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KODIAK ISLAND (BOROUGH) HOSPITAL
AND CARE CENTER

LISTORICAL PERSPECTIVE

Kodiak Island (Borough) Hospital and Care Center has been trying for nine years to achieve
funding for a badly needed modem health care facility. The State of Alaska has not funded rural
health care facility construction for the past seven years.

During this nine years, several studies have been completed. They have studied the needs of
the Borough, the present facilities, the need for either remodeling/additions to the present
facility, or a replacement facility; the projected health care needs of Kodiak Island Borough; and
the respective costs of remodeling/additions versus a replacement facility.

In 1982, the State of Alaska contracted with ECI-Hyers, Architects and Planners, to study the
existing need in the state. Their conclusions were that replacement of the present facility would
be the most cost effective methods of providing needed health care.

In 1985, Mills, John & Rigdon Architects determined that the most prudent method of providing
the needed health care was a replacement facility. Their findings were that the present facility's
problems in the areas ofasbestos control, mechanical systems, air handling systems, traffic flow,
earthquake protection and multiple code violations made a replacement facility the only choice.

In May of 1986, the Health System Agency came to the conclusion as the two previous studies:
replacement is the only cost effective and realistic approach to the problems of health care
delivery in Kodiak Island Borough.

The present facility has 66 deficiencies under Federal Codes, 19 deficiencies under the
Handicapped Code, 4 major deficiencies under Life Safety Code, and it does not meet the state
requirements for earthquake protection.

When the hospital was built in 1968, it met the medical needs of that time. Then, we had 2,300
outpatient visits a year; now, we have over 9,000. Then, we had about 10 patients a day in the
hospital; now, we have over 15 a day. Then, we had one x-ray machine; now, we need three
machines and our CT Scanner is going to have to be put in a building outside the hospital
because there is no room inside. Then, we h™d three laboratory machines performing 1,500 tests
a year; now, we have five state-of-the-art machines performing over 9,000 tests. But we are
still in the same building with the same 22-year-o!d mechanical, ventilation and electrical system.



The State of Alaska appropriated $200,000 to Kodiak Island Borough for planning of a new
facility. Kodiak Island Hospital and Care Center has donated over $2,000,000 to the Borough
for site acquisition, architect's drawings and specifications, and site preparation. There are
currently plans, specifications and documents ready for construction. Due to a lack of funding,
the Certificate of Need which was granted, and ex.ended twice in anticipating of funding, has
expired. The CeiuiVate of Need has been resubmitted to the State for review.

The Kodiak Island Borough and the City of Kodiak have both made the replacement of the
present hospital with a new facility their number one priority again this year.

To date, the Kodiak Island Borough and Hospital have spent $1,813,962.00 in preparation for
the new hospital. There isover $1,000,000 in reserves dedicated for the construction of the new
hospital. We are currently researching the possibility of a fund developing program to further
assist ourselves and the state in providing the necessary health care for our borough.

Over the nine years of waiting, we have spent large sums of money studying the problem and
developing the most economical solution and the plans and specifications to implement the
replacement facility. The delays have increased the cost o f construction, through inflation and
increasing technology, from $11,500,000 in 1982 to $19 million in 1991, These are costs that
are directly bom by the hospital, borough, citizens and State of Alaska.
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KODIAK ISLAND HOSPITAL REPLACEMENT

COST ESTIMATE

New Construction

Site Work

Site Acquisition

Landscaping

Mechanical Balancing

Movable Equipment
Architectural/Engineering Fees

Site Survey/Soils & MaterialsTesting
Special Inspections

Administrative Expense

Contingency

TOTAL PROJECT COST (1991)

LOCAL FUNDING

BALANCE REQUESTED FROM STATE OF ALASKA

$ 14,000,000
484,500
495,000
250,000

40,000
450,000
1,200,000
50,000
42,000
250,000

1 .738 500

$ 19,000,000

$ 4,000,000

$ 15,000,000



Alaska Hospitals and Nursing Homes
Certificate of Need Informationl
for the

Senate Special Committee on Health Care Facility Assessment

Ketchikan _Generfll_ilQSDitfll and Island. View. Manor $17.0 - $19.3
M illion

A Certificate of Need was 1issued on June 15, 1990 to Ketchikan
General Hospital and Island View Manor authorizing a maximum
capital expenditure of $17,800,000 for a single phased project and
the alternative amount of $19,300,000 for a three phased project.
A three phased approach, even though more expensive, was approved
as a viable alternative in the event that project funding was not
achieved in a single lump sum. The Certificate of Need authorizes
the correction of all life/safety code violation, remodel and
enlarge outpatient and ancillary support areas, a bed capacity of
39 acute care beds and 35 long-term care bed, and no change 1in
services offered. The Certificate of Need expires on July 30,
1995. The City of Ketchikan currently has no funds to complete
this project.

Sewacd. Gengral _liQspit alL™-_.$9,,5 Million

A Certificate of Need was first issued to Seward General Hospital
for a remodeling and replacement project 1in May of 1985, and was
modified on September 9, 1989, to reduce the authorization Tfrom
$10.5 million to $9.5 million. The Certificate of Need authorizes
remodeling in the existing building and a replacement project.
The replacement portion of the project will <consist of new
construction on a site adjacent to the existing hospital. The
project will 1include no more than ten double rooms for acute
patient care and involves no change in services currently attended
by the facility. The Certificate of need expires on April 30,
1994.

1 The amounts supplied in this report are only the amounts
authorized by Certificate of Need. The Certificate of need
regulations allow for 15% increase 1in cost above inflation,
before additional Certificate of Need approval 1is required.
As a result the actual amounts need by hospitals may be
greater then what is listed 1in this report. For actual
amounts needed, it is suggested that the individual hospitals
be contacted.



Kodiak island-HQapifcal - .Cost-Unknown

A Certificate of Meed was granted to Kodiak Island Hospital in
August of 1986 for a replacement facility at a cost of up to $18.2

million. Upon completion of the design phase of the project, the
estimated cost had gone up to $22.8 million. The Hospital
Administration was very displeased with the high cost overrun. In

addition, the Hospital Administration was very displeased with the
architectural plans, feeling that 1in addition to being very
expensive, they were not very efficient or effective. Kodiak
Island Hospital was granted 2 extension to their Certificate of
Need; the last of which expired on August 25, 1990. The Hospital
Administration has decided that the present architectural plans are
too expensive, as well as inefficient, and are starting over on the
design phase. Therefore, Kodiak Island will be submitting a new
Certificate of Need application for a replacement facility. They
are possibly going to pursue a "desigri-build” approach rather than
a traditional design process, 1in anticipation that this will save
a significant amount of money. An informal conversation with the
Hospital Administration indicated that an initial guess estimated
the replacement cost with a designer build approach at
approximately $12 - $14 million.

Denali Nursing-Home

As reported in the press last year, Denali Nursing Home 1in
Fairbanks 1is in a very deteriorated condition without sufficient
funds to ensure remedy to these problems and assure ongoing

operations. Total scope of the physical plant needs and costs are
unknown. They have also talked about possibly replacing the
building. Last year they indicated that $8.2 million would be
needed Tfor replacement. No Certificate of Need has been applied
for.

Weslevan Nursing.Home S3 .83 Million

A Certificate of Need was 1issued 1in 1985 for $3.83 million to
Wesleyan Nursing Home in Seward. The activities approved included
the construction of a new wing, and extensive renovations, with no
charge in the licensed capacity of 66 beds. The Certificate of
Need expired 1in May 1, 1990. Undoubtedly, the cost for these
activities has risen due to inflation. The last information
received from Wesleyan indicated that the cost has gone up to $4.45
million.

Unalaska_Health Clinic/Infirmary

Over the past few years, Unalaska has sought help to upgrade and
expand their health facility. The latest request indicated a need
for approximately $4.5 to $5.0 Million. The need is basically for
a trauma care center. As proposed this will not be subject to
Certificate of Need review as it does not meet the definition of
a health care facility set out in the Certificate of Need statute.



Alaska P sychiatric

A Certificate of Need application 1is anticipated to replace the
current 162 bed state mental health hospital, the Alaska

Psychiatric Institute (API). In FY 91, the Governor requested
funds to continue planning and undertake Certificate of Need
processes to replace API. This was not funded in FY 91 but will
be requested again in FY 92. APl is in a badly deteriorated
condition after 28 plus years of continuous operation. Mechanical,
electrical, plumbing, building and other systems have or are
failing. Repair, renovation and ongoing staff and patient safety
is potentially compromised by the Jlarge amount of asbestos
contained behind walls and above ceilings. Estimated replacement

cost in 1989 was $70.8 million.
Bartlett_.Memorial Hospitals 6 Million

Bartlett Memorial Hospital in Juneau received a Certificate of Need
in 1986 approving an expenditure of $11.2 million for extensive
renovations. These renovation were mostly completed, but the
Hospital Administrators has indicated they would like to modify the
Certificated of Need to allow for an expenditure of another $6
million for additional renovations.
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INTRODUCTION

Ensuring access to and availability of care is an important planning responsibilty
of the State of Alaska. The needs for and adequacy of health care facilities,
manpower, services and equipment are all important considerations in determining

an appropriate health care delivery system for Alaska.

With the support of a 1981 legislative appropriation, the Department of Health
and Social Services has conducted an inventory of 15 rural hospitals and nursing
homes and a survey of more than 200 clinics in the State to assess their physical
plant condition and functional adequacy. This report describes the inventory
design and process, the findings, and alternative construction funding sources.
In a separate effort, the Department surveyed all health clinics iIn the State

and has provided an initial report on the needs for clinic construcgion to the

legislature.

Information provided in these reports is intended to serve as a guide in determining
an appropriate level of State support for health facility construction, since The

number and size of construction aid requests and/or appropriations are increasing

each year. Cost estimates are provided to outline the dimension of-constructicn

need, but cannot be interpreted as a recommended level of State support.
HEALTH FACILITY INVENTORY DESIGN AND IMPLEMENTATION

The Need for a Health Facility Inventory
The Department of Health and Social Services has become increasingly aware that

many health care facilities, particularly rural hospitals and nursing homes,



are 1n need of renovation or replacement. This awareness has sharpened as the
Department fTulfills its responsibilities for review and approval of facility
construction plans, for issuing construction licenses, for annual operational
licensure surveys, TfTor certification for Medicare and Medicaid reimbursement
and 1n analyzing applications for certificate of need. Knowledge that there ~

were significant needs*f?ﬁmypgrading facilities was accompanied by an awareness
that many communities were.unable to undertake hospital or nursing home renova-
tions because the community"s economic base could not support the total costs./
The Department initially outlined its concerns related to health facility

construction and operation in a 1981 report to the Legislature on health facility

revenue sharing.

Designing the Inventory

As a result of an appropriation by the 1981 Legislature to inventory health
facilities, the Department defined its scope as those rural hospitals and
nursing homes designated as Level |11l facilities in the State Health Plan.
This designation includes communities with sufficient population and health
care services, manoower, equipment and facilities to provide basic hospital
services and long term care services. The inventory was limited to these
communities because construction, licensing and certification staffs had
identified major deficiencies in these facilities which communities had been

unable to correct. These deficiencies included:
- Building, fire and life safety code violations;
- Lack of adequate mechanical ventilation to patient care areas;

- Mechanical and electrical inadequacies resulting from acquisition
and use of modern equipment which places higher demands on original

mechanical and electrical systems;



- Structural constraints which inhibit facility flexibility to respond
to changes in health care practices, patterns of use, medical

technology and community attitudes;

- Space shortages resulting from increased complexity of Information

processing and records storage requirements:

— Space shortages resulting from more medical equipment;

- Storage shortages related to greater use of disposables rather than

e reusaable items.

Changes in service area populations (growth or decreases) modifying

needs for space.

To determine interest in participating in the survey, the Department contacted
all rural hospitals and nursing homes to advise them of the survey and to
request their participation. Anchorage and Fairbanks hospitals were not
included as they are not considered rural facilities and were not
experiencing code compliance correction issues faced by rural facilites.
For-profit facilities such as Nakoyia Health Care Center in Anchorage and
Careage North in Fairbanks were also excluded since they are not eligible
for State assistance. All rural hospitals and nursing homes elected to
participate in the inventory with the exception of Valley Hospital in
Palmer, since financing had been secured for renovation/replacement of the
facility and project design was in progress. Sitka Community Hospital also

declined to participate since construction of a replacement facility was underway.



Conducting the Inventory

Once the listing of facilities to be inventoried had been finalized, the
Department of Health and Social of Services issued a Request for Proposal
to architectural fTirms for the completion of an on-site inventory and evaluation

survey of fifteen rural health care facilities in the State.

The purpose of the survey is two-fold: 1) to develop a detailed record
of the current condition of each subject facility, emphasizing physical
condition and functional adequacy; and, 2) based on an analysis of those

current conditions and any anticipated future developments (expressed in

long-range plans, and certificate of need applications, for example), to formulate

recommended activities for the correction of noted deficiencies and provide
preliminary cost estimates for the recommended activites.

The inventory and condition survey was organized into three basic phases:

Phase One: Pre-inventory Activity

The first phase consisted of pre-inventory activity including:
- preparation of request for proposals
- selection of architectural firm
- initial consultation with selected firm
- collection and review of available documents/plans
- confirmation of site visit schedule
- development of forms and questionnaires

- Tinal coordination meeting between architectural firm and DHSS



Phase Two: On-site Inventory

The second phase included all the on-site inventory activity. To accomplish
this portion of the work in the limited time available, two survey teams were
formed, each with a hospital systems planner, an architectural investigator,
a mechanical investigator, and an electrical investigator. The facilities
surveyed were divided into an eastern region and a western region with one

survey team assigned to each region. Pre-determined survey formats were used

toassure consistency between the two regions.

Each site survey consisted of the following steps:

Document Review:

Examination of existing documents including plans, code reviews, per-
tinent facilities board actions, pending physical plant changes,

fire marshal reports, licensing agency recommendations and long-range

pians.

Staff Interview:

An interview session including representatives from the facility's

administration and medical staff (as deemed appropriate by the facilityl

administrator).

Facility Examination:

The survey team inspected all portions of the facility to gather first-
hand information on all systems. Standardized forms and checklists
were used to assure thorough investigation and standardized reporting.
Field notes were used to itemize deficiencies riot covered by the stand-

ardized forms and checklists.



Final Meeting:

A fina"i meeting was held with the facility"s administrator Lo communi-
cate the results of the facility examination, preliminary findings of

the team, and to discuss the nature of the report.
Phase Three - Evaluation of Reports

The third phase af the inventory and condition survey included the evaluation
of collected data, and preparation and submission of draft reports. The

Health Resources Development Section of the Division of State Health Planning
and Development, DHSS anaWQEd several drafts and worked with the consulting

architectural firm toward the completion and printing of the report.

OVERVIEW OF SURVEYED FACILITIES

During its evaluation of the physical facilities of each hospital/nursing home
the architectural team discovered a number of serious deficiencies. Generally,
the deficiencies result from advances and changing techniques in the medical
field, coupled with more stringent building, fire and life safety codes which
have been adopted over the years since construction of the facilities. Space
and flexibility limitations in the facilities were also judged to be important
deficiencies and were considered in arriving at the recommendations for

corrective measures.

The majority of nursing units were found to lack required electrical capacity,

mechanical ventilation systems and nurse call systems. Surgical units



in some hospital Tfacilities were found not to meet minimum area requirements
and to be poorly ventilated. Often the surgical areas were laid out in a
manner providing undesirable circulation patterns which created cross-

contamination problems.

Advanced Hlaboratory and treatment equipment 1s increasingly being placed in
service at the facilities. Usage of the radiology and laboratory units of

the facilities is also increasing. These areas require large amounts of
mechanical and electrical service to accommodate these increases. Most of

the facilities surveyed were drastically short on space in these areas.

Most of the older facilities provide insufficient waiting areas for outpatients,
causing the use of corridors, foyers, and other access areas for waiting

areas. These conditions result in Life Safety Code violations.

Many facilities have found it necessary to store medical equipment in corridors

due to the lack of storage space, thus compounding circulation problems.

New obstetrical practices such as "birthing rooms"™ and "rooming in" have

become popular in recent years causing changes in space requirments for

obstetrical areas.

Administration areas in most facilities are cramped, with records storage
space lacking. As these-facilities convert to the u;e of computerized data
storage systems, this problem will increase due to the sophisticated
mechanical and electrical requirements for this equipment. Retrofitting™"most

facilites.to handle this type of equipment will be costly and difficult.j

Bringing some of the surveyed facilities into compliance with the governing



mechanical and electrical codes 1s expected to be more costly than new

construction. This is due, In part, to a lack of physical space 1n which to

Install the required systems. Examples of this are:

The existence of concrete floor siab-on-grade construction, where the
floor would have to be removed to Install new plumbing or mechanical

systems; and,

Buildings that have little or no space between ceilings and the roof

framing for the installation of mechanical systems.

Although, in some instances the report recommends facility replacement based
upon the conclusion that it would not be cost-efficient to attempt to bring

the facility up to current hospital construction standards by remodeling or

renovation, many of those facilities may still be useful for non-hospital

programs.

The reports do not recommend the correction of noted deficiencies when the
costs involved appear to outweigh the benefits. In such instances replacement
is suggested. In other instances the reports recommend immediate remedial
actio''n to correct hazards even though the final conclusion is for replacement

of the facility.

I11. PRIORITIZATION OF SURVEY FACILITIES

In conducting the inventory and evaluation study of the fifteen hospitals
and long-term care Tfacilities, the architectural consultants identified six

facilities which are in greater need of immediate attention than others, due



to their more severe physical and functional deficiencies.- To arrive at a
ranking of all surveyed facilities based upon relative need for construction
to correct noted deficiencies, the Department assembled a committee to review
the report. Th;s committee consisted of one member of:

The Alaska Medical Facility Authority;

The Alaska State Hospital Association

Southeast Alaska Health Systems Agency, Inc;

South Central Health Planning and Development, Inc.;

The Medical Care Advisory Committee, and

The Statewide Health Coordinating Council.

The ranking provided by this committee was based only upon the relative
severity of all physical and functional deficiencies found at each facility
and did not consider other factors such as facility utilization or population

trends: The committee ranking was as follows:

1. Cordova Community Hospital and Long-Term Care Facility

2. Petersburg General Hospital and Long-Term Care Facility

3. Seward General Hospital

4. Kodiak Island Hospital and Long-Term Care Facility

6. Wesleyan Nursing Home

7. Wrangell General Hospital

8. South Peninsula General Hospital and Long-Term Care Facility
9. Ketchikan General Hospital and Island View Manor
10. Central Peninsula General Hospital

11. Bartlett Memorial Hospital

12, Valdez Community Hospital



13.) St. Ann®s Nursing Home

14.) Norton Sound Regional Hospital

To develop a construction plan for addressing the need for correcting the noted
deficiencies, the Department considered the recommendations given in the

report and the recommended ranking provided by the review committee in light

of factors other than physical characteristics such as occupancy rates, <«
population trends, accessibility, and alternative sources of health care.

The construction plan (attached as an appendix) recognizes the need for an orderly
progression for each facility on a year to year basis from preparation of
long-range planning to design and then to construction. The plan also

recognizes the fact that some of the facilities have completed the planning

phase or design phase and are prepared to proceed with the correction of
deficiencies. For these reasons the construction plan is not entirely consistent
with the prioritized listing which was based only upon the severity of deficiencies.

The plan also spreads the estimated costs for planning and construction over

a five year period.

For some facilities the consultants report provided estimated costs for
correcting deficiencies. For other facilities where estimated costs were
more difficult to assess the report recommended long-range planning before
establishment of cost estimates. Readers of this report should note that
the estimated costs have been proposed without the benefit of detailed long-range
planning and should only be viewed as guidelines. The costs shown in the

report and construction plan are estimated 1982 values without projection

for inflation and do not include other project costs such as fees, equipment,

or site acquisition. More accurate figures have been presented for the Petersburg

facility since that- facility is nearing the end of the design phase.
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The estimated costs shown are provided as a guideline 1n determining the

dimensions of a given community’s need. No estimates have been made or Indeed

can he made from this Inventory as to the level of State assistance appropriate

to any one community.

The.construction plan emphasises the need for long-range planning prior to construc-
tion. The consultant report Indicates that sufficient long-range planning

was not done before construction of several of the facilities surveyed. The
Department recommends a requirement for formal long-range planning for those
facilities which have not begun or have not have adopted a long-range plan

before any State funding 1s provided. One Important aspect of long-range

planning ®'s to identify possible future expansion and thereby, avoid "boxing

1n" service areas which can reasonably be expected to require more space in

future years. Long-range planning and State policy development should also consider
both Pioneers and non-Pioneers requiring long-term nursing care. The expected
growth of the age group of Alaskans eligible for Pioneer services, which include

skilled nursing care, make this an important consideration.

ALTERNATIVE SOURCES OF CONSTRUCTION FUNDS

Possible sources for construction funds are limited and apparently do not

meet the needs of most of the surveyed facilities. Existing sources are:

Revenue Sharing

Under AS 29.90 municipalities or other hospital or nealth facilities sponsors
may receive reimbursement for up to 25% of total project costs. .This.partial”®
reimbursement is avail able"only to those facilitiesWwhich have successfully

secured financing and have completed a health facility construction project.

Most rural Tfacilities do not have the capacity for debt required to secure



financing for completion of a facility. For this reason access to the partial

reimbursement is essentially denied to those facilities.

Alaska Medical Facility Authority

Under AS 18.26 medical TfTacilities may apply to the Alaska Medical Facility
Authority for State backing relative to the sale of tax-exempt bonds for the
purpose of financing medical Tfacility construction. One project has been
financed through this program to date -- a 1978 Fairbanks Memorial Hospital
expansion project in the amount of approximately $12 million. Alaska Hospital
and Medical Center, Anchorage, is presently working with the Authority for the
refinancing of that facility and the acquisition of the adjacent professional

office building.

One determination which the Authority must make before bonds may be issued

under this statute is that the lease or operator agreement for the medical
facility being financed by that issue is at least sufficient to meet all
obligations in connection with the lease or operator agreement, including all
costs necessary to service the bonds, fhl3 prerequisite essentially disallows /
use of the program by rural facilities, most of which do not have more than aj ,

~“minimal capacity for servicing bonds.

Federal Funding

| *

Federal funding for health facility construction provided under the Hillf*

Jj Burton program ,1s no longer.avallable.

Congress has approved a program which may provide construction funds for the

purpose of converting existing hospitals and long-term care facilities to



other uses. The Intent of this program 1s to provide for an orderly closure
of an unneeded hospital or long-term care fTacility. This program has not
been funded and would not serve the needs of Alaskan facilities which are

seeking funds for renovation or replacement.

The only Federal funds which are available for health facility construction
are esentially limited to construction or renovation of Federally owned

facilities such as Public Health Service hospitals or Veterans hospitals.

Municipal or Borough Bonds

The 1issuance of municipal or borough bonds is a possible source of funds®for
community hospitals. Most of the surveyed facilities are, however, located
in municipalities or boroughs which do not have the bond capacity necessary

to meet more than a portion of estimated construction costs.

Direct Legislative Funding

Direct legislative funding through the sale of bonds or from general funds

ehas been an important source of State support for health facility construction,
particularly for rural facilities. There are, however, several problems

which may result from a direct legislative appropriation to a named recipient.
This method of funding has provided excess funding in some instances, and
insufficient funding in other instances, since, under this method, funding
levels are necessarily set before reliable cost estimates are available. An
excess of funds Usually results in additions to the original building concept
such as additional administrative space, another operatory or another feature

which may not be essential. Insufficient funding either causes delays



V.

In project construction, Incomplete projects, or the construction of

a facility which Is reduced in scope from the original design.

Conventional Loans

Conventional loans from lending institutions may be another source of
construction dollars for hospitals; however, lending institutions usually
have more stringent requirements and higher interest rates than previously

.mentioned alternatives. |,
DETERMINING A STATE ROLE IN HEALTH FACILITY CONSTRUCTION

The question of the appropriate state role iIn assisting construction needs of
existing facilities is a complex one. This report has noted that the State
and Federal Government have previously had roles in establishing and/or
assisting with the construction of many health care facilities. With the
discontinuation of Federal funds which had previously supported construction
of health care facilities, the State"s role has become less clear and in need
of further exploration and definition. Regardless of the extent of the
State"s role, the fact remains that many of Alaska®"s health care facilities,
which are deemed to be needed facilities by virtue of access to the services
they provide, are in need of renovation, modernization or replacement in
order to continue to make quality health care reasonably accessible to Alaskans

as well as to the many visitors to this State,

Health facility construction funding is presently limited to the aforementioned

alternatives. The likelihood of Federal assistance for which Alaska facilities

would be eligible any time in the :.ear future is remote. Healthjfacijity j
construction need not be bound by current programs if it is determined that

—e*eeed k .. . VI '
"the State has a role 1n assisting with systematic health facility"upgradlng

and construction.



Two legislative proposals address the need for a statutorily established

health facility construction program. House Bill 844 and the Identical

Senate Bill 782 pose one possible format for a program adresslng health

facility construction. These bills woulo create a fund within the Department

of Health and Social Services for plant improvements and maintenance at

rural health facilities. The bills provide that the Statewide Health Coordinating
Council will make recommendations to the Commissioner of the Department of Health
and Social Services as to the prioritization of projects. Under these

bills the priorization of projects would be based upon:

1) The condition of the existing physical plant of a rural health
facility (as determined by an annual inventory prepared by the

Department of Health and Social Services);

2) The ability of the rural health facility to continue to provide

quality health services;

3) The need in the community for additional services; and

4) The ability of the rural health facility to meet current licensure

standards.

Although the concept of providing state assistance to rural health facilities
as outlined in these bills appears valid, the bills do have some shortcomings.
The bills apparently provi%a for total State funding of construction of ——

rural health facilities. It can be argued that the State has a responsibility

for ensuring access to quality health care facilities by its citizens by providing



grant funds when other sources of funding are non-existent or insufficient;
however, the Department does not believe the State has a responsibility to
totally fund health Vicility construction. Some level of local support®for

health facility construction 1s essential.

The Department has historically supported the establishment of a formalized
health facility construction program in Alaska to better guide the allocation
of limited resources. The completed rural hospital and nursing home

inventory and condition survey and the committee®s review comments described
in this report are viewed as the first step in the development of a systematic
approach to state assistance for health facility construction. Such an

approach should include the following components as well:

a Statewide Medical Facilities Plan

certificate of need review

a funding mechanism

construction progress assessments

A proposed format and discussion of these components follows:

Statewide MedicaT Facilities Plan

A hospital construction assistance program should be based upon a Statewide
Medical Facilities Plan which sets out the future needs for medical facilities
in the State. Tqis plan may be included as a part of the State Health Plan
prepared on a regular basis by the Department of Health and Social Services and

Statewide Health Coordinating Council. The purpose of the Statewide Medical



Facilities Plan would be to orderly set forth and prioritize the need for
construction of health facilities. The format of such a plan should be
determined by the Department of Health and Social Services; however, the
development and approval of the plan would involve the individual hospital,

the Statewide Health Coordinating Council, the Alaska State Hospital Association,
the State Health Planning and Development Agency, and the health systems
agencies oOr successor organizations. To provide a data base for the plan,

each facility would be requested to submit, on a voluntary basis, a long-range
plan. The long-range plan would, at a minimum, anticipate the facility"s
program needs and construction needs for the current year and the next five
years. These institution-specific plans would be included and prioritized

in the Statewide Medical Facilities Plan by the Division of State Health
Planning and Development and approved by the Statewide Health Coordinating
Council (SHCC). In its consideration for approval of the Statewide Medical
Facility Plan the SHCC would consider public input, certification and licensure

reports, the State Health Plan, and other pertinent information.

Funding Mechanism

the fTunding mechanism should allow sufficient flexibility to permit non-grant
financing to be used in conjunction with grant funds. Planning and design of

a hospital construction project should be completed to the degree necessary

to establish reliable construction cost estimates before construction funding
levels are determined. The mechanism might also serve to reduce the inaccuracy
of funding levels by providing separate allocations for 1) planning and

design, and 2) construction. Although some adjustments to cost estimates

will occur during construction .chis method of determining Tfunding levels



will reduce the excess funding and funding shortfalls which have resulted

from current methods of funding hospital construction.

fhe first step iIn any building program is the perception that a need exists.
Typically, the perception of the need for a building program results from
observable facility Inadequacies: The facility is too small, too old, does

not provide sufficient space for a recently perceived need such as birthing
room, long-term care rooms, ultra-sound services, for example. As such, the need
for a building program 1s generally perceived on a local level by physicians,
facility staff, the community served by the facility and is subsequently brought
before the facility"s board of directors for approval. The State may point

out the need for a building program as a result of licensure or architectural
surveys; however, it is essential that the people who work inthe facility

and are served by the facility be involved in the development of a solution

to an identified need If the solution is to be acceptable.

Once a need has been perceived, active planning begins with a need survey and
feasibility evaluation. The work required by the need sur/ey will depend upon
the specific points of the perceived need. If the perceived need is to meet "
a code requirement, the need survey may simply be a statement of the facts.

IT the perceived need is for a new facility, the need survey would be more
extensive, 1identifying what services the community desires, what services may
reasonably be offered in the community, and workloads for those services.

The most important point to determine with the need survey is whether the

t
perceived need is an actual need.

-18-



Certificate of Need Review

The certificate of need review is essential to any process whereby State
funds are provided for hospital and nursing home construction. It 1s this
review which offers a safeguard against the proliferation of health care
beds, avoids unnececessary duplication of facilities, and gives assurance

that the size and cost of facilities are reasonable.

The above noted need survey and feasibility evaluation are the major
components of a certificate of need application. A positive indication by

the need survey and feasibility evaluation usually result in the issuance of a
certificate of need approving the requested construction project. (When a
negative indication results from the need survey or feasibility study the
facility"s board generally does not proceed with the submission of an applica-

tion for a certificate of need. As such, few certificate of need applications

are disapproved.)

Where construction of a health facility is proposed the certificate of need

review addresses considerations such as:
1. The relationship of the project to the State Health Plan;.
2. The relationship of the proposed project to the long-range

plan of the facility;

3. The relationship of the proposed project to the Health Systems

Plan and Annual Implementation Plan of the Health Systems Agencies;



4. The need of the population to be served served by the facility;

5. The availability of less costly or more effective alternative

methods of meeting the needs of the area to be served by the facility;

6. The immediate and long-term financial feasibility of the

proposed facility;

7. The relationship of the facility to other existing health
care fTacilities in the area;

8. The availabiltiy of resources including health manpower,
management personnel and the availability of funds needed

for construction or those funds needed for operating costs;

9. The probable impact of the construction project on the cost

of providing health services to the citizens to be served.

Level of State Assistance -

Assuming certificate of need approval, one major decision regarding a proposed
health facility project would remain: the appropriate level of state assistanceI
for the project. The appropiate level could be determined in a simple and
straight forward manner by the provision of a ratio of State assistance to

local assistance, such as 70ft State funding and 30ft local match. [Obviously
severg!fyanV¥§%£ﬁ§ ih7fdtieemcw.,"are possJfT¢ly An important consideration

which this simple, formula would overlook is the capability of the community
served to provide the matching funds. The discontinued Federal Mil 1-Burton

program for health facility construction worked on this basis: however, in

Alaska the local match was provided by the State.



It may be more appropriate to establish an application process by which the
facility would request an amount of State assistance with accompanying
jJustification to support the request. Department of Health and Social Services
staff or an advisory committee would review the application for State assistance
and provide to the Commissioner a recommended level of State participation

in the form of a grant, loan, loan guarantee or a combination. In this model

a proceedure would be established to coordinate the expenditure of grant

funds with lenders, the Alaska Medical Facility Authority, and other possible

funding sources.

Once any level of State funding has been established, the recipient should be
required to demonstrate the availability of total construction funds neccessary
for the completion of the project before the expenditure of State funds. Such
a demonstration will help avoid situations where funding is depleted before

the project is completed or where the scope of a project is reduced to the
point where the completed facility will be inadequate to fulfill needs and

requirements for which it was originally planned.

Construction Progress Assessments

To give further assurance that funds will be sufficient to complete the
project, 1t is advisable for the disbursement of funds to be made in phases
according to the percentage of work completed. The Department of Health and
Social Services currently reviews plans and specifications for hospital
construction and intermittently visits construction sites to assure that the
completed facility meets codes and it 1s acceptable for Medicare and Medicaid

certification and State licensure. Linder this program the Department of



Health and Social Services representatives would have the added responsibilities
of verifying the percentage of project completion and reporting that percentage

to the disbursement officer in charge of State funds for each project.
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APPENDIX

FIVE-YEAR CONSTRUCTION PLAN FOR STATE HEALTH PLAN LEVEL 111

HOSPITALS AND NURSING HOMES



Notes to Five-Year Construction Plan for State Health Plan Level 111

Bartlett Memorial Hospital

A long-range plan has recently been completed. Preparation of plans and
specifications for the correction of deficiencies may begin once the facility"s
board has assessed the long-range plan. The five year plan indicates 12,000,000
for design during FY 85 with construction costs determined thereby in FY 86.

The source of financing has not been Ildentified.

Central Peninsula General Hospital

Facility operations have recently expanded into a major addition for outpatient
and administration departments. Another addition for needed beds and surgery
department improvements is in the contracting phase. A borough bond issue has
been approved for the purpose of financing the project and a certificate of need
has been issued.

Cordova Community Hospital and LTC Facility

Has recently completed a certificate of need application for a new structure.
A bill for funding of the design phase is currently before the legistature.

A decision regarding this application is expected in late March. The five-
year plan indicates an estimated $1,000,000 for design during FY 83 and
$13,000,000 toward construction iIn FY 84.

Faith Hospital

Has completed preliminary drawings for an addition and renovation project.
Funding has not been arranged. This facility"s board has in the past
indicated reluctance to accept State funding. The five-year plan suggests a
sum of $1,200,000 as needed for this project.

Ketchikan General Hospital and Island View Manor Nursing Home

Has recently completed an extensive addition and renovation project. Funds
shown anticipate future needs of $50,000 in FY 84 for planning and $1,000,000
in FY 85 for design. Construction costs as determined during these phases

would follow in FY 86.
Kodiak Island Hospital and LTC Facility
Is currently completing long-range planning and program work and has submit-

ted a certificate of need application. $1,000,000 for design and $10,000,000
for construction are estimated for FY 84 and FY 85.



Norton Sound Community Hospital

Recently occupied a new hospital wing and remodeled facility. $50,000 for
formal 1long-range planning Is estimated for FY 85 with funds required for
subsequent phases to follow in succeeding years. Long-range planning should
consider both Pioneer and non-Pioneer long-term nursing care.

Petersburg General Hospital and LTC Facility

$10,000,000 is before the legislature. Planning and design has ben completed
with funds provided from previous state grants.

Seward General Hospital and Wesleyan Nursing Home

Should be encouraged to join in cooperative planning at an early date in
order to maintain quality standards consistent with recognized goals. Long-
range planning funds of $40,000 for each facility are scheduled iIn-FY 84

and design funds of $1,500,000 In FY 85. Approximate construction costs for
joint usage are shown at $15,000,000 in FY 86. Long-range planning should
consider both Pioneer and Non-Pioneer long-term nursing care.

Sitka Community Hospital
A new Facility is under construction.
South Peninsula Hospital

Has completed some preliminary planning and has been granted a certificate
of need for an addition. A bill for funding has been introduced into the
legislature to provide $4,000,000 for construction in FY 83.

St. Ann"s Nursing Home

Occupies quarters which were remodeled and expanded in the late 1970s.
Establishment of a Pioneer Home providing other nursing home services in
Juneau would profoundly affect this fTacility. The five-year plan schedules
long-range planning fundsof $40,000 in FY 84 and design funds of $500,000
in FY 85. Construction funds as necessary would be designated 1inFY 86

following the design phase.

Valdez Community Hospital

Is deficient in certain respects and should be studied particulary in regard
to overall Harborview Developmental Center relationship and future need.
Long-range planning fundsof $50,000 in FY 85 would establish probable costs
to be considered in FY 86and 87.

Valley Hospital

Is currently completing construction drawings in accordance with the certificate
of need issued. Construction is expected to begin in early summer of 1982

Wrangell General Hospital and LTC facility

Has expressed a need for additional space to satisfy current standards and
goals. Design funds of 1,000,000 are indicated for FY 83 with construction
funds of $8,000,000 in FY 84.
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Humana tries tq Mock access to

By PATRICIA SOLOVEICHIK

TIMES 6USINESS WHITER
Humana Hospital—Alaska
working hard in tin state Legisla-
ture this week trying to eliminate
competing  Providence hospital
from eli® |!|tyJ_n--a~pro%ram dc-
signed-to prioritize requests for mil-
lions of dollars in state aid dn hospi-
tal consu'uctlon projects.
/ Senate Bill 67, sponsored by Sen.
Lloyd Jones, tf-Juneau,it now Inthe
\Senate Finance Committee, where
lobbyists for Humana are tussling
over howj*HSest "level the playing
fieRT'Tor the two Anchorage hospi-

tals.

As the bill is written, Humana Is
excluded from receiving state grant
money for health caro facility con-

Ov-

/

struction because Itis a for-profit fa-
cility, while Providence is eligible
for the aid as a non-profit organiza-
tion.

Charles P. Stokes, Humana’s ex-
ecutive director, said he backs
amendments that would channel
state aid to the smaller, rural hospi-
tals and keep the larger facilities
from the grant money. _

"Humana or other large faculties
should not have access to that
money. | support giving it to the hos-
pital!? that need it," he said Thurs-

day.

¥-|e said he is not convinced that
the "basis of need” criteria set forth
in the bill, would weed out Provi-
dence Hospital as a beneficiary of
state monies.

4Ifunds

"1 Justwant a level playing field,"
he said. "l Have no problem with
anyone getting the money If they
needit." _ )

Sen. Jones said the bill was bom
of a task force created to mve_sthat_e
the problems of rural hospitals in
need of state aid for improvements.
The small hospitals had little politi-
cal backing and so were unsuccess-
ful ingetting state financial aid.

The proposal under discussion
would create a board toprioritize re-
quests on the basis of objective cri-
teria, including need, and make
recommendations to the Legisla-
ture, hesaid. _

"Then we got intoa problem with
Humana. They didn’t want to be In

See Humana, page C5

Humana

Continued from page Cl

the process, but they wanted to

hold Providence out" Jones

said. He said the Humana lobby-

ist is pushing for an amendment

sponsored by Sen. Albert Adars,
)-Juneau, that would limit state

%lddto facilities with less than 200
eds.-.

;"“We decided to go back to the
level playing field that they want
by, allowing for-profits to appl
for state aid. Humana doesn
want it, but | can’t see limiting
access to the funds by statute.
Down the road, there may be a
200-bed hospital that may really
need the help/’ he said.

i Humana's Stokes said he does
not believe, the state would allow

his facility to apply for funds be-

cause of its for-profit status.
Finance committee members
were expected to submit at least
two amendments for considera-
tion today to address the per-
ceived skewing of competition in
favor of Providence, Jonessaid.
Janet Oates, spokeswoman
for Providence, said the hospital

3D1JJO

favors a bill that would oPen ulo
the application process for all
health care facilities, but added
that Providence would not likely
apply for thestate money.

"We’re leaving it up to the
state Hospital and Nursing Home
Association to settle this. We’re
try(ijng to keep out of it,” Oates
said.
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FISCALNOTE-SB 74

ANALYSIS:

This legislation creates a health insurance pool for individuals who are
uninsured or denied adequate coverage. It creates an association in which all
insurers writing health insurance must participate as a condition to doing
business. This fiscal note assumes that the full faith and credit will not be
exposed by the association. Italso assumes that the formation of the association
will require the director3 presence for three meetings. It also assumes that
contractual assistance will bo needed for the writing of any necessary
regulations and review of plan of operation. Subsequent activity by the division
should be contained by one meeting annually after formation.
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~Senate Bill 74
Analysis of Financial Impact _
Prepared by the” Division of Retirement and Benefits
Department of Administration
April 27, 1992
Page 2 of 5

Passage 'of this bill would require operating losses incurred by the'
Comprehensive "Health Insurance: Association .to be shared by™*
members of the' Association.mThe Association may provide for
assessments against individual members to meet these losses.  This
analysis is hased on estimates of operating losses and the resulting
assessments to the State's plans. These estimates have been
developed by the State's health insurance carrier, Aetna. e

For purposes of this ana/lysis it is assumed that annual losses in the
tfirst geargof: operation.;of"the insurance, |pooI (FY. 93) would be
$187,0007" Thefsecondfandr:thirdv-yearrlosses would be $432,120 and/
ASAbMIdjfrespectively. It is assumed that losses would become level
after the third year.

The costs on page 1 of this fiscal note consist of two components—
active employees and retirement s;rstem contributions. ~ These
components are discussed seperately below:

State of Alaska Costs
Active Employees

These operating losses when allocated to the State's plan for active
employees would result in a_ $.72/employee/month increase in. cost
for' health insurance in the first year, $1.67/employee/month in the
second year and $3.18/employee/month in the third and following
years. The costs for active employees are calculated as follows:

FY 93
13.500 employees X 12 months X $.72 increase= $116.6

FY 94
13.500 employees X 12 months X $1.67 increases $270.5



FY 95 (and following fiscal year

s)
13500 employee X 12 months X S3.18 increasc= $515.2

Retirement System Contributions

The operating losses outlined above that are allocated to the State's
retiree health” plan will result in an increase to employer
contributions to the Public Employees' (PERS) and Tedchers' ,
Retirement Systems (TRS). These increases will not become effective
until FY 95." The increase in funding to both the Judicial Retirement
System and the Elected Public Officers Retirement System is
insignificant and not considered here.

The bill is estimated to increase the State's contributions by .20% of

the Public Employees' Retirement System (PERS)_payroll, and .16% of

the Teachers' Retirement System (T SA payroll. 'The FY 95 State PERS

gagroll, |nc|ud|n% the University of Alaska, is estimated to be
107,802,127 (State $626,535,254 and University of Alaska

%ﬁl,%?tﬁm). It is assumed payroll will remain” level each year
ereafter,

The FY 95 State TRS payroll, includin? the University of Alaska, i
estimated to be $482,697,507 (IDepar ment of Education/Legislature
$5,857,379 and the University of Alaska $56,901,980).
are also assumed to remain ‘level each year thereafter.

TRS “salaries

The estimated FY 95 increase in contributions for the State of
$1,516.0 is calculated as follows:

Estimated State PERS FY 95 payroll

PERS contribution rate i

State total PERS cost ...

of Alaska PERS
FY 95 payroll

PERS contribution rate i

U of A total PERS cost .

Estimated Department of Education/

Legislature TRS FY 95 payroll

TR S contribution rate i

DOE/Leg total TRS cost....

Estimated U of A TRS FY 95 payroll
TRS contribution rate i

U of A total TRS cos

to

$626,535,254

<) 0.20%

$81,266,873
0.20%

162.5

$5,857,379
3] 0.16%

$56,901,980

2 0.16%

.............................................................................. $ 91.0



FY 95 increased retirement system  costs $1,516.0

TOTAL FY 95 STATE COSTS
INCLUDING ACTIVE HEALTH COSTS $2.031.2

Political Subdivision and School District_Costs

Political subdivisions throughout the state will also see their costs
increase in the same manner as the State, that is in two components-
active employees health costs and increased contributions to the

retirement  systems.
Political Subdivision/School District Active Employees

FY 93

1200 employees X 12 months X $.72 incrcase= $10.4
FY A4

1200 employees X 12 months X $1.67 increase= $24.0

FY 95 (and following fiscal years)
1200 employee X 12 months X $3.18 increase= $45.8

Political Subdivision/School District Retirement System Contributions

In addition to the State's costs above, political subdivision costs
would increase by $922.4 in FY 95 calculated as follows:

Estimated Political Subdivision

PERS FY 95 payroll $461,219,955
PERS contribution rate increase X 20%

Political SubdiviSionPERS COSt.........c.ccooeevvvviieeeennn. $922.4
Estimated School District TRS

FY 95 payroll $419,938,149
TRS contribution rate increase X .16%

School District TRS COSL..........ccvvviiiieeeeeeeeeiiie e $671.9

FY 95 increased retirement system costs for
political subdivisions.................ccccc $1594.3

TOTAL FY 95 POLITICAL SUBDIVISIONS COSTS
INCLUDING ACTIVE EMPLOYEE HEALTH COSTS S1.640.1



Passage of this bill would result in a .3% decrease in the PERS funding
ratio_and increase the present value of tKe/MifiTnd”diSliabilit™ " the'
]JPERS{kb.yJK$9J532;000! he TRS funding ratio would decrease by .2%

ggdml%e(ol (f)gSent&V&ue"of"nsS!"" by )
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STATE OF ALASKA Bill Version: 85 7/\

1992 LEGISLATIVE SESSION BILLNO. 5 Publish Date: 4 ~11- 97
Revision Date: 4/7/92 Department Affected: Health & Social Services
Title: An Act relating to pooled health BRU: Medicaid

insurance. Component: Medicaid Non-Facility

Sponsor: Kertulla

Requestor: Senate HESS COMPONENT SERIAL NO.

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
CRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEQUS 0 0 0 0 0 0
TOTAL OPERATINC 0 0 0 0 0 0

1 CAPITAL 0 0 0 0 0 0
1 FoND SBurce: 0 ! ! o ! !
funding (Thousands of Dollars)
GENERAL FUNDS
FEDERAL FUNDS
PLWBRSOURCE: 0 0 0 0
TOTAL 0 0 0
POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY: 0 0 0 0
Estimate of current year Impact:
analysis. (Attach a separate page If necessary.) Changes in <u D
nave no Ffiscal impact. This
See attached note fiscal note is itppropxiate.
date Comte Aide (initial
prepared by-  Kimberly B. Busch Phone: 465-3355
Division: Medical Assistance Date: April 7. 1992
.pproved by Commissioner: Theodore a. Mala, md. mph /~ ¢ fji
Agency:  Health and social Services / Date:  Abril 7, 1992
cistnoutlon (by Preoarer: teg. Fin. Legislative Soonsor, Reauesror, LCov.Legis. Ofc., &imoactea Agencydes)

Rev 10/7/91 Page | of _L



FISCAL NOTE
OF ALASKA
GISLATIVE SESSION BILL NO.  SB NO. 74

Revision Date: 4/7/92 Department Affected: Health & Social Services

Title: An Act relating to pooled health BRU: Medicaid
insurance. Component: Medicaid Non-Facility

Sponsor: Kertulla
Requestor: Senate MESS COMPONENT SERIAL NO.

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 9G FY 97 FY 98
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING

O O O O O O O o O
O O O O O O o o o
O O O OO OO O o
O O O O O O O o O
O O O O O O O o O
O O O O O O O o O

o
o
o
o
o

X CAPITAL 0

TF0ND SEurce o

FUNDING (Thousands of Dollars)
GENERAL FUNDS
FEDERAL FUNDS

PONbsource

TOTAL

POSITIONS:

FULL-TIME

PART-TIME

TEMPORARY: 0 0 0 0 0
Estimate of current year Impact;

analysis: (Attach a separate page If necessary.)

o
o
o
o
o

see attached note

prepared by:  Kimberly B. Busch <l__., Phone: 465-3355
Division: MedicalA s s is ta n ¢ e Date: April 7.1992

pproved by commissioner: Theodore A Mala, md. mph /Al 1), |
Agency:  Health and social services / M.III1M * Date: April 7.1992

Distribution (by Preparer: Leg. Fin., Legislative Sponsor, Requestor,0ivig/D6R,Gov.Legis. Ofc., &impacted Agencydes)
Rev 10/1791 Page 1 of



FISCAL NOTE ATTACHMENT 417192
SB T4

We believe it is the intent of SB 74 in proposing 21.55.300(b) that
coverage under the plan presented in this bill would cease when
Medicaid eligibility was found to exist. We recommend, if this is
correct, that this section be amended to specifically exclude
Medicaid recipients from coverage in order to prevent confusion on
this point. In our view, it would make little fiscal sense not to
exclude the few Medicaid recipients who would qualify as "high
risk” state plan eligibles, as each person who has, if even for a
short period of time, overlapping dual coverage would result in the
state plan making some payments in lieu of Medicaid payments. This
would produce small Medicaid program savings, but would result in
the loss of the 50% federal funds employed in the Medicaid program.

Even if this assumption is correct, there may be a very small
number of persons, possibly fewer than 200 per year, for whom the
plan may pay for medical expenses which could have been paid for by
Medicaid. Medicaid provides for coverage of unpaid medical bills
for a period of up to three months prior to the month of
application, provided that the recipient would have been eligible
in any of those months and that unpaid bills exist for covered
services provided in that month. Anyone who had bills paid by the
plan during this retroactive Medicaid period would not have
Medicaid payment for these bills.

The Medicaid application provides none of the information that is
necessary to determine whether a recipient would be a plan
eligible, and even if it did, we would be unable to accurately
assess the average costs such potential dual eligibles might shift
from Medicaid to the plan. Therefore, this fiscal note presents no
calculation of potential savings from this cost shift.



FISCAL NOTE

STATE OF ALASKA BILL NO, SB No. 7c
1991 LEGISLATIVE SESSION JAN 28
Revision Date: 1 Department Affected: Health and Social Services

Title: An Act Relatirg to Pooled haallh Infufareo for indviclels who  BRU: Medicaid o -
«® uninsurad or cenied adaauata coveraofl: nnd providiing lor an o.factiva diin ComPOnent: Medicaid Npn-FacilitV

Sponsor: Kertulla
Requestor: COMPONENT SERIAL NO 2-2-9

Expenditures/Revenues: Thousands of Dollars

OPERATING FY S2 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES n 0. n_ n 0 n
TRAVEL 0 n ..0.. n n
CONTRACTUAL n n n_ u__ n n
SUPPLIES 0 0 Qv n 0 n
EQUIPMENT n n n 0. 1 n
LAND & STRUCTURES 0 0 0 n 0 n
GRANTS CLAIMS n n 0 . n 0 n
MISCELLANEOUS n 0 . 0 n 0 n .
TOTAL OPERATING 0.00 0.00 0.00 0.00 0.00 0.00 1
CAPITAL 0 . _0... _ n n n o .1
REVENUE D n n 0 0, n
FUNDING: (Thousands of Dollars)

GENERAL FUND 0 0 0 _ 0 n n
FEDERAL FUNDS 0 0 0 0 0 0
OTHER 0 0 n n n n
TOTAL non 0 00 0.00 0.00... 00 nnr
POSITIONS:

FULL-TIME n n n n 0 n
PART-TIME 0 JL n Qo ¢
TEMPORARY n 0 Q
Estimate of current year impact: None

ANALYSIS: (Attach a separate page if necessary.)

See attached note
Prepared Bv: _ _ Phong: 465-3355
Division: Medical Assistance | [ Date:
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Approved bv Commissioner: \ ?/QM{fLA
Date:
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Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impact Agency(ie

Rev 10/S0 Pane

n



FISCAL NOTE ATTACHMENT 2-25-91
SB 74

We believe it is the intent of SB 74 at Sec. 21.55.300(b) that
coverage under the plan proposed by this bill would cease when
Medicaid eligibility was found to exist. We recommend, 1if this 1is
correct, that this section be amended to specifically exclude
Medicaid recipients from coverage in order to prevent confusion on
this point. In our view, it would make little fiscal sense not to
exclude the few Medicaid recipients who would qualify as "high
risk" state plan eligibles, as each person who has, if even for a
short period of time, overlapping dual coverage would result 1in
the state plan making some payments in lieu of Medicaid payments.
This would produce small Medicaid program savings, but would result
in the 1loss of the 50% federal funds employed 1in the Medicaid
program.

Even if this assumption 1is correct, there may be a very small
number of persons, possibly fewer than 200 per year, for whom the
plan may pay for medical expenses which could have been paid for
by Medicaid. Medicaid provides for coverage of unpaid medical
bills for a period of up to three months prior to the month of
application, provided that the recipient would have been eligible
in any of those months and that unpaid bills exist for covered
services provided in that month. Anyone who had bills paid by the
plan during this retroactive Medicaid period would not have
Medicaid payment for these bills.

The Medicaid application provides none of the information that is
necessary to determine whether a vrecipient would be a plan
eligible, and even 1if it did, we would be unable to accurately
assess the average costs such potential dual eligibles might shift
from Medicaid to the plan. Therefore, this fiscal note presents
no calculation of potential savings from this cost shift.



Official Business

Alaska State Legislature

SENATE
P.0. Box. V
State Capitol
Juneau, Alaska 99811
T0: Senator Arliss Sturgulewski

Chair, Senate HESS Committee
FROM: Senator Jay Kerttula

SUBJECT: Senate Bill 74
High Risk Health

DATE: January 28, 1992

| would appreciate your scheduling Senate Bill 74, relating to high-
risk health insurance pools.

High risk pools are pools of insurers. States will ask insurance
companies to share the costs of medical care for people with high
risk medical problems - individuals whom insurance companies have

rejected.

To create a high risk pool, a state generally forms an association of
all health insurance companies doing business in the state. The
enabling language creates a board of directors and the board is
responsible for developing the authorizing legislation's intent about
benefits, eligibility and pricing. The [legislature sets the premium
rate (somewhere between 125 to 150 percent of the standard
individual premium in the state)

Senate Bill 74 is bhased on model Ilegislation which_has been
approved by 24 states. Senate Bill 74 would require all health
insurance companiesTTiospitals and medical service corporations
(that offer subscriber contracts for major medical coverage) to join

a high risk pool.

All state residents who are "high risk™ would be eligible for

insurance through this pool at a "reasonable rate.” In addition,
Senate Bill 74 also provides for a Medicare supplement plan for
state residents who are high risks and 65 years of age or older.



Additionally, Alaskans who have had their health insurance
terminated once they have bhecome ™"high risk”, would be eligible for
this health insurance plan.

According to the 1988 GAO report, approximately 1% or the
population was estimated to be medically uninsurable in 1986.
Based on these "rough™ figures, 5,000 plus Alaskans would qualify
for high risk insurance.

Senate Bill 74 sets a cap on a premium of 125 percent of the average
of five instate rate estimates.

In theory, premiums cover the majority of claims paid by the pool.

In practice, however, premiums are generally insufficient because of
a premium cap and because the high risk participants in the pool are
likely to create more costs than the premium will cover.

A 1988 GAO study concluded that for every $1.00 received in
premiums by the current operating pools, $1.60 is paid out in claims.
Senate Bill 74 takes the approach taken in most states with pools; it
assesses the pool members for the excess costs .in proportion to
their share of the state health insurance market.

Experience in most states indicates that plans lose money over the
cost of a year. While losses can at times be large, the cost has been
in the range of | percent of the total amount of premiums collected
from all health insurance policies sold in those states.

High-risk pools may be the only way that individuals with severe or
chronic health conditions can obtain adequate major medical
coverage. While Senate Bill 74 in no way solves the problem of
ensuring that all Alaskans have adequate health coverage, it is one
piece of the puzzle and a most necessary one.

JK:ipt
attachments
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of selectively deinsuring individuals the company thinks

have risks of experiencing claims.

The health insurance industry practice of skimming off the
the low risk healthy populations and individuals has

recently become significantly more aggressive.

Small employers cannot get health insurance if one
employee, or the employee's child has asthma or another
pre-existing condition. Nationally, commercial carriers do
not sell policies to individuals that have heart disease,
cancer, diabetes, stroke, adrenal disorders, epilepsy or
ulcerative colitis. Even asthma and mild hypertension are
now likely to cause a rejection. Treatment for depression
or a visit to a marriage counselor or a psychiatrist are

also likely to trigger a rejection.

If you are rejected or dropped from coverage, that fact is
recorded at the Medical Information Bureau in Boston, an
industry clearing house. The next company to which you

apply is [likely to check your file with the Bureau and also

deny you coverage.

If individuals have a less serious condition, they may get
coverage with an exclusion rider. The company may offer

policies to exclude coverage for conditions such as



glaucoma, vrecent knee operation, migraine headaches,
varicose veins, arthritis, a caesarian delivery, or even a

chronic ear infection in a child.

Between 1/4 and 1/2 of all policies carry these exclusion
riders Even if your health is perfect, you may be denied
coverage because you are in a profession that is more

likely to file claims, switch jobs frequently, or because
you do hazardous work. Those who fall into this category
are barbers, florists, medical practitioners, miners,

commercial fishermen, waiters, maids, railroad workers,
lawyers, fry cooks, house painters, car wash operators,

loggers, pilots - to name just a few.

Blue Cross and Blue Shield used to offer policies that
anyone could buy. Today, because of the skimming
practices of other carriers, even the Blues decline
coverage of health problems and wuse exclusion riders and

higher premiums.

26 other states have created risk pools known as
comprehensive health insurance associations. Many other

states are considering such legislation.

Senate Bill 74 reflects the model legislation created by

the National Association of Insurance Commissioners.



In brief,SB 74 creates a nonprofit health insurance
association made up of all health insurance carriers who
write major health insurance 1in the state. The Association
also includes hospital and medical services corporations
that offer subscriber contracts. Members must participate

as a condition of doing business in the state.

Subject to the approval of the Director of the Division of
Insurance, DCED, the Association organizes itself, uses its
Board of Directors and offers major medical insurance to
those who have been rejected by two carriers in the
previous six months, or who have had a restrictive rider
placed on a subscriber contract. The association will

contract with one of its members to administer the plan.

The premiums are capped at 125% of the rate charged for
standard coverage for a similar plan in the state. For
example, if the standardcoverage for a similar plan were

$100, the premium under this plan would he $125.

Senate Bill 74 complements other remedies and health care
options which have been reviewed and recommended by the
Health Cost Containment Task Force. It is one piece of the
health insurance puzzle that the legislature 1is looking to

resolve. It can stand alone and can be moved forward
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SB 74

A HIGH RISK POOL FOR THE UNINSURABLE

SB 74 Creates a mechanism to make health 1insurance available to
those who are unable to obtain health insurance on the open market.

COMPREHENSIVE HEALTH INSURANCE ASSOCIATION

The bill creates a Comprehensive Health Insurance
Association which 1is a non-profit 1incorporated legal
entity

MEMBERSHIP

Membership 1in this association is mandatory for all
health insurers as a condition of doing business 1in
Alaska.

BOARD OF DIRECTORS

A board of 7 directors is chosen by the members from the
membership subject to the approval of the Director of the
Division of Insurance. The Director of the Division of
Insurance will serve as a non-voting ex-officio member
of the board. (To be amended)

POWERS AND PROCEDURES

The association, exercising the powers granted co an
insurer, establishes administrative and accounting
procedures to administer the state high risk health
insurance plan. These procedures will be used to contract
with a carrier to administer the state plan. The
association may sue or be sued.

PLAN OF OPERATION

The plan of operation is approved and may be modified by
the Director of the Division of Insurance.

The association is exempt from the Administrative

1



Procedure Act and exempt from state taxes.

TYPES OF HIGH RISK INSURANCE:

Two types of plans must be offered;

1. an individual state plan of health 1insurance
covering major medical for high risk individuals,
or

2. medicare supplement policy for those over 65
years of age who are high risk

ELIGIBILITY

BENEFITS

COPAYMENT

TO QUALIFY FOR HIGH RISK COVERAGE one must be able to
show that the individuals have been state residents for
six months who;

1. have been rejected by two health insurance
carriers in the previous 6 months for medical
reasons, or

2. have a policy but an exclusion rider has been
placed on a medical condition.

The high risk policy covers major medical services like
that available to groups that are not high risk. There
is a lifetime maximum of $1,000,000 for usual, customary
and prevailing charges. The covered services are detailed
in SB 74. Coverage includes hospital services,
professional services, laboratory and X-ray services, and
prescription medications among others. Please see SB 74
for details.

AND DEDUCTIBLE

The high risk plan other than the Medicare supplement
plan may require deductibles of $200, $500, and $1000 and
copayments of 20% to a limit of $2000 after which payment
is at 100%. Mental Health services require a 50%
copayment to a limit of $4000 per year.

PREEXISTING CONDITIONS



Preexisting conditions can be excluded from coverage for
a period of 6 months if the condition became evident
within the previous three months.

However, there 1is a waiver of the preexisting condition
waiting period 1if the preexisting condition waiting
period has been satisfied while the person was covered
by a policy from which they have been involuntarily
terminated.

PREMITUMS

The premium charged the individual is capped at 125% of
the average premium paid by those of standard risk. The
premium will vary only on the basis of age and the
geographical location of the insured.

ADMINISTRATION OF THE PLAN

The selection of the writing carrier to administer the
state plan will be based on the carrier®s efficiency,
ability and estimate of total charges.

Members are assessed for losses in excess of premiums 1in

proportion to the proportion of the premiums written in
the state.

Each member insurer of the association shall share the
losses due to claims and administrative costs and the
costs of the administration of the association that are
in excess of the income from premiums. The loss 1is shared
among all insurers 1in proportion to the proportion of
premiums written in the state by that insurer. (Experience
in other states 1is that the assessment to insurers does
not exceed 1% of the total premiums written. Thus
premiums state-wide should not increase more than 1% as
a result of this assessment.)

Net gains shall be held at interest and used by the
association to offset future losses.

ENROLLMENT

Provides that a state resident at high risk 1is
eligible to enroll in the state insurance plan. It
prohibits enrollment if other coverage exists.



WRITING CARRIER'S RESPONSE

Requires the plan to accept or reject an application for
enrollment within 30 days.

EFFECTIVE DATE OF POLICIES

The policy is effective from the date of the application if
the first quarterly premium has been vreceived and the
applicant qualifies for the policy.

TRANSITION FROM PREVIOUS POLICY

IfT a person is involuntarily dropped from coverage, 1is denied
coverage by one other carrier, and if the person applies to
the plan within 60 days of termination and pays the premium,
their coverage applies retroactively to the date they were
terminated from coverage.

SOLICITATION OF ELIGIBLE PERSONS

Requires the association to solicit eligible persons for
enrollment through use of the press, radio, and television.
Insurers and HMOs that reject a person from coverage, or apply
underwriting restrictions shall notify the applicant of the
existence of the state plans, the requirements for being
accepted, and the procedure for applying.

DUTIES OF THE DIRECTOR

The Director of the Division of Insurance must approve the
association®s plan, the association®s contract with the
writing carrier 1including the coverage and premiums to be
charged, and pass regulations to administer the chapter.

STATE NOT LIABLE

Provides that the state 1is not Jliable for acts of the
association.
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SENATE. BILL 74
(Montana's plan

la used to given an

Idee of potontlal

Impact In Alaska.
Montana's plan Is

more restrictive

than proposed In

SB 74. Montana's

1990 population was
803,655 compared to
Alaska's 1990 population
of 551,947.

SENATE BILL 73

{The SCOPE plan

offered In Denver

Is used to give an

Idea of the poten-

tial Impact In Alaska.
The SCOPE plan does
not have a public
subsidy, the proposal
In SB 73 would Include
a sliding scale for the
low Income. The

cost projections are
based on a pilot project
In a community of 2,110
with 30% unlnsured;an

average premium coat of

EXISTING

ELAN
$1,000 Deductible

$250 Deductible (or

hospital care. 0

deductible for preventa-
tative care. 50% copay.

of first $5,000 for hospital
care, 100% thereafter. $15
copayment for Dr. visit, not
a preventative visit. 0 copay.
for Dr. preventative visit.
Unlimited lifetime benefit

for under 70, $50,000 lifetime
benefit for over 70.

$65 per month, an average

atate subsidy of $20 per

month, per participant.

PROPOSAL BY SENATOR KERTTULA
FOR EXPANDED AVAILABILITY OF

HEALTH INSURANCE FOR ALASKANS
SB  73/74 PROJECTED
PLAN STATE...CQST
$200, $500 $30,000 Admin.
& $1,000 start-up costs

deductibles.
Premium Cap
of 125%. $1

million

benefit.
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prev. care/
nominal copay,.
deemphasize hosp.
care with a

large deductible &
copayment.
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{Montana's
schedule * 35
added costs)
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<29: 161.87
<34: 179.46
<39: 202.18
<44:  229.51
<49: 255.67
<54: 284.27

(Premiums

SCOPE premiums
* 35 percent)

<30:
<34:
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<44:
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65.58
78.66
94.58
114.47
139.39
171.95
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EfOQJECIED
INSIIND. COSI HQ.SE/DfL
No more than 1 % 0
of total health Ins.
premiums sold.
0 20 % discount



DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA

(007) 465-3367 or 4659480 e ourt Plaza, Room 500
PAX (907) 465-2029 Mail Stop 3101
MEMORANDUM January 24, 1991
SUBJECT: Pooled Health insurance - SB 74
T0: Senator Jay Kerttula
FROM: Michael F. Ford

Legislative Counsel

The following is a sectional analysis of SB 74;
Section 1- Purpose.
Section 2

Sec. 21.55.010 - Establishes the comprehensive health insurance association and
provides that membership in the assoCiation consists of certain insurers.

Sec. 21.55.020 - Establishes the hoard of directors of the health insurance association
and provides for voting rights of members.

Sec. 21.55.030 - Establishes the general powers of the association.

Sec. 21.55.040 - Requires the association to submit a plan of operation. Establishes
specific items that the plan of operation must include.

Sec. 21.55.050 - Exempts the association from the Administrative Procedure Act.

Sec. 21.55.060 - Provides that the association isexempt from taxation, except for taxes
on real or personal property.

Sec. 21.55.100 - Requires the association to make insurance available to residents who
are hlgh risks. %ﬁ)ecmes the tyBe of deductible to be offered and requires that a
medicare supplement plan also be provided to certain residents.



Senator Jay Kerttula
January 24, 1991

[S)ection 3- Requires the association to make insurance available to eligible residents
y January 1 1992

Section 4 - Effective date.

MFE:pl
91-024.plm



A laska State Legislature

130 Seward Street, Suite 218
Juneau, Alaska 99801-219

Phone: %% 45301
Fax: 463351

Legislative Research Agency

March 19, 1992
MEMORANDUM
T0: Senator Jay KertUila

FROM:  Paul EngelmanS~AC/
Legislative Analyst

RE: Financial Impact of Senate Bill 74: High Risk Insurance Pool
Research Request 92.179

As requested in your memorandum of February 14, 1992 we have estimated the
financial impact of the high risk health insurance pool created by Senate Bill
74 (SB 74). In this memorandum we discuss the assumptions needed to make the
estimates, estimate the impact of the legislation on bad debts incurred hy
medical providers, and estimate the effect the bill will have on Medicaid
payments.

The @EPVO&Ch taken in this analysis was to be as actuarialy conservative as
possible. As a result, the cost estimates may be hl%her than those developed
previously.  The alternative that would glenerate the highest rate was used
wherever a choice was presented. The on exceﬂtlon to this was choosing
between Alaska information and information from other regions. In these cases
the Alaska data was used.

The analysis yielded a monthly rate of $181 per insured for the "high risk™ »
pool, a monthly rate increasé of $3.30 for the "main™ pool members, and a I
maximum potential monthly savings of $1.12 for the 'main--pool members because)
of bad debt reduction. The attached table shows how computations were made.”’

33 *

. Ly >
Assumptions 1
Rates: The Alaska rates are based on the experience of nine states with hi%h
risk pools that have been in existence for three or more years.  Since all
but one of these states has a cap on participant premiums that is ¢reater than

the 25 percent caﬁ proposed in SB 74, the premiums in each state are adjusted
down to reflect the income they would earn with a 25 percent cap on premiums.

health Benefits Letter, Scandlen Publishing, Inc. Alexandria, October 23,
1991. The original source is Communicating for Agriculture.



Senator Kerttula
March 19, 1992

Page 2

Pool Participants: Two insurance pools are associated with SB 74. A "pain™
pool consists of Alaskans who_have private health insurance and are not in
'ERISA™ programs.2 This pool is based on Alaska enrollments in Aetna (86,200
subscrlb_ersg and Blue Cross of Washington and Alaska (71,900 subscribers), who
underwrite the bulk of this business %75 percent) according to Chris Ulmann of
the Division of Insurance. The number qualified for the pool is adjusted to
include other commercial health insurers in Alaska. The final estimate is
209,500.

The size of the second or "high risk™ pool is based on the Minnesota experience
and is estimated to have 3,180 participants in Alaska. The nine-state average
could be used and would result in a lower estimate of 703 participants; however
the higher number is used because it is the one that yields the maximum
potential liability for the program.

Two estimates identifying the cost of the high risk insurance premiums were
considered. The first estimate uses the premium revenue and enrollment from
the nine-state "high risk™ pool. The premiums are adjusted to reflect a 25
percent cap in each state then the average rate based on total enrollment is
determined.  This rate reflects costs in the "lower forty-eight™ and was
gdjusted to reflect Alaska medical costs. This resulted in a capped rate of
192.

The second approach uses an average rate for the "main™ pool as identified by
the Division of Insurance/ This rate, $145, was increased by 25 percent to
reflect the cap on the high risk pool. This resulted in a rate of $181 for the
“high risk™ pool. The lower rate of $181 is used since it directly reflects
the Alaska insurance experience.

Claims/Expenses: Because the claims figures are provided on a paid rather than
an incurred basis resulting in an understatement of total liability, 3 percent

2"Self-insured firms are exempt under the Employee Retirement Income
Security Act (ERISA)." Source :Focus On Office of intergovernmental Affairs,
Health Care Financing Administration. DHHS, February, 1988

3Costs were adjusted using the ACCRA cost of living index for health
zxpendlfpres produced by the American Chamber of Commerce Researchers
ssociation.

APersonal communication with Chris Ulmann.
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Is added to the paid claims to adg_ust to an incurred claim amount. Another
5 percent is added to the loss ratio to cover the incremental administrative
costs of claims payments. With these two adjustments, the "fully funded™ loss
ratio (the ratio of the sum of claims and administrative costs to premiums) is
estimated to be 220 percent. That is, costs are estimated to be 120 percent
higher than the premiums if the rate cap is 25 percent.

Estimating the Impact

Estimating the effects of SB "4 using this information is uncomplicated. The
annual high risk premium is eqjal to the monthly premium multiplied by the
number of high risk pool Fa_rtlc_lpants times 12 months.  This yields premium
income of $6,916,500. Multiplying the premium income by the loss ratio of 220
percent yields claims anc, operating expenses of $15,216,300. Subtracting the
claims and oge_rat_lng expense from the premium income yields a loss of
$8,299,800. This is the amount that must be distributed among the "main™ pool.
Based on these calculations, each member of the MnainMool will be assessed an
additional premium of $3.30 per month or 1.82 percent of the base premium
amount.

One of the effects of the pool is the reduction of bad debts incurred b
doctors, hospitals, and other health care providers. The effect of the poo
on bad debts is also uncomplicated once an amount of the high risk claims that
would have been bad debts has been determined. Based on discussions with Larry
Bartlett of Health Systems Research, Inc. of Washington, D.C., bad debts are
assumed to be equal to 50 percent of the total high risk claims. Since the
"main" pool of 209,500 constitutes 38 percent of the current population and
assuming that the health care utilization rate by the “main" pool is the same
as the total population, if all of the benefits of the bad debt reduction
experienced by the prpwders were passed along to the pool members, the maximum
benefit that the "main™ pool could receive would be $1,12 or 0.62 percent of
the base premium. The balance of the benefits are distributed to other

5Paid claims usually understate the liability that corresponds to the
premiums earned for two reasons. 1) there is a lag in the payment of claims:
the claims paid at the be innin% of the current period reflect claims incurred
in the previous period gas much as 90 percent of the claims paid in January
were incurred in December) and the claims paid at the end of the period do not
reflect the full amount of claims incurred (these claims will be paid in the
next period). Since costs are generall%/ increasing the claims incurred at the
end of the period will be more costly than those that are paid at the end. By
estimating the amount of payment lag, an adjustment to the paid claims to
reflect the difference in costs at the beginning of the period and the end of
the period can be made. 2) [f the insured group iIn increasing or decreasing in
size the number of claims will increase or decrease, respectively. Adjusting
to an Incurred amount of claims will also reflect the change in claims due to
changes is group size.
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Alaskans not in the pool. If either the hospitals or insurance companies do
not Bass the full amount of the benefit to the public or members of the pool
the benefit will be less.

The estimate of the effect of distributing the losses of the "high risk™ pool
to the “"main™ pool can change significantly Jepending on the size of the pools.
For example, a decrease of 10 percent in the number of people in the “main”
POOI will result in a cost increase of $0.37 per individual when the losses
rom the high risk pool are charged back.

The Effect on Medicaid Payments

Afte_r_contactinlg_ several individuals in the agency that determines which
individuals qualify for Medicaid, we were unable to develop an estimate of tin
impact of the _hIé]_h_l’ISk pool on Medicaid, although it is likely to be gmte
small. Those individuals contacted felt the number of people who "spend down™
in order to qualify for these programs is very small (1 percent or less).6 In
addition, it is highly unlikely anyone with sufficient discretionary cash
income to be able to afford the premiums for this program would qualify for
Medicaid benefits (a young mother living with someone was the only specific
instance mentioned). ~ If this is the case, the impact of the high risk pool
on Medicaid reciptents would be very small. nfortunately none of the
individuals. who were contacted could do more than talk in broad
eneralizations; as a result, we did not feel comfortable developing a rate.
one of the individuals contacted knew of any study of individuals "spending
down" to qualify for Medicaid.

The agency staff indicated an interest in the pool as a way to insure some of
their low income high risk individuals (Medicaid would pay the premiums). My
understanding is Medicaid qualified individuals would not be eligible for the
"hl%h risk" pool the way it is now structured. However if they were determined
to be eligible, these ‘individuals would reduce the benefits to the State by
shifting money away from federal Medicaid dollars to Alaska insurance dollars.

We hope this information is useful to you. If you have any questions or would
like additional information, please contact this agency.

Attachment

fyost of the information was supplied by Chris Aschenbrenner, Gordon
Landes” and Curt Lomas.

# -



Impact and Rating Information for SB 74

High Risk Health Insurance Pool Experience

Selected States - 1390 .Frorn neailh Benents Letter)

Premium -remiums Claims w0SS 1990 Enrollment
alate EnrolIment .Qilo Paid Paid Ratio  Poouiatton % of Pop.
Connecticut 2.200 150% 34.496 310.438 232% 3.295 0.07%
Floriaa 5.934 300% 312.444 317.425 140% 15.003 C.05%
Indiana 3.080 150% 58.377 516.978 203% 5.564 0,06%
lowa 1971 150% 54.574 55.054 110% 2.787 0.07%
Minnesota 25.272 125% 525.735 $49,470 192% 4.387 0.58%
Montana 304 400% 5629 $570 91% 804 0.04%
Nebraska 2.904 165% 54.423 56.760 153% 1.585 0.18%
North Dakota 1.303 135% 32.571 54.312 168% 541 020%
Tennessee 4121 150% 310.775 517.121 159% 4.897 0.08%
Total/Average 47.089 158% S74.024 S128.128 173% 36.964 0.13%
Experience Adjusted toa 125 percent cap = $60,366 5128.128 212%

1) Average Monthly Premium Paid $131
Adjusted to a 125 percent Cap $107
Adjusted toAlaska Costs Using
ACCURA Cost Index $192

2) Average Monthly Premium Based
on Division of Insurance Data 51*15
Adjusted to 125 percent Cap $181

Alaska EnrolIment in High Risk Pool
1) Based on Nine State Average 703
2) Based on Minnesota Experience 3180

Page 10of2



Estimating the Effects ot SB 7«

AssumbDiians.

Number of insurea®s inMain Pool " 209.500

Number of Insured"s inHigh Risk Pool 3180

Premium with a 125 Percent Cap 3181

Paid loss Ratio 212%
Factor to Ad]Just Paid Claims to incurred 3%

Incremental Claims Payment Cost 5%

Fully Funded Loss Ratio 220%

Annual Income (Premium x pool x 12 months) S6.916.500
Annual Claims Expense (Income x Loss Ratio) $15,216,300
Losses to De Coverea oy Mam Pool $8.299.800
Annual Cost per Main Pool Member S39.62
Monthly Cost per Main Pool Member 53.30

Effect on Bad Debts
Assume 50 percent of the estimated claims amount would have ended up as bad debt (probably would
be less)

Estimated bad debt reduction S7.435.238

Savings to insurance pool members (assumes that the insurance pool covers 38 percent of the
population). $2,825,390

Maximum possible reduction of pemiums (insurance companies transfer full savings)

S1.12 0.62%

Based on 86.200 Aetna +71900 Blue Cross = 75% Main Pool
Source: Division of Insurance (Chris Ulmann)

Prepared by Legislative Research, March 1992 (92.179)
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MEMORANDUM 14 April 1992

TO: Senate HESS Committee Members
FROM:  Senator Arliss Sturgulewski, Chair

FoIIowindq are recommendations regarding the amendments
proposed by the division of insurance and others.

DO NOT RECOMMEND ADOPTION:
Pages 1-6 of amendments, offered by div of insurance.
These amendments combine the associations of SB 74 & SB 242

RECOMMEND ADOPTION: o

Page 7 of amendments offered by div of insurance. _
Provides addjtional oPUons_for leductibles. Clarifies Medigap
coverage available only to high risk residents covered by Medicare.
Plsakrn?eess,gg%ttes plan coverage must be made available to eligible high
| | .

DO NOT RECOMMEND ADOPTION: . . . _

Page 8-12 of amendment offered by division of insurance.
Establishes a benefit committee to'decide benefits offered by pool
rather than outlining benefits to be covered in statute.

DO NOT RECOMMEND ADOPTION: _

Page 13 of amendments offered by division of insurance.

This amendment is a cIarlf\yslng amendment following adoption of
amendments on pages 8-13,

RECOMMEND ADOPTION:



Page 14 0'.'amendments offered by division of insurance,
prohibits coverage where workers” compensation policy is available.

DO NOT RECOMMEND ADOPTION: _
Page 15o0famendments offered by division of insurance. .
This amendment is a clarlglng amendment following adoption of

amendments on pages 8-1

RECOMMEND ADOPTION o _

Pages 16 & 17 ofamendments offered by division of insurance,
clarifies that persons eligible for other health benefits are ineligible
for this program.

Page 18is a duplicate.

RECOMMEND ADOPTION . _
Page 19 of amendments offered by division of insurance.
Clarifying amendment regardinglicensed persons.

RECOMMEND ADOPTION . _
Page 20 of amendments offered by division of insurance.
Clarifying amendment.

RECOMMEND ADOPTION o _
Page 21 of amendments offered by division of insurance
Provides guidance as to what may constitute a medical condition.

RECOMMEND ADOPTION o _
Pa?e 22 of amendments offered by division of insurance.
Sefs out requirements for legislative review of plan.

OTHER SUGGESTIONS:

RECOMMEND ADOPTION:
Page 2 Line 5.

after "division of Insurance, add: "at least two board members
shall be consumers appointed by the director of the division of
Insurance
(offered by Kerttula)

RECOMMEND ADOPTION:
Page 2, line 17through 23;



The association should have the power to receive funds from
other sources.

RECOMMEND ADOPTION
Page 8, Line 17: L _
HIAA, Aetna, and the division of insurance all agree that the
Rercentage amount that can be charged for premiums should be
igher than 125% and probably should be 150%. (I-IIAA - 200%)



MEMORANDUM 10 April 1992

T0: Senator Arliss Sturgulewski
FROM:  Staff

Eﬂlll%ing Is a list of suggested changes or amendments to Senate

Page 2 Line 5. \

_ /
after "division of Insurance, add: "at least ftwo board members
shall be consumers appointed by the director of the division of
Insurance™ amendment by Kerttula

Staffrecommends that itbe the commissioner of the

department of commerce who appoints members.

Page 2, line 17through 23;

the division of insurance feels that the association shoulc have
the power to receive funds from other sources

Staff concurs
Page 2 line 28:
jon provides that if the association fails to act on a

plan_ of operation, the director may adopt regulations. This
provision was in the original SB 24-2and it was felt that it was not



the duty ofthe director to act if the association dropped the ball.

Staff recommends that the association be responsiblefor the
plan of operations.

Page 3. lines 4 through 17.

the division of insurance recommends that Ian?uage be added
to provide that the association establish standards for Cost
conta|r\men§.

Staff concurs.

Page 3, lines 27 through 29:

the division of insurance and the HIAA both recommended
removed of this section, division ofinsurance says it is redundant,
and probably ok to leave in.

Staffrecommends it be left in.
Page 4, line 5:

HIAA recommends reduction of lifetime maximum from
$1,000,000 to $500,000.

Staffrecommends it be left at $1,000,000
Page 4, Line 12:

) this section excludes dental services from the sendees offered
under this plan.

| Staffrecommends dental services be included.

WvPage 5, Line 25 through 31:

HIAA recommends that the amount Ible be raised
from the current amount in the bill of $200,$500,&$1000 to $1000

and $5000.

i.
Staff has no recommendation, although $1000 and $5000

seems high.



Page 6, Lines 17 through 31;

HIAA and the division of insurance both feel that the 6 month
Preemstln condition exclusion is too short and recommend it be

engthened.
Page 8, line 15:

the division of insurance feels that the estimate of rates should
be submitted annually

Staff concurs

Page 8, Line 17.

HIAA, Aetna, and the division of insurance all agree that the
R,ercentage amount that can be charged for premiums should be
igher than 125% and probably shotld be 150%. (HIAA - 200%)

Page 9, line 26:

HIAA & Aetna both feel there should be a prohibition against
emCPoner_s taking an employee out of the regular insurance policy
and putting that employee into this insurance pool ("dumping"). "m

the insurance companies say that SB 242 will take care of the
problem of high risk employees - this bill, however, is a much better
dealfor high risk persons, whether or not the employer is paying
the premiums. The policy question is if the legislaturefeels that
high risk persons should be subsidized, or run the risk of getting
the bootfrom their employers because of the high insurance
premiums an employer has topay (SB 242 allowsfor 5x the
premium base rate to be chargedfor high risk employees).

Page 10, Line 28 through 31

the division of insurance believes that there should be an
exclusion in this section for persons who are ahle to ootain
insurance through COBRA or conversion policies

Page 11, Line 1 & 2;



the division of insurance sufq gests that the dnector by
regulation, be able to add eligibility requirements.!

Page 12, Lines 6 through %

here again, the director is responsible for duties that may be
more appropriately assigned to the association itself.

Page 14, Ohe 5\

Sen. Kerttula offered amendment deleting "for medicsd
’\Teasons’\frem this line. Both HIAA and Aetnaobject to tipfis deletion
on the qrounds that the purpose of this le sIat|on IS to ensure, that
unhea y individuals can get insurance, Sen. Kerttula's position is
that persons are often deniéd insurance because of the class of

persons they belong to.

Staff has no recommendation.

Page 14, Line 10:

add: (c) have been refusedb two Insurers to issue insurance
except at a rate exceeding the state h %h risk plan rate (offered by
Kerttula } HIAA objects t0 adoption ofthis amendment.

Staff has no recommendation.

i NOTE: the association itself is exempt from the administrative
procedures act, but there are several references in the legislation to the
ability of the director of the division of insurance to promulgate
requlations affecting the operation of the association. There should be a
policy decision made as to how much control the director has over the
association.



SUMMARY OF COMMENTS BY MEISELS RE: SB 74

Recommends the premium be 150 percent (rather than 125
/ percent) ofaverage premium. Goes on further to suggest that it be
175-200 percent. "

¥ Recommends allowance of a credit against premium taxes (2.7%)

Recommends increase in deductibles écurrent bill = $200, $500, and
$1000)(recommendation=$1000 & $5000.)

/ Recommends removal of medicare eligible persons so that this will
not act as medicaid supplement coverage.

Recommends reduction of lifetime maximum from $1,000,000 to
500,000.

Recommends extension of pre-existing condition exclusion from
three months to 10 months.

- Recommends barring employers from paying premiums_for that
/' person so as to avomg"durﬁp%g" (goes o% osgaythat SB 242 W|ﬁ1

eliminate the need)

Recommends listing in the legislation of persons ineligible for
coverage.

Recommends deletion of section allowing persons to purchase
Insurance retroactively within 60 days of termination of previous
coverage after making application.

/ Recommends no adoption of amendment proposed by sponsor
v/ \r/\g;}%igndteletes "for medical reasons"” within the definition of high risk

j Recommends no adoption of amendment that would allow persons
N who have been refused by two insurers to issue insurance except at
a rate exceeding the staté high risk plan rate.



SUMMARY OF COMMENTS BY MFISELS RE: SB 74

Recpmniends the premium be 150 percent (ratner than 125
y<LrcentAof average premium. Goes on further to suggest that it be
A(175-20Q"ercent. %

-Recommends cllowance ofaej™dit against premium taxes (2.7%)

Recommends increase in geductibles écurrent bill = $200, $500, and
131000)(recommendation=$1000 & $5000.)

Recommends removal of medicare eligible persons so that this will

“not act as medicaid supplement coverage.
U</)tUuxai0fL,

Recommends reduction of lifetime maximum from $1,000,000 to
*$500,000.

Recommends extension ofgre—emstmg condition exclusion from
vthree months to 10 months.
(jmOMI'tID 3 _ _
Recommends barrin "emrglqyelrls from paying premiums_for that
X gers_on S0 as to avold "dumping" (goes on to say that SB 242 will
/. liminate the need

> Recommends listing in the legislation of persons ineligible for
coverage.

Recommends deletion of section allowing E)ersons to purchase
insurance retroactively within 60 days of termination of previous
coverage after makingappUcation.TAAQ; -de& xigy *d & fjju I zz

Recommends no adoption of amendment proposed by sponsor
which deletes "for medical reasons"” within the definition of high risk

Recommends no adoption of amendment that would allow persons
who have been refused by two insurers to issue insurance except at
a rate exceeding the staté high risk plan rate.



[ %
fy  PROPOSED AMENDMENTS TO SB 74

jhe<m
Mo
Page 2 line 5 after "division of insurance." Add: - /
"In addition at least 2 board members shall be

consumers appointed bv the Director of the Division
of Insurance".

AN
4age 14 line ~delete "[for medical reasons]"”

Page 14 between line 10 and line 11 Add:

n(CM have been refused bv two insurers to issup>
insurance except at a rate exceeding the state high
risk plan rate".



CARVE-OUTS PROM EMPLOYER GROUPS

Tlila amendment addresses the potential problem of insurers'
curving out unhealthy employee* and dependents from employer
groupsand "dumping"” such Individuals into the h|ﬁh-r|sk pool. It
Is taken from the Connecticut statute governmg that state's
|Snd|V|dllégI2)h|gh-r|sk plan (Conn. Gen. Scat. Ann. §38a-556(c) (Wear.
upp. .

Page 10, 11ne 27 - Insert after the period:

"No member {of th* Association] shall be
permitted to select out. individual lives from an
employer group to be insured by or through the
association."

Puge 9, lin”o 26-27 - Delete the entire subsection and re-letter
the remaining subsectiono accordingly. This section contemplates
employers®™ carving out unhealthy employees from the employer group
and sending those risks to the high-risk plan. Such carve-outs by
employers, as well as by insurers, are contrary to the purpose of
the high-risk pool, will produce an excessively large pool, and
should be illegal.

ELIGIBILITY FOR THE HIGH-RISK PLAN

This amondment clarifies that persons possessing or eligible -far.
substantially similar coverage under other health plans are not
eligible for the high-risk plan. If is taken from the NAIC"s
MODEL HEALTH INSURANCE POOLING MECHANISM ACT.

Peg."; 10, lines 28-29 - Delete everything up to the period. Insert
the following:

"A parson shall not ba eligible for coverage
under the plan if the person has or obtain*
health insurance coverage substantially similar
to or more comprehensive than a plan policy, or
would be eligible to have coverage if the person
elected to obtain it. Persons otherwise eligible
for plan coverage may, however, solely for the
purpose of havlnp coverage for a preexisting
condition, maintain other coverage only while
satisfying any preexisting condition waiting
period under a plan policy."



PREMIUM LEVEL

Page 8, lino 17 - Deloco "Xz5," ancl Insure "}50". Setting the
premiums as lew as Minnesota®s will puah Alaska®"s pool into the
Dome deficit situation as Minnesota is now facing (828 million).

A low premium will unduly raise assessment levels for insurers and
cause severe cost-shifting from the high-risk population to ocher
insureds in Alaska.

REJECTION FOR MEDICAL REASONS

Page 14, line 4 - Reject the proposed amendment to delete "for
medical reasons"™. The whole purpose of a high-risk plan is to
enable unhealthy indiviJualo who cannot get coverage to obtain it.
Thus, the only rational basis for accepting otherwise rejected
individuals under this plan is that they were rejected for medical
reasons.



