e a r s  a p p r o v e d  s a fety helmet.

Ad d s  p r o v i s o  to law requiring 1/2 of all d r i v e r  educ a t i o n  u n d e r w r i t e r  fees 

c o l l e c t e d  to be e x p e n d e d  for a driver retraining p r o g r a m  and 1/2 to s u p port a 

h i g h  school d r i v e r  edu c a t i o n  program to provide that all such fees col l e c t e d  

f r o m  insurers of motorcycles, m o t o r  scooters, or related vehi c l e s  shall be 

e x p e n d e d  fcr e d u c a t i n g  operators of such vehicles. (SSCR 636-80; H S C R  828-8£, 

SC 51-80; HC 41-80)

^ Effective J u n e  16, 1980.

l e a s t  o n e  general partner. (HSCR 443-80; SSCR 767-80, -1008-80; HC 36-80 
4 6 - 8 0 )

E f f e c t i v e  J u n e  13, 1980.

A C T  2 71 

(SB 1960, SD 1, HD 1, CD 1)

M E N T A L  H E A L T H  PATIENTS; INFORMED C O N SENT AND RIGHTS. Requ i r e s  informed 

c o n s e n t ,  as requ i r e d  by the medical torts law and as defined by the board of

m e d i c a l  examiners, to be obtained from a patient, or the p a t i e n t ' s  guardian,

if the p a t i e n t  is not c o m p e t e n t  to give informed consent, b e f o r e  any non­

e m e r g e n c y  t r e a t m e n t  for mental illness can commence. Requi r e s  a signed 

c o n s e n t  form r e f l e c t i n g  the pro c e e d i n g  to be obtained and m a i n t a i n e d  as pa r t  

of the p a t i e n t ' s  record.

A f f o r d s  any p a t i e n t  in a licensed ps y c h i a t r i c  facility the fol l o w i n g  rights,

as p r o v i d e d  by the institution. Qualifies all such rights of in-patients by 

r e a s o n a b l e n e s s ,  in view of the circumstances and the a v a i l a b i l i t y  of 

resources. Includes, but is not limited to, the following: (1) access to

w r i t t e n  rules and regulations with w h i c h  the p a t i e n t  is e x p e c t e d  to comply;
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T H E  L A W
Oi» September 1,1974, a new system o f automobile insurance was 

established in Hawaii which affected anyone who o vned a car o r who 
might be injured in an automobile accident. It is a ’ uw which provides 
prompt payment o f medical b ills , loss o f wages and any other appro­
priate economic losses resulting from Injuries in an auto accident 
regardless o f whose fault it Is. This law is known as the Hawaii 
No-Fault Law.

WHAT IS NO-FAULT? J * ‘First o f a ll, when we ft; "'ak o f "no-faull", we are talking about 
injuries as a result o f an auio accident —  and not damages to cars or 
property. Before Hawaii's no-fault law came into effect, we operated 
completely under a tort or fault system o f insurance.

For example, i f  you were Involved in an accident and were injured, 
you had to worry about whose fault it was and whether your insurance 
company or tho othor person's Insurance company was going to pay 
you. I f  tho other driver was at fault, then you may havo had to either hire 
a lawyer or appear in court before gotting any money from the othor 
driver or his insuronco company. •'

Under today's no-fault law, your insurance company pays you 
directly for your losses os a result o f injuries in the accident and 
regardless o f fault. Sim ilarly, tho other driver collects tho losses for his 
injuries from his insurance company without his company having to 
determine who was at fault.

Thus, no-fault is a system o f insurance which provides fast and 
ndcquato payment o f claims for Injurios and financial lossos resulting 
from accidents without tho need to resort to lawsuits.

DOES NO-FAULT COVER ALL YOUR LOSSES?
Tno Hawaii No-Fault Law was primarily designed to take care of 

first things first —  to make suro that protection through Insuranco is 
provided for personal injurios since this is where most major problems 
occui.

Tho basic no-fault automobilo insuranco policy w ill at least pro- 
vldo you with tho minimum protection required by law. This covcrago 
includes no-fault benefits (o r personnl injury protection) up to $15,000 
per person, residual bodily liability o f $25,000 por porson, and 
property damago liability of $ 10,000 for each occurrence.

These basic requirements must bo offered and purchased in a 
package form, but of course, you still havo the option to add othor 
coverages based on your Individual nocds.

To bettor understand tho protection no-fault Insurance offers, you



need to know a little about the kind o f losses people normally claim 
after an accident.

First, there are losses that you can measure, the kind that actually 
cost you money, such as doctor and hospital b ills , x-rays and therapy, 
lost wages, nursing and housekeeping care, funeral and child care 
expenses.

Then there are other losses hard to measure which do not really cost 
you any money but which you feel you should be compensated for. 
Examples o f these are inconvenience, pain and suffering, disability, 
disfigurement and death.

With no-fault insurance, except for losses you cannot measure 
accurately —  primarily the "pain and suffering" you may have duo to 
an accident— almost a ll o f your out-of-pocket losses would be covered 
up to tho lim its o f your policy regardless o f fault.

DOES NO-FAULT TAKE AWAY THE RIGHT TO SUE?
Although having a no-fault policy ensures payment by your in­

surance company for a ll losses arising from injuries received in an 
auto accident rogardloss o f fault, this docs not mean that your right to 
sue the wrongdoer has been completely eliminated under the law. The 
law recognizes that some people w ill experience pain and suffering 
after an accident, and because o f this, your right to suo has simply been 
restricted.

This means that you can sue or bo sued but only under certain 
conditions.

Since Hawaii's no-fault law does not completely eliminate a 
person's right to suo, the possibility of your being suod is very real In 
tho event you arc the drlvor at fault In an accident which causes serious 
injury to others. You still need protection from suits and part o f your 
basic no-fault policy w ill givo you this protection.

REQ U IRED  AUTOM OBILE INSURANCE COVERAGES
No-Fault Benefits or Porsonnl In ju ry Prc.ectlon Coverage
The basic no-fuult boncfit coverage w ill pay you, your rolativo, or 

any othor porson riding in your car up to $15,000 per person for injury 
rogardloss o f fault.

The following arc the typos o f benefits you can got if injured in an 
auto accldont:

mod leal expense benefits —  all reasonable chargos for modi- ’ 
cul, hospital, surgical, professional nursing, dontal, optomo- 
tric, ambulance, prosthetic sorvlces, x-rays and religious 
remedial caro and treatment;
rehabilitation oxponses benefits —  includes charges for psy­
chiatric, physical and occupational therapy and rohabllitn- 
tion;
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work loss benefits —  includes loss o f wages up to $800 a 
month due to injury;
substitute service expense benefits —  a ll reasonable charges 
up to $800 a month for necessary services, such as caring of 
children, housekeeping oryardwork, which would have been 
performed by you had you not been Injured;
funeral expense benefit —  a ll reasonable charges tip lo$ l,500  
for funeral services including burial and cremation expenses;
survivors' loss benefits —  payment to your surviving spouse 
or dependents up to $15,000;
attorney's fees and cost benefits — reasonable sum for 
attorney's feos and costs you are entitled to unless the court 
determines otherwise;' { other reasonable and appropriate costs.

Residual Bodily In ju ry Liability Coverage
Although most o f tho injury claims w ill be taken care o f under the 

no-fault benefits coverage, there w ill be situations when you can be 
sued. The residual bodily ln]ur)’ liability coverage w ill protect you, 
your fam ily and anyone olso driving your car with your permission in 
the event that you may be sued because o f injury caused to others.

What are the situations under which you can be sued? You can be 
sued by tho person you injured under any o f the following conditions:

if his medical b ills  exceed $1,500 (the current lim it set by the 
Automobile Insurance Commissioner);
i f  his total no-fault b ills  exceed $15,000;
i f  his injury consists o f permanent and serious disfigurement 
which causes that person's mental and emotional suffering;
i f  his Injury results in permanent loss o f use o f part o f his 
body;
i f  his injury results in death.

Property Damngo Liability Covcrngo
This coverago protects you or any driver of your cor for damages to 

tho properly of others. Remember, tho no-fault law applies only to 
Injuries and does not affect tho "fau lt system" for accidents Involving 
property damngo, such as damngo to a fire hydrant, a guardrail, a 
traffic llghtpost, a fonco or even a house. I f  you are at fault In such an 
accident, you will bo hold liable and can be sued for those losses.

Furthermore, this particular covorago does not pay for dnmago to 
your car. You must buy a separate "collision coverage” to take caro of 
lh ,s* '■
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Y O U R  P O L I C Y

Your no-fault auto insurance policy is a contract. It is written so 
that your rights and responsibilities as well as that o f the insurance 
company are stated clearly.

A no-fault auto policy usually consists o f the following:
declarations —  the declarations sheet, usually the first page 
o f the policy contract, shows your name, address, policy 
number, the date and time your policy begins and expires, the 
coverages and the lim its you selected, the description o f your 
vehicle, the cost o f each coverage and the total premium or 
cost you pay for the coverages Involved;
Insurance agreement —  this is what your insurance company 
promises to pay and what losses it agrees to cover;
definitions — these basically explain who is covered and the 
meaning o f words used in your policy contract;
exclusions —  this part explains the situations under which 
the policy w ill not cover you or your car;
conditions —  this section explains how and under what 
conditions the company can cancel your policy; how you can 
cancel your policy; your duties in reporting to the company in 
the event o f an accident;
endorsements —  these are forms attached to your policy 
which are used to change certain terms o f your policy, to 
Increase or decrease your existing coverage or to add now 
coverage to your policy. Fo ; example, i f  you purchase a now 
car and se ll the other, you can mako this change simply by an 
endorsement without buying a new policy.

HOW MUCH INSURANCE DO YOU NEED?
The Hawaii No-Fault Law requires you to buy tho basic no-fault 

auto policy which contains tho minimum lim its o f no-fault benefits, 
bodily Injury liab ility and property damage liability damago cover­
ages. But, you havo tho right to soak and obtain additional coverage to 
suit your needs.

All insurance companies are roquirod to offer higher lim its of 
protection, but the decision to buy higher protection is up to each 
individual buyor. For instanco, you may wish to purchaso higher no- 
fault benefits coverage i f  your income is more than $800 a month, 
which the basic no-fault benefits pays you. Or, you may want higher 
lim its for bodily injury or property damago liab ility coverages for 
protection ngalnst lawsuits. .
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Higher limits over the basic lim its can be bought for an additional 

cost as follows: vi
Basic H igher Limits 1

No-Fault Benefits Coverage 15,000 30,000; 50,000
Residual Bodily In jury 25,000 50,000; 75,000

Liability Coverage
Property Damage Liability 10,000 15,000; 20,000

Coverage
No-Fault Benefits Coverage —  Deductibles
In addition to offer higher lim its o f protection, a ll insurance com­

panies must give you a choice o f selecting a deductible amount on your 
no-fault benefits coverage. The deductible amounts which you can 
select— $100, $300 o r$500— will be the amount which w ill reduce the 
no-fault benefits payable to you fo r your injuries. O f course, your 
premium for this coverage w ill be correspondingly reduced i f  you 
choose a deductible.

The optional coverages including the required basic no-fault 
coverages are shown below:

Physical Damage Insurance
Although Hawaii's no-fault law does nor require you to purchase 

insurance protection to cover losses to your car, a ll insurance com­
panies must offer you physical damage insurance i f you want it.

This type o f insurance is important to have when your car is new, or 
while you are s till paying a note for it. Suppose your new car is totally 
wrecked in an accident. Without such insurance, you could be left with, 
a big b ill to pay —  and no car.

Physical damage insuranco covers two kinds o f losses, collision 
and comprehensive:

Collision Coverage
This coverage pays for damages to your car when lt is involved 
in any type o f collision. Your own insuranco company pays for 
such damages, regardless o f who is at fault. You can still sue 
the othor driver at fault, but it may be easier to let your 
company fix your car under your collision covorago and let 
them collect the amount they paid you from tho other driver or 
his Insurance company.
Deductible Collision
When buying co llision coverngo, your insurance company 
w ill offer you a choice o f deductibles o f $50, $100 or $250. Tho 
deductible amount you select is tho amount you agree to pay 
first from your own pocket toward the damago to your car. 
Your company w ill thon pay the rest. Of course, the higher 
collision deductible you chooso, tho cheaper your premium 
for this coverage w ill be.
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Com prehensive C overage
Comprehensive insurance pays for losses like theft o f your 
car, and damages by fire, windstorm, vandalism , flood and 
fa lling objects. It pays for almost a l l unusual damages to your 
auto other than co llision damage. For example, it would pay 
for the cost o f repair or replacing your car i f  a tree /a lls  on it. I f  
you are an owner o f a new or expensive car, comprehensive 
Insurance would be an important coverage to have.

U n in su red  M oto rists In su ran ce
This additional coverage is fo r protection against uninsured 

motorists up to a minimum o f $25,000 per person. This insurance w ill 
cover your own injuries or those o f occupants in your car when you are 
involved with-ian uninsured car or a hit-and-run driver. The same 
applies to you and your fam ily i f  struck and injured as a pedestrian in a 
crosswalk or sidewalk by an uninsured car or hit-and-run driver. This 
coverage is for Injury only and does not pay for damage to your car.

Keep in mind that your own no-fault benefits for medical expenses 
w ill apply first to any injuries in a car accident. To qualify for unin­
sured motorists coverage benefits, the condition stated earlier under 
which you can sue must s till be mot.

This particular coverage is an insurance required by law , but you 
may reject it in writing. Nevertheless, lt is highly recommended that it 
is purchased as part o f your no-fault auto insurance package.

H O W  Y O U R  PO L ICY  W O RKS
Now that you are fam iliar with tho requirements o f the Hawaii 

No-Fault Law, let's see how your policy works. Examples o f typical 
accidents are given to illustrato how the various coverages would 
apply.

Example: While driving, you hit a traffic lightpole and knock it 
down, causing damage to your car. Since you wero at fault, your 
property damago liability coverage pays for damage to the pole. Dam­
age to your car can be taken caro o f under your collision coverage, if you 
had purchased it. You pay tho deductible amount and your company 
pays the rest.

Exemplo: In the accident abovo, you wero also injured and 
treated for minor cats and bruises. You Incur a $ 100 b ill and remain at 
home from work for two days. Under your no-fault benefits coverage, 
your insuranco company pays the doctor b ill, Including any x-ray or 
surgical costs, and for two days' loss of wages.

Example: A car in front of you stops suddenly at a stop sign. 
Following too closely, you rear end that car. The driver o f that car 
endures minor cuts and bruises, four days of lost work and damage to 
Ids car. Your car was a lso damaged, and you and your spouse suffer 
minor u P ^ n d  bruises.

A

In  this situation, the other driver w ill be reimbursed for his medical 
expenses and lost wages by his Insurance company under his no-fault 
benefits coverage, even though you were clearly at fault. But your 
property' damage liab ility coverage pays fo r his car damage.

You and your spouse's medical b ills w ill be paid from your no-fault 
benefits coverage. Your car damages w ill a lso be paid under your own 
collision coverage, with your company paying over the deductible you 
had selected. For instance, if the damage costs $400 and you have a 
$100 deductible co llision coverage, your company w ill pay $300 to­
wards the repair after you put up the first $ 100.

Example: While driving through an intersection, you'are hit by 
a driver running the red light. You are taken to the hospital by ambu­
lance, suffering a broken arm and a facial laceration which requires 
stitches that result in permanent scarring.

Your no-fault benefits coverage w ill cover your medical, surgical, 
hospital, nursing and ambulance b ills , and up to $800 a month in lost 
wages for the time you are unable to work. Remember, your company 
w ill pay up to $15,000 fo r a ll the benefits provided under this basic 
coverage.

You can also sue the other driver for your injuries, Including pain 
and suffering due to the permanent scar which caused your mental and 
emotional distress. And payment for your car damage w ill come from 
the other driver's insurance company under his property damage lia ­
bility coverage.

Example: You are hit by an oncoming car while crossing the street 
and sustain serious injurios. As a pedestrian, you are entitled to a ll 
no-fault benefits In each o f the following situations.

First, tho insurance company o f tho car that struck you must pay for 
a ll no-fuult benefits you claim. But if that car carried no Insurance, 
then your company w ill pay you under your no-fault benefits coverage, 
providing you own a cor and have a basic auto Insurance policy.

On the other hand, i f you do not own a car, thon you can got paid 
under a relative's no-fault benefits covcrago, providing ho owns a car 
and is a resident o f your household.

Finally, if none of tho above situations apply and no benefits arc 
readily available to you, you can file a claim with the Hawaii Joint 
Underwriting Plan Assigned Claims Program through the State Motor 
Vohiclo Insurance Division. Your claim will thon bo assigned to an 
auto insuranco company and handled Just as If you had a no-fault 
policy with that particular company.

In conclusion, buying tho kinds and amounts of Insuranco you 
need is difficult because you cannot predict the futuro. You do not 
know If. o r wlion, you w ill be involved In an accident or tho amount of 
damages or injuries you might cause. Therefore, it is important that 
you consldor tho following guidelines when buying insuranco: n )

The moro you havo to protect, tho more insurance you moynced. It



you own a hom e and earn good wage;», consider buying more insurance 
than the m in im um  coverages required by law .

Buying Insurance to cover your own sm a lle r losses may be waste­
ful. Y ou  may save money i f  you take a h igher c o llis io n  deductib le o r do 
not buy c o llis io n  coverage on an o ld e r car. Tho key to this gu ide line is 
to decide what am ount o f money you cou ld  pay i f  y ou r car is  damaged 
in case o f an accident w ithout causing y ou rse lf fin an c ia l h a rd sh ip .

Always discuss your Insurance needs with your agent o r company 
representative. It is the jo b  o f this person to he lp  you select the types 
and am ounts o f insu rance coverage you need.

* B U Y IN G  A  P O L I C Y
In  passing the n o -fau lt law , the H aw aii State Leg is la tu re deter­

m ined that competition among insurance companies w ou ld  be the 
best way to m in im ize and stab ilize  auto insu rance rates. T hus, each 
insurance com pany is required to set its own rates, based on  its own 
auto experience. T h is  is ca lled  open-rating.

Open-rating makes fo r open competition among the companies and 
this means each com pany w ill charge you its own price fo r you r 
business. Because o f  competition, you w ill notice d ifferences in rates 
when you shop  a round  fo r insurance.
THE COST OF Y O U R  AUTO  IN SURANCE

When you buy no-fau lt auto insurance, you shou ld  know what 
things are considered by insurance companies in arriv ing at you r 
prem ium . The process o f pricing insurance Is ca lled  rating and tho 
factors genera lly  considered by companies in ra ting  are:

W horo Y ou  L ive
Most companies use the four-te rrito ry system : H ono lu lu , 
M au l (L an a i and M olokai inc luded ), Kauai and H awaii coun­
ties. Rates w ith in each territory are based on  tho losses Invo lv ­
ing autos garaged within that area .
H ow  Y ou r C ar is U sed
I f  you r car Is used fo r p leasure purposes on ly , you w ill pay the 
low er rate o ffered by your insurance company. I f  you drive to 
and from  work o r uso your car fo r business, your rate w ill bo 
higher. Some companies w ill a lso  considor tho annua l 
m ileage as a rating factor.
Accidents and V io la tions
Your driving record and those of the members in your house­
hold who drlvo are important considerations. Many com­
panies use a surr.hnrgo system based on the number of acci-
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dents and tra ffic  v io la tion s occuring in the most recent three- 
year driv ing period . So the poore r the driving record, the
h igher the prem ium .
Y o u r C ar Type
The year, make, m odel and  engine size o f your ca r are a lso  
im portant factors. Rates a re  u su a lly  h igher i f  you own a high 
perform ance or sports car. The va lue o f you r ca r is  a lso  sig­
n ifican t; the less  it costs to repa ir or rep lace you r car, the 
low er tho cost o f you r prem ium s fo r comprehensive and c o lli ­
s ion  coverages.
C overages, L im its and Deductib les \  ; •
I f  you purchase h igher lim its  o f p rotection and more cover­
ages, your prem ium s w ill be higher. Purchasing a low  deduc­
tib le  on you r c o llis ion  coverage and no deductib le on your 
comprehensive coverage a lso  resu lts in h igher prem ium s.
D iscounts
Most companies have various discounts as part o f their rating 
p lan . Some types o f d iscount o ffered arc: two o r moro cars 
d iscount i f  insured with the same company; d rive r education 
course d iscount; carpoo ls discount; bum per d iscount on 
la te r m odel cars which have improved bum pers; student d is ­
count, and sen ior citizen discount.

H O W  TO SAVE MONEY ON Y O U R  AUTO  IN SURANCE
Tho bost way to save money on you r auto insuranco is to drive 

safely. The cost o f medical oxpenscs, lega l settlements and  auto re­
pa irs a ll in fluenco the cost o f auto insuranco. Thorefore, driving sa fe ly  
Is the key to keeping your prem iums down.

Hero are somo othor suggestions which may he lp  low er your costs:
Think twlco boforo buying a high performance, high-powered, ex­

pensive or sporty car. Cars with sm a lle r eng lnos cost lo ss  to insuro.
Don't buy unnecessary physical damago Insuranco. F o r instance, 

the prem ium  fo r co llis ion  coverage on an o ld e r ca r may cost moro thnn 
tho car is worth.

Increaso the amount o f  your deductible when purchasing collision 
coverage. H igher deductib les w ill reduce you r prom ium , so dccldo how 
much o f a loss  you can pay and then buy tho deductib le fo r lt.

Buy comprehensive coverage with a deductible Instead o f fu ll 
coverage. Th is w ill a lso  reduco your prom ium .

Have every toonaged driver In your household completo a d river 
education courso approved by tho Stnto Department o f  Education. 
Most high schoo ls o ffo r such courses. Some companios give a discount 
fo r d rlvor train ing, but moro im portantly , your toonagor w ill be a sa fe r 
driver.

I f  you own two or moro cars, Insuro thorn with ono company. You 
may bo entitled to a multi-car discount.

9



Notify your insurance company promptly i f  you sell a car or i f  a 
driver leaves your household. It could lower your premium.

Pay the whole premium at once, i f  you can afford it. Most com­
panies have Installment payment plans or a plan to finance your 
premium. You may have to pay extra charges when you pay through 
these plans.

Above all, maintain a good driving record. No accidents and a 
clean driving record w ill mean lower rates for you.
SHOPPING FOR AUTO INSURANCE

Since the Hawaii No-Fault Law calls for an open competition rating 
system, remember that rates w ill be different among companies. How­
ever, although price is important, it should not be tho only considera­
tion. The qutfity and service you get from the company and agent are 
a ll part o f what you w ill bo buying. Thereforo, it is important that you 
shop around.

Where to Shop
Many insurance companies and agents advertise. Check the news­

papers and yellow pages o f your telephone directory for companies 
and agents in your aroa. Contact your relatives, neighbors and friends 
for recommendations or information about the price, quality and ser­
vice o f their company or agent. Ask what kind o f claim sorvices they are 
getting.

Prico Quotations
When asking for premium quotations, bo suro you provide thcsamo 

Information to each company or agent. Tho company or agent w ill 
usually request: a description of your vehicle, its uso, drivers liccnso 
numbors and records o f a ll drivors in your household and tho limits o f 
the coverages you want. Save time and effort by having this informa­
tion ready when you begin to shop.

Quotations by telephone may not be as accurato as when yon 
personally visit tho company or agont. And, remember, most com­
panies or ogonts do not guarr.n'co quotations by telephone.

When calling agents for quotations, a lso Inquire how many com­
panies that agont ro[>tess«rts. Many agents roprcsont sovcral com­
panies and may bo abiu to provido you several quotes. Other ngonts 
represent a company belonging to n group o f companies going under 
ono name, and they too cun provide quotes o f a ll the companies in that 
group. In this manner, you can make easy prico quotations.

Why You Need a Good Agent
Even though you think you have chosen a good insurnncu company, 

you still havo to depend on an agent for scrvico. A good agent is ono 
who will bo ablo to servo you In many ways. Ho w ill bo nblo to answer 
your questions on Insurance, assist you in processing your claim with

10

the company, and help you determine how much insurance Is needed. 
It would be worth your while to look around fo r a good agent, one whom 
you can always depend on.

S E T T L IN G  Y O U R  C L A IM
A prime reason for passing the Hawaii No-Fault Law was to speed 

up payment o f claims to injured persons o f auto accidents regardless 
o f fault. With this in mind, a ll insurance companies are mandated by 
law to pay no-fault benefits within 30 days after you supply proof of 
loss.

In  filing your claim, give your company details regarding the acci­
dent — specifically, your injuries, tho treatment and caro you are 
receiving, your income, your doctor's name and the hospital.

Once your company verifies the treatment with your hospital and 
doctor, and the loss o f time from your Job with your employer, it must 
pay you the benefits you are entitled to within 30 days. A 1.5 percent 
interest is also required on a ll amounts not paid to you within this 
period.
WHAT TO DO IN CASE OF AN ACCIDENT

At tho Scone
Tho first thing to do is holp the in jur- ,v .'ring first old If

qualified and calling an ambulnncc.
Second, notify tho police. To tho pr .ee ..nd the other drivors in­

volved, identify yourself. Give your name, address, driver's license 
number and name o f your insurance company.

Bo sure you also get tho names and addresses o f the owners or 
drivors and passengers o f the other cars, os well as the names o f their 
insurance companies.

just as important is obtaining names and addresses o f witncssos 
who may bo valuable in settling your claim.

In tho instance o f damaging a parked car or somoone's property, 
you are responsible for locating tho owner and Identifying yourself. If 
this is not possible, you should attach a note to the property giving your 
name, addross and telophono number.

Afior tho Accident
Contact your insurance company immediately and give an many 

details as possible. It is important that you do not delay. Witnossos 
may disappear, evidence may bo destroyed, memories may fade and 
injured parties may cxnggornto their injuries. Give your comjploto 
coopouitlon to your insurance company and tho agent assigned to your 
cuso for fu ll protection and prompt payment o f a l) ontitledhnnofits.

11



Y O U R  R IG H T S
The Hawaii No-Fault Law requires every owner o f a car, bus, truck 

or motorcycle to have insurance. Without insurance, vehicle registra­
tion papers and license plates must immediately be surrendered to the 
county director o f finance.

Any uninsured owner may be fined $1,000 for each violation of 
driving without insurance and receives no compensation i f involved in 
an accident. Furthermore, he runs the risk o f being sued.

As a policyholder o f no-fault insurance, lt is good to know your 
legal rights and where you stand with your insurance company and 
agent.

No insurance company can refuse to sell you a no-fault insurance 
policy if you are an owner, unless the principal driver o f your cor does 
not have a valid driver's license or unless you do not pay the prem lum.

No company can refuse to renew your policy unless the principal 
driver of your car does not have a valid driver's license or unless you do 
not pay the premium.

No company can cancel your policy, once issued, unless you do 
not pay your premium or your driver's license has been suspended or 
revoked Furthermore, your company must give proper notice o f its 
Intent tc cancel your policy.

No company can refuse the benefits you are entitled to should you 
become involved in an accident.
F IL IN G  A COM PLA INT

I f  you believe that any o f your rights have been violated or that you 
wero treated unfairly, or that a claim with your company was not 
handled properly, you have a right to fllo a complaint with the State 
Motor Vehicle Insuranco Division.

However, your first stop should to contact your agont or company
representative sinco mnny compLints aro simply a result o f a mistake 
or misunderstanding that can be corrected upon polite inquiry.

Complaints to the Stato must bo in writing. Request standard 
complaint forms by calling 548-5150. Completed forms should then bo 
mailed to:

Motor Vehicle Insuranco Division 
State Department of Regulatory Agencies 

P. 0 . Box 2399 
Honolu lu , Hawaii 96804
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T e r r .f  M M  M r» M at
O A H U M A U I K A U A I H A W A II

U s e P le a s u r e
T o /F ro m

W o r k P le a s u r e
T o /P ro m

W o r k P le a s u re
T o /F ro m

W o r k P le a s u r e
T o /F r o m

W o r k

A m e ric a n  A u to m o b i le  In s . C o . (S A P ) 2 6 6 3 0 6 1 8 0 2 0 7 '* 2 1 4 2 4 6 2 1 2 2 4 3
A m e ric a n  C a su a lt y  C o . 2 2 9 2 6 3 .6 0 1 8 3 1 5 9 18 1 2 0 3 2 3 2
A m e ric a n  E m p lo y e rs ' In s . C o . 3 3 1 3 8 1 2 5 1 2 8 9 2 4 6 2 8 3 2 9 9 3 4 4
A m e ric a n  8c F o re ig n  In s . C o . (F A P ) 3 9 6 4 5 5 3 5 1 4 0 3 3 0 5 3 5 0 3 5 1 4 0 3
A m e ric a n  8c F o re ig n  In s . C o . (S A P ) 3 6 2 4 1 6 3 2 2 3 7 1 2 8 2 3 2 4 3 2 2 3 7 1
A m e ric a n  H o m e  A s s u ra n c e  C o . 2 5 1 2 8 9 1 6 0 1 8 3 1 5 9 1 8 1 1 8 8 2 1 5
A m e ric a n  M a n u fa c tu re rs  M u tu a l In s . C o . 3 3 4 3 8 3 2 9 1 3 3 5 2 5 6 2 9 4 2 9 4 3 3 8
A m e ric a n  M o to r is ts  In s . C o . 3 3 4 3 8 3 2 9 1 3 3 5 2 5 6 2 9 4 2 9 4 3 3 8
A m e ric a n  M u tu a l L ia b i l i t y  In s . C o . 3 5 8 4 1 1 2 4 1 2 7 7 24 1 2 7 7 2 6 6 3 0 6
A m e ric a n  N a t io n a l F ire  In s . C o . 2 2 5 2 5 9 1 4 7 1 6 9 1 4 6 1 6 7 17 1 1 9 6
A m e ric a n  S ta r  In s .  C o . 2 3 2 26 7 161 18 4 161 1 8 4 1 8 7 2 1 4
A rn ica  M u tu a l In s .  C o . 2 2 9 2 6 3 1 6 0 183 15 9 181 1 8 7 2 1 4
A rg o n a u t  In s . C o . 3 6 8 4 2 3 3 1 7 3 6 4 2 8 0 3 2 2 3 2 1 3 6 9
A rg o n a u t-M id w e s t In s . C o . 3 6 8 4 2 3 3 1 7 3 6 4 2 8 0 3 2 2 32 1 3 6 9
A s s o c ia te d  In d e m n ity  C o rp . (F A P ) 3 6 2 4 1 7 2 6 4 3 0 3 2 9 1 3 4 4 29 1 3 3 4
A s s o c ia .e d  In d em n ity  C o rp . (S A P ) 2 6 6 3 0 6 1 8 0 2 0 7 2 1 4 2 4 6 2 1 2 2 4 3
A s s u ra n c e  C om p a n y  o f  A m e ric a 3 8 4 44 1 2 6 8 3 0 8 2 6 6 ,0 6 3 2 2 3 7 1
C a r r ie r s  In s . C o . 2 8 8 33 1 2 0 2 2 3 2 2 0 0 2 3 0 2 4 9 2 8 6
C e n te n n ia l In s . C c . 2 2 9 2 6 3 1 6 0 183 1 5 9 18 1 1 8 7 2 1 4
C h a r te r  O a k  F ire  In s . C o . 5 5 4 6 3 8 4 0 1 4 6 0 3 9 5 4 5 4 4 7 1 5 4 0
C ity  In s .  C o . 3 6 0 4 1 4 3 1 1 3 5 6 2 7 5 3 1 6 3 1 5 3 6 2
C o lo n ia l P enn  In s .  C o . 1 4 9 1 9 3 9 7 12 6 9 7 1 2 5 1 1 5 1 4 9
C o m m e rc ia l In s . C o . o f  N ew a rk , N .J . 3 8 4 4 4 2 2 6 7 3 0 7 2 6 4 3 0 4 3 1 8 3 6 5

• - s'

1

C om p a n y
T e r r . O A H U M A U I K A U A I • H A W A II

U s e T o /F rom  
P le a s u r e  W o r k

T o /F rom  
P le a s u re  W o rk

T o /F ro m  
P lo a s 't r e  W o r k

T o /F r o m  
P le a s u r e  W o rk .

C o m m e rc ia l U n io n  In s . C o . 3 3 1 38 1 2 5 1 2 0 9 2 4 6 2 8 3 2 9 9 3 4 4
C o n t in e n ta l C a s u a lt y  C o . 2 2 9 2 6 3 1 6 0 183 1 5 9 181 2 0 3 2 3 2
C o n t in e n ta l In s . C o . 3 8 4 4 4 2 2 6 7 3 0 7 2 6 4 3 0 4 3 1 8 3 6 5
C r it e r io n  In s . C o . 3 5 8 3 7 2 2 6 8 2 7 6 2 6 5 2 7 4 2 8 0 2 9 0
C u m ls  In s u ra n c e  S oc ie ty , In c . (F A P ) 1 8 9 2 1 7 1 3 3 153 1 3 2 1 5 2 15 5 1 7 8
C u m is  In s u ra n c e  S oc ie ty , In c . (S A P ) 1 4 6 1 6 8 1 0 8 124 1 0 8 1 2 4 1 2 8  • 1 4 7
E m p lo y e rs ' F ire  In s . C o . 3 3 1 381 2 5 1 2 0 9 2 4 6 2 0 3 2 9 9 3 4 4
E m p lo y e rs  M u tu a l L ia b i l i t y  In s . C o . 4 0 1 461 2 8 8 331 2 8 2 3 2 4 3 4 2 3 9 3
F e d e ra l In s . C o . 211 2 4 2 131 150 131 1 5 0 15 5 1 7 7

— F id e li t y  & C a su a lt y  C o . o f  N ew  Y o rk 3 0 4 4 4 2 2 6 7 3 0 7 2 6 4 3 0 4 3 1 8 3 6 5
01 F in a n c ia l S e c u r ity  L ife  In s . C o . (F A P ) 261 3 0 0 1 8 0 2 0 7 1 7 8 2 0 5 2 0 8 2 3 9

F in a n c ia l S e c u r ity  L ife  In s . C o . (S A P ) 2 6 0 3 0 0 1 8 0 2 0 7 1 8 0 2 0 7 2 1 6 2 4 8
F irem a n 's  F u n d  In s . C o . (F A P ) 3 6 2 4 1 7 2 6 4 3 0 3 291 3 3 4 291 3 3 4
F irem a n 's  F u n d  In s . C o . (S A P ) 2 6 6 3 0 6 1 8 0 20 7 2 1 4 2 4 6 2 1 2 2 4 3
F irem an 's  In s . C o . o f  N ow a rk , N .J . 3 8 4 4 4 2 2 6 7 3 0 7 2 6 4 3 0 4 3 1 8 3 6 5
F irs t  In s . C o . 3 7 0 4 2 6 2 5 3 291 2 5 0 2 8 8 3 0 1 3 4 6

^  G e n e ra l A cc id en t F ire  & L ife  A ssu ra n c e 2 6 3 3 0 2 1 9 0 2 1 8 18 8 2 1 5 2 2 4 2 5 7
G le n  F a l ls  In s . C o . 3 8 4 4 4 2 2 6 7 3 0 7 2 6 4 3 0 4 3 1 8 3 6 5

^  -Ti^G lobo In d e m n ity  C o . (F A P )  
1(1j f 3 1 o b o  In d e m n ity  C o . (S A P )

3 9 6 4 5 5 3 5 1 4 0 3 3 0 5 3 5 0 3 5 1 4 0 3
3 6 2 4 1 6 3 2 2 371 2 8 2 3 2 4 3 2 2 3 7 1

^■ G o v e rnm en t E m p lo y e e s  In s . C o . 3 0 3 3 3 0 2 2 7 2 4 7 2 2 3 2 4 3 271 2 9 6
G ra in  D e a le rs  M u tu a l In s . C o . 4 1 4 4 7 6 2 8 4 3 2 6 2 7 8 3 1 9 3 4 5 3 9 7

s  G re a t A m e ric a n  In s . C o . 2 2 5 2 5 9 1 4 7 16 9 1 4 6 1 6 7 171 1 9 6



H A W A I I  N O - F A U L T  A U T O M O B I L E  
IN S U R A N C E  Q U O T A T IO N  W O R K S H E E T

MINIMUM RATING INFORMATION REQUIRED:
A. List A ll Drivers in Household:

D r iv e r  N o . N am e  

1.

W ith in  L a s t  3  Y e a rs
N c . o f  A cc id en ts 

( a t  fa u lt  o n ly )
N o . o f  M ov in g  

V io la t io n s

2 .

3 .

4 .

B . A u tom o b i le s  to  b^ In s u re d :

C a r  1

M ahe M od e l & 
Y e a r

U s e s : 
C a r  M ost 

(D r iv e r  N o .)

C a r  U sed  F o r :
( P )  P le a s u re  (T & F ) T o  & 
F rom  W o rk  ( B )  B u s in e s s

A n n u a l
M llo a g e

C a r  2

C . C o s t  o f  y o u r  In su ra n c e :

C o v e ra g e s  R e q u ire d  b y  L aw :

A N N U A L  P R E M IU M S  
S e lec t L im its  Company Company Company Company 
o r  D e d u c t ib le  A B C D

1. N O -FA U LT  B E N E F IT S  (P o r s o n a l 
In ju ry  P ro te c t io n ) 

(R e q u ire d  M in . • $ 1 5 ,0 0 0 )
_____ p e r p e rs .

2 . B O D IL Y  IN JU R Y  L IA B IL IT Y  
(R e q u ire d  M in . - $ 2 5 ,0 0 0 ) _____ p o r p o rs .

3 . P R O PE R T Y  DA M A G E  L IA B IL IT Y  
(R e q u ire d  M in . - $ 1 0 ,0 0 0 ) ______ p e r  acc .

4 . U N IN S U R E D  M O T O R IS T S  
(R e q u ire d  M in . • $ 2 5 ,0 0 0 ) p o r p o rs .

A d d it io n a l O p t io n a l C o v e ra g e s : 

5 . C om p reh en s iv e
D edu c t.
p e r n r r

6 . C o l li s io n
D edu c t. 

....... p e r  acc.

7 . O th e r C ove rag es

T O T A L  A N N U A L  PRE M IU M

8. C om p an y  m em b e rsh ip  foe ( i f  a n y )

9 . S e rv ic e  Feo o r  F in an ce  C h a rg e s

T O TA L  A N N U A L  C O ST  O F  IN S U R A N C E



Pouch Y , State Capitol 
Juneau, Alaska 99B11 

(907) 465-3591

A L A S K A  S T A T E  L E G I S L A T U R E

H O U S E  O F  R E P R E S E N T A T I V E S

R E S E A R C H  A G E N C Y

Febr u a r y  13, 1981

M E M O R A N D U M

TO: Repr e s e n t a t i v e  Charles Anderson

FROM: B e t t y  Ballon, Issues Analyst

RE: Auto Insurance

Research R e q uest No. 81-16

As a component of y o u r  request on liability insurance f o r  m o t o r  

vehicles, y o u  have asked t h a t  w e  compile proposed l e gislation, i n t r o­

duced in past l e g i s lative sessions, that is pertinent to t h e  subject. 

An additional request m a d e  by y o u r  o ffice f or i nformation r e g a r d i n g  

H a w a i i 's sta t u t o r y  provisions on compulsory liability ins u r a n c e  is 

addressed in a separate memorandum.

For this project, w e  have c o llected bills introduced f r o m  t h e  Ninth 

Legislature, con v e n i n g  in 1975, through the current s e s sion of t he 

T w e lfth Legislature. These bills are attached to. this m e m o r a n d u m ;  a 

listing of th e i r  titles, sponsors, and final status follows:

NINTH LEGISLATURE

Number Abbrev i a t e d  Title Sponsor

HB 38 Motor Vehicle Insurance Urion

HB 44 M o t o r  V e h icle Insurance Swanson

SB 657 Mo t o r  Vehicle Insurance Croft

Final S tatus 

In (H) J u d i c i a r y  

In (H) C o m m e r c e  

In (H) C o m m e r c e

T E N T H  LEGISLATURE

Number Abbrev i a t e d  Title Sponsor

HB 217 M o t o r  Safety Urion

Responsibility Act

HB 594 Motor Vehicle Insurance Commerce

Final Status 

In (H) C o m m e r c e

In (H) J u d i c i a r y



Representative Charles-Anderson

February 13, 1981

Page 2

N u m b e r  A b b r e v i a t e d  T i t l e  Sponsor Filial S tatus

HB 614 M o t o r  V e h i c l e  Insurance 

P olicies

Rules In (H) C o m m e r c e

E L E V E N T H  LEGISLATURE

N u m b e r A b b r e v i a t e d  Ti t l e Sponsor Final S t atus

HB 402 R e/M o t o r  V e h i c l e  

Insurance, E.D.

M cKi n n o n In (H) C o m m e r c e

SB 274 R e / M o t o r  V e h i c l e  S afety 

R e s p o n s i b i l i t y  Act, E.D.

Commerce In (S) C o m m e r c e

SB 280 Re/Mo t o r  V e h i c l e  Insurance Commerce In (S) Comm e r c e

SB 460 A u t h o r i z i n g  M u n i c i p a l i t i e s  

to E s tablish Requir e m e n t s  

f o r  M o t o r  V e h i c l e  Secu r i t y  

D eposits

Bradley In (S) J u d i c i a r y

SB 461 T a x  Credit f or Auto 

Insurance Premiums

B r a dley & 

Stimson

In (S) St a t e  

Affairs

SB 542 Financial R e s p o n s i b i l i t y  

Re g a r d i n g  M o t o r  Vehicles

Commerce In (S) J u d i c i a r y

T W E L F T H  LEGISLATURE

Number A b b r e v i a t e d  Title Sponsor Final Status

SB 70 A u t h o r i z i n g  M u n i c i p a l i t i e s  

to E s tablish R e quirements

Stimson & 

Bradley

In (S) C o m m u n i t y  

& Regional

for M o t o r  V e h icle Security Affairs

Deposits

As y o u  will note, SB 70, cosponsored by Senators Stimson a nd Brad l e y ,  

is t he only bill which has been introduced this session thus f ar r e­

lated to the financial responsibilities of owners and o p e r a t o r s  o f  

m o t o r  vehicles. A  s i m ilar bill, SB 460, sponsored by S e n a t o r  B r a d l e y ,  

was introduced in the Eleventh Legislature. If w e  can p r o v i d e  y o u  

wi t h  additional inform a t i o n  regarding the enclosed m a t e r i a l s ,  p l e a s e  

do not hesitate to contact us.

BB / b f



RESEARCH AGENCY

Pouch Y, Stole Capitol 
Juneau, Alaska 99811 

(907) 465-3991

M a r c h  4, 1981

M E M O R A N D U M

TO: R e presentative Charles Anderson

FROM: BetlJ§8arton

Research Staff

RE: Auto Insurance
Research Requst No. 81-16 (Additional Material)

We have received additional m a t e r i a l s  concerning Hawaii's p r o gram for 

c o m p u l s o r y  no-fault/liability insurance. We have enclosed the f ollow­

ing for y o u r  review:

Rules and Regulations of the M o t o r  Vehicle Insurance 

Division, State of Hawaii

Annual Report to the Legislature, M o t o r  Vehicle Insurance 

Division, State of Hawaii, July 1, 1979-June 30, 1980

Annual Report to the Legislature, M o t o r  Vehicle Insurance 

Division, State of Hawaii, July 1, 1978-June 30, 1979

In addition, we have enclosed materials, which you m ay find helpful, 

c o m p i l e d  for us by the National Conference of State Legislatures. 

Th e s e  m a t e r i a l s  o u t line the key c o m p o n e n t s  of auto insurance programs 

in other states.

If you have any questions regarding these mat e r i a l s  or ot h e r  aspects 

of auto insurance, please do not hesitate to contact us.

BB/bf

E n d s .
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Forew ord

T h is  s tu d y  was p re p a re d  by S ham an H a ley  o f  the  L e g is la t iv e  A f f a i r s  

Agency s t a f f  a t  the  re q u e s t  o f  R e p re s e n ta t iv e  Thelma B u c h h o ld t . The 

is s u e  o f  access to  h e a lt h  c a re  i n  A la s k a  i s  a m a t te r  o f  g e n e r a l concern  

to many o th e r  p o lic y m a k e rs  a s  w e l l ,  a n d  we a re  t h e r e fo r e  m ak in g  the 

r e p o r t  a v a i l a b le j  w it h  Ms. B u c h h o ld t’s p e rm is s io n ,  i n  t h is  more con­

v e n ie n t  fo rm a t .

In t e r e s t e d  re a d e rs  a re  in v i t e d  to  sh a re  w it h  us any comments they  may 

have on the  r e p o r t  o r  i t s  s u b je c t  m a t te r .

G regg K. E r ic k s o n  
D ir e c t o r  o f  Research 

L e g is la t iv e  A f f a i r s  Agency
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SUMMARY

With the costs of health care continuing to rise, third party health 

coverage is becoming increasingly crucial for the protection of people's 

health and financial security. A variety of state and federal health 

programs and private health insurance policies provide piecemeal third 

party coverage for Alaska's civilian population. It is estimated that 

20 to 25 percent of Alaska's non-Native, non-militarv-dependent civilian 

population are without third party health coverage of any kind. The 

comprehensiveness of coverage or level of coverage provided the covered 

population is not known; in some cases the coverage may be inadequate to 

protect people from financial hardship or inappropriate levels of m e d i­

cal care. There are a variety of approaches the legislature m ay c o n­

sider to improve or extend third party health coverage in Alaska. These 

options include: state subsidized health insurance, state mandated 

employer subsidized health insurance, state regulation of health in­

surance carriers, and expansion of the state's Medicaid program. While 

plugging these coverage gaps would not cure all the ills of the health 

care system, it would be a step.



I. INTRODUCTION

With the dramatic increases in health care costs in the last decade 

or two, routine medical care has become for many an unaffordable luxury. 

A  serious illness or accident for them would be a financial catastrophy. 

More and more people are relying on health insurance and other kinds of

third party health coverage to finance the major part of their unpre­

dictable health expenses. To an ever growing extent people are demand­

ing third party coverage for routine health expenses as well. Third 

party health coverage has become an integral and crucial part of the 

health care system.

Because public and private third party payers foot the bill for 

two-thirds of the nation's personal health care expenditures, their 

policies profoundly affect the nature and terms of the health care 

itself. For example, ma n y  insurance policies will pay for hospital 

care, but not nursing care; so patients are hospitalized in many cases 

where nursing care would be sufficient, and less costly. Similarly, 

many people will not see a doctor until health conditions become acute, 

because preventive care is not customarily covered. The policies of

third party payers also affect providers in terms of the rates they

charge, the quality of care they provide, and the services they can 

afford to develop.

As third party health financing becomes paramount to ensure finan­

cial access to health care, the gaps in third party coverage become more 

glaring. The following chapters of this report address themselves to
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these gaps in third party coverage. Sections II and III describe all 

the major public programs and private plans which currently provide 

third party health coverage in Alaska. Section IV analyzes available 

data on the extent of existing coverage and identifies some of the gaps 

both in terms of the covered population and services covered. Section V 

outlines a smorgasbord of legislative remedies to plug some of these 

gaps. The concluding chapter indicates other areas which may be of 

concern to the legislature.



II. A DESCRIPTION OF HEALTH COVERAGE FROM PUBLIC SOURCES

As this report is concerned primarily with comprehensive health 

care, only the public programs which cover a broad range of health 

services and serve a significant portion of the population are described 

here. There are a number of programs which cover only specific health 

services, such as family planning or treatment of occupational injuries, 

or serve only a narrowly defined segment of the population, such as

crippled children, which are not described here.

Alaska Area Native Health Service

The Alaska Area Native Health Service (AANHS) is a regional adminis­

trative unit of the Indian Health Service, which is a branch of the U. S. 

Public Health Service. It serves an estimated 65,000 eligible Alaska 

Natives, spouses, and dependents.

Primary care is provided in villages by 216 community health aides, 

each selected by the village council and paid under contract with AANHS. 

These aides are responsible for giving first aid in emergencies, examining

the ill, reporting their symptoms to the physician, carrying out the

treatment recommended, instructing the family in giving nursing care, 

and conducting on-going health education in the villages. Routine 

primary care is also delivered in the villages by itinerant doctors, 

nurses, dentists, and other health professionals.

If the injury or illness is serious enough to require inpatient 

care or more specialized diagnosis and treatment, the patient is referred 

to the nearest of the seven field hospitals. This secondary level of
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care includes routine hospital admissions for common illnesses or injuries, 

for minor surgical conditions, or for pregnancy. The field hospital 

staff also provides primary care for their immediate community.

Serious or life-threatening illnesses or injuries are referred to 

Alaska Native Medical Center in Anchorage for treatment under the 

immediate direction of a specialist. Major surgery and complex diagnostic 

procedures are performed at the Medical Center. The Alaska Native 

Medical Center also provides primary health care for the Anchorage area 

AANHS eligibles and secondary health care for the Anchorage Service 

Unit.

In areas where direct health care by AANHS is not available, or for 

services which AANHS is unable to provide, health care is purchased 

under contract from private physicians, dentists, optometrists, hospitals, 

and pharmacies by AANHS on behalf of Native patients. Highly specialized 

treatments, such as heart surgery or kidney transplants, are referred 

out-of-state. In areas of the state where private health services 

exist, contractual care is an important component of the AANHS delivery 

system.

Despite the comprehensive design, there are gaps in this delivery 

system. Budgeted funds for contractual services are limited, and fre­

quently become depleted long before the next allocation. If it is not 

an emergency condition, the patient must wait, or else pay for the 

treatment himself. If it is an emergency condition, transportation is 

usually arranged to another delivery point.
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U. S. Public Health Service

The Bureau of Medical Services, a division of the U. S. Public 

Health Service akin to Indian Health Services, provides direct compre­

hensive health care for the Coast Guard and merchant seamen, and provides 

occupational health care and safety services for all federal employees. 

Federal health care responsibility for seamen derives from a 1798 act of 

Congress providing for the "relief of sick and disabled seamen".

In Alaska this care is delivered by the Alaska Area Native Health
t

Service under contract with the BMS. In addition to an estimated 24,000 

Coast Guard personnel and dependents, and bonafide merchant seamen, many 

fishermen are eligible for Public Health Services. Fishermen and other 

boaters qualify if they are owners or principal operators of a documented 

vessel. A documented vessel is a seaworthy power boat registered with 

the Coast Guard which could be utilized by the Coast Guard in case of a 

national emergency. There are c>n estimated 3,750 documented vessels in 

Alaska, including fishing boats and pleasure boats. There may be more 

than one principal operator of a boat. Dependents are not covered.

Uniformed Services Health Benefits Program

The military provides comprehensive health care to enlisted personnel 

through military medical facilities and staff. They also provide conpre- 

hensive health care to retirees and military dependents through the 

Uniformed Services Health Benefits Program (USHBP). USHBP provides 

health services to military dependents in two ways: through military

medical facilities and staff on a space-available basis, and through 

the Civilian Health and Medical Program of the Uniformed Services 

(CHAMPUS) when necessary medical services are not available through



military facilities. CHAMPUS is a supplementary health insurance plan 

purchased from a private carrier. CHAMPUS will reimburse 75 - 80 percent 

of allowable charges for necessary medical care. A $50 deductible >s 

also collected on outpatient services. The CHAMPUS carrier in 1975 

estimated that 55,000 dependents and retirees were covered in Alaska.

Medicare

Medicare is a federal health insurance program for people 65 and 

over, and certain disabled people under 65. It is financed by a combina­

tion of employee contributions, employer contributions, monthly premiums 

and federal funds, and is administered by the Social Security Administration.

Part A of Medicare is hospital insurance which is provided at no 

premium charge to those who have worked long enough under social security, 

and provided to others over 65 for a monthly premium of $54. Medicare 

Part A only helps pay for medically necessary covered services up to a 

specified number of inpatient days or home health visits. The Medicare 

patient must pay a deductible and a scheduled percentage of the covered 

costs, as well as the costs of uncovered services and services beyond 

the limits of Medicare coverage. The Part A hospital insurance helps 

pay for inpatient hospital care, inpatient care in a skilled nursing 

facility when it is medically necessary following a hospital stay, and 

certain prescribed services from a home health agency following a hospital 

stay. Medicare does not pay for custodial or long-term care.

Part B of Medicare is medical insurance. Anyone eligible for 

Part A hospital insurance is eligible for Part B medical insurance at a
V

monthly premium of $7.70. Medicare medical insurance can help pay for 

doctors' services, outpaticit hospital care, outpatient physical therapy



and speech pathology, and many other health services and supplies which 

are not covered by Part A hospital insurance. The medical insurance 

enrol lee must pay the first $60 worth of covered services each year.

After that the medical insurance pays 80 percent of "reasonable charges" 

for covered services and supplies. "Reasonable charges" are computed 

each year by Aetna (the Medicare carrier in Alaska) based on billings 

the previous year. The actual charges by the provider may exceed the 

"reasonable charges" covered by Medicare, and the patient must pay the 

difference, as well as paying the uncovered 2 0 percent of the "reasonable 

charges". Among the services not covered by Part B medical insurance are: 

routine physical exams, prescription drugs, eye glasses, hearing aids, 

dentures, dental care, and chiropractic services.

Though people over 65 must have accumulated sufficient work under 

the social security system to automatically be eligible for hospital 

insurance, the 1~ 66 law "grandfathered in" all the soei.l security in- 

eligibles at that time. It is estimated that now 99 percent of the non- 

Native population in Alaska over 65 are enrolled in Medicare.

Medicaid

Medicaid is a medical assistance program funded jointly by the 

state and federal governments. In Alaska it is open to public assis­

tance clients and eligibles, and certain other needy people in nursing 

homes, or inpatient psychiatric hospitals. Medicaid clients receive 

care from participating private providers, who then bill the Medicaid 

program. Alaska's Medicaid program covers all the federally mandated 

services: inpatient and outpatient hospital services, physicians services,

x-ray and lab services, skilled nursing home services, home health
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services, family planning services, transportation, and early and periodic 

screening, diagnosis and treatment (EPSDT) for eligible people under the 

age of 21. In addition, the state program covers a few optional services: 

inpatient psychiatric care for those over 65 or under 22, intermediate 

nursing home care, eye glasses, treatment for speech, hearing and language 

disorders, and approved outpatient mental health care. The state Medicaid 

program does not cover the following services for which federal match is 

available: prescription drugs, dental care or dentures for those over

2 1 , prosthetic devices for those over 2 1 , physical therapy, chiropractor's 

services, or preventive care for those over 2 1 .

In FY 1976, 22,952 Alaskans, or 5 percent of the civilian popula­

tion, were enrolled in the categorical public assistance programs (Old 

Age Assistance, Aid to the Blind, Aid to the Disabled, Aid to Families 

with Dependent Children, and Supplemental Security Income) ,.nd eligible 

for Medicaid.

To be eligible for public assistance, and therefore Medicaid, a 

person must not only meet income criteria, but categorical criteria of 

need, such as over 65, blindness, mental or physical disability, under 

18 and deprived of the care of one or both parents, or a person related 

to and caring for eligible dependent children. Many Alaskans, such as 

low income families with both parents present, meet the income criteria 

for public assistance but do not meet the categorical criteria, and are 

therefore not eligible for Medicaid.

Because Natives receive much of their medical care from the U. S. 

Public Health Service, Native eligibles account for only one-third of 

Medicaid expenditures even though nearly two-thirds of the Medicaid



eligibles are Native. This may change with the implementation of the 

Indian Health Care Improvement Act of 1976. This federal law requires

k
that medical care provided to Native Medicaid eligibles by the U. S.

Public Health Service be billed to the state Medicaid program, with the 

state receiving 10 0 percent reimbursement from the federal government 

for Medicaid expenditures in behalf of Natives. This new billing pro­

cedure has not yet been implemented in Alaska.

General Relief Medical

The state-funded General Relief Medical program covers needy people 

and services not covered under Medicaid, as funding permits. People who 

meet the income criteria for Medicaid but do not meet the program criteria 

and have no prior health resource (such as Indian Health or health insurance) 

are eligible for all General Relief Medical covered services. Any 

Medicaid eligible is also eligible for those General Relief Medical 

services not covered under Medicaid. The GRM program covers the same 

services as Medicaid (inpatient and outpatient hospital care, physicans 

services, x-ray and laboratory services, nursing home care, home health 

care, mental health care, eyeglasses, treatment for speech, hearing, arid 

language disorders, and transportation) plus many more not covered by 

Medicaid, such as drugs, physical therapy, prosthetic devices, hearing 

aids, chiropractors, podiatrists, emergency dental care, wheelchairs and 

other equipment. Nearly all services except hospital and physican care 

must be pre-authorized by the state program administration, and most 

services are subject to strict limitations. Medically justified services 

will be refused when funds are not available. The budget is established 

by the legislature.



The General Relief Medical program ensures that all Alaskans under 

the income limits for public assistance have some health care resource. 

For a single adult paying over $35 rent per month, that income limit is 

$334 per month; for a couple it is $490. For a family the formula is 

based on adjusted net income; the first $30 of earned income, one-third 

of every dollar of earned income after that, and reasonable work-related 

expenses are deducted from the net income to maintain an incentive for 

cash assistance recipients to work. Therefore, there is no simple 

dollar figure for General Relief Medical eligibility for a family. While 

the estimated 22,950* Alaskans below the federal poverty level might meet 

the income criteria for General Relief Medical, it should be noted that 

many of these are Alaska Natives or Medicaid eligibles, and so have a 

prior health resource. In FY 77, $3.7 million was expended in the GRM 

program, and $4 million was budgeted for FY 78.

Catastrophic Illness Program

The state Catastrophic Illness Committee administers a program that 

provides financial aid for persons of all income levels who have suffered 

a catastrophic illness--an illness that incurs high medical expenses. 

Total medical bills related to the illness must exceed $1000 in a 12 

nonth period after all sources of third party payment, such as state and 

federal medical assistance programs, private and military health insur­

ance, and awards in legal actions, have been exhausted. The Committee

* U. S. Department of Commerce, 1976 Survey of Income and Education 
Preliminary Results.
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meets twice a month to determine the eligibility of applicants and the 

amount of medical assistance to be awarded, using a formula based on 

annual income, number of dependents, amount of assets, and the assumption 

that the applicant's share will be paid to the provider on a payment 

schedule covering a period of at least three years.

In its second year of operation, the program has granted aid to 

over 80 persons with the number of applicants steadily increasing as the 

program becomes better known. The largest portion of applicants are 

those in lower income brackets who do not qualify for other forms of 

aid. While applicants would have to be refused aid if funds were depleted, 

it is anticipated that the $450,000 appropriation for FY 78 will be 

adequate to meet this year's needs.



III. A DESCRIPTION OF HEALTH COVERAGE FROM PRIVATE SOURCES

Private Health Insurance

Health insurance pays benefits on an indemnity hasis. When covered 

health expenses are incurred, the subscriber submits a claim to the 

insurance carrier. Benefits are normally paid to the subscriber. 

Normally, benefits are calculated on the basis of "reasonable charges" 

for each service or a schedule of maximum fees, rather than actual 

charges, and the subscriber must pay the difference if actual charges 

are higher.

Hospital expense coverage is the core of health insurance, because 

hospital care is the largest single medical expense. Hospital costs 

have risen faster in the last ten years than any other item in the 

consumer price index, and they continue to rise. Similarly, surgery has 

become a highly technological and expensive component of medical care, 

and the expansion of surgical expense coverage has followed closely the 

expansion of hospital expense coverage. Regular medical expense coverage 

is the third component of what is known as "Basic Protection", and 

covers physicians' services, and other medical services such as x-rays 

and lab tests. Basic protection policies are designed to cover one or 

more of these key medical services and the bulk of unpredictable medical 

expenses. Basic protection policies typically have limits on the number 

of days, dollars or visits covered, as well as a schedule of maximum 

benefits for services.

Major medical is the other main category of health insurance, and 

is designed to protect the subscriber from very large, unpredictable



medical expenses. It covers virtually any kind of health care prescribed 

by a physician. The maximum benefits under major medical is character­

istically high, and the subscriber is typically required to pay a deductible 

and co-insurance as a disincentive for unnecessary utilization of medical 

care. Major medical insurance can either be designed to supplement a 

basic protection policy, or to incorporate basic protection and provide 

comprehensive coverage.

Blue Cross

Blue Cross is not an insurance company, but a hospital/medical 

service corporation, along with Fairbanks Physicians' Service and Delta 

Dental. As well as being non-profit, a hospital/medical service corporation 

differs from an insurance company in that it contracts with health care 

providers to deliver services to subscribers. The providers bill the 

corporation directly for the services provided, according to a fee 

schedule established in the contract. The subscribers pay a flat monthly 

premium for the coverage.

Blue Cross is specifically a hospital service corporation and 

maintains contracts with all the general hospitals in the state (not 

military or PHS hospitals). Fairbanks Physicians' Service is a medical 

service corporation and contracts with local physicians for services.

Delta Dental is a dental service corporation and contracts with local 

dentists.

Blue Cross, however, covers more than just hospital expenses. Blue 

Cross provides it jor medical coverage, and subscribers are required to 

pay deductibles and co-payments, just like an insurance policy. Covered
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expenditures delivered by providers not under contract with the service 

corporation are handled like insurance claims, on an indemnity basis. 

Benefits are based on "reasonable charges" and the subscribers must pay 

the difference if actual charges exceed "reasonable charges".

Pre-paid hospital/medical service plans are typically less expensive 

than health insurance through private carriers for several reasons: 1 ) 

they are non profit corporations, and any money in excess of their 

benefit payments and operating expenses usually goes toward equipment 

purchases for participating providers; 2 ) through their contracts with 

providers they are able to exert some cost and quality control pressure 

on providers, however, the effectiveness of this is mitigated by the 

extensive use of cost-plus contracts; and 3) though they do advertise, 

they do not deal through insurance agents and do not pay commissions.

The end result is that an estimated 90 percent of subscriber premiums to 

an established hospital medical service plan are paid out in benefits, 

while only 50 to 80 percent of subscriber premiums to a private insurance 

carrier are paid out in benefits.*

Health Maintenance Organizations

Health maintenance organizations (HMOs) provide a full range of 

health care services to enrollees either directly through plan-owned 

facilities and plan-employed providers, or by contract with private 

facilities and providers. Enrollees pay a flat monthly rate for compre­

* Source: Don Koch, Alaska Department of Commerce and Economic Development,
Division of Insurance.
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hensive health care, with no deductibles or co-payments. HMOs have 

proven to be the most cost effective form of comprehensive health care 

services, because they are the only form of health care delivery which 

has built-in cost controls and an orientation toward preventive health 

care. HMOs have demonstrated significantly lower hospital utilization 

rates than any other kind of health care plan. Hospitalization continues 

to be the largest and fastest growing component of health care expenses 

nationwide.

The federal government has taken a great deal of interest in HMOs. 

There is a federal loan program for planning and establishing qualified 

HMOs, there is a federal law requiring large employers in HMO service 

areas to offer HMO coverage as an alternative to health insurance benefits, 

and DHEW is currently organizing a conference of labor and industry 

leaders to promote the HMO concept.

Alaska has one HMO in the planning stage, the Greater Anchorage 

Health Plan.

Teamsters

In most union health plans, employer contributions for health 

benefits are paid into a trust fund, and the trustees of the fund pur­

chase group insurance for eligible union members. The Alaska Teamster- 

Eniployer Welfare Trust is unlike other union health trusts in that it is 

a self-insurer. In other words, the Teamster trustees do not purchase 

health coverage from a private health insurance carrier; they are their 

own carrier, and pay health insurance benefits to qualifying Teamsters 

directly from their own trust fund. In addition to a health insurance 

plan, the Alaska Teamster-Employer Welfare Trust offers an alternate
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HMO-type plan called the Alaska Health Plan. The Alaska Health Plan is 

not officially an HMO under federal law because it does not offer open 

enrollment and does not provide the full range of services required of a 

qualified HMO. However, its operation is similar to an HMO. The Alaska 

Health Plan contracts with the Alaska Clinic and the Alaska Hospital and 

Medical Center to provide preventive, curative, and rehabilitative 

health services to plan members. The relationship between the Teamsters 

and the Alaska Hospital is more than just contractual, however, as 

Teamsters financed the hospital and serve on the board. The Teamster 

Alaska Dental Plan is also on an HMO model, but it differs from the 

health plan in that the Alaska Dental Clinic is directly owned and the 

dentists are directly employed by the Teamsters.

There are an estimated 28,000 Teamsters Local 959 i;embers in 

Alaska, though they are not all eligible for health benefits. Eligi­

bility is determined by the number of hours worked, and with the high 

post-pipeline unemployment, some Teamsters have exhausted their health 

benefits.
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IV. AN ANALYSIS OF THE EXTENT OF HEALTH CARE COVERAGE AND GAPS IN 
COVERAGE

The Covered Population

Nationally, 178 million people - more than 8 out of 10 persons in 

the civilian non-institutional population - had some form private 

health insurance in 1975, according to the !!ealth Insurance restitute. 

The same survey reported 250 thousand people in Alaska, (two thirds of 

the civilian population) had private coverage.

The major public programs, U.S. Public Health Service, Medicaid and 

Medicare, provide health coverage to an estimated 2055 of Alaska's civil­

ian population. It is not known to what extent public coverage dupli­

cates private coverage state-wide. However, random sample surveys were 

conducted in 1974-75 in both Anchorage and Kodiak Island Borough with 

questions regarding health coverage. The Anchorage survey reported that 

79.9% of the sample had third party health coverage of some sort, and 

20.1% had none. In Kodiak Island Borough 92.6% of the respondents 

reported third party health coverage, while only 7.4% reported none.

This high percentage of health coverage in Kodiak Island is largely due 

to the high proportions of Indian Health Service eligibles (over 40%) 

and military personnel and dependents (over 25%). Those 7.4% without 

coverage constituted over 20% of the non-Native non-military or military 

dependent population.

The 20.1% of the Anchorage sample without health coverage consti­

tuted over 25% of the non-Native non-military or military dependent 

population in Anchorage.
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If we can assume that a similar percentage (20-25%) of the non- 

Native non-military population state-wide currently are without third 

party health coverage f^om any source, 56 to 71 thousand Alaskans to­

tally lack third party health coverage.

The biggest hole in this coverage patchwork is moderate and low 

income people who are self-employed or marginally employed, or non-union 

employees of an employer who doesn't provide health benefits. These 

people are above the income eligibility standards for Medicaid or Gen­

eral Relief Medical, yet their cash income is not adequate to afford 

either the expense of private health insurance, nor the expense of many 

medical services on a fee-for-service basis. This group includes farm­

ers, shop owners, small contractors, temporary and part-time employees, 

casual laborers, subsistence providers and the unemployed. It also 

includes a large number of non-union workers, particularly those working 

for small employers, such as child care workers, waitresses, clerks, 

clerical workers, delivery truck drivers, gas station attendants and 

construction workers in home building. And of course the dependents of 

these bread-winners normally lack coverage as well.

In Alaska there are many seasonally employed people as well who 

have health coverage only part of the year while they are employed, such 

as loggers and cannery workers. Most construction workers (outside of 

home building) are unionized and have "hour banks" for health benefits 

such that if they work enough hours over the summers their accrued 

health benefits will last through to the next season. However, when 

there is not enough work to go around, many people are not able to 

accumulate enough health coverage to last the winter.
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Health plans vary widely in the services covered and the levels of 

coverage provided. The foregoing analysis distinguished between people 

who have any sort of third party health coverage, and those who have no 

coverage at all. We have not yet considered whether those with some 

coverage have coverage that is adequate to protect them from financial 

hardship. Some policies, for instance, are specialized and cover only 

hospital expenses, or only surgical expenses. Many policies do not 

cover particular services such as prescription drugs, office visits, or 

nursing care outside of a hospital.

In the Anchorage survey, while 20% of the respondents lacked hos­

pital coverage, 24% of the respondents lacked surgical coverage, 46% 

lacked coverage for visits to the doctor's office, 60% lacked dental 

coverage, and 70% lacked mental health coverage.

Many policies have limits on coverage that are exhausted by severe 

illnesses, or require co-payments which can add up to substantial sums. 

Many policies limit their payments to "reasonable charges" as defined by 

the insurance company, regardless of the actual charges, and the con­

sumer must pay the difference.

It is not difficult for a consumer even with some health insurance 

to incur heavy financial losses due to health care expenditures. The 

following statistics suggest that insurance companies in fact are not 

paying the bulk of health care expenses.

While the private health insurance industry claims to serve over 

00% of the nation's civilian non-institutionalized population, in 1976 

t1 ey paid only 26% of personal health care expenditures nationally.

Services Covered
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Government programs paid another 40%, and consumers paid 32% directly. 

The remaining 1% of personal health care expenditures was paid by phil­

anthropic organizations.!

1 "National Health Expenditures, fiscal year 1976", Social Security 
Bulletin, April 1977, page 8 .
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V. POSSIBLE LEGISLATIVE ACTION TO EXTEND COVERAGE

There are several measures which have been conceived to fill some 

of the gaps in health care coverage. Maine, Connecticut, Rhode Island, 

Minnesota, and Alaska have all enacted some form of state assistance for 

catastrophic illnesses. Connecticut and Minnesota have also made some 

cautious steps toward more comprehensive coverage with legislation that 

regulates health insurance carriers, mandating minimum benefit stand­

ards, controlling premium rates, and mandating pooled coverage for high 

risk subscribers. Hawaii has taken the boldest step toward expanding 

health coverage by mandating that all employers subsidize health cov­

erage for their employees. These states are pioneers. Their state 

health insurance programs are new, and are being watched with interest 

by other states.

No state has instituted a universal or a state subsidized compre­

hensive health insurance program. While universal coverage is the goal 

for proponents of government sponsored health coverage, no one has been 

able to develop an acceptable scheme of financing universal coverage, 

either at the state or national level. If universal coverage is not yet 

a viable option for states, we are left with a patchwork approach to 

health coverage, covering only the holes we can reach. The following is 

an inventory of some of the "patches" available to state legislatures, 

in order of decreasing cost to the state.
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