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DESCRIPTION OF THE MAJOR PROVISIONS OF

CS SSSB 335 (FINANCE)

1. Requirements fTor Certificate of Authority: Senate
Bill 335 requires that a list of conditions be met
including demonstration of financial solvency — prior to

issuance of a certificate of authority. The bill also lists
specific items of information that must be included within an
application, and allows the department to acquire any other
information that may be found necessary in the future.

2, Coordination with the Department of Health and Social
Services: The nature of an HMO is that it is both an insurer

and a health care provider. Therefore, both the Department of
Commerce and the Department of Health and Social Services have
an interest in the quality of an HMOs®™ operation. Senate Bill

335 requires that a copy of the application be forwarded by
the Director of Insurance to the Department of Health and
Social Services within 10 days after its receipt. Within 60
days after the Commissioner of Health and Social Services
receives a copy of the application, he or she makes a
recommendation; and within 30 days after that recommendation,
the Department of Commerce either "issues or denies" a
certificate of authority.

3. Solvency and Limits on Investments: CS SSSB 335
(Finance) would require a deposit of the greater of 10 percent
of an HMOs®" estimated expenditures fTor health care services
for its fTirst year of operation, twice its estimated average
monthly uncovered expenditures for its Tirst year of
operation, or $250.000. The model act would have required a
deposit of the greater of 5 percent of an HMOs®" estimated
expenditures for health care services for its Tfirst year of
operation, twice its estimated average monthly uncovered
expenditures for its first year of operation, or $i00 000 .
The larger deposit which would be required under the CS 1is
viewed as necessary to ensure that Alaska consumers w4ll be
protected from insolvent HMOs. The larger deposit is not
viewed as an insurmountable barrier to the development of
HMOs, since the deposit is only increased for the Tfirst year
of operation — after that the deposit requirements under the
CS mirror the requirements under the nodel art (two percent



for the second fTiscal year, three percent for the third fiscal
year, Tour percent for the fourth fiscal year, and four
percent thereafter.) The deposit requirements do not apply if
the HMO has a net worth of $1 million without buildings, or $5
million with buildings,- or some alternative formulas are met
whi <n demonstrate similar financial stability. Finally, the
HMO must have and maintain a "capital account of at least

$100 ,000" in addition to any of the deposit requirements.

4. Governing Body; Senate Bill 335 requires that the
governing body of an HMO be made up of at least one-third
"consumers who are substantially representative of the
participants.” The sponsor substitute also requires that the
HMO establish advisory panels so that enrollees would have an
opportunity to participate in matters of policy and operation.

5. Dual Choice: Senate Bill 335 requires that each
employer in the state, whether public or private, having 25
employees or more "shall make available to its employees or
members the option to enroll”™ in an HMO. Mandatory dual
choice 1is viewed as necessary to make an HMO financially
viable in Alaska. In addition, Tfederal medicaid regulations
require "-hat there be an dual choice requirement before they
will provide medicaid reimbursement to an HMO. Under Senate
Bill 335, an employer is not required to pay more for employee
health benefits than he or she would have been required to pay
if not covered by the bill.

Senate Bill 335 also mandates, that the option of
enrollment in c.n HMO should first be submitted to a bargaining
unit, 1f the employees are members of a collective bargaining
unit. IT t.ie option 1is approved by the bargaining
representative, the option of enrollment shall then be made to

each represented employee. This language mirrors the federal
regulations.
%

6 - Korn Filing and Rate Approval: Senate Bill 335
includes a rechanism for the approval of "an evidence of
coverage." The bill provides that the HMO file the form with

the Division of Insurance 30 days before it is to be used.
The form 1is considered approved unless the director has

affirmatively approved or disapproved the form within the 30
day period.

7. Complaint System : Senate Bill 335 contains a

detailed section requiring that the HMO establish and maintain
a complaint system.



8 - Powers of aq 1rMO: Senate Bill 335 has a section
listing the powers of an HMO, and lists prohibited practices.
The bill also limits the amount of money that can be recovered
from an HMO from a participant who was not entitled to receive
certain services to the actual cost of providing the health
care service. Senate Bill 335 also provides a window of 10
days in which a participant who has just signed up with an HMO
can return the agreement and demand a refund.

9. Taxation; Senate Bill 335 provides that an HMO 1is
to be taxed and shall file reports as an authorized insurer.

10. Other Provisions: Senate Bill 335 contains a
section imposing fTiduciary obligations in the handling of
money by an HMO. The bill also provides that health care

services must be. provided by appropriately licensed health
care providers.
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Section 1. Short Title.

This Act may be cited as the Health Maintenance Organization Act of (insert year).
%
Introductory Comment.

The rising cost of health services in recent years has led government agencies, private organiza-
tions, and legislative bodies to seek alternatives to the traditional medical delivery system which
will provide unproved health care at a lower cost. The health maintenance organization is a con-
ceptwhich has received much attention as one means through which an improvementin delivery
might be achieved.

Shortcomings of Existing Health Care Delivery System

The health care delivery system as it is now constituted presents several problems. First, many
people are unable to obtain health care when they need it and in the form they need it. This prob-
lem can be divided into three subareas: (a) In many areas of the country, the availability of health
care in terms of the quantity of manpower and facilities is inadequate; Ib) Even where physicians,
nurses, clinics, and hospitals do exist, they may lack accessibility due to poor location® poor
management, lack of transportation, language or racial barriers, inconvenient hours, etc; and (c)
Even if health care is available and accessible, it may not be continuous: thatn a single patient
may not be treated as a oerson with a continuing or a variety of problems but wther as a single
isolated health care problem incident. The problems of availability, accessibility, and continuity,
at leastin part, have besn attributed to the lack of responsibility vested in one person, group, or
organization to assure the delivery of health car*.



Medical Care Foundations

A variation of the HM O concept is seen in some medical care foundations. Although individual
foundations differ greatly in detail, a foundation for medical care is usually sponsored and
organized by a county or state medical society. The membership consists of physicians who
apply to and are accepted by the foundation.

Those medical care foundations which can be considered as a variant of the HM O concept, often
contract with an insurer or other prepayment plan (e.g., hospital or medical service corporations)
to provide coverage meeting certain minimum criteria consistent with the delivery of quality
medical care. The insurer collects the premiums, promotes, markets, and underwrites the pro-
gram. The enrollee may seek physician services from any member of the foundation who then
bills either the insurer or the foundation, not the enrollee. Although such billings are on a fee-for-
service basis, the amount charged the enrollee is fixed and prepaid without regard to the number
or type of services used. The foundation establishes some form of peerreview to monitor notonly
the level of charges but also the type and quality of care rendered. Since the amount of income
does not vary with the number or type of services provided, incentives exist to maintain costa at
as low alevel as possible. However, unlike the HM O concept described above, even though physi-
cian services are prepaid from the patients' viewpoint, from the physicians' viewpoint, the fee-
for-service practice is maintt-med. Under the federal HM O Act. this type of organization is called
an Individual Practice Association Type HMO.

The Need for State Authorizing and Regulatory Legislation

From 1970 to 1973. the administration and committees in both hous , of Congress spent much
time analyzing the health maintenance organization alternative in connection witn national
health insurance and federal assistance bills for HM O’s. This analysis resulted in the enactment
of the federal HM O Actin 1973. Since then, the number of health maintenance organizations and
the number of HMO enrolleea has grown rapidly. Prior to 1972, however, few states had a
statutory framework tailored to the supervision of health maintenance organizations. Charter-
ing, licensing, contract and rate regulation, and other supervision was being carried out under
general insurance laws, hospital and medical service corporation statutes, other special statues,
ornot at alL Because the HM O is a unique type of organization, many provisions of such state
laws were inapplicable, highly restrictive or prohibitive to the formation and operation of an
HMO. Therefore, in 1972 the NAIC adopted the Model Health Maintenance Organization Act
which accommodates the unique features of HM O ‘s.

Purpose of a State Model Bill

The model bill clearly authorizes the establishment and operation of HMO's. Restrictive provi-
sions in other laws which are inappropriate to HM O'’s are rendered inapplicable. Appropriate
grants of authority are established to enable the HMO's to fulfill the function envisioned for
them. At the same time, however, the public has a vital interest in the fiscally sound, efficient,
and ethical operation of HM O’s. As is the case with insurance and hospital and medical service
corporations.. tO's are "affected with the public interest." Regulatory safeguards dovetailed
t%/othe unigue na.ure of HMO's are essential. Thus, the purpose of this model bill is twofold.

First, it attempts to provide a legal framework enabling the organization and functioning of
HMO's of a wide variety including those based upon the medical care foundation or individual
practice association concept. The legal environment is designed to permit a high degree of flex-
ibility. No one form of organization or one type of modus operandi is required. Instead the HM O
concept can be refined and subjected to further experimentation. Second, the model bill attempts
to provide a regulatory monitoring system not only to prevunt or remedy abuse, but also to
assist in the future improvement and development of tnis alternative form of a health care
delivery system.

Of course, it is also possible that the statutes of a given State are presently broad enough to
allow operation of at least certain types of HMO's and provide the commissioners with ap-
propriate authority to regulate them. In those states, a bill such as this may be desirable in order
to consolidate and define more clearly the authority for and manner of regulation of an HMO.
However, it may be possible to form HMO's under existing laws in some states before passage of
this model legislation and it is anticipated that such programs can davelop concurrently wish any
legislative activity.

430-3.
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Comment. Subsection (6) defines an HM O to be any person that undertakes to provide or ar-
range for at least basic health care services on a prepaid basis. This can achieved e ther iai
by providing the services directly through physician or other providers actually employed
by the HM O and through hospitals or facilities owned or directly operated bv the HMO. or
ib) by contracting or arranging with physicians, hospitals or other facilities to provide sucn
services. The term mearrange" does not contemplate those traditional arrangements which
hospital or medical service corporations make in conjunction with their prepayment service
plans pursuant to hospital or medical service corporation laws. If it were otherwise, the
traditional hospital and medical service corporation prepayment service plan, by itself,
would be an HMO.

Subsection (2) defines basic health care services. This definition, combined with the require-
ment that an HM O provide for basic health care services in Sections 4121(c) and 1811 He),
establishes a minimum package of health care services which an HMO must provide or ar-
range for. Thi3 is intended to assure that the enrolleea obtain at least a sufficiently broad
range of services to meet a reasonable amount of their health care needs. At the same time,
however, the definition should not be so broad as to be financially prohibitive to a substan-
tial number of enrollees. Services for mental illness and alcohol and drug abuse are not in-
cluded because they are often not covered by insurance or hospital or medical service plans
and their inclusion would create a competitive disadvantage of HMO's. If a state believes
that such services, or others, should be included as basic health care services, all earners in
the state should be required to offer or cover them.

Since no HM O may function without either a certificate of authority (see Section 3(1)) and
since an HM O must furnish basic health care services (see Section 4(2){c)), no health care
services may be provided or arranged for on a prepaid basis without the minimum package
of basic health care benefits. This serves two purposes: (a) it requires the provision of ade-
quate protection and (b) it prevents the avoidance ofthe applicability of the Act by the mere
expediency of failing to meet the minimum package requirements.

In addition, the HM O may furnish additional services, certain limited indemnity benefits
and more comprehensive indemnity benefits. (See Section 5(11(f).) These additional services
and benefits can be put together in any one of a variety of ways. The indemnity or service
benefits might cover such situations as out-of-area emergency services, out-of-area benefits
for dependents away at college, or services which the affiliated providers lack the capacity
to make available. This flexibility in piecing together the package of coverage through
direct and indirect services and indemnity benefits enables an HMO type operation to meet
health care need? in a wide variety of circumstances.

The definition of an HM O affords wide latitude for different arrangements. This highly flex-
ible approach seems best suited to our diverse and pluralistic society with problems varying
from locality to locality. Flexibility will allow continued innovation and experimentation
with different organizational structures. It may be easier to recruit health personnel if a
number of alternative approaches are available. Consistent with this philosophy is the
absence of any requirement of a minimum numbe" of °mployees or of a mandate as to
whether or not the HMO should be a profit or non-profit organization. Permitting both
profit and non-profit organizations will broaden the financial and managerial resources
which can be drawn upon in developing the HM O concept.

Subsection 19) defines uncovered expenditures for use in Section 13. These are expenditures
for health care services for which the HMO is at risk. They will vary in type and amount,
depending on the arrangements of the HMO. They may include out-of-area services, referral
services rnd hospital services. They do not include expenditures for services when a pro-
vider has agreed not to bill the enrollee even though the provider is not paid by the HMO. or
for services that are guaranteed, insured or assumed by a person or organization other than
the health maintenance organization.



“4)

)

Model Regviution Service— Mev 1982

ik) A description of the complaint procedures to be utilized as required under Section 11:

M A description of the procedures and programs to be implemented to meet the quality
of health care requirements in Section 4111(b):

im) A description of the mechanism by which enrollees will be afforded an opportunity to
participate in matters of policy and operation under Section 6(2):

in) Such other information as the commissioner (director, superintendent) may require to
make the determinations required in Section 4.

la) An applicant or a health maintenance organization holding a certificate of authority
granted hereunder shall, unless otherwise provided for in this Act. file a notice describ-
ing any material modification of the operation set out in theinformation required by
Subsection 13). Such notice shall be filed with the commissioner (director, superinten-
dent) prior to the modification. If the commissioner (director, superintendent) does not
disapprove within linsert number) days of filing, such modification shall be deemed
approved.

Ib) The commissioner (director, superintendent) may promulgate rules and regulations

exempting from the filing requirements of Paragraph la) those items he deems un-
necessary:

An applicant or a health maintenance organization holding a certificate of authority
granted hereunder shall file all contracts of reinsurance. Any agreement between the
organization and an insurer shall be subject to the laws of thia state regarding reinsurance.
All reinsurance agreements and any modifications thereto must be filed and approved.
Reinsurance agreements shall remain in full force and effect for at least ninety (90) days
following written notice by registered mail of cancellation by either party to the commis-
sioner (director, superintendent).

Comment. Section 3 requires the licensing ofan HM O in order to provide health care services on
a prepaid basis. The legal entity, in which the responsibilities imposed by this Act are vested,
serves as the focus of regulatory attention to assure that the consuming public is well served.

Subsection (1) is intended to provide a general override to existing state laws which restrict or
prevent the formation or operation of health maintenance organizations. Among other restric-
tions. existing state laws may:

1)

@)
%

3)

©)
(5)

(6)

require approval of a health maintenance organization by a medical society;

require that physicians constitute all or a majority of the governing body of a health
maintenance organization;

require that all physicians or a percentage of physicians in the local medical society be per-
mitted to participate in rendering the services of the organization:

require that such organization submit to regulation as an insurer of health care services:

require that only unincorporated individuals or associations or partnerships may provide
health care services:

prohibit advertising by a professional group for recruitment of enrollees.

Litdh e ~ -~ ~ gw efhl *herr,d<i prT de? ‘nSubaection (1). Section 25 specifically provides

fo'wvm °sprfl u **rvice corporation law and certain other provi-

sions do not apply to HMO s. Furthermore, bection 6 specifically provides that any persons

body

n° CprOViders oi he"lIth car®services, may serve on the governing body. There is no
requirement as to the appropriate composition of the membership of the governing
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icl The health maintenance organization will effectively provide or arrange for the provi-
sion of basic health care services on a prepaid basis, through insurance or otherwise,
except to the extent of reasonable requirements for co-payments:

md) The health maintenance organization is financially responsible and may reasonably be
expected to meet its obligations to enrollees and prospective enrollees. In making this
determination, tne commissioner idirector. superintendent! may consider:

1i) The financial soundness of the arrangements for health care services and the
schedule of charges used in connection therewith:

liil  The adequacy of working capital:

(iii) Any agreement with an insurer, a (hospital or medical service corporation!, a
government, cr any other organization for insuring the payment of the cost of
health care services or the provision for automatic applicability of an alternative
coverage in the event of discontinuance of the healtn maintenance organization:

livl Any agreement with providers for the provision of health care services: and
iv] Any deposit of cash or securities submitted in accordance with Section 13.

le) The enrollees will be afforded an opportunity to participate in matters of policy and
operation pursuant to Section 6:

(0 Nothing in the proposed method of operation an shown by the information submitted
pursuant, to Section 3 or by independent investigation, is contrary to the public
interest: und

(g) Any deficiencies identified by the (commissioner of public health) have be?n corrected.

A certificate of authority shall be denied only after compliance with the requirements of
Section 21.

Comment. A health maintenance organization combines several characteristics of an in-
surance operation lincluding the need for financial responsibility, the assumption of risk
and similarity in marketing activities) with the characteristics of a heaith care delivery
system. Section 4 provides for the authorization and regulation of health maintenance
organizations to be earned out through existing state agencies. The creation of a new
agency specifically for heaith maintenance organizations would unnecessarily duplicate
existing functions in the state insurance and health departments. It is felt that the exper-
tise of the state insurance department on fiscal and other regulatory matters and the
familiarity of the state health department with regard to health matters should both be
utilized in the regulation of health maintenance organizations. To minimize adm inistrative
problems, the prime responsibility for administration is vested in one agency-— the in-
surance department. However, to the extent possible, the responsibilities of the two agen-
cies are clearly defined with the insurance commissioner obligated to rely on the heaith
department with respect to the letter's sphere of expertise.

Subsection 111(b) empowers the commissioner of public health to establish and apply stan-
dards of quality concermz.g health care. Among the arguments raised against quality con-
trol are: Ill they may limit the number of HMO'’'s which will get started. (2) quality
assurance procedures will prove to be expensive and (3) such controls will engender opposi-
tion from certain providers. On the other hand, existing methods for quality control are said
to be fragmented and inadequate. If the states are to authorize and encourage HMO's by
this legislation, they have an obligation to assure that the health care services provided are
of reasonable quality. This is particularly true because of the built-in incentive for ah HM O
to restrict the utilization of services due to the incentives to slay within a fixed budget.
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12) '‘at A health maintenance organization shall file notice, with adequate supporting infor-
mation. with the commissioner Idirector. superintendent! prior to the exercise of any
power granted in Subsections 11Mai. Ibl or id). The commissioner (director, super-
intendent! shall disapprove such exercise of power oniy if in his opinion it would sub-
stantially and adversely affect the financial soundness of the health maintenance
organization and endanger its ability to meet its obligations. If the commissioner
idirector. superintendent) does not disapprove within imsert number! days of the
filing, it shall be deemed approved.

Ib) The commissioner Idirector. superintendent) may promulgate rules and regulations

exempting irom the filing requirement of Paragraph lai those activities having a de
minimis effect.

Comment: The exercise of authority granted in Subsections Illla). IllIb]l and lllid | shall be subject
to disapproval by the commissioner within (insert number! days of a filing by a health
maintenance organization. The commissioner may promulgate rules and regulations exempting
certain contracts from the filing requirement where exercise of the authority granted in the sec-
tion would have little or no effect on the financial condition and ability to meet obligations of the
organization.

Section 6. Governing Body.

1) The governing body of any health maintenance organization may include providers, or
other individuals, or both.

(2) Such governing body shall establish a mechanism to afford the enrollees an opportunity to
participate in matters of policy and operation through the establishment of advisory
panels, by the use of advisory referenda on major policy decisions, or through the use of
other mechanisms.

Comment: While Section 311) should adequately override restrictive laws related to
membership of a governing body, Section 6(1) makes explicit the permissible membership of
such a group. The model bill does not, however, require that a health maintenance organiza-
tion be consumer controlled. It is expected that HMO's controlled in a variety of ways will
be organized. Where organizations are not consumer controlled, it is believed that some
means for enrollee participation should be provided. For example, such matters as
availability, accessibility and continuity of health care services are factors which directly
confront the consumers and in which they have a particular interest. The disclosure of infor-
mation under other sections is also designed to assist the consumers.

Arguments against a - for the consumer include: (1) such participation is unnecessary
and perhaps even harmful to the efficient and professional delivery of heaith care services.
(2L aconsumer role will impede the initiation of an HM O since more people must be involved

» and 13) consumers can always seek alternative health care. The arguments for a consumer
role seem more persuasive. These include 11) consumer participation results in a more
responsive organization, and (2) consumer participation is not the same as lay control over
the rendering of professional service.

Section 7. Fiduciary Reeponaibilltiea.

11) Any director, officer, employee or partner of a health maintenance organization who
receives, collects, disburses, or invests funds in connection with the activities of such
organization shall be responsible for such funds in a fiduciary relationship to the organi-
zation.

12) A health maintenance organization shall maintain in force a fidelity bond on employees and
officers in an amount not less than $100,000 or such other sum as may be prescribed by the
commissioner Idirector. superintendent). AU such bonds shall be written with at least a one-
year discovery period and if written with less than a three-year discovery period shall con-
tain a provision that no cancellation or termination of the bond, whether by or at the re-

esk of the insured or by the underwriter, shall take effect prior to the expiration of 90
3ys after written notice of such cancellation or termination has been filed with the commis-
sioner 'director, superintendent! unless an earlier date of such cancellation or termination is
approved by the commissioner idirector. superintendent).
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ib) Such charges may be established in accordance with actuarial principles tor various
categories of enrollees. provided that charges applicable to an e'irollee shall not be
individually determined based on the status of his nealth. Howev »r. the charges shall
not be excessive, inadequate, orunfairly discriminatory. A certification, by a qualified
actuary or other qualified person acceptable to the commissioner idirector. super-
intendent). to the appropriateness of the use of the charges, based on reasonable
assumptions, shall accompany the filing along with adequate supporting information.

The commissioner Idirector. superintendent) shall within a reasonable period, approve any
form if the requirements of Subsection 11) are metand any schedule ol charges if the require-
ments of Subsection i2) are met. It shall be unlar-'M to issue sum form or to use such
schedule or charges until approved. If the commissioner (director, superintendent) dis-
approves such filing, he shall notify the filer. In the notice, the commissioner (director,
superintendent) shAil specify the reasons for his disapproval. A hearing will be granted
within unsert number) days after a request in writing by the per*on filing. If the commis-
sioner idirector. superintendent) does not approve any form or schedule of charges within
(insert number) days of the filing of such forms or charges, they shall be deemed approved.

The lommissioncr (director, superintendent) may require the submission of whatever rele-
vant information he deesi? necessary in determining whacher to approve or disapprove a
filing made pursuant to this Section.

Comment: Subsection Illia) requires that every enrollee be provided with evidence of
coverage and allocates the responsibility for providing that evidence. Paragraph (cl
establishes requirements which such evidence of coverage must meet. The group contracts
to be filed pursuant to Section 3(31(0 are not subject to the standards and filing re-
quirements of Section 8. since such group contracts are not issued to enrolleea. Paragraph
(d) clarifies the relationship between filing requirements under this Section and under the
state insurance or hospital or medical serv.ee corporation law. Filing is required under
Paragraph (b) unless the form is already subject to filing requirements under existing state
law. However, where existing state law does not apply standards as strict aa those con-
tained in Paragraph (cl. such standards are. in effect, read into the exiating law. Where the
filing under state insurance or medical or hospital service corporation law is required to
meet standards as strict as those in Paragraph (c). the former would be applicable. A state
may want Paragraph Id) to be rev.sed to make specific reference to existing state laws.

Subsection (21(a) provides for the filing of charges for health care services, i.e.. that part of
the benefit package which is provided in the form of service vis-a-vis indemnity or service
benefits. Those pans of the package providing benefits under agreement with an insurance
company or hospital or meaical service corporation will be subject to regulation in accor-
dance with existing laws.

Paragraph Ib) neither requires nor prohibits community rating. Reasonable underwriting
classifications are permitted for the purpose of establishing the charges. Different charges
may be imposed on different groups of enrollees. Such a rigid requirement as community
rating would appear to be inappropriate when the competing financing mechanisms are not
subject to such a constraint. The competitive disadvantage which such requirement might
impose could impede the development of HMO''s.

Because of its somewhat different nature, an HMO is not required by this Act to meet
reserve requirements similar to those imposed on insurance companies. Thus it is important
that the charges be set at an adequate level. The requirement for certification by an actuary
or other qualified person along with supporting information is intended to assist the com-
missioner in determining adequacy. In applying the standard of excessive, inadequate, or
unfairly discriminatory, it is contemplated that the commissioner may consider the amount
necessary to assure a reasonable return on the initial and subsequent capital invested and
an amount needed to accumulate adequate funds to stabilize the level of charges /gainst
fluctuation due to inflation, changes in medical technology and related causes,
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Comment: Every health maintenance organization is required to establish acomplaint system to
provide reasonable procedures for the disposition of complaints. The organizations may he ex-
pected to receive two types of complaints. One type is related to the basic health care services or
additional services furnished by it. The other type is related to that portion of the coverage in ad-
dition to basic health care services which is provided by insurance, hospital or medical service
corporations, or some means other than being furnished by the organization. For complaints aris-
ing from health care services, the administrative procedure to handle ccmplmnts should provide
the mechanism through which enrollees receive a fair and proper opportunity to have their cases
heard, including the use of binding arbitration as a means of resolving claims confining
coverage. For complaints regarding benefits over which the heaith maintenance organization has
no direct control such as those portions of the benefit package which are covered by insurance,
the health maintenance organization is responsible only for maintaining statistical information
and transm itting the complaints to the persons responsible.

In establishing the format for records and reports pursuant to this Section, the commissioner
may want to require disclosure similar to that provided for under the NAIC Model Unfair TVade
Practices Act. Section 4(10) of that Act requires, among other data, a record of total number of
complaints since the last examination, the nature of each complaint, the disposition of the com-
plaint. and the time it took to process each complaint. iSee 1972 NAIC Proceedings | 4 .3).

Section 12. Investment*.

W ith the exception of investments made in accordance with Section 5(l)la) and Ib) and Section
5(2), the funds of a heaith maintenance organization shall be invested only in securities or other
investments permitted by the laws of this State for the investment of assets constituting the
legal reserves of life insurance companies or such other securities or investments as the commis-
sioner (director, superintendent) may permit.

Comment: Life and health insurers are subject to statutory investmentrequirements designed to
assure conservatism and liqguidity in the handling of the insurer's funds. Sound financial manage-
mentis an importantelementin the variable operation ofan HMO. Furthermore, it is contrary to
the intent of this bill to foster conditions whicn would ensble an HM O to be used ts a ‘‘front" for
a speculative investment operation. At the same time, however, it is recognized that foran HMO
to nilfill its expected functions, it may be both desirable and necessary for the HMO to invest a
portion of its capital funds in facilities and services to better enable it to meet its obligations.
Such investments may notconform to the traditional insurance law investment limitations. Con-
sequently. this section excepts this type of investment when approved by the commissioner in
accordance with the standards set out in Section 512).

Section 13. Protection Against Insolvency.

<1 Unless otherwise provided below, each health maintenance organization shall deposit with
* the commissioner idirector. superintendent) or with any organization or trustee acceptable
to him through which a custodial or controlled account is utilized, cash, securities, or any
combination of these or other measures that is acceptable to him in the amount set forth in

this section.

12! The amount for an organization that is beginning operation shall be the greater of: la) five
percent (5°0) of its estimated expenditures for health care services for its first year of opera-
tion. (b) twice its estimated average mor.tily uncovered expenditures for its first year of
operation or Icl 5100.000.

At the beginning of each succeeding year. unless not applicable, the organization shall
deposit with the commissioner idirector. superintendent) or organization or trustee, cash,
securities, or any combination of these or other measures acceptable to the commissioner
idirector. superintendent), in an amount equal to four percent I4*T>) ot its estimated annual
uncovered expenditures for that year.

<3l Unless not applicable, an organization that is in operation on the effective data of tflis sec-
tion shall make a deposit equal to the larger of: (al one percent 11°rl of the preceding 12
months uncovered expenditures, or <bl 5100,000 on the first day of the fiscal year beginning
six <61 months or more after the effective date of this servw.
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Comment. Even though very serious problems can arise if a heaith maintenance organiza-
tion defaults on its contracts, fiscal control of health maintenance organizations in a man-
ner comparable to that applied to insurance companies appears inappropriate in view of the
service nature of such organizations. The best protection tor enroliees is a financially sound
organization that generates net income. However, beginning heaith maintenance organiza-
tions are often small businesses with limited financia. resources that will sustain operating
losses in their early years. Unreasonably high starting wapital or reserve requirements may
prevent some organization from starling or may unreasonably tie up the capital of those
that do. Therefore, tliis Section provides for a structured but flexible approach to protecting
against insolvency. It requires the maintenance of a minimum capital account, a deposit of
cash or securities in a m nimum account, and thr irgamzation s generation of additional
amounts annually as a source of funds to meet its contractual obligations to the enrollees in
the event of insolvency. The commissioner may waive all or part of these requirements
when satisfied that the organization has sufficient net worth or an adequate history of
generating net income to assure its viability. The requirements may also bo waived if the
health maintenance organization's performance is guaranteed by another financially strong
organization.

The section relates the deposit requirements to the amount o. 'he health maintenance
organization s uncovered expenditures. This amount will vary deposing upon the type of
organization and the nature of it) arrangements with providers. For i. smple. tha physi-
cians of the staff of the organization or a contracting medical group or individual practice
association may agree to look only to the organization for payment of services provided to
the organization a enrollees and agree not to bill them in the event of insolvency." An
organization could have insurance for all or part of its hospitalization expense or another
organization couid agree to guarantee that the liabilities of the heaith maintenance
organization are met.

In all such cases, it is recommended that the contractual provision require the provider or
guarantor to notify the commissioner if the provision or insurance is modified or no longer
in effect or if payment on the contract or policy has not been made in areasonable period of
time. (Section 3(5) requires pnor notification of cancellation of a.iy reinsurance.) This can
provide an early warning of poaaible adverse changes in the health maintenance organiza-
tion s financial position. In addition, the status of such provisions or policies should be
covered in annual interrogatories to the organization.

The requirement in £ ibsection (8) for a capital account only applies to organizations li-
censed after the effective date of the subsection. Thus, the capital account requirement
would have to be taken into consideration by persons starting a new HMO. If a state wishes
to apply the requirement to existing HMO's. it should allow for an appropriate phase-in
period.

It is believed that these provisions and the related provisions of Section 4121(d). including
possible insurance backup arrangements, provide adequate assurances. The failure to pro-
vide assurances as required would subject the heaith maintenance organization to suspen-
sion or revocation of its certificate of authority under Section 18.

Section 14. Prohibited Practices.

(n No health maintenance organization, or representative thereof, may cause or knowingly
permit the use of advertising which is untrue or misleading, solicitation wmch is untrue or
misleading, or any form of evidence of coverage which is deceptive. For purposes of this act:

>al A statement or item of information shall be deemed to be untrue if it does not conform

to fact in sny respect which is or may be significant to an enrollee of. or person con-
sidering enrollment with a health maintenance organization:

A Provision to accomplish this might read:
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The commissioner (director, superintendent) may by rule exempt certain classes of persons
from the requirement of obtaining a license:

la) If the functions they perform do not require special competence, trustworthiness or
the regulatory surveillance made possible by licensing; or

<b) If other existing safeguards make regulation unnecessary.

Section 16. Powers of Insurers and (Hospitd and Medical Service Corporations).

)

@

An insurance company licensed in this state, or a (hospital or medical service corporation!
authorized to do business in this State, may either directly or through a subsidiary or affil-
iate organize and operate a health maintenance organization under the provisions of thus
act. Notwithstanding any other law which may be inconsistent herewith, any two or more
such insurance companies. |lhospitais or medical service corporations), or subsidiaries or
affiliates thereof, may jointly organize and operate a heaith maintenance organization. The
business of insurance is deemed to include the providing of heaith care by a health
raaintenano organization owned or operated by an insurer or a subsidiary thereof.

Notwithstanding any prousion of insurance and (hospital or medical service corporation)
laws (citations), an insurer or a (hospital or medical service corporation) may contract with a
heaith maintenance organization to provide insurance or similar protection against the cost
of care provided through health maintenance organizations and to provide coverage in the
event of the failure of the health maintenance organization to meet its obligations.

The enrollees of a health m nteoance organization constitute a permissible group under
such laws. Among other things, under such contracts, the insurer or (hospital or medical
service corporation) may make benefit payments to health maintenance organizations for
health care services *GU ered by providers.

Comment: Subsection (2) overrides the group laws to permit an insurer or a hospital or
medical service corporation to provide coverage protecting enrollees of an HMO. This
authority isintended to permitinsurers and the service corporations to write coverage (1) to
fill the gaps which the providers of health care services do not provide. 12) to provide
coverage in excess of the services provided. 13) to cover catastrophe situations. (4) to pro-
vide protection to the enrollees in the event the HM O becomes insolvent, and (5) to provide
coverage against the cost of health care services as the health maintenance organization
deems necessary. 'This section might also be redrafted t< make specific reference to the rele-
vant Section of existing law.

Section 17. Examination.

%
1)

()

(3)

The commissioner (director, superintendent) may make an examination of the affairs of any
health maintenance organization and providers with whom such organization has con-
tracts. agreements, or other arrangements as often as is reasonably necessary for the pro-
tection of the interests of the people of this Stare but not less frequently than once everv
three years.

The (commissioner of public health) may make an examination concerning the quality of
health carv service of any health maintenance organization and providers with whom such
organization has contracts, agreements, or ether arrangements as often as is reasonably
necessary for the protection of the interest.* of the people of this State but not less fre-
quently than once every three years.

Every heaith maintenance organization and provider shall submit its relevant books and
records for such examinations and in every way facilitate them. For the purpose of examina-
tions. the commissioner (director, superintendent! and the (commissioner of public heal hi
may administer oaths to. and examine the officers end egents of the heaith maintenance
orga nation and the principals of such providers concerning their business.
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(21 A certificate of authority shall be suspended or revoked only after compliance with the re-
quirements of Section 21.

(3) When the certificate of authority of a heaith maintenance org. nization is suspended, the
health maintenance organization shali not. during the period of such suspension, enroll any
additional enrollees except newborn children or other newly acquired dependents of existing
enrollees. and shall not engage in any advertising or solicitation whatsoever.

14) When the certificate of authority of a health maintenance organization is revoked, such
organization shall proceed, immediately following the effective date of the order of revoca-
tion. to wind up its affairs, and shall conduct no further business exceptas may be essential
to the orderly conclusion of the affairs of such organization. It shall engage in no further
advertising or solicitation whatsoever. The commissioner Idirector. superintendent) may.
by written order, permit such further operation of the organization as ho may find to be in
the bestinterest of enrollees. to the end that enrollees will be afforded the greatest practical
opportunity to obtain continuing health care coverage.

Section 19. Rehabilitation, Liquidation, or Conservation of a Health Maintenance Organization.

1) Any rehabilitation, liguidation or conservation of a health maintenance organization shall
be deemed to be the rehabilitation, liquidation, or conservation of an insurance company
and shall be conducted under the supervision of the commissioner Idirector. superintendent)
pursuant to the law governing the rehabilitation, liguidation, or conservation of insurance
companies. The commissioner (director, superintendent) may apply for an order directing
him to rehabilitate, liquidate, or conserve a health maintenance organization upon any one
or more pounds setout in (cite sections of state rehabilitation law), or when in his opinion
the continued operation of the health maintenance organization would be hazardous either
to the enrollees or to the people of this state. Enrollees shall have the same priority in the
event of liguidation or rehabilitation as the law provides to policyholders of an insurer.

(2) A claim by a health care provider for an uncovered expenditure has the same priority as an
enrollee. provided such provider of services agrees not to assert such claim against any
enrollee of the health maintenance organization.

Comment. Section 19 provides for the rehabilitation, liquidation, or conservation of health
maintenance organizations to be carried out by the Commissioner under state laws appli-
cable to insurance companies. Inasmuch as all states have existing authority, it is felt that
the use of such statutes would be appropriate and would avoid the necessity of developing
new administrative procedures applicable only to health maintenance organizations.
Subsection (2) is designed to provide the maximum protection for enrollees by pa) ing those
providers that can bill the enrollee before those that have agreed not to. However, in order

, to obtain this priority, the provider must agree that t».e payment fully discharges the
obligation of the enrollee. Incidentally, the NAIC has recommended the adoption of a model
liguidation and rehabilitation act (See 1968 NAIC Proceedings | 214).

Section 20. Regulations.

The commissioner idirector. superintendent) may. after notice and hearing, promulgate
reasonable rules and regulations, as are necessary or proper to carry out the provision: of this
Act. Such rules and regulations shall be subject to review in accordance with tinsert section
number providing for review of administrative orders).

Section 21. Administrative Procedures.

1) When the commissioner Idirector. superintendent) has cause to believe that grounds for the
denial of an application for a certificate of authonty exist, or that grounds for the suspen-
sion or revocation of a certificate of authonty exist, he shall notify the health maintenance
organization and the (commissioner of public health) in writing specifically stating the
grounds for denial, suspension, or revocation and fixing a time of at least (insert numberi
days thereafter for a hearing on the matter.
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Section 23. Penalties and Enforcement.

@

(3)

@1

The commissioner (director, superintendent) may. in lieu of suspension or revocation of a
certificate of authority under Section 18. levy an administrative penalty in an amount not
less than (insert amount) dollars nor more than (insert amount) dollars, if reasonable notice
in writing is given of the intent to levy the penalty and the heaith maintenance organization
has a reasonable time within which to remedy the defect in its operations which gave rise to
the penalty citation. The commissioner (director, superintendent) may augment this pen-
alty by an amount equal to the ,um that he calculates to be the damages suffered by
enrollees or other members of the public.

*a) If the commissioner (director, superintendent! or the (commissioner of public health)
shall for any reason have cause to believe that any violation of this act has occurred or
is threatened, the commissioner (director, superintendent) or (commissioner of public
health) may give notice to the health maintenance organization and to the represen-
tatives. or other persons who appear to be involved in such suspected violation, to ar-
range a conference with the alleged violators or their authorized representatives for
the purpose of attempting to ascertain the facts relating to such suspected violation,
and, in the event it appears that any violation lias occurred or is threatened, to arrive
at an adequate and effective meana of correcting or preventing such violation.

(b) Proceedings under this subsection shall not be governed by any formal procedural re-
quirements. and may be conducted in such manner as the commissioner (director,
superintendent) or the (commiaaioner of public health) may deem appropriate under
the circumstances. However, unless consented to by the health maintenance organiza-
tion. no rule or order may result from a conference until the requirements of this sec-
tion or Section ?' of thia act are satisfied.

(a) The commissioner Idirector. superintendent) may issue an order directing a health
maintenance organization or arepresentative of a health maintenance organization to

cease and desist from engaging in any act or practice in violation of the provisions of
this act.

(b) Within (insert number) of days after service of the cease and desist order, the respon-
dent may requesc a hearing on the question of whether acts or practices in violation of
this Act have occurred. Such hearings shall be conducted pursuant to (cite Sections of
State Administrative Procedure Act), and judicial review shall be available as pro-
vided by (cite sections of State Adm inistrative Procedure Act).

In the case of any violation of the provisions of this act. if the commissioner Idirector.
superintendent) elects not to issue a cease e id desist order, or in the event of non-
compliance with a cease and desist order issued pursuant to Subsection (3), the commis-
sioner Idirector. superintendent) may institute a proceeding to obtain injunctive or other
appropriate relief in the (name of court of primary jurisdiction for actions of this nature).

Comment: Sections 23(3) and 23(4) authorize the commissioner to issue a cease and desist
order and to apply for injunctive relief. When the commissioner is not granted such
statutory powers, the language should be modified to provide for the legal steps to be taken
by the attorney general or other appropriate SUM official.

Section 24. Statutory Construction and Relationship to Other Laws.

1))

Except as otherwise provided in this act, provisions of the insurance law and provisions of
(hospital or medical service corporation) laws shall not be applicable to any health
maintenance organization granted a certificate of authority under this act. This provision
shall not apply to an insurer or ihospital or medical service corporation! licensed and
regulated pursuant to the insurance law or the (hospital or medical service corporation laws

of this State except with respect to its health maintenance organization activities auth-
orized and regulated pursuant to this act.
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Section 29. Dual Choice.

Each employer, public or private, in this state which offers its employees a heaith henetit plan
and employs not less than twenty-five employees, and each employee benefit fund in this state
whicl offers its members any form of health benefit, shall make available to and inform its
employees or members of the option to enroll in at least one health maintenance organization
holding a valid certificate of authority which provides heaith care services in the geographic
areas in which a substantial number of such employees or members reside. Where there is a
prevailing collective bargaining agreement, the selection of the health maintenance
organization”) to be made available to the employees shall be made under the agreement.

No employer in this state shall be required to pay more for health benefits as aresult of the appli-
cation of this section than would otherwise be required by any prevailing collective bargaining
agreement or other contract for the provision of health benefits to its employees, provided that
the employer or benefits fund shall pay to the heaith maintenance organization chosen by each
employee or member an amount equal to the lesser of (a) the amount paid on behalf of its other
employees or members for health benefits or Ib) the health maintenance organization’s charge for

coverage approved by the commissioner (director, superintendent) pursuant to Section 8 of this
act.

Comment: This Section is similar to Section 1310 of the federal HMO Act. but extends the dual
choice requirement to state licensed HM O'’s. The licensing requirements of this act are less strin-
gent than the federal requirements, so this provision will assistin the developmentand growth of
state licensed HM O'’s.

Section 30. Severability.

If any section, term, cr provision of this act shall be adjudged invalid for any reason, such judg-
ment shall not affect, impair, or invalidate any other section, term, or provision of this act, but
the remaining sections, terms and provisions shall be and remain in full force and effect.

Ltguiaiw* History tail rtfertncts art tothe Proenrdinjit ofthe \AICi

185%5?88 13!3I 5|so moﬁ

1974 Proc. |12 14 . 413 /amtnded)
1982 Proc. 1 19, 28. 431. 498-499. 530-554 (mised and riprintd).

CoprniM ISM NAIC 430-25
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MODEL HEALTH MAINTENANCE ORGANIZATION ACT

The date in parentheses js the effective aate of the legislation or regulation, with latest

amendments.
NAIC MEMRER

Alabama

Alaska

Arizona

Arkansas

California

Colorado

Connecticut

Ceiaware

D.C.

Honda

Georgia

Guam
u awaii

dano

NAIC Cooynght 1987

MODEL/SIMILAR LEGIS. RELATED LEGISAREGS.

mLA. CODE 8§ 27-21A-1
TO 27-21A-32 (1286).

NO ACTION TO CATE

ARIZ. REV. STAT. ANN. 88 20-1051 :c
20-1069 (1973.1985) "Health Care
Service Organizations'.

ARK. STAT. ANN. 88 66-5201 to
66-5228 (19751907).

CAL HEALTH 5 SAFETY CODE 8§ 13
to 1399.64 (1979/1986) ("Knox-Keene
Health Care Services Plan").

COLO. REV. STAT. 8§ 10-17-101 to
10-17-115 (1963/1986).

CONN. GEN. STAT. 8§ 33-179a to
33-1791 (1971 1987) "Health Care

Centers'.
H8 99 Model pending OEL CODE ANN. tit. 16
11987). §§ 9101 to 9118 (1982).

See siso tit. 18 88 6401 to
6406 (1987).

NO ACTION TO DATE

FLA. STAT. §§ 641.17 to 641.33
(19851987).

GA. CODE ANN. 8§ 33-21-1
to 33-22-28 (1979,1986).

NO ACTION TO DATE

NO ACTION ‘0 DATE

DAHO CODE :;§ 41.3301 :0
-ii-3934 (1974 1385). -
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Illinois

Indiana

lowa

Kansas

Kantucky

Louisiana

Maine

Maryland

Massachusetts

Michigan

v

Minnesota

Mississippi

Missoun

Montana

430-27
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MODEL HEALTH MAINTENANCE ORGANIZATION ACT

MODEL/SIMILAR LEGIS.

ILL REV. STAT. cn. 111 12
8§ 1401 to 1417 (1974/1987).

IOWA CODE §§ 5148.1 lu
5148.32 (1973).

KAN. STAT. ANN. 88 40-3201 10
40-3227 (1974/1987).

LA. REV. STAT. ANN 8§
22:2001 to 22:2025 (1986).

ME. REV. STAT. ANN. tit. 24-A
8§ 4201 to 4226 (1975/1986).

MINN. STAT. §§ 62D.Q1 to 62D.30
(1973/1986).

MISS. CODE ANN. § 41-7-401
et seq. (1986).

MO. REV. STAT. §§ 354,400
to 354.550 (1983).

MONT CODE ANN. 8§ 33-31-101 to
33-31-4QS 11987).

RELATED LEGIS./REGS.

IND. CODE 8§ 27-3-7-1 to 27-3-7-18
(1979/1987) ("P'coosed Health Care
Celivery Plans").

KY. REV. STAT. 8§ 304.38-010
to 304.38-210 (1982 1986);

MD. ANN. CODE art 19 §§ 701 to 734
(1982/1987).

MASS. GEN U\WS ch. 176G
88 1to 17 (1976/1986).

MICH. COMP. LAWS. 88 333.21001 to
333.21098 (19821986).

NAIC Ccoyngnt 1987



NAIC MEMBER

Nebraska

Nevada

New Hampshire

New Jersey

New Mexico

New York

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania

Puerto Rico

Rhode island

NAIC Cooynght 1987
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MODEL HEALTH MAINTENANCE ORGANIZATION ACT

MODEL/SIMILAR LEGIS.

NEB. REV. STAT 8§ 44-3201 to
44-3291 (1978-1985).

N.J. REV. STAT. §§8 26/2J-1
to 26:2J-30 (1973).

N.M. STAT. ANN. 8§ 59A-46-1
to 59A-46-31 (198&1986).

N.C. GEN. STAT. §§ 578-1
to 578-25 (1979).

N.D. CENT. CODE §§ 26.1-18-01
to 26.1-18-35 (1983).

OHIO REV. CODE ANN. §§ 1742.01
to 1742.36 (1976).

R.I. GEN. LAWS 8§
27-41-1 to 27-41-29

,1983 1987).

RELATED LEGIS./REGS.

NEV. REV. STAT. 8§ 695C.010 to
595C.350 (1973/1987).

N.H. REV. STAT. ANN. 8§ 420-8:1 to
420-8:22 (1977 1985).

N.Y. PUB. HEALTH LAW §§
4400 to 4413 (1976).

OKLA. STAT. tit. 63 §§ 2501
to 2510 (1975).

CR. REV. STAT. 88 750.003 to 750.075

(1985).

PA. STAT. ANN. tit. 40 88§
83-101 to 83-119 (1981).

P R. LAWS ANN. tit. 26 8§ 1901 to 192*

400-1
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South Carolina

South Dakota

Tennessee

Texas

Utah

Vermont

Virgin Islands

Virginia

Washington

West Virginia

Wisconsin

Wyoming

430-29
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MODELSIMILAR LEGIS.

S.C. CODE ANN. 8§ 38-25-10
et seq. (1987).

TENN. CODE ANN. 88 56-32-201
to 56-32-225 (1986/1987).

TEX. INS. CODE ANN. art. 20A.01
to 20A.35 (1975/1987).

VT. STAT. ANN. tit. 8 88
5101 to 5113 (1979) (Most
of maael.)

NO ACTION TO DATE

VA. CODE §§ 38.2-4300 to
38.2-4321 (1986).

W.VA. CODE §§ 33-25A-1 to
33-25A-28 (1977).

WYO. STAT. §§ 26-34-101
to 25-34-128 (1986).

RELATED LEGIS./REGS.

S.D CODIFIED LAWS ANN. §853-41-1 tc
58-41-97 (1974).

UTAH CODE ANN. 8§ 31A-8-101
to 31A-8-406 (1986/1987).

WASH. REV. CODE ANN. 88 48.46.010
48.46.920 (197S1986) (Parts of model).

See WIS. STAT. 8 628-36 (2m) provtdmc
that Commissioner may make rules lor
HMOs. See also ch. 609 (1985) on joint
ventures.

NAIC Cooynght 1987
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HMO Dominance Seen In 905

th FILCIAIm i)ON.MIt']-
CIfIrAtJO —Ilcallli  main*
tcnancc organizations will become
ihc dominant financier of private
health care in the U.S. before year
2000, a husiness-forecasting con-

sultant predicts. _ _
Sometime after (hat, the nation will adopt a

Canadian-like national health insurance system, ac-
cording to Roy Arnara. president of the Institute of the
Future, Menlo Park, Calif.

Mr. Amara sees an increased use of HMOs in the
19905 25 4 wa¥ to check rapidly increasing health costs,
1 mean use of the real 1IMOs," he said, “the kind that
PUtS the health-care providers at financial risk, the kind
hat employs salaried physicians and the kind that puts
emphasis on wellness and preventive care.’

referred provider organizations and managed fcc-
for-sctvice plans are not substitutes for [IMQOs. he told
attendees at a health-care symposium sponsored by So-
ciety of Actuaries of Schaumburg, Ill. and the Ameri-
can Hospital Association, Chicago.

Rather, lie said, they represent "palatable steps* to
HM(l)s, which were at first a ‘bridge too far* for many

eople.
g Iphc [IMQ population in the U.S. will grow from the
approximately ammillion persons which now use them
to <omillion by 1995, and then up to (i0percent nr 70
percent of all privately insured persons by the year
2000, according to Mr. Amara. (Currently, the entire

National Health

maNekETEJﬁny

privately-insured population is
170 million, according to the
Health Insurance Association of

ington, D.C) _
In HMOs. patients will lose

- their freedom to pick their own
physicians, and physicians will lose much of their
clinical and economic autonomdy as they watch their in-
comes shrink,* Mr. Amara said.

Ilc said the percentage of physicians who arc salaried
will increase from about eight percent in 19R5 to about
55 percent in 2000.

Mr. Amara said Americans are not prepared for the
dramatic changes coming in health care. _
~ "The American public is not ready to accept ration-
ing or restrictions in health care because health-care
costs still don't bite deeply into the average household
income.* he said. 'Only 5 percent of income goes for
health expenditure now."

“Hiis will change, lie said, as employers are forced to
shift more of the burden of tieal(h<are cost to
employees. F.mploycrs, who now Bar more than 40
B_ercent of the nation's health-care nill, will demand a

igger say in how the money is spent, he said.

Health-care costs, now at more than Il percent of
GNP, will, according to government predictions, be
between 15and 10 percent of GNP by the end of the

century, he said. _
ContVon Pojf 22

America, hcadr|uartercd in Wash-

Dominance
OF HMOs Seen

By The 1990s

Conl*dfrom 21

Rut employers and the ﬂovern*
ment—which™ pays about half of
health-care costs—cannot tolerate
such a level, he said, predicting that
lie Ith costs will level off at 1] .5per-
tcent of GNP Dby the end of the cen-
ury.
He said a national health-care
system, when it comes, will be
similar but not identical to the
system in Canada "where grpvern-
ment is the insurer and taxes finance
the cost.* '

State governments and private
health insurers undoubtedly will play
a more significant role in a U.S.
system than do the provinces and in-
surers under the Canadian system,
he said.

A U.S. national health sgstem will
mean there will lie fewer, but larger,
health insurers, he said, some of
which may he employed to admin-
ister the national plan. O
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"For the year ended Dec. 31,1988,
659 HMOs were in operation. An-

other seven were under development.1

Operating HMOs reported total
enrollments up 8.7% to 33 million in
1988, compared with 1987 when 707
operating HMOs reported more
than 31 million enrollees.

The number of operating HMOs
fell 6.8% in 1988, compared with a
12% increase in 1987. An industry
shakeout had been predicted for

several years. The industry is likely
to continue its consolidation through
1993 as the number of HMOs falls
gradually each year.

HMOs are increasing their market
penetration nationwide. Plans in 28
states reported enrolling 10% or
more of their state's residents in
1988 (Figure 1), up from 24 states in
1987 and 20 a year earlier.

HMOs also successfully reduced
the number of days that their
enrollees spent in hospitals in 1988.
Average annual hospital days per

Cufilinuti r*tr |

Figure 1. HMO market penetration (percent) by tute, 1968.
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1.000 non-Medicare members
dropped to 364 from 377.2 a year
earlier (Table 1).

Nearly 16% of HMOs operating at
vear-end 1988 offered an open*
ended option, the newest and fastest
growing HM O product. An open-
ended plan offers enrollees the right
to choose at point of service whether
they want to seek care within the
HMO or to go outside to the physi*
cian or hospital of their choice.

HMOs with open-ended options
expected to have nearly 2 million
enmliees in these plans by year-end
1989, an increase of 17.3% mom
vear-end 1988. Enrollment in open-
ended plans rose 53% to 1.6 million
in 1988 from a year earlier. Enrollees
in open-ended plans accounted for
4.8% of all HM O enrollees.

Non-Medicare enrollees averaged
3.7 ambulatory visits each to their

IMOs in 1988, according to 167
reporting plans. HMOs averaged 3.7
physician encounters and visits per
non-Medicart enrollee in 1988. ac-
cording to 233 reporting plans.

The average family premium
charge for all HMOs rose 11.8% in
1988 to $242.50 per month from
5216.82 in 1987 (Table I).” nii
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TaNe 1. Selected HM 0 utilization and premium averagaa by state, 1986,

Situ
Alabama
Arizona
ArKanua
California
Colorado
Connacticut
Oaiawara

D.C.

Florida
Caorgla
Hawaii

idino

minoia
Indiana

lowa

Kanaaa
Ktniucky
Louinana
Maine
Maryland
Maiiacnuaatta
Michigan
MInnaaota

M liiouu
Montana
Nabraixa
Navaoa

Naw Hamoanira
Naw jaraay
Naw Manco
Naw York
Norm Carolina
Norm Dakota
Ohio
Oklahoma
Oragon
Pannaylvanla
Ahoda liland
South Carolina
Souin Otkoia
Tannaaaee
Taias

Ulan

Varmon
Virginia
Wathington
Wlaconain
Wyoming
roiai u.i.

Hdtplltl
daya p«r

1,000 non.

MMIleara
mtmurt

380.7
292.0
4814
318.4
275.6
4028
350.0
382,7
385.9
385.0
308.7
212.0
389.2
383.9
310.0
441.0
370.0
408.0
3433
328.4
389.1
386.6
382.4
394.3
375.0
329.9

384.0
416.2
385.0
374.6
332.0
359.0
404.2
300.0
298.1
370.5
3885
388.7
5766
432.6
356.9
288.7

392.1
320.1
383.2
5800

384.0

khytidtn
'ncountart
P«r
mtmbdf
3.0
3.7
49

3.3

3.7
3.5
3.7
4.0
2.8
44
2.6
49
3.0
3.5
3.7
38
8.9
3.8
3.9
2.8
3.5
45
3.1
4.4
4.0
4.0
27

3.6
4.2
4.7
40

3.7

Amb
rttlit

mtmear
4.8
3.9
1.5
8.6
2.0
3.1
0.4
3.3
2.6
35
4.6

2.6
2.9

2.1
02
34
42
51
46

1.4
3.1

35
3.7

2.3
2.0
2.7
32
99
2.3
2.4
0.7
44
2.1

30
42

3.7

PrtmdMM
Fimlly ineNMuat
$224.81 $87.14
250.44 84 62
228.55 8280
251.76 95.35
228.90 84.93
282.40 112.98
229.86 69.99
236.32 89J0
220.87 83.42
237.64 90.29
221.01 77.CQ
227.50 93.50
227 20 88.47
237.21 81 68
215.25 80.42
248.80 94.79
238.99 85.44
235.48 85 86
246.33 96 67
255.38 68.78
292.27 109.69
243.91 95.62
229.62 66.53
250.50 90.45
205.00 60.00
253.75 94.50
300.00 115.00
281.50 100.50
222.79 65.52
272.27 104.66
21621 66.12
235.63 68 34
250.24 10129
251.35 93.46
253.17 67.00
213.18 79.93
221 64 6319
242 50 101.50
16887 72.33
260.54 91.30
246.38 98.78
254 40 90 43
278.40 69.25
208 00 12.00
28219 108.44
24299 64.54
25351 96.57
220.00 90.00
242.46 90.90
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How Cost-Effective

"To determine your plana latino, add up in* point* in-
dicated lor taen anawer, than compaia your total with
tnoaa HiuatratM on tha plan avaluatlon chart at lha and. Il
your plan ecoatellacilvonai t ratlno la laaa than ‘excellent.’
you ahould contldir Incorporating tome coat-aflecilve
feature* your aoor* anowa tramlaalng Irom your plan.”

1. Ooea your plan have fWat-dotUr coverage lor
hoopdallsationf

A) (+20 NorOo hava noapllaJ pre-cerilllcatlon
_B) (-5) No/No hoapital pra-cartillcation
C) (-15) Yaa/Do nava noapnai pra-cariillcauon

D) (-30) Y*a/No noapltal pra-cartilicalion

(-]

. 0oaa your plan hava tlret-dollar covaraga lot
medlcei/eurgical aervteoe?
A) (v 10) No/Do hava pra-oanilication

B) ( 0) No/No pr*-o»rtlllo«iion
Q I -5) Yea/Oo have pre-ctrtllication
0) (-15) YairNopra-cartillcalton

w

.Your group plan"* major medical deducllbla la:
A) (r 10) 5300 par calendar year or more
_3) ( 0) Morathan H0Oriaaa than 1300
par calendar year
C) (-20) S100 per oalandar yaar or late

. la your major madloal deductible Indaaad to your
compan/a employee*' aamingaT

A) (. 10) Yaa/Alao Indexed to trend incraaaa*
8) ( *3) Ya*
0 ( 0N

o

. Your major madlcal co-inauranca oul-ol-pookat limit la:
A) (e 10) Mora man 31.000par amploya* par yaar
8) ( 0)Mora man lioorup to [t.000
par employee par year
C) (-10) 1500 or taat par employee par yaar

—

. la your major meoloaloolniurano. limit Indexad to lha
employe# *1earning*?
> ('*10) Yaa/Alao indaaad to irano Increaaea
S) ( *S] Ya*
( 0 No

—~

. 0oaa your plan tnolude a large olalma management
rertewraaalalanc# aervtce?
A) te-18) Yaa/Alao Include* pa>-nl*Iric claim
review
8l (e 10) Yaa
0 |- 10)No

I. Ooaa your plan Inaluda a limit or a revlaw eervW*. lor
chiropractic and/or pod* bio eara?
A) (. BLYaa/CNropractic and pooiatno care review

0) | 0) Yaa/Chlropractic or pooiatric care review
g (-«) No
9. 0oaa your plan Include a hoapital 1X! audit aarvtaa?
A) (e5] Yaa
8) (-5) No

id. Oeee yeor plan hare a pre-eitaWng aondhlona
limitation lot new Nraat
A) (-10) Yaa
8) (-10) No

Is Your Health Plan?

11. 00 you roquUa employee oontnbutlona lor dependant
ooveragaT
__A» (.10) Yaa/Oapandanta only
B) ( 0) No

12. 00 you have an employee aaeJetanoe program (EApPt?
A (.3) Yaa
8 < O No

13. Do you provida a welineee program or incantWea lor a
haalthlar llfeatyta?
A (.3) Y»»
83 ( 0) No

14. Doe* your plan Include a mail-order or preemption
drug program?
A (.5) Y
8) | 0) No

14. 0oea your plan Include a preferred provider
orgenUaDoolPPCI?
Aj (.13) Yoa/PPO paya laaa tnan 100Wol chargee
8) ( .6) Yaa/PPO paya I0QWol eligible cnargaa

q (-10 no
11. Oe you prowde amptoyaaa with an HM 0 opiton?
15) vea/HMO eiperience la integrated with
primary pian'a experience
Yea/HMO la a atand-amna aervice— teat
than 20H of employee* panicipaio

- Q (-8) Yau/HMO la a atand-alona tarvica— mo/a
man 20V» of ampioyaaa panicipati
— 0) 1 0) NO

17. 00 you actively police Iha coordination ol benefit!
prorlaion ol your progremt
A) (.10) Yaa
B) (-10) no

[1. I* your wailing period lor new entrant* long enough to
avoid providing coverage during Ihe initial ‘heavy
turnover" period?

- A) (.51 Yaa
B) (-6) No

19. Do you hava an In heuaa COBRA compliance eyetem
oruaa an outaide aarvtoa?

___A) (-10) Yoa/Inciudoa notification ol naw hiraa.
qualifying event notification, monitoring
oi eligibility parioo, mommy bill
proceaaing and management

—B) | 0) Yaa/But aoean | inckj# an ol Iha above
- Q (-10) NO

1.Do you provide reilrae health coverage?

A (.10) No

0) (-10) Yaa/Coninouiory
Q (-13) Yea/Non-contriOulory

Anlloipated
Total pwinla Plan rating ratainoraaaa
170-195 Caceiient 0W-108
130- 170 Good 10W-20H
100-130 Pair 30W *0%
90-10) <\>or sOW-60W
under 9o Oiiaetroui SOW t



J

LSS O Nt

-
o

ha
vOth

>e yo

CSSSSB 335 (Fin):  "An Act relating to health maintenance
organizations; ana providing for an effective
date."

The department is in favor of this legislation. HM O § provide or arrange for
basic health care services to persons on a prepaid basis. This form of
organization combines some of the functions of an insurer with those of
traditional health care providers. In this way, the providers of medical care
share in the financial risk of health care and, therefore, have an incentive to
reduce health care costs and to promote preventative medicine. This kind of
organization is not possible under our present statutes. This proposal will
provide a framework for the establishment of these hybrid organizations. Itis
based on a National Association of Insurance Commissioners model statute.

The attached commentary will provide an analysis ofCSSSSB 335 (Fin).

L.c/d.

Larry Merculieff, Commissioner

Date: H "

LM/DK/dg16381D
040990c



CSSSSB 335 (Fin)

Introductory Comment:

The rising cost of health services In recent years has led government agencies,
private organizations, and legislative bodies to seek alternatives to the
traditional medical delivery system which will provide improved health care at a
lower cost. The health maintenance organization is a concept which has
received such attention as one means through which an improvement in
delivery might be achieved.

Shortcomings of Existing Health Cure Delivery System

The health care delivery system as it is now constituted presents several
problems. First, many people are unable to obtain health care when they need
rtand in the form they need it This problem can be divided into three subareas:

1. In many areas of the country, the availability of health care iIn
terms oC the quantity ofmanpower and facilities is inadequate.

2. Even wnere physicians, nurses, clinics, and hospitals do exist,
they may lack accessibility due to poor location, poor
management, lack of transportation, language or racial barriers,
inconvenient hours, etc.

3. Even if health care is available and accessible, it may not be
continuous: that 1iIs, a single patient may not be treated as a
person with a continuing or a variety of problems but rather as a
single isolated health care problem incident. The problems of
viability, accessibility, and continuity, at least in part, have been
attributed to the lack of responsibility vested in one person,
group, or organization to assure the delivery of health care.

A second problem is the escalating cost of health care services. This stems from
the limited supply of health care service facilities which 1is confronted by an
expanded ana fragmented financing mechanism and the consequent
tremendous increase of demand for such services. This is the classic model for
inflation. Traditional reimbursement of providers by the federal government,

insurance plans, and hospital and medical service corporations, because of the
inherent difficulties involved, has been accompanied by uneven efforts toward
ineffec ive cost review or contiol. Furthermore, services or facilities are often
dupF  ed or used inefficiently. A basic cause of inflation and inefficiency rests
wi® improper structuring of incentives. Where no individual group, or
oic m is responsible for the use ofmore economical services and facilities,

inch i w T"ose relating to preventive care, greater income IS generated for
providers by the more frequent use of services and facilities and oy the use of
the more expensive facilities and servicts available.

6381D/040990d -2-



A third problem is the quality of health care delivered. Throughout various
parts of the country, the quality of health care can ranee from the very be3t to
the very poor. Generally speaking, there is no locus for ouality assessments
either as to health care processes or health care results. In the absence of a
means to measure quality, it is virtually impossible to design and implement

effective programs to rectify defects.

This brief discussion in no way attempts to provide a comprehensive discussion
of the problems of the health care delivery system in the United States nor does
it give adequate recognition to the strenuous efforts of many to improve the
existing system. However, it does highlight some of the major problems
prevailing today. Development of the health maintenance organization (HMO)
concept offers one alternative means to help alleviate some of these problems.

Nature of the Health Maintenance Organizations:

A health maintenance organization may be described as an organization which
brings together a comprehensive range of medical services in a single
organization to assure a patient of convenient access to health care services. It
furnishes needed services for a prepaid fixed fee paid by or on behalf of the
enrollees. An HMO can be organized, operated and financed in a variety of
ways. For example, an HMO may be organized by physicians, hospitals,
community groups, labor unions, government units, insurance companies, etc.
Generally speaking, an HM O delivery system is predicated on three principles:

1. It is an organized system for the delivery of health care which
brings together health care providers.

2. Such an arrangement makes available basic health care which
the enrolled group might reasonably require, including emphasis
on the prevention of illness or disability.

3. The payments will be made on a prepayment basis, whether by
the individual enrollees, medicare, medicaid, or through
employer-employee arrangements.

An HMO can directly address itself to the problems of availability, accessibility,
and continuity since it is a health care delivery system. It assumes
responsibility for actually furnishing to its enrollees those health care services
necessary to meet the obligations it undertakes. Thus, the HMO occupies a
position through which both the accessibility and continuity of care may be

affected.

An HMO, by 1tsvery nature, may provide incentives toward lessening costs iIn
delivering health care. It has a limited membership prepaying fixed sums of
money. The providers are obligated to deliver a specified set of health care
services. The fixed amount of income provides incentive to control expenses and
costs. The HMO provides a mechanism to analyze costs, expenses and
utilization of services, and affords a means to implement measures to enhance

efficiency.

The problem of the quality of health care is not susceptible to an easy solution.
An HMO 1isin a position to ass ss the quality ofcare provided since 1tisa closed
system. Itcan study the health of its members, review the records of treatment,
and, ingeneral, provide a monitoring mechanism.

6381D/010990d -3-



A variation of the HMO concept is seen In some medical care foundations.
Although 1individual foundations differ greatly in detail, a foundation for
medical care is usually sponsored and organized by a county or state medical
society. The membership consists of physicians who upply to and ore accepted
by the foundation.

Those medical care foundations which can be considered as a variant of the
HMO concept often contract with an insurer or other prepayment plan (e.g.,
hospital or medical service corporations) to provide coverage meeting certain
minimum criteria consistent with the delivery of quality medical care. The
insurer collects the premiums, promotes, markets, and underwrites the
program. The enrollee may seek physician services from any member of the
foundation who then bills either the insurer or the foundation, not the enrollee.
Although such billings are on a fee-for-service basis, the amount charged the
enrollee is fixed and prepaid without regard to the number or type of services
used. The foundation establishes some form of peer review to monitor not only
the level of charges but also the type and quality of care rendered. Since the
amount of income does not vary with the number or type of services provided,
incentives exist to maintain costs at as low a level as possible. However, unlike
the HM O concept lescribed above, even though physician services are prepaid
from the patients *viewpoint, from he physicians *iewpoint, the fee-for-service
practice is maintained, under the federal HM O Act, this type of organization is
called an Individual Practice Association Type HMO .

TheJNeedibr State. Authorizing,and. RegulatorxLegialaliin

From 1970 to 1973, the administration and committees in both houses of
Congress spent much time analyzing the health maintenance organization
alternative In connection with national health insurance and federal assistance
bills for HM O & This analysis resulted in the enactment of the federal HM O
Act in 1973. Since then, the number of health maintenance organizations and
the number of HM O enrollees has grown rapidly. Prior to 1972, however, few
states had a statutory framework tailored to the supervision of health
maintenance organizations. Chartering, licencing, contract and rate regulation
and other supervision was being carried out under general insurance laws,
hospital and medical service corporation statutes, other special statutes, or not
at all. Because the HM O 1s a unique type of organization, many provisions of
such state laws were 1inapplicable, highly restrictive or prohibitive to the
formation and operation of an HMO. Therefore, in 1972, the National
Association of Insurance Commissioners (NAIC) adopted the Model Health
Maintenance Organization Act which accommodates the unique features of
HMO 8 CSSSSB 335 (Fin) substantially tracks that model act.

CSSSSB 335 (Fin) clearly authorizes the establishment a”u operation of
HMO & Restrictive provisions in other laws which are inappropriate to HMO"s
are rendered inapplicable. Appropriate grants of authonty are established to
enable the HM O § to fulfill the function envisioned for them. At the same time,
however, the public has a vital interest in the fiscally sound, efficient, and
ethical operation of HMO 3 As 1is the case with insurnnce and hospital and
medical service corporations, HM O 3 are "afiectcd with the public interest."
Thus, the purpose ot this bill is twofold.

G381D/0i0990d 4



First, it attempts to provide a legal framework enabling the organization and
functioning of HMO " s ofa wide variety, including those based upon the medical
care foundation or individual practice association concept. The legnl
environment is designed to permit a high decree of flexibility. No one form of
organization or one type ol modus operandi 1is required, instead the HMO
concept can be relinedf and subjected to further experimentation. Second, the
bill attempto to provide a regulatory monitoring system not only to prevent or
remedy abuse, but also to assist in the future improvement and development of
this alternative form of a health care delivery system.

Since the model bill on which CSSSSB 336 (Fin) was approved, the federal HM O
Act has been enacted and amended four times. The model, or substantial
portions of it, has been enacted in 27 states and substantial experience has been
Joined in implementing and regulating HM O S under its terms. In addition, a
ew HMO & have become insolvent and commissioner have had to deal with the
results of those insolvencies. Therefore, the model act has been revised to
reflect changes which have occurred in the federal law, to reflect experience
gained iIn administering the law and to clarify and strengthen the provisions

relating toH M O agency.

This section requires the licensing of an HM O in order to provide health care
services on a prepaid basis. The legal entity, in which the responsibilities
imposed by this Act are vested, serves as a focus of regulatory attention to
assure that the consuming public iswell served.

AS 21.86,020

A health maintenance organization combines several characteristics of an
insurance operation (including the need for financial responsibility, the
assumption of risk and similarity in marketing activities) with the
characteristics of a health care delivery system. This section provides for the
authorization and regulation of health maintenance organizations to be carried
out through existing state agencies. The creation of a new agency specifically
for health maintenance organizations would unnecessarily duplicate existing
functions in the Insurance Division and the Department of Health and Social
Services. It is felt that the expertise of the Alaska Insurance Division on fiscal
and other regulatory matters and the familiarity of the Alaska Department of
Health and Social Services with regard to health matters should botn be utilized
in the regulation of health maintenance organizations. To minimize
administrative problems, the prime responsibility for administration is vested in
one agency - tne Insurance Division. However, to the extent possible, the
responsibilities of the two agencies are clearly defined with the Insurance
Division obligated to relv on the Department of Henlth and Social Services with
respect to the latter"s sphere of expertise.

Subsection (b)(2) makes explicit the requirement that an HM O must provide a
minimum package of services on a prepaid basis. Reasonable co-payments,
however, are permitted and do not violate the requirement for prepayment.
Such co-payments may be used to (a) reduce the amount of prepayments; and (b)
minimize frivolous utilization of services. In addition, an HM O may hnve more
than one benefit package involving different levels of co-payments.

6381D/040990d -5-



Under subsection (bX3). to grant a certificate of authority, the director should be
satisfied that the health maintenance organization will have the financial
resources to provide the health care services for which it is obligated to its
enrollees. However, Itisrecognized that requiringan HM O to have more than a
minimum capitalization as set forth . AS 21.86.140(h) might prevent the
organization or implementation of an otherwise viable HMO. Furthermore,
with various possible insurance and surety arrangements available to back up
the HM O §promise of performance, reserve requirements such as those found in
the insurance laws are not deemed necessary.

The exercise of authority granted in this section is subject to disapproval by the
director within 30 days of a filing by a health maintenance organization. The
director may promulgate rules and regulations exempting certain contracts
from the filing requirement where exercise of the authority granted in the
section would nave little or no effect on the financial condition and ability to
meet obligations of the organization.

This section makes explicit the permissible membership of such a group.
CSSSSB 335 (Fin) does not, however, require that a nealth maintenance
organization be consumer controlled. It is expected that HM O § controlled in a
variety of ways will be organized. Where organizations are not consumer
controlled, it is believed that some means for enrollee participation should be
provided. For example, such matters as availability, accessibility and continuity
of health care services are factors which directly confront the consumers and in
which they have a particular interest. The disclosure of information under

other sections 19 also designed to assist the consumers.

Arguments against a role for the consumer include: (1) such participation is
unnecessary and perhaps even harmful to the efficient and professional delivery
of health care services; (2) a consumer role will impede the initiation ofan HMO
since more people must be involved; and (3) consumers can always seek
alternative health care. The arguments for a consumer role seem more
persuasive. These include: (1) consumer participation results in a more
responsive organization; and (2) consumer participation is not the samt as lay
control over the rendering of professional service.

AS 21,86,08D

This section provides a level of fidelity protection for the consumer by requiring
a bond.

AS 21.86.060

This section requires that services be provided through appropriately licensed
persons. It allows the HMO to provide services directly or through other

arrangements.

6381D/040990d -6-



A3_2L8.6iQ.IQ

Subsection (a) requires that every enrollee be provided with evidence of
coverage and allocates the responsibility for providing that evidence.

Subsection (b) and (e) requires that evidences of coverage and forms are subject
to filing with and approval by the director.

Subsection (C) establishes requirements which evidence of coverage must meet.

Subsection (d) provides that filing is required under subsection (b) unless the
form isalready subject to filing requirements under existing filing statutes.

Subsection (f) provides for the filing of charges for health care services, i.e., that
part of the benefit package which is provided in the form of service vis-a-vis
indemnity or service benefits. Those parts of the package p oviding benefits
under agreement with an insurance company or hospital or medical service
corporation will be subject to regulation in accordance with existing laws.

Paragraph (0 neither requires nor prohibits community rating. Reasonable
underwriting classifications are permitted for the purpose of establishing the
charges. Different charges may be imposed on different groups of enrollees.
Such a rigid requirement as community rating would appear to be inappropriate
when the competing financing mechanisms are not subject to such a constraint.
The competitive disadvantage which such requirement might impose could
impeded the development of HM O &.

Because of itssomewhat different nature, an HM O 1isnot required by thisAct to
meet reserve requirements similar to those imposed on iInsurance companies.
Thus, it is important that the charges be set at an adequate level. The
requirement for certification by an actuary or other qualified person, along with
supporting information, 1is intended to assist the director in determining
adequacy. In applying the standard of excessive, inadequate, or unfairly
discriminatory, it is contemplated that the director may consider the amount
necessary to assure a reasonable return on the initial and subsequent capital
invested and an amount needed to accumulate adequate funds to stabilize the
level of charges against fluctuation due to inflation, changes in medical
technology ana related causes.

ASL2L S8I2SQ

This section provides the director with the authority to require reports
considered necessary to carry out his duties. The reports could include:

o a financial statement of the organization;

o any material changes in the information submitted pursuant to
AS 21.86.010(b)(3);

0 the number of persons enrolled at the beginning und end of the
year; and

0 the amount of uncovered and covered expenditures that are
payable and more than 90 days post due.,

6381D/040990d -7-



In establishing filing requirements, the director will be cognizant of the fact that
HMO § that are qualified under the federal HM O Act must submit detailed
reports to the T opartment of Health and Human Services. The director will
make use of such reports when they are relevant and avoid the imposition of

duplicate reporting requirements.

This section requires the HMO to provide notice to enrollees of changes in
operation affecting them.

Every health maintenance organization is required to establish a complaint
system to provide reasonable Drocedures for the disposition of complaints. The
organizations may be expected to receive two types of complaints. One type is
related to the basic health care services or additional services furnished by it
The other type is related to that portion of the coverage in addition to basic
health care services which is provided by insurance, hospital or medical service
corporations, or some means other than eing furnished by the organization.
For complaints arising from health care services, the administrative procedure
to handle complaints should provide the mechanism through which enrollees
receive a fair and proper opportunity to have their cases heard, including the
use of binding arbitr \tion as a means of resolving claims concerning coverage.
For complaints regarding benefits over whicii the health maintenance
organization has no direct control such as those portions of the benefit package
which are covered by 1insurance, the health maintenance organization is
responsible only for maintaining statistical information and transmitting the

complaints to the persons responsible.

AS21.86.110

This section avoids duplication of benefits.

AS 21.86.120

This section provides a ten-day free look.

AS 2186130

Life and health insurers are subject to statutory investment requirements
designed to assure conservatism and liquidity in the handling of the insurer$
funds. Sound financial management is an important element in the variable
operation of an HMO . Furthermore, it is contrary to the intent of this bill to
foster conditions which would enable an HMO to be used as a "front" for a
speculative investment operation. At the same time, however, it is recognized
tnat for an HM O to fulfill its expected functions, tt may be both desirable and
necessary for the HM O to invest a portion of its capital funds in facilities and
services to better enable it to meet its obligations. Such investments may not
conform to the traditional insurance law investment limitations. Consequently,
this section excepts this type of investment when approved by the director in
accordance with the standards setout InAS 21.86.030(bj.

6381D/040990d -8-



AS-2JL8.6.14Q

Even though very serious problems can arise if a health maintenance
organization defaults on its contracts, fiscal control of health maintenance
organizations in a manner comparable to that applied to insurance companies
appears inappropriate in view of the service nature of such organizations. The
best protection for enrollees is a financially sound organization that generates
net income. However, beginning health maintenance organizations are often
small businesses with limited financial resources that will sustain operating
losses in their early years. Unreasonably high starting capital or reserve
requirements may prevent some organization from starting or may
unreasonably tieup the capital of those that do. Therefore, this section provides
for a structured but flexible approach to protecting against insolvency. It
requires the maintenance of a minimum capital account, a deposit of cash or
securities inaminimum account, and the organization$ generation of additional
amounts annually as a source of funds to meet its contractual obligations to the
enrollees in the event of insolvency. The director may waive ail or part of these
requirements when satisfied that the organization has sufficient net worth or an
adequate history of generating net income to assure its viability. The
requirements may also be waived if the health maintenance organization$3
performance isguaranteed by another financially strong organization.

The section relates the deposit requirements to the amount of the health
maintenance organization$ uncovered expenditures. This amount will vary
depending upon the type of organization and the nature of its arrangements
with providers. For example, the physicians of the staff of the organization or a
contracting medical group of individual practice association may agree to look
only to the organization for payment of services provided to the organization§
enrollees and agree not to bill them in the event of insolvency. An organization
could have insurance for all or part of its hospitalization expense or another
organization could agree to guarantee that the liabilities of the health
maintenance organization are met

In all such cases, 1t is recommended that the contractual provision require the
provider or guarantor to notify the director if the provision or insurance is
modified or no longer in effect or ifpayment on the contract or policy has not
been made in a reasonable period of time. This can provide an early warning of
possible adverse changes in the health maintenance organization®s financial
position. In addition, tne status of such provisions or policies should be covered
in annual interrogatories to the organization.

In (b), the Finance Committee has increased the deposit amount required of a
new HMO from 5% of its estimated expenditures for health care services and
not less than $100,000 to 10% of its estimated expenditures for health care

services and not less than $250,000. This strengthens the solvency protection
for consumers substantially, particularly during its firstyear of operation.

AS.21.86.150

Subsection (@) requires licensing.

Subsection (b) addresses false or defective advertising and solicitation.

6381D/040990d -9-



Subsection (©) applies the insurance Unfair Trade Practices Act to the degree
applicable.

Subsection (d) is designed to foster continuance of coverage to the extent
passible.

Subsection (e) addresses potential deception through name utilized.

Subsection () requires a certificate of authority to use the phrase "Health
Maintenance Organization' or ""HMO.""

AS 21.88.16f
Provides for regulation of assets.

AS 21,86.170

This section overrides the group laws to permit an insurer or a hospital or
medical service corporation to provide coverage protecting enrollees of an HMO .

This authority is intended to permit insurers and the service corporations to
write coverage () to fill the gaps which the providers of health care services do
not provide, (2) to provide coverage In excess of the services provided, (3 to
cover catastrophe situations, (4) to provide protection to the enrollees in the
event the HM O becomes insolvent, and (6) to provide coverage against the cost
of health care services as the health maintenance organization deems necessary.

AS-21.86.18Fl

The director is provided authority to examine health maintenance organizations
as is reasonably necessary. Ho vever, any determination related to the quality
of health care services is the exclusive responsibility of the commissioner of
health and social services.

AS 21.86.190-.200

These sections list the reasons for suspension or revocation of the HMO"s
certificate of authority. They also set fortn a process for such action.

A3J2L56.210

This section provides for the rehabilitation, liquidation, or conservation of
health maintenance organizations t be carried out by the director under the
statute applicable to insurance companies.

AS 21.86.220

This section provides authority to adopt regulations.

6381D/040990H -10-



AS 218230

Proper administration of the HMO program by the Division of Insurance and
the Department of Health and Social Services will impose additional financial
burdens on the respective agencies. For this reason, it Is appropriate to
establish a fee system through which HMOs are required to bear the expenses
associated with their regulation by the state.

AS 2L8.6J&Q
This section provides for taxation of the HMO .

AS.2_L&&25Q

This section authorizes the director o issue a cease and desist order and to
apply for injunctive relief. Italso provides penalties for violations.

This section clarifies the relationship ofHMO s to other iInsurance statutes.

AS 21,86.2ZQ
This section provides that filings and reports are public documents.

AS_aimaafl

This section provides that medical information on an enrollee is confidential.

AS-2L8&23Q

This section authorizes the Department of Health and Social Services to draw
upon outside expertise where appropriate. One altemative would be to contract
with Professional Standards Review Organizations established pursuant to
Public Law 92-604.

AS 21.86.30Q

This section provides protection for HMOs from acquisitions which would run
counter to this chapter.

6381D/040990d -11-



AS gL 8jei.3!fi

This section is similar to section 1310 of the federal HM O Act, but extends the
dual choice requirement to state licensed HMOs. The licensing requirements of
this act are less stringent than the federal requirements, so this provision will
assist in the development and growth of state licensed HMOs. The Finance
Committee has clarified the language on page 27, lines 14-17, to assure that
rights in collective bargaining are preserved. The option of enrolling inan HMO

is an item that, Fapproved by the bargaining representative, then is offered to
the membership. Previous language would have required the offer without first

going to the bargaining table.

Definition section.

Paragraph (6) defines an HM O to be any person that undertakes to provide or
arrange for at least basic health care services on a prepaid basis. This can
achieve either (@) by providing the services directly through physician or other
providers actually employed by the HMO and through hospitals or fecilities
owned or directly operated by the HMO, or (b) by contracting or arranging with
physicians, hospitals or other fecilities to provide such services. The term
arrange' does not contemplate those traditional arrangements which hospital
or meaical service corporations make in conjunction with their prepayment
service plans pursuant to hospital or medical service corporation laws. If it
wore otnerwise, the traditional hospital and medical service corporation
prepayment service plan, by rtself, would be an HMO .

Paragraph (2) defines basic health care services. This definition, combined with
the requirement that an HMO provide for basic health care services iIn AS
21.86.020(bH2) and AS 21.86.190(a)(3) establishes a minimum package ofhealth
care services which an HMO must provide or arrange for. This is intended to
assure that the enrollees obtain at least a sufficiently broad range of services to
meet a reasonable amount of their health care needs. At the same time,
however, the definition should not be so broad as to be financially prohibitive to
a substantial number ofenrollees.

Since no HMO may function without either a certificate of authority and since
an HM O must furmish basic health care services, no health care services may be
provided or arranged for on a prepaid basis without the minimum package of
basic health care benefits. Tnis serves two purposes: (@) It requires the
provision of adequate protection and (b) It prevents the avoidance of the
applicability of the Act by the mere expediency of failing to meet the minimum
package requirements.

In addition, the HMO may furmish additional services, certain limited
indemnity benefits and more comprehensive indemnity berefits. These
additional services and benefits can be put together in any one of a variety of
ways. The indemnity or service benefits might cover such situations as
out-of-area emergency services, out-of-area benefits for dependents away at
oollege, or services which the affiliate providers lack the capacity to make
available. This flexibility In piecing together the package of coverage through
direct and indirect services and indemnity benefits enables an HMO type
operation to meet health care needs in a wide variety of circumstances.

6381D/040990d -12-



The definition of an HMO affords wide latitude for different arrangements.
This highly flexible approach seems best suited to our diverse and pluralistic
society with problems varying from locality to locality. Flexibility will allow
continued innovation and experimentation with different organizational
structures. It may be easier to recruit health personnel if a number of
altemative approaches are available. Consistent with this philosophy is the
absence of any requirement ofa minimum number ofemployees or ofa mandate
as to whether or not the HMO should be a profit or nonprofit organization.

Permitting both profit and nonprofit organizations will broaden the financial
and managerial resources which can be drawn upon in developing the HMO

concept.

Paragraph (9) defines uncovered expenditures. These are expenditures for
health care services for which the HMO is at lisk. They will vary in type and
amount, depending on the arrangements of the HMO. They may include
out-of-area services, referral services and hospital services. They do not include
expenditures for services when a provider has agreed not to bill the enrollee
even though the provider is not paid by the HMO, or for services that are
Jjuaranteea, insured or assumed by a person or organization other than the
health maintenance organization.

Section 2 and Section 3

Includes reference to HMO s iIn related statutes.

Section 4
This isa temporaiy grandfather clause for existing HMOs .

This section provides for applying AS 21.86.310(a) to new or renewal contracts
or agreements but not those existing.

Section 6
Provides for an immediate effective date.

6381D/040990d -13-
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HOUSE COMMITTEE REPORT

@
Date Referred: February 26, 1990 FURTHER REFERRALS:

JUDICIARY
Date of Committee Action: g JS K b FINANCE
The HESS Committee considere CSSB 340(RIs)am
CS SB NO. 340 (Rules) am ILLEGAL DRUGS/SCHOOLS/PREGNANT WOMEN

*An  Act relating to the delivery and possession of controlled
substances and imitation controlled substances, to misconduct involving
controlled substances, iImitation controlled substances, and alcohol by
minors, and to the provision of iInformation that includes penalties
applicable to misconduct involving controlled substances; and requiring
installation of signs in the vicinity of schools declaring the areas to
be “drug-free school zones®"; and providing for an effective date.”

replaced with fj C5 (*S Sfo [ 1 anew title
have attached amendment(s)

RECOM@DAHONS: ; r \ [y*c] the same title
V

do pass

do not pass

no recommendation

individual recommendations

additional referral to the Committee

ADOPTS: letter of intent

ATTACHES NEW FISCAL NOTE(s): APPROVES PREVIOUS:
(Dept) (Date/Dept)

[ 1 fiscal impact Jux ] Ffiscal note(s) J/Jtfo/poT/2/22/ra P-5S.
[ 1 =zero fiscal note_ [ 1 zero fiscal note(s) /

[ 1 zero fn/analysis



6-1102Da =
Chenoweth

AMENDMENT

OFFERED IN THE HOUSE S

TO: CSSB 340 (Rules) am

Page 7, lines 25 - 29:

Delete all material and insert:

"* Sec. 12. AS 28.15.185(b) 1i1s amended to read:

) The court shall 1impose the revocation for an offense

described In (@) of this section as follows:

(1) for a first conviction or adjudication, the revocation

may be for a period not to exceed 120 [90] days;
(@ for a second [OR SUBSEQUENT] conviction or adjudica-

tion, the revocation may be for a period not to exceed one yearj
(3@ for a third or subsequent conviction or adjudication,
the court shall revoke the minor®s driver®s license for two years or

until the minor reaches 18 years of age, whichever islonger.”

419790



6-1102Db

Chenoweth
AMENDMENT

OFFERED IN THE HOUSE jbB ~

TO: CSSB 340 (Rules) am
Page 2, lines 1-2:

Delete "or within 1,000 feet of"
Page 2, line 2, after 'grounds™:

Insert "or within the drug-free area adjacent to school grounds”
Page 2, line 7:

Delete "1,000 feet of the"

Insert ""the drug-free area adjacent to"
Page 2, line 27:

Delete "or within 1,000 feet of"

After ''grounds™:

Insert "or within the drug-free area adjacent to school grounds™
Page 3, line 5:

Delete "or within 1,000 feet of"
Page 3, line 6, after ''grounds":

Insert "or within the drug-free area adjacent to school grounds”

-1- 4110/90



Page

Page

Page

Page

Page

6-1102Db
Chenoweth

3, line 11:
Delete "or within 1,000 feet of school [THE]"
Insert "school [WITHIN THE]™

After 'grounds':

Insert "or within the drug-free area adjacent to school grounds"

3, line 19:
Delete '"1,000 feet of the"

Insert "the drug-free area adjacent to"

4, line 25:
Delete "or within 1,000 feet of school [THE]™
Insert "school [WITHIN THE]"™

After "grounds':

Insert "or within the drug-free area adjacent to school grounds"™

5, line 23:
Delete '"1,000 feet of the"

Insert "the drug-free area adjacent to"

5, following line 26:
Insert a new paragraph to read:

"(28) "drug-free area adjacent to school grounds'™ means the
area circumscribed by a line that 1is 1,000 feet outside the real
property boundary line of a public or private school; however, if the

area circumscribed by the line includes more than 50 percent of the

-2- 4/10/90



area of the city or village in which the school
drug-free area 1is the area circumscribed by a
distance outside the real property boundary

private school so that the area includes 50 percent,

50 percent, of the area of the city or village

located.™

Renumber following paragraphs accordingly.

located,

in which the school

6-1102Db
Chenoweth

then the

line drawn at a fixed
line of the public or

and no more than

is

4/10/90



ALASKA ASSOCIATION OF SECONDARY SCHOOL PRINCIPALS

RESOLUTION NUMBER 1. DRUG-FREE SCHOOL ZONES

SUBMITTED BY: AASSP

WHEREAS the Alaska Association of Secondary School Principals
has long been involved it fighting the menace of drug abuse in Alaska due
to the detrimental affects it can have on our students and society; and

WHEREAS drug pushers have often found a lucrative market among
students who cannot say "no"; and

WHEREAS at the national level a recent survey by the Coalition for
Drug-Free School Zones, of which NASSP is a charter member, shows ?hat
23 states now have drug-free school zones on the books, and legislation is
pending in another 12 states; and

WHEREAS Alaska is one of those states that has no drug free scnool
zones in statute or in proposed legislation; and

WHEREAS police records in New Jersey, the first state to pass drug
free school zone legislation, confirm that pushers avoid the special zones
because of the severe penalties in force there;

THEREFORE BE IT RESOLVED that the Alaska Association of
Secondary School Principals work for the introduction and passage of a
drug-free school zone law in the state of Alaska and that we work to make
penalties as severe as possible for violation of this law.

APPROVED: 10/17/89



DRUG-TAKING BEHAVIOR AMONG ALASAKAN YOUTH -1988:
A FOLLOW-UP STUDY

Bernard Segal, Ph.D.
Director, Center for Alcohol and Addiction Studies
University of Alaska Anchorage

November, 1988

Funded in part by a grant from the State Office of Alcoholism and Drug
Abuse, Department ol Health and Social Services, Juneau. Alaska



Figure 4-4
Lifetime Experience with One or more Drugs
Total Sample
1988
(n=4129)

Figure 4-5
Pest Year Experience with One or More Drugs
1988



¢. Comparisons with Other Surveys
O) Comparison of Alcske 12-17 Vger-Olris with the 1QQ5 Nctioncl Surrey
Drug Abuse: Lifetime Prevalence

The 1985 Nationcl Survey ¢cn Drug Abuse (NIDA, 1986) identifies lifetime
prevalence of drug use cmcng 12-17 year-olds in the lower-48 states. A
ccmperison of the Alaskan data for the seme age group (Figure 4-45)
shows that Alcsken 12-17 yecr-clds exceeded the nationcl levels for ever/
substance. Marijuana, for excmple, was greater then twice the ncrionc:
level, end stimulcnts were more than three times the nationcl rate.

The question crises of why the Alcskan data isso much higher then the
prevalence levels cited in the national survey. One possible answer
involves differences in methodology. The Alaska survey utilized a pro-
cedure which called for anonymous responses to questionnaires. The
nationcl study involved direct interviews. Itispossible that direct interviews,
particularly when conducted in the interviewee's home, elicited mere
fclse negctives than responding anonymously to questionnaires in scncci.
thereby resulting in lower prevalence rctes. An alternative exolcncticr. s
that subs'cr.ce use in Alcska ishigher then inthe lower-48 states.



Figure 4-45
Comparison of Alaska WUh
the 1985 National Household Survey
for 12-17 Year Olds
Lifetime Experience

B National Survey
3 Alaska

LCaTva©

mj h. a< m st cp
Substance

(2) Comeccriscn of Alcska Seniors with the 1987 Ncficncl Hicn School Spnior
Survey Lifetime P'evclence.

Tchle 4-46 provides a ccmpceriscn of the findings for Alcska high school
seniors with the findings from the 1987 Nationcl High School Senior Survey
(Johnston, 1988). Asmay be observed, the Alcsken dcta iseither genercily
comeccrchle for some substcnces, or exceeds national prevalence
levels. Alcskcn prevalence rcfes for mcrijucnc. inncicnTs, hclluc:noger.s.
cocaine, end stimulcnts tended to be higr.er then the nationcl figures:
experiences with herein, cecresscnts. trenquilizers. clccrcl. ¢cnc ‘ccccoo
were fetriy ccmccrcole.

32
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Figure 4-44
Comparison of Alaskan Seniors with
the 1987 National High School Senior Study
Lifetime Prevalence

1587 National Study
1988 Alaska Study
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Current Law Compared to Provisions of SB 340 - Drug Free School Zones

CS SB 340(Fin) am
Within 1000 fect of a
School By Any Person

Current Law: OFF School
Grounds By Any Person

Current Law: On School
Action Grounds By An Adult

Simple Possession of the
Following Control led Substances:

1A, ILA B Felony C Felony B Felony
Large Amounts of 1A, IVA, VA C Felony C Felony C Felony
Small Amounts of HHIA, IVA, VA C Felony A Misdemeanor C Felony
VIA C Felony 16 oz or more: C Felony C Felony
8oz ormore: A Misdemeanor C Felony
4 oz or more at home: B Misdemeanor C Felony
1 0z or more inpublic: B Misdemeanor C Felony
Any amount inapropelled vehicle: B C Felony
Misdemeanor

Less than 10z in public: Violation C Felony

Less than 4 oz athome: Legal Legal

Senator Jan Faiks * March 21, 1990



Current Law Compared to Provisions of SB 340 - Drug Free School Zones

Current Law: On School Current Law: Off School CS SB 340(Fin) am

Action Grounds By An Adult Grounds By Any Person Within 1000 feet of a
School By Any Person

Delivery or Possession With
the Intent to Deliver the Following

Controlled Substances:
*
1A Current law enhances possession A Felony A Felony
violations on school grounds, not
1A, TH1A delivery violz;tior;s (see other B Felony A Felony
chart

IVA, VA C Felony B Felony
VIA 1oz or more C Felony B Felony
VIA1/20zormore A Misdemeanor C Felony
VIA 1/2 oz or less for remuneration A Misdemeanor C Felony
VIA 1/2 0z or less Violation C Felony

Controlled Substance Schedules:
| Includes heroin, opium

Il Includes cocaine, LSD

Il Includes hashish

IV Includes some barbituates
V' Includes Codeine

VI Marijuana

Senator Jan Faiks - March 21, 1990



"Use It and Lose It" Law

AS 28.15.185

Current Law

Minor convicted of a drug or alcohol
offense loses his or her diver-s license
for:

First offense: 90 days

Subsequent offense: 1year

CSSB 340 (Fin) am
I
Minor convicted of a drug or alcohol
offense loses his or her driver”s license
for one year or age 18, whichever
is longer.

Senator Jan Faiks ¢ March 22, 1990



STATE OF ALASKA BILL VERSION: Gsa34°
1990 LEGISLATIVE SESSION PUBLISH DATE:

FISCAL NOTE

REQUEST:

Revisio'r] Date: — Agency Affected:

Title : "An Art rplanny tr. rlpllupry ad8 BRU:J&itLSecafles.
possessicn of csrcrolled sytetarra

Sponsor:  =n- caixs' et.ai. Components:—B ztatieo Saeuioas
Requestor:

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96
PERSONAL SERVICES

TRAVEL
CONTRACTUAL 180.0 180.0 m o Iflo.n Ird.o 1.00.0
SUPPLES
EQUIPMENT

LAND A STRUCTURES
GRANTS. CLAIMS
MISCELLANEQUS

TOTAL OPERATING  180.0 180.0 380.0 180.0 mo 180.0

CAPITAL 0 0 0 0 .. 0 - s

REVENUE 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)

GENERALFUND 180.0 180.0 m o mo m.o 1.80.0
FEDERAL FUNDS

OTHER
TOTAL mo 180.6 J&0Q 180.0 1212 180.0

POSITIONS:
FULL-TIME 0 0 0 0 8 c
0 0 0

0

(o)

PART-TIME
TEMPORARY o o o

ANALYSIS :  (Attach a separate page  necessary)

(See attached) FY 90 fiscal ir.nact is "0"

Prepared by: VietD - phong: 4031 _
Division: © "F™niv andYCut Services Date: A

Approved by Commissioner: Date:  ~ 770k
Agency: Dept- of Health and Social Services

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page of



FISCAL NOTE Page 2 of 2

CSSB340
DH&SS

ANALYSIS:
There would be no fiscal impact on the department in FY90.

CSSB340 will make available to the court an additional statutorily authorized
delinquency disposition alternative. The court could order a substantial amount of
community service to be completed by a minor who has been adjudicated on the
basis of a substance abuse offense involving possession for distribution on a school
ground or school bus.

Application of this alternative would require the division of Family and Youth
Services to develop widely distributed community work service programs. Without an
appropriate program to support a community work service order it is unlikely the
court would select this delinquency disposition alternative and, if ordered, it is
unlikely that such orders could be meaningfully applied or have rehabilitative value.

A well designed systematically applied program is necessary to identify appropriate
community work service sites, negotiate agreements with public and private non-
profit agencies providing work service sites, assign youth to appropriate sites,
monitor behavior on-site, document completion of work service requirements and
report to the court. Performance of such activities can most effectively be carried
out by a private sector agency under contract with the department. Program
services could be organized regionally in Juneau, Fairbanks, and Anchorage.
Program services for the smaller communities in those regions could be provided
itinerantly by the contractor. Such programs could handle 500-800 referrals per year
making community work service a viable delinquency disposition alternative for all
adjudicated delinquents, not just those charged with substance abuse offenses.

Cost estimates were derived from actual operational costs for the juvenile
community work service program previously provided through RSA io the
Department of Law Pretrial Diversion Unit. That program was discontinued in 1987.
Cost per regional site providing both local and itinerant services is $60,000 for a
total statewide annual cost of $180,000 for three (3) sites. Contractor costs are as
follows:

Full-Time Coordinator:

salary & benefits @ 42.0

per staff for each of 3

regions Ax.0 X3 « $123.0

Support Services:

travel, communications,

supplies and equipment @ 19.0

per regional program 19.0 X3 - 57.0
TOTAL $180.0
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Senate Letter of Intent

CSSB 340 (Finance)

It is the intent of the legislature that the Department
of Public Safety annually coordinate the printing of a "Student’s
Rights™ card designed and written by the Department of Education.
The Department of Public Safety shall make arrangements to
distribute the card to every child enrolled in a public school, and
to every child enrolled in a private school of which the Department
of Education has a record under AS 14.45. The legislature intends
that the Commissioner of Education use the "Student®s Rights™ card
distributed by the State of New Jersey as a guide in designing the
card, and that the card include information that summarizes the
Alaska statutes applicable to the sale and possession of controlled
substances on or near school grounds, and on school buses.

It is the further intent of the legislature that the
Department of Public Safety annually coordinate the preparation and
mailing of an information pamphlet to all households in the state.
The pamphlet should be written in easily understandable language,
should be designed to educate the public about controlled
substances, and should summarize information relating to the
criminal penalties applicable to the sale and possession of
controlled substances on or near school grounds, and on school
buses.

The legislature does not intend for the Department of
Public Safety to pay for the cost of printing or distributing the
"Student®s Rights” card or information pamphlet. Instead, the
legislature intends for the Commissioner of Public Safety to
develop a process for soliciting in-kind donations of services and
materials from private sector businesses and individuals, and to
allow members of the private sector to print and distribute the
"Student®s Rights" cards and information pamphlets. The names of
the donors shall be printed on each card and pamphlet.

-4-y "Fra/ fa.



STATE OF ALASKA BILL VERSION: CS SB 340 (Rules) (a)

1990 LEGISLATIVE SESSION PUBLISH DATE: 2/22/90

REQUEST: FISCAL NOTE

Revision Date: _ Agency Affected:  DOT&PF _

Title; At. Act relating to Drug Free BRU:  Maintenance and Operations
School Zones

Sponsor: Faiks, etc. Components:

Requestor Faiks

EXPENDITURES/REVENUES: nwand.ofPoiimi)

OPERATING FY91 FY 92 FY 93 FY94 FY % FY 96
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTURAL 1435 150 30.0 30.0 30.0 45.0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE 0 0 0 0 0 0

1
FUNDING: (Thajundi of Dollinll
GENERAL FUND 1435 150 30.0 30.0 30.0 450
FEDERALFUNDS 0 0 0 0 0 0
OTHER 0 0 0 0 0 0
TOTAL 1485 150 30.0 300 30.0 450
POSITIONS:
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 .0 0 0 0 0
ANALYSIS: See attached.
Prepared by:  Jeffery C. Oltescq/ _ Phone:  465-2951
Division: = Direcfor, Engineering and Operations Standanls Date: January 24.1990
Approved by Commissioner Mark. S. Hickey t o ., t o0 Date:  January 24. 1990
Agency: Départment of Transportation and Public Facilities
Distnbuuon (by preparer): i-saF,3HO( "R~
Legislative( Fyinpange ) ) Changes (i-sa ¢

Legislative Sponsor

Requestor W-t £iral A|K/

Office of Management and Budget Inoropriace. C

Impacted Ageney(ics) page 10f2



Department of Transportation and Public Fecilities
Fiscal Note Analysis: House Bill No. 391 (Section 19.10.045) 1/24/90

There s no way to make an actual inventory of signed school locations on short
notice. However, there are 660 schools, and it can reasonably be assumed that at
least half are on or near the state system (including municipal arterials), and are
marked as schools by school speed zones, marked crosswalks, or advance school

warning signs.

Furthermore, where schools are signed there would rarely be less than two marked
locations (one In each direction on one road) and probably rarely more than four
(one i1n each direction on two roads) for an average of 3 per school. This amounts to
330 schools x 3 signs per school average = 990 signs total.

Large signing contracts average approximately $50 per square foot for installed signs.
The required sign size for legibility and consistency woulld be about two square fest.
However, such smaller signs have much the same mounting, labor and equipment
costs as those several times larger. Including the need to locate the signs rather
accurately, the estimated cost per sign is conservatively $150 each.

This results in an estimated inftdal cost of $148,500 in 1990 dollars.
The sign Iife due to deterioration, accidental destruction, and the high vandalism
target value cannot be expected to exceed about five years with, for all causes, 10%

loss the first year, 20% the second through the fourth years, and 30% the last year
when deterioration sets In, and about 20% per year average thereafter.

This results in maintenance as follows (in 1990 dollars):

Istyear 0.10x$150K = $15,000
2nd thru 4th years 0-20 x $150K = $30,000 per year
5th year 0.30 X $150K = $45,000
thereafter , 0.20xS150K = $30,000 per year

There isno way toaccurately speak for the municipalities for the costs on theilr road
system.
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STATE OF ALASKA BILL VERSION: CSSB 340(Rules) (b)

1990 LEGISLATIVE SESSION PUBLISH DATE: 2/22/90

FISCAL NOTE
NGQUEST:
Revision Date: 2/9/90 Agency Affected: Public Safety
Title: Illegal drucis/schools BRU: Alaska.State Troopers
Sponsor:  SenatorFalks. et alm Component: AST Special Projects

Requestor : Senate Finance
EXPENDITURES/REVENUES: (Thousands of Dollars) (Inflation not Included)

OPERATING Fy a1 FY 2 FY 93 FY A4 F %5 FY 9%
PERSONAL SERVICES 39.7 39.7 39.7 39.7 39.7 39.7
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEQOUS
TOTAL OPERATING 39.7 391-7 39.7 39.7 39.7 0.7

CAPITAL -0- -0- -0- -0- -0- -0-

REVENUE 0~ -0- -0- -0- 0 -0-

FUNDING: (Thousands of Dollars)

GENERAL FUND 39.7 39.7 39.7 39.7 39.7 0.7
FEDERAL FUNDS
OTHER/PROG RCPT

TOTAL 39.7 39.7 39.7 39.7 0.7 39.7
POSITIONS:

FULL-TIME 0 0 0 0 0 0
PART-TIME 2 2 2 2 2 2
TEMPORARY 0 0 0

ANALYSIS: (Attach a separate page If necessary)

See attached analysts™ changes m C.<,<SI>HO te M

have no fiscal impact.
This fiscal note 1is

appropriate.
Prepared by:  Francis C. - rnone:
-Division: Alaska State Troopers. Date: 219190
Approved by CommissionerV VvV ™"  Arthur Engl 1sh Date

- N
Agency:  Department of Public Safely Page 1 of



Department of Public Safety

Fiscal Note Analysis

CSSB 340 (FIN) DRAFT, Drug Free School Zones
Page 2 of 4

Passage of proposed CSSB 340 (FIN) In Its present form would require the
Department of Public Safety to annually produce and distlbute ''Student®s
Rights' cards to an estimated 112,000* students presently enrolled In the
625 public and private schools In Alaska.

This bill also requires the Department of Public Safety to produce and
distribute a controlled substances Information pamphlet which Is to be
distributed annually to each of the estimated 266,000** households

throughout Alaska.

The bill prohibits the Department of Public Safety from using state funds
to accomplish this task, and an accompanying "‘letter of Intent” directs
the Department to solicit funds from private sources. The Department
does not feel that this approach Is realistic In Alaska. States with
larger corporate environments may be able to obtain such voluntary
support, but solicitation of donations for continuing revenue Is very
difficult. Despite serious doubts about the workability of this scheme,
this fiscal note Is the Department®s best estimate of essential costs.

To accomplish the tasks set out by the language of this bill, as
interpreted In the letter of Intent, the following activities must

occur: writing, research, design and layout of the Information pamphlet
and Student®s Rights cards, preparation of printer®s specifications, bid
specifications, mall assembly, and distribution. These and many other
tasks must be handled by skilled personnel In order to ensure compliance
with the legislation. In addition, It will be necessary for at least one
member of the DPS staff to oversee and coordinate this project to ensure

compl lar.ce.

Personal Services:

Publications Specialist 1l $25.3
Clerk Typist Il 14,4
TOTAL HL i

* Figures from the Department of Education.
** Figures from U.S. Census Bureau.



Posi tin Title
Publications Specialist 1l

Time Status Staff Months

PPT 6

Type of BExpenditure Amount
1 2 3

Salary* 18,956 I111/711177//71777/
Berefits* 6,306 111/7711777//71/77//

Premiun Pay (Included in Aoove) //7////7//7//77//7/7/7 iiiiamiimmiiii
I11717777717777717 17/17/17/77//7//17/

Other
Total Persoral Services mnidiiiiiii/m 25.3
Trael
Contractual
Commodities
Equipment
Other
Total Cost 25.3
funding Source for Total Cost
Federal Receipts 1002
G.F. Match 10083
Gereral Fud 1004 25.3
Program Receipts/GF 1006
I-A Receipts 10/
CIP Receipts 1061
Other

* Personal Services Salary ad Benefits Costs are from PACS.

COMPONENT _ASI,,Speciiil_EtiacEU

No. of Positions Range/Step

Location

Barg. Unit
1 1/A

Election District
Anchorage 10

Justi fication

This position will function within the Comunity Services
Bureau. This person will be responsible for the preparation,
writing, and design layout of the conmtrolled substance
information pamphlet and the "'Student”s Rights” card.
Further, the position would be responsible for preparing
printer"s specifications and obtaining bids for printing of
these publications. Distribution and nailing of the material
would also be coordinated by this individual.

- Six momths funding will be needed to perform the work
necessary t meet the requirements of this legislation.



Position Title No. of Positions  Range/Step Barg. Unit
1

Clerk typist 1l /A ASEA
Time Status Staff Months Location Election Qistrict
PPT 6 Anchorage 10
Justi Fication
Typc of Bxpendi ture Amourtt This Clerk Typist Il position will be assigned o the
1 2 3 Community Services Bureau to provide clerical support for

Salary" 10,3H4 ////17/777//7777/77/ this project in terms of research and follox-up
Berefi ts 3,982 ///////7/7//7/7/777 correspondence with schools and interested households.
Premium Pay (Included in Above) Z//////1//7//7//7/7 1/////1//1/7//7//1///
Other I11111117171777717 17/7777777/77/7//// This position will be needed for 6 months t© accomplish

Total Personal Services ////////////////// 14.4 the goals envisioned in the legislation.
Travel
Cotractual
Commodi ties
Equipment
Other

Total Cost 14.4

Funding Source for Total Cost
Federal Receipts 100
G.F. Match 1003
Gereral Fund 1004 14.4
Program Receipt:/GF 1006
I-A Receipts 1007
CIP Receipts 1061
Other
" Personal Services Salary and Benefits Costs are from PACS.

REQUEST FOR agency PccJdclBent.of.Public.SifelJE b . f . FY a1

NEW COS111 UN bru_ Afjinj .State. Troopers roviced Date

COHponent _ ASLSaecULfuldetls



Senate Judiciary Committee

MEMORANDUM

February 27, 1990

TO: Representative Johnny Ellis, Chairman
House HESS Committee

FROM: Senator Jan Faiks, Chairman
Senate Judiciary Committee

SUBJECT: SB 340 "An Act relating to the delivery and
possession of controlled substances and
imitation controlled substances; and
requiring installation of signs in the
vicinity of schools declaring the areas to
be "drug-free school zones"? and providing
for an effective date.”

CSSB 340 (Rules) am has been referred to the House HESS
Committee for consideration. This bill creates areas around
public and private preschools, elementary and secondary
schools in which penalties for the sale and possession of
drugs will be enhanced.

Many states, including Alaska, have laws on the books that
increase the penalty for selling drugs on school grounds. The
purpose is to protect young people from exposure to drugs at a
time in their lives when they are least able to appreciate the
risks or resist peer pressure. The problem with these laws is
that they invariably apply only to the school grounds, and not
to the area surrounding the school. It is essential that a
zone around each school be drug free, not just the school
itself. Otherwise, drug dealers can operate freely across the
street from the schoolyard.

In 1987, New Jersey became the first state to adopt a
"drug-free school zone"™ law. This law raises the penalties
for drug sales and possession not only on the school grounds,
but within 1000 feet of a school as well. CSSB 340 (Rules) am
is modeled on this New Jersey law. Since 1987, approximately
35 other states have adopted some version of drug-free school
zone legislation. President Bush has made the drug-free

Post Office Box V = Juneau, Alaska 99811



school zone concept part of his National Drug Control
Strategy, and the Chiefs of Police National Drug Task Force
has called it "perhaps the most effective incremental
system-wide solution to the drug problem."

A sectional analysis of CSSB 340 (Rules) am is attached. You
will note the following major differences between current law

and this bill:

Current law makes it a more serious offense for an adult to
possess drugs on school grounds. The specific penalty depends
on the type of drug that is possessed. For example, an adult
who possesses a small amount of cocaine off school grounds
guilty of a class C felony (up to five years in jail/3$50,000
fine), whereas possession on school grounds would be a class B
felony (up to 10 years in jail/$50,000 fine). Current law
does not apply to the area surrounding a school, or to conduct

on a school bus.

CSSB 340 (Rules) am changes ;his in several major ways.

First, it makes it a more serious offense for any person
(adult or minor) to deliver or possess with the intent to
deliver controlled substances within 1000 feet of a school or
on a school bus. For example, a person who delivered cocaine
more than 1000 feet from a school would be guilty of a class B
felony; if he delivered it within 1000 feet of a school or on
a school bus, he would be guilty of a class A felony (up to 20
years in jail/$50,000 fine). Minors charged with dealing
drugs on school grounds would be adjudicated under the
juvenile justice system, as they are with current drug law
violations. However, minors would be subject to a mandatory
sentence of 100 hours of community service.

Second, the bill provides that any person (adult or minor) who
possesses drugs for personal use (i.e. the casual user as
opposed to a dealer) is committing a more serious crime If the
possession takes place with 1000 feet of a school or on a
school bus. For example, a person who possessed cocaine more
than 1000 feet from a school would be guilty of a class C
felony; if he possessed it within 1000 feet of a school or on
a school bus, he would be guilty of a class B felony. Again,
minors would be adjudicated under the juvenile justice system,
but subject to a mandatory sentence of 100 hours of community

service.

In order to advise persons of these newly created drug-free
school zones, the bill requires the state and municipalities
to post street signs around schools, declaring the area to be
a "Drug-Free School Zone.™ Five other states require signs
to be posted: New Jersey, Maryland, Texas, Florida, and
Pennsylvania.



Additionally, the Department of Public Safety 1is required to
iIssue "'Student®s Rights"™ cards to every student. in the state,
based upon the New Jersey student right®"s card; this card
expresses a student®s right to attend school in a drug-free
environment. It 1s also required to prepare and distribute to
each household a pamphlet summarizing the state®s drug laws.
Copies of New Jersey®"s card and pamphlet are attached.

One final change i1s made to the "use it and lose it" law
passed by the Legislature several years ago. This law
currently provides that a minor who is adjudicated for
misconduct involving a controlled substance or for possession
or consumption of an alcoholic beverage loses his or her
driver®s license for 90 days for a first offense, and for one
year for a subsequent offense. CSSB 340 (Rules) am amends
this statute to provide that the minor loses the driver®s
license for one year or until his or her 18th birthday,

whichever is longer.

While supply eradication and interdiction efforts are
necessary, the most effective long-term solution to the drug
problem is demand reduction. It is difficult to reduce demand
among our young people When they are continually assailed by
drug use and trafficking in and around the:# schools.
Reduction of these activities will enable us to create safer,
more productive learning environments in which values opposing
drug use can be fostered. I urge the HESS Committee to
schedule this bill at its earliest convenience.
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM February 20, 1990
SUBJECT : CSSB 340 (Finance), sectional analysis
TO: Senator Jan Faiks

FROM: Jack Chenoweth

Legislative C

The Ilegislation makes convic/yton for possession, delivery,
and use of controlled substances in schools, on or near
school grounds, and on school buses as felonies, makes more
stringent the penalties involving conviction for possession
and consumption of alcohol by minors, and adds a number of
related responsibiliti.es to various state boards and
agencies. *

Bill section 1 defines delivery and nossession with intent
to deliver a schedule 11A and schedule 111A controlled sub-
stance on or within 1000 feet of school grounds or on a
school bus as misconduct involving a controlled substance in
the second degree, a class A felony.

Bill section 3 defines each of the following occurring on or
within 1000 feet of school grounds or on a school bus as
misconduct involving a control ed substance in the Lnird
degree, a class B felony: (1) delivery of a schedule IVA or
VA controlled substance, (2) delivery of one ounce or more
of a schedule VIA controlled substance, (3) possession with
intent to deliver a schedule IVA or VA controlled substance,
(A) possession of one ounce or more of a schedule VIA con-
trolled substance with intent co deliver, (56) possession of
any amount of a schedule 1A or I11A controlled substance.

Bill section 3 defines unlawful possession of a schedule
I11A, 1VA, VA, or VIA controlled substance on or within 1000
feet of school grounds or on a school bus as misconduct
involving a controlled substance ir. the fourth degree, a
class C fTelony.

Bill sections 2. A, and 6 establish affirmative defenses
applicable in tne event of prosecutions for each of the pre-
ceding. The affirmative defenses establish exceptions for
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Sponsored by the Attorney General s Statewide Narcotics Task Force

Students Rights Card

In New Jersey:

1.

2.

3.

You have the right to attend aschool that is free of drugs
and violence.

You have the right to walk or drive to schoc: without having
to face someone selling drugs.

You have the right to drug education programs in your
school and to learn how and why to say “no” to drugs.

Ifyou already have problems with drugs and alcohol, you
havetherighttoseektreatmentandconfidentialcounselling.

You have the right to grow up healthy and be the best you
can be.

This is an ENLARGED version of a WALLET SIZE
card given to EVERY student (k-12) in New Jersey.
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM February 20, 1990
SUBJECT: CSSB 340 (Finance), sectional analysis
TO: Senator Jan Faiks

FROM: Jack Chenoweth

Legislative C

The legislation makes convicf/on for possession, delivery,
and use of controlled substances in schools, on or near
school grounds, and on school buses as felonies, makes more
stringent the penalties involving conviction for possession
and consumption of alcohol by minors, and adds a number of
related responsibiliti.es to various state boards and
agencies. 1

Bill section 1 defines delivery and possession with intent
to deliver a schedule I1A and schedule 111A controlled sub-
stance on or within 1000 feet of school grounds or on a
school bus as misconduct involving a controlled substance in
the second degree, a class A felony.

Bill section 3 defines each of the following occurring on or
within 1000 feet of school grounds or on a school bus as
misconduct involving a controlled substance in the third
degree, a class B felony: (1) delivery of a schedule IVA or
VA controlled substance, () delivery of one ounce or more
of a schedule VIA controlled substance, (3) possession with
intent to deliver a schedule IVA or VA controlled substance,
(4 possession of one ounce or more of a schedule VIA con-
trolled substance with intent to deliver, (6) possession of
any amount of a schedule 1A or 11A controlled substance.

Bill section 5 defines unlawful possession of a schedule
ilIA" IVA, VA, or VTA controlled substance on or within 1000
feet of school grounds or on a school bus as misconduct
involving a controlled substance iIn the fourth degree, a
class C relony.

Bill sections 2, 4, and 6 establish affirmative defenses
applicable in the event of prosecutions for each of the pre-
ceding. The affirmative defenses establish exceptions for



Senator Jan Faiks
Page 2
February 20, 1990

conduct occurring within private residences situated within
1000 feet of school grounds in which, generally, a minor was
not present.

Bill section 7 offers definitions for the terms '"school bus"
and "school grounds™ used in the preceding sections.

Bill section 8 directs the state board of education to pre-
pare"anTTssue a "student’s bill of rights,” to include
information about state laws applicable to possession and
sale of controlled substances in schools, on school grounds,
and on school buses.

Bill section 9 directs the commissioner of public safety to
prepare and annually issue a student"s rights card, anJ to
develop and mail to each household an information pamphlet
relating to controlled substances, with emphasis on the pen-
alties applicable to possession and sale of substances in
schools, on school grounds, and on school buses.

Bill section 10 requires the Department of Transportation
and Public Facilities to install "drug-free school zone™
signs in the vicinity of all schools in which it has placed
a sign identifying the location of a school.

Bill section 11 directs municipalities to place the same
kind of signs in the vicinity of schools on the same brsis.

Bill section 12 compels the court to revoke the driver s
license of a minor convicted or adjudicated of driving while
intoxicated for one year or until the minor reaches the age
of 18, whichever 1is longer.

Bill section 13 mandates a court to compel a minor who 1is
convicted or adjudicated of a violation involving
possession, delivery, or use of a controlled substance in a
school, on school grounds, or on a school bus to perform a
minimum of 100 hours of community service.

Bill section 14 makes the sign placement provisions of bill
sections R) and 11 effective August 16, 1990.

Bill section 15 suggests use of the New Jersey student®c
rights card as a model for similar cards to be prepared and
issued under the amendment made by bill section 9.

JCppl
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Ifyou need help for
a drug problem, call:
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Sponsored by the Attorney General s Statewide Narcotics Task Force.

Students Rights Card

In New Jersey:

1.

2.

3.

You have the right to attend aschool that is free ofdrugs
and violence.

You have the right to walk or drive to school without having
to face someone selling drugs.

You have the right to drug education programs in your
school and to learn how and why to say “no” to drugs.

Ifyou already have problems with drugs and alcohol, you
have therighttoseektreatmentand confidentialcounselling.

You have the right to grow up healthy and be the best you
can be.

This is an ENLARCED..version of a WALLET SIZE
card given to EVERY student (k-12) in New Jersey.



Dear New Jersey Resident:

New Jersey now has one of the toughest drug laws
in the nation. Our new law recognizes that if we are
ultimately to win the so-called “war”on drugs, we
can only Succeed by redumnﬂ the demand for Illicit
substances. This, Inturn, wi Iargely depend on the
new school education programs emﬁned to teach
ouryoung people how and why they should say no to
dru%s. QOur schools, in other words, will serve as
the Tocal point of our efforts to raise a truly drug-
free generation and uItmateIY win this war;

We must, therefore, be certain that schools and
the areas around them, the “Drug-Free School
Zones," are safe havens for children, not conven-
lent marketplaces for drug dealers or users. We are
even putting signs up across the State to make
you, the citizens of New Jersey, aware of our strat-
egy. Our children are entitled o an environment
conducive to theireducation, one that is free of
drugs and where druH trafficking activities are not
tolerated. Ch.Idren should not be able to look out
their classroom window and see a drug deal takin
place. They should not be able to find used “crack™
vials littered around school pla%grounds. They
should not be propositioned to buy or use drugs
while walking to school or in school buildings.

In sum, we must as an absolute prigrity do
everything we can to keep innocent children as far
away from the drug culture foras much of the day as
posSible. Inthis way, with your help, we can give'our
new K-12 drug education programs and drug aware-
ness coordinators a chance to do theirjobs of teach-
{,r\]/g our children how and why to say no to drugs.

eare all soldiers in this war and we mustdom
together and fight for a ?ene_ratlon free of drugs.

_ Thank you for your help with this prq?ram, which
is vital to'the futire of New Jersey’s children.

Sincerely,

C L n
Cary Edwards

Attorney General of New Jersey

*y—cilibgahed in 19*4it pit! of
d noutU* enkxctmenl
e ii& Gilije MR =

The New Jersey Drug Laws:

Ina Drug-Free School Zone

= Any adult convicted of dealing or passing any
type ofillegi-' drug, other than marijuana,
will get three years in prison without parole.

= Any adult convicted of dealing even a small
amount of marijuana will get one year in
prison without parole.

= Anyone convicted ofpassin% adrug could
be considered a dealer and therefore is also
subject to prison without parole.

= Anyone convicted ofsimply having any type
of iYIegaI drugioa Drug-pF)r/ee Sch%ol o%g

will havetodo 100 hours ofcommunity service.

Be aware that under the law an adult is someone
18 years old and over. In addition, ajuvenile,
1years old and over, can be treated as an adult
inan adult court.

Don’t mess with
drugs in New Jersey schools.

Everywhere in New Jersey

= Anyone convicted of any drug offense will
automatically lose his or her driver’s license.
It doesn’t matter ifa car was used in com-
mitting the offense.

e Anyone under 17years ofr*c who is
convicted ofany diug otfense will not he able
to get his or her driver’s license for at least
six months alter turning 17

. _AnYon.e convicted ofany drug offense,
including use, will have :0 pay a special cash
@enalt , Which starts at $500 and goes up to
3,000. This money is intended for drug
education and prevention programs.

« Any adult convicted of dealing or qivin.?
drugs to someone under ICyears old will have
the regular penalties doubled.

e Any adult who is convicted of being in
char%e ofa dru% dealing ring will go tojail
lor 25 years without parole.

e Any adult &ove.r 18yearsold) who Is
convicted o usm? or employing ajuvenile
(under 18yearsold) inadrug deallnF ring will
go tojail for five years without parole.

Ifyou need further information contact the
Aftorney General’s Statewide Narcotics Task
Force, 6th Floor, Hughes Justice Complex
Trenton, New Jersey 08625, (609) 292-5939.



Drug-Free School Zones
are areas surrounding each
school beginning at the
outermost boundary of the

school property

and extending DFEEQG

SCHOOL
1000 f_eet from zone
that point.

[lm mUnriirnn /hrnni 7]1tim

Don't get
caught with
drugs here.,
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM February 20, 1990
SJ u~>
SUBJECT: CSSB 340 (Fijiafice), sectional analysis
TO: Senator Jan Faiks
FROM: Jack Chenoweth

Legislative C

The legislation makes convicf/on for possession, delivery,
and use of controlled substances in schools, on or near
school grounds,”and on school buses as felonies, makes more
stringent the penalties involving conviction for possession
and consumption of alcohol by minors, and adds a number of

related responsibilities to various state boards and
agencies.

Bill section 1 defines delivery and possession with intent
to deliver a schedule 11A and schedule I111A controlled sub-
stance on or within 1000 feet of school grounds or on a
school bus as misconduct involving a controlled substance in
the second degree, a class A felony.

Bill section 3 defines each of the following occurring on or
within 1000 feet of school grounds or on a school bus as
misconduct involving a controlled substance in the third
degree, a class B felony: (1) delivery of a schedule I1VA or
VA controlled suostance, (2) delivery of one ounce or more
of a schedule VIA controlled substance, (3) possession with
intent to deliver a schedule IVA or VA controlled substance,
(@) possession of one ounce or more of a schedule VIA con-
trolled substance with intent to deliver, (56) possession of
any amount of a schedule 1A or 11A controlled substance.

Bill section 5 defines unlawful possession of a schedule
I11A, 1VA, VA, or VIA controlled substance on or within 1000
feet of school grounds or on a school bus as misconduct

involving a controlled substance in rhp <ourtu- degree, a
class C relonv.

Bill sections 2, 4, and 6 establish affirmative defenses
applicable in the event of prosecutions for each of the pre-
ceding. The affirmative defenses establish exceptions for



Senator Jan Faiks
Page 2
February 20, 1990

conduct occurring within private residences situated within

1000 feet of school grounds in which, generally, a minor was
not present.

Bill section 7 offers uefinitions for the terms "'school bus™
and "'school grounds™ used in the preceding sections.

Bill section 8 directs the state board of education to pre-
pare and issue a "'student®s bill of rights,” to include
information about state laws applicable to possession and

sale of controlled substances in schools, on school grounds,
and on school buses.

Bill section 9 directs the commissioner of public safety to
prepare and annually issue a student"s rights card, and to
develop and mail to each household an information pamphlet
relating to controlled substances, with emphasis on the pen-
alties applicable to possession and sale of substances in
schools, on school grounds, and on school buses.

Bill section 10 requires the Department of Transportation
and Public Facilities to install "drug-free school zone"
signs iIn the vicinity of all schools in which it has placed
a sign identifying the location of a school.

Bill section 11 directs municipalities to place the same
kind of signs in the vicinity of schools on the same basis.

Bill section 12 compels the court to revoke the driver~s
license of a minor convicted or adjudicated of driving while

intoxicated for one year or until the minor reaches the age
of 18, whichever is longer.

Bill section 13 mandates a court to compel a minor who 1is
convicted or adjudicated of a violation involving
possession, delivery, cr use of a controlled substance in a
school, on school grounds, or on a school bus to perform a
minimum of 100 hours of community service.

Bill section 14 makes the sign placement provisions of bill
sections 10 and 11 effective August 16, 1990.

Bill section 15 suggests use of the New Jersey student®s
rights card as a model for similar cards to be prepared and
issued under the amendment made by bill section 9.

JC:pl
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CHIEFS OF POLICE (:

NATIONAL DRUG TASK FORCE

wisi 1 S jsorf 1110 Vermont Aae. N.W = Sate LL10
I\ i1 wWw Weshirgton. 0 C. 20006
@) 296-0000
FAX 296,174
October 20, 1989
Kevin 0" Leary

Chief of Police
4501 S. Bragaw St.
Anchorage, AK 99507

Dear Mr. O" Leary:

As a prominent leader in your state, you must be
extremely concerned with the havoc created by drugs.
Illegal drugs corrode our society, undermine law
enforcement, corrupt officials, spawn rampant crime,
spread death and murder, and take their final toll in
wrecked lives. _.Through increased supply eradication and
interdiction efforts law enforcement authorities have
increased criminal arrests and narcotics seizures. Yet
we continue to witness a pervasive drug problem. We are
convinced that the only long-term solution to the drug
prgblem will occur when we successfully reduce the demand
for drugs.

Of all drug demand reduction alternatives, the drug-free
school zone initiative is perhaps the most effective
incremental system-wide solution to the drug problem.
Drug-Free School Zones are designed to reduce the demand
for drugs by concentrating enforcement and ancillary drug
control efforts within geographic zones (generally 1000
ft.) around schools. By concentrating law enforcement
efforts, increasing penalties for certain criminal
activities, and linking these efforts with comprehensive
drug prevention education and alternative demand
reduction activities, we believe that these measures will
significantly reduce drug use and trafficking in and
around schools. Additionally, these zones help foster
healthier and more productive teaching and learning
environments wherein positive peer pressure to resist
drugs can be promoted.
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On July 1, 1987, New Jersey enacted the nations Tfirst model drug-free
school zone. Last year, New Jersey reported over 6,500 distribution
arrests within drug-free school zones. During this same year 9,600
drivers®™ licenses were revoked or postponed and their courts collected
over six million dollars in cash penalties from drug offenders.

New Jersey"s commitment to drug-free schools is beginning to have an
impact on their states criminal drug distribution and trafficking
patterns. In at least one case, a drug suspect was overheard on a
wiretap to explain to a coconspirator that a drug transaction could
not be completed in the given location because It was next to a
school. So too, New Jersey reports a number of examples of undercover
drug buys in which tne targets carefully select their point of saie in
locations out of these school safe havens. These evidences support
the original policy aim of protecting children through drug-free
school zones.

In light of New Jersey®s success, thirty-five other states have since
passed similar drug-free school zone legislation. Further, North
Carolina, Ohio, and Texas have proposed or pending legislation to
create d-ug-free school zones. Delaware, Oregon, and West Virginia
are aggressively enforcing Similar federal legislation, and the
District of Columbia is initiating a special pilot program. See
attachment for complete listing of statewide drug-frea school zones.

In January 1989, concerned leaders from the nation®s education,
prevention, criminal justice, and law enforcement communities
organized the National Coalition for Drug-Free School Zones. Through
the Coalition, the member organizations pursue two primary goals: @
the introduction, promotion, and passage of state-sponsored drug-free
school zone legislation nationwide, and (@) the development of means
whereby to implement effective drug-free school zones, complete with
training materials, drug prevention education, and other demand
reduction programming. The Coalition includes:

e National School Boards Association
< National Association of Secondary School Principals
e National Association of Elementary School Principals
National School Safety Center
e Council of State Governments
National Association of State Alcohol and Drug Abuse Directors
e National Council of Juvenile and Family Court Judgos
e National Association of Chiofs of Police

As a member of the Coalition, |1 wholeheartedly encourage you to
support effective iImplementation of drug-free school zor.es . your
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state. If your state already has legislation, seek to strengthen and
implement it. IT your state does not enforce drug-free school tones
motion to propose it. This iInitiative is too important and promising
to be left unexamined. We encourage you asa leader to organize a

state coalition for drug-free school tones, if you have not already
done so. Through individual state coalitions local communities can be
mobilized into a formidable assault on drugs. Only rfhen these zones
reach citizens at grass roots level will thvy become an effective
deterrent to drugs and crime.

The National Coalition  for Drug-Free SchoolZones beeks to support
your efforts. The Coalition has gathered copies of states enacted
legislation and have prepared other materials and recommendations
which may he of assistance to you in this effort. We are in the
process of creating an implementation manual to assist local
communities establish effective drug-free school zones. Furthermore,
we are preparing a quarterly Drug-Free School Zone newsletter that
will identify premising strategies, prevention innovations, and
legislation nationwide. The Ffirst issue of this newsletter will be
distributed in January 1990.

Again, we thank you for your continued support in this very iImportant
effort to make America drug-free. This can only be done with a united
force of state leaders and citizens who are willing to take the
necessary steps to accomplish the goal. Your help has been and will
continue to be invaluable in our efforts to make drug-free school
tor.es a reality nationwide. We, at the National Coalition For Drug-
Free School Zones, look forward to working with you and assisting you
in any way we can.

S

Severin Sorensen, Director,
National Coalit.or. For Drug-Free School Zones
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Our Goal:

A Generation Free of Drugs

Nik Jarsey Attormey Gararal Cary Edhards, ONO80. Hujhail dustice Conple™. Tranton. New Jarsey 08625



New Jersey®s

DRUG-FREE SCHOOLS

Demand Reduction Strategy

Recognizing the present level of use and demand for illegal drugs, it is foolish

to believe that the law enforcement community alone can win the war on drugs.
Law enforcement can, however, dedicate their resources to eliminate the sale,
distribution, and use ofillegal drugs from our school buildings, school property,
and areas around our schools. This effort will create a safe environment for our
children so that they may gain the benefits ofour drug education programs.
New Jersey's “ Drug-Free Schools” Program is law enforcement’s contribution to
acomprehensive strategy designed to create a “Generation Free of Drugs.”

The “ Drug-Free Schools” part of NewJersey's demand reduction strategy is founded
on the principle that the lawenforcement community with some new tools and the
support of the rest of government has committed to create “Drug-Free Schools™
throughout the entire state. This newty created drug-free school environment will
then allow the drug education programs, expanded and planned new drug treatment
concepts, and new community action alliance prevention initiatives the chance to
work towards making the next,generation a“ Generation Free of Drugs.”

A generation (17 years) free of drugs can only be realistically achieved through

a 17-yeareffort of new education, treatment and prevention programs. These
non-law-enforcement components of the demand reduction strategy include the
K through 12 education program now being instituted in our schools and the new
substance abuse coordinators being installed in all New Jersey’'s school districts
over 1988 through 1990 school years.

These education programs, coupled with the effective treatment programs for
adults and children and the establishment of comprehensive community alliance
prevention program for each of the 567 communities in New Jersey will help

to ensure the success of law enforcement’s Drug-Free School program and
ultimately create a“Generation Free of Drugs."

New Jersey recognizes that our schools serve as the primary medium for reducing
the demand for drugs. Protecting our schools is the greatest possible contribution
law entorcement can make in achieving our goal: AGENERATION FREE CF DRUGS.



