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LEG.1"S.L\<fiTv’E RESEARCH
S-TZO Stride Cap.'tol, Salem, OR 97310-1316

85:295

Reoresentstive Tom Throoc

FROM: : Theresa McHugh, Research Analyst
SUBJECTT" Louisiana and Montana Health Insurance Pools
DATE:: September 25, 19S5

asked Legislative Research to compare bills itroduced in
Louisiana and Montana to establish health insurance poo_ . This

Legislative Purp se

The. legislative purpose of both measures is to insure
avai Lab iLity of health insurance coverage for residents who are
othe.n~t.se uninsurable. All insurers iIn the state must participate
in. the -program. The bills call for the programs to be governed by a
heard, if 1ireccors, overseen by the state Commissioner of Insurance.

Eliigrbility Criteria |

Eligibility criteria to purchase health insurance under both
bills wev.ld include being a state resident for at least six months
priar tff application. The Louisiana bill also would require a per-
scn. to have received health insurance coverage rejections, for
health. reasons, from three iInsurers during the same tine period.
Man.tann."H5 817 would only require rejection from two insurers in
the six: month period. Persons who can only buy insurance with a
rider: that limits coverage for a pre-existing medical condition
wavilLcf he. eligible iIn both states.

Louisianala measure would also give eligibility to persons who
have b<f*en refused coverage similar to the comprehensive health in-
surance- plan or who have been offered similar insurance plans at
higher premium rates. The bill provides exceptions to the
eiilg.ibxl.xty criteria for persons with certain medical conditions,
which, ate to be specified by the board. Louisiana®s bill also
provides a list of persons ineligible for insurance coverage through
the pTaai .



LEGISLATIVE RESEARCH
S-420 State Capitol, Salem, OR 97310-1316

(503) 37S-8571 85:296
TO: Representative Tom Throop

FROM: Theresa McHugh, Research Analyst

SUBJECT: Louisiana and Montana Health Insurance Pools
DATE: September 25, 1985

You asked Legislative Research to compare bills introduced in
Louisiana and Montana to establish health insurance pools. This
memorandum provides information on these similar measures.

Legislative Purpose

The legislative purpose of both measures is to 1insure
availability of health insurance coverage for residents who arc:
otherwise uninsurable. All insurers in the state must participate
in the program. The bills call for the programs to be governed by a
board of directors, overseen by the state Commissioner of Insurance.

Eligibility Criteria

Eligibility criteria to purchase health insurance under both
bills would include being a state resident for at least rix months
prior to application. The Louisiana bill also would require a per—
son to have received health insurance coverage rejections, for
health reasons, from three insurers during the same time period.
Montana®s HB 817 wouiu only require rejection from two insurers 1in
the six month period. Persons who can only buy insurance with a
rider that limits coverage for a pre-existing medical condition
would be eligible in both states.

ouisiana®s measure would also give eligibility to persons who
have been refused cover .~e similar to the comprehensive health in—
surance plan or who havi. been offered similar insurance plans .t
higher premium rates. The bill provides exceptions to the
eligibility criteria for persons with certain medical conditions,
wnich are to be specified by the board. Louisiana®s bill also
p;ovidef a list of persons ineligible for insurance coverage through
the pool.



Representative Throop
September 26, 1935
Page 2

Extant of Insurance Coverage

Under HB 817, the Montana comprehensive health association
would be required to offer a policy that provides the benefits of a
"qualified plan,”™ which means that minimum benefits must cover at
least 30 percent of the services specified in the bill, after an an—
nual deductible fee, which may not be over $1,000 per person.
Coverage would also include a $5,000 per person annual limit on
"out-of-pocket"™ expenses for covered services and there would be a
maximum lifetime benefit of at least $100,000.

Under Louisiana®s pool, the board with the commissioner®"s
approval, would be required to establish major medical expense
coverage, 1including a schedule of benefits, exclusions, and other
limitations which must be commensurate with individual health 1n—
surance provided by the five insurers writing the largest amount of
individual health insurance coverage in the state. A high and low
deductible option would be available to persons buying insurance
through the pool. Factors which would be considered in establishing
coverage are current levels of health care provided in Louisiana and
appropriate medical economic factors.

Pool Insurer Selection Process

Louisiana®s board would select an insurer through a com—
petitive bidding process to administer the pooi for a three year
term. Criteria for selection and the administering insurer®s
responsibilities are specified in the Dbill.

Montana®s association would select a lead carrier to perform
administrative and claims payment functions for the association for
three years. The board would prepare specifications and bid forms,
solicit bids from insurers, and establish selection criteria for the
lead carrier position. The measure specifies that the lead carrier
is an independent contractor for the association and is individually
liable for its actions.

Premium Rates

In Louisiana, initially, annual premium rates could not exceed
135 percent of rates established as appropriate for individual stan—
dard risks and they would never exceed 165 percent of such rates.
Individual standard risk rates are based on the average individual
rate charged by the five insurers writing the largest amount of
health 1insurance coverage in the state. Montana®s premiums would be
calculated in the same way, but may not be less than 150 percent, or
more than 40 percent, of the average premium rates of the five



Representative Throop
September 25, 1985
Page 4

bill requires a study of claims loss experience under the pool afte
the pool has been in operation for two vears.

Status of Measures

Montana enacted HB 817, but So 452 in Louisiana was in commit
tee upon adjournment. The sponsor of SB 452 decided the 1issue war—
ranted further study and introduced a study request on the subject.
At this time, there 1is no specific date for initiation of the study

M Db tit
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T0: REP. NAVARRE, DAVIS, BOUCHER, COLLINS, HANLEY, KOPONEN
PEARCE, SUND AND TAYLOR.

FROM: M/M RICHARD BEAL, BOX 113", PETERSBURG 772-4206
RE: HB 547 HIGH RISK GROUP INSURANCE
ANY INSUANCE BROKER WILL TELL YOU, AS WE HAVE FOUND OUT, THAT

MEDICAL INSURANCE FOR ANYONE THAT, IN THEIR PAST, HAS HAD A
DIAGNOSIS OF CANCER, DIABETES, LEUKEMIA, AND EVEN HIGH BLOOD

PRESSURE, IS PRACTICALLY UNAVAILABLE. 1ﬁﬂm
PLEASE WORK FOR THE PASSAGE OF THIS BILL.
e e S A\f—-
| — - *
#H#TItitiIt#F A ItIt*ititH#E *it#EHItH#IH t# *it# itit*ititit*it# ititw *ifif*it# #itit# it*# it# *it
TO: REP.NAVARRE,DAVIS, BOUCIIER, COLLINS,HANLEY, KOPONEN
PEARCE, SU.ND, AND TAYLOR. ATH
‘mm — im
FROM: M/M LOUISSEVERSON, BOX 507,PETERSBURG, 772-4413 o .
m B /"
RE: HB547 HIGH RISK INSURANCE
MEDICAL INSURANCE FOR ANYONE THAT, IN THEIR PAST, HAS HAD A
DIAGNOSIS OF CANCER, DIABETES, LUEKEMIA AND EVEN HIGH BLOOD
PRESSURE, IS PRACTICALLY NOT AVAILABLE. PLEASE VOTE FOR PASSAGE
OF THIS BILL. b > ‘
r Vv "
THANK YOU. - -
CItItICITititititit meitifitifititicitititititifititicicicicitifiticititititifitifivitKitit-tieitititificit
y - .V
TO: REP. NAVARRE, DAVIS, BOUCHER, COLLINS,HANLEY, KOPONEN,' ”
PEARCE, SUND AND TAYLOR 1 '
FROM:- MRS. DELORES LUND, BOX 723, PETERSBURG .772-3111
RE: HB547 HIGH RISK INSURANCE.
INSURANCE IS UNAVAILABLE TO THOSE WHO HAVE BEENDIAGNOSED WITH .
CANCER, DIABETES, LEUKEMIA. PLEASE HELP THOSE WHO ARE UNABLE TO
GET GROUP HEALTH INSURANCE BY VOTING FOR THE PASSAGE OF HB 547.
itit-itititititititititititititititititieitie Wy Stitititic-ticeitititicititieificf iceicitititiciciciciei -
TO: REP. NAVARRE, DAVIS, BOUCHER, COLLINS, HANLEY, KOPONEN,
PEARCE, SUND AND TAYLOR. Vo . m'
FROM: M/M LLOYD PEDERSEN, BOX 447, PETERSBURG 172-3242 koL e
V.
RE: HP547 * SV

ANY INSURANCE BROKER WILL TELL YOU, AS WE HAVE DISCOVERED), THATIQ’@'
MEDICAL INSURANCE IS UNAVAILABLE FOR THOSE OF US WHO HAVE'BEEN 'J*
DIAGNOSED AS HAVING CANCER, DIABETES, LEUKEMIA AND EVEN HIGH ‘
BLOOD PRESSURE. PLEASE HELP US BY VOTING FOR PASSAGE OF HB 547 - -

THANK YOU.

...... E AN -
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TO REP. NAVARRE, DAVIS, BOUCHER, "COLLINS, HANLEY, KOPONEN, ii
PEARCE, SUND, TAYLOR

FROM AUDREY SAMUELSON, BOX 858, PETERSBURG, AK 772-4851
RE: HB 547— HIGH RISK INSURANCE . '

MY HUSBAND IS A FISHERMAN AND | DON'T WORK, SO WE ARE UNABLE TO
GET COVERAGE UNDER A GROUP HEALTH INSURANCE. WE CURRENTLY HAVE
PERSONAL BLUE CROSS, BUT THEY HAVE EXEMPTED OUR DAUGHTER AS SHE
HAS DIABETES. THEY REFUSE TO COVER HER .FOR ANYTHING. -mpWo M

WE NEED HELP AND SUPPORT THE BILL. ‘

smi m
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3. Timetable

A state medical society should allow approx—
imately one year for the study and implemen—
tation strategy, plus one to several yearn
to put the recommendations into effect.

The project in Wisconsin involved many hours of hard
work, by society members, staff and others. The result,
however, has been rewarding for SMS and promises to pro—
vide an improved public health system for the people of
Wisconsin.

HEALTH INSURANCE LAWS
Risk Sharing Pools

An  Indiana tlaw <creates the |Indiana Comprehensive
Health Insurance* Association, a nonprofit legal entity
composed of health insurance carriers, prepaid health care
delivery plans, and self-insurers who are not exempt from
state 1insurance regulation through action of federal law
or who are political subdivision of the state.

The association 1is to issue policies of health insur—
ance to eligible state residents. A person is eligible
for an association policy when he has been rejected by two
carriers for coverage substantially similar to the associ—
ation plan coverage (without material wunderwriting re—
striction) at a rate equal to or less than the association
plan rate.

The law provides that the rates for a given classifi—
cation may not be more than 130% of the average premium
rate for that class charged by the five carriers with the
largest premium volume in the state during the preceding
calendar year.

An association policy is to provide for a $200 deduc—
tible and a 20% copayment requirement for expenses 1in
excess of the deductible, except that the  maximum
aggregate out-ot-pocket payments for eligible expenses by
the insured in the form of deductibles and coinsurance may
not exceed $1,000 per person or $2,000 per family, per
policy year.

An association policy may exclude coverage for pre—
existing conditions for the first 6 months of coverage for
any condition manifesting itself within the 6 month period
before the effective date of coverage. (S.B. 99)

North Dakota law establishes a comprehensive health
association with participating membership consisting of
insurers with an annual premium volume of accident and
sickness insurance contracts, derived from or on behalf of
state residents, of at least $100,000. The association is
to offer a policy of comprehensive health insurance
coverage to eligible persons.

A person 1is eligible and may enroll in the plan by
showing he is a resident of the state and has been
rejected for accident and sickness Insurance or that
restrictive riders or a preexisting conditions limitation
(the effect of which 1is to reduce substantially coverage



from that received by a person considered a standard risk)
was required by at least two insurers within the previous
six months.

The association is to communicate to the public infor—
mation regarding the existence of the comprehensive health
insurance plan and the means of enrollment. Licensed
accident and sickness insurance agents are to be paid $25
for each applicant referred to the association plan and
accepted.

Insurers that reject an applicant or apply under—
writing restrictions for accident and sickness insurance,
are required to notify the applicant of the existence of
the association plan, the requirements for being accepted
in it, and the procedure for applying to it. (H.B. 1058)

Policy Provisions and Language

New Mexico legislation requires that insurance
policies delivered in the state meet minimum standards of
language simplification to make them easily readable.
(S.B. 378) Another New Mexico law requires that health
*nsuranc_ policies contain certain provisions relating to:
the policy as the entire contract, the time limit on cer—
tain defenses, grace period, reinstatement, notice of
claim, claim forms, proof of loss, time of pnymenl of
claims, payment of claims, physical examinations a“d
autopsy, legal actions, and change of beneficiary.

(S.B. 359)

Breast Reconstruction

Arizona law requires that insurance contracts which
provide coverage for surgical services for a mastectomy
also provide coverage incidental to the patient"s covered
mastectomy for surgical services for breast reconstruction
and for at least two external postoperative prosthcses.
(S-B. 1025)

Alcoholism

A New York law requires that every insurer 1issuing a
group policy which provides coverage for inpatient hos—
pital care must make available and, if requested by the
contract holder, provide coverage for the diagnosis and
treatment of alcoholism or alcohol abuse. (A.3. 1684) A
Utah law requires insurance carriers offering group dis—
ability policies to make available a rider providing for
alcoholism detoxification and treatment. (H.B. 257)

Mental Illness

Insurers and health service corporations transacting
health 1insurance in Montana must make available certain
benefits for the necessary care and treatment of mental
illness. Mental 1illness 1is defined as neurosis, psycho—
neurosis, psychopathy, psychosis, or personality dis—
order. (S.B. 352)



Representative John Sur.d
Pouch V
Juneau, Alaska 99311

John:
I support pour sponsorship of HE 547 creating insurance pools.

You ".rill remember that on September 30 last year I was summarily
dismissed as manager of Ketchikan Senior Services for the weakest
of reasons, a subterfuge for the real reason in my opinion. This
action was token by Sharon Adelraeyer even though the cnnabling legi
laticn gives employment priority to persons 60 years and older.

1 =

3eing 61 years old I am having difficulties. In addition to no
income, | have no health insurance. 1"ve tried to buy Blue Cross
and was turned down.

In that respect I am ono of your "relatively large segment."”
I would bo willing to organise support if that will help.
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MEMORANDUM State of Alaska

o John Geor> DATEFebruary 11, 1986
Director

FILE NO:

TELEPHONE NO

rrom. JiM Jordan subject:COmments HB 547
Insurance Mark( lyst

|/
|.  General Comments

HB 547 provides for a third party medical care financing mechanism for
individual. that p\c either marginally insurable or uninsurable with the
financial ability to pay premiums at level deemed affordable. This Proposal
has a number of technical and practical flaws that, in my opinion, will result
in opposition from the insurance industry,

[I.  Section by Section Analysis

A.S. 21.55.010 . o
This section crearss the Comprehensive Health Insurance Association (CHIA).
Several technical problems exist with the membership criteria. First, Title
21 does not include any provisions to define or regulate "self-insurers" or
"health maintenance organizations" (HMO). The Employee Retirement Income
Security Act of 1974 (ERISA) also would appear to preclude the mandatory
merape.ship of “self-insurers” or any regulation at the state level.
Additionally, it appears that membership does not include hospital or medical
service corporation (e.g., Blue Cross). Currently, HMO's can only be licensed
to do business as an insurer or as a hospital or medical service corporation.
Therefore, references to HMO's should be deleted throughout this act.

Membership is a required condition for continued licensure in Alaska. HB 547
includes that term "d.omg[.acmdent and health insurance" which is not defined
in this proposal or in Title 21. The term found in Title 21 which probably
should be used is "disability insurance". Modification is needed throughout
this proposal.

To be technically correct, the membership criteria should read "all insurers
licensed to transact disability insurance and all licensed hospital or medical
service service corporations". It should be noted that insurers that are
principally Property, and casualty insurers may be included if their
certificate of authority includes disability insurance.

A.S. 21.55.020 . o .
This section establishes the criteria for the selection of CHIA's board of
directors. Again, technical amendments are necessary to  remove

"self-insurers", the term "accident and health", and the term, "health
maintenance contract".

AR 179



A.S. 21.55.030-060 . _

These sections set out CHIA's general powers, oversight by the director,
exemption from the Administrative Procedure Act, and exemption from state
taxation of its premiums.

A.S. 21.55.100 . . _ . .

The director is required to establish the configuration of henefits for the
CHIA's plan by regulation. It should be noted that the state plan will also
have to include a Medicare supplement plan.

A.S. 21.55.110

CHIA's plan is to be administered by a writing carrier selected for three year
period by the competitive bid process. The writing carrier is to provide
those administrative services normal to any health insurance plan. The CHIA
is required to adopt cost accounting methods to substantiate the writing
carrier's administrative expenses. A.S. 21.55.120 limits those expenses to
15%bof the premiums with any excess administrative costs assessed to all
members.

A.S. 21.55.120 _ -

Subsection (b* provides for an employer to make contributions to the state
lan on behalf of its eligible employees dlrectlélt_o the writing carrier.
his provision will tend to complicate the premium billing function.

As mentioned previously, subsection (c) limits the administrative expenses to
15% of premiums. My interpretation of this ﬁrovmon is that an expense
factor not to exceed 15% may only he used in the promulgation of the rates.
To the extent that that actual or normally anticipated administrative expenses
exceed 15%, the actuarial integrity of the rate basis is in question. This
subsection would appear to conflict with the rate basis criteria that the
rates be self-suor)portlng and based on sound actuarial principles as set in
A.S. 21.55.250(d). The established ceiling level may also inhibit the
competitive bidding process and may be insufficient to cover a writing
carrier's fixed cost if there is minimal participation.

Assessments to all members on a proportionate basis for claims which exceed
the premiums and administrative expenses which exceed the ceiling set in
subsection (c) are provided for in subsections (d) and (e). However, these
subsections do not stipulate whether the need for assessment is to be on an
"incurred” or "paid" basis. Theoretically, the assessments should he based on
an incurred basis, but practical consideration would probably dictate a cash
basis. However, it must be recognized that on a cash basis a member insurer
leaving the association may end uP having been assessed either too little or
too much dependent upon the development of those claims that were incurred
while the insurer was a member.

Any excesses of premium over claims and expenses are required to be held at
interest for future losses, or to reduce future premiums. The member insurers
sustain all losses and do not participate in any of the ?alns.. In essence,
any assessments are another form of taxation which ultimately is paid by the
member insurers' stockholders and/or policyholders.



A.S. 21.55.200-210 . . _

.Ell%yb)llty for enrollment in the state plan is predicated on a person's
inability "to obtain similar coverage or to obtair it without restrictive
riders, ‘a more restrictive pre-existing conditions limitation, or rated above
standard rates. The director may determine what evi ';nce would Prove meeting
those requirements and would be embodied in the Cc tificate of eligibility
called for in A.S. 21.55.210.

A.S. 21.55.220

The writing carrier is reguired to determine eligibility and to accept or
reject coverage within 30 days of receiving an application. Upon receipt of
the first month's premium and determination_ of eligibility, coverage s
retroactive to the date of the application. This section would indicate the
monthly mode of premium payment as the required mode (as opposed to quarterly,
semiannually, or annually).

A.S. 21.55.230 . o _ N

The plan will not provide coverage for a pre-existing medical condition for
the first six months of coverage under the plan if the applicant was diagnosed
or treated for that condition dun_nP the 90 days preceding the application
date. This is a mechanism which will help prevent anti-selection against the
E_Ian. ~However, it is more liberal than most pre-existing conditions
imitations and is more liberal than the NAIC Model. The NAIC Model contains
longer time periods for non-coverage and for the treatment or diagnosis period
(twice as long in both cases). Additionally, the NAIC Model also includes
tc)opddlt(|jonstfor which an ordinarily prudent person - uld have sought treatment
ut did not.

A.S. 21.55.240 o _ .
Marketing and awareness criteria and procedures are established m this
section.  The association s re(\uwed to devise and implement a public
awareness program.  Each individual member that rejects standard coverage or
applies restrictions to the coverage and/or rates-up for an applicant must
notify the applicant of the state plan, eligibility requirements, and
application procedures.

This section would allow all licensed agents to market the state J)llan. It
might be advisable to limit this to only agents licensed to sell disabhility
insurance and to brokers similarly qualified. This would provide some quality
control, but would still provide for a sufficient number of persons to market
the state plan.

A.S. 21.55.250 . . . .
Standards for the establishment of the ﬁremmm rates are established by this
section. The rat2s are to be established on the basis of sound actuarial
principles and are to be designed to be self-supporting. However, the maximum
rates charged may not exceed 125% of the average of the standard rates charged
by the five insurers with the Iarﬁest_number of Alaska residents covered by
equivalent plans of insurance. The director needs to establish criteria to
determine actuarially equivalent plans and collect data regarding the number
of persons covered in each plan in order to determine the five whose rates are
going to be used. (This would represent data that currently is not reported
to the various states via the NAIC convention blank). Next, each of these
five insurers' rates for their plan that is actuarially equivalent to the
-3-



state plan would have to be determined and be verified as being actuarially
sound.  This process would be very time-consumirg, complex, and costly for
both the insurance industry as well as the director. This process is
undertaken to merely establish that amount of ﬁremmm which is deemed
affordable (i.e., a premium "“hat is 25% higher than that for a standard
insured). | suspect this to be the intent as | find it difficult to believe
the excess morbidity for this target population does not greatly exceed 25% of
standard. Therefore, it is my opinion that this subsection éd{) conflicts with
the other subsections. Actually, | would expect that the difference between
rates set by sound actuarial principles and the maximum rate level established
by this section would equal the amount of additional assessments made to the
association members.

A less costly approach might be to select the five largest insurers on t

basis of their total disability premium written in Alaska. Each of thes
insurers would then provide the director with their determination of the ra

structure for a standard insured for the state plan benefit configurations.
These five rate structures would then be averaged with the average then
multiplied by a factor of 1.25 to arrive at the "affordable” rate to be
charg'd. This approach would still require the director to contract with a
qualified actuary, annually, to determine the structural compatibility and
actuarial soundness of these five rate structures.

A.S. 21.55.300 . . _ . . .
The duties of the director are outlined in this section. Most of the duties
are already inherent in the remainder of this act or in other sections of
Title 21. "The exceptions being apﬁomtment of advisory committees, ensure the
coordination of the state plan with governmental medical assistance programs,
and to undertake demonstration programs to develop awareness of the state
plan. No doubt, if enacted, this proposal would require additional ctaff time
as well as additional contractual expenditures.

A.S. 21.55.350 . -
This section defines three terms - "association", "state plan", and "writing
carrier",

I11.  Summary and Conclusion

Until all third party financers of medical care can be included in the
association (e.g., self-insurers), | would recommend that this and similar
proposals not be sugported. Also, any such proposal that involves hidden or
Indirect taxation should not be supported. The provision of a third party
financing mechanism for uninsurable individuals, in the classical sense, 1S an
admirable goal and one in which we need to strive to achieve. However, the
cost to society ought not be hidden and should be spread equitable and fairly
across our entire population.

Intmy opinion, the insurance industry will vigorously oppose this proposed
act.



HB 547

An Act relating to health insurance.

SECTIONAL ANALYSIS
Prepared by Rep. John Sund®"s office.

ARTICLE 1

Sec. 21.55.
Sec. 21.55.
Sec. 21.55.
Sec. 21.55.
Sec. 21.55
Sec. 21.55.
AP.TICLE 2

Sec. 21.55
Sec. 21.55.

010

020

030
040

.050

060

.100

110

creates the Comprehensive Health Insurance Association,
a nonprofit corporation with membership consisting of
all insurers, self-insurers and health maintenance
organizations operating in Alaska. Insurers and HMOs
must be members of the association in order to do
business 1In the state.

sets a seven-member board of directors selected by
association members and approved by the director of the
state Division of Insurance.

describes the association®s cr”neral powers.

subjects association articles, bylaws and operating
rules to the approval of the director of the Division
of Insurance.

exempts the association from the Administrative
Procedure Act.

exempts the association from taxes.

establishes the minimum coverage the association must
offer for the state accident and health insurance plan
as required by the director of the Division of
Insurance and offers HMO contracts in applicable areas.

establishes a bidding procedure for selecting a writing
carrier for the state plan for thre-; -year terms. The
carrier can be an association member and will perform
the administrative and claims payment functions for the
state plan. The carrier will report monthly to the
association and +-he director and will be reimbursed

from state plan premiums for administrative expenses
Iincurred.

Sec.21.55.120 allows enrollment in the state plan to all eligible

people and requires that at least 85% of the premiums
must be used to pay claims.

*ssocitation members will share the claim losses and
administrative expenses that exceed premium payments.
Each member will contribute to the association an amount
based on that member®s share of all accident and health
Insurance premiums paid in the state.

Assessments will be made yearly but the association,
with the director®s approval, may make interim
assessments. Any net gains will be held at interest to



ARTICLE 3

Sec. 21.55.200
Sec. 21.55.220
Sec. 21.55.230
Sec. 21.55.240
Sec. 21.55.250
ARTICLE 4

Sec. 21.55.300
Sec. 21.55.350

offset future losses.

sets eligibility requirements for the state plan as:
rejection by at least one association member for a
standard health insurance policy within the previous
six months; or requirement of a restrictive rider; or
pre-existing condition limitation v/hich substantially
reduces the standard coverage.

and requires that a person ceasing state residence
would lose his or her eligibility.

requires the state plan writer to respond to the
applicant within 30 days of receiving the application.

exempts coverage for pre-existing conditions during the
first six months of the state plan coverage for
conditions diagnosed in the 90 days preceding
application.

requires that the plan be advertised, tothe publicand
that the carrier pay a $50referral fee to every
insurance agent v/ho refers an accepted applicant to the
state plan. An insurer who rejects or restricts a
policy must tell the applicant about -che state plan.

sets the maximum premium for the state plan at 125% of
the average of rates charged for similar insurance by
the five largest accident and health insurers 1in the
state.

explains the duties of thedirector of the Division of
Insurance in regard to thestate pj.an.

offers chaptei definitions.
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HB 547

An Act relating to health insurance.

OVERVIEW
Prepared by Rep. John Sund®"s office.

Standard accident and health insurance coverage is denied to people
considered high risks, such as older individuals and those who have
previously suffered from illnesses.

Even 1f coverage 1is offered, 1insurers often place restrictive riders
or limitations on preexisting conditions.

HB 547 would establish a nonprofit, statewide association of all
accident and health insurers and health maintenance organizations in
the state. The association would offer accident and health insurance
to those state residents unable to obtain standard coverage. Certain
eligibility requirements would be set.

The association members would share the cost of claim payments 1in
excess of premium income through periodic assessments. Bylaws, board
of director selection, operation procedure and selection of a
writing carrier would be subject to the approval of the state
Division of Insurance.

HB 547 1s modeled after 1976 Minnesota legislation. At least eight
states have high-risk health insurance pool laws, according to the
House Research Agency (see attached report, page 3).

The Minnesota program has "been working very well,”™ according to
John Ingrassia of the Minnesota Department of Commerce. He said that
10,400 people are now in the program. That number does not include
those who were previously enrolled in the program.

Mr. Ingrassia also said that the insurers, by and large, did not act
adversely to the pool upon 1its inception. Some 43 insurers of the
700 operating in Minnesota at the cime left the state. But those
companies represented less than 1% of the accident and health
insurance business in the state. And most of those companies have
tried to reenter the state, he said.

Since the legislation, Minnesota has chosen to partially subsidize
the program which has prevented any real cost to the 1insurers. But
the subsidy of $4 million has been minimal in terms of the state
budget, according to Mr. Ingrassia.

Connecticut has had a similar program since 1975 and has continued
the approach of assessing insurance companies Tfor excess costs. The
plan has not incurred costs to the state. (See research report).



PRESENTATION OF JOAN GAUMER

| am Joan Gaumer, representing Blue Cross of Washington and
Alaska. Blue Cross recognizes the problems of high risk
individuals a<d supports programs which provide an equitable
method to provide coverage for persons who cannot obtain
coverage through regular programs.

HB 5*17 seems to be directed toward this problem. It is,
unfortunately, not drafted with sufficient understanding of the
health care insurance industry to be able to offer a workable
alternative. I'd like to address some particulars of the bill.

In AS 21.55.010 membership includes insurers, HMO's and
"self insurers". | see three problems here.

1. | believe you meant to include Blue Cross of Washington
and Alaska, but wp are not an insurer, an HMO, or a self
insurer and are not included in the bill.

2. HMO's are not licensed or authorized in this state.

3. You do include "self insurers". This term is not
defined and seems to ignore the constraints of ERISA.
ERISA, the Employees' Retirement Income Security Act,
is federal legislation, passed in 197*1, which precludes
state insurance laws from impacting any employer which
self funds its employee health benefit program. |
believe you will find that this Association cannot
include employers who self fund.

I'f that is so, this proposal will once again impact those



of us who are in the business of health care coverage and make
self funding of benefits that much more attractive to the
employer. The State of Alaska, when benefits are self funded,
loses its control to require adequate reserves, reasonable
benefi; design, and consumer protection issues such as unfair
claims practices.

In general powers, AS 21.55.030, you allow the association
to sue and be sued. You do not specify to what limits the
members of the association would be at risk. Is it limited to
the assets of the association? Or would a suit be able to top
the non-risk-pool assets of the carriers who participate? In
our litigious society, chat is not an idle question.

In AS 21.55.050 you exempt the Association from the APA.
However, you create a non-profit incorporated legal entity which
s not a state agency anyway. You place some (actuaries)(?) under
the Division of Insurance. If they issue regulations, do they do
that exempt from notice requirements of the APA? We question
this exception and ask that you reconsider this provision. AS
10.20 governs non-profit corpoiationsc how does this affect this
Association?

You infer, on page 5 (subsection (b) of AS 21.55.120, that
an employer may cover his "bad risk" employees through this
program. That would abrogate the idea of group insurance as we
know it. It will legalize dumping of poor risk employees. Some
carriers will welcome that, since it will lay poor risk into the

state pool and lower costs for coverage to the employer who can



eliminate from hie group any employee with chronic or progressive
conditions. We believe it will become a standard business
decision and should not be encouraged.

Sub-section (c) of AS 21.55.120 sets an 85? loss ratio.
You state that as a percent of "state plan premium" which is not
defined. If that term means only the premium paid by enrollees
at 125? of average premium, then the writing carrier will be, in
our opinion, unable to meet that loss ratio. If "state plan
premium" includes the subsidization funds from insurers in the
state, you can probably expect to be barely able to reach the 85?
f:.gure.

Advertising and referral fees as required in AS 21.55.2"0,
etc. will be high costs and our actuary estimates that claims
paid can be expected to run at 200-300? of subscriber premium,.

In AS 21.55.200, you make eligibility dependent on one
rejection, a rider or a preexisting condition limitation for
substantially similar coverage. How do you determine sub-similar
if there are $200, $500, $1,000 deductible options and
(different)( ?) benefits? Most standard contracts have
preexisting condition limits. This bill includes one for persons
enrolling in this coverage. |If you were diagnosed or treated for
a condition within a set number of months before coverage, that
preexisting condition is not covered for a set period of time at
the beginning of the contract. That individual does not belong
in a high risk pool. Eligibility based on preexisting limitation

should be rtricken.



Other states laws and NAIC model legislation in this area
require rejection from two carriers before a person is eligible.
That is not an onerous requirement and it is a much more
realistic standard for eligibility into this program,

The eligibility based on one rider is also not realistic.

It assures that this state program will cover persons who can
receive standard coverage with reasonable restrictions.

AS 21.55.210(2) allows spouse and children to be covered in
the high risk plan. It would make no sense economically for me
to cover my son or daughter in a high risk plan at higher premium
costs if they are an average person without medical problems. We
believe it is a meaningless provision and should be stricken.

In AS 21.55.21J0, subsections (c) and (d) seem to
unnecessarily increase costs. In (c) you require a $50 referral
fee, as well as a requirement in (d) that a rejected applicant be
notified of the plans by the insurer rejecting. There will be
many cases where a rejection automatically triggers a $50
referral fee. That may be an unnecessary administrative cost.

AS 21.55.250 sets the maximum premium at 125% of the
average of rates changed by five insurers covering the largest
numbers of Alaskans. You must, if the premium is to be anywhere
near realistic, make that determination based on the five
insurers offering J.idividual non group coverage. Our actuary
also suggests that the premium be based on age-rated products
and should be age-rated itself. There should also be a

requirement in the law that the cap of 125§ be reviewed annually

M



and raised as needed, as carriers refile their rates to assure
that it remains reasonable. To effect this you may want to
allow the Division of Insurance to establish and modify the cap
through regulations.

The premium for an HHO is seemingly accepted per se on a
per HMO basis. Since Medicare risk contracts with HMOs are
based on a correlation to 957 of fee for service charges it the
same area, Yyou may want to revise this language to assure some
compar bility between the HMO cost and the 125? premium for
persons using traditional coverage.

In summary, Blue Cross of Washington and Alaska opposes this
proposal in its present form. It will, due to the federal
requiremf s of ERISA, make the provision of coverage more
expensive for admitted carriers while allowing employers who
self-fund their benefits to provide coverage over which the state
Division of Insurance has no control.

't would, as drafted, allow employersto shift their
chronic higher risk employees over to thispool, lowering their
insurance costs at the expense of all other Insured persons in
the state, and if a self-funded employer did this, he/she would
escape the cost entirely!

The eligibility requirements are not stringent enough and
will create too large a pool, essentially putting the state pool
in competition with private carriers who also have the "privilege"
of subsidizing the costs of these persons.

Blue Cross of Washington and Alaska would be pleased to



assist you or your staff in any way we can as you work on this or
similar legislation. We recognize the problem you are trying to
solve, but we urge you to fashion asolution which does not un-

fairly impact those of us who are striving to provide affordable

coverage for the citizens of this state.
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BY SUND,M.M.HILLER,HURLEY,

IN THE HOUSE DUNCAN ,NAVARRE.AND DAVIS

HOUSE BILL NO. 589
IN THE LEGISLATURE OF ~«E STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relatir to participation in the state group

life and health insurance policies by residents; and

providing for an effective date."”

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 39.30.090 is amended to read:

Sec. 39.30.090. PROCUREMENT OF GROUP INSURANCE. The Department
of Administration may obtain a policy or policies of group insurance
covering state employees, persons entitled to coverage under AS 14.-
25.168, AS 22.25.090, AS 39.35.535 or former AS 39.37.145, [OR] em-
ployees of other participating governmental units, or eligible resi-
dents, subject to the following conditions:

(1) A group insurance policy shall provide one or more of
the following benefits: life insurance, accidental death and dismem-
berment insurance, weekly indemnity insurance, hospital expense insur-
ance, surgical expense insurance, dental expense insurance, audio-
visual insurance, or other medical care insurance.

(2) Each eligible employee of the state, the spouse and che
unmarried children chiefly dependent on the eligible employee for
support, and each <”igible employee of another participating govern-
mental unit shall be covered by the grorp policy, unless exempt under
regulations adopted by the commissioner of administration.

(3) A governmental wunit may participate under a group
policy if

(A) its governing body adopts a resolution authorizing

-1- HB 589



participation, and paymentof required premiums;

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

(C) the commissioner of administration approves the
pa :t oipation in writing.

(4) The Department of Administration shall obtain the
insurance policy from an [ANY] insurer authorized to transact business
in the state under AS 21.09 and AS 21.90.

(5) The Department of Administration shall make available
bidspecifications for desired insurance benefits to all insurance
carriers licensed in the state and qualified to provide the desired
benefits. The specifications shall be made available on or before
July 1, 1965, and at least once every succeeding Tfive years. The
lowest responsible bid submitted by an insurance carrier with adequate
servicing facilities shall govern selection of a carrier under this
section.

(6) If the aggregate cf dividends payable under the group
insurance policy exceeds the governmental unit’s share of the premium,
the excess shall be applied by the governmental unit for the sole
benefit of the employees.

(/; A person receiving benefits under AS 14.25.110,
AS 22.25, AS 39.35, or former AS 39.37 may continue the 1life insurance
coverage that was in effect under this section at the time of termina—
tion of employment with the state or participating governmental unit.

(8) A person electing to have insurance under (7) of this
section shall pay the cost of this insurance.

(9) For each permanent part-time employee elect: ig coverage
under this section, the state shall contribute one-half the state

contribution rate for permanent full-time state employees, and the



permanent part-time employee shall contribute the other one-half.

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

(11) An eligible resident may participate if the resident
applies on forms provided by the department, pays the cost of the
insurance and the administrative fee set by the department, and the
commissioner of administration approves the application in writing.
Sec. 2. AS 39.30.095(a) is amended to read:

(a) The commissioner of administration shall establish the group
health and life benefits fund as a special account in the general fund
to provide for group life and health insurance under AS 39.30.090 and
39.30.160. The commissioner shall maintain accounts and records for
the fund. The fund Consists of employer contributions, employee
contributions, resident contributions, appropriations from the legis—
lature, and interest earned on investment of the fund as provided in
(d) of this section.

Sec. 3. AS 23.30.095(b) is amended to read:

(b) After obtaining the advice of an actuary, the commissioner
of administration shall determine the amount necessary to provide
benefits under AS 39.30.090 and 39.30.160 and shall set the rate of

employer contribution, resident contribution, and employee contri-



10
11
12
13
14
15
16
17

bution, if any. The commissioner of administration shall pay premiums
and claims in accordance with the insurance policies in effect under

AS 39.30.090 and 39.30.160 with money in the fund.

*Sec. 4. AS 39.30.100 is amended by adding a new paragraph to read:

(4) “eligible resident”™ means a person who is a resident
and who has been a resident, except for absences from the state for
military service or necessary medical care, for the 12 consecutive
months immediately preceding the date of application.

*Sec. 5. By January 1, 1987, the commissioner of administration shall
secure a group health and lifepolicy or policies to provide coverage for
persons who will become eligible for coverage under amendments made by fnis
Act.

*Sec. 6. Sections 1 - 4 of this Act take effect on the date that the
commissioner of administrationhas secured coverage under sec. 5 of this
Act.

*Sec. 7. Section 5 of this Act takes effect immediately in accordance

with AS 01.10.070(c).

HB 589 -4-
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TESTIMONY OF GRACE PLEASANTS
IN RE HOUSE BILL 556

My name is Grace Pleasants and 1 am President of GL
International Trade, Inc. GL International Trade, 1Inc. 1is an
Alaska-owned and Alaska-based importer and distributor of
distilled beverages, wines and beers into Alaska. We operate 1in
competition with three large Seattle-based, exclusive distri—
butors who distribute distilled beverages, wine and beer into
Alaska. GL purchases from brokers on the parallel market 1in
Europe. There are no exclusive distributorships 1in Europe
because the common market does not allow it.

This 1is different from the system 1in the United States
where there are exclusive dealerships. These exclusive dealer—
ships are just what the name implies - an exclusive monopoly
arrangement which precludes competitors from purchasing the brand
and reselling it. This allows each of the middle-men a far
higher markup than the European system. By purchasing our
product in the competitive European system, we are thus able to
realize a major savings which we pass on to our retailers, who in
turn pas.* 1t on to Alaskan consumers. (Incidentally, competition
with us has forced one of the big three exclusive Seattle dealers
to lower 1i1ts rate to Alaska retailers.)

What the legislation before us does by 1its definition of
primary source 1iIs to establish what is known as a sole source
distributorship. That is, it would freeze into law the franchise
type system which has been used in Alaska for the benefit of the

middle-men importing the product from Seattle to Alaska.



While we agree with the tax philosophy espoused by
Representative Ringstad (that all parties pay their taxes), we
believe 11t entirely 1inappropriate for sole source legislation to
slip in through the back door as part of such tax legislation -
particularly because the 1issues that this law would resolve are
presently before the courts.

GL has defeated an attempt by the big three Seattle

exclusive distributors to preclude i1t from purchasing on the

parallel market 1in Europe. These 1issues still need to be
resolved by the court. It 1s safe to say that it will take at
least the remainder ofthis year for this to occur. We would

urge that the Alaska Legislature not 1involve itself 1in the
process until the courts have completed their work.

The j isues before the Court ho/e nationwide signifi—
cance. Washington State, which 1is a controlled State, also
purchases iIn Europe. The exclusive dealers threatened to sue
that State, which 1iIn turn threatened to pull all the dealers®
products from Washington®s controlled beverage stores.
Naturally, the exclusive dealers chose not to take on the State
of Washington but focused instead on GL. GL can hold 1its own 1in
court. Apparently, that is why the big three Seattle
distributors are seeking sole source legislation. We believe it
unfair for the Legislature to intervene for one party or the

other in the lawsuit.



If the Legislature does wish to intervene, we urge that
it first fully understandthe implications of such legislation
upon the Alaska consumer, the Alaska small business people and
the system of aistri! ution of distilled beverages, wine and beer
into Alaska. Further, we think 1t 1Is necessary for the
Legislature to understandthefederal structure of regulating
this industry before any State action 1is taken.

I would be glad to answer any questions you may have.
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Fish or Gars
Fanning
(license fee)

State Toll
Facilities
(Whittier
toll road)

['lcoholic
Beverages
(sales and

shipping)

Attorney
Trust
Account
(authorizes)

INTRODUCTION OF BILLS (House)
SSHB 458. (cont'd)

The substitute would also require agencies to include in the
summaries of proposed regulations a summary of the initial
justification of need, and expand the criteria governing the
Information to be included in the justification. It also would
require an agency to provide in writing the reasons for denying a
petition seeking the adoption, amendment or repeal of a regulation.

Introduced February 10 and referred to State Affairs and Judiciary.

SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 510 by Reps. Larson

and Jenkins. A biennial license for fish farming would cost

$200, as would a biennial license for game farming. Differen-
tiates game bird farming - that category is $20 for a biennial
license. Game farming includes game mammals or game reptiles.

Introduced Feb. 14 and referred to Resources and Finance.

HOUSE BILL NO. 555 by Reps. Cato and Szymanski. Identical
to SB 374, see page 87).

Introduced February 10 and referred to Transportation, then
Finance.

HOUSE BILL NO. 556, by Rep. Ringstad. Amends AS 04.11
(Alcoholic Bevera%es. Llcensmgg by adding a new subsection

which would prohibit a primary source of supply from sell-

ing or shipping alcoholic beverages into the state without an
|nv|0|ce from the primary source to a wholesaler licensed under this
title.

Defines “primary source of supply" as the distiller, producer or
owner of the alcoholic beverage at the time it becomes a marketable
product and the party identified as the primary source's agent.

Also provides that the license of a licensee who violates this
section shall be suspended for a period of not more thar. one year.
Would take effect 7/1/86.

Introduced February 10 and referred to Labor and Commerce, Finance.

HOUSE BILL NO. 557. by Reps. Duncan, Clocksin, Gruenberg

and Wallis. Would authorize an attorney or law firm to

establish and maintain an interest bearing insured demand

trust account in r deposﬁorr institution and deposit in that
account ali client funds that are nominal in amount or are held for
a short time. Also would authorize the interest to ba remitted to
a foundation designated by the Alajka Bar Assn. to be expended to
provide civil legal services to indigent persons. The act would
take effect upon the adoption of a resolution bY the bar
association's board of governors designating a foundation to
receive funds under the act.
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Introduced: 2/11/86
Referred: Labor & Commerce
and Judiciary

IN THE HOUSE

HOUSE BILL NO. 562
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the adoption of byl

BE

cooperative.”
IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 10.25.070 is amended to read:
Sec. 10.25.070. BYLAWS. The board of directors shall
first bylaws of a cooperative to be adopted following an
tion, conversion, merger or consolidation. Thereafter the

OR] district delegates 1in cooperatives hiving three or more

BY SHULTZ

aws by

a

adopt the

incorpora—

[MEMBERS

districts

that are not connected by a road system to another district of the

cooperative may [SHALL] adopt, amend”™ or repeal the bylaws by the

affirmative vote of a majority of the [THOSE MEMBERS OR]

district

delegates voting on the adoption, amendment” or repeal at a meeting of

the [MEMBERS OR] district delegates. In all other coopera

tives the

members shall adopt, amend, or repeal the bylaws by the affirmative

vote of two-Uiirds’of-the~members. vobing on the adoption,

or rep;gf'atgh meeting of the members. J\The bylaws shall
[FORTH] the rights and duties of- members, district deleg
directors and may_contain other provisions for the regul

management of the affairs of the cooperative consistent [NOT

amendment

set out

ates™ and

ation and

INCONSIS —

TENT] with this chapter or with the [ITS] articles of incorporation of

the cooperative.

B 562



BACKGROUND FO”HB 562

The purpose of this bill is to equalize the powers of communities served

by one cooperative.

Uner the present statute, delegates for each community are elected on

the basis of one delegate to 100 members. A delegate is given all of the
powers of the members and based on the lobbying efforts of the
membership can direct the coopoerative with little effort in the direction
they want it to take. There are times when this is harmful to the
cooperatives final goals. Delegates from a larger community can cause
undue economic harm to the smaller community served by the cooperative
just by pooling their votes for development of the cooperative in the
larger community. This was not the purpose of Introducing the cooperative

concept. This bill will also prevent this unbalanced display of power.

The bill will require a majority of all voting members of the cooperative
to change the by-laws. It will prevent frivolous use of delegates powers
to change by-laws or make policy changes or other management decisions

inconsistent with the articles of incorporation of the cooperative.

There is an extreme need for this bill in some parts of Alaska and your
consideration of its passage will assist smaller member communities to

maintain their equality with the larger member communities of the cooperative.



ANALYSIS OF*HB 562

Section one amends AS 10.25.070 by changing by laws.
Line 13 thru line 18 states cooperatives that include 3 or more
districts not connected by road will retain the delegate system of

representation at annual meetings.

Line 18 thru line 22 recommends a change back to full voting membership
control for those communities connected by road and under one
cooperative. States it will take a vote of the majority of those
members voting to adopt any major changes in the by-laws of the

cooperative . Voting maybe done in meeting or by mail.

Line 22 thru line 27 describes the provisions for regulations and rights
of members, delegates and directors consistent with the articles of

incorporation.

Line 28 to end of Bill describes methods of voting.
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April 2, 19B6

Representative Mike ftavarre, Chairman
House Labor and Commerce Committee
Route of Representatives

Ponch V

Juneau# AK 99813

Re: Honae Bill 562
Dear Mr, Chairmant

This letter which is written at the request of this
fine"s client Copper Valley Electric Association, Inc. (CVEA),
will explain the background that led in part to the introduction
of House Bill No. 562,

CVEA 1s divided into two (2) districts: the Copper
River Basin and the Valdez Districts. The cooperative uses a
delegate system for emending its Bylaws. Pursuant to the
existing Bylaws# three OI't of 10 delegatee can call a special
meeting. Recently, three delegates attempted to call a Special
meeting, one of the items on the agenda was a possible move of
the headquarters of CVEA from Glennallen to Valdez. No member
notice was given. A great deal of concern arose from some of the
residents of Glennallen that Glennallen would lose a major
employer in the area. CVEA’s staff was also concerned because Of
commitments made by them for housing in Glennallen and family
considerations. Further# some CVEA Board members were concerned
that 1t would not be economically Wise for the Aove to be made.
Finally, there was A general concern that the members were not
even notified of the proposed move.

CVEA has 1755 voting members. Because of the way the
delegate system works# ten members, as delegates# could vote to
move the headquarters without membership notice or approval or
input and consideration by the Board,

The purpose of Rouse Bill 562 i1s to leave that kind of
decisionmaking up to a majority of the members. The advantage to
membership voting is that ballot propositions would be placed
before the membership, an opportunity would be given for the
membership to hear the pros and cons of the propositions# and a
considered vote could be made by the membership.



Rep, Mike Navarre, Chairman

Bouse Labor and Ccawserco Committee
April 2, 29B6

Rage

The district delegate method of VOtinig does not SOtta
appropriate when only three out of 1755 members could call for
such a proposition and, with the concurrence of seven other
delegate members, wake such a decision for the cooperative.

i - m N -

The proposed law will still allow basic majority
control by the Membership for changes) in this manner, all
members will have the opportunity to vote and not just a Belact
few delegates.

Very truly yours.

hoge and lekisch
Attorneys for Copper Valley
Electric Association, Inc.

ABK/sib/AHVI112G
cc: Copper Valley Electric Association, Inc.
Alesha Rural Electric Cooperatives Association, Inc.
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April 2, 1986

Ifir
Representative Mike Navarre, Chairman
House Labor and Commerce Committee
House of Representatives
Pouch V
Juneau, AK 99811

Re: House Bill 562
Dear Mr. Chairman.

This letter which 1s written at the request of this
firm*s client Copper Valley Electric Association, Inc. (CVEA),
will explain the background that led in part to the introduction
of House Bill No. 562.

CVEA 1s divided into two (2) districts: the Copper
River Basin and the Valdez Districts. The cooperative uses a
delegate system for amending its Bylaws. Pursuant to the
existing Bylaws, three out of 18 delegates can call a special
meeting. Recently, three delegates attempted to call a special
meeting. One of the items on the agenda was a possible move of
the headquarters of CVEA from Glennallen to Valdez. No member
notice was given. A great deal of concern arose from some of the
residents of Glennallen that Glennallen would lose a major
employer in the area. CVEA"s staff was also concerned because of
commitments made by them for housing in Glennallen and family
considerations,, Further, some CVEA Board members were concerned
that it would not be economically wise for the move to be made.
Finally, there was a general concern that the members were not
even notified of the proposed move.

CVEA has 1755 voting members. Because of the way the
delegate system works, ten members, as delegates, could vote to
move the headquarters without membership notice or approval or
input and consideration by the Board.

The purpose of House Bill 562 is to leave that kind of
decisionmaking up to a majority of the members. The advantage to
membership voting is that ballot propositions would be placed
before the membership, an opportunity would be given for the
membership to hear the pro®. and cons of the propositions, and a
considered vote could be made by the membership.



Rep. Mike Navarre, Chairman

House Labor and Commerce Committee
April 2, 1986

Page 2

The district delegate method of voting does not seem
appropriate when only three out of 1755 members could call for
such a proposition and, with the concurrence of seven other
delegate members, make such a decision for the cooperative.

The proposed law will still allow basic majority
control by the membership for changes; 1in this manner, all
members will have the opportunity to vote and not just a select
few delegates.

Very truly yours,

HOGE and LEKISCH
Attorneys for Copper Valley
Electric Association, Inc.

Andrew E. Hoge U

AEH/ms/AHVI11126
cc: Copper Valley Electric Association, 1Inc.
Alaska Rural Electric Cooperatives Association, Inc.



15

16

17

18

19

23

24

25

26

27

28

29

WORK DRAFT WORK DRAFT WORK DRAFT

Bannister
3/6/36
IN THE HOUSE BY SHULTZ
SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 562
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the adoption of bylaws by a

BE

cooperative.ll

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 10.25.070 is amended to read:

Sec. 10.25.070. BYLAWS. The board of directors shall adopt the
first bylaws of a cooperative to be adopted following an 1incorpora—
tion, conversion, merger or consolidation. Thereafter the [MEMBERS
OR] district delegates in cooperatives having three or more districts
that are not connected by a road system to another district of the
cooperative may [SHALL] adopt, amend™ or repeal the bylaws by the
affirmative vote of a majority of the [THOSE MEMBERS OR] district
delegates voting on the adoption, amendment”™ or repeal at a meeting of
the [MEMBER? OR] district delegates. In all other cooperatives the
members shall adopt, amend, or repeal the bylaws by the affirmative
vote of a majority of the members voting on the adoption, amendment,
or repeal either at a meeting of the members or by mail ballot without
a meeting. The bylaws shall set out [FORTH] the rights and duties of
members, district delegates™ and directors and may contain other
provisions for the regulation and management of the affairs of the
cooperative consistent |[NOT [INCONSISTENT] with this chapter or with
the [ITS] articles of incorporation of the cooperative.

Sec. 2. AS 10.25.120 is amended to read:

Sec. 10.25.120. VOTING. Each member 1is entitled to one vote on

each matter submitted to a vote (1) at a meeting of the members or (2)

-1- SSHB 562



WORK DRAFT WORK DRAFT WORK DRAFT

by mail ballot permitted by AS 10.25.070. Each member of a district
is entitled to one vote on each matter submitted to a vote at a [IANY]
district meeting. Voting at a meeting shall be in person, but, if the

bylaws so provide, may also be by mail.
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