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the board. The board may approve or disapprove a waiver of participa—
tion based on the documentation submitted by the participant regarding
the benefit and financial standards established by the board. Once
the board awards the insurance contract, a participant may not be
granted a waiver during the term of the contract.

(©) A participant may separately provide for health insurar
coverage additional to that offered by the authority, and may provide
for marketing and servicing to be done by licensed insurance agents.

Sec. 21.77.100. DEFINITIONS. In this chapter

(1) Tauthority™ means the Alaska State Group Health Insur—

ance Authority;

(2) "board” means the board of directors of the Alaska
State Group Health Insurance Authority;

(3) "district” has the meaning given in AS 14.17.250;

(4) "eligible employee”™ means an employee of a participant
who qualifies for group health insurance benefits as determined by the
participant;

(5) "fund"™ means the state group health insurance fund;

(6) "group health insurance™ means coverage that may in—
clude life 1insurance, accidental death and dismemberment, workers”
compensation, medical care and treatment including Medicare and
Medicaid, dental care, eye care, and other group health coverage as

determined by the authority;

(7) "municipality” 1includes a public corporation estab—
lished by a municipality;

(8) "participant” means the state, a municipality, or a
district;

(9) "state" means the executive, legislative, and judicial

branches of state government, or an organizational unit of a branch,



and includes the University of Alaska, the Alaska State Housing Au—
thority, and the Alaska Railroad Corporation.

* Sec. 3. AS 39.25.110 1is amended by adding a new paragraph to read:

(30) employees of the Alaska State Group Health Insurance
Authority.
* Sec. 4. AS 39.50.200(b) 1is amended by adding a new paragraph to read:
(50) Alaska State Group Health Insurance Authority (AS 21.-
77).

* Sec. 5. STAGGERED INITIAL TERMS. Notwithstanding AS 21.77.020(b),
enacted in sec. 2 of this Act, the terms of the initial members of the
board of directors of the Alaska State Group Health Insurance Authority who
are appointed under AS 21 .77.020(a), enacted 1in sec. 2 of this Act, shall
be staggered by the governor. Three members shall serve for one year, four
members for two years, four members for three years, and four members for
four years.

* Sec. 6.REPORT. The Alaska State Group Health Insurance Authority
shall report to the Alaska State Legislature by March 1, 1991, on the
progress made by the authority 1in establishing a health care provider

payment system, rate schedule, and utilization standards.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).
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Ford

AMENDMENT

OFFERED IN THE SENATE BY SEN. POURCHOT

TO: CSSB 254 (State A ffaire)

Page 7, after line 8:
Insert a new b ill section to read:
"* Sec. 5. AS 44.66.010(a) is amended by adding a new paragraph to read:

(17) Alaska State Group Health Insurance Authority (AS 21.-

77.010) — June 30, 1995."

Renumber the following b ill sections accordingly
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CS SB 254 PROPOSED AMENDMENTS;

AMENDMENT 1: (Per Jim Baldwin, Asst. Attorney General)
Page 7, Lines 1,2 amended to read:

and includes the University of Alaska, (the Alaska State Housing Authority,
and the Alaska Railroad Corporation) and a public corporation of ti.© state
created within a principal executive department.
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IN THE SENATE
CS FOR SENATE BILL NO. 254 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to group health insurance; and
providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. PURPOSE. The purpose of this Act is to

(1) by February 1, 1992, create a statewide health care provider
payment system, rate schedules, and utilization standards;

(2) after February 1, 1992, provide comprehensive group health
insurance for the state, municipalities, school districts, and all eligible
employees of the state, a municipality, or a school district who elect to
participate in the group insurance offered by the Alaska State Group Health
Insurance Authority;

(3) expand the pool of subscribers and maximize the opportuni-
ties for cost containment when purchasing group health insurance;

(4) maintain an efficient provider payment system to reduce the
cost to providers who ire serving employees of participants;

(5) maintain statewide utilization standards to control inappro-
priate or improper utilization practices and to reduce the rate of infla-
tion in the cost of health care in the state;

(6)create the most comprehensive, cost-effective, and efficient
method ofproviding a variety of types of health care insurance necessary
to meet the coverage requirements of a participant resulting from negoti-
ated employee contracts;

(7) realize the potential savings that will result if approxi-

mately 135,000 active and retired state, municipal, and school district
-1 CSSB 254( )



employees and their dependents participate in the group health insurance
program offered by the authority; and .
(8) determine the need for mandatory participation in
health insurance offered by the authority.
* Sec. 2. AS 21 is amended by adding a new chapter to read:
CHAPTER 77. STATE INSURANCE.

Sec. 21.77.010. AUTHORITY CREATED; REQUIRED PAYMENT SYSTEM, RATE
SCHEDULE, AND UTILIZATION STANDARDS. (a) There is established within
the Department of Commerce and Economic Development a nonprofit incor-
porated legal entity known as the Alaska State Group Health Insurance
Authority.

(b) The authority shall, by February 1, 1992, establish and
maintain a health care provider payment system, rate schedule, and
utilization standards. The state, a municipality, or a district shall
use the health care provider payment system, rate schedule, and u tili-
zation standards established by the authority.

(c) The authority shall, beginning February 1, 1992, provide
grou. health insurance to eligible employees of the state, a munici-
pality, or a school district if the employer has elected to partici-
pate -in the group health insurance obtained by the authority. 4ioa)

n
Sec. 21.77.020. BOARD OF DIRECTORS; ORGANIZATION.AAlr(a) The
authority shall be managed by a board of directors composed of A
members appointed by the governor as follows:

(A2

(1) two members representing the legislative branch
A7 VA 6 out

(2) two members~representing the judicial branch;

(3) two members representing the executive branch;

(4) two members representing labor organizations;

(5) two members representing school districts;

CSSB 254( ) -2-



(6) two members representing municipalities;

(7) two members representing the Department of Health arid
Social Services;

(8) two members representing health care providers;

(9) one member representing the University of Alaska.

(b) A member of the board serves for a term of five years. The
board shall elect from its membership a president, vice-president, and
secretary. Members of the board serve without compensation but are
entitled to receive per diem and travel expenses authorized for boards
and commissions under AS 39.20.180. Members of the board are subject

to AS 39.50.

Sec. 21.77.030. GENERAL POWERS. The authority may

1 . beginning February 1, 1992, exercise the powel

ldo/V'pk H\ fC4U\re/Mvir~,
to insurers under the laws of the state;

(2) sue or be sued;
(3) enter into contracts or agreements;
(A) establish administrative or accounting procedures;

(5) collect, invest, and disburse funds;

(6 adopt necessary regulations and procedures for im|
Q>) u-)&\KISL

M0 ciollfcCTilKZ' &< ri.e/he.r<t%,
mentation of this chapter. ,

Sec. 21.77.040. STAFF AND PROFESSIONAL SERVICES CONTRACTS.p STh\(—{‘
authority shall employ an executive director who serves at the plea-
sure of the authority as its chief administrative officer. The execu-
tive director may, with the approval of the authority, select and
employ additional staff as necessary. Employees of the authority are
in the exempt service under AS 39.25.110. In addition to its staff of
regular employees, the authority may contract for the services of

consultants and professional, technical, and financial advisors the

authority considers necessary for the purpose of developing
-3- CSSB 25A( )



information, conducting hearings, studies, investigations, or other
proceedings, or otherwise exercising its powers.

Sec. 21.77.050. FIDUCIARY DUTY OF BOARD. In obtaining group
health insurance required under this chapter, the board shall provide
comprehensive coverage at the lowest possible cost per eligible em-
ployee ,

Sec. 21.77.060. PROCUREMENT OF INSURANCE. (a) The authority
shall, after February 1, 1992, obtain a policy or policies of group
health insurance covering eligible employees of the state, a munic-
ipality, or a district, if the employer has elected to participate,
from an insurer authorized to transact business in the state under
AS 21.09, or act as a self-insurer if the authority determines that

self-insurance can provide the desired insurance coverage and benefits

(b) Except when acting as a self-insurer, the authority
obtain group health insurance in compliance with the provisions of
AS 36.30 and shall make available bid specifications for desired group
health insurance benefits to all insurance carriers licensed in the
state and qualified to provide the desired benefits. The specifica-
tions shall be made available at least once every five years.

Sec. 21.77.070. STATE GROUP HEALTH INSURANCE FUND. The state
group health insurance fund is created in the general fund. The fund
consists of money appropriated by the legislature, and premiums col-
lected under AS 21.77.080. The fund shall be managed and invested by
the board. The board may expend money from the fund to carry out the
provisions of this chapter.

Sec. 21.77.080. INSURANCE PREMIUMS. (a) The authority shall
provide that sufficient premiums are collected to provide the re-

quired insurance coverage and to pay the expenses of the authority.

CSSB 25A( ) ~A-
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All premiums shall be deposited in the fund.

(b) Reserves remaining at the termination of an insurance con-
tract shall be invested by the authority in the same manner as retire -
ment funds are invested under AS 1A.25.180.

Sec. 21.77.090. PARTICIPATION; WAIVER. (a) The state, a munic-
ipality, or a district may participate in the group insurance coverage
provided by the authority. If the state, municipality, or district
elects to participate, the state, municipality, or district shall
continue to participate unless a waiver is granted by the board.

(b) In determining whether a waiver should be granted, the
shall establish minimum benefit and financial standards for the de-
sired group health insurance coverage. The minimum benefit and finan-
cial standards and the proposed time schedule for responsive offers
shall be sent to all participants at the time the request for proposal
for the desired group health insurance coverage is issued. A partici-
pant seeking a waiver of coverage shall match the minimum benefit and
financial standards set out in the request for proposal for the de-
sired group health insurance coverage. Participants shall submit
documentation of their insurance coverage matching the board's minimum
benefit and financial requirements before the deadline established by
the board. The board may approve or disapprove a waiver of participa-
tion based on the documentation submitted by the participant regarding
the benefit and financial standards established by the board. Once
the board awards the insurance contract, a participant may not be
granted a waiver during the term of the contract.

(c) A participant may separately provide for health insura
coverage additional to that offered by the authority, and may provide
for marketing and servicing to be done by licensed insurance agents.

Sec. 21.77.100. DEFINITIONS. In this chapter
-5- CSSB 25A( )



(1) "authority" means the Alaska State Group Health Insur-

ance Authority;

(2) "board" means the board of directors of the Alaska
State Group Health Insurance Authority;

(3) "district" has the meaning given in AS 14.17.250;

(4) "eligible employee” means an employee of a participant
who qualifies for group health insurance benefits as determined by the
participant;

(5) "fund" means the state group health insurance .£EumH

ArirCjpJ (6) "group health insurance" means coverage £tnat™\incirtide”
life insurance, accidental death and dismemberment, workers' compensa-
tion, medical care and treatment including Medicare and Medicaid,
dental care, eye care, and other group health coverage as determined

by the authority;

(7) "municipality"” includes a public corporation estab-

lished by a municipality;

(8) "participant” means the state, a municipality, or a

district
\\

=v3° (9) "state" means the executive, legislative, and judicial

branches of state government, or/tn organizational unit of a branch,

K and includes the University of Alaska, the Alaska St~te Housing Au-
txAjc pob%p. Corpancllo”s,
thority, and the Alaska Railroad Corporation. CHLIP | r

'Sec. 3. AS 39.25.110 is amended by adding a new paragraph to read:
(30) employees of the Alaska State Group Health Insurance
Authority.
* Sec. 4. AS 39.50.200(b) is amended by adding a new paragraph to read:
(50) Alaska State Group Health Insurance Authority (AS 21.-
77).
* Sec. 5. STAGGERED INITIAL TERMS. Notwithstanding AS 21.77.020(b),

CSSB 254( ) -6-



enacted in sec. 2 of this Act, the terms of the initial members of the
board of directors of the Alaska State Group Health Insurance Authority whc
are appointed under AS 21.77.020(a), enacted in sec. 2 of this Act, shall
be staggered by the governor. Three members shall serve for one year, four

members for two years, five members for three years, and five members for

The Alaska State Group Health Insurance Authori«ty
Alaska State Legislature by March 1, 1991, on the
progress made by the authority in establishing a health care provider
payment system, rate schedule, and utilization standards.
Sicyf. N&tfhipft inrphAs Acjraffecj&s a c~ntract/Dr ccnli?ec~ve~ba-rgain -
ijlvg &greefmentf~"y/e&tej2'y on~rthdreff~r ~vajlaree (0fjzhi.

* Sec. 8. This Act takes effect immediately under AS 01.10.070(c).
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6-0623H
Ford
3/6/90
Original sponsor(s): SEN. DUNCAN
IN THE SENATE BY THE STATE AFFAIRS COMMITTEE
CS FOR SENATE BILL NO. 254 (State A ffairs)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to group health insurance; and

providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. PURPOSE. The purpose of this Act is to
(1) by February 1, 1992, create a statewide health care provider
payment system, rate schedules, and utilization standards;
(2) after February 1, 1992, provide comprehensive group health
insurance for the state, municipalities, school districts, and all eligible

employees of the state, a municipality, or a school district who elect to

W kparticipate in the group insurance offered by the Alaska State Group Health

16 Insurance Authority;
Iy _ o :
(3) expand the pool of subscribers and maximize the opportuni-
18 ties for cost containment when purchasing group health insurance;
. (4) maintain an efficient provider payment system to reduce the
D cost to providers who are serving employees of participants;
A (5) maintain statewide utilization standards to control inappro-
2 priate or improper utilization practices and to reduce the rate of infla-
5 tion in the cost of health care in the state;
“ (6) create the most comprehensive, cost-effective, and efficient
% method of providing a variety of types of health care insurance necessary
% to meet the coverage requirements of a participant resulting from negoti-
274.ated employee contracts;
(7) realize the potential savings that will result if approxi-

29

mately 135,000 active and retired state, municipal, and school district
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employees and their dependents participate in the group health insurance

program offered by the authority; and

(8) determine the need for mandatory participation in the
4 health insurance offered by the authority.
> * Sec. 2. AS 21 is amended by adding a new chapter to read:
6 CHAPTER 77. STATE INSURANCE.
! Sec. 21.77.010. AUTHORITY CREATED; REQUIRED PAYMENT SYSTEM, RATE
8 SCHEDULE, AND UTILIZATION STANDARDS. (a) There is established within
J the Department of Commerce and Economic Development a nonprofit incor-
10 porated legal entity known as the Alaska State Group Health Insurance
1 Authority.
iV _ .

(b) The authority shall, by February 1, 1992, establish and
B maintain a health care provider payment system, rate schedule, and
1 utilisation standards. The state, a municipality, or a district shall

use the health care provider payment system, rate schedule, and u tili-

16 zation standards established by the authority.

(c) The authority shall, beginning February 1, 1992, provide
group health insurance to eligible employees of the state, a munici-
pality, or a school district if the employer has elected to partici-
pate in the group health insurance obtained by the authority.

Sec. 21.77.020. BOARD OF DIRECTORS; ORGANIZATION. (a) The
authority shall be managed by a board of directors composed of 15
members appointed by the governor as follows:

(1) one nonvoting member representing the legislative
branch;
(2) one nonvoting member representing the judicial branch;
(3) two members representingthe executive branch;
* (4) two members representinglabor organizations;
(5) two members representingschool districts;

CSSB 254 (SA) -2-



WORK DRAFT WORK DRAFT 7 WORK DRAFT

(6) two members representing municipalities;

(7) two members representing the Department of Health and
Social Services;

(8) two members representing health care providers;

(9) one member representing the University of Alaska.

(b) A member of the board serves for a term of five years. The
board shall elect from its membership a president, vice-president, and
secretary. Members of the board serve without compensation but are
entitled to receive per diem and travel expenses authorized for boards
and commissions under AS 39.20.180. Members of the board are subject
to AS 39.50.

Sec. 21.77.030. GENERAL POWERS. (a) The authority may

(1) beginning February 1, 1992, exercise the powers granted
to insurers under the laws of the state; if the authority acts as an
insurer,the authority shall cc”™DIly with the requirements applicable
to insurers under this title;

(2) sue or be sued;

(3) enter into contracts or agreements;

(4) establish administrative or accounting procedures;

(5) collect, invest, and disburse funds;

(6) adopt necessary regulations and procedures for imple-
mentation of this chapter.

(b) In exercising its powers under this chapter, the authority
may not participate directly or indirectly in a collective bargaining
agreement.

Sec. 21.77.040. DUTIES OF BOARD; ANNUAL REPORT. The board
shall, in obtaining grcup health insurance required under this chap-
ter, provide comprehensive coverage at the lowest possible cost per

eligible employee. The board shall provide to the governor and to the

-3- CSSB 254 (SA)



legislature an annual report covering the previous fiscal year's
activities of the authority. Every third fiscal year the authority
shall include in the annual report a cost and benefit analysis of the
health insurance required under this chapter.

Sec. 21.77.050. STAFF AND PROFESSIONAL SERVICES CONTRACTS. The
authority shall employ an executive director who serves at the plea®
sure of the authority as its chief administrative o fficer. The execu-
tive director may, with the approval of the authority, select and
employ additional staff as necessary. Employees of the authority are
in the exempt service under AS 39.25.110. In addition to its staff of
regular employees, the authority may contract for the services of
consultants and professional, technical, and financial advisors the
authority considers necessary for the purpose of developing informa-
tion, conducting hearings, studies, investigations, or other proceed-
ings, or otherwise exercising its powers.

Sec. 21.77.060. PROCUREMENT OF INSURANCE. (a) The authority
shall, after February 1, 1992, obtain a policy or policies of group
health insurance covering eligible employees of the state, a munic-
ipality, or a district, if the employer has elected to participate,
from an insurer authorized to transact business in the state under
AS 21.09, or act as a self-insurer if the authority determines that
self-insurance can provide the desired insurance coverage and benefits
at a lower cost per eligible employee.

(b) Except when acting as a self-insurer, the authority shall
obtain group health insurance in compliance with the provisions of
AS 36.30 and shall make available bid specifications for desired group
health insurance benefits to all insurance carriers licensed in the
state and qualified to provide the desired benefits. The specifica-

tions shall be made available at least once every five years.

CSSB 254(SA) -4-



Sec. 21.77.070. STATE GROUP HEALTHINSURANCE FUND. The state
group health insurance fund is created in the general fund. The fund
consists of money appropriated by the legislature, and premiums col-
lected under AS 21,77.080. The fund shall be managed and invested by
the board. The board may expend money from the fund to carry out the
provisions of this chapter.

Sec. 21.77.080. INSURANCE PREMIUMS.(a) The authority shall
provide that sufficient premiums are collected to provide the re-
quired insurance coverage and to pay the expenses of the authority.
All premiums shall be deposited in the fund.

(b) Reserves remaining at the termination of an insurance con-
tract shall be invested by the authority in the same manneras retire -
ment funds are invested under AS 14.25.180.

Sec. 21.77.090. PARTICIPATION,; WAIVER, (a) The state, a munic-
ipality, or a district may participate in the group insurance coverage
provided by the authority. If the state, municipality, or district
elects to participate, the state, municipality, or district shall
continue to participate unless a waiver is granted by the board,

(b) In determining whether a waiver should be granted, the
shall establish minimum benefit and financial standards for the de-
sired group health insurance coverage. The minimum benefit and finan-
cial standards and the proposed time schedule for responsive offers
shall be sent to all participants at the time the request for proposal
for the desired group health insurance coverage is issued. A partici-
pant seeking a waiver of coverage shall match the minimum benefit and
financial standards set out in the request for proposal for the de-
sired group health insurance coverage. Participants shall submit
documentation of their insurance coverage matching the board's minimum

benefit and financial requirements before the deadline established by

-5- CSSB 254(SA)
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the board. The board may approve or disapprove a waiver of participa-
tion based on the documentation submitted by the participant regarding
the benefit and financial standards established by the board. Once
the board awards the insurance contract, a participant may not be
granted a waiver during the term of the contract.

(c) A participant may separately provide for health insuran
coverage additional to that offered by the authority, and may provide
for marketing and servicing to be done by licensed insurance agents.

Sec. 21.77.100. DEFINITIONS. In this chapter

(1) "authority" means the Alaska State Group Health Insur-

ance Authority;

(2) "board" means the board of directors of the Alaska

State Group Health Insurance Authority;
(3) "district" has the meaning given in AS 14.17.250;
(4) "eligible employee" means an employee of a participant

who qualifies for group health insurance benefits as determined by the

participant;

(5) "fund" means the state group health insurance fund;
(6) "group health insurance" means coverage that may in-
clude life insurance, accidental death and dismemberment, workers'

compensation, medical care and treatment including Medicare and

Medicaid, dental care, eye care, and other group health coverage as

determined by the authority;

(7) "municipality" includes a public corporation estab-

lished by a municipality;

(8) "participant" means the state, a municipality, or a

district;

(9) "state" means the executive, legislative, and judicial

branches of state government, or an organizational unit of a branch,
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and includes the University of Alaska, the Alaska State Housing Au-
thority, and the Alaska Railroad Corporation.

* Sec. 3. AS 39.25-110 is amended by adding a new paragraph to read:

(30) employeesof the Alaska State Group Health Insurance
Authority.
* Sec. 4. AS 39.50.200(b) is amended by adding a new paragraph to read:
(50) Alaska State Group Health Insurance Authority (AS 21.-
77).

* Sec. 5. STAGGERED INITIAL TERMS. Notwithstanding AS 21.77.020(b),
enacted in sec. 2 of this Act, the terms of the initial members of the
board of directors of the Alaska State Group Health Insurance Authority who
are appointed under AS 21.77.020(a), enacted in sec. 2 of this Act, shall
be staggered by the governor. Three members shall serve for one year, four
members for two years, four members for three years, and four members for
four years.

* Sec. 6. REPORT. The Alaska State Group Health Insurance Authority
shall report to the Alaska State Legislature by March 1, 1991, on the
progress made by the authority in establishing a health care provider

payment system, rate schedule, and utilization standards.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).
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AMENDMENT
OFFERED IN THE SENATE BY SEN. POURCHOT

TO: CSSB 254 (State Affairs)

Page 7, after line 8:
Insert a new b ill section to read:
"* Sec. 5. AS 44.66.010(a) is amended by adding a new paragraph to read

(17) Alaska State Group Health Insurance Authority (AS 21.

77.010) -- June 30, 1995."

Renumber the following b ill sections accordingly.
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CS SB 254 PROPOSED AMENDMENTS: Jv 1
AMENDMENT 1 (Per Jim Baldwin, Asst. Attorney General) P -
Page 7, Lines 1,2 amended to read:

and includes the University of Alaska, (the Alaska State Housing Authority,
and the Alaska R?.,lroad Corporation) and a public corporation of the state
created within a principal executive department.
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An Act relating to Group Health Insurance
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SUMMARY
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SB 254 establishes the Alaska State Group Health Insurance Authority (Authority)

comprised of 16 members. The Authority 1is required to purchase the group health insurance

or to self-insure in order to provide the health care financing benefits provided to state

employees, municipality employees and school district employees. Unless granted a waiver

Kv the Authority, the state and each municipality or school district must have its health
;urance benefits purchased through the Authority (Section 1).

See attached.

AM(MOMENT'S P*OK>%E>

See attached,
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ANALYSIS OF BUI/PROGRAM EFFECTS:

Section 2

As 21.77.010-.020, Authority Created

The Alaska State Grout) Health Insurance Authority (Authority) is established as a
nonprofit, incorporated legal entity. The Authority is to be comprised of 16 members
which include the Commif ioner of Adm inistration, the Commissioner of Health and
Social Services, the Director of the Division of Insurance, and 13 members appointed
by the Governor which include one member representing local governments, one
member representing school board, two public school teachers, one person from the
general public, two permanent classified state employees, one permanent University
of Alaska employee, two school district permanent employees, two permanent
municipal employees, and one member representing health care providers. The
Authority is to elect a president, vice president, and secretary. Members’
compensation is limited to per diem and travel expense reimbursement.

AS 21.77.030. Powers

The Authority is granted certain powers to carry out its duties. Those duties are the
ability to exercise powers granted to insurers; to sue or be sued; to euter into
contracts; to establish administrative and accounting procedures; to manage funds;

and to promulgate regulations.

It is not clear what is exactly intended by the ability to exercise powers granted to
insurers. Because the Authority can either purchase the health insurance coverage
from admitted insurers or can self-insure the health care benefits, it is assumed the
intent is to allow the Authority to act as a self-insurer even though, because it is an
entity separate from the state, a municipality, or school district, it would otherwise
need to be formed and licensed as an insurer under AS 21.

AS 21.77.040, Fiduciary Duty

This provision requires the Authority to provide the coverage at the lowest possible
cost to the covered, employees.

AS 21.77.050. Purchase of Insurance

The Authority is required to purchase group health insurance coverage from
authorized insurers. However, the Authority is allowed to self-insure the benefits if it
can be done at a lower cost. The Authority, if it purchases insurance coverage, must
bid the program at least every five years and the request for proposals must go to all
licensed insurers authorized to write health insurance (which would be in excess of

500 insurers).
AS 21,77.060. Health Insurance Fund

A segregated fund is created within the general fund which consists of funds
appropriated by the Legislature and premium funds collected. The premium funds
collected would assumedly be comprised of any state employee premium contributions
and those premiums remitted by the various municipalities and school districts for
the coverage for their employees.



AS 21.77.07.0. Insurance Premiums

The Authority is required to assure that sufficient, premium** are collected to provide
the group health coverage and to pay the expenses of the Authority. This would
appear to mean that the per diem costs .and travel costs ol the Authority's board
members need to be refunded by the state, municipalities, and the school districts.

Funds remaining at the termination of an insurance contract are required to be
invested in the same manner as retirement funds. This provision would appear to
place heaith insurance premium funds on par with retirement funds in order not to
encounter dedicated funding, constitutional problems.

AS 21.77,080. Required Participation

This section requires that the state, each municipality, and each school district obtain
their health insurance benefits through participation in the Authority prorided
coverage. However, a waiver to the required participation can be granted by the
board of the Authority.

The waiver criteria are that the waiver applicant’s group health insurance match the
benefits provided by the Authority and the financial standards set by the board. It
would appear the benefit match would be satisfied by a benefit plan being the
actuarial equivalent or better than the benefit plan provided by the Authority.
Assumedly, the financial standards criteria would entail the premium rates for the
covered employees being equal to or less than the premium rates for an actuarial
equivalent benefit plan provided by the Authority and that, if the plan was insured,
the insurer providing the group health insurance contract was as financially strong
as the insurer providing the Authority’s group health insurance contract. The
financial standards criteria would be complex and difficult if the comparisons
involved a self-insured plan with an insured plan.

AS 21.77.090. Definitions

The operative terms found in the Act we defined in this section.

Section 3
AS 39-30 090. Department of Administration Duties

This section amends AS 39.30.090 so that the Department. of-Administration must
obtain the group health insurance contract covering state emplovees from the
Authority. Additionally, the language is removed which provided discretionary
participation by other governmental units (e.g., municipalities and school districts) in
the state employee group health insurance plan. It would appear that the
requirement in this section that the health insurance coverage for state employees be
obtained from the Authority would preclude the state from seeking a waiver under

AS 21.77.080.
Section 4
AS 39.50.200(b;. Conflict of Interest

This section makes the Authority's board members subject to the state's conflict of
interest law.
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AS 21.77.020(b). Staggered Initial Board Terms

The initial 13 board members are to be appointed by the Governor to varying terms of
office with two members serving one year; three members for two years; four
members for three years; and four members for four years.

Section 6

Effective Date

This Act is to take effect immediately upon signature of the Governor.

Amendments Proposed

1

It is recommended that this Authority be created within a title other than Title
21. Title 21 is the section of Alaska law which regulates the business of
insurance. An inherent conflict arises when provisions pertaining to the
purchase of insurance are mixed with regulatory provisions.

AS 21.77.030(1) needs to be clarified so that it exemptj the Authority from
having to be formed and licensed as an insurer under AS 21 if that is the intent.
If the intent is to allow the Authority to act as the administrator for self-insured
plans sponsored by the state, municipalities and school districts, then this
provision should be amended to reflect that power.



Health Insurance Authority
SB 254 by Senator Duncan

Purpose:

To provide a vehicle that enables cost effective health care
delivery to all participants of State health plans (including
active/retirees of State, Municipal and Education), in order to
help curb escalating health care costs. i

Currently each entity purchases health care from a number of
nealth insurance providers for their plans. By creating a health
insurance authority each participating entity would 1in effect
have the ability to realize the cost economies of a much larger
group ( 134,000 participants vs 24,000). This would enable the
authority to negotiate payment rates and utilization factors with
health care providers and provide for appropriate care delivery
at an appropriate cost. The authority could be expanded to
include medicaid and workers compensation benefit systems.

The authority could phase 1in responsibilities over a period of
time

Phase |
Authority Created -

Establish provider payment and utilization
standards for use by participating entities
with their current health plans.

Phase 11
Start to pool purchasing of coverage voluntarily
by entities.

Phase |11

Pool all entities to give maximum cost
efficiencies.
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Senator Duncan

ALASKA STATE GROUP HEALTH INSURANCE AUTHORITY

Board of Directors;

Organization

The Board would be composed of 17 members representing the
following:

2

2

2

members
members
members
members
members
members

members
Social

members

from the Legislative Branch;

from the Executive Branch;

from the Judicial Branch;
representing Labor Organizations;
representing School Districts;
representing Municipalities;

representing the Department of Health and

Services;

representing Health Care Providers; and

member representing the University of Alaska.
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State health

INsurance:
$104 million

Cowper seeks more money

Lfeulu NI& £ >

for state workers’ coverage

By DAVID POSTMAN

Daily News reporter

- JUNEAU — State employees’ tQP,-of-tIie,-Iine health
insurance policy will cost $104 miflion this year, $20

240 million more than the state has budgeted to pay for it.
The plan costs the state an average of $431 & month
220 per employee, 520 percent more than it did a dozen

years ago. It covers, 90 percent of the costs of
everything from plastic surgery to year-Jong stays in
mental hospitals. ot

“We have_the best plan. Everything is covered,”
said Chuck Taylor, deputy commissioner of the De-
partment of Administration.

Because the policy costs more money than the state
has appropriated for it, Gov, Steve Cowper is asking
for a special appropriation of about $20million to pay
for this year's increases. But Cowper, Taylor and
legislative leaders say the health coverage may be too

00h ex?enswe for these days of limited mone%

The state is locked into the plan throu% contracts

with its labor unions, Those contracts call Tor the state
to provide the same level of coverage even if the costs

go up or there is less money to Pay for the policy.

“There’s not any consideration fof what happens’in

a down economy,” Cowper said at last week's budget

40 summit with legislative leaders. “I think 1t’s fair to
@g say that this is just a situation nobody ever anticipat-

2 ed. If ever¥tp,|ng”had kept going up it would have

(ap)
-

worked just finé. ,
, , o But as costs skyrocketed, state income dropPed and
‘79 '80 '8l '82 86 87 88 89" the state Is now Stuck with a boom-time health plan.
FISCAL YEAR "For Fenary throuh dno All full-time employees, including legislators, are

Source Ava Depertert of Lator Arcroreflo Dy Nowg/Rofor Dunlop Shoh Please seo Back Page, INSURANCE
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covered bz/ the policy at no
cost. Parf-time employees
can buy into the plan at
about half the state’s cost,
according to Taylor.

g_nder the policy, Taylor

*Qpercent of all medical
costs are pa'id. Only 8 per-
cent of public employee in-
surance policies_in the coun-
try have 90 percen
coverage. ,

100 percent of the premi-
um for dependent coveragl%
Is paid. Alaska is one of
states with that provision.

«State employees have a
$100 deductible and ,paY less
out-of-pocket medical ex-
penses than all but 3percent
of public employees nation-
wide. ,

As medical costs have
gone up, so have insurance
costs. But Alaska’s public
employees’ plan, issued by
Aetna” Life Insurance Com-
pany, has also gotten more
expensive because of its ex-
tremely liberal terms and
because people are gomtg to
the doctor a lot more often
according to Taylor.

The higgest increases have
been for " chiropractic care
and psychiatric and sub-
stance abuse treatment, ac-
cording to a survey of state
employee insurance claims
filed during the past two
¥,ears. Charges for chiroprac-
tic care went up 27 percent
in the past year. But that is
not due so much to higher
costs as it s to people goin
%0 the chiropractor more of-

n

sal

en.
State figures show em-
%)yees visited chiropractors
percent more often in the
past year. , ,
A “Juneau chiropractic
clinic, Davis Valleﬁ Chiro-
practic, is No. 9on the list of
payments made to doctors
and _clinics, receiving
S315620 from Aetna. ,
Treatment for mental ill-

ness and substance abuse ac-
counts for 40 percent of all
hospital stays paid for by
the plan. For Aetna’s other
Alaska insurance policy
holders, mental illness and
substance abuse accounted
for just 16 percent of all
hospital stays.

And the” state pays for
Reople to go to whatever
ospital they want and to
stay as long as they want.
Five of the” 24 most expen-
sive hospital stays paid for
from July 198 t0 June 1987
were for mental disorders.
One 16-year-old boy, the son
of a state worker, spent
more than a year in Camel-
back Hospital in Phoenix,
Ariz., at a cost of $131,000,
for neurotic depression, An-
other 15-year-old spe)
days at the same hosnital for
what insurance records show
gs “childhood mental disor-

rs.

Charter North Hospital,
which specializes in mental
illness and substance abuse
treatment, had the h|%he,st
charges per hospital admis-
sion”of any hospital used by
state employees last year.
Charter North charged an
average of $15441 per ad-
mission compared to Provi-
dence Hospital at $6,115 and
Humana Hospital-Alaska at
$5487.

_Taylor said some of the
high “costs of treatment for
mental illness and substance
abuse are dug to high alco-
holism and divorce Tates in
Alaska and the fact that
many people do not have
family here and more readi-
Lylturn to professionals for
elp.

"It’s also. my opinion that
ou are seeing"the impact of
elevision advertising,” Tay-
lor said. “Turn on the tube
and what do you see, 'Prob-
lems with your kid? Send
them here.” Cocaing prob-
lems, come see us,

Taylor also said the rise

spent 350

For state workers

in chiropractic costs might
also be attributed to hedvy
television advertising.

Whatever the reason, state
leaders say something must
be done to at least slow the
rising costs. But since the
insurance is part of unijon
contracts, there is little that
can be done.

Any change would have to
be negotiated with the
unions ~or the legislature
would have to aménd state
labor relation laws to allow
Cowper to make changes in
the benefit package.

Cowper, Housé Speaker
Sam Cotten and Senate Pres-
ident Tim Kelly agree they
will *“take a look at” the
benefit package, but because
of the contract requirements
they stop short of saym%
they will take action to"cu
the F|an. ,

"If something was to ap-
pear before us magicall
maybe we could take a loo
at ‘it,” Kelly said at last
week’s budgét summit.
~ But this ‘week Kelly said
in an interview thdt the
costs were clearly out of
control. ,

He said it is unfair to the
Alaskans that do not share
in the plan to keep paying
out more and more money to
insure state employees. " “It
comes down to créating an
elite class of people who are
living better than the people
they are working for."

Cotten said that to bal-
ance next year’s budget it
might he recessary to cut
sefvices, raise some taxes
and repeal an oil-company
tax break, and that state
employees should not be ex-
empt from taking a hit, too.

But even with changes
this year, the cost of ‘the
plan “will keep gom? up,
according to Taylor, “IT | cut
the plan~and contain costs, |
still’ have to deal with 20
and 30 percent increases
each year.



NEW MEXICO'S PUBLIC SCHOOL INSURANCE AUTHORITY

New Mexico schools have found a way to reduce group health
insurance premiums while increasing everyone®s benefits.

How was this accomplished? Through passage of legislation
creating a statewide Insurance Authority to provide in.3urar.CG for
all school districts. The resulting group size and stability
created insurance company interest which had never existed before.
Also, the greatly increased technical expertise, which 1is
affordable to a large group, meant school districts were no longer
%t the mercy of insurance companies.

In 1984, after several years of rapidly escalating group
insurance premiums, the New Mexico education community made an
assessment of its situation and possible solutions. For many
years, the NEA-New Mexico had been sponsoring a voluntary group 1in
which about 70 of the state"s 88 school districts participated.

The largest districts generally did not participate. The group had
little stability since many districts would leave the group when
their claims experience was good enough to secure a lower premium
standing alone and would return to the group when claims experience
was poor. Both the NEA group and the districts, which obtained
their insurance coverage independently, felt they were at the mercy
of insurance companies with insufficient technical expertise to
adequately deal with company actuaries and insufficient means to
curb rapidly increasing medical costs,, The state School Boards
Association and a group of superintendents had also spent much of
the previous year investigating solutions.

The solutions identified were a joint greement among
those districts willing to participate or I~ = .on which would
contain some mandates for participation. Representatives of school

districts voted on these two options plus a status quo option and
overwhelmingly chose the legislative route®"because of the strength
and stability it was hoped that would provide to the grout.

Because the state was facing a financial crisis, it was not
possible to secure funding to support the Authority during its
first year of existence. Funding for subsequent years was handled
by using part of the interest earned from premiums held by the



Authority prior to transmittal to insurance carriers under a
partial self funding procedure called minimum premium.

Through the Governor®s office, the Authority was able to
secure the services of a loaned executive, who was the employee
benefits manager for a large government contractor. This
individual lobbied the bill through the legislature, wrote
insurance specifications negotiated with insurance companies and
performed general staff responsibilities for the Authority. Each
education organization represented on the Authority financed the
attendance of its representatives to Authority meetings during the
first year. Office expenses were provided by the Office of
Education to which the Authority was attached during its first
year.

There were seven members on the original Authority board - -
three representatives from labor, three from management and the
director of the State Office of Education. The labor and
management board members represented organizations and were chosen
by those organizations to serve on the board. Because the
Authority decided to cover retirees and other educational
institutions, the board .was expanded in the second year to include
a representative from the New Mexico Educational Retirees
Association and a representative nominated by participating higher
education institutions.

The three coverages tackled by the Authority in the first year
were health, 1including a $10,000 life coverage for employee only;
dental and vision. Draft specifications were prepared for each*and
were circulated to all school districts and employee organizations.
Written comments were requested and hearings were conducted prior
to development of final specifications. These specifications were
sent to potential bidders in the form of requests for proposals in
order to allow maximum flexibility when negotiating with bid
finalists.

Seven major insurance companies submitted bids for the health
insurance. This compared to only one bidder that had been
interested in the NEA-New Mexico sponsored program the last time it
was bid. These companies stated that the reason for their
increased interest was the stability of the group which was assured
by the legislation.

A waiver system was provided in the legislation in order to
allow districts which could secure equal benefits at less cost to
opt out of the group. This has been a controversial feature and is
included primarily to make the concept salable to the legislature
and reluctant school districts. Districts must receive the
Authority"s permission to opt out. They cannot re-enter the plan
for three years and if a district opts out for one coverage, it
must petition for any other coverages and its retirees are not
eligible for coverage.



The benefit plans which were bid are better than any school
district previously had. Despite this, the rates from the
successful bidder were sufficiently lower that nearly every school
district was able to add vision and dental coverage for no more
cost than it had budgeted for health insurance alone.

Once the employee group plans were in place, the Authority was
entering its second year and preparing itself to enter the world of
risk-related insurance. The first task was to broaden the statute
which created the Authority so that property, casualty, liability,
and other coverages could be bid. Many other changes to the.law
were also made to reflect the experience the Authority had undergone
during its first year of existence. The waiver procedure was
modified and the Albuquerque Public Schools removed from coverage
by the statute.

In its second year, the Authority secured an amendment to the
original law wnich removed the administrative attachment to the
Office of Education and made the Authority an independent public
body. Except for being represented by the Attorney General®s
Office for purposes of litigation, the Authority purchases all 1its
services from the private sector in accordance with the Stare
Purchasing Act. This has been accomplished through 1issuing
Requests for Proposals which allow for negotiations with those
submitting the best proposals. At this time, the Authority has
service contracts with two third-party administrators, one for
group insurance and one for risk-related insurance; a lease
counsel; a secretarial service and a bank.

The Authority has been in court twice.The Albuquerque Public
Schools appealed its denial of a health insurance waiver to the
Court of Appeals which held that the law, which required school
districts to certify that they could obtainequal coverage at lower
cost, did not allow the Authority to question the accuracy of the
claim. The law was amended in the next legislative session to
require proof of the certification and to remove Albuquerque from
coverage by the Act. A group of independent insurance agents
currently has the Authority in court questioning the validity of
the law which created the Authority.

The strength of the Authority comes from the unity of the
education community behind the concept and the extreme necessity
for some sort of solution to controlling insurance costs and
securing insurance coverage in some of the risk areas. Seldom has
the education community ever been as united as it has been around
this 1issue.

COST CONTROLS

One of the methods used to control costs was the employment of
some cost containment features designed to limit or eliminate hospital
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stays. These include second-opinions for elective surgery, 100%
payment for out-patient surgery and pre-admission and concurrent
review of the length of hospital confinement.

These features have not had the effect of limiting benefits.
They, 1instead, have helped make school employees better health care
consumers through a plan which 1is the state-of-the-art in health
insurance at this time. One reason for the selection of the
Prudential Insurance Company to handle the Authority®s plan was
that Prudential was a pioneer in the field of cost containment.

Previous attempts at controlling costs in other plans had
involved cost shifting features such as higher deductibles, higher
stop losses and lower surgical schedules. These plans merely
shifted costs from the insurance company to school employees.

The Authority"s insurance plans have also involved alternative
funding approaches designed to maximize cash flow and reduce net
cost. These have included a minimum premium feature 1in which the
Authority retains the premium collected and allocates it to the
insurance company on a weekly basis as it is needed, to pay claims.
Partial self insurance is being used in the risk related area to
reduce net cost. e Complete self insurance is the ultimate goal when
a sufficiently large cash reserve 1is accumulated. A method of
creating that cash reserve immediately through a borrowing plan
called certificates of participation is being investigated.* If it
can be demonstrated that this will result in net savings to school
districts, the plan will be pursued.

BENEFITS

The following are some of the benefits gained from creation of
the Authority:

A. What had been a proposed ten to thirty percent group
insurance premium increase was not implemented on
September 1, 1985, creating a savings"of approximately
three million six hundred thousand to nine million

dollars.
»i
B. Health insurance premiums decreased by four million one
hundred thousand dollars, yet overall benefits were
improved.
C. Dental insurance premiums decreased by one and one half

million dollars, yet overall benefits were improved.

D. An affordable vision care benefit plan was implemented.

E. School districts, which had never been able to afford
dental and vision insurance were able to implement
programs.

_4-



F. School districts which were in danger of losing their
property, casualty or liability insurance were able to
retain their coverage.

G. Many retired school employees, who had lost their group
insurance at retirement, were able to get coverage again.

H. A group was created, which had the size and stability to
create insurance company interest which had never existed
before.

l. Risk-related insurance premiums which had increased an
average of 53% in 1985-86 and which had been projected to
increase by an average 27% for the 1986-87 school year
were held to no increase and many programs which school
districts were going to have to reduce or eliminate in
1986-87 could be reinstated.
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The Legislature, which had been most cooperative while passing
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during the second year. This 1is attributed® to the show of strength
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The contribution of the loaned executive must be recognized as
the most important factor in the success of the Authority.
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The contribution of the Office of Education must also be
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Office of Education. In addition, the director of the Office of
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have helped immeasurably in making this effoxF a success.

Credit also goes to the Attorney General®s Office for
representing the Authority in its court battles; to the Legislative
Finance Committee and the Legislative Education Study Committee
staff for keeping their committees informed and assuring that the
committees hear both sides of issues involving the Authority; to
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expertise; to Governor Anaya for supporting the Authority in the
face of criticism from detractors; to Representative Ben Lujan for
carrying our legislation in 1985 and 1986 and to the State
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flexibility in dealing with insurance companies while complying
with the Purchas.i™ Acu.



The organizations which comprise the Authority Board must also
be recognized. These organizations funded all the expenses of
their representatives during the first year. These organizations
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management organizations. Hopefully, these healthy relationships
will lead to future cooperative efforts in other areas.
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The Honorable Edward M. Kennedy, Chairman

The Honorable Orrin G. Hatch, Ranking Minority Member
Committee on Labor and Human Resources

United Stages Senate

This report responds to your March 23, 1987, request
concerning state-adminiatered health insurance risk pool
programs. You asked that we determine the programs”
characteristics, enrollment, and financial experience; the
characteristics of the persons they insure; and their success
in meeting expectations. We agreed with your offices to focus
on the programs in Connecticut, Florida, Indiana, Minnesota,
North Dakota, and Wisconsin. These six state programe had
been in operation for 3 or more years and, therefore, had
sufficient experience to permit analysis. We also obtained
information on programs in the other nine states that have
more recently enacted risk pool legislation. We obtained oral
comments on this report from the Department of Health and
Human Services and have incorporated them where appropriate.

Risk pool programs provide health insurance to individuals who
cannot obtain it because their health conditions make them

unacceptable ricks to private insurers. The programs provide
comprehensive insurance coverage similar to that of employer-
sponsored group health plana. Costs to the insured are

relatively high because of generally large deductibles and
premiums that are usually 25 to 50 percent more than those
paid b/ individuals with private health""insurance.

Despite high premiums, the programs require a subsidy. Two
states subsidize their risk pools directly from state revenue,
while moat of the 15 states that have enacted risk pool
legislation assess risk pool deficits against insurers doing
business in the state. In the majority of these states,
however, insurers may credit their full share of risk pool
deficits against state premium or corporate income taxes.
Allowing a tax credit results in reduced tax collections and
has much the same effect as financing the risk pool from
general revenues.

The six programs we reviewed have consistently operated at a
los8, paying an average of $1.60 in claims fcr each dollar of
premium income in 1986. According to estimates prepared by
the Health Care Financing Administration (HCFA), private
insurers nationally paid $0.87 in claims par dollar of premium
income during that year.
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The six programs insured about 20,000 individuals. Middle-
aged individuals appear most likely to enroll in risk pools.
Enrollees incur higher medical expenses than the general
population. The data available indicate that their expenses
are higher for treatment.of heart conditions, cancer, and
diabetes specifically. Insurance industry and advor ey group
officials believe that risk pools can also help finance the
cost of treating patients with acquired immunodeficiency
syndrome (AIDS). State officials expressed concern that AIDS
patients could increase program costs, but did not know the
extent to which persons infected with the virus that causes
AIDS have enrolled in risk pools.

The s x states we reviewed have not determined the extent to
which persons who cannot obtain insurance because of poor
health are enrolling in risk pools. State officials generally
believe, however, that their programs are not serving all
eligible individuals.

As arranged with your offices, unless you publicly announce
its contents earlier, we plan no further distribution of this

report until 30 days after its issue date. At that time, we
will send copies to other congressional committees having
jurisdiction over the matters discussed in this report and

other interested parties.

IT you have any questions, please call me on (202) 275-6195.
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INTRODUCTION

About 63 percent of the population 1ia covered by health
insurance that is ralated to employment, normally a group insurance
plan. Persons not covered by a group plan may purchase an
individual plan. When writing an individual policy, insurance
companies normally obtain information on the individual®s medical
condition to assess the risks involved 1in providing coverage.
Occasionally companies either refuse to provide coverage to, or
limit coverage for, persons who have chronic medical conditions
that are costly to treat. These persona are commonly referred to

as the medically uninsurable.

An estimated 37 million Americana lack health insurance

coverage. Researchers believe that from 1 to 2 million of these
persons cannot obtain insurance because of medical conditions that
make them unacceptable risks to private insurers. Researchers also

believe that this group 1is growing because (1) an increasingly
competitive insurance market has led insurers to adopt more
restrictive het*Lth insurance standards; (2) increasing health care
costs, and resulting increased insurance premiums, have discouraged
some employers from providing group health insurance as an employee
benefit; and (3) advances 1in diagnostic testing have enabled
insurers to identify individuals who have potentially costly

illnesses.

In the past, Blue Cross and Blue Shield Plans have been a
source of insurance for the medically uninsurable. During the
1930s, when the plans pioneered health insurance, all group and
individual subscribers paid a uniform rate regardless of their
health status. Enrollment in the plans was open to all, and
individuals who were at risk of incurring high medical costa
benefited because their premiums were subsidized by lower risk
individuals®?" Commercial companies entered the field in the 1940°s,
and a competitive for-profit health insurance industry developed.

In this competitive environment, Blue Cross and Blue Shield

Plans began to base premiums for large group policies wholly or
partly on the group®s health experience, rather than on the

experience of all their subscribers. Therefore, the plans had
fewer lower risk individual subscribers to subsidize health care
costs for high-risk individuals. Not all Blue Cross and Blue

Shield Plans continue to offer individual 1insurance coverage
without regard to health status, referred to as open enrollment.

As of October 1987, Plans in 11 states and the District of Columbia
offered open enrollment. Appendix | lists the states 1in which
Plans offer open enrollment.



To help the medically uninsurable/ 15 states have passed
legislation establishing health insurance risk pool programs.1
Typically/ the states create associations to operate the programs
and require all insurers doing business in the state to be members.
The associations offer insurance to eligible individuals and
establish premiums. IT premiums do not cover expenses, deficits
are generally shared among association members. Table 1 shows the
states that have enacted legislation, and the effective dates.

Table 1: Effective Dates of Risk Pool
Authorizing Legislation”®

State Effective date

Connecticut Apr. 1976

Minnesota July 1976

Wisconsin Jan. 1981

North Dakota July 1981

Indiana Sept. 1981

Florida July 1982

Montana July 1985

Tennessee July 1986

Nebraska Sept. 1986

lowa Jan. 1987

New Mexico Apr. 1987

Washington May 1987

Illinois Apr. 1987

Maine Sept. 1987

Oregon Sept. 1987
aRhode Island established a risk pool 1in 1975. Howeverj Blue Cross
and Blue Shield of Rhode Island offers open enrollment. According
to a state official, no more than 10 or 12 persons have been
enrolled in the risk pool at any time. Because of its small size,
we did not examine the Rhode Island program.

& x =

In addition, according to a study conducted by the
Intergovernmental Health Policy Project, legislatures in 12 states
considered, but did not enact, legislation authorizing a-"risk pool
during 1987. Appendix Il lists these states.

OBJECTIVES, SCOPE, AED METHODOLOGY

On March 23, 1987, the Chairman and the Ranking Minority
Member of the Senate Committee on Labor and Human Resources asked
us to obtain information on health insurance risk pools. In later
discussions with their offices, we agreed to obtain information on

"Blue Cross and Blue Shield Plans in the 15 states with risk pools
we examined do not offer open enrollment.



— the programs® characteristics, including eligibility
requirements, covered medical services, deductibles, and
coinsurance requirements;

— the programs' experience concerning enrollment, premium
income, claims expenses, and subsidy requirements;

— enrollesl characteristics, including age, gender, primary
illness, and the types and costs of medical services they
have received; and

— the extent to which the programs have met the expectations
that led to their creation.

As agreed with the Senators®™ offices, our review focused on
the programs 1in Connecticut, Florida, 1Indiana, Minnesota, North

Dakota, and Wisconsin. These six state programs had been 1in
operation for 3 or more year3 and, therefore, had sufficient
experience to permit analysis. We also obtained information on

programs in the nine other states that have more recently
established risk pools.

In the six states, we spoke with and obtained and reviewed
appropriate documentation from (1) risk pool program
administrators, (2) officials of state insurance departments, and
(3) representatives of private groups 1interested in the programs.
For the other nine states, we interviewed and obtained documents
from program administrators. We also interviewed representatives
of national organizations interested in risk pools. Appendix 111
lists the groups and organizations we contacted.

To obtain information on program characteristics, we analyzed
authorizing legislation, reviewed program administrative policies
and procedures, and examined risk pool insurance policies. We
compared program characteristics to data on employer-sponsored
group insurance plans reported by the Bureau of Labor Statistics
(BLS)™in its-June 1987 Survey of Employee Benefits in Large and
Medium Firms, 1986. We discussed program characteristics- with
program administrators, state insurance department officials, and
representatives of private groups interested in risk pools to
obtain their views of how program characteristics affect progranm
operations.

To obtain information on the programs® enrollment and
financial experience, we analyzed program financial and operating
reports prepared by program administrators and state insurance
departments. We also discussed enrollment and financiail trends
with these officials.

To obtain information on the insured, we analyzed reports
prepared by program administrators and 3tate insurance departments,

1



and interviewed program administrators, risk pool association
representatives, and state insurance officials. Except for
Wisconsin, which surveyed risk pool enrollees in 1982, 1984, and
1986, limited information on the characteristics of the insured was
available. Moreover, the results of Wisconsin®s surveys may not
accurately represent the characteristics of enrollees in that
state"s risk pool because many of those surveyed did not respond,
and state officials did not analyze the characteristics of
nonrespondents to determine whether differences existed between

them and respondents.

To obtain information on how well the programs have met the
expectations that led to their creation, we examined authorizing
legislation and reviewed legislative histories and progranm
evaluations where available. We also discussed the programs”
effectiveness with program administrators, state insurance
officials, and representatives of private groups 1interested in risk

pools.

Our fieldwork was conducted between April and November 1987 1in
accordance with generally accepted government auditing standards.
We obtained oral comments from the Department of Health and Human
Services, and have revised the report to reflect these comments
where appropriate.

RISK POOL PROGRAM
CHARACTERISTICS

Risk pools provide health insurance that 1is comprehensive, but
costly, to persons who can afford, but have difficulty obtaining,
health insurance. Risk pool 1insurance covers a broad range of
health services comparable to those covered through group-"health
insurance plans offered by large and medium-sized employers.

Deductibles, or the covered medical expenses an enrollee pays
before the plan pays, are usually higher under risk pool 1insurance
than under typical; group plans. Further, premiums charged for risk
pool insurance are normally 25 to 50 percent higher than rates
private insurers charge for an individual policy. The premiums
that risk pools charge do not cover claims expenses. Risk pool
operating losses are generally shared among private insurers doing
business in the state.. Most states, however, allow insurers to
offset these losses through state tax credits.

Risk Pool Management

The organizational structures of the 15 state risk pools are
essentially the same. The risk pool 1is operated by an association
consisting of health insurance providers doing business 1in the
state, 1including commercial health insurance companies and Blue
Cross and Blue Shield Plans. Twelve states also require health
maintenance organizations to be association members. While



.legislation in six states provides for self-insured organizations?
to be association members, U.S. district courts have held that,
under the provisions of the Employee Retirement Income Security Act
of 1974, employers with self-insured health plans are exempt from
state insurance regulation and therefore cannot be required to
participate in a risk pool.

The risk pool association manages the program through 1its
governing body, which generally includes health insurance industry
officials, state government officials, and consumer
representatives. The association recommends premium rates and
changes 1in program benefits within the framework of authorizing
legislation. The association contracts with an insurance company
to administer the program, issue policies, collect premiums,
process claims, and maintain financial records.

State insurance departments oversee program operations- they
review and approve program operating plans, premium rates, and
changes 1in program benefits. The departments also review progranm

performance.
Eligibility Requirements

To be eligible for risk pool enrollment, individuals must
normally have been rejected for health insurance by one or more
insurers. Ten states also grant eligibility to persons who either
hold or have been offered a policy with premiums higher than risk
pool premiums. Eleven states permit enrollment if an individual
was offered a policy that excluded coverage of specific medical
conditions. Seven states allow applicants with specified
diseases- such as cancer, acquired immunodeficiency syndrome
(AIDS), or juvenile diabetes- that generally make it difficult to
obtain insurance to enroll without meeting other requirements.
Table 2 summarizes the eligibility requirements of the various

state progranms.

2-Self-insured organizations directly bear the risk and cost of
providing health care coverage rather than purchasing coverage from

an insurance company.



Table 2: 2liqgibility Requirements for
State Riak Pool Programs**

Individuals are eligible if thev

Are Are
Are offered offered
refused limited high Suffer
coverage coverage premiums from
by (number by other by other specified
State of insurers) insurers insurers diseases
Florida Two Yes Yes No
Illinois One No Yes Yes
Indiana Two Yes Yes Yes
lowa One Yes Yes Yes
Minnesota One Yes Yes Yes
Montana Two Yes No No
Nebraska One Yes Yes Yes
New Mexico One Yes Yes No
North Dakota One Yes No No
Oregon One No No Yes
Tennessee One Yes Yes Yes
Washington One Yes Yes No
Wisconsin One Yes Yes No

aConnecticut and Maine do not have these eligibility requirements
Insurance Benefits

Risk pool 1insurance covers a comprehensive range of medical
services and is comparable to the coverage that large and. medium—
sized employers make available through their group health"plans.
Table 3 provides examples of medical services typically covered o
excluded under risk pool 1insurance policies *

Table 3: Medical Services Typically Covered
- - or Excluded Under Risk Pool Insurance Policies

Covered Excluded
Hospital services Experimental treatments
Physician services Cosmetic treatments
in-hospital and Eyeglasses and hearing aids
out-of-hospital Dental care
Prostheses Routine physical
Durable medical examinations
equipment Expenses payable under
Physical therapy other insurance or under
Oral surgery government programs

Custodial care
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The programs
limiting the out-of-pocket expenses that they must pay

costs by

during the year.

also protect enrollees from extraordinary medical

Table 4 shows the out-of-pocket medical expense

limits under the state risk pool programs.
Table 4: OQut-of-Pocket Medical SxDenae
of State Risk Pool Prograass
Qut-of-Docket limit
State Individual Familv
Connecticut $2,000 $4,000
Florida~* 2,500 5,000
Illinois 1,500 3,000
i7.dianaa 1,000 2,000
«faa 1,500 3,000
Maine 1,500 3,000
Minnesota 3,000 b
Montana 5,000 b
Nebraska 5,000 b
New Mexico* 1,500 2,500
North Dakota 3,000 b
Oregon c ¢
Tennessee™ 1,500 2,000
Washington* 1,500 3,500
Wisconsin 2,000 4,000

aThe program
premium.

bLimit on out-of-pocket medical

person." No

cAs of January 1988,
limit for

expense

also offers a higher out-of-pocket limit at a reduced

<

expenses 1is applied "per covered

family limit is provided.

Oregon had not established an out.-of-pocket

its program.

Cost-Sharing and Benefit

Limitation

Risk pool
limitation provisions.
mechanisms that have
include

and benefit
rraditional
industry,

— deductibles,
either
enrollee must pay before the plan provides

- coinsurance,
medical
deductible

Provisions

a number of cost sharing
features, which are
used In the 1insurance

contain
These
long been

insurance policies

or the amount of covered medical expenses,
admission, an
coverage;

for a calendar year or per hospital

or the fixed percentage or amount of covered
expenses an enrollee must pay after satisfying
requirements;
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— waiting periods during which expenses to treat medical
conditions diagnosed before the policy was 1issued, referred
to as preexisting conditions, are not covered; and

— limitations on the maximum amount of medical expenses that
will be paid during the enrollee®"s lifetime.

Cost Sharing Provisions

Risk pool deductibles for medical expenses are generally
higher than deductibles under the group health plans that large and
medium-sized employers offer. According to risk pool officials,
high deductibles discourage unnecessary use of medical services and
help control costs. With one exception, Wisconsin, the programs
allow enrollees to select from among two or more deductible
amounts. BLS found that group health plans covering 78 percent of
employees at large and medium-sized firms have medical expense
deductibles of $150 or less and that plans covering 93 percent of
the employees have deductibles of $200 or |less. Table 5 shows the
range of medical expense deductible amounts under state risk pool
programs.

Table 5: Deductible Amounts for
State Risk Pool Programs

Medical expense deductibles
for an individual

State Lowest Highest
Connecticut $400 $1,500
Florida 1,000 2,000
Illinois 250 1,000
Indiana 200 1,000
lowa 500 1,000
Maine 500 1,000
Minnesota 500 1,000
Montana 500 1,000
Nebraska 250 . 1,000
New Mexico 500 1,000
North Dakota 150 1,000
Oregon a a
Tennessee 500 2,000
Washington 500 1, 000
Wisconsin 1,000 1,000

aAs of January 1988, Oregon had not established a deductible for
its progranm.

Risk pool coinsurance requirements were generally comparable
to those required under group health plans that large and medium—
sized employers offer. Thirteen of the 15 states require enrollees
to pay 20 percent of covered medical expenses after meeting



deductible requirements. Nebraska requires a 10-percent
coinsurance payment, and, as of January 1988, Oregon had not
established a coinsurance percentage. BLS found that group health
plans covering 86 percent of employees at large and medium-sized
firms also contained a 20-percent coinsurance feature.

Benefit Limitation Provisions

Risk pool 1insurance policies exclude preexisting medical
conditions from coverage for a period of time. Preexisting
conditions are those that have been diagnosed or treated during a
specified period before the effective date of the policy- referred

to as the condition period. Costs of treating preexisting
conditions are not covered for a period after the effective date of
the policy- referred to as the waiting period. Insurers have

traditionally used waiting periods for preexisting conditions to
prevent persons in poor health from purchasing insurance only when
they plan to seek treatment.

Nine programs will waive or reduce the preexisting condition
waiting period if the individual had other insurance 1in force
before enrolling. Two of these states require enrollees requesting
a waiver to pay a 10-percent premium surcharge. One state will
also reduce the waiting period for enrollees who pay a surcharge,
whether they had other insurance or not.

Thirteen state risk pool programs limit the maximum amount 1in
benefits payable during an enrollee"s lifetime. The limits were
generally similar to those of the group health plans that large and
medium-sized, employers offer. BLS found that group health plans
covering about 43 percent of the employees at large and medium—
sized firms were covered by a plan that limited lifetime benefits

to $500,000 or less.

Table 6 shows the benefit limitation provisions of the state
risk pool programs.



Table 6; 3aneflt Limitation Provialcna of
State Risk Pool Prograaa

Preexistina condition Drovisions

Condition Waiting Maximum
period period Waiver lifetime
State (months) (months) provision benefit
Connecticut 6 12 a 21,000,000
Florida 6 6 None 500,000
Illinois 6 6 b;c 500,000
Indiana 6 6 None None
lowa 6 6 b 250,000
Maine 3 3 a,b 500,000
Minnesota 3 6 a 250,000
Montana 60 12 b 250,000
Nebraska 6 6 d 500,000
New Mexico 6 6 b None
North Dakota 3 6 b 250,000
Oregon 6 6 d 1,000,000
Tennessee 6 6 None 500,000
Washington 6 6 b 500,000
Wisconsin 6 6 None 500,000

AWaiting period may be waived or reduced under certain limited
circumstances.

"Waiting period will be waived if the applicant had other health
insurance in force before enrolling in the risk pool.

< Waiting period will be reduced if the applicant also pays a
premium surcharge.

Waiting period will be waived if the applicant had other health
insurance in force before enrolling in the ridk pool and pays a 10-
percent®premihnn surcharge.

Cost-Containment Provisions

Private insurers have included a number of coat-containment
features in their health insurance policies. In general, these
features discourage individuals from seeking unnecessary medical
treatment or encourage them to use less costly treatment
alternatives. BLS surveyed large and medium-sized firms to
determine whether their health plans included any of nine common
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ecost-containment meacures.3 BLS found that 68 percent of the
employees at large and medium-sized firms were covered by a plan
that included at least one of the nine cost-containment features.

Like private insurers, risk pool programs include ccst-
containment features 1in their insurance policies. Eight of the
state programs have implemented one or more of the provisions
covered in the BLS survey. The most common provision, a
requirement that decisions to hospitalize enrollees be reviewed by
the program administrator, has been adopted by seven states. Three
states require enrollees to obtain a second opinion before
nonemergency surgery, three states require enrollees to use generic
rather than more expensive brand-name drugs, and three states
require that routine laboratory tests before hospitalization be
performed on an outpatient basis.

Risk Pool Premiums

The basis for setting risk pool 1insurance premiums 1is normally
prescribed in authorizing legislation. Premiums are usually
established based on the rates charged for private health insurance
in the state and vary based on age and, sometimes, sex and
geographic area. The legislation generally provides for premiums
to be adequate to cover anticipated claims expenses, but it limits
rates to a multiple of the rates charged by private insurers.
Legislation in 12 states provides for multiples between 125 and 150
percent. Three states provide for higher multiple linmits,
including Montana, which provides a 400-percent limit. Program
administrators in the six states we reviewed survey private
insurers to determine the average rates they charge for health
insurance as a basis for setting risk pool rates. Table 7 shows
the rate limits and examples of premiums charged in the six states
reviewed.

"The cost containment measures covered in the BLS survey 1included
(1) incentives to encourage a second surgical opinion before
nonemergency surgery, (2) incentives to encourage use of outpatient
surgery, (3) incentives to use generic rather than more expensive
brand-name drugs, (4) limits on reimbursement for nonemergency
weekend hospital admissions, (5) separate deductibles for hospital
admissions, (6) incentives to have routine laboratory tests done on
an outpatient basis before hospitalization, (7) higher payment for
delivery at a birthing center, (8) incentives to audit the

hospital & statement, and (9) preadmission certification
requirements.
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Table 7: Rate Limits and Examples of Annual Premium
Rates Charged by State Riak Pool Prograas

1987 annual premium rates for coverage
with a $1,000 medical expense

Rate deductible for a

limit3 40-vear -old 55-vear -old
State (percent) Male Female Male Female
Connecticut 150 $1,156 $1,538 $2,077 $2,486
Florida 200 1,924 1,924 3, 153 3, 153
Indiana 150 1,162 1,597 2, 130 2,363
Minnesota 125 641 641 999 999
North Dakota 135 945 945 1,383 1, 383
Wisconsin 150 996 1, 320 1, 784 1, 660

aBased on rates charged for private health insurance 1in the state.

Financing Program Deficits

Risk pool authorizing legislation generally prescribes how
program operating deficits will be financed. In 12 of the 15
states, deficits are shared among risk pool association members
through assessments voted by the association®s governing body.
These states distribute assessments in proportion to each member”'s
share of total premium income® in the state except in Connecticut,
which assesses members according to their share of total clainms
paid, and in Washington, which assesses members according to their

share of total health insurance subscribers. Maine plans to
finance deficits through a tax on.hospital revenues, while Illinois
will subsidize its risk pool from general revenues. Tennessee will

provide up to $2 million a year from general revenues to cover
deficits, with any remaining deficits made up from assessments to
association members. Oregon assessed association members for
startup costs, but state legislation does not address how operating
deficits ewillr.-be financed.

Nine of the 12 states that assess deficits against association
members allow them to credit the assessments against their"state

taxes. Allowing a tax credit results in reduced tax collections
and has much the same effect as subsidizing risk pool losses from
general revenues. In the other three states, assessments are

considered a cost of doing business that the state insurance
department may consider when approving rates the companies propose
for their health insurance plans.

APremium income is the revenue an insurer earns Tfrom the sale of
insurance.
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As stated earlier, legislation in six states provides for
self-insured organizations to be risk pool association members.
The courts, however, have held that because employers with self-
insured health plans are exempt from state insurance regulation
under the Employee Retirement Income Security Act of 1974/" they
cannot be required to participate 1in risk pools.

Insurance industry officials and program administrators 1in the
states we reviewed believed that exempting self-insured
organizations from risk pool participation can unfairly increase
the burden on persons who obtain private insurance from risk pool
association members. Even in states where tax credits relieve
insurers from subsidizing risk pools,, officials were concerned
because of the possibility of the tax credit being repealed.
Minnesota, for example, repealed its tax credit p-ovision 1in 1987,

RISK POOL ENROLLMENT AND
FINANCIAL EXPERIENCE

In five of the six programs we reviewed, enrollment has

increased since 1983. For the six programs, total enrollment
increased 48 percent to 20,545 persons. However, the Minnesota
risk pool, with 10,842 insured, has 53 percent of the six-state

total.

The risk pools in the six states have consistently operated at

a loss. In 1986 the programs paid an average of $1.60 1in claims
for each dollar of premium income. According to estimates
prepared by HCFA, private insurers nationally paid about $0.87 in
claims per dollar of premium income during the same period. To

date, however, assessments to risk pool association members 1in the
three states that do not permit tax credits have been modest when
compared to the total volume of insurance business 1in the states.

State officials have found that often a conflict exists
between the objectives of (1) increasing enrollment by enhancing
the attractiveness of the risk pool plan and (2) reducing deficits
through higher premiums or reduced coverage.

Enrollment

Enrollment in risk pool programs has 1increased 3ince 1983, but
growth in the programs has not been uniform. Between the end of
1983 (the first year all six were offering policies) and the end of
1986, the number of insured grew from 13,842 to 20,545.5 About
half of the insured at the end of 1986 were in Minnesota. Two
newer programs, those 1in Florida and North Dakota, experienced

"The number of policies 1in force 1is virtually equivalent to the
number of insured persons, according to program officials, since
almost all risk pool policies are for individuals rather than families.
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significant percentage growth, but from a low base. Table 8
summarizes the number of policies in force at the end of 1983 and

1986.

Table 8: Risk Pool Insurance Policiea in Force
as of December 31, 1983, and December 31, 1986

Policies in force as of

December 31, December 31, Change

State 1983 1986 (percent)
Connecticut 3,419 2,315 -32
Florida 49 1,036 2,014
Indiana 2,288 2,998 31
Minnesota 6,043 10,842 79
North Dakota 245 1,279 422
Wisconsin 1,798 2,075 15
Total 13,842 20.545 48

3ecause of turnover in the enrollee population, the number insured
through risk pools has been greater than indicated by the table.
Excluding North Dakota, for which data were not readily available,
there were about 23,000 policies written and in force during the 3-
year period in addition to the 19,266 policies 1in force on December

31, 1986.

"Wisconsin was the only state that has surveyed former
enrollees to determine why they had canceled their policies. In
1982 Wisconsin surveyed 562 former enrollees and received responses
from 208, or about 37 percent of those surveyed. About 23 percent
canceled because they could not afford the insurance premiums. The
other cancellations resulted from enrollees obtaining group health
insurance coverage, becoming eligible for Medicare, dying, or
moving out of the state.

Fiscal Experience

Risk pools 1in the six states we reviewed have consistently

operated at a loss. The six programs incurred an aggregate net
operating loss of about $18.1 million In 1986- about three times
the 1983 level. Minnesota, with by far the largest enrollment,

experienced the greatest loss, $9,024,228 in 1986. Table 9
compares program operating results for calendar years 1983 and

1986.
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Table 9? Comparison of Risk Pool Deficits
for Calendar Years 1983 and 1986

Deficit or (surplus) Change
State 1983 1986 (percei
Connecticut $508,721 $885,375 74
Florida (6,276)a 681,157 b
Indiana 177,657 5,160,982 2,805
Minnesota 3,972,634 9,024,228 127
North Dakota 230,896 1,633,219 607
Wisconsin 1,609,052 678,806 -58
Total $6,492,684 $18,063,767 178

aThe Florida risk pool was 1in operation only during the last 4
months of 1983 and, according to program officials, had a surplus
primarily because of the 12-month waiting period for coverage of
preexisting medical conditions.

kpercenta.ge change not calculated.

From calendar year 1983 to calendar year 1986, premium income
for the six programs increased by 178 percent, while claims expense

increased by 190 percent. Meanwhile, the loss ratio- the ratio of
claims expenses to premium income- increased from ?1.54 in claims
per dollar of income in 1983 to $1.60 in 1986. In comparison, the

loss ratio for health insurers nationally, according to HCFA

estimates, was $0.87 per dollar of premium income during 1986.
Table 10 shows the loss ratios for the six states for calendar

years 1983-86.

Table 10i Risk Pool Loss Ratios for
Calendar Years 1983-86

Claims paid per dollar of
premium income

State 1953 1984 1985 1986
Connecticut $1.10 $1.28 $1.39 $1.19
Florida a 0.28* 1.79 1.25
Indiana 0.83 1.56 1.30 1.70
Minnesota 1.87 1.65 1.49 1.76
North Dakota 2.49 2.32 1.91 2.17
Wisconsin”/. 3.02 2.07 1.35 1.19

aThe Florida risk pool was in operation only during the last 4
months of 1983 and, according to the pool®"s audited financial
statements, did not incur claims expense during the period.



Administrative Expenses

Risk pools in the six states we reviewed reimburse the company
that administers their programs for expenses incurred 1in 1issuing
policies, processing claims, and paying benefits. This
reimbursement, however, 1is generally subject to limits. Three
states reimburse the program administrator for reasonable costs
incurred, but Minnesota and North Dakota Ilimit the reimbursement to
12.5 percent of claims expenses. Indiana and Wisconsin pay the
administrator a basic monthly fee plus additional fees related to
the volume of activities, such as processing insurance applications
and insuran-ce claims. Florida, which has the highest rate of
administrative expenses, reimburses the administrator for all
direct costs incurred, pays a monthly fee for indirect costs, and
additional activity-related fees. Administrative expenses ranged
from about 3.7 percent of claims expenses 1in Connecticut anC
Indiana to about 14.9 percent of claims 1in Florida.

As sessments

Risk poo-"i association members share 1in operating losses
through assessments voted by the association®s governing board.
Because the association normally maintains a cash reserve,
assessments are not necessarily equal to operating losses for any
given year. Table 11 shows the 1986 assessments 1in the six states.

Table 11: Assessments Levied on Members of State
Risk Pool Associations- 1986

State Assessment
Connecticut $1,490,387
Florida 0
Indiana 4,683,662
Minnesota 9,054,432
North Dakota 1,509,780
Wisconsin 750,000
Total $17,488,261

Despite concerns expressed that risk pool losses will
significantly increase insurance costs, assessments to date have
been modest compared to the total volume of insurance business in
the states.”For the three states that did not permit tax credits,
risk pool assessments represented less than 1 percent of the total
volume of premium income in those states.



eProgram Features That
Have Affected Operations

Officials in the six states have adjusted program requirements
and benefits to achieve two sometimes conflicting objectives -
increasing enrollment and controlling costs. Efforts to make the
programs mote attractive to potential enrollees, mainly involving
improved benefits, tend to increase operating losses. Program
officials have found that, 1in particular, reductions in and waivers
of preexisting condition waiting periods contribute to increased
program losses. However, when program administrators have
attempted to control costs through premium increases and benefit
restrictions, enrollment has eitheredecreased or increased at a

lower rate.

State program officials have not made a detailed analysis of
how various changes have affected program operations. According to
officials, many factors affect the operations of a risk pool, and
it is difficult to isolate the impact of a change or event from the
impact of the other factors. Nonetheless, program officials told
us that~the programsl enrollment history and fiscal experience can
provide insight into the impact policy changes are likely to have
on program operations.

Efforts to Increase
Enrollment

Minnesota has the largest enrollment of the six risk pool
programs reviewed, and that enrollment has grown steadily since
1983. Minnesota law limits risk pool premium rates to 125 percent
of comparable private insurance rates. However, despite
significant loss increases, the state insurance department has not
authorized an increase in premium rates since 1985 even though the
law would have permitted it. As a result, the program has the
lowest premium rates of the six programs reviewed.

Wisconsin has taken several steps to boost enrollment. In
1985 it implemented a program, financed by state revenues, to
subsidize risk pool premiums for low-income individuals. Persons
with a household income of less than $16,500 are eligible for the
premium subsidy, which varies with income. Table 12 shows the
percentage of premium subsidies and the number of policyholders
assisted as of December 31, 1986.
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Table 12: Subsidy Percentage by Income and Number of
Peraona Assisted by the Wisconsin Prograa

Household Subsidy as a Number of
income percentage of premium policies
Under $9,000 33.3 253

$9,000-$11,999 29.0 151
$12,000-%$14,999 23.0 138
$15,000-$16,499 17.0 57

Total 599

Participants 1in this program represented about 29 percent of risk
pool enrollees as of December 31, 1986. Wisconsin officials
estimated that $433,000 was spent for premium subsidies in 1987.
In 1988, the state will introduce a program to also subsidize
deductibles for low-income individuals.

Provisions to waive the waiting period for coverage of
preexisting, medical conditions have proven costly. In 1983,

Indiana authorized a waiver for enrollees who paid a 10-percent
premium surcharge. Losses increased sharply during 1983"and 1984,

and program officials attributed the increase to the waiver
provision. Similarly, North Dakota introduced a waiver in 1985 to
attract enrollment. According to North Dakota officials, the
additional revenue gained from the 50-percent premium surcharge did
not cover the sharp 1increase in claims expenses. The state has
since terminated this waiver provision.



Efforts to Control Costs

The Connecticut program experienced sharply increased losses
in part due to court action that required the program to provide
unlimited coverage for mental and nervous conditions. To moderate
losses, Connecticut increased premiums and doubled both deductibles
and out-of-pocket expense limits for enrollees 1in 1985. Enrollment
declined by about 20 percent between December 31, 1984, and
December 31, 1985. Program officials 1identified the changes as a
major factor in the enrollment decline. The state®s robust economy
and federal legislation extending health benefits to laid-off
workers also contributed to the decline, according to the
offic-i1al3.

In 1983, Wisconsin took various 3teps to reduce risk pool
losses. It raised the limit on risk pool premiums from 130 to 150
percent of comparable private premiums, extended the waiting period
for coverage of preexisting medical conditions from 30 days to 6
months, and increased the enrollee®"s liability for out-of-pocket
medical expenses from $1,500 to $2,000. Growth 1in progranm
participation has been modest, despite the previously noted premium
esubsidies provided to low-income enrollees.

To reduce losses that occurred as a result of waiving the
waiting period for coverage of preexisting medical conditions,
Indiana increased base premiums significantly and, in January 1936,
increased the waiver surcharge from 10 to 25 percent. Despite this
action, Jlosses continued to increase. Program officials believe
that the higher premiums resulted in only those with the most
costly health conditions enrolling or continuing their enrollment.
Average claims paid per policyholder were $3,713 in 1986, the
highest of the six programs reviewed. Program officials believe
that enrollees paid the higher premiums and the 25-percent waiver
surcharge because they had an immediate need for medical care.
Indiana has since eliminated the waiver provision.

EHROLLEE CHARACTERISTICS

Risk pool enrollees are most likely to be middle aged. The
limited data available suggest that enrollees incur higher medical
costs generally and incur higher costs for heart and circulatory
diseases, cancer, and diabetes specifically than does the
population at large. State officials are concerned about, but have
little information on, the potential cost impact on their programs
concerning the treatment of AIDS patients.

Researchers who have studied risk pools believe that from 0.5
to 1 percent of the population is medically uninsurable. Their
estimates, however, are rough approximations, not supported by
detailed research on the size and demographic makeup of this
population.
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Demographics of Risk
Pool Enrollees

Risk pool enrollees are more likely to be between the ages of
40 and 64 than the general population. Five of the six states
reviewed maintained data on the age and sex of enrollees. Table 13
compares the age distribution of enrollees 1in the five states as of
December 31, 1986, to that of the U.S. population in 1986. About
54 percent of the enrollees in these states were females, compared
to about 52 percent of the national population.

Tab"lre 13: Comparison of Age Diatribution of Risk Pool
Enrollees to the National Population
as of December 3i, 1986*

Percent distribution

Age Risk pool National

category enrollees population
Under 30 22 47
30-39 14 16
40-49 15 11
50-59 26 9
60-64 19 5
Over 64 4 12

aThe Census Bureau does not publish age distribution estimates for
individual states for age categories comparable to those the risk
pools maintain. Analysis of Census Bureau state-level data shows
that differences between age distribution in the five states and

the nation are not significant.

Insurance officials described various factors that influence
the makeup of risk pool enrollment. First, women are less likely
to participate in the labor force than men and are more likely to
depend on their spouse for access to employer-sponsored group
insurance plans; and as a result, women are at greaterrisk of
losing access to group insurance because of divorce or death of a
spouse. Second, middle-aged workers who lose coverage under group
plans because of layoffs or terminationsare more likely than
younger workers to be in poor health and to experience difficulty
in obtaining commercial health insurance. Finally, 1large numbers
of persons 65 and older may not be enrolled because they are
generally covered by Medicare.

Wisconsin has conducted periodic surveys to obtain demographic
information on 1its program enrollees. In 1986, Wisconsin surveyed
1,919 enrollees and received responses from 1,101, or about 57
percent. The results of this survey may not accurately represent
the characteristics of all enrollees 1in that state, but do provide
information on the respondents. Wisconsin found that

24



— 61 percent were not employed, and 13 percent were employed
part time; and

— 88 percent of those who were employed worked for firms
employing 25 or fewer people- firms less likely to provide
group health insurance.

Cost and Nature of
Medical Services Used

The six states we reviewed did not gather consistent data on
the health care costs risk pool enrollees 1incur. Available
information on medical expense reimbursements made to enrollees,
however, indicates that the costs they 1incur are higher than those

of the average person. Table 14 presents 1986 claims expenses per
policyholder, based on the average number of policies outstanding
for the year in the six states. The states did not maintain

consistent data on claims expenses per insured person, and these
figures may slightly overstate average annual expenses for an
individual to the extent that more than one person was 1insured

under a "policy.

Table 14: Average 1986 ClaiMg Expenses per Policyholder
tor State Risk Pool Programs ik

Average clainms
expenfe per

State policyholder
Connecticut $1,742
Florida 2,504
Indiana 3, 713
Minnesota 1,804
North Dakota 2,495
Wisconsin 1,555

As the table shows, average claims expense per policyholder,
not including deductible and coinsurance expenses paid by the
policyholder, varied considerably. The weighted average for the
six 3tates was $2,140. In comparison, according to estimates
prepared by the Department of Health and Human Services, per capita
health care expenses, including deductible and coinsurance
payments, averaged about $1,620 nationally in 1986.

Three states have gathered information on the conditions that
enrollees suffer from, and one state has gathered information on
the conditions that made it difficult for them to obtain insurance

in the private market. The company that administers the Florida,
Indiana, and Wisconsin programs summarizes claims expenses by the
health conditions that led enrollees to seek treatment. These data

indicate that enrollees 1in th.”se states 1incur more expenses for the



treatment of heart and circulatory diseases, cancer, and diabetes
than national averages for all persons the company 1inBures. Table
15 shows the data from the three states.

Table 15: Comparison of 1986 Claira Expenses lIncurred,.

by Medical Condition, for Three State Rink Pool
Programs, to Company®s 1986 Average ClafmS Expense

Percent of claims expenses paid

Company

Medical condition averaae Florida Indiana Wiscons in
Heart and circulatory

diseases 12 12 - 15 23
Cancer 7 15 18 13
Abdominal conditions 10 18 10 7
Diabetes 1 5 3 6
Blood disease 1 5 1 6
All other 69 45 53 45

In its periodic surveys, Wisconsin asks enrollees about the
heaith conditions that prevented them from obtaining private

insurance. In 1986, about 22 percent of those who responded
reported that heart-related diseases prevented them from obtaining
insurance. About 11 percent cited hypertension; 14 percent,

diabetes; and 9 percent, cancer.

Impact of AIDS on
Risk Pool Programs

Both insurance industry and advocacy group officials have
indicated that risk pools can help finance the cost of treating
AIDS patients. The president of the Health Insurance Association
of America, for example, has written that no institution by itself
can bear the burden of "the alarming medical bill for AIDS."
Likewise, the executive director of the Gay Men®s Health Crisis, an
organization interested in AIDS-related health care 1issues, has
acknowledged that insurance companies have legitimate concerns
about the catastrophic cost of treating AIDS patients. Both have
endorsed risk pools as part of the solution to the problem of
financing AIDS care.

Program officials 1in the six states reviewed expressed concern
about the potential impact of AIDS-related costs on their risk pool

program. mNone of the states limit coverage of AIDS, and four
states- -Indiana, lowa, Minnesota, and Nebraska- specifically make
individuals diagnosed with AIDS eligible for their programs. None

of the states, however, had studied whether 1individuals likely to
develop AIDS were enrolled in their programs or whether enrollees
were being treated for the disease. In two states, officials noted
that”"the types of medical services being provided certain enrollees
appeared to be consistent with an AIDS diagnosis.



*HAVE THE PROGRAMS MET EXPECTATIONS?

The six states we reviewed have not formally assessed risk
pool program performance. Risk pool 1legislation emerged in
response to a perception that opportunities to purchase health
insurance were decreasing for persons with serious health problems.
According to state officials and insurance industry
representatives, the legislation generally was a compromise
response to other approaches that would have required all insurers

to offer open enrollment. Legislators concluded that the risk pool
would distribute the burden of persons with chronic or costly
medicai conditions among 1insurers more equitably. Legislation

authorizing the risk pools did not establish specific goals but
rather contained general statements about assisting the medically
uninsurable. Legislative histories of the programs generally
offered limited insight into what legislators expected the programs
to accomplish.

The information that would be needed to evaluate program

performance generally has not been developed. Officials in the six
states reviewed have not estimated the size of the medically
uninsurable population in their states. Consequently, progranm
officials do not know what portion of this population their
programs serve. Further, the states generally do not compile
information on the makeup of the enrollee population. As a result,

program officials do not know which population segments find the
programs most attractive or, more 1importantly, which segments to

target in order to bring coverage to those in need. Officials 1in
the six states reviewed generally believe that their programs are
not serving all the medically uninsurable in their states.
SUMMARY

Risk pools provide subsidized health insurance to that segment
of the uninsured population that cannot obtain it because of poor
health. The six programs that we reviewed have assisted a limited
number of persona. As of February 1988, conclusive evidence to
show that risk pools are or are not effective, and data that would
allow comparison of risk pools to other mechanisms for financing
health care for the uninsured, had -not been developed.
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STATES IN WHICH BLUE CROSS AND BLUE SHIELD
PLANS OFFER OPEN ENROLLMENT

District of Columbia
Maryland
Massachusetts
Michigan

New.- Hampshire
New Jersey”
New Ycrk

North Carolina
Pennsylvania
Rhode Island
Vermont
Virginia
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Alaska
California
Georgia
Mississippi
Missouri

New York

Ohio

South Carolina
South Dakota
Texas

Vermont

West Virginia
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PRIVATE GROUPS AND ORGANIZATIONS
CONTACTED TO OBTAIN INFORMATION ON RISK

American Diabetes Association
Washington, D.C.

3lue Cross and Blue Shield Association
Washington, D.C.

Center for Health Affairs
Chevy Chase, Maryland

Communicating for Agriculture
Minneapolis, Minnesota

Employee Benefits Research Institute
Washington™- D.C.

Health Insurance Association of America
Washington, D.C.

Intergovernmental Health Policy Project
Georgetown University
Washington, D.C.

National Association of Insurance Commissioners

Kansas City, Kansas

National Governors 1 Association
Washington, D.C.

National Health Policy Forum
George Washington University
Washington, D.C.

The Center for Study of Social Policy
Washington, D.C.

Urban Institute
Washington, D.C.

Washington Business Group on Health
3ashington, D.C.

(101122)
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February 2, 1989
ILR-89-D

Senator K. S, Cornaby
Representative Rob W. Bishop
Members of the Interim Retirement Committee

Subject: Public Employees' Health Plan

Dear Legislators:

This report has been provided to give the Legislature some'
additional background information on vrising public employee health

insurance coats. The review is limited 1iIn its scope since many
factors are affecting health care costs and were not explored in
detail. It is also difficult to directly compare each health care
provider because of the great variety among the programs. For
example, several companies have started health maintenance or
preferred provider organizations but each organization is set up
differently in an attempt to control costs or make a profit.
Finally, several areas were not completely .examined due to the time
constraints of providing this report to the Legislature. However,

even with this limited review, we hope the information in this
report will be helpful to the Legislature.

Three main areas are briefly presented: 1) a comparison of
Public Employees' Health Plan (PEHP) customary and reasonable
reimbursement rates with five local insurance companies and the Utah
Med-Index, 2) a comparison of PEHP premium increases with increases
in seven interaountain states and five local insurance companies,
and 3) a comparison of PEHP administrative costs to five local
health care providers with self-insurance programs. PEHP appears to
be slightly below average for customary and reasonable reimbursement
rates compared to five other insurance carriers and below the
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50th percentile of the Med-Ilndex for Utah’s market. PEHP premium
increases appear to be slightly Ilower than other groups ov-jr the
past five years and the current request appears justified. PEHP
administrative costs are low compared to other self-insurance
groups. This report does not discuss policy issues nor draw any

solid conclusions but tries to provide some comparative data.
Customary and Reasonable Reimbursement Rates

PEHP reimbursement rates for seven selected medical procedures

are in the middle range when compared to rates of five local
insurance companies. The reimbursement rates are negotiated or
accepted by insurance companies with health care providers for
standard medical procedures. Insurance companies establish these
rates to help control costs and to speed up reimbursements to health
care providers. The rate is set as a maximum reimbursement for each
procedure so each <claim paid will not exceed this amount. Since
rates are renegotiated or estimated from health care costs, the
rates are constantly changing. Our review was only Ilimited to
current rates paid and did not examine historical trends. For
example, the carrier at the high end for reimbursement rates may or
may not have bsen at the high end four or five years ago. Also, one

company may have recently established new rates while another
company is using older rates accounting for some disparity between

rates.

Our review looked at established reimbursement rates for seven

high frequency and high dollar volume medical practices based on
claims filed with Public Employees Health Plan (PEHP). We compared
the total allowed cost of the seven procedures under traditional and
preferred care with five other insurance companies. Table | shows

how PEHP rates compare to other insurance groups operating 1iIn the
state.



TABLE |

Comparison of Customary and Reasonable Reimbursements
For Seven Cosmron Procedures For Health Care
(For Detail See Attachment A)

Allowed Costs For Seven Allowed Costs For Seven
Company Procedures Under A Procedures Under A
Traditional Proaram Preferred Proaram
Company A* $6,940 $5,925
Company B*» 5,560 5,560
Company C 7,903 7,903
Company D 6,451 6,451
Company E*** 6,888 N/A
Average (A-E) 6,749 6,460
PEHP 6,384 5,965
* This company has a preferred provider network.

** Thiscompany common reimbursement rate was used although it does
operate some health maintenance groups to try to keep costs

lower.
*** This company uses a combination of health maintenance

organization and preferred providers.

As Table | shows, PEHP traditional rates are lower than four
of the five companies. Attachment A includes a more detailed chart
of the procedures and the various reimbursement Ilevels. Company B

is able to maintain Ilower rates than the other companies because of
its relative strength in the market place and has a broad base of

health care providers. PEHP preferred rates are higher than three
of the five companies. The rates are also higher than the one
company (Company A) which uses some type of preferred provider
network. It is difficult to directly compare Company E's preferred
rates since it will reimburse at the set rate but will also
reimburse additional funds later as an incentive to control
utilization. Thus, the rates for Company E were not available to

compare with the PEHP's preferred plan.

PEHP tries to vreduce overall <claims by using a global fee
schedule which may include other procedures which other companies
would pay separately. For example, PEHP's global fee for a normal
child delivery would include any ultra-sound examination during
pregnancy where another company may be billed separately for the
ultra-sound usage. Thus, it is difficult to say conclusively which

company has negotiated the best rates. Also, the majority of
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PEHP <claims are paid at the preferred rate rather shan the higher

traditional rate. Although PEHP's largest membership is in the
traditional program, many traditional members use PEHP's preferred
provider network. These claims are reimbursed at the preferred rate
rather than the traditional rate which Ilowers the claims costs to
PEHP.

Several insurance companies use what is called the Med-Index
in establishing customary and reasonable rates. The Med-Index for
Utah is a based on billings submitted for each medical procedure and
is issued twice yearly. We sampled PEHP's various reimbursement
codes to determine ten frequently reimbursed procedures incurring
large dollar claims at PEHP. Table 11 shows PEHP's fees for these
ten procedures compared to the Med-Index's fall of 1988, 50th and

80th percentiles for health care costs in Utah.

TABLE 11

Comparison of Customary and Reasonable Reimbursements
For Ten Common Procedures For Health Care

Procedure PEHP PEHP Med. Index Med. Index
Traditional Preferred 50 Percentile 80 Percentile
Procedure A $1,008 $ 950 $1,160 $1,181
Procedure B 1,204 1,150 1,400 1,600
Procedure C 938 905 1,093 1,271
Procedure D 1,064 1,008 1,277 1,427
Procedure E 1,190 1,065 1,260 1,385
Procedure F 700 627 664 717
Procedure G 230 259 275 322
Procedure H 28 22 25 30
Procedure | 9 8 10 12
Procedure J 47 42 52 58
Totals 6,468 6,036 7,221 8,003

The PEHP traditional and preferred rates do compare favorably
with the 50th percentile of the Med-Index for Utah's market. The
total cost of ..the ten procedures for PEHP traditional program was
$6,468 or approximately 12 percent lower than the $7,221 for the 50

percentile of the Med-Index. PEHP preferred program total cost was
$6,036 or approximately 20 percent Ilower than the 50th percentile.
PEHP tries to maintain its rates slightly below the 50th
percentile. The index serves as a indicator of what range health
care providers bill for each procedure. Two of the five companies

we surveyed use the Med-lndex to set their maximum reimbursement

rates.



Premium Increases

Our review showed that PEHP's rate increases are within the

range experienced 1in the health insurance industry. Our review
consisted of two tests on premium increases. First, we compared
PEHP's increases over the past five years and requested increase for
fiscal 1990 with some western states plans for state employees.
Second, we compared PEHP's increase with other insurance companies
within the state. In both cases, it appears PEHP's requests for
rate increases are consistent with the industry trend. PEHP's
request may also be influenced by some additional factors which

should be considered by the Legislature.

Although a review of premium increases was completed, the
review is only one half of the picture. Cost of premiums depends on
benefits offered and how benefits can be modified. For example,
changing a benefit package can reduce the increase in premium rates
from year to year. In the short time we were given it was not
possible to determine how much benefit changes affected premium
increases in other states or in Utah insurance companies. Table 111

shows how PEHP's premium incroases compare to other western states.

TABLE 111

Comparison of Bate Increases For Family
Premiums By Other Western States

State Annual Premium Growth Rate Estimated
For Last Five Years Increase FY-90

Arizona 17.2% N/A

Colorado 6.4 N/A

Idaho 4.0 30%

Montana 5.5 26

Nevada 4.6 15

New Mexico-Plan A 23.8 30

New Mexico-Plan B 9.6 30

Wyoming 6.7 52

Average 9.7 31

Utah 6.6 21-31*

* PEHP is requesting a 21 percent increase and a one time
appropriation of $2.4 million to rebuild its reserves. To fund
the $2.4 million appropriation over time could increase premiums
from 2 to 10 percent. PEHP also will reduce benefits by 10

percent.
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Table 111 shows Utah's premium increases have been Jlower on
average than the western states we surveyed. PEHP's requested
premium increase, when the benefi?: reduction 1is excluded, 1is close
to 31* or the average premium increase being projected by other

western states in Table 111.

Additionally, we compared selected Utah 1iInsurance companies
against PEHP's vrate experience. Table 1V shows premium increases
within Utah.

TABLE IV

Conpirison of Rate Increases by
Carriers Located in Utah

Company Annual Premium Growth Rate Estimated Benefits
For The Past Five Years Increase FY 9Q Modified
Company A 7.5* N/A Yes
Company B 24.7 15-40* No
Company C 9.7 15 No
Company D 10.1 21 Yes .
Company E 8.8 N/A Yes
Average 12.2 21
PEHP 6.6 21* Yes
Medical CPI 6.7 N/A

* This figure does not include the one time appropriation requested
and the decrease in benefits.

Several companies have recently experienced significant
increases making the average higher when compared to PEHP. However,
the data show PEHP's premium increase experience is similar to the
premium increases being experienced in the local market. For
example, one major Utah insurance company informed us that the
average premium increase over the past few months for the companies
it insures has been increasing approximately 30 to 31 percent
without changes in benefits. Most insured groups are modifying the

benefit package to keep the 30 to 31 percent increase down in the 20
to 21 percent range.

Company B reported the highest growth even though it reports a
low reimbursement rate schedule shown on Table | and in the
Appendix. This would suggest that other factors than just a low
reimbursement rate will impact increases in prenium rates. It
appears that low reimbursement rates may result in additional
utilization iIncreasing the amount of claims paid by an insurance
company.
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Company B reported the highest premium rate increases even
though it reports the Ilowest reimbursement rate schedule shown on

Table | and in the Appendix. This would suggest that other factors
than just a low reimbursement rate will iImpact increases in premium
rates. It appears that low reimbursement rates may result in

additional wutilization or more expensive procedure codes billed,
increasing the amount of claims paid by an insurance company rather
than lowering costs. A company B official said the company
experienced higher wutilization than expected resulting in the need
to increase premiums.

Several factors have contributed to the large rate increases.
Utilization of health care services, technology advancements,
medical inflation, and the growth in psychiatric hospitals have all
been cited as causes for Utah’s increasing health costs. Also, most
of the literature and professionals in the field said the growth in
health care costs may continue for a few more years.

PEHP has two major factors to consider when comparing premium

costs. First, it is the only self-administered and self-insured
program nraong the western states. Some of the other western states
are self-insured but are administered through an established
insurance company. Self-insurance supposedly lowers premium costs

since the group accepts the risk of controlling utilization and
claim expenses.

Second, PEHP has experienced past losses due mainly to claim

expenses exceeding premiums collected. PEHP, along with several
other companies, needs to rebuild reserves which were Ilost during
the past two years. The Legislatures decision will determine the
length of time PEHP 1is given to rebuild reserves and will directly

impact the level of the premium increase required this year.

Administrative Costs

PEHP administrative costs are Jlow when compared to other
self-insured plans. Our review only focused c¢cn administrative costs
associated with other self-insured programs. Although we focused on

just self-insured programs, the other; programs have wide variations
in the types of programs they administer. Thus, it is difficult to

directly compare administrative costa. A more detailed analysis of
costs is needed to determine why PEHP administrative costs are low
compared to other companies. Table V comparaa the administrative

costs as reported by various companies.



TABLE V

Comparison of Administrative Costs Between
Self Insured Carriers For Health Care

Carrier Administrative Costs as a
Percent of Total Costs

Company A 6.3%*

Company B 7.0

Company p 6.4*

Company E 9.3

Company F 5.1

Simple Average 6.8

PEHP 3.5

* These companies also administer a 401K plan to employees as well
as other programs.

PEHP average is below the reported administrative cost of all

the other companies with self-insurance programs. Actuaries in the
field of health <care indicate any administrative cost below six
percent is considered very good in the self-insurance area.
However, we did not determine if additional administrative costs
would result in overall savings to PEHP in claims paid. For

example, additional staff to conduct more pre-and post-audits could
potentially reduce claims but would increase administrative costs.
This type of study would take several months to complete accurately
and might not be conclusive even then.

We hope this Iletter provides you with the information you need

on these issues. IfT you have any questions or need additional
information, please let us know.

Sincerely,

Wayne L. Welsh
Auditor General

WLW:CF/syg
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TABLE VI

Coapariaoa of Cu*ternary and Raaaonabla Rainbursamnts

PEHP
Traditional

S1.008

Praferrad

*

1.204
938
1.064
1,190
700
280
28

9

47

For

Avaraga

_-(A-5)
81,001
1,340
1,075
1,212
1,170
668
282

24

9

46

Company Company
A B
*1,125 * 800
1,500 1.000

938 890
1,207 990
1,190 1,020

700 600

280 260

H/A 20

H/A 7

H/A 45

Tabla VII

Tan Cowaon Procedures For Haaith Cara

Company
C

*1,181

1,600

1,271

1,427

1,385

717

322

30

12

58

Company
D

* 950
1,300
1.075
1,188
1,063
625
250

22

8

H/A

Ccwpariaon of Customary and Raaaonabla Rainbursamanta

PEHP

950
1,150
905
1,008
1,065
590
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For

Avaraga

(A-E)
8 967
1,295
1,009
1,160
1,122
636
268

Company

A
8 956
1,275
800
1,034
1,020
600
240

Company
B
8 800
1,000
890
990
1,020
600
260
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c

81,181
1,600
1,271
1,427
1,385
717
322

8

Company

D
950
1,300
1,075
1,188
1,063
625
250

8

Company
E

S 950
1,300
1,200
1,250
1,190
700
298

23

8

35

Company

E
950
1,300
H/A
H/A
H/A
H/A
H/A



RESPONSE TO AUDIT
REIMBURSEMENT RATES

Although the comparison shows that both Tradtend and Preferred Cera have negotiated
good reimbursement ram tor physicians, analysia show* that tha reimbursement rata for he
Prstarrad Cara's global fa« indudee many dtagnostic fees that are nocmaiy biled as separate

procadurae to other carrier*.

An important consideration la the fadhy charge*; in conjunction with surgical procedures.
Preferred Care hae pro/Sedphymdmyv end selected them based on qudRy Isauee and how w d
they have utteed the system In the pest A recent analysis of many procedures showe that We
system le working wetlL For exam pfr, when compering our Preferred providers with non-
PraterTed providerafor caesarean section, the average fadty charge for our Preferred providers
wee 1386 leea. (X r TradHtenal Care program reetricta he tengh of stay for In-paNnt
hoapitakzatfon for many high voiuma procedure*. For exampia, an unoompicatad hyetirectomy
is Imtted to three dayn for femefea lees then 50 years of age. it la not uncommon for our
Prefened pbyddan* to Imtt the In-patient stay to two days. Total chargee for hysterectomies tor
our Preferred provider* are over *im n i~ * than non-Preferred providera.

PREMIUM INCREASES

Although the Pubic Employees Health Program compares favorably wth both private
carriecr in Utah wd other Weatam states, here are other factor* that are important to recognize.
In the past, he Pubic Dnpioyess Heefh Program hae made lump sun peymenta to he State
general fund from surplus' generated; therefore, adjustments would be necessary for part
premium increases. Refund atjuetnenta would show lower part premium Increaeea.

At the present time, here ere 1,186 early r*trees In he Tradffonel Care syM rtit
Because they are hdudsd in the rlak pooi wth active employees, here la a subsidy trom acfivi
employees. This group's experlenoe has conthutsd to he rtzs of ha premium hcrtaae being

requested.

AOMNSTVEtATIWCOG6TB

Although the Pubic Employees Hedh Program compares very favorably wth char eetf-
insured carriers, and even more favorably wth Indemnity carriers, he year hat waa used for he
comparison indudee many one tkns start up e*endturea.

These reeuSed when Sort Lake County, Salt Lake Clty and rtl Utah Local Govemments
Trust groups Joined the ayatem. Examples of one Ime expendthree hduded h he ooets
presented ere a new computer system, office furniture, equipment and suppose ter 20 new

employees*
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"They set up quality in-
surance programs, review
types ol things and call lor
justification.”

Broker Purrington ac-
cuses Blue Cross, a major —
and non-profit — Alasca in-
surer. of predatory pricing
— cutting rates when major
competition shows up. then
Jacking them up once that
competition's gone. In 1985,
for example, Blue Cross cut
many of its group rates to
help fend off an unsuccessful
attempt by Humana Care
Plus to grab a pice of the
Alaska market.

Stephen Clark, executive
vice president of Blue Cross,
says the problem doesn't lie
with the Insurance compa-
nies. He says Alaska doctors
and hospitals charge much
more than In the Lower 48,
and their company just pas-
ses through the ever-inflat-
ing costs. Alaska laboratory
tests, for example, averaged
92 percent higher in Alaska
than Washington, according
to Blue Cross data.

'If we are to contain the
excessive costs of health care
in Alaska, we've got to work
In unison with the physi-
cians, hospitals, employers
and individual subscribers."
Clark says.

State officials don't keep
detailed financial data on all
of the more than 30 insurers
selling health insurance in
Alaska. But they do monitor
Blue Cross, due to its special
status as a non-profit medi-
cal service corporation. And
in 1987, the last year In
which financial information
is available, state records
indicate Blue Cross roughly
broke even in Alaska, pay-
ing out 561 million in claims
and administrative costs and
taking in the same amount
in premiums.

Aetna Life tt Casualty, in
areport to a state task force,
indicated that since 1985, the
insurance plan covering
sale employees lost more
than 510 million.

State insurance division
officials cite several major
national trends foicing up
the cost of Alaska health
insurance. They include:

*The use of ever-more-
costly technology to exam-
ine, treat and prolong the
life of patients, including
victims of AIDS and other
terminally 111 patients.

"Our society hasn't
reached the point yet where
we say we can't alford to
absorb the cost of a heart
transplant for a 60-year-old
guy who's been smoxing six
packs of cigarettes all his
life," says Warren Dvorak,
benefits manager for the An-
chorage School District.

* Increased salaries to
help hospitals and other in-
stitutions deal with an ever
more severe shortage of
nurses and other medical
personne'.

*Cost shifting. As the
federal government cuts

Most Americans have

health

insurance
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back on Medicare and other
medical payments, hospitals
are trying to compensate by
raising rates for patients
with private insurance.

* Recent federal laws re-
quiring employers to extend
temporary health benefits to
former employees and full
benefits to some seasonal
and temporary employees.

Regional trends also fuel
the inflation, according to
the state Insurance division,
industry officials and a draft
report of the Governor's In-
terim Commission on Health
Care:

* Huge Increases in the
cost of Alaska malpractice
Insurance — both for doctors
and hospitals — have been
passed on to health care con-
sumers. And the threat of
damage suits has prompted
more defensive medicine.
Doctors order additional, at
times unnecessary, tests and
exams to help protect them
from patients who might lat-
er decide to sue.

« With the past three
years, a major increase in
the use of an ever-expanding
array of Alaska health care
services. Last year, for ex-
ample, Charter North Medi-
cal Corp. opened an expen-
sive new facility for
in patient treatment of dis-
turbed children. That
prompted a more than dou-
bling of admissions from
state employees and lheir
families. And hospital char-
ges to the stale's insurance
program  soared from
5320446 In fiscal year 1987
to 51.2 million in fiscal year
1988,

The Increased use. indus-
try officials say. also results
from skittish workers who
—in a down economy — fear
for )ob sccunty, and want to
make sure any health prob-
lems are dealt with while
they still have coverage.

* The sagging economy al-
so has caused a big increase
in free medicine by the hos-
pitals. Within the past three
years. Providence Hospital's
unreimbursvd medical ser-
vices jumped from 57 mil-
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lion to 517 million. During
that same time period, Hu-
mana's jumped from S5 mil-
lion to 512 million, the hos-
pitals say.

That tends to drive up the
cost of services for those
who can afford to pay, state
officials sa>.

In the Lower 48. the strug-
gle to gain control of health
care costs — and often in-
tense competition for patient
dollars — has triggered a
revolution in health care de-
livery. In many major urban
areas, employers can choose
from a wide range of pro-
grams, such as pre-paid
health-care plans in which
doctors and hospitals guar-
antee services for a fixed
fee. Other programs involve
doctors and hospitals who
team up to offer employers
discount services in ex-
change for large volumes of
business.

In the health-care indus-
try, such programs arc
known as "managed care,"
and many view them as the
wave of the future.

"An Increasingly high
percentage of people who
are Insured receive some
sort of managed care," says
Doug Hastings, a Washing-
ton, D.C., attorney specializ-
ing in hospital and health
care Issues. "And most ex-
perts predict that growth
will continue.”

But in Alaska, such pro-
grams arc in their infancy.
That's due, in part, to the
slate's isolation and sparse
population, which make it
difficult to organize large-
volume health care pro-
grams profitably.

Another obstacle to their
development is the state's
doctors, many of whom view
such programs with distrust
and outright hostility. “I'm
extremely happy that those
things have not come here,"

N e w
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HEALTH INSURANCE: Employers cut benefits in face of rising costs

Youiust don't get
nyone
never

canceie

said Neubauer. the inter-
nist- . Maybe the cost of
insurance will go do.vn. hut
so will the quality of care
and I'm not sure It's worth
It."

Neubaucr said the man-
aged care systems tend to
screen out those who are
really sick, since they may
need lots of expensive treat-
ment that will cut away the
profits from a prepaid or
discount plan.

Other Alaska doctors say
managed care means more
Insurance company bureau-
cracy and inferior care for
everyone: Doctors withhold-
Ing treatment for fear the
next test — or the next
operation — will erode the
profit from apro-determined
ee.

Insurance companies dis-
agree and are frustrated by
the Alaska doctors' reluc-
tance to embrace the new
systems. "You're opening a
very Interesting and very
sensitive area." says Robert
Simons, a physician em-
ployed as Aetna's medical
director. Simons said he sent
letters to state physicians
asking them to join In new
managed care program with

Aetna, and found "no real
Interest."”
Blue Cross says it will

attempt to impose health-
care management on physi-
cians by drafting new dis-
count policies that only re-
imburse patients for the
average cost of a physician's
service. The average broken
arm, for example, costs 567
to set in Alaska, but some
doctors charge 5150.

If a doctor's cost is way
over the average — and
there ore no srecial compli-
cations to justify that, then
the new policy would prod
the patient to a ch'moer doc-
tor, said Clark, ihe Blue
Cross vice president.

Aetna and Blue Cross
have had more success deal-
ing with hospitals. -1 >

Aetna has convinced Hu-
mana to offer a 30 percent
discount in services, accord-
ing to Simons, in return for
helping fill the hospital's
beds with a steady stream of
its insured.

Blue Cross has teamed up
with Providence in a similar
program, And Providence
recently struck out on its
own to offer such discounts
directly to Alyeska Pipeline
Service Co. and several oih-
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er large employers.

The employers who pur-
chase such discounted ser-
vices use an economic ham-
mer to Insure their
employees go to the right
hospital. Employees pay a
low deductible If they attend
the preferred hospital, a
much higher deductible if
they attend tbc competition.

Such plans were first in-
troduced to Anchorage in the
mid '80s, and as rates rise,
their appeal grows, both to
employers and employees.

The Alaska Railroad, for
example, alter months of
tough bargaining reached a
1987 union agreement that
Included a three-year freete
on employer payments to-
ward health benefits. At the
time, it looked like a good
settlement because those
payments covered all the
costs of a gilt-edged medical
plan jointly Insured through
the railroad and Aetna

But last year, Aetna hit
the railroad with a 40 per-
cent rate Increase for the
standard plan. Then they of-
fered a more modest alterna-
tive. a 14 percent rate in-
crease for those employees
who would join a "preferred
hospital" plan with Hu-
mana.

Under that plan, employ-
ees who chose Provider.ce
would have to pocket 40
percent — rather than the
standard 20 percent — of
initial hospital costs.

Other cost management
efforts included Insurance
company approval of non-
emergency surgery and a fi-
nancial penalty for not ob-
taining a second opinion on
prospective surgery

Non-union railroad em-
ployees chose to sign up for
the preferred plan, but
union workers opted against
it. Then this year, facing
another 32 percent increase,
the unions decided to go
with the preferred option.

Even with the preferred
plan, the new insurance
doesn't come cheap. A fami-
ly policy will cost each
union member 52,049 cit of
pocket.

Quinn, tne union leader,
sold he's talked with the
rank and file About cutting
benefits to try to bnng that
expense down farther. But
for the moment, his mem-
bers say no. "The employers
still want the plan they
have. They aren't willing "o
downscale it — yet."
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Christmas sales have dropped off and our year-end
To reduce our stock we ¥
drastically cut prices on all popular computer systems.

All units must go, but prices are limited to stock on hand,
save now during the largest inventory clearance in ourjiis.
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Health Insurance Authority
SB 254 by Senator Duncan

Purpose:

To provide a vehicle that enables cost effective health care
delivery to all participants of State health plans (including
active/retirees of State, Municipal and Education), in order to
help curb escalating health care costs.

Currently each entity purchases health care from a number of
health insurance providers for their plans. By creating a health
insurance authority each participating entity would 1in effect
have the ability to realize the cost economies of a much larger
group ( 134,000 participants vs 24,000). This would enable the
authority to negotiate payment rates and utilization factors with
health care providers and provide for appropriate care delivery
at an appropriate cost. The authority could be expanded to
include medicaid and workers compensation benefit systems.

The authority could phase in responsibilities over a period of
time

Phase 1
Authority Created -

Establish provider payment and utilization
standards for use by participating entities
with their current health plans.

Phase 11
Start to pool purchasing of coverage voluntarily
by entities.

Phase |11

Pool all entities to give maximum cost
efficiencies.
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Senator Duncan

ALASKA STATE GROUP HEALTH INSURANCE AUTHORITY

Board of Directors; Organization

The Board would be composed of 17 members representing the
following:

2

members from the Legislative Branch?
members from the Executive Branch;
members from the Judicial Branch?

members representing Labor Organizations?
members representing School Districts;
members representing Municipalities?

members representing the Department of Health and
Social Services;

members representing Health Care Providers; and

member representing the University of Alaska.,



Greater Milwaukee Health Care Purchasing Plan:

j  336.31.-23

Employer, Community Coalition Contains Costs I 4-88

Employers and community leaders Inthe Milwaukee, Wis. .irea Joined
forces In late 1985 and established the Greater Milwaukee Health Care
Purchasing Plan to curtail the rise of health care co3 ts. At the Midwest
Business Group on Health Eighth Annual Conference In late February
1988, Richard Salzettl, corporate benefits supervisor of the Miller
Brewing Company, described how the plan works. Thi3 research report
summarizes Mr. Salzettl's presentation.

S n 1985, a Blue Cross/Blue Shield user group
and other employers, a total of 34 employers,
formed the Milwaukee Chapter of the Mid-
west Business Group on Health. Richard
Salzetti, corporate benefits supervisor of the Miller
Brewing Company, described the group 3 purchasing
plan at the Midwest Business Group on Health 1988
Conference. Their goal was to represent the business
community in purchasing health care, actasamajor pur-
chaser of health care services, and improv ? the cost
effectiveness of high quality health care.

At the same time as the Milwaukee Chapter was
developirj local purchasing plan specifications, Mil-
waukee area community leaders created a health care
task force. The groups shared goals: methods to curtail
rising medical plan costs. So they joined forces in the
Greater Milwaukee Health Care Purchasing Plan and
developed its own preferred provider organization,
Health Care Network of Greater Milwaukee.

The Milwaukee Purchasing Plan enlisted a health
care purchasing consultant, Community Care Network,
Inc. (CCN) ofSan Diego. A model purchasing plan, the
group determined, should include price and quality con-
trol principles and change the health care marketplace.
Under such a plan, employers and employees become
"buyers" of health care.

Mr. Salzetti explained some ofthe major features of
the Purchasing Plan and the Health Care Network:

« A board ofdirectors composed ofemployee benefit
managers from major local employers.

« Its own purchasing agent to manage the v ly-to-day
operation and contract with providers (CCN).

« I[dentification of the good quality providers and the
poor quality providers. The Milwaukee Purchasing
Plan used information from Medicare Title 19, other
govemme it sources, and employers. In addition, the

fpuls -
222 Wexi Adarnj Street, Chiicago. Uliroii 60606, (312)236-2615
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Plan 3 Physician Advisory Committee gives some
advice on what to look for and practice patterns. The
Plan received 600 physicians "applicah’'ons, and 55 were
eliminated.

« A network of 13 local hospitals and, effective
March 1,1988,450 physicians, including primary care
physician:;.

e A Physician Advisory Committee (FAC), which
aids the Board in physician evaluation and selection,
through established criteria.

« Quality assessment components developed by the
purchasing agent and the PAC.

« Predetermined payments for services. Participating
providers agree to accept the scheduled fees offered by
the plan. Per diem rates are negotiated with the hospi-
tals, and physician rates are based on the California
Relative Value Scale adjusted for Milwaukee arearates.

e Each employer maintains its civn medical plan,
whether comprehensive or basic and major medical.

Claims generally are submitted first to the
employer 3 claim administrator for verification ofeligi-
bility. The administrator then forwardls Network claims
to the Health Care Network for pricing and return to the
administrator for payment.

e Employees and dependents are encouraged,
through incentives, to use selected providers.

e Each hospital in the Network is responsible for its
own preadmission review. All participating providers
assume the financial risk for unnecessary care.

Utilization review is a basic element of the program
and includes preadmission review, concurrent hospital
review, second opinion, discharge planning, and indi-
vidual case management. There are reviews at the
provider and plan levels. Providers" performance is
measured using non-acute profiles and other quantita-
tive criteria.

inif;rs! nnemployee htneliLs
© 1985 hjr CrerlesD. Spencer S Associate®, Irc.
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Greater Milwaukee Health Care Purchasing Plan:

4-88 Employer, Community Coalition Contains Costs

Data Collection

The next step for the program is data collection and
management To this end, the Purchasing Plan plans to
hire a database manager to develop a database, includ-
ing specific inpatient/outpatient hospital and physician
data. Once thedatais in place, Mr. Salzetti observed, the
local data may be compared to national and specific
illness standards. In addition, the physician data may
help measure the quality cf care and monitor use.

The source of data will be providers' bills that are
sent to a central data collection pool.

Employees are primarily concerned that the purchas-
ing plan maintain the existing level of benefits, provide
high level of financial protection, and offer an advisor
hotline.

Employers, on the other hand, are concerned with
encouraging employees to use the purchasing plan
providers either through rewards with higher benefits or
"punishment" with lower benefits. Communications
are important in this process, perhaps through use of
identification cards and explanation of benefits state-
ments.

Other employer concerns are whether the adminis-
trative costs of the program (the insurer and third party
administrator) are cost-effective, whether to continue
using the present administrator, and negotiations and
discussions with union representatives.

Future Holds Expansion

The Purchasing Plan aims to expand its contracted
provider network to include dental, vision, and chiro-
practic care; prescription drugs; nursing services; and
medical supplies.

Other goals are to identify the best providers, in-
crease the numberof plan participants, and use cost and
quality data to ease cost negotiations.

Thus far, the Purchasing Plan has contracts with 13
employers, all self-insured, covering 30,000 employ-
ees. Negotiations are proceeding with an insurer to
include in the network its entire book of business in the
Milwaukee area.

Save $2 Million First Year

The Purchasing Plan 3 cost savings ratio overall is 1
to0 3.8 and itis expected to save more than $2 million the
firstyear, Mr. Salzetti said. Otherpositive outcomes are
that it allows the "buyer" to obtain more control in
health services, and that the continuous review of pro-
viders will improve quality, monitor charging patterns,
arid allow development of data for evaluations.

How much did it cost to put the program together?
Initially, 12 Milwaukee Purchasing Plan employers
contributed $10,000 each, Mr. Salzetti said. Currently,
each member employer contributes annually $1.50 per
employee and a percent of the savings realized.
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Large self-insured employers are re-
alizing the advantages of direct con-
tracting with hospitals on a per diem
0r per case basis, and therefore are
moving away from per service finan-
cial arrangements. The perdiem sys-
tem of reimbursement pays the hos-
pital a predetermined amount for
each day a patient is in the hospital,

while thepercase system pays a pre-
C itermined amount for each patient
admitted. Employers can rise their
power of numbers to obtain favor-
able day- and case-hased rates in ex-
change for giving employees an eco-
nomic incentive to use contracted
hospitals.

In the past, some employers and
third party insurers tried to control
hospital costs by negotiating dis-
counts on billed charges. However,
discounts are not much better than
straight charge arrangements be-
cause providers have a strong incen-
tive to increase the volume of ser-
vices to compensate for the
discounts. In other words, hospitals
are rewarded for providing more
units of service as long as the mar-
ginal revenue of the last unit pro-
vided exceeds the marginal cost of
providing that unit. Some hospitals
may also offset the discounts by in-
creasing their initial service charges.

To remove many of the perverse

fects of discounted charge ar-
rangements. employers arc now
turning to alternative hospital pay<
ment systems — per diem and per

O ntractng W ith

P aym entA

bv Douglas G. Cave

case. These systems transfer more
financial risk to the hospital for the
services they deliver. Hospitals are
usually more willing to negotiate per
diem contracts because they can ne-
gate some of the financial risk trans-
ferred to them simply by keeping
patients in the hospital longer.

Providers have an incentive to in-
crease the length of stay because the
first days of patient care are- the
most resource-intensive and costly.
The final days of care are relatively
inexpensive, so profit (total revenue
minus total cost) from a patient may
significantly increase as length of
stay increases (up to a point).

This conclusion is supported by
evidence from past state rate setting

programs based on per diem reim-

bursements (New York and New
Jersey). In both systems, hospitals
significantly increased their occu-
pancy rates by increasing the aver-
age length of stay (ALOS), rather
than by increasing the admission
rate.[l) The states implemented
volume-related penalties to address
the length-of-stay changes; that is.
hospitals did not receive the fully
approved per diem rates for days
provided in excess of a bhudgeted
volume. Even strong financial pen-
alties, however, were not very effec-
tive in offsetting the perverse incen-
tives to increase day volume. This
suggests that hospitals gained more
by increasing ALOS than they lost
from volume-related penalties.

rra n gem
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To correct this deficiency of per
diem reimbursement, employers
should try to negotiate a case-based
payment system (although, as will
be discussed, this system has some
of its own perverse incentives). Be-
cause most hospitals are willing to
negotiate on a per diem basis, estab-
lishing a day-based payment system
may be a necessary first step to ar-
ranging a per case reimbursement
system.

Negotiating Per Diem Rates

The hospital and employer need
to develop per diem values before
negotiations can take place. Both
must decide whether negotiations
will be based on one all-inclusive
per diem rate or on many broad
based per diem rates (such as medi-
cal, surgical, maternity, mental
health, and alcohol and drug
abuse).

An all-inclusive per diem rate
may not benefit either the employer
or hospital because both the case
mix and severity of illness level of
employee and dependent admis-
sions may change over time, signifi-
cantly changing the agreed per diem
rate. Case mix refers to a classifica-
tion system that categorizes patients
according to their inpatient re-
source requirements. For example,
one case mix system places patients
into high intensity service categories
and low intensity categories. Severity

EMPLOYEE BENEFITS JOURNAL



ofillness, on the other hand, refers
to the probability of death or loss of
function over the natural history of
a disease. Thus, measures of sever-
ity of illness define a disease-specific
clinical condition at one point in
time. For each case mix category,
patients will have a somewhat dif-
ferent severity of illness.

The case mix and severity of ill-
nessofemployees seeking care from
a particular hospital may change sig-
nificantly after the employer intro-
duces strong financial incentives for
employees to use providers under
contract. As more employees are
channeled to contracted hospitals,
the actual health risk level of em-
ployees seeking care from these hos-
pitals may change. On the other
hand, an all-inclusive per diem rate
gives hospitals the perverse incen-
tive to admit only patients who are
less seriously ill and require less
resource-intensive care (i.e., of
lower average case mix). In general,
these patients are inexpensive to
treat, which allows hospitals to in-
crease profits for each day of care
provided.

If case mix or severity of illness
level dramatically fluctuates, espe-
cially during the first year of con-
tract negotiation, broad based per
diem rates should help minimize
large losses or gains incurred hy the
hospital or employer. For instance.
Table | shows that the all-inclusive
perdiem rate for Employer A using
Hospital X is $965. This is based on
aday mix0f47.5% medical patients
(501 days/1,048 days) and 15.5%

TV g v

Table |
4 §

Employer A's Calculated 1988 Per Diem Rates for Hospital X
Inpatient Total Paid Charge/

Case Mix Classes * Days Charees Dnv
Medical 501 S 382.569 $ 764
Surgical 162 321.264 1.983
Cardiovascular "7 44.716 6.358
Other surgery 155 276,548 1.784
General maternity 138 183.692 1,331
Normal delivery 47 78.646 1.673
Other obstetric 91 * 105,046 1,154
Mental health 81 46.146 570
Alcohol and drug 166 17.984 470
Totals 1,048 $1,011,655 S 965

surgical patients (162 days/1,048
days). Let'sassume that, after nego-
tiations, the mix moves more toward
medical cases (that is, those patients
who require less intensive per day
resource;). The all-inclusive per
diem value of S965 isnow an overes-
timate. Therefore, the employer
may lose money on this per diem
contract — at least during the first
year. If Employer A had negotiated
a broad based per diem contract,
the hospital would have less incen-
tive to change its current day mix
toward treating more medical cases.

Alternatively, a negotiated stop-
loss arrangement may help alleviate
large losses or gains by either party
— although most stup-loss arrange-
ments are negotiated in favor of the
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hospital. Under a stop-loss provi-
sion, hospitals are financially re-
sponsible for only a certain amount
of billed patient charges; stop-loss,
therefore, protects hospitals from
very high cost patients, who are
called outliers. For example, assume
the billed charges for a patient are
515,500. The all-inclusive per diem
rate without a stop-loss provision is
negotiated at S965. The patient
stayed in the hospital for nine days.
Under perdiem arrangements with-
out stop-loss. the employerowes the
hospital only $8,685 (5965/day x 9
days). The employer would save
44% of billed charges (1 - [$8,685/
$15,500]).

Now assume a 310,000 stop-loss
threshold is implemented. This af-
fects the negotiated all-inclusive per
diem rate because outliers are elimi-
nated from the per diem calcula-
tion. The new all-inclusive per diem
rate should be negotiated around
S915. (This is the average per diem
value alter the high cost outlier pa-
tients are eliminated.) With a
$10,000 stop-loss provision, the em-
ployer owes the hospital $13,755
((S915/dav x 9 davs| = SS.235:
($15,500 - $10,000] = $5,500;
($8,235 b $5,500] = $13,735). The
employer would save only 11.4% of
billed charces (1 [$13,735;
$15,500]).



