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ineligible to purchase insurance from the private insurance
industry. A number of states have enacted uninsurable risk pools
to address this need. Historical data of the loss ratios of the
"mature"™ (longest operating) risk pools are:



Connecticut - 1,00 percent

Florida - Exceeded 200 percent in 1990

Indiana - Close to 200 percent 1in the last several years
Minnesota - Exceeded 200 percent over the last thr< e years
North Dakota - Over 200 percent in 1986-87 and exceeded 175

percent 1in 1989
Wisconsin - Was the best controlled,but its loss ratio is

now moving over 150 percent
These figures indicate the absolute requirement that addi —
tional funding 1i1s going to be required to cover the claim losses
due to the adverse experience of the uninsurable risk pools. We
strongly encourage general fund appropriations be allocated to
cover the"e 1losses. However, if the committee keeps the current

assessment n health insurance companies doing business in

Alaska, on a pro rata earned premium basis, we strongly encourage
the allowance of a credit against premium taxes imposed against
disability insurers. Suggested wording of a new section of the

bill to accomplish this purpose would include the following
language as AS 21.09.210 (J):

A member of the Comprehensive Disability Insurance
Association created in AS21.55.010 may credit against a
premium tax imposed against disability insurance premiums
under this section, an amount equal to an assessment against
the member under AS21.55.220(d). Any portion of the credit
allowed in this subsection that cannot be taken in a tax

year without reducing taxable premiums below zero may be



carried forward and credited in successive years until the

credit is exhausted.

A new subparagraph should be added to Section 21.55.060 on
page 3. The present paragraph should be designated as sub

paragraph (a). A new subparagraph (b) should be added to read:

A member of the Association 1is entitled to receive a credit
against taxes levied by the state on disability insurance

premiums as provided in AS21.09.210(j) -

The 1990 CSSSSB-304 1legislation allowed for such a credit by
the inclusion of the above-referenced language.

Most states with uninsurable risk pools either have the
losses covered by a broad-based funding mechanism, 1i.e., general
funding, dedicated taxes or allow a premium tax offset as
mentioned above. Examples of dedicated taxes imposed by other
state uninsurable risk pools include: California - funding fronm
cigarette and tobacco products surtax fund; Colorado - funding
by imposing a $2.00-4.00 charge on state taxpayers whose federal
income tax return indicates an adjusted gross income in excess of
$15,000; Louisiana - funded by a $2.00 service charge on each
admitted hospital day and $1.00 charge for admittance to an
ambulatory surgery center. Fees are paid by all private payers
as a medical expense; Maine - assessment on all revenues of
hospitals in the state.

An adequate premium must be charged to the insured, reflect—

ing the 1increased risk that will be borne due to their



_ 4 -

preexisting medical condition. SB-74, as proposed, permits a
maximum premium of 125 percent of the average of five Association
members®™ standard premiums for similar-type benefits. CSSSSB-304
(1990) included a 150 percent premium based on the average of an
estimate of five Association members®" standard premium for Ilike-
type benefits. It is our understanding that Senator Coghill and
the group of interested parties had further agreed that the
premium would be raised to 175-200 percent of standard risk.

Most state insurance risk pool plans allow premiums greater than
125 percent. Therefore, we strongly encourage the committee to
increase the premiums to 200 percent of the average of five
Association members®™ plans. Even with a 200 percent premium, the
claims experience of these uninsurable individuals will be
inadequate to cover all the claims losses.

Deductibles are a mechanism to reduce the cost of che

insurance policy premium to the purchaser. CSSSSB-304 called for
two alternative deductibles: $1,000 and $5,000. SB-74 has
substantially reduced deductibles - $200, $500 and $1,000.

Today, the average private sector deductible for standard
policies 1is considerably higher than $200. In addition, many

state uninsurable pools have deductibles substantially greater
than those proposed in SB-74. We request the committee consider
increasing the deductible to a more appropriate level such as
those proposed in last year®"s CSSSSB-304.

Unlike CSSSSB-304, SB-74 includes Medicare-eligible persons
within the uninsurable risk pool, allowing the pool to act as a

Medicare supplement plan. We oppose this inclusion, as the
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purpose of the uninsurable risk pool 1is to provide coverage for
those without any insurance. People covered under Medicare have
coverage and are also eligible to purchase Medicare supplement
insurance. Medicare supplement policies are available in Alaska.
Congress 1included in the Omnibus Budget Reconciliation Act of
1990 - P.L.101-508 - that Medicare supplementary policies meet
specific National Association of Insurance Commissioners (NAIC)
standards. The NAIC 1is actively working on the development of
the ten variations which will be before the NAIC for adoption
later this year. Therefore, we do not see the need for inclusion
of Medicare supplement coverage within the uninsurable risk pool
and urge the committee "0 remove that provision which s
21.55.100(b) on page 3. CSSSSB-304 did not include Medicare
supplementary insurance within the uninsurable risk pool.

SB-74 requires a lifetime maximum of $1 million per
individual. This coverage is higher than many of the state
uninsurable risk pool programs. To further make the pool premiunm
more affordable, we suggest reducing the policy lifetime maximum
to $500,000 similar to the amount contained within CSSSSB-304.

CSSSSB-304 allowed for a preexisting exclusion of 12 months.
However, SB-74 allows only 3 months for such an exclusion. It is
necessary to collect an adequate premium over a period of time in
order to cover the losses for expected claims, as for people with
preexisting conditions. Therefore, a three-month preexisting
exclusion is an inadequate amount of tim-" and will lead to
further losses for the pool, especially as the premium charge

will be inadequate to cover all claims incurred. Therefore, we
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strongly encourage the committee to amend the 3-month preexisting
time limit to 12 months.

Section 21.55.220 allows an employer who has one or more
eligible persons enrolled in a state plan to pay for the premiums
of that person. We are concerned that such a provision will
allow employers to "dump"™ higher risk employees into a state pool
which is available only for individuals who are medically unin—
surable, i.e., those who have been declined health 1insurance.

The purpose of the uninsurable risk pool is not to reduce the
cost of an employer’s overall premium for their employees - by
their eliminating a higher risk employee from the group - but to
provide access to health insurance to medically uninsurable
individuals. HIAA recognizes that some small employers have been
declined insurance because one or more of the employees have
proven to be uninsurable. However, SB-242 will preclude that
from occurring, and all employees of an employer will be covered.
Therefore, provisions in SB-242 negate the need to find high-risk
employees an alterative to their group plan. Employers should
not be encouraged nor given the opportunity to "dump"™ higher risk
employees into a state uninsurable risk pool.

Section 21.55.300 in SB-74 does not include a listing of

persons who are ineligible for coverage, as does Section
21.55.300(b) in CSSSSB-304. It is imperative to list those
persons who would not be eligible for coverage, i.e., a person

who at the time of application is eligible for medical
assistance; a person who terminated coverage under the chapter in

the previous 12 months; or that a person on whose behalf the pool



has paid out the maximum Ilifetime benefits; or for persons who
are inmates of public institutions; or persons whose benefits are
duplicated under public programs.

The purpose of 1insurance 1is to provide coverage for so..,e
unexpected, future event. Allowing applicants to pay retro—
actively for coverage back to when their previous contract was

terminated is a violation of the principle of insurance.

Coverage should be based on a prospective, not a retrospective
basis. Therefore, we strongly encourage Section 21.55.330(b) to
be deleted. HIAA is very willing to work with the committee in
developing a workable, affordable, uninsurable risk pool that

will be to the benefit of Alaskan medically uninsurable

residents. Participation by health insurers 1is required in the
uninsurable risk pool, as a privilege of doing business in

Alaska. Insurance companies want to support and participate in
the risk pool. However, the absence of a broad-based financing

mechanism or a premium tax offset for the claims-incurred losses

to pay the residual losses will result in a failed system with

severe financial implications to the insurers licensed in Alaska.
We thank the committee for 1its consideration of

incorporating the provisions of CSSSSB-304 into SB-74.



THOMAS A TURNER, CLU
INSURANCE AND EMPLOYEE BENEFITS

Senator J. Kerttula
P.0. Box V
Juneau, AK 99811

March 10, 1992
Re: SB 74 aoy
Dear Senator Kerttula:

As the chairman of the Southern Alaska Life Underwriters Association Legislative Committee, |
am writing to advise you of our strong support for your bill number 74. In reviewing all of

the health insurance related submitted this session, yours offers the potential to benefit the
?reatest number of .Alaskans. Unfortunately, most of these Alaskans do not have a well funded
obb_){_lngeffort. Self employed individuals, Small business owners and employees and their
families make up this group. The one thing that they all have in common_is one or more medical
Phroblems which deny them access to comprehensible medical coverage. These people fall through

Medc.rac_lés because they either make too much money or have too large a net worth to qualify for
edicaid.

We also support your legislation because it provides for a fiscally responsible mechanism to
guarantee these Alaskans coverage. It is not a socialized all intrusive plan, as some have

proposed, but a solid first step in meeting the needs of most Alaskans who desire adequate
medical care.

Members of our organization will continue to be in contact with you throughout the session, and
hope that we can assist you in getting this legislation passed.

Sincerely,

Thomas A. Turner, CLU _
Chairman, Legislative Committee
Southern Alaska Life Underwriters
TT/jm

cc: Senator Virginia Collins

JATWEST BENSON SUITE 350 ANCHCRAGE ALASKAQES. (0072575216 FAX (C072705016



Ernoat B. Helocho, MD
Fellow of the American Board of Emergency Phynicians
Emergency Department Medical Director
Ketohikan General Hospital
3100 Tongaaa Avenue

xatchikan, Alaska* 99901

March 27, 1902
Senator Jay Knrttula
PO Box V
Juneau, Alaska, 99G11

Dear Senator Kerttula,

I strongly support Senate Bill 7-;, the bill which provides
high risk health insurance for those people found to be
uninsurable. I am a practicing emergency physician 1in Ketchikan,
Alaska, as well as the medical director for Ketchikan General
Hospital Emergency Department.. In my practice 1 have witnessed

again and again the tragic situation of people who have been
denied health 1insurance.

Many people 1in this cataqory are responsible, working
individuals who are excellent neighbors and citizens of our
state, yet who have been afflicted with any of a wide number of
diseases which create claims on a health 1insurance policy. The

unavailability of insurance for individuals with medical
conditions within the state of Alaska has forced patients of mine
to leave Alaska. Others have been driven 1into bankruptcy and are
living w~I11 below the poverty Iline simply trying to keep up with
the costs of their illnesses.

The 1insurance industry insists that they can not accept gucP

high risk individuals. While such a decision makes financial
sense for a profit malting company, we must ask ourselves if this
is how we wish to treat our neighbors when they fail into such
unfortunate circumstances. Senate Bill 74 creates a mechanisnm
whereby such people would be allowed to act responsibly and
purchase their 1insurance like anyone else, admittedly at a
slightly higher rate. This is fully acceptable.

It is not acceptable to deny health care protection to those

who need it most. Senate Bill 74 1is an excellent step toward a
responsible Alaskan health care policy. It is important for

Senate Bill 74 to pass as soon as possible, since more Alaskans
are finding themselves affected by this problem daily. If 1 can
be of any assistance in this matter please feel free to contact
me directly. Thank you for your efforts on behalf of those tc

whom this Jlegislation will be Iliterally life-saving.

Sincerely,

Ernest B. Meloche, MD,
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Consulting
Services,
InC.

September 28, 1990 C. Keith PowtU. A3A, MAAA
ryyiimhiw] AdUUy

Office of the Director

Department of Insurance

Juneau, Alaska 99011

Dear Sir:

I was recently asked to make a presentation to an actuarial
meeting on the subject of state pools far people who are
uninsurable for health coverages. The Larger topic of the
meeting was national health insurance, \nd 1 was asked
specifically to examine the possibility that these state
pools (nhow existing or in the process cf£ implementation in 23
states) may be a backdoor approach to .eational health
insurance.

The survey that 1 did in preparation for this presentation
developed some interesting information on the financial

results under those pools, different approaches to funding
used by the various states, eligibility requirements, etc.

As the consulting actuary who reviews tie pool rates for the
Indiana DOI, 1 have often wished that 1 had such information
available; so 1 thought you or a member of your staff might
be interested in the financial results of these pools.

I am enclosing a summary of these finaroial results, as well

as a copy of my presentation. IT you :r a member of your
staff would like to discuss this material, feel free to
contact me. I can usually be reached | u 502-245-1459 on

Monday through Thursday, or by mail at the address below.

Sincerely yours,

C. Keith Powell, ASA, MAAA
Consulting Actuary

9245 Nonh Meridian Strew. Suite 206. Indianapolis, Indiana 46260 317«575*3354



STATE POOLS FOR THE UNINSURABLE.

As of 1989 thirteen states had in place relatively nature
(operational for two years or more) state poola offering health
insurance coverage for residents who can not otherwise get health
insurance. Counting the states with newer programs, some
authorized but still in the process of becoming active, the total
is now 23 states whose populations represent over 50% of the people
in this country , This is about four times the number of such pools
in force five years ago « a very rapid and surprisingly little
publicized development. The ongoing, and worsening, problem of the
lack of availability of private aeotor covtraga for large segments

of the population seems to be a major force driving this growth of
state sponsored pools.

I would Ilike to share with you the results of a reosnt survey of
these programs that | have completed. While | am rambling through
the survey results, you might want to kesp in mind the following
radical thoughts, not original with me:

(i) With the growth of these pools, we might be seeing a form of
national health insurance growing right before our eyes.

(ii) Of the approaches to national health insurance with any chance
of implementation, this might be the one that is most favorable to

the private insurance industry.

Now, to the results of the survey.

(1) Eligibility Requirements.

It is difficult to generalize about eligibility requirements, but
the most common one is an individual's status as wuninsurable for
reasons of health. There are other requirements in several states,
and the type of proof of eligibility based on the status of

uninsurable for reasons of health varies considerably by state.

(2) Financial Results.

If you look at 1969 results for ths thirteen relatively mature
plans, there was $66 million of collected premiums and $112 million
of paid claims, for a paid loss ratio of 165%. The administrative
cost of $9 million was about 8% of claims. If you take out two
large states (Connecticut and Minnesota) that are atypical in
certain important respects, the "loss ratio" drops from the 165%
above to about 139%. Of the remaining eleven states, seven show

loss ratios in the 125% to 150% range.

I think that this loss ratio rangs of 125% to 150% is about where

Consulting Seryices, Inc.



it should bo. This io my conclusion based on looking at
commutation functions for haalth insurance claims and making some
guesses about antiselection in the bigger claims. It is also borne
out as order of magnitude reasonable by conversion experience,
experience on some Blue Cross plans that are not underwritten, and
some social insurance experience.

When you look at details, results are, as you would expect, ell
over the place for reasons such as rate of growth, position in the
rating cycle, etc. Within the eleven more normal plans, the paid
loss ratios for 1969 range from a low of 721 to a high of 172%.

The low loss ratio of 721 was from Washington, a very fast growing
plan that had $122,000 of collected premium in 1988 and $2,065,000
in 1989. Under these conditions a paid claims | collected premium
loss ratio understates incurred claim | earned premium experience
due to the claims reporting and processing lag and to the failure

of collected premiums to reflect the fact thst some of the
collected premiums are not fully earned. The Washington plan also
has a six month |/ six month preexisting condition exclusion. I'n
the presence of such fast growth, a great deal of the experience
woill still be driven by the pre-ex period and as such the loss
ratios will be considerably lover than ultimate experience should
show.

The lowa plan, with its lose ratio of 112%, is another very fast

growth case.

The high loss ratio of 172% for 1989 comes from right here in

Indiana. This resulted from some very special circumstances. The
Indiana plan tried to get approval for an incredibly large rate
increase to be effective 71116 9. The DOX <challenged the rate
increase all over the place, and it was finally approved under the
Indiana deemer provision effective 12/1/89. The effeot of this
delay contributed to the high loss ratio in Indiana for 1989. Just

as a footnote to this story, as come of the Indiana participants
might know, the incredibly high set of rates was rescinded in 1990
and the state plan agreed to stoke partial refunds of the excessive
portion of the premiums.

Again, the purpose of this detail is to present on argument that
most of the plans tend to have cash loss ratios in the range of
125% to 150%. As you might expect, the results by state are all

over the place due to such factors are rate of growth, the pre-
existing condition exclusion provisions, and ths plan position in
its rating cycle.

On additional thought bridaing design and pricing is that there is

surprisingly little exclusive provider design in those plans. This
could be the one angle that could really contribute to bringing

Consulting Services, Inc.



down the loss ratios aomewhat. It should bs possible to get some
excellent discounts from hospital and physician providers by
promising them these very high using populations.

(3) Funding Mechanism.

Premiums are most often set at 125% to 150% of the some version of
an average price for underwritten products in the state. This
price reason pops up for many reasons.

At the low end of the 125% to 150% range, it is probably a friendly
gesture to the insurance industry to try to keep the price above
125% of the average hot selling underwritten rate. By keeping the
rate 25% over the average selling rate for underwritten products,
it is safe to assume that there will be little ox no loss of
private sector underwritten business to the pools. Notice that but

for this point of wanting to protect the private sector you could
logically justify holding the pool rate below 125% of the average

soiling rate for an underwritten product. Recall that the
underwritten rates generally target 50% to 70% loss ratios, so a
pool rate based on 125% of the average underwritten selling rate
means that the pool is allocating twice as high a percent of

premium to benefit costs as the private sector product does.

If you go much higher than this range of 125% to 150% of the

average underwritten selling rate a look at claims distributions
and almost any reasonable guesses about antiselection show that the
product will be priced well above "reasonable" for a very large
portion of the people needing the product. This would discourage
purchase of pool products by not only a large number of the people
w ho need it but also by the very people who do not tend to

contribute large losses to the pool.

The linkage between this 125% to 150% and the emerging loss ratios
of 125% to 150% mentioned earlier is very tenuous. There actually
might ba a littl* bit of a linkage, but it is pretty far out there

and it io probably best to think of them as unrelated concepts.

Remaining costs (in addition to premiums) ore wusually paid by
either (i) the insurance industry in the state or (ii) local health
care providers, and there 1is often some kind of tax offset that
ultimately brings it to roost on genoral revenues.

(4) National Health Insurance Implications.

In 1989, 13 states (representing roughly 20% of the u. S.
population) paid $112,000,000 in health benefit costs to providers,
$9,000,000 for administration mainly to the insurance industry, for
a total cost of $121,000,000. This was offset by $68,000,000 in
premiums collected, for a net cost of $53,000,000. With all. kinds

Consulting Services, Inc.
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of caveats, extrapolating that to the entire U. 8. would have cost
lens than $300,000,000. These numbers relate to programs that are
almost exclusively freedom of choice arrangements that have made
very little effort to get the savings from exclusive provider
arrangements; and proper use of exclusive provider arrangements
could introduce an element of savings. Again, with still more
caveats, it had no direct impact on the federal deficit.

Note how nicely these pools dovetail with existing public and
private health insurance programs*

Medicare and Medicaid are the major social insurance programs in
this country. Medicare people generally do not need the pool
benefits because the Medicare program itself is so comprehensive.
Medicaid people generally already have some kind of half way decent
benefits. They are not as generous as those in the state pools,

but then Medicaid people generally pay nothing for their benefits.

| am going to try to summarize the value of this concept of
national health insurance to the insurance industry, at ths risk
of getting up on the eoap box.

Over the last half century the private health inr-urance industry
has proved itself totally incapable of providing significant
medical expense benefits on an individual bé&sit to people with
serious health problems, in spite of the fact that these people beg
for our products and are willing to pay almost anything asked for
the benefits. At least for freedom of choice insurers there is no
reason to believe that this is changing, and in fact the problem
SEems to be worsening each year health cars costs grow faster than
other <costs. W hile this is a very serious indictment of our
industry, it does point out that the people that w« are losing to
these pools are the very people that we could not handle anyway.
In fact, the payments that the health insurant industry receives

to administer the benefits for these people probably exceeds
aggregate premiums that the industry could collect from them for

msaningful medical expense benefits; and absent rtate legislation
making the cost fall directly on insurers, comes without
underwriting losses or significant financial r”~sks.

These pools leave with the health industry the very people that the
health insurance most wants and takes the people that they do not
want.

With cavwats, | would like to suggest that this may be the feasible

approach to national health that is kindest to the health insurance
industry.

Consulting Services, Inc.



Uninsurable Pool Data

Prams,
State Col.
Connecticut
1983 3134889
1984 3473145
1985 3285762
1986 3532941
1987 3166476
1988 3460337
1989 4495672
Comment - These results may
Blue Crose plan in the proo
Florida
1983 23759
1984 505798
1985 1107581
1986 1770171
1987 2858173
1988 5294446
198¢c 12443960
Indiana
1983 2352179
1984 6356995
1985 7505144
1986 7197774
1987 6301707
1988 5607908
1989 6210701
Comment -The Indiana loas r
artificially low due to the
lowa
1987 164995
1988 1008691
1989 2876251
Comment -The Indiana lose* r
artificially low due to the

1
Claims Admin. Lobs Admin
Paid Paid Ratio (t Claims)
3442223 272550 109.80% 7.92%
4454451 315450 128.25% 7.08%
4579461 276379 139.37% 6.04%
4203833 246156 116.99% 5.86%
6663081 337235 209.11% 5.06%
7293434 412942 210.77% 5.66%
10438000 567826 232.17% 5.44%
not be typical due to the presence of
eas of being phased out.
0 0 0.009 ERR
141430 69114 27.96% 48.87%
774174 103946 69.90% 13.43%
1686195 1841389 95.26% 10.96%
3963710 357017 138.68% 9.01%
8581468 1134991 162.08% 13.23%
17425025 2810723 140.03% 16.13%
217878 56512 9.26% 25.94%
6843691 256462 107.66% S.75%
9518759 253524 126.83% 2.66%
11552494 443791 160.506 3.84%
11564602 459462 183.52% 3.97%
9640519 500643 171.91% 5.19%
10690610 670565 172.13% (1.27%
atios for the laet few years are held
reluctance of the pool to raiae rates.
56725 16560 34.38% 29.19%
1249159 82560 123.84% 6.61%
3232227 339660 112.38% 10.51%
atios for the last few yeara are held
reluctance of the pool to raiae rates.
Consulting Services, Inc.



8tata

Rain®
1988
1989

Minnesota
1983
1934
1985
1986
1987
1988
1989

Montana
1987
1988
1989

Nebraska
1986
1987
1988
1989

New Mexico

1988
1989

North
198.:-
1984
1985
1986
1987
1988
1989

Tannansee
1987
1988
1989

Uninsurable

Dakota

Pool

Prams.
Col.

15179
228189

4082351
6413829
9492438
10772454
11407281
14197219
18459482

9870
97026
316276

8414
458857
1221792
2572213

233053
1222400

1386C6
455874
094701
1321991
1626977
1937903
2261638

556763
3236204
8433944

Consulting Services,

Data

Claims
Paid

0
290179

6981967

9761835
13324992
18913879
21893358
27098596
38373578

0
65374
395050

0
443233
1808813
4088816

127399
1565229

345918
1058694
1704980
2863886
3389229
3340441
3691487

17450
2807338
10212644

Admin.
Paid

3396C
81265

383741
665100
984514
904886
920773
1340562
2115892

9759
14675
24523

11558
14600
57097
128223

103475
157945

25305
35904
56756
108756
174130
234984
278007

0
317930
623744

Loss
Ratio

0.00%
127.17%

171.03%
152.20%
140.37%
175.58%
191.92%
190,87%
207.88%

0.00%
67.38%
124.91%

0.00%
96.60%
148.05%
158.96%

54.67%
128.05%

249.46%
232.23%
190.57%
216.63%
208.32%
172.37%
163.22%

3.13%
86.75%
12: . 09%

Inc.

Admin

(6 Claim®

ERH
28.01%

.50%
.61%
.39%
.78%
.24%
.95%
.51%

[ I U NS NG ST

ERR
22.451
6.21%

ERR
3.29%
3.16%
3.14%

81.22%
10.09%

.32%
.39%
.33%
.80%
.14%
.03 %
.53%

N N Ooww w N

0.00%
11.32%
6.11%



State

Washington

1908
1989

Wisconsin
1983
1984
1985
1986
1987
1988
1989
Comment. -
credit

Total
1983
1984
1985
1986
1987
1988
1989

Total - Minus

1983
1984
1985
1986
1987
1988
1989

against

Press.
Col.

Earned
124260
1940334

1232332
2079996
2600586
2856286
2959861
4036671
6676614

Participating in
premium or

10964196
19285637
24886212
27460031
29530953
40490689
68137874

Connecticut

3746956

9396663
12108012
13154636
14937196
22833133
45182520

Consulting Services,

and

Uninsurable Pool Date

Inc.

Claims Admin. Loss Admin

Paid Paid Ratio (1 Claims
Incurred
74121 78575 59.65% 106.01%
2543839 204221 131.10% 8.03%
2463703 156964 199.92% 6.37%
3104604 196338 149.26% 6.32%
3265492 210646 125.57% 6.45%
3336087 284500 116.00% 8.53%
3956056 366245 133.66% 9.26%
5518189 906350 136.03% 16.43%
9754103 883303 146.09% 9.08%
surers are not permitted any kind of
Income taxes.
13451689 895072 122.69% 6.65%
25364705 1538368 131.52% 6.06%
33167866 1883765 133.28% 5.69%
42556374 2184536 154.98% 5.13%
51947449 2663781 175.91% 5.13%
67604851 5218944 166.96% 7.72%
112700787 8087977 165.40% 7.89%
Minnesota

3027499 238781 80.80% 7.89%
11148419 557818 118.62% 5.00%
15263413 624672 126.06% 4.09%
19438662 1033494 147.77% 5.32%
23391010 1397773 156.60% 5.98%
33212821 3463440 145.46% 10.43%
63889209 6204259 141.40% 9.71%
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The Honorable Edward M. Kennedy, Chairman

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

United States Senate

This report responds to your March 23, 1987, request
concerning state-administered health insurance risk pool
programs. You asked that we determine the programs*”
characteristics, enrollment, and financial experience; the
characteristics of the persons they 1insure; and their success
in meeting expectations. We agreed with your offices to focus
on the programs in Connecticut, Florida, Indiana, Minnesota,
North Dakota, and Wisconsin. These six state programs had
been in operation for 3 or more years and, therefore, had
sufficient experience to permit analysis. We also obtained
information on programs 1in the other nine states that have
more recently enacted risk pool legislation. We obtained oral
comments on this report from the Department of Health and
Human Services and have incorporated them where appropriate.

Risk pool programs provide health 1insurance to individuals who
cannot obtain it because their health conditions make then

unacceptable risks to private insurers. The programs provide
comprehensiv . insurance coverage similar to that of employer-
sponsored group health plans. Costs to the 1insured are

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

Despite high premiums, the programs require a subsidy. Two
states subsidize their risk pools directly from state revenue,
while most of the 15 states that have enacted risk pool
legislation assess risk pool deficits against insurers doing

business 1in the state. In the majority of these states,
however, insurers may credit their full share of risk pool
deficits against state premium or corporate income taxes.
Allowing a tax credit results 1in reduced tax collections and

has much the same effect as financing the risk pool from
general revenues.

The six programs we reviewed have consistently operated at a
loss, paying an average of $1.60 in claims for each dollar of
premium income 1in 1986. According to estimates prepared by
the Health Care Financing Administration (HCFA), private
insurers nationally paid $0.87 1in claims per dollar of premiunm
income during that year.
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The six programs 1insured about 20,000 individuals. Middle-

aged individuals appear most Ilikely to enroll in risk pools.
Enrollees incur higher medical expenses than the general

population. The data available indicate that their expenses
are higher for treatment of heart conditions, <cancer, and
diabetes specifically. Insurance industry and advocacy group

officials believe that risk pools can also help finance the
cost of treating patients with acquired immunodeficiency
syndrome (AIDS). State officials expressed concern that AIDS
patients could increase program costs, but did not know the
extent to which persons infected with the virus that causes
AIDS have enrolled in risk pools.

The six states we reviewed have not determined the extent to
which persons who cannot obtain insurance because of poor
health are enrolling 1in risk pools. State officials generally
believe, however, that thei.v programs are not serving all
eligible individuals.

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

report until 30 days after its 1issue date. At that time, we
will send copies to other congressional committees having
jurisdiction over the matters discussed in this report and

other interested parties.

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

Michael Zimmerman
Senior Associate Director
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HEALTH INSURANCE: RISK POOLS
FOR THE MEDICALLY UNINSURABLE

INTRODUCTION

About 63 percent of the population 1is covered by health

insurance that is related to employment, normally a group insurance
plan. Persons not covered by a group plan may purchase an
individual plan. When writing an individual policy, 1insurance

companies normally obtain information on the individual®s medical
condition to assess the risks involved in providing coverage.
Occasionally companies either refuse to provide coverage to, or
limit coverage for, persons who have chronic medical conditions
that are costly to treat. These persons are commonly referred to
as the medically uninsurable.

An estimated 37 million Americans Jlack health insurance
coverage. Researchers believe that from 1 to 2 million of these
persons cannot obtain insurance because of medical conditions that
make them unacceptable risks to private 1insurers. Researchers also
believe that this group is growing because (1) an increasingly
competitive insurance market has led insurers to adopt more
restrictive health 1insurance standards; (2) increasing health care
costs, and resulting increased insurance premiums, have discouraged
some employers from providing group health insurance as an employee
pbenefit; and (3) advances 1in diagnostic testing have enabled
insurers to identify individuals who have potentially costly
illnesses.

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

In this competitive environment, Blue Cross and Blue Shield
Plans began to base premiums for large group policies wholly or
partly on the group®"s health experience, rather than on the
experience of all their subscribers. Therefore, the plans had
fewer lower risk individual subscribers to subsidize health care
costs for high-risk individuals. Not all Blue Cross and Blue
Shield Plans continue to offer individual 1insurance coverage
without regard to health status, referred to as open enrollment.
As of October 1987, Plans in 11 states and the District of Columbia
offered open enrollment. Appendix I 1lists the states in which

Plans offer open enrollment.



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

Table 1; Effective Dates of Risk Pool
Authorizing Legislation5

State Effective date

Connecticut Apr. 1976

Minnesota July 1976

Wisconsin Jan. 1981

North Dakota July 1981

Indiana Sept. 1981

Florida July 1982

Montana July 1985

Tennessee July 1986

Nebraska Sept. 1983

lowa Jan. 198/

New Mexico Apr. 1987

Washington May 1987

Illinois Apr. 1987

Maine Sept. 1987

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

In addition, according to a study conducted by the
Intergovernmental Health Policy Project, legislatures 1in 12 states
considered, but did not enact, legislation authorizing a risk pool
during 1987. Appendix Il lists these states.

OBJECTIVES, SCOPE, AND METHODOLOGY

On March 23, 1987, the Chairman and the Ranking Minority
Member of the Senate Committee on Labor and Human Resources asked
us to obtain information on health insurance risk pools. In later
discussions with their offices, we agreed to obtain information on
I-Blue Cross and Blue Shield Plans in the 15 states with risk pools
we examined do not offer open enrollment.



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

- the programs®™ =experience concerning enrollment, premiunm
income, claims expenses, and subsidy requirements;

- enrolles”™ characteristics, including age, gender, primary
illness, and the types and costs of medical services they
have received; and

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

As agreed with the Senators®™ offices, our review focused on
the programs in Connecticut, Florida, Indiana, Minnesota, North
Dakota, and Wisconsin. These six state programs had been in
operation for 3 or more years and, therefore, had sufficient
experience to permit analysis. We also obtained information on
programs in the nine other states that have more recently
established risk pools.

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

To obtain information on program characteristics, we analyzed
authorizing legislation, reviewed program administrative policies
and procedures, and examined risk pool 1insurance policies. We

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

To obtain information on the programs® enrollment and
financial experience, we analyzed program financial and operating
reports prepared by program administrators and state 1insurance
departments. We also discussed enrollment and financial trends
with these officials.

To obtain information on the 1insured, we analyzed reports
prepared by program administrators and state insurance departments,



and interviewed program administrators, risk pool association

representatives, and state insurance officials. Except for
Wisconsin, which surveyed risk pool enrollees in 1982, 1984, and
1986, Ilimited information on the characteristics of the insured was
available. Moreover, the results of Wisconsin®s surveys may not

accurately represent the characteristics of enrollees in that
state"s risk pool because many of those surveyed did not respond,
and state officials did not analyze the characteristics of
nonrespondents to determine whether differences existed between

them and respondents.

To obtain information on how well the programs have met the
expectations that 1led to their creation, we examined authorizing
legislation and reviewed legislative histories and progranm

evaluations where available. We also discussed the programs”®
effectiveness with program administrators, state 1insurance
officials, and representatives of private groups interested in risk
pools.

Our fieldwork was conducted between April and November 1987 in

accordance with generally accepted government auditing standards.
We obtained oral comments from the Department of Health and Human
Services, and have revised the report to reflect these comments
where appropriate.

R1ISK POOL PROGRAM

CHARACTERISTICS

Risk pools provide health insurance that is comprehensive, but
costly, to persons who can afford, but have difficulty obtaining,
health insurance. Risk pool 1insurance covers a broad range of

health services comparable to those covered through group health
insurance plans offered by large and medium-si”“ed employers.

Deductibles, or the covered medical expenses an enrollee pays
before the plan pays, are usually higher under risk pool insurance
than under typical group plans. Further, premiums charged for risk
pool 1insurance are norn,l,""v ,0 50 percent higher than rates
private 1insurers charge xndividual policy. The premiums
that risk pools charge d. over claims expenses. Risk pool
operating losses are generally shared among private insurers doing
business in the state. Most states, however, allow insurers to

offset these losses through state tax credits.

Risk Pool Management

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

i

maintenance organizations to be association members. While

8
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Eligibility Requirements

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



Table 2: Eligibility Requirements for
State Risk Pool Programsa

Individuals are eligible if they

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

Connecticut and Maine do not have these eligibility r<
Insurance Benefits

Risk pool insurance covers a comprehensive range of medical

services and 1is comparable to the coverage that large and medium—
sized employers make available through their group health plans.
Table 3 provides examples of medical services typically covered or

excluded under risk pool insurance policies. - -

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

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

10



The programs also protect enrollees from extraordinary medical
costs by limiting the out-of-pocket expenses that they must pay
during the year. Taole 4 shows the out-of-pocket medical expense

limits under the state risk pool programs.

Table 4; Out-of-Pocket Medical Expense Limits
of State Risk Pool Programs

Out-ofmpocket limit

State Individual Family
Connecticut $2,000 $4,000
Florida3 2,500 5,000
Illinois 1,500 3,000
Indiana3 1,000 2,000
lowa3 1,500 3,000
Maine 1,500 3,000
Minnesota 3,000 b
Montana 5,000 b
Nebraska 5,000 b
New Mexico” 1,500 2,500
North Dakota 3,000 b
Oregon c ¢
Tennessee” 1,500 2,000
Washington3 1,500 3,500
Wisconsin 2,000 4,000
aThe program also offers a higher out-of-pocket lin
premium.

ALimit on out-cf-pocket medical expenses 1is applied "per covered

person." No family limit 1is provided.

cAs of January 1988, Oregon had not established an out-of-pocket
expense limit for its progranm.

Cost-Sharing and Benefit
Limitation Provisions

Risk pool insurance policies contain a number of cost sharing
and benefit limitation provisions. These features, which are
traditional mechanisms that have long been used in the insurance
industry, include

- deductibles, or the amount of covered medical expenses,
either for a calendar year or per hospital admission, an
enrollee must pay before the plan provides coverage;

- coinsurance, or the fixed percentage or amount of covered

medical expenses an enrollee must pay after satisfying
deductible requirements;

11



- waiting periods during which expenses to treat medical
conditions diagnosed before the policy was 1issued, referred
to as preexisting conditions, are not covered; and

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

Cost Sharing Provisions

Risk pool deductibles for medical expenses are generally
higher than deductibles under the group health plans that large and

medium-sized employers offer. According to risk pool officials,
high deductibles discourage unnecessary use of medical services and
help control costs. With one exception, Wisconsin, the programs
allow enrollees to select from among two or more deductible
amounts. BLS found that group health plans covering 78 percent of

employees at large and medium-sized firms have medical expense
deductibles of $150 or less and that plans covering 93 percent of.
the employees have deductibles of $200 or less. Table 5 shows the
range of medical expense deductible amounts wunder state risk pool

programs.

Table 5: Deductible Amounts for
State Risk Pool Programs

Medical expense deductibles
for an individual

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

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

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

12



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

Benefit Limitation Provisions

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

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

ng conditions to
nsurance only when

traditionally used waiting periods for preexist
prevent persons in poor health from purchasing
they plan to seek treatment.

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

Thirteen state risk pool programs limit the maximum amount in

benefits payable during an enrollee"s lifetime. The limits were
generally similar to those of the group health plans that large and
medium-sized employers offer. BLS found that group health plans

covering about 43 percent of the employees at .large and medium—
sized firms were covered by a plan that Ilimited lifetime benefits

to $500,000 or less.

Table 6 shows the benefit limitation provisions of the state

risk pool programs.



= fable 6: Benefit Limitation Provisions of
State Risk Pool Programs

Preexisting condition provisions

Condition Waiting Maximum

period period Waiver lifetime
State (months) (months) provision benefit
Connecticut 6 12 a 1,000,000
Florida 6 6 None 500,000
Illinois 6 6 b,c 500,000
Indiana 6 6 None None
lowa 6 6 b 250,000
Maine 3 3 a,b 500,000
Minnesota 3 6 a 250,000
Montana 60 12 b 250,000
Nebraska 6 6 d 500,000
New Mexico 6 6 b None
North Dakota 3 6 b 250,000
Oregon 6 6 d 1,000,000
Tennessee 6 6 None 500,000
Washington 6 6 b 500,000
Wisconsin 6 6 None 500,000
aWai.ting period may be waived or reduced under certain limited

circumstances.

AWaiting period will be waived if the applicant had other health
insurance 1in force before enrolling 1in the risk pool.

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

"Waiting period will be waived if the applicant had other health
insurance in force before enrolling in the risk pool and pays a 10-

percent premium surcharge.
Cost-Containment Provisions

Private insurers have included a number of cost-containment
features in their health insurance policies. In general, these
features discourage individuals from seeking unnecessary medical
treatment or encourage them to use less costly treatment
alternatives. BLS surveyed large and medium-sized Tfirms to
determine whether their health plans included any of nine common



co3t-containment measures 3 q~s Tfound that s percent of the
employees at large and medium-sized firms were covered by a plan
that included at least one of the nine cost-containment features.

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

Risk Pool Premiums

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

reviewed.

~The cost containment measures covered in the BLS survey included
(1) incentives to encourage a second surgical opinion before
nonemergency surgery, (2) incentives to encourage use of outpatient
surgery, (3) incentives to use generic rather than more expensive
brand-name drugs, (@) limits on reimbursement for nonemergency
weekend hospital admissions, (6) separate deductibles for hospital
admissions, (6) incentives to have routine laboratory tests done on
an outpatient basis before hospitalization, (7) higher payment for
delivery at a birthing center, (8) iIncentives to audit the
hospital®s statement, and (9) preadmission certification
requirements.



Table 7: Rate Limits and Examples of Annual Premium
Rates Charged by State Risk Pool Programs

1987 annual premium rates for coverage
with a 81,000 medical expense

Rate deductible for a

limita 40-year -old 55-year -old
State (percent) Male Female Male Female
Connecticut 150 81,156 81,538 82,077 82,486
Florida 200 1,924 1,924 3,153 3,153
ladiana 150 1,162 1,597 2,130 2, 363
Minnesota 125 641 641 999 999
North Dakota 135 945 945 1, 383 1, 383
Wisconsin 150 996 1, 320 1,784 1,660

aBased on rates charged for private health insurance in the state.
Financing Program Deficits

Risk pool authorizing legislation generally prescribes how
program operating deficits will be financed. In 12 of the 15
states, deficits are shared among risk pool association members
through assessments voted by the association®s governing body.
These states distribute assessments in proportion to each member®"s

share of total premium incomed4 in the state except in Connecticut,
which assesses members according to their share of total clainms
paid, and 1in Washington, which assesses members according to their
share of total health 1insurance subscribers. Maine plans to
finance deficits through a tax on hospital revenues, while Illinois
will subsidize its risk pool from general revenues. Tennessee will
provide up to $2 million a year from general revenues to cover
deficits, with any remaining deficits made up from assessments to
association members. Oregon assessed association members for
startup costs, but state legislation does not address how operating

deficits v/ill be financed.

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

taxes. Allowing a tax credit results in reduced tax collections
and has much the same effect as subsidizing risk pool 1losses from
general revenues. In the other three states, assessments are

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

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

Insurance industry officials and program administrators in the
states we reviewed believed that exempting self-insured
organizations from risk pool participation can unfairlyincrease
the burden on persons who obtain private insurance from risk pool

association members. Even in states where tax credits relieve
insurers from subsidizing risk pools, officials were concerned
because of the possibility of the tax credit being repealed.
Minnesota, for example, repealed its tax credit provision in 1987.

RISK POOL ENROLLMENT AND
FINANCIAL EXPERIENCE

In five of the six programs we reviewed, enrollment has
increased since 1983. For the six programs, total enrollment
increased 48 percent to 20,545 persons. However, the Minnesota

risk pool, with 10,842 insured, has 53 percent of the six-state
total.

The risk pools in the six states have consistently operated at

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

three states that do not permit tax credits have been modest when
compared to the total volume of insurance business in the states.

State officials have found that often a conflict exists

between the objectives of (1) increasing enrollment by enhancing
the attractiveness of the risk pool plan and (2) reducing deficits
through higher premiums or reduced coverage.
Enrollment

Enrollment in risk pool programs has 1increased since 1983, but
growth in the programs has not been uniform. Between the end of

1983 (the first year all six were offering policies) and the end of
1986, the number of insured grew from 13,842 to 20,545.5 About
half of the insured at the end of 1986 were in Minnesota. Two
newer programs, those 1in Florida and North Dakota, experienced

s virtually equivalent to the
ng to program officials, since

A"The number of policies in force

i
number of insured persons, accordi

almost all risk pool policies are for individuals rather than families.



significant percentage growth, but from a low base. Table 8
summarizes the number of policies in force at the end of 1983 and
1986.

Table 8: Risk Pool Insurance Policies iIn Force
as of December 31, 1983, and December 31, 1986

Policies 1in force as of

December 31, December 31, Change
State 1983 1986 (percent)
Connecticut 3,419 2,315 -32
Florida 49 1,036 2,014
Indiana 2,288 2,998 31
Minnesota 6,043 10,842 79
North Dakota 245 1,279 422
Wisconsin 1,798 2,075 15
Total 13,842 20.545 48
Because of turnover 1in the enrollee population, the number insured

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

31, 1986.

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

Fiscal Experience

Risk pools 1in the six states we reviewed have consistently

operated at a loss. The six programs incurred an aggregate net

operating loss of about $18.1 million in 1986- about three times
the 1983 level. Minnesota, with by far the largest enrollment,

experienced the greatest loss, $9,024,228 in 1986. Table 9

compares program operating results for calendar years 1983 and
1986 .
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Table 9; Comparison of Riak Pool Deficita
for Calendar Years 1983 and 1986

Deficit or (surplus) Change

State 1983 1986 (percei
Connecticut $508,721 $885,375 74
Florida (6,276)a 681,157 b
Indiana 177,657 5,160,982 2,805
Minnesota 3,972,634 9,024,228 127
North Dakota 230,896 1,633,219 607
Wisconsin 1,609,052 678,806 -58
Total 16,492,684 SIR.063.767 178

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

“"Percentage change not calculated.

From calendar year 1983 to calendar year 1986, premium income
for the six programs 1increased by 178 percent, while claims expense
increased by 190 percent. Meanwhile, the loss ratio- the ratio of
claims expenses to premium income- increased from $1.54 in claims
per dollar of income 1in 1983 to $1.60 in 1986. In comparison, the
loss ratio for health insurers nationally, according to HCFA
estimates, was $0.87 per dollar of premium income during 1986.
Table 10 shows the 1loss ratios for the six states for calendar
years 1983-86.

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

Claims paid per dollar of
premium income

State 1983 1984 1985 1986
Connecticut $1.10 $1.28 $1.39 $1.19
Florida a 0.28 1.79 1.25
Indiana 0.83 1.56 1.30 1.70
Minnesota 1.87 1.65 1.49 1.76
North Dakota 2.49 2.32 1.91 2.17
Wisconsin 3.02 2.07 1.35 1.19

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

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

Assessments

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

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

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

Despite concerns expressed that risk pool losses will

significantly 1increase insurance costs, assessments to date have
been modest compared to the total volume of insurance business in
the states. For the three states that did not permit tax credits,

risk pool assessments represented less than 1 percent of the total
volume of premium income 1in those states.
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Program Features That

Have Affected Operations

Officials in the six states have adjusted program requirements
and benefits to achieve two sometimes conflicting objectives-

increasing enrollment and controlling costs. Efforts to make the
programs more attractive to potential enrollees, mainly involving
improved benefits, tend to increase operating losses. Progranm
officials have found that, in particular, reductions in and waivers
of preexisting condition waiting periods contribute to increased
program losses. However, when program administrators have
attempted to control costs through premium increases and benefit
restrictions, enrollment has either decreased or increased at a

lower rate.

State program officials have not made a detailed analysis of
how various changes have affected program operations. According to
officials, many factors affect the operations of a risk pool, and
it is difficult to isolate the impact of a change or event from the
impact of the other factors. Nonetheless, program officials told
us that the programs®™ enrollment history and fiscal experience can
provide 1insight into the 1impact policy changes are likely to have
on program operations.

Efforts to Increase
Enrollment

Minnesota has the largest enrollment of the six risk pool

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

lowest premium rates of the six programs reviewed.

Wisconsin has taken several steps to boost enrollment. In
1985 it implemented a program, financed by state revenues, to
subsidize risk pool premiums for low-income individuals. Persons
with a household income of less than $16,500 are eligible for the
premium subsidy, which varies with 1income. Table 12 shows the
percentage of premium subsidies and the number of policyholders
assisted as of December 31, 1986.
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Table 12; Subsidy Percentage by Income and Number of
Persons Assisted by the Wisconsin Program

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

$9,000-%11,999 29. 3 151
$12,000-$14,999 23.0 138
$15,000-%$16,499 17.0 57

Total 599

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

Provisions to waive the waiting period for coverage of

preexisting medical conditions have proven costly. In 1983,

Indiana authorized a waiver for enrollees who paid a 10-percent
premium surcharge. Losses 1increased sharply during 1983 and 1984,
and program officials attributed the increase to the waiver
provision. Similarly, North Dakota introduced a waiver in 1985 to
attract enrollment. According to North Dakota officials, the
additional revenue gained from the 50-percent premium surcharge did
not cover the sharp increase in claims expenses. The state has

since terminated this waiver provision.
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Efforts to Control Costs

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

In 1983, Wisconsin took various steps to reduce risk pool
losses. It raised the 1limit on risk pool premiums from 130 to 150
percent of comparable private premiums, extended the waiting period
for coverage of preexisting medical conditions from 30 days to 6
months, and increased the enrollee"s liability for out-of-pocket

medical expenses from $1,500 to $2,000. Growth in progranm
participation has been modest, despite the previously noted premium
subsidies provided to low-income enrollees.

To reduce losses that occurred as a result of waiving the

waiting period for coverage of preexisting medical conditions,
Indiana increased base premiums significantly and, 1in January 1986,
increased the waiver surcharge from 10 to 25 percent. Despite this
action, losses continued to 1increase. Program officials believe
that the higher premiums resulted in only those with the most
costly health conditions enrolling or continuing their enrollment.
Average claims paid per policyholder were $3,713 1in 1986, the
highest of the six programs reviewed. Program officials believe

that enrollees paid the higher premiums and the 25-percent waiver
surcharge because they had an immediate need for medical care.
Indiana has since eliminated the waiver provision.

ENROLLEE CHARACTERISTICS

Risk pool enrollees are most likely to be middle aged. The
limited data available suggest that enrollees incur higher medical
costs generally and incur higher costs for heart and circulatory
diseases, cancer, and diabetes specifically than does the
population at large. State officials are concerned about, but have

little information on, the potential cost impact on their programs
concerning the treatment of AIDS patients.

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

population.
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- 61 percent were not employed, and 13 percent were employed
part time; and

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

Cost and Nature of
Medical Services Used

The six states we reviewed did not gather consistent data on

the health care costs risk pool enrollees incur. Available
information on medical expense reimbursements made to enrollees,
however, indicates that the costs they 1incur are higher than those
of the average person. Table 14 presents 1986 claims expenses per
policyholder, based on the average number of policies outstanding
for the year 1in the six states. The states did not maintain
consistent data on claims expenses per insured person, and these

figures may slightly overstate average annual expenses for an
individual to the extent that more than one person was insured

under a policy.

Table 14; Average 1986 Claims Expensea per Policyholder
for State Risk Pool Programs

Average claims
expense per

State policyholder

Connecticut $1,742

Florida 2,504

Indiana 3,713

Minnesota 1,804

North Dakota 2,495

Wisconsin 1,555

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

payments, averaged about $1,620 nationally in 1986.

Three states have gathered information on the conditions that

enrollees suffer from, and one state has gathered information on
the conditions that made it difficult for them to obtain insurance
in the private market. The company that administers the Florida,
Indiana, and Wisconsin programs summarizes claims expenses by the
health conditions that led enrollees to seek treatment. These data

indicate that enrollees in these states 1incur more expenses for the
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treatment of heart and circulatory diseases, cancer, and diabetes
than national averages for all persons the company insures. Table
15 shows the data from the three states.

Table 15: Comparison of 1986 Claims Expenses lIncurred,
by Medical Condition, for Three State Risk Pool
Programs, to Company®s 1986 Average~Claim3 Expense

Percent of claims expenses paid

Company

Medical condition average Florida Imd.i ana Wisconsin
Heart and circulatory

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

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

insurance. In 1986, about 22 percent of those who responded
reported that heart-related diseases prevented them from ootaining
insurance. About 11 percent cited hypertension; 14 percent,
diabetes; and 9 percent, <cancer.

Impact of AIDS on
Risk Pool Programs

Both insurance 1industry and advocacy group officials have
indicated that risk pools can help finance the cost of treating
AIDS patients. The president of the Health Insurance Association
of America, for example, has written that no institution by 1itself
can bear the burden of "the alarming medical bill for AIDS."
Likewise, the executive director of the Gay Men®"s Health Crisis, an

organization interested in AIDS-related health care 1issues, has
acknowledged that insurance companies have legitimate concerns
about the catastrophic cost of treating AIDS patients. Both have

endorsed risk pools as part of the solution to the problem of
financing «IDS care.

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

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

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

Massachusetts
Michigan

New Hampshire
New Jersey

New York

North Carolina
Pennsylvania
Rhode Island
Vermont
Virginia

IN WHICH BLUE
PLANS OFFER

CROSS AND

OPEN
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APPENDIX 11 APPENDIX 11

STATES THAT CONSIDERED, BUT DID NOT ENACT,
LEGISLATION AUTHORIZING A RISK POOL DURING 1987

Alaska
California
Georgia
Mississippi
Missouri

New York

Ohio

South Carolina
South Dakota
Texas

Vermont

West Virginia
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ORGANIZATIONS
RISK

AND
INFORMATION ON

PRIVATE GROUPS
CONTACTED TO OBTAIN
Association

American Diabetes

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

Health Affairs
Maryland

Center for

Chevy Chase,

for Agriculture
Minnesota

Communicating
Minneapolis,
Institute

Benefits Research

D.C.

Employee
Washington,

Health Insurance Association of America
Washington, D.C.

Intergovernmental Health Policy Project
Georgetown University

Washington, D.C.

National Association of Insurance Commissioners

Kansas City, Kansas

National Governors’” Association

Washington, D.C.

National Health Policy Forum

George Washington University
Washington, D.C.

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

Urban Institute

Washington, D.C.

Washington Business Group on Health

Washington, D.C.

(101122)

0U.S. G.P.O. !95.0-20]. <<>:8<W2 30
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Insurers Weeding Out the Sick

Even

Hi/ Gina Kolata
.Veto York Times

New York

In a new practice, some
health insurance companies
arc starting to divide the sick
from the well, even In large
groups that were once a bas—
tion of security in a tumultu—
ous industry.

Families in large groups had
always felt that if they had been
part of the group for at least six
months or a year, their medical
costswould be covered and their
premiums would remain stable.
But now, some insurance compa—
nies are drastically raising rates
for sick people, and even for peo—
ple they think may become sick..

The result, said Dr. Norman
Daniels, an ethicist at Tufts Uni —
versity who 1is an expert on
health Insurance, isthat ''no one
in this country with private
health insurance coverage who
is in any kind of group plan is
free from the kind of uncertain—
ty that competition is produc—
ing."

One Family** Story

No one knows how common
it is for insurance companies to
raise the rates for the sick in
large groups, which usually con—
sist of employees at big corpora—
tions or members of special-in-
terest organizations. But the ex—
perience of Kathleen Renshaw
of Leucadia, Calif., and others
shows that the problem, once
thought to be limited to small
groups, 1is spreading to large
groups as vell.

Renshaw finally admitted de—
feat in her struggle to keep
group health Insurance for her
family when the annual premi—
um reached $10,000 a year. Her
problem isher 8-year-old daugh —
ter, Marisa, an exuberant child
who swims on a team and takes
singing lessons.

But Marisa has only one kid—
ney, and it does not fully func—
tion. She needs regular checkups
and may face kidney failure in
the future. When the family"s in—
surance company learned of the
problem, which doctors discov—
ered when Marisawas 3, itbegan
doubling the family"s health in—
surance premiums each year,
the maximum increase allowed
by California law.

Finally, the family could no
longer pay, and no other compa—
ny would insure them. Along
with Marisa, Renshaw, her hus—
band, William Harvey, and their
4-year-old daughter, Kirsten,
who has no medical problems,
were out in the cold.

Renshaw and Harvey never
thought they would be without
health insurance. They both
have jobs, they bought group
health insurance through the
alumni association at the Univer —
sity of California at San Diego,
and they always paid their pre—
miums.

"I thought thatwhen you pay
insurance, the Insurance compa—
nies will pay for you when you
get sick,"” Renshaw said.

Spiral of Exclusion*

Donald Light, a sociologist
who Isprofessor of health policy
at the University of Medicine
and Dentistry of New Jersey,
said the family Sexperience is “a
tragic example of the spiral of
exclusion that 1is spreading
through the entire health care
industry.>”

Lightsaid the practice of rais—
ing rates for people who are sick
or have pre-existing conditions
began in small groups, like slf-
insured small businesses, In the
mid- to late 1980s. Although itis
stll most common 1in small
groups, he said, itisspreading to
larger and larger groups. The

in large group plans, those with problems can lose coverage

group Renshaw and Harvey join—
ed has thousands of families.

Donald B. White, a spokes—
man for the Health Insurance
Association of America, which
represents commercial insur—
ance companies, said that what
happened toRenshaw"s family is
unacceptable. He said it is be—
cause of cases like hers that "we
and everyone else are proposing
reforms that would change the
laws so that could not happen
again."

White saidmost problems are
with small groups, so the insur—
ance association has proposed
legislation to change that mar —
ket It wants federal laws to
guarantee that high-risk people
in small groups can buy insur—
ance at a cost that is no more
than 50 percent more than the
average premium.

legislation

Senator Lloyd Bentsen, D-
Texas, has introduced a hill In
Congress that would prevent the
exclusion of sicker people from
health insurance coverage sold
to small businesses and would
prevent small groups from can—
celing policies of sicker people.

But these remedies do not ad —
dress the situation Renshaw and
Harvey faced because they were
not Insured with a small group.

Through a catastrophic
health Insurance plan of the Cali—
fornia Children Services, Marisa
isnow covered for major prob—
lems with her kidney, but noth—
ing else.

And Renshaw said tillscover—
age isavailableonly ifr.family of
four has an income of $40,000 or
less. But IFRenshaw, now a sub—
stitute teacher, gets a full-time
teaching job, which she has been
seeking, the family would be dis—
qualified. In. that case, she said,
"our next option toa divorce. *"
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STAYING AHEAD

Having H ealth

A mericans who have health insurance may
complacently ignore the terrors of the
people without.

But there"s a mounting risk your health in—
surer will fall, leavingyou with unpayable hills.
The toll iscutting across every kind of medical-
paynient group.

H According to Standard & Poor g, 121 life
and health insurance companies went broke in
the past three years.

n Blue Cross and Blue Shield of Charleston,
W.Va., collapsed in 1990, leaving some $41 mil—
lion in unpaid bills.

ISAt least 131 Health Maintenance Organi —
zations failed between 1986 and 1990, says Jon
Christianson, a professor in the School of Pub —
lic Health, University of Minnesota.

mUnknown numbers of multiple employer
welfare arrangements have gone broke, often
through fraud. MEWA's sign up small compa—
nies that can Tafford coverage from the major
insurers. Some MEWA's are legitimate, but oth—
ers collect premiums and then skip.

So serious is the carnage that, in some
states, doctors and hospitals require their pa—
tients to agree, in writing, to pay any hill that
their insurer defaults on.

When looking for asound insurance compa—
ny, all you can go by is its safety rating. You
want an A+ from A_M. Bestand AAA from at
least one of the other major rating firms —
Moody §,Standard & Poor Sor Duff and Phelps.
S&P also passes out “§”7ratings for insurers it
hasn T examined in full — the highest being
BBBq. Such a company might be an AAA had
S&P examined itsbooks.

No rating system covers HMOs. A.M. Best

Quinn

doesn"t rate the Blues, either, although a few
arc rated by S&P. To get the current financial
statement of any Blue plan, call itspublic Infor—
mation department or your stateS insurance
commission. Look tosee ifitSmaking or losing
money .

With MEWAs, the sign of a high-risk plan is
lower monthly premiums than the competition
offers. Employers shouldn Thuy intoa MEWA
without asking their state insurance commis-

The sign ofa high-riskplan
IS lower monthly premiums
than the competition offers

sion if the plan is licensed for sale there and
whether there have been any complaints.
Avoid new MEWAs.

If your insurer fails, leaving you with un—
paid bills, you might be caught by one of the
following safety nets:

m"'Hold-harmless" clauses. These stop doc—
tors and hospitals from dunning individuals for
bills that should have been paid by their medi-
cal-servico plans. All federally qualified HMOs
have them, asdo HMOs in 33 states. Some states
also require them of the Blues and of regular
insurance plans. Some doctors ignore hold-
harmless clauses and bill their patients anyway
(ask your state insurance department if you
have to pay). Ifyou sign an agreement to pay
when you enter a hospital you might, insome
states, lose the protection of a hold-harmless
clause.

THURSDAY, MARCH 12,1992

Insurance 9s No G uarantee of Coverage

B State guaranty funds. All the states— the
only exception being the District of Columbia
— now provide guaranty funds for individual
policies. They cover up to $100,000 of medical:
expenses (more in some states) for insurers Ii§
censed to Il in the state. Most group-health |
plans aren T included, however, nor are ME-:
WAs. Eighteen funds now cover the Blues; Bev-J
en cover HMOs, e

In general, the funds guarantee (up to the
dollar limits of state law) all your back hills, all,
your current bills, and. all future billsuntil youl
find another insurer or your policy comes upl
for renewal, which may be anytime from to-;
morrow to 12 months. Starting from the time
your insurer failed, you have to pay prepiiums
to the guaranty fund, perhaps at a hlghei* rate
than you paid before.

B Insurance-agent lisbility. If your agent
sold you a policy from a company not licensed;
in your state, the agent may be liable for any ;
bills the company defaults on. Pennsylvania,:
which isvigorously pursuing M E W A cases, has j
collected more than $70,000 from agents on be—
half of consumers, says Linda Wells, chief
counsel for the state insurance department
Some states hold agents liable if they knew or
should have known that the company was in—
solvent, says Washington, D.C., attorney Grego- i
ry Luce. . ;

Ifyou work forabig company whose insur-1
er fails, the chances are good thatyour employ-!
er will cover your bills. Smaller companies, I
however, may not be able to afford it Soir."T-j
times doctors and hospitals don Thill patients i
whose insurers collapse, but that3 not a sure!
thing, either. You have toget lucky, whichisno,
way to run a health-insurance system.



M

...covering state, federal and private-sector developments in health benefits reform

Blues Release New Health
Insurance Reform Proposal

In testimony before the House Ways
and Means Committee, Bernard
Tresnowski, President of the Blue
Cross Blue Shield Association, pre—
sentedanew health reformproposal
that, he said, had been unanimously
approved by his board of directors
just days before. He said,"we must
createanew insuranceenvironment
— patterned on the Blue Cross and
Blue Shield organization®s historic

The proggesr“vwuld eliminatemost
existingheal th insurancecompanies
by allowing tax deductions only for
benefits purchased from "qualified
carriers.” To become qualified, an
insurerwould have tomeet federally
imposed standards that would in—
clude the use of participating pro—
vider arrangements and managed
care techniques. "Under our ap—
proach, we would stop rewarding
insurance companies that are prin—
cipally claims processors and medi —
cal underwriters,” Mr. TresnowsKi
told the committee.

He said qualified carriers, "must
demonstrate proven records of
managing health care costs effec—
tively, including a capacity to per—
form utilization management, se—
lective provider contracting and
uniformbillingand datacollection.”

Mr. Tresnowski said this emphasis

on managed care, combined with

with reform of the medical mal —
practicesystemwou ld control heal th

care costs better than regulatory

approaches could.

Volume 1, Number 18

Forassuringuniversal coverage, Mr.
Tresnowski proposed requiring
small employers tooffer, but notpay
for, employee coverage. Thosewho
do not fund coverage "would be
subject to an assessment which
would be significandy less than the
cost of contributing to coverage."

Employees would be required to
"accept" the coverage, and be re—

quired to pay for itunless theirem —
ployer could be persuaded to pick
up the tab.

Mr. Tresnowski does not directly
discuss thecostimpactonindividual
employees, except to say "substan—
tial tax subsidies™ would be made
available to low income employees,
and "most employees" would have
most of theirpremium paid by their

(Please turn to page 2)

Twenty-five States Now H w e

Enacted High R isk P ools

Twenty-five states have enacted in—
surance pools for their high risk

populations. According to infor—
mationcompiledbyCommunicating

for Agriculture (CA) these pools

(also known as "Comprehensive

Health Insurance Plans" or CHIPS)

enroll 76,873 people (see charts on

pages 4 and 5).

The pools are intended to provide
subsidized coverage to individuals
with existing medical conditions
who are unable to obtain insurance
intheprivatemarket They typically
providemajor medical benefitswith
substantial deductibles and
copayments. They alsocharge from
125% to 400% of the standard pre—
mium forsimilarbenefitswithin the
state. At these rates the pools are
clearly not intended to help people
of limited means, but are aimed at
those with financial resources who
are otherwise uninsurable.

© Scandlen Publishing, Inc., Alexandria, VA, 22320-0288

While the pools do not cover large
numbers of people, they have an
effect well in excess of raw enroll—
ment figuresbecause of the high use
ofservicesby thosewho areenrolled.
According to the most recent avail —
able numbers, the seventeen state
pools which have been active long
enough topay claims, pay over $185
million per year for 67,972 enrol lees
-an average payment of $2,72630.
For thiscoverage enrollees pay pre—
miums averaging $1,583.24 per per—
son peryear. The difference ismade
up forby any one of several subsidy
approaches.

NAIC Model Revisions

How tosubsidize the pools for losses
in excess of premium income has
been the biggest issue of contention
for those states that have not yet
adopted apool. The National Asso—
ciationof Insurance Commissioners

(Please turn topage 4)

October 23,1991
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High Risk Pools in - Highi Risk Pools - Financial Experience -1 /<

i3 y
25 States ;
Premiums Por Person . ) Per Person
(Continuedfrom page 1) Enrollment Cotloded Premmium Claims Paid aims
(NAIC) hashad av_vorklng group of cA 8901 va Wa va na
regulators, chaired by South
Dakota"sDi rectorqf In§u rance Mary co na na na na na
Jane Cleary, looking into this and
several other issues for the past two cT 2200 $ 4,495,872 $2,043.58 $ 10,438,000 $ 4,744.55
years. Thisworking group isabout
to release a revised model act for FL 5,934 $12,443,960 $2,097.06 $ 17,425,025 $2,936.47
public comment with the hope that
itwill be adopted at the December GA na na na n/a na
NAI1C meeting inHouston.
IL 4,370 $11,951,968 $2,735.00 $24,138,119 $5,523.60
Other issuesconsideredby theN AIC
. IN 3,080 $ 8,376,736 $2,719.72 $ 16,978,462 $5,512.49
group were benefit structure, pool
adninistration, and whether group A 1971 $ 4,574,013 $2,32066  $ 5053843 $2,564.10
plans should be allowed to refer
high-risk employees to the pool. LA na na na nia na
Discussion of each of these issues
follows. ME 400 5 515525 $1288.81 $ 1,154,193 $2,085.48
Financing MN 25272 $25,734,981 $1,018.32 $49,469,692 $1,957.49
States have adopted awide range of
- _ p o n/a n/a n‘a n/a n/a
financingmechanisms for theirhigh- MS
risk pools. _Nearly a_lll of the early MO a nja na na na
oneswereview2d as ir.dustry-based
residual market mechanisms that MT 304 $ 629463 $2.070.60 $ 569,834 $1,874.45
were organized, operated and fi—
nanced by the health insurance in— NE 2,904 $ 4,422,717 $1,522.97 $ 6,760,239 $2227.91
dustry. The industry was assessed
for any excess losses but could take ND 1,303 $ 2,571,307 $1,973.37 $ 4,312,535 $3,309.70
the assessments as a credit against
More recently pools have been seen OR 1211 $ 1,332,469 $1,100.30 $ 1,132,952 $ 93555
as public programs, usually with
P prog - y SC 1,072 $ 1,636,144 $1,52625 $ 1,794,927 $1,674.37
broad-based boards ofdirectorsand
broad—_based funding. Several are N 4121 $10,775,374 $2,614.75 $17,121,200 $4,154.62
now financed through general rev—
enues, othersuse dedicated taxeson T na na na na na
tobacco or hospital services. The
new NA1C model act references all T n/a n/a n/a n/a n/a
theavailable financingmechanisms
without recommending reliance on WA 2,793 $ 4,718231 $1,68931 $ 7,186,956 $2,57320
any one of them. Director Cleary
says the model lays out the fol low— WL 9287 $10,561,456 $1,13723 $ 17,569,449 $1,89123
ing funding sources:
wy 94 $  20.690 $ 22011 $ 548 5 583

e Premiums from enrollees

e Healthinsurerassessmentswith
full or partial tax offsets 76,873 $107,615,731 $1,58324 $185,311,839 $2,726.30

« Per capitaassessmentson insur—

- NOTES: All figures are year end 1990 except, CT and R (1989), OR (6/90), and WY (4/91). Per
ers and reinsurers

@p*a averages exdude California enrollment. Source, Communicating for Agriculture

Paye 4 © 1991 Scandlen Publishing, Inc., Alexandria, VA 22320-0288 October 23,1991
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* a l
Vv - Hizgh Risk Pools -General Informatlon 1""‘34'V‘}5"/°Jngh Risk Pools 1in
hd Iy = > : - <v; -
ffectlve eTt)i(g Premium Eundlng Baff 3 N 25 States
ate enoﬁ Cap ource set  Administrator (Continuedfrom previous page)
CA 19 90Das 129  TobaccoTox nfa  BCBS =Hospital fees on admissions or
T outpatient services when paid
19 OMoths 1796 OO taX iy BCBS by a third party
0 gﬂ urcharge <General revenues
CT 19% 12Moths  150% K]ssgersesrment No  Travelers -h)eldlc?jted brevenues from alco—
ol and tobacco taxes, per-em-
FL 198 PNonths  300% | élerggmem No BCBS ployee payroll taxes, income tax
| surcharges, and staie lottery
GA molol  6Months 150 o va A proceeds.
L 19  6Moths  13% g\r}gﬁﬂe Va W&Of Each of these approaches is ineffect
somewhere. Which approach ismost
-IN 1% 6Moths  150% | Sugsesrmem Yes  ASGC, Ic. acceptable depends on the political
Insurer _ o and economic status of the particu—
A 1§ 6Mots 1% (UE o patal MU larstate.
A 12 6 Montfs 0% Lﬁgprya[&[ax " Va Administration
VE 8 0Dy 1 T we AT R R e adinis—
Insurer tration of the pool. The new model
W 1% 6Monts 1234 essment No BCBS will suggest that board members be
appointed by the insurance com-
s 12 DMoirs 1734 note 2 \o W miasioner in those states where the
MO 191 12 Months 200% IArISsurer Yes BCRS commlssm_ner is elected, or by the
Sessment governor in states where the com —
1987 PMonths 4000 Isurer Yes  BCBS missioner is appointed. In either
Mt sessment case theboard should haveamajority
NE 1986 6 Months 165% Insurer Yes  BCBS of public members and should be
'ﬁssessmem chaired by the insurance commis—
NV 198 6Months  150% Anssurer Patil  BCBS siorer.
sessment
ND 1Rl 6 Months 135% Lnggrer " Yes  BCBS The pool boards will continue to
E3SITEA select an insurer or other entity to
OR 190  6Months  150% note 2 No BCBS perform adninistrative services for
the pool.
n't ftov. A Benefits
W 1% 6Monts 130% Pe %S No BCBS Generally, covered benefits in the
Insurer existing pools are very comprehen—
X noel  GMonts 200 Assessment Yes BCBS sive. They are structured as major
eneral medical programs with high
o B 6 Morths 200 evenue Va BCBS deductibles and copayments.
[nsurer of Deductibles range from $200 to
WA 188 6Monfs 1306 pcpment Y %ﬁ'a $2,000 for individuals and stop-loss
W 1B 6 Months 150% mj‘ggsrmom No Mﬂﬁgﬁlaof levelsmay be as high as $5,000.
6 Months 200% Rggggsrmem Patidl BCBS Most poolsgiveenrolleesa choice of

Effect|ve dale InGAand TXd

ﬁﬁmmun.ﬁfﬁg P

Volume 1, Number 18~ © 1991 Scandlen Publishing, Inc., Alexandria, VA 22320-0288 Page 5

coverage options and setpremiums

%{)W&Onoﬁdglggpg% %g}ée ?JPCGQ MSand  according to the level of coverage
(Please turn to page 6)
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High Risk Pools
(Continuedfrom page5)

chosen. Maximum lifetime benefits
may be as low as $250,0000r as high
as$!l million.

The NAIC working group had two
concerns about berefits. One was
whether to include benefits thatare
mandated for inclusion in private
insurance contracts, and the other
concern was on how to encourage
the use of managed care and other
cost containment programs. The
revised model continues to refer—
ence a major medical approach to
benefits but suggests that the final
decisions on benefit structure and
cost controls should be left to the
board.

EnrollIment

Several states have had problems
with employer groups "dumping"

Aver CT FL IA

age

Page 6

IL

in 25 States

their high-risk employees into the
pool asaway of lowering the cost of
coverage for the restof the group, or
of making the whole group insur—
able when it otherwise would not
be.

Some people maintain that thisuse
ofa pool isa legitimate strategy for
simultaneously covering people
with medical conditions, and mak —
ing small group coverage more af—
fordable for standard-riskemployer
groups.

Most states enacted pools only for
individuals, and did not anticipate
thisuse by employers. The adminis—
trators in several of these states are
alarmed that pool enrollment (and
pool losses) hasexceeded projections
because of this use by employers.

Director Cleary said thenew model
will include language taken from
the Califomnia legislationwhich pro—
hibitsdumping. The language calls
itan unfair trade practice for insur—
ers, employers or agents to refer
someone to the pool for the purpose
of separating them from employ—
ment-based coverage.

The adoption of the new NAIC
model inDecember islikelytorenew
efforts to enact pools in those states
that have come close to adopting
them in the past. Notable among
thesestatesareOhio, North Carolina,
Oklahoma, New Hampshire and
Arizona. DirectorClearysaidthatin
herown stateof South Dakotaa pool
bill is likely to pass next year, but it
will need tohave fundingother than
straight general revenues or the
governor will veto it

The reportfrom Communicatingfor
Agriculture isavailablefor $24 by calling
612-854-9005

Active High Risk Pools

(Average Annual Premium vs Average Annual Claims)

IN ME MN MT ND NE

Average Claims

© 1991 Scandlen Publishing, Inc., Alexandria, VA 22320-0288

S
NM OR SC TN WA W

J Average Premium
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* FISCAL NOTE

STATE OF ALASKA BILLNO, SB 7
1992 LEGISLATIVE SESSION
Revision Date: L2/11/91 _ Department Affected: Education
Yjtle; Reimbursement of Scholarship BPU: Postsecondary Education Commission
Loans Component. Student Loan Corporation
Sponsor: Senator Kerttula
ReqUESION  [fi JHESS. COMPONENTSERIALNO. o 2 1 &g

EXPENDITURES/REVENUES: (Thousands of DoBars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING -0 - -0 - -0 - -0 - -0 -

CAPITAL

REVENUE
FUND SOURCE:

FUNDING: (Thousands of DoBars)

GENERAL FUND -0 - -0- -0 - -0 - -0 - -0 -
FEDERAL FUNDS

OTHER
FUND SOURCE:
TOTAL -0 - -0- -0 - -0 - -0 - -0-

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year impact: NONE

ANALYSIS: (Attach a separate page if necessary.)
Fiscal impact occurs in year 2000-2001 (see attached).

Prepared By: Allan Barnes, Executive Director Phone: 465-2165
Division: Alaska Commission on Postsecondary Education Data: 12/11/91

Approved by Commissioner:

Agency: Date:

Dratribirtion (by ptaparar): Lag. Fin., Lagialativa Sponaor. Raquaetor. OMB/DBR, Gov. Lagia. Ofc., & Impt-ted Agancy(iaa).

Rav 10/7/91 Paga 1

of
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SB75

Analysis of Fiscal Impact
Fiscal Impact

Year Cost Year Cost
1991-92 None 2001-02 6,615.7
1992-93 None 2002-03 8,041.5
1993-94 None 2003-04 9,111.1
1994-95 None 2004-05 9,557.7
1995-96 None 2005-06 9,798.8
1996-97 None 2006-07 9,982.7
1997-98 None 2007-08 10,115.1
1998-99 None 2008-09 10,229.0
1999-00 2,726.4 2009-10 10,337.7
2000-01 5,049.7 2010-11 10,446.9
Assumptions
1. Forgiveness amounts are based on a loan demand

for a 1% increase from 1993-94 through 2003-04.

2. Interest is included as part of total

allowable for forgiveness.

which allows

indebtedness



FISCAL NOTE

STATE OF ALASKA BILL NO. SB 75
1991 LEGISLATIVE SESSION
Revision Date: Department Alfected:  Education
Title:  Reimbursement: of .Scholarship BRU: Postsecondary Education
Loans Component;  student Loan Corporation
Sponsor; Ksxt.imlg
Requestor: (S)HKS COVPONENT SERAL NO o 2 1 8

Expenditures/Revenues: (Thousands of Dollars)
OPERATING FYQ B  HY%  F9® FF%  HO

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS

B o e e e

CAPTAL
REVENLE

FUNDING: (Thousands of Dollars)
GENERAL FUND -0- -0- -0- -n- i 0-
FEDERAL FUNDS
OTHER
TOTAL

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year impact: None
ANALYSIS: (Attach a separate page if necessary.)

Fiscal impact occurs in year 1999-2000. (See attached.)

Prepared By: Jane Byers Maynard. Executive Dir/ctm Jhone: . 465-2165
Division: Alaska Commission on Postsecondary Bthi6Ation Date: February 6. 1991

Approved by Com missioner:
Agency. Date:
Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).

Rev 10/90 Page i of




Xe.a.r. Cost Xear Cost

1991-92 None 2001-02 6.615.
1992-93 None 2002-03 8.095.
1993-94 None 2003-04 9.042.
1994-95 None 2004-05 9.212.
1995-96 None 2005-06 9.211.
1996-97 None 2006-07 9.181.
1997-98 None 2007-08 9,121.
1998-99 None 2008-09 9.110.
1999-00 2,726.4 2009-10 9.152.
2000-01 5,049.7 2010-11 9.222.

As5_ump-t.ions

1. Forgiveness amounts are based on a loan demand which allows
for a 1% increase from 1993-94 through 2003-04.

2. Interest is included as part of total indebtedness
allowable for forgiveness.

#4311T
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Alaska State Legislature

P.0. B«k V
Stale Capitol

Official Business Juneau, Alaska 99811

MEMORANDUM

TO: Senator Arliss Sturgulewski, Chair
Senate HESS Committee

FROM: Senator Jay Kerttula

SUBJ: Senate Bill 75 -
Student Loan Rebate

DATE: January 30, 1991

| would appreciate your scheduling Senate Bill 75, relating to a
rebate program for the Alaska Student Loans.

Senate Bill 75 is a redraft of Senate Bill 121, which | drafted
last session to reinstate the student loan forgiveness program.
Senate Bill 75 is worded in terms of a "rebate", rather than
"forgiveness" due to an opinion of the attorneys for the Alaska
Student Loan Corporation. | have attached a copy of that opinion for
your information.

The loan rebate program under Senate Bill 75 would work in
the same fashion as the former student loan forgiveness program, 10
percent of the loan would be rebated to a student after he or she
lives in Alaska for one year after graduation, 20 percent for two
years, 30 percent for three years, etc.

As you are aware, the student loan forgiveness provision was
an integral part of the student loan program since its inception.
Loan rebate or forgiveness serves a very basic function --
encouraging Alaska's young people to return to the state after
graduation. We cannot afford to continue to lose the talents and
energy of these young people.



| appreciate your consideration of this request. | have
attached some general and specific background information which
was issued by the Student Loan Corporation in 1986.

JK:kh
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SENATE BILL NO. 75
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY SENATOR KERTTULA
Introduced: 1/22/91

Referred: HESS and Finance

A BILL
FOR AN ACT ENTITLED

"An Act relating to reimbursement of scholarship loans; and providing for an effective

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.43.120 is amended by adding new subsections to read:

(s) A portion of a loan shall be reimbursed to the borrower by the state if, after
completion of the course of study for which the loan was granted, the borrower is a resident of
the state and has fully repaid the entire principal and interest due on the loan. The portion of
the loan that shall be reimbursed by the state is based on the length of the borrower’s residence
in the state after completion of the course of study for which the loan was granted and on the
following percentages of the principal amount of the loan plus interest up to a total of 50 percent
of the total indebtedness:

(1) at least two, but less than three years residence in the state, 10 percent;
(2) at least three, but less than four years residence in the state, an additional 10

percent;

SBO075A -1- SB 75
Try.- Tncirr IDELETED TEXT BRACKETED/



(3) at least four, but less than five years residence in the state, an additional 10

percent;

(4) at least five, but less than six years residence in the state, an additional 10
percent;
(5) six years or more residence in the state, an additional 10 percent.
(t) Reimbursement under (s) of this section is subject to appropriation by the legislature.
Money obtained from the sale of bonds by the Student Loan Corporation under AS 14.42.220
may not be appropriated for the reimbursement of loans.
* Sec. 2. This Act applies to principal and interest due on a loan entered into on or after July 1, 1987,
that is unpaid as of the effective date of this Act.
* Sec. 3. This Act takes effect immediately under AS 01.10.070(c).

2 SBO075A
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a VoIQ STEVE COWPER, GOVERNOR
® \
©) n 1/ 3 u'k 11
ALLASK | STUDENT Ij0AIM (OKFOKV n A PO BOX FP

JUNEAU. ALLASKA 99811 OEM
PHONE: (907) 4W5-2A54

Senai.e_ B

The members of the Commission on Postsecondary Eduction
endorse the concept of restoring loan forgiveness. The
provisions of SB 75 to provide for a rebate of funds subject to

legislative appropriation are in keeping with Alaska Student
Loan Corporation Bond Counsel criteria.

<L
Mayna
"DirectOi

05-E34U1
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ALASKA COMMISSION ON POSTSECONDARY EDUCATION PO BOXFP
JUNEAU. ALASKA 99311-0599

ONE; <907) 465-2054

MEMORANDUM

TO: The Honorable Jay Kerttula "
Alaska State Senate S
FROM: Jane Byers Maynard, Executivé&sQirectaij
Alaska Commission on Postsecondary Educ<
SUBJECT: Senatf Bill 121
DATE: January 11, 1990
Enclosed equest is fiscal impact information fc
Senate s information 1is an update of the co”ts
provide sion in the attached February 2L"1989

memo from Dr. Phipps.

Based on tfte-~ttached position papersuhmdrttecl last year by the

bond
Mr.

be

counsel ~ftrr— — the AlLa&ka- "STtudent Loan Corporation,
Kenneth Vassar, it is still assumed that forgiveness would
in the form of a rebate as discussed by counsel. I have

asked Mr. Vassar, however, to review his opinion to determine
if any other administrative options are available 1in light of
our obligations to bondholders. He will be happy to do so.

Costs associated with the bill have been revised to reflect a

more

realistic 1loan growth rate and default rate scenario over

the next several years as detailed in assumptions 3 and 4 below.

Assumptions

1.

2.

Forgiveness would take the form of a rebate.

The intent of SB 121 is to provide forgiveness
retroactively to Uloans made after the previous forgiveness
provisions were repealed in 1987.

Loan growth 1is assumed to:

a. stabilize 1989-90 through 1992-93;
b. increase by 1.5% 1993-94 through 1996-97; and
C. increase by 3% from 1997-98 on.

Loan default rates are assumed as follows:

a. 17.3% 1987-88;
b. 18.7% 1988-89;
C. 18.7% 1989-90 through 1990-91;



The Honorable Jay Kerttula

January 11,
Hage 2

15.0%
14.0%
13.0%
12._.5%

Q +H D

Impact
Year

1987-88
1988-89
1989-90
1990-91
1991-92
1992-93
1993-94
1994-95
1995-96
1996-97
1997-98
1998-99

It would be my

1990

1991-92 through 1992-93;
1993-94 through 1994-95;
1995-96 through 1996-97; and

1997-98 on.

Cost

None
None
None
None
None
None
None
None
None
None
None
None

pleasure

Year

1999-00
2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11

to meet with

information at your convenience.

Attachments

Cost

1,803,450
3,313,017
4,518,639
5,664,843
6,567,063
7,000 j168
7,293,504
7,508,067
7,678,401
7,826,589
8,007,259
8,212,509

to discuss

this
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TO: Ron Phipps
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RE: SB 121
DATE: February 17, 1989

POSITION PAPER

Senate Bill No. 121

Senate Bill No. 121 would add payment forgiveness provisions
to the current student loan program.

We note that the language of the bill 1is cast in terms of
the State paying a portion of the borrower®s loan. One
interpretation of this language would be that the borrower
would be liable for full payment of his or her loan but
would be entitled to expect reimbursement from the State for
a portion of the amount paid. However, similar language
used to establish the previous forgiveness program led to an
interpretation that the borrower simply did not have to
repay the portion that was to be paid by the State. The
latter interpretation creates difficulties as discussed
below to the extent that the legislation affects loans
already made at the time of passage.

Generally, legislation cannot be enacted to impair contract
rights of others. One 1issue that arises with respect to SB
121 is the effect this legislation would have on loans that
have already been pledged as security under the indenture
for the bonds issued by the Corporation in 1988. If the
legislation is interpreted to mean that the borrower does
not have to repay the portion to be paid by the State, then
SB 121 would impair the bondholders®™ contract rights by
reducing the individual borrower®s obligation to make
payment on the loan. Such an impairment of the security for
the bonds cannot be intentionally accomplished without Tfirst
obtaining the consent of the bondholders. Although payments
could be made by the State on behalf of the borrowers, such
payments would be subject to annual appropriation and,
therefore, would not avoid the impairment concerns expressed
above.



SB 121 could be clarified so that it would clearly create a
rebate program rather than a forgiveness program (that is,
the borrower would continue to make full payments to the
Corporation of the entire amount due on the loan for the
entire term of the loan and the State would thereafter
appropriate money to repay the borrower for a portion of
those payments). Under such a program, the impairment
concerns discussed above would not arise. However, it would
have to be abundantly clear that (1) the borrower remains
liable for making full payment of the amount owed without
regard to any such rebate provisions, (2) the rebate would
occur only after the borrower has made full payment on all
amounts due or the loan for the life of the loan, and Q)
neither the borrower nor the State would have any recourse
to the Corporation®s assets in connection with the rebate
program.

Even if SB 121 1is applied purely prospectively (that 1is,
only with respect to loans made after passage of the bill),
it should be noted that 1its provisions would affect the
Corporation®s ability to issue bonds to finance the loan
program. This 1is because of the coverage ratio required to
be met pursuant to the indenture before further bonds of the
Corporation can be issued. Any reduction in revenues as a
result of non-payment by borrowers (or the State on their
behalf) would reduce the coverage ratio at some time in the
future and would thereby make it more difficult for the
Corporation to issue bonds 1in the future and become
self-sustaining.

Again, we would not encounter this problem if the
legislation were clarified to create a rebate program rather
than a payment forgiveness program. A separate program that
would reimburse or rebate qualifying students for payments
made on their student loans (with the students continuing to
make payment to repay their loans) would have no adverse
impact on the Corporation®"s coverage ratios. This
alternative would require that the State appropriate the
money necessary to reimburse or rebate the student
borrowers from sources other than assets pledged under the
indenture.

Page 2 S10533



As a TfTinal note, 1if the retroactivity provisions of Section
2 of the bill remain in the bill, we would suggest that they
be clarified. The intent of this Section we would guess to
be to provide forgiveness retroactively to loans made after
the previous forgiveness provisions were repealed; however,
by making this legislation applicable to any loan remaining
unpaid as of the effective date, Section 2 appears to
include loans that were made under the old forgiveness
program. This could lead to double forgiveness, which we
would guess 1is not the intent.

Page 3 S10533
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You have requested our opinion with respect to the

validity of a

terms of student

legislative attempt to retroactively modify the
loans that were financed under the Alaska

Student Loan Program and that were pledged to secure an issue

of the Alaska Student Loan

The contract clause,
10, of the United States Constitution,
enacting laws which
However, this prohibition

impair the obligation
is not absolute.

Corporation bonds.

found within Article I, Section
prohibits states from
of contracts.

An impairment may

be constitutional if it is reasonable and necessary to serve an
important public interest, it is necessary for the achievement

of that public

interest, and it

is a reasonable impairment of

the contract appropriate to the public purpose justifying the

legislation.
(1977).

In this case,
principle or authority,

United States Trust Co. v. New Jersey. 431 U.S. ]

it cannot be doubted, either upon
that enactment of Senate Bill 121 ("SB

121") would impair the obligation of the Corporation under 1its
legislation would

1988 indenture.
effectively extinguish
make payments on

borrowers. An exchange of debtors,
substitution of security,

Enactment of this
individual

borrowers7 obligations to
loans which have been pledged as security
under the subject indenture. This

impairment is not cured by
SB 121 requiring the State to make payments on behalf of the

which

is fundamentally a
with rare exception, requires a

petition to be submitted to a court of equity if not provided
instrument. See. Rievman v.
Supp 592 (D.C.N.Y. 1985)
(which summarizes case- law on the ability of an indenture
trustee to substitute security without bondholder consent).

for within the

indenture or trust
Burlington Northern R. Co., 618 F.
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Hence, the only remaining question 1is whether SB 121 1is
"reasonable and necessary" to serve an important pub.7"c purpose
so as to conclude that impairment of contract is °
constitutional.

The obvious intent of SB 121 is to encourage
graduates to return to the State. This 1is an important
purpose; however, it is doubtful that providing partial Iloan
forgiveness 1is reasonable and necessary to accomplish this
goal. Additionally, the effect of enacting SB 121 1is mere
conjecture; no data has been compiled which concludes that a
forgiveness clause will cause the return of graduates.
Moreover, based on case law, this purpose would not meet the
"reasonable and necessary" tests outlined above.

In the recent case of United States Trust Co. v. New
Jersey, supra. the Court held that New York and New Jersey
violated the contract clause by enacting legislation to allow
the port authority to use port income to subsidize rail
passenger transportation in violation of a previous statutory
covenant to private bondholders. The rationale provided was
that the state had agreed to certain terms that the bondholders
might have relied upon- and the public interest in improved rail
services could be pursued without violating their contract
rights. The Court further stated that impairment of bond
contracts by a state or state agency would rarely be sustained,
especially where the state"s self interest is at stake.

The only time in this century that alteration of a
municipal bond contract has been sustained by the United States
Supreme Court was in in Faitoute Iron & Steel Co. v. City of
Ashbury Park. 316 U.S. 502 (1942). That case involved the New
Jersey Municipal Finance Act, which provided that a bankrupt
local government could be placed in receivership by a state
agency. A plan for the composition of creditors”™ claims was
required to be approved by the agency, the municipality, and
85% of the creditors. The plan would be binding on
non-consenting creditors after a state court conducted a
hearing and found that the municipality could not otherwise pay
off its creditors and that the plan was in the best interest of
all creditors.

Under the specific composition plan at issue in
Faitoute. the holders of revenue bonds received new securities
bearing lower interest-rates and later maturity dates. The
Court rejected contract clause objections because the old bonds
represented only theoretical rights; as a practical matter the

A220684
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city could not raise its taxes enough to pay off its creditors
under the old contract terms. Further, the Court found that
the composition plan was adopted with the purpose® and effect of
protecting the creditors, as evidenced by their more than 85%
approval.

The Faitoute case is to be distinguished from the
case at hand. No one has suggested here that the State has
acted for the purpose of benefiting the bondholders and there
is no serious contention that the value of the bonds will be
enhanced by SB 121. Moreover, SB 121 does not require
bondholder consent prior to it enactment and implementation.

Based on the foregoing, it is our opinion that
enactment of SB 121 would fail constitutional challenge

pursuant to the contract clause prohibition of impairment of
obligation.

KEV:cm
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INTRODUCTION

The Alaska Student Loan Program is one of the most successful programs
offered Dy the State of Alaska. Its purpose is to provide low-interest
loans to Alaskans wisning to pursue education and training at a
postsecondary level. The program has grown from serving just over 1,000
ALaskans in 1971-72, to the current 1985-86 level of serving over 16,000
Alaskans. The true impact of this program is considerable, that is, the
financial assistance, not or.ly to the individual, but to the individual®s
family; the expanded educational opportunities afforded the citizens of
the state; the societal benefits of having a more highly trained and
educated citizenry; and the benefits to the state and the local
communities of having educational institutions and resources available to
meet current and future demands. All of these are related, either
directly or indirectly, to the availability of student loans. Alaska has
chosen to invest in the education of its people. Through these loans,
which are in large part repayable to the state, Alaska nas committed
itself to providing opportunities and access to all those residents
seeking postsecondary education. The value of tnis commitment is
undeniaDle, but the program has now expanded to the point of placing a
significant annual demand upon the state treasury and creating the need
for greatly increased state staffing.

In the academic loan years of 1983-84, 1984-85, and again this year,
1985-86, loan demand has outstripped available funds, and thousands of
applicants have oeen turned away. The state is rapidly approaching the
time when some difficult decisions must be made concerning the future of
the student loan program. For tne first time, borrowers in 1986-37 must
contribute at least $500 from a non-state-loan source toward their
eligible loan expenses. Thir alone will not solve the demand/
availability prodem, but it is an indication of the types of changes and

alternatives which must be explored if the program is to be preserved for
future Alaskan students.



LEGISLATIVE HISTORY

The current student loan program was created by the 1971 Alaska State
Legislature, nowever, it was oasea upon a program wnich originated in
1968. The 1968 Alasxa State Legislature estaDlished a program ot
Scholarship Loans (Senate Bill 378). These loans were tor undergraauate
students studying in Alaska at an accredited institution. The student
could borrow up to $500 per year tor up to four years. The loans were
non-inter est-bear ing and could be used only to meet the costs of books
tuition, and requirea fees (excluding room and board). If tne student
lived in Alaska after ceasing study, the loans were forgiven at a rate
$500 of loan indeotedness for eacn six months spent in Alaska.

This program was amended by the 1970 Alaska State Legislature after a
=jooa deal of debate (cased upon the Dill number for the adopted
legislation - FCCS SCS CSHB599). Loans now were for up to $750; could be
used at any accreditea college or university, could be used for books,
tuition, room and board, .and required fees; and were eligible for
forgiveness at a race of $750 of loan indebtedness for eacn full year
spent in Alaska. The loans were still restricted to undergraduate
students and were still non-interest-oear ing.

In 1971, the Alaska State Legislature once again looked at student loans
and passed CSHB415 (Finance) am S. This bill created the true framework
for the present student loan program. Under the 1971 program, student
loans could be ootained for undergraduate study, graduate study, and
career education programs. Undergraduate students and career education
students could borrow up to $2,500 per year and graduate students could
borrow up to $5,000 per year. Students could borrow for up to six years

of study. Loans were to bear interest at a rate of 5 percent and could
be used for books, tuition, room and board, and required fees.

Forgiveness was limited to 40 percent of the total borrowed (plus
interest), and was accrued in 10 percent increments for each year of
employment in Alaska after tne grace year.

The loan program experienced minor amendments on a number of occasions,
but remained relatively uncnanged until the 1976 Alaska State Legislative
Session. During that session, FCCSSB70 passed. Under this bill, the
unaergraduate and career education borrowing maximum was raised to $3,000

per year, but the 35,000 per year maximum for graduate students was
ma intained.

Subsequently legislatures continued to make relatively minor adjustments
to the program, and then ir. 1981, the last major change occurred. The
1981 Legislature passed FCCSSB120, wnicn raised the borrowing maximums to
$6 ,000 per year for undergraduate and career education students and to
}7,00U per year for graduate students. The bill also raised the amount
of loan forgiveness up to 50 percent of the total borrowed (including
interest), and provided that tnis forgiveness be accrued in 10 percent
increments for each year of residence in Alaska after the grace year.
Loans under this program could be obtained for up to five years for
either undergraduate or graduate study or up to eight years of comoined
study. This 1is the program currently oeing administered by tne state.

2)-



PROGRAM DESCRIPT10M

PURPOSES

1. To provide Alaskans with access to postsecondary educational
resources througn low-interest loans to students.

2. To encourage an educated citizenry througn initial access to
education and training and tnrougn inducements to utilize that
education and training in Alaska.

TERMS

1. Undergraduates and vocational students may borrow up to $6,000
per year of full-time study.

Graduate students may oorrow up to $7,000 per year of full-time
study.

3. Stuoen ts may oorrow for up to 5 years of undergraduate study,

or uo to 5 years of graduate study, Dut for not more than 8
years comoined.

4. A student must oe a two-year Alaska resident to oorrow and must
maintain Tfull-time study in good standing to continue borrowing
Alaska stuoent loans.

5t Loans may oe used for attendance at any approved institution.

6. Proceeds from loans may only be used for the costs of tuition
and fees, room and board, and oooks and supplies.

7. Loan repayment begins one year after the student ceases to be a
full-time student (except for approved periods of deferment).

8. Repayment 1is over a 10-year period with provision for extending
to 15 years if necessary.

9. Interest charged on the loans is 5%.

10. No loan will exceed the cost of tuition and fees, room and

board, and books and supplies less $500 , or the loan maximums,
whichever 1is lower.

FORGIVENESS

If, upon completion of the program of study for which the loan was
granted, the borrower resides in Alaska, a portion of the loan, plus
interest, snail be forgiven by the State. That portion, for up to a
total of 50%, shall accrue as follows:

2-3 years residence in the state, 10%

3-4 years residence in the state, an additional 1C%
4-5 years residence in tne state, an additional 10%
5-6 years residence in the state, an additional 10%
Over 6 years residence in the state, a final 10%.

gaM~wpN -

This residence must be continuous and must oegm within one year of
completion of program.



REPAYMENT SCHEDULE

1? YOUR
STUDENT

LOANS TOTAL:

Si ,000
2,00U
3,000
4,000
5,000
6 ,000
7,000
8,000
9,000

10 ,000

15,000

20 ,000

25,000

30,000

35,000

40 ,000

45,000.

50,000

.00
.00
.00
.00
.00
-00
.00
.00
.00
.00
.00
.00
.00
.00
.00
.00

00

.00

YOUR MONTHLY PAYMENT

FOR 120 MONTHS (10 YRS.)
WOULD 3E:

S 10.
21.
31.
42.
53.
63.

.25

84.

95.

74

106

371

424.
477 .
530.

61
21
83
43
06
64

95
46

.07
159.
212.
265.
318.
.23

10
13
16
20

26
29
33

S%

&

273.
545.
818.
.60
1,363.
1,636.

1,091

1,910
2,182

2,455
2,728.
4,092.
.60

5,455

6 ,819.
8 ,184.
.60

9,547

10,911.

12,274

13,639.

TOTAL TO BE REPAID:

Interesc

20
20
40

60
80

.00
.00

20
40
00

20
00

20

.80

60

Principal

SI ,000
2,000
3,000
4,000
5,000
6,000
7,000
3,000
9,000

10,000.

15,000

20,000.
25,000.
30,000.
35,000.
40,000.

45 ,000
50 ,000

.00
.00
.00
.00
.00
.00
.00
.00
.00

00

.00

00
00
00
00
00

.00
.00

I
S

- — =

Total

1,271.
2,545.
3,318.
5,091.
6,363.
7,636.

3,910

50,911

63 ,639

20
20
40
60
60
80

.00
10 ,182.
11,455.
12,728.
19,092.
25,455,
31,319.
33,184.
44,547
.20
57,274.

00
20
40
00
60
20
00
60

80

.60



Loan

Year Awards
1971-72 1,081
1972-73 1.748
1973-74 1,665
1974-75 1,457
1975-76 1,719
1976-77 1,921
1977-78 2,265
1978-79 2,795
1979-80 3,918
1980-81 6,460
1981-82 9,898
1982-83 13,058
1983-84 14,785
1984-85 17,173
1985-86* 16,130*
Projections
1986-87 18,431
1987-88 18,950
1988-89 19,325
1989-90 21,493
1990-91 23,373

‘Repayment account totals and default rate are for June 30 of each year.

Change

61.8
(5.0)
(12.5)
18.0
11.8
17.9
23.4
40.2
64.9
70.3
31.9
13.2
16.2
(6.1)

1

M.A.
2.8
1.5
11.7
8.7

TABLE 1
STUDENT FINANCIAL All) ADMINISTRATION
STATE STUDENT LOAN ACTIVITY
Projected to 1990-91

Loan % Average Loan
Volume Change Loan Col lections
1,603,158 — *M 83 J -0-
2,870,384 79.0 1.642 -0-
2,986.176 4.0 1.793 -0-
2,659,807 (10.9) 1,826 235,476
3,382,997 27.2 1,968 465,530
3,850,507 13.8 2,004 1,141,461
4,604,167 19.6 2,033 1,191,851
6,416,402 39.4 2,296 1,391,643
9,373,949 46.1 2,393 1,603,436

15,957,717 70.2 2,475 2,225,388
40,559,499 154.2 4,098 2,779,900
55,007,395 35.6 4.213 4,609,051
62.912,316 14.4 4,255 6,410,124
75,075,883 19.3 4,372 9,572, 795
80,675,498* 7.5 5,002* 6,867,737*
00 (/ rvn sk
81,557,175 N.A. 4,425 15,985,103
86,222,500 5.7 4,550 19,352,145
90,441,000 5.0 4,680 22,762,094
103,381,330 14.3 4,810 26,189,108
115,696,350 11.9 4,950 30,104,760

General
Fund

1,500,000
2,952,900
2,952,900
3,105,600
3,791,500
3,550,900
2,006,100
3,600,000
8,130,000
12.821,127
37,701,000
52,000,000
60,000,000
60,000,000
63,600,000

63,572,072
64,870,355
65,678,906
75,192,222
83,591 ,590

Loan
Forgiveness

* _O_

_0_

-0-

703
44,233
64,746
314,306
445,985
409,501
555 494
785,769
(846,028)
1.171,239
1,664.612
1,190,263*

2,839,506
3,421,624
4,011,160
4,603,646
5,280,612

All 1985-B6 data are as of January 24, 1986.

Repayment*
Accounts

J -0-
-0-
-0-

1,62-5
2,153
2,775
3,470
4,289
5,301
7.196
10,603
15,669
21,771
27,886
36,341*

46,280
55,123
63,300
72,557
82, 765

Uefaul"
Rate

N.A.
N.A.
N.A
uo.0
44.6
24.9
22.3
19.3
14.5
11.2
9.2
9.1
13.5
12.4
14.3*

1-24-86



1985-36 ALASKA STUDENT LOANS

PROGRAM STALL'S (Januarv 24,

Stuaent Level

Fresnman

Sopnomor e

Junioc

Senioc

Voca tional
Undergraduate
Gradua te

TOTAL

AVAILABLE FUNDS

FY86 Appropriation
FY85 Carry-forward
Federal Receipts (GSL)

1986)

Nu truer Ainoun t
4,325 720 ,319 ,066
3,009 14 ,629, 396
2,275 11,282,137
2,252 10,818,533
3,019 15 ,696 ,602

14 ,330 473 ,245 ,734
1,250 7,429 ,764

16 ,130 480 ,675 ,498

Estimated Receipts

Vocational Set-Aside

Collegia te

IN-STATE/QOUT-OF-STATE ATTENDANCE 3Y LEVEL {January 24 , 1986)

$63 ,600 ,000
3,352,877
225,000

467 ,177 ,877
11,879,790
479 ,057 ,667
+15,811,533
$63 ,246 ,134

%

52.
48

45.
44.
75.
53.
20.
51.

WNONDPFP U O

Undergraduate

Student Level Alaska
Fcesnman 2,250
Sopnomor e 1,459
Juni0r 1,027
Senior 1,000
Voca tional 2,285
Under araduate 8,021
Graduate 252
TOTAL 8,273

PERCENT IN-STATE PREVIOUS <==YEARS

Year

1978-79

1979-30

1980-31

1981-82

1982-33

1983-84

1984-85

1985-66 (1-24-86)

35.
36.
45.
47.
53.
53.
56

53.
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Sub-total

Total

Qut-of-State

2,

075

1,550

11
1,
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248
252
734

,859

998

7,857

Graduate

12.
12.
17.
23.
23.
21.
21.
20.
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$4 ,814
4,362
4,99
4,804
5,199

44,922
5,944

45,022

48.
5l.
54.
55.
24.
46.
79.
48.

All Loans
32.3
33.3
42. 3
45.0
50.4
50.5
54.0

51.3
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