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SB 83

r e q u i r e s  c e r t i f i c a t e  o f  n e e d  e v a l u a t i o n  
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e x e c  b r a n c h  
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p r i v a t e  s e c t o r  e m p l o y e r  
h e a l t h  c a r e  p r o v i d e r  

e x e m p t  s e r v i c e  o r  c o n t r a c t s  
b i d  p u r c h a s e  o r  s e l f  i n s u r a n c e
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SENATE B ILL NO. 83

"An Act creating the Alaska State Health Resources Authority; relating to 
the delivery, quality, and financing of health care for the residents of the 
state, and to the issuance of certificates of need; and providing for an 
effective date." By Senator Duncan.

Section 1. This section outlines the goals and objectives of the Alaska 
State Health Resources Authority in providing cost effect've health 
insurance coverage for an expanded pool of employees.

Section 2 and 3. The authority has advisory responsibilities to the 
Department of Health and Social Services' certificate of need process.
The responsibility is determination of group health insurance cost effects 
resulting from proposed new or expanded health facilities.

Section 4. is a new chapter establishing the Alaska State Health 
Resources Authority (ASHRA hereafter) and its powers, duties and 
requirements:

Sec. 4. Section 21.77.010. Requires ASHRA to establish a health care 
provider reimbursement system and utilization standards for eligible 
employees of the state, a municipality, or a school district, and other 
employers that apply to the authority. ASHRA must provide a group health 
insurance pool or pools for eligible state and local government employees 
as well as other employees that elect to participate.

Sec. 4. Section 21.77.015, It is provided that state agencies cooperate in 
the development of the health care provider reimbursement system and 
utiiization standards and share relevant information.

Sec 4. Section 21.77.020. ASHRA has a nine member board of directors 
from various occupations serving staggered four year terms. Members are 
entitled to per diem and travel expenses and are subject to conflict of 
interest requirements in AS 39.50.
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Sec 4. Section 21.77.030. ASHRA may exercise the powers granted to 
insurers as well as other general powers.

Sec. 4. Section 21.77.040. Duties of the ASHRA board include providing 
lowest cost comprehensive health insurance, annual reports to the 
governor and legislature on fiscal activities, and review of certificate of 
need applications under AS 18.07.041. Every third year a cost and benefit 
analysis of its insurance pool or pools is required.

Sec. 4. Section 21.77.050. ASHRA may employ an executive director and
other staff it requires. It may contract for professional services. 
Employees of ASHRA are in the exempt service under AS 39.25.110.

Sec. 4. Section 21.77.060. ASHRA shall purchase group health insurance 
for eligible employees after July 1, 1992 or act as a self insurer. When 
purchasing group health insurance, ASHRA must comply with the State 
Procurement Code and re-bid at least once every five years.

Sec.4. Section 21.77.070. The Alaska State Health Resources Fund is 
created of funds appropriated by the legislature and collected premiums. 
The fund is managed and invested by the board.

Sec.4. Section 21.77.080. ASHRA shall provide that sufficient funds are 
available for the purposes of employee group health insurance.

Sec. 4. Section 21.77.090. A participant in group health insurance offered
by ASHRA may obtain a waiver to opt out under certain conditions.

Sec. 4. Section 21.77.100. Definition section.

Section 5 and 6. Technical amendments.

Section 7. A special, March 1, 1992 report to the legislature is required 
of ASHRA describing the progress in establishing the health care provider 
reimbursement system and utilization standards.

S e c t io n  8 . E f f e c t i v e  d a te  c la u s e .
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SB 83/HB 71 - State Health Insurance Pool. Introduced 1/23 by Duncan and 
Zharoff, SB 83 is itended to implement recommendations of the Health Care 
Cost Containment Ti'.sk Force (HB 71, the House version, was introduced on 

1/24 by Representative Boyer and Navarre). The bill win>ld create an Alaska 
State Health Resources Authority to provide the "lowest cost comprehensive 
health insurance" on a group basis, report annually on its activities, and 
review certificates of need for new or expanded health facilities.

The legislation would:

1. Create an independent state corporation, the Alaska State Health 
Resources Authority, with a board of nine members appointed by the Governor 
with at least one but no more than two members representing: the executive 
branch, labor organizations, school districts, municipalities, private 
sector employers and health care providers;

2. Require the authority to establish mandatory "health care provider
reimbursement system and utilization standards" for the state, 
municipalities, and school districts by July 1, 1992;

3. Require the authority, "no earlier than July 1, 1992," to establish a
group health insurance pool to provide health insurance to eligible 
employees of the state, a municipality, or a school district if the employer 
has elected to participate; the authority may provide health insurance to 
other (private) employers if they elect to participate and use the 
reimbursement and utilization standards; and

4. Require that if the state, municipality, district or other employer 
elects to participate in the group insurance coverage, then it must continue 
to participate unless a waiver is granted by the authority; a waiver may be 
granted if the employer can document by a time certain that it can match the 
"minimum benefit and financial standards set by the authority."

The intent of the legislation is to address a significant problem faced by 
many employers, including municipalities - the growing cost of health care 
and insurance for their employees. The Task Force, as stated in its draft 
report, found that:

o Health care expenditures in Alaska have increased 157.2 percent over
the last 10 years, the second highest in the nation.

o The health care expenditures portion of the State of Alaska budget is
the fastest-growing component of the whole budget, $385.5 million in 
FY 90 and, at this pace, will exceed $2 billion in FY 95.

o The number of uninsured residents in Alaska has increased at an
alarming rate to an estimated 90,000 uninsured residents,
representing 16.5 percent of the total population in Alaska.

o The cost of providing health coverage for state employees and their 

dependents has been reduced and stabilized at $385.00 for FY 90 and 
91.



SB  74 : "An A ct relating to  pooled health insurance for individuals
who are uninsured or denied adequate coverage; and 
providing for an effective date."

S B  74 would create the Comprehensive H ea lth  Insurance Association, a 
nonprofit corporation comprised o f all licensed hospital or medical service 
corporations and all insurers writing health insurance in A laska. Membership 
would be a condition for license to do business in the state. The Association is a 
health  insurance pool run  and subsidized by private insurers for the benefit of 
uninsured high risk  state residents.
SB  74 attempts to  resolve the unavailability o f adequate health  care insurance 
for "high risk" individuals bv creating a pool. Th is is sim ilar to the approach  
utilized in other states. While the plans and coverages reauired in the plan are 
laudable, there are a number o f challenges which need to be considered. These 
challenges are:

1. The absence o f hard  data to give substance to the numbers o f 
"high risk" persons needing such access makes quantification o f - 
the cost for such a plan very difficult. A  recent study by an  
actuary a t Consulting Services, Inc. indicates th a t state pools 
have an abysmal experience. Loss ratio  for the 13 m ature pools 
are a t about 165% .

2. In view o f the state role in the structure o f this Association, a 
careful review should be made to assure th a t the full fa ith  and 
credit o f the state is adequately removed from  exposure.

3 . See 21 .55 .150  provides tha t the charges for coverage m ay not be 
excessive, inadequate or unfairly discrim inatory. Yet, the 
section requires tha t the rate can not be h igher than 125%  o f the 
average prem ium  charge o f the top five writers o f the same 
coverage on a "standard risk." In  view o f the experience o f other 
pools, th is  could effectively mandate an inadequate prem ium .
We are concerned w ith the source o f the funds for tha t subsidy.
Th is can only come from increased prem ium s on standard risks 
thus further exacerbating the cost o f hea lth  care insurance. A  
potential solution to this problem would be to s tart out a t 125%  
with an allowable range o f movement (say 120%  to 140% ) tha t 
can occur i f  supported w ith a periodic adequacy review.

4. I f  the subsidy is severe to the point th a t the insurers can not 
recover it through their rate structure, it w ill encourage insurers 
to leave the A laska marketplace. It may also have an im pact on 
their solvency.
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SB 83/HB 71 - State Health Insurance Pool. Introduced 1/23 by Duncan and 
Zharoff, SB 83 is intended to implement recommendations of the Health Care 
Cost Containment Task Force (HB 71, the House version, was introduced on 
1/24 by Representative Boyer and Navarre). The bill would create an Alaska 
State Health resources Authority to provide the "lowest cost comprehensive 
health insurance" on a group basis, report annually on its activities, and 
review certificates of need for new or expanded health facilities.

The legislation would:

1. Create an independent state corporation, the Alaska State Health 
Resources Authority, with a board of nine members appointed by the Governor 
with at least one but no more than two members representing: the executive 
branch, labor organizations, school districts, municipalitias, private 
sector employers and health care providers;

2. Require the authority to establish mandatory "health care provider 
reimbursement system and utilization standards" for the state, 
municipalities, and school districts by July 1, 1992;

3. Require the authority, "no earlier than July 1, 1992," to establish a 
group health insurance pool to provide health insurance to eligible 
employees of the state, a municipality, or a school district if the employer 
has elected to participate; the authority may provide health insurance to 
other (private) employers if they elect to participate and use the 
reimbursement and utilization standards; and

4. Require that if the state, municipality, district or other employer 
elects to participate in the group insurance coverage, then it must continue 
to participate unless a waiver is granted by the authority; a waiver may be 
granted if the employer can document by a time certain that it can match the 
"minimum benefit and financial standards set by the authority."

The intent of the legislation is to address a significant problem faced by 
many employers, including municipalities - the growing cost of health care 
and insurance for their employees. The Task Force, as stated in its draft 
report, found that:

o Health care expenditures in Alaska have increased 157.2 percent over
the last 10 years, the second highest in the nation.

o The health care expenditures portion of the State of Alaska budget is
the fastest-growing component of the whole budget, $385.5 million in 
FY 90 and, at this pace, will exceed $2 billion in FY 95.

o The number of uninsured residents in Alaska has increased at an
alarming rate to an estimated 90,000 uninsured residents,
representing 16.5 percent of the total population in Alaska.

o The cost of providing health coverage for state employees and their 
dependents has been reduced and stabilized at $385.00 for FY 90 and 
91.



Some concerns:

1. Mandatory payment and utilization schedules: Although participation in 
the health insurance pool is not required, use of payment and utilization 
schedules for medical procedures, etc. set by the authority is. This means 
presumably that the state will provide a list of doctors, hospitals, and 
insurers which agree to the rates set by the state. If you use one of these 
for medical services, you will be fully reimbursed up to the limits of your 
coverage. The legislation does speak to setting the rates based on 
"geographic regions, actual provider costs and availability of service."

Even with the estimated potential of 135,000 employees, is the pool large 
enough to affect the cost of care? Are there enough health care provid rs 
to make them want to participate?

2. Alternatives: What is the impact on municipalities and their ability to 
negotiate with a private insurer if the rates are set by the state but they 
elect not to participate in the state system? How does the system set up 
in the legislation affect collective bargaining? Will the "minimum benefit 
and financial standards" negotiated meet the needs and the budgets of all 
potential employers that do or want to participate, using the current state 
health benefits as an example?

3. Representation: Why does the definition of "employer" include "a 
collective bargaining unit"? The legislation states that the Board of the 
authority shall be made up of representatives of the executive branch, 
municipalities, school districts etc. but it does not specify "employers" 
versus "employees."

4. Getting out of the pool: What is the timeline to "match" the state
program when applying for a waiver? Can an employer get an "apples to 
apples" quote? Should there not be the provision (added to the legislation 
last year at our request) to at least allow an employer to get out of the 
pool if it could no longer provide any health care benefit?
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SB 74: "An Act relating to pooled health insurance for individuals 
who are uninsured or denied adequate coverage; and 
providing for an effective date."

SB 74 would create the Comprehensive Health Insurance Association, a 
nonprofit corporation comprised of all licensed hospital or medical service 
corporations and all insurers writing health insurance in Alaska. Membership 
would be a condition for license to do business in the state. The Association is a 
health insurance pool run and subsidized by private insurers for the benefit of 
uninsured high risk state residents.

SB 74 attempts to resolve the unavailability of adequate health care insurance 
for "high risk" individuals by creating a pool. This is similar to the approach 
utilized in other states. While the plans and coverages reouired in the plan are 
laudable, there are a number of challenges which need to be considered. These 
challenges are:

1. The absence of hard data to give substance to the numbers of 
"high risk" persons needing such access makes quantification of - 
the cost for such a plan very difficult. A recent study by an 
actuary at Consulting Services, Inc. indicates that state pools 
have an abysmal experience. Loss ratio for the 13 mature pools 
are at about 165%.

2. In view of the state role in the structure of this Association, a 
careful review should be made to assure that the full faith and 
credit of the state is adequately removed from exposure.

3. Sec 21.55.150 provides that the charges for coverage may not be
excessive, inadequate or unfairly discriminatory. Yet, the
section requires that the rate can not be higher than 125% of the 
average premium charge of the top five writers of the same 
coverage on a "standard risk." In view of the experience of other 
pools, this could effectively mandate an inadequate premium. 
We are concerned with the source of the funds for that subsidy. 
This can only come from increased premiums on standard risks 
thus further exacerbating the cost of health care insurance. A 
potential solution to this problem would be to start out at 125% 
with an allowable range of movement (say 120% to 140%) that 
can occur if supported with a periodic adequacy review.

4. If the subsidy is severe to the point that the insurers can not
recover it through their rate structure, it will encourage insurers 
to leave the Alaska marketplace. It may also have an impact on 
their solvency.
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5. Under the Alaska Insurance Law, the correct term of art for 
health insurance is disability insurance which is defined in 
AS 21.12.050. In Sec. 21.55.500(4), on page 12, line 28, the 
phrase '"health insurance’ includes disability insurance under 
AS 21.12.060." should read "disability insurance under 
AS 21.12.050 includes 'health insurance’."

Since the above questions and considerations are not resolved, the department 
has not adopted a position on this legislation.

W  f a r # :

GlenuA. Olds, Commissioner

Date: 7  j _____________

GAO/DK/dgl8987D
022591a
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I  am J a n  A n d r e a  M e i s e l s ,  S t a t e  A f f a i r s  A s s o c i a t e ,  H e a l t h  

I n s u r a n c e  A s s o c i a t i o n  o f  A m e r i c a .  HIAA i s  a  t r a d e  a s s o c i a t i o n  o f  

3 0 0  p r i v a t e  h e a l t h  i n s u r a n c e  c o m p a n i e s  w h i c h  p r o v i d e  h e a l t h  

i n s u r a n c e  f o r  9 5  m i l l i o n  A m e r i c a n s .

HIAA h a s  l o n g - s u p p o r t e d  s t a t e  u n i n s u r a b l e  r i s k - p o o l s .  T h e s e  

r i s k  p o o l s  a r e  i n c l u d e d  a s  o n e  o f  t h e  c o m p o n e n t s  i n  o u r  p r o g r a m  

o f  " F i n a n c i n g  H e a l t h  C a r e  f o r  A l l  A m e r i c a n s . "  U n i n s u r a b l e  r i s k  

p o o l s  a d d r e s s  a c c e s s i b l e  h e a l t h  c o v e r a g e  t o  t h o s e  w h o  a r e  o t h e r ­

w i s e  c o n s i d e r e d  m e d i c a l l y  u n i n s u r a b l e .  H o w e v e r ,  w e  h a v e  s e r i o u s  

c o n c e r n s  w i t h  a  n u m b e r  o f  t h e  p r o v i s i o n s  c o n t a i n e d  i n  S B - 7 4 ,  

w h i c h  w i l l  r e s u l t  i n  u n d e r f u n d i n g  o f  t h e  p r o g r a m ,  i n a p p r o p r i a t e  

a c c e s s i b i l i t y  t o  t h e  p r o g r a m .  We s t r o n g l y  e n c o u r a g e  t h e  

c o m m i t t e e ' s  c o n s i d e r a t i o n  a n d  a d o p t i o n  o f  p r o p o s e d  a m e n d m e n t s  

r e f l e c t i n g  t h e  i s s u e s  d i s c u s s e d  b e l o w .

D u r i n g  t h e  1 9 9 0  A l a s k a  l e g i s l a t i v e  s e s s i o n ,  t h e n - S e n a t o r  

C o g h i l l  s p o n s o r e d  S B - 3 0 4  a n d  t h e  S e n a t e  L a b o r  a n d  C o m m e r c e  

C o m m i t t e e  a g r e e d  t o  a  c o m m i t t e e  s u b s t i t u t e  f o r  t h e  o r i g i n a l  

b i l l  —  C S S S S B - 3 0 4 . T h e  c o m m i t t e e  s u b s t i t u t e  w a s  a  r e s u l t  o f  a n  

a g r e e m e n t  e m a n a t i n g  f r o m  n e g o t i a t i o n s  b e t w e e n  a l l  i n t e r e s t e d  

p a r t i e s .  H o w e v e r ,  t h e  a m e n d m e n t s  w e r e  p r o v i d e d  t o o  l a t e  f o r  t h e  

b i l l  t o  c o m p l e t e  i t s  j o u r n e y  t h r o u g h  t h e  l e g i s l a t i v e  p r o c e s s  l a s t  

y e a r .  We e n c o u r a g e  t h e  c o m m i t t e e  t o  a m e n d  S B - 7 4  t o  d u p l i c a t e  t h e  

p r e v i o u s l y  a g r e e d - u p o n  v e r s i o n  o f  C S S S S B - 3 0 4 .

I n d i v i d u a l s  w i t h  s e v e r e  p r e e x i s t i n g  c o n d i t i o n s  m a y  b e  

i n e l i g i b l e  t o  p u r c h a s e  i n s u r a n c e  f r o m  t h e  p r i v a t e  i n s u r a n c e  

i n d u s t r y .  A n u m b e r  o f  s t a t e s  h a v e  e n a c t e d  u n i n s u r a b l e  r i s k  p o o l s  

t o  a d d r e s s  t h i s  n e e d .  H i s t o r i c a l  d a t a  o f  t h e  l o s s  r a t i o s  o f  t h e  

" m a t u r e "  ( l o n g e s t  o p e r a t i n g )  r i s k  p o o l s  a r e :



F l o r i d a  -  E x c e e d e d  2 0 0  p e r c e n t  i n  1 9 9 0

I n d i a n a  -  C l o s e  t o  2 0 0  p e r c e n t  i n  t h e  l a s t  s e v e r a l  y e a r s  

M i n n e s o t a  -  E x c e e d e d  2 0 0  p e r c e n t  o v e r  t h e  l a s t  t h r e e  y e a r s  

N o r t h  D a k o t a  -  O v e r  2 0 0  p e r c e n t  i n  1 9 8 6 - 8 7  a n d  e x c e e d e d  1 7 5  

p e r c e n t  i n  1 9 8 9  

W i s c o n s i n  -  W as t h e  b e s t  c o n t r o l l e d ,  b u t  i t s  l o s s  r a t i o  i s

n o w  m o v i n g  o v e r  1 5 0  p e r c e n t

T h e s e  f i g u r e s  i n d i c a t e  t h e  a b s o l u t e  r e q u i r e m e n t  t h a t  a d d i ­

t i o n a l  f u n d i n g  i s  g o i n g  t o  b e  r e q u i r e d  t o  c o v e r  t h e  c l a i m  l o s s e s

d u e  t o  t h e  a d v e r s e  e x p e r i e n c e  o f  t h e  u n i n s u r a b l e  r i s k  p o o l s .  We

s t r o n g l y  e n c o u r a g e  g e n e r a l  f u n d  a p p r o p r i a t i o n s  b e  a l l o c a t e d  t o  

c o v e r  t h e s e  l o s s e s .  H o w e v e r ,  i f  t h e  c o m m i t t e e  k e e p s  t h e  c u r r e n t  

a s s e s s m e n t  o n  h e a l t h  i n s u r a n c e  c o m p a n i e s  d o i n g  b u s i n e s s  i n  

A l a s k a ,  o n  a  p r o  r a t a  e a r n e d  p r e m i u m  b a s i s ,  w e  s t r o n g l y  e n c o u r a g e  

t h e  a l l o w a n c e  o f  a  c r e d i t  a g a i n s t  p r e m i u m  t a x e s  i m p o s e d  a g a i n s t  

d i s a b i l i t y  i n s u r e r s .  S u g g e s t e d  w o r d i n g  o f  a  n e w  s e c t i o n  o f  t h e  

b i l l  t o  a c c o m p l i s h  t h i s  p u r p o s e  w o u l d  i n c l u d e  t h e  f o l l o w i n g  

l a n g u a g e  a s  AS 2 1 . 0 9 . 2 1 0  ( j ) :

A m e m b e r  o f  t h e  C o m p r e h e n s i v e  D i s a b i l i t y  I n s u r a n c e  

A s s o c i a t i o n  c r e a t e d  i n  A S 2 1 . 5 5 . 0 1 0  m a y  c r e d i t  a g a i n s t  a  

p r e m i u m  t a x  i m p o s e d  a g a i n s t  d i s a b i l i t y  i n s u r a n c e  p r e m i u m s  

u n d e r  t h i s  s e c t i o n ,  a n  a m o u n t  e q u a l  t o  a n  a s s e s s m e n t  a g a i n s t  

t h e  m e m b e r  u n d e r  A S 2 1 . 5 5 . 2 2 0 ( d ) . A n y  p o r t i o n  o f  t h e  c r e d i t  

a l l o w e d  i n  t h i s  s u b s e c t i o n  t h a t  c a n n o t  b e  t a k e n  i n  a  t a x  

y e a r  w i t h o u t  r e d u c i n g  t a x a b l e  p r e m i u m s  b e l o w  z e r o  m a y  b e

C o n n e c t i c u t  -  2 0 0  p e r c e n t



- 3 -

c a r r i e d  f o r w a r d  a n d  c r e d i t e d  i n  s u c c e s s i v e  y e a r s  u n t i l  t h e  

c r e d i t  i s  e x h a u s t e d .

A n e w  s u b p a r a g r a p h  s h o u l d  b e  a d d e d  t o  S e c t i o n  2 1 . 5 5 . 0 6 0  o n  

p a g e  3 .  T h e  p r e s e n t  p a r a g r a p h  s h o u l d  b e  d e s i g n a t e d  a s  s u b  

p a r a g r a p h  ( a ) . A n e w  s u b p a r a g r a p h  ( b )  s h o u l d  b e  a d d e d  t o  r e a d :

A m e m b e r  o f  t h e  A s s o c i a t i o n  i s  e n t i t l e d  t o  r e c e i v e  a  c r e d i t  

a g a i n s t  t a x e s  l e v i e d  b y  t h e  s t a t e  o n  d i s a b i l i t y  i n s u r a n c e  

p r e m i u m s  a s  p r o v i d e d  i n  A S 2 1 . 0 9 . 2 1 0 ( j ) .

T h e  1 9 9 0  C S S S S B - 3 0 4  l e g i s l a t i o n  a l l o w e d  f o r  s u c h  a  c r e d i t  b y  

t h e  i n c l u s i o n  o f  t h e  a b o v e - r e f e r e n c e d  l a n g u a g e .

M o s t  s t a t e s  w i t h  u n i n s u r a b l e  r i s k  p o o l s  e i t h e r  h a v e  t h e  

l o s s e s  c o v e r e d  b y  a  b r o a d - b a s e d  f u n d i n g  m e c h a n i s m ,  i . e . ,  g e n e r a l  

f u n d i n g ,  d e d i c a t e d  t a x e s  o r  a l l o w  a  p r e m i u m  t a x  o f f s e t  a s  

m e n t i o n e d  a b o v e .  E x a m p l e s  o f  d e d i c a t e d  t a x e s  i m p o s e d  b y  o t h e r  

s t a t e  u n i n s u r a b l e  r i s k  p o o l s  i n c l u d e :  C a l i f o r n i a  —•- f u n d i n g  f r o m

c i g a r e t t e  a n d  t o b a c c o  p r o d u c t s  s u r t a x  f u n d ;  C o l o r a d o  —  f u n d i n g  

b y  i m p o s i n g  a  $ 2 . 0 0 - 4 . 0 0  c h a r g e  o n  s t a t e  t a x p a y e r s  w h o s e  f e d e r a l  

i n c o m e  t a x  r e t u r n  i n d i c a t e s  a n  a d j u s t e d  g r o s s  i n c o m e  i n  e x c e s s  o f  

$ 1 5 , 0 0 0 ;  L o u i s i a n a  —  f u n d e d  b y  a  $ 2 . 0 0  s e r v i c e  c h a r g e  o n  e a c h  

a d m i t t e d  h o s p i t a l  d a y  a n d  $ 1 . 0 0  c h a r g e  f o r  a d m i t t a n c e  t o  a n  

a m b u l a t o r y  s u r g e r y  c e n t e r .  F e e s  a r e  p a i d  b y  a l l  p r i v a t e  p a y e r s  

a s  a  m e d i c a l  e x p e n s e ;  M a i n e  —  a s s e s s m e n t  o n  a l l  r e v e n u e s  o f  

h o s p i t a l s  i n  t h e  s t a t e .

An a d e q u a t e  p r e m i u m  m u s t  b e  c h a r g e d  t o  t h e  i n s u r e d ,  r e f l e c t ­

i n g  t h e  i n c r e a s e d  r i s k  t h a t  w i l l  b e  b o r n e  d u e  t o  t h e i r



p r e e x i s t i n g  m e d i c a l  c o n d i t i o n .  S B - 7 4 ,  a s  p r o p o s e d ,  p e r m i t s  a  

m a x im u m  p r e m i u m  o f  1 2 5  p e r c e n t  o f  t h e  a v e r a g e  o f  f i v e  A s s o c i a t i o n  

m e m b e r s '  s t a n d a r d  p r e m i u m s  f o r  s i m i l a r - t y p e  b e n e f i t s .  C S S S S B - 3 0 4  

( 1 9 9 0 )  i n c l u d e d  a  1 5 0  p e r c e n t  p r e m i u m  b a s e d  o n  t h e  a v e r a g e  o f  a n  

e s t i m a t e  o f  f i v e  A s s o c i a t i o n  m e m b e r s '  s t a n d a r d  p r e m i u m  f o r  l i k e -  

t y p e  b e n e f i t s .  I t  i s  o u r  u n d e r s t a n d i n g  t h a t  S e n a t o r  C o g h i l l  a n d  

t h e  g r o u p  o f  i n t e r e s t e d  p a r t i e s  h a d  f u r t h e r  a g r e e d  t h a t  t h e  

p r e m i u m  w o u l d  b e  r a i s e d  t o  1 7 5 - 2 0 0  p e r c e n t  o f  s t a n d a r d  r i s k .

M o s t  s t a t e  i n s u r a n c e  r i s k  p o o l  p l a n s  a l l o w  p r e m i u m s  g r e a t e r  t h a n  

1 2 5  p e r c e n t .  T h e r e f o r e ,  we s t r o n g l y  e n c o u r a g e  t h e  c o m m i t t e e  t o  

i n c r e a s e  t h e  p r e m i u m s  t o  2 0 0  p e r c e n t  o f  t h e  a v e r a g e  o f  f i v e  

A s s i  i a t i o n  m e m b e r s '  p l a n s .  E v e n  w i t h  a  2 0 0  p e r c e n t  p r e m i u m ,  t h e  

c l a i m s  e x p e r i e n c e  o f  t h e s e  u n i n s u r a b l e  i n d i v i d u a l s  w i l l  b e  

i n a d e q u a t e  t o  c o v e r  a l l  t h e  c l a i m s  l o s s e s .

D e d u c t i b l e s  a r e  a  m e c h a n i s m  t o  r e d u c e  t h e  c o s t  o f  t h e  

i n s u r a n c e  p o l i c y  p r e m i u m  t o  t h e  p u r c h a s e r .  C S S S S B - 3 0 4  c a l l e d  f o r  

t w o  a l t e r n a t i v e  d e d u c t i b l e s :  $ 1 , 0 0 0  a n d  $ 5 , 0 0 0 .  S B - 7 4  h a s

s u b s t a n t i a l l y  r e d u c e d  d e d u c t i b l e s  —  $ 2 0 0 ,  $ 5 0 0  a n d  $ 1 , 0 0 0 .

T o d a y ,  t h e  a v e r a g e  p r i v a t e  s e c t o r  d e d u c t i b l e  f o r  s t a n d a r d  

p o l i c i e s  i s  c o n s i d e r a b l y  h i g h e r  t h a n  $ 2 0 0 .  I n  a d d i t i o n ,  m a n y  

s t a t e  u n i n s u r a b l e  p o o l s  h a v e  d e d u c t i b l e s  s u b s t a n t i a l l y  g r e a t e r  

t h a n  t h o s e  p r o p o s e d  i n  S B - 7 4 .  We r e q u e s t  t h e  c o m m i t t e e  c o n s i d e r  

i n c r e a s i n g  t h e  d e d u c t i b l e  t o  a  m o r e  a p p r o p r i a t e  l e v e l  s u c h  a s  

t h o s e  p r o p o s e d  i n  l a s t  y e a r ' s  C S S S S B - 3 0 4 .

U n l i k e  C S S S S B - 3 0 4 ,  S B - 7 4  i n c l u d e s  M e d i c a r e - e l i g i b l e  p e r s o n s  

w i t h i n  t h e  u n i n s u r a b l e  r i s k  p o o l ,  a l l o w i n g  t h e  p o o l  t o  a c t  a s  a  

M e d i c a r e  s u p p l e m e n t  p l a n .  We o p p o s e  t h i s  i n c l u s i o n ,  a s  t h e
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p u r p o s e  o f  t h e  u n i n s u r a b l e  r i s k  p o o l  i s  t o  p r o v i d e  c o v e r a g e  f o r  

t h o s e  w i t h o u t  a n y  i n s u r a n c e .  P e o p l e  c o v e r e d  u n d e r  M e d i c a r e  h a v e  

c o v e r a g e  a n d  a r e  a l s o  e l i g i b l e  t o  p u r c h a s e  M e d i c a r e  s u p p l e m e n t  

i n s u r a n c e .  M e d i c a r e  s u p p l e m e n t  p o l i c i e s  a r e  a v a i l a b l e  i n  A l a s k a .  

C o n g r e s s  i n c l u d e d  i n  t h e  O m n i b u s  B u d g e t  R e c o n c i l i a t i o n  A c t  o f  

1 9 9 0  —  P . L . 1 0 1 - 5 0 8  —  t h a t  M e d i c a r e  s u p p l e m e n t a r y  p o l i c i e s  m e e t  

s p e c i f i c  N a t i o n a l  A s s o c i a t i o n  o f  I n s u r a n c e  C o m m i s s i o n e r s  (N A IC ) 

s t a n d a r d s .  T h e  NAIC i s  a c t i v e l y  w o r k i n g  o n  t h e  d e v e l o p m e n t  o f  

t h e  t e n  v a r i a t i o n s  w h i c h  w i l l  b e  b e f o r e  t h e  N A IC  f o r  a d o p t i o n  

l a t e r  t h i s  y e a r .  T h e r e f o r e ,  w e  d o  n o t  s e e  t h e  n e e d  f o r  i n c l u s i o n  

o f  M e d i c a r e  s u p p l e m e n t  c o v e r a g e  w i t h i n  t h e  u n i n s u r a b l e  r i s k  p o o l  

a n d  u r g e  t h e  c o m m i t t e e  t o  r e m o v e  t h a t  p r o v i s i o n  w h i c h  i s  

2 1 . 5 5 . 1 0 0 ( b )  o n  p a g e  3 .  C S S S S B -3 0 4  d i d  n o t  i n c l u d e  M e d i c a r e  

s u p p l e m e n t a r y  i n s u r a n c e  w i t h i n  t h e  u n i n s u r a b l e  r i s k  p o o l .

S B - 7 4  r e q u i r e s  a  l i f e t i m e  m ax im u m  o f  $ 1  m i l l i o n  p e r  

i n d i v i d u a l .  T h i s  c o v e r a g e  i s  h i g h e r  t h a n  m a n y  o f  t h e  s t a t e  

u n i n s u r a b l e  r i s k  p o o l  p r o g r a m s .  T o  f u r t h e r  m a k e  t h e  p o o l  p r e m i u m  

m o r e  a f f o r d a b l e ,  w e  s u g g e s t  r e d u c i n g  t h e  p o l i c y  l i f e t i m e  m a x im u m  

t o  $ 5 0 0 , 0 0 0  s i m i l a r  t o  t h e  a m o u n t  c o n t a i n e d  w i t h i n  C S S S S B - 3 0 4 .

C S S S S B - 3 0 4  a l l o w e d  f o r  a p r e e x i s t i n g  e x c l u s i o n  o f  12  m o n t h s .  

H o w e v e r ,  S B - 7 4  a l l o w s  o n l y  3 m o n t h s  f o r  s u c h  a n  e x c l u s i o n .  I t  i s  

n e c e s s a r y  t o  c o l l e c t  a n  a d e q u a t e  p r e m i u m  o v e r  a  p e r i o d  o f  t i m e  i n  

o r d e r  t o  c o v e r  t h e  l o s s e s  f o r  e x p e c t e d  c l a i m s ,  a s  f o r  p e o p l e  w i t h  

p r e e x i s t i n g  c o n d i t i o n s .  T h e r e f o r e ,  a  t h r e e - m o n t h  p r e e x i s t i n g  

e x c l u s i o n  i s  a n  i n a d e q u a t e  a m o u n t  o f  t i m e  a n d  w i l l  l e a d  t o  

f u r t h e r  l o s s e s  f o r  t h e  p o o l ,  e s p e c i a l l y  a s  t h e  p r e m i u m  c h a r g e  

w i l l  b e  i n a d e q u a t e  t o  c o v e r  a l l  c l a i m s  i n c u r r e d .  T h e r e f o r e ,  w e
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s t r o n g l y  e n c o u r a g e  t h e  c o m m i t t e e  t o  a m e n d  t h e  3 - m o n t h  p r e e x i s t i n g  

t i m e  l i m i t  t o  12  m o n t h s .

S e c t i o n  2 1 . 5 5 . 2 2 0  a l l o w s  a n  e m p l o y e r  w h o  h a s  o n e  o r  m o r e  

e l i g i b l e  p e r s o n s  e n r o l l e d  i n  a  s t a t e  p l a n  t o  p a y  f o r  t h e  p r e m i u m s  

o f  t h a t  p e r s o n .  We a r e  c o n c e r n e d  t h a t  s u c h  a  p r o v i s i o n  w i l l  

a l l o w  e m p l o y e r s  t o  " d u m p 1' h i g h e r  r i s k  e m p l o y e e s  i n t o  a  s t a t e  p o o l  

w h i c h  i s  a v a i l a b l e  o n l y  f o r  i n d i v i d u a l s  w ho  a r e  m e d i c a l l y  u n i n ­

s u r a b l e ,  i . e . ,  t h o s e  w h o  h a v e  b e e n  d e c l i n e d  h e a l t h  i n s u r a n c e .

T h e  p u r p o s e  o f  t h e  u n i n s u r a b l e  r i s k  p o o l  i s  n o t  t o  r e d u c e  t h e  

c o s t  o f  a n  e m p l o y e r ' s  o v e r a l l  p r e m i u m  f o r  t h e i r  e m p l o y e e s  —  b y  

t h e i r  e l i m i n a t i n g  a  h i g h e r  r i s k  e m p l o y e e  f r o m  t h e  g r o u p  —  b u t  t o  

p r o v i d e  a c c e s s  t o  h e a l t h  i n s u r a n c e  t o  m e d i c a l l y  u n i n s u r a b l e  

i n d i v i d u a l s .  HIAA r e c o g n i z e s  t h a t  s o m e  s m a l l  e m p l o y e r s  h a v e  b e e n  

d e c l i n e d  i n s u r a n c e  b e c a u s e  o n e  o r  m o r e  o f  t h e  e m p l o y e e s  h a v e  

p r o v e n  t o  b e  u n i n s u r a b l e .  H o w e v e r ,  S B - 2 4 2  w i l l  p r e c l u d e  t h a t  

f r o m  o c c u r r i n g ,  a n d  a l l  e m p l o y e e s  o f  a n  e m p l o y e r  w i l l  b e  c o v e r e d .  

T h e r e f o r e ,  p r o v i s i o n s  i n  S B - 2 4 2  n e g a t e  t h e  n e e d  t o  f i n d  h i g h - r i s k  

e m p l o y e e s  a n  a l t e r a t i v e  t o  t h e i r  g r o u p  p l a n .  E m p l o y e r s  s h o u l d  

n o t  b e  e n c o u r a g e d  n o r  g i v e n  t h e  o p p o r t u n i t y  t o  " d u m p 1' h i g h e r  r i s k  

e m p l o y e e s  i n t o  a  s t a t e  u n i n s u r a b l e  r i s k  p o o l .

S e c t i o n  2 1 . 5 5 . 3 0 0  i n  S B - 7 4  d o e s  n o t  i n c l u d e  a  l i s t i n g  o f  

p e r s o n s  w h o  a r e  i n e l i g i b l e  f o r  c o v e r a g e ,  a s  d o e s  S e c t i o n  

2 1 . 5 5 . 3 0 0 ( b )  i n  C S S S S B - 3 0 4 .  I t  i s  i m p e r a t i v e  t o  l i s t  t h o s e  

p e r s o n s  w h o  w o u l d  n o t  b e  e l i g i b l e  f o r  c o v e r a g e ,  i . e . ,  a  p e r s o n  

w h o  a t  t h e  t i m e  o f  a p p l i c a t i o n  i s  e l i g i b l e  f o r  m e d i c a l  

a s s i s t a n c e ;  a  p e r s o n  w h o  t e r m i n a t e d  c o v e r a g e  u n d e r  t h e  c h a p t e r  i n  

t h e  p r e v i o u s  12 m o n t h s ;  o r  t h a t  a  p e r s o n  o n  w h o s e  b e h a l f  t h e  p o o l



h a s  p a i d  o u t  t h e  m ax im u m  l i f e t i m e  b e n e f i t s ;  o r  f o r  p e r s o n s  w h o  

a r e  i n m a t e s  o f  p u b l i c  i n s t i t u t i o n s ;  o r  p e r s o n s  w h o s e  b e n e f i t s  a r e  

d u p l i c a t e d  u n d e r  p u b l i c  p r o g r a m s .

T h e  p u r p o s e  o f  i n s u r a n c e  i s  t o  p r o v i d e  c o v e r a g e  f o r  s o m e  

u n e x p e c t e d ,  f u t u r e  e v e n t .  A l l o w i n g  a p p l i c a n t s  t o  p a y  r e t r o ­

a c t i v e l y  f o r  c o v e r a g e  b a c k  t o  w h e n  t h e i r  p r e v i o u s  c o n t r a c t  w a s  

t e r m i n a t e d  i s  a  v i o l a t i o n  o f  t h e  p r i n c i p l e  o f  i n s u r a n c e .

C o v e r a g e  s h o u l d  b e  b a s e d  o n  a  p r o s p e c t i v e ,  n o t  a  r e t r o s p e c t i v e  

b a s i s .  T h e r e f o r e ,  w e  s t r o n g l y  e n c o u r a g e  S e c t i o n  2 1 . 5 5 . 3 3 0 ( b )  t o  

b e  d e l e t e d .  HI/LA i s  v e r y  w i l l i n g  t c  w o r k  w i t h  t h e  c o m m i t t e e  i n  

d e v e l o p i n g  a  w o r k a b l e ,  a f f o r d a b l e ,  u n i n s u r a b l e  r i s k  p o o l  t h a t  

w i l l  b e  t o  t h e  b e n e f i t  o f  A l a s k a n  m e d i c a l l y  u n i n s u r a b l e  

r e s i d e n t s .  P a r t i c i p a t i o n  b y  h e a l t h  i n s u r e r s  i s  r e q u i r e d  i n  t h e  

u n i n s u r a b l e  r i s k  p o o l ,  a s  a  p r i v i l e g e  o f  d o i n g  b u s i n e s s  i n  

A l a s k a .  I n s u r a n c e  c o m p a n i e s  w a n t  t o  s u p p o r t  a n d  p a r t i c i p a t e  i n  

t h e  r i s k  p o o l .  H o w e v e r ,  t h e  a b s e n c e  o f  a  b r o a d - b a s e d  f i n a n c i n g  

m e c h a n i s m  o r  a  p r e m i u m  t a x  o f f s e t  f o r  t h e  c l a i m s - i n c u r r e d  l o s s e s  

t o  p a y  t h e  r e s i d u a l  l o s s e s  w i l l  r e s u l t  i n  a  f a i l e d  s y s t e m  w i t h  

s e v e r e  f i n a n c i a l  i m p l i c a t i o n s  t o  t h e  i n s u r e r s  l i c e n s e d  i n  A l a s k a .

We t h a n k  t h e  c o m m i t t e e  f o r  i t s  c o n s i d e r a t i o n  o f  

i n c o r p o r a t i n g  t h e  p r o v i s i o n s  o f  C S S S S B -3 0 4  i n t o  S B - 7 4 .
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D e a r  S i r :

I  w a s  r e c e n t l y  a s k e d  t o  m a k e  a  p r e s e n t a t i o n  t o  a n  a c t u a r i a l  
m e e t i n g  o n  t h e  s u b j e c t  o f  s t a t e  p o o l s  f a r  p e o p l e  w h o  a r e  
u n i n s u r a b l e  f o r  h e a l t h  c o v e r a g e s .  T h e  l a r g e r  t o p i c  o f  t h e  
m e e t i n g  w a s  n a t i o n a l  h e a l t h  i n s u r a n c e ,  a n d  I  w a s  a s k e d  
s p e c i f i c a l l y  t o  e x a m i n e  t h e  p o s s i b i l i t y  t h a t  t h e s e  s t a t e  
p o o l s  ( n o w  e x i s t i n g  o r  i n  t h e  p r o c e s s  c £  i m p l e m e n t a t i o n  i n  23  
s t a t e s )  m a y  b e  a  b a c k d o o r  a p p r o a c h  t o  n a t i o n a l  h e a l t h  
i n s u r a n c e .

T h e  s u r v e y  t h a t  I  d i d  i n  p r e p a r a t i o n  f o r  t h i s  p r e s e n t a t i o n  
d e v e l o p e d  s o m e  i n t e r e s t i n g  i n f o r m a t i o n  o n  t h e  f i n a n c i a l  
r e s u l t s  u n d e r  t h o s e  p o o l s ,  d i f f e r e n t  a p p r o a c h e s  t o  f u n d i n g  
u s e d  b y  t h e  v a r i o u s  s t a t e s ,  e l i g i b i l i t y  r e q u i r e m e n t s ,  e t c .

A s  t h e  c o n s u l t i n g  a c t u a r y  w h o  r e v i e w s  1 : i e  p o o l  r a t e s  f o r  t h e  
I n d i a n a  D O I ,  I  h a v e  o f t e n  w i s h e d  t h a t  I  h a d  s u c h  i n f o r m a t i o n  
a v a i l a b l e ;  s o  I  t h o u g h t  y o u  o r  a  m e m b e r  o f  y o u r  s t a f f  m i g h t  
b e  i n t e r e s t e d  i n  t h e  f i n a n c i a l  r e s u l t s  o f  t h e s e  p o o l s ,

I  am e n c l o s i n g  a  s u m m a r y  o f  t h e s e  f i n a r c i a l  r e s u l t s ,  a s  w e l l  
a s  a  c o p y  o f  my p r e s e n t a t i o n .  I f  y o u  : r  a  m e m b e r  o f  y o u r  
s t a f f  w o u l d  l i k e  t o  d i s c u s s  t h i s  m a t e r j a l ,  f e e l  f r e e  t o  
c o n t a c t  m e .  I  c a n  u s u a l l y  b e  r e a c h e d  a L 5 0 2 - 2 4 5 - 1 4 5 9  o n  
M o n d a y  t h r o u g h  T h u r s d a y ,  o r  b y  m a i l  a t  t h e  a d d r e s i  b e l o w .

S i n c e r e l y  y o u r s ,

C . K e i t h  P o w e l l ,  ASA, MAAA 
C o n s u l t i n g  A c t u a r y
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A s  o f  1 9 8 9  t h i r t e e n  s t a t e s  h a d  i n  p l a c e  r e l a t i v e l y  m a t u r e  
( o p e r a t i o n a l  f o r  t w o  y e a r s  o r  m o r e )  s t a t e  p o o l s  o f f e r i n g  h e a l t h  
i n s u r a n c e  c o v e r a g e  f o r  r e s i d e n t s  w h o  c a n  n o t  o t h e r w i s e  g a t  h e a l t h  
i n s u r a n c e .  C o u n t i n g  t h e  s t a t e s  w i t h  n e w e r  p r o g r a m s ,  s o m e  
a u t h o r i z e d  b u t  s t i l l  i n  t h e  p r o c e s s  o f  b e c o m i n g  a c t i v e ,  t h e  t o t a l  
i s  n o w  2 3  s t a t e s  w h o s e  p o p u l a t i o n s  r e p r e s e n t  o v e r  50% o f  t h e  p e o p l e  
i n  t h i s  c o u n t r y .  T h i s  i B  a b o u t  f o u r  t i m e s  t h e  n u m b e r  o f  s u c h  p o o l s  
i n  f o r c e  f i v e  y e a r s  a g o  -  a  v e r y  r a p i d  a n d  s u r p r i s i n g l y  l i t t l e  
p u b l i c i z e d  d e v e l o p m e n t .  T h e  o n g o i n g ,  a n d  w o r s e n i n g ,  p r o b l e m  o f  t h e  
l a c k  o f  a v a i l a b i l i t y  o f  p r i v a t e  s e c t o r  c o v e r a g e  f o r  l a r g e  s e g m e n t s  
o f  t h e  p o p u l a t i o n  s e e m s  t o  b e  a  m a j o r  f o r c e  d r i v i n g  t h i s  g r o w t h  o f  
s t a t e  s p o n s o r e d  p o o l s .

I  w o u l d  l i k e  t o  s h a r e  w i t h  y o u  t h e  r e s u l t s  o f  a  r e c e n t  s u r v e y  o f  
t h e s e  p r o g r a m s  t h a t  I  h a v e  c o m p l e t e d .  W h i l e  I  am r a m b l i n g  t h r o u g h  
t h e  s u r v e y  r e s u l t s ,  y o u  m i g h t  w a n t  t o  k e e p  i n  m i n d  t h e  f o l l o w i n g  
r a d i c a l  t h o u g h t s ,  n o t  o r i g i n a l  w i t h  m e :

( i )  W i t h  t h e  g r o w t h  o f  t h e s e  p o o l s ,  w e  m i g h t  b e  s e e i n g  a  f o r m  o f  
n a t i o n a l  h e a l t h  i n s u r a n c e  g r o w i n g  r i g h t  b e f o r e  o u r  e y e s .

( i i )  O f  t h e  a p p r o a c h e s  t o  n a t i o n a l  h e a l t h  i n s u r a n c e  w i t h  a n ^  c h a n c e  
o f  i m p l e m e n t a t i o n ,  t h i s  m i g h t  b e  t h e  o n e  t h a t  i s  m o s t  f a v o r a b l e  t o  
t h e  p r i v a t e  i n s u r a n c e  i n d u s t r y .

N o w , t o  t h e  r e s u l t b o f  t h e  s u r v e y .

( 1 )  E l i g i b i l i t y  R e q u i r e m e n t s .

I t  i s  d i f f i c u l t  t o  g e n e r a l i z e  a b o u t  e l i g i b i l i t y  r e q u i r e m e n t s ,  b u t  
t h e  m o s t  co m m o n  o n e  i s  a n  i n d i v i d u a l ' s  s t a t u s  a s  u n i n s u r a b l e  f o r  
r e a s o n s  o f  h e a l t h .  T h e r e  a r e  o t h e r  r e q u i r e m e n t s  i n  s e v e r a l  s t a t e s ,  
a n d  t h e  t y p e  o f  p r o o f  o f  e l i g i b i l i t y  b a s e d  o n  t h e  s t a t u s  o f  
u n i n s u r a b l e  f o r  r e a s o n s  o f  h e a l t h  v a r i e s  c o n s i d e r a b l y  b y  s t a t s .

( 2 )  F i n a n c i a l  R e s u l t s .

I f  y o u  l o o k  a t  1 9 8 9  r e s u l t s  f o r  t h e  t h i r t e e n  r e l a t i v e l y  m a t u r e  
p l a n s ,  t h e r e  w a s  $ 6 8  m i l l i o n  o f  c o l l e c t e d  p r e m i u m s  a n d  $ 1 1 2  m i l l i o n  
o f  p a i d  c l a i m s ,  f o r  & p a i d  l o s s  r a t i o  o f  1 6 5 % . T h e  a d m i n i s t r a t i v e  
c o s t  o f  $ 9  m i l l i o n  waB a b o u t  8% o f  c l a i m s .  I f  y o u  t a k e  o u t  t w o  
l a r g e  s t a t e #  ( C o n n e c t i c u t  a n d  M i n n e s o t a )  t h a t  a r e  a t y p i c a l  i n  
c e r t a i n  i m p o r t a n t  r e s p e c t s ,  t h e  " l o s s  r a t i o "  d r o p s  f r o m  t h e  165%  
a b o v e  t o  a b o u t  1 3 9 % , O f  t h e  r e m a i n i n g  e l e v e n  s t a t e s ,  s e v e n  s h o w  
l o s s  r a t i o s  i n  t h e  125% t o  150% r a n g e .

I  t h i n k  t h a t  t h i s  l o « s  r a t i o  r a n g e  o f  125% t o  150% i s  a b o u t  w h e r e
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i t  s h o u l d  b e .  T h i s  i s  my c o n c l u s i o n  b a s e d  o n  l o o k i n g  a t  
c o m m u t a t i o n  f u n c t i o n s  f o r  h e a l t h  i n s u r a n c e  c l a i m s  a n d  m a k i n g  s o m a  
g u e s s e s  a b o u t  a n t i s e l e c t i o n  i n  t h e  b i g g e r  c l a i m s .  I t  i s  a l s o  b o r n e  
o u t  a s  o r d e r  o f  m a g n i t u d e  r e a s o n a b l e  b y  c o n v e r s i o n  e x p e r i e n c e ,  
e x p e r i e n c e  o n  s o m e  B l u e  C r o s s  p l a n s  t h a t  a r e  n o t  u n d e r w r i t t e n ,  a n d  
s o m e  s o c i a l  i n s u r a n c e  e x p e r i e n c e .

W hen  y o u  l o o k  a t  d e t a i l s ,  r e s u l t s  a r e ,  a s  y o u  w o u l d  e x p e c t ,  a l l  
o v e r  t h e  p l a c e  f o r  r e a s o n s  s u c h  a s  r a t e  o f  g r o w t h ,  p o s i t i o n  i n  t h e  
r a t i n g  c y c l e ,  e t c .  W i t h i n  t h e  e l e v e n  m o r e  n o r m a l  p l a n s ,  t h e  p a i d  
l o s s  r a t i o s  f o r  1 9 6 9  r a n g e  f r o m  a  l o w  o f  72% t o  a  h i g h  o f  1 7 2 % .

T h e  l o w  l o s s  r a t i o  o f  72% w a s  f r o m  W a s h i n g t o n ,  a  v a r y  f a s t  g r o w i n g  
p l a n  t h a t  h a d  $ 1 2 2 , 0 0 0  o f  c o l l e c t e d  p r e m i u m  i n  1 9 8 8  a n d  $ 2 , 0 6 5 , 0 0 0  
i n  1 9 8 9 .  U n d e r  t h e s e  c o n d i t i o n s  a  p a i d  c l a i m s  /  c o l l e c t e d  p r e m i u m  
l o s s  r a t i o  u n d e r s t a t e s  i n c u r r e d  c l a i m  /  e a r n e d  p r e m i u m  e x p e r i e n c e  
d u e  t o  t h e  c l a i m s  r e p o r t i n g  a n d  p r o c e s s i n g  l a g  a n d  t o  t h e  f a j l l u r a  
o f  c o l l e c t e d  p r e m i u m s  t o  r e f l e c t  t h e  f a c t  t h a t  s o m a  o f  t h e  
c o l l e c t e d  p r e m i u m *  a r e  n o t  f u l l y  e a r n e d .  T h e  W a s h i n g t o n  p l a n  a l s o  
h a s  a  s i x  m o n t h  /  s i x  m o n t h  p r e e x i s t i n g  c o n d i t i o n  e x c l u s i o n .  Z n  
t h e  p r e s e n c e  o f  s u c h  f a s t  g r o w t h ,  a  g r e a t  d e a l  o f  t h e  e x p e r i e n c e  
w i l l  s t i l l  b e  d r i v e n  b y  t h e  p r e - e x  p e r i o d  a n d  a s  s u c h  t h e  l o s s  
r a t i o s  w i l l  b e  c o n s i d e r a b l y  l o w e r  t h a n  u l t i m a t e  e x p e r i e n c e  s h o u l d  
s h o w .

T h e  I o w a  p l a n ,  w i t h  i t s  l o s s  r a t i o  o f  1 1 2 % , i s  a n o t h e r  v e r y  f a s t  
g r o w t h  c a s e .

T h e  h i g h  l o s s  r a t i o  o f  172% f o r  1 9 8 9  c o m e s  f r o m  r i g h t  h e r e  i n  
I n d i a n a .  T h i s  r e s u l t e d  f r o m  s o m e  v e r y  s p e c i a l  c i r c u m s t a n c e s .  T h e  
I n d i a n a  p l a n  t r i e d  t o  g e t  a p p r o v a l  f o r  a n  i n c r e d i b l y  l a r g e  r a t e  
i n c r e a s e  t o  b e  e f f e c t i v e  7 / 1 / 8 9 .  T h e  DOI c h a l l e n g e d  t h e  r a t e  
i n c r e a s e  a l l  o v e r  t h e  p l a c e ,  a n d  i t  w a s  f i n a l l y  a p p r o v e d  u n d e r  t h e  
I n d i a n a  d e e m e r  p r o v i s i o n  e f f e c t i v e  1 2 / 1 / 6 9 .  T h e  e f f e c t  o f  t h i s  
d e l a y  c o n t r i b u t e d  t o  t h e  h i g h  l o s s  r a t i o  i n  I n d i a n a  f o r  1 9 8 9 .  J u s t  
a s  a  f o o t n o t e  t o  t h i s  s t o r y ,  a s  s o m e  o f  t h e  I n d i a n a  p a r t i c i p a n t s  
m i g h t  k n o w ,  t h e  i n c r e d i b l y  h i g h  s e t  o f  r a t e s  w a s  r e s c i n d e d  i n  1 9 9 0  
a n d  t h e  s t a t s  p l a n  a g r e e d  t o  m a k e  p a r t i a l  r e f u n d s  o f  t h e  e x c e s s i v e  
p o r t i o n  o f  t h e  p r e m i u m s »

A g a i n ,  t h e  p u r p o s e  o f  t h i s  d e t a i l  i s  t o  p r e s e n t  a n  a r g u m e n t  t h a t  
m o B t  o f  t h e  p l a n s  t e n d  t o  h a v e  c a s h  l o s s  r a t i o s  i n  t h e  r ^ n g e  o f  
125% t o  1 5 0 % . A s  y o u  m i g h t  e x p e c t ,  t h e  r e s u l t s  b y  s t a t e  a r e  a l l  
o v e r  t h e  p l a c e  d u e  t o  s u c h  f a c t o r s  a r e  r a t e  o f  g r o w t h ,  t h e  p r e ­
e x i s t i n g  c o n d i t i o n  e x c l u s i o n  p r o v i s i o n s ,  a n d  t h e  p l a n  p o s i t i o n  i n  
i t s  r a t i n g  c y c l e .

On a d d i t i o n a l  t h o u g h t  b r i d c i n g  d e s i g n  a n d  p r i c i n g  i s  t h a t  t h e r e  i s  
s u r p r i s i n g l y  l i t t l e  e x c l u s i v e  p r o v i d e r  d e s i g n  i n  t h e s e  p l a n s .  T h i s  
c o u l d  b e  t h e  o n e  a n g l e  t h a t  c o u l d  r e a l l y  c o n t r i b u t e  t o  b r i n g i n g
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d o w n  t h e  l o s e  r a t i o s  s o m e w h a t .  I t  s h o u l d  b o  p o s s i b l e  t o  g o t  s o m e  
e x c e l l e n t  d i s c o u n t s  f r o m  h o s p i t a l  a n d  p h y s i e i a v i  p r o v i d e r s  b y  
p r o m i s i n g  t h e m  t h e s e  v e r y  h i g h  u s i n g  p o p u l a t i o n s .

( 3 )  F u n d i n g  M e c h a n i s m .

P r e m i u m s  a i e  m o s t  o f t e n  s e t  a t  125% t o  150% o f  t h e  florae v e r s i o n  o f  
a n  a v e r a g e  p r i c e  f o r  u n d e r w r i t t e n  p r o d u c t s  i n  t h e  o t a t e .  T h i s  
p r i c e  r e a s o n  p o p s  u p  f o r  m a n y  r e a s o n s .

A t  t h e  l o w  e n d  o f  t h e  125% t o  150% r a n g e ,  i t  i s  p r o b a b l y  a  f r i e n d l y  
g e s t u r e  t o  t h e  i n s u r a n c e  i n d u s t r y  t o  t r y  t o  k e e p  t h e  p r i c e  a b o v e  
125% o f  t h e  a v e r a g a  h o t  s e l l i n g  u n d e r w r i t t e n  r a t e .  B y  k e e p i n g  t h e  
r a t e  25% o v e r  t h e  a v e r a g e  s e l l i n g  r a t e  f o r  u n d e r w r i t t e n  p r o d u c t s ,  
i t  i s  s a f e  t o  a s s u m e  t h a t  t h e r e  w i l l  b e  l i t t l e  o r  n o  l o s s  o f  
p r i v a t e  s e c t o r  u n d e r w r i t t e n  b u s i n e s s  t o  t h e  p o o l s .  N o t i c e  t h a t  b u t  
f o r  t h i s  p o i n t  o f  w a n t i n g  t o  p r o t e c t  t h e  p r i v a t e  s e c t o r  y o u  c o u l d  
l o g i c a l l y  j u s t i f y  h o l d i n g  t h e  p o o l  r a t e  b e l o w  125% o f  t h e  a v e r a g e  
B e l l i n g  r a t a  - f o r  a n  u n d e r w r i t t e n  p r o d u c t .  R e c a l l  t h a t  t h e  
u n d e r w r i t t e n  r a t e B  g e n e r a l l y  t a r g e t  50% t o  70% l o s s  r a t i o s ,  n o  a  
p o o l  r a t e  b a s e d  o n  125% o f  t h e  a v e r a g e  u n d e r w r i t t e n  s e l l i n g  r a t e  
m e a n s  t h a t  t h e  p o o l  i s  a l l o c a t i n g  t w i c e  a s  h i g h  a  p e r c e n t  o f  
p r e m i u m  t o  b e n e f i t  c o s t s  aB t h e  p r i v a t e  s e c t o r  p r o d u c t  d o e s .

I f  y o u  g o  m u c h  h i g h e r  t h a n  t h i s  r a n g e  o f  125% t o  150% o f  t h e  
a v e r a g e  u n d e r w r i t t e n  s e l l i n g  r a t e  a  l o o k  a t  c l a i m s  d i s t r i b u t i o n s  
a n d  a l m o s t  a n y  r e a s o n a b l e  g u e s s e s  a b o u t  a n t i o e l e c t i o n  s h o w  t h a t  t h e  
p r o d u c t  w i l l  b e  p r i c e d  w e l l  a b o v e  " r e a s o n a b l e "  f o r  a  v e r y  l a r g e  
p o r t i o n  o f  t h e  p e o p l e  n e e d i n g  t h e  p r o d u c t .  T h i s  w o u l d  d i s c o u r a g e  
p u r c h a s e  o f  p o o l  p r o d u c t s  b y  n o t  o n l y  a  l a r g e  n u m b e r  o f  t h e  p e o p l e  
w h o  n e e d  i t  b u t  a l s o  b y  t h e  v e r y  p e o p l e  w h o  d o  n o t  t e n d  t o  
c o n t r i b u t e  l a r g e  l o s s e s  t o  t h e  p o o l .

T h e  l i n k a g e  b e t w e e n  t h i s  125% t o  150% a n d  t h e  e m e r g i n g  l o s s  r a t i o s  
o f  125% t o  150% m e n t i o n e d  e a r l i e r  i s  v e r y  t e n u o u s .  T h e r e  a c t u a l l y  
m i g h t  b e  a  l i t t l e  b i t  o f  a  l i n k a g e ,  b u t  i t  i s  p r e t t y  f a r  o u t  t h e r e  
a n d  i t  i s  p r o b a b l y  b e s t  t o  t h i n k  o f  t h e m  a s  u n r e l a t e d  c o n c e p t s .

R e m a i n i n g  c o s t s  ( i n  a d d i t i o n  t o  p r e m i u m s )  a r e  u s u a l l y  p a i d  b y  
e i t h e r  ( i )  t h e  i n s u r a n c e  i n d u s t r y  i n  t h e  s t a t e  o r  ( i i )  l o c a l  h e a l t h  
c a r e  p r o v i d e r s ,  a n d  t h e r e  i s  o f t e n  s o m e  k i n d  o f  t a x  o f f s e t  t h a t  
u l t i m a t e l y  b r i n g s  i t  t o  r o o s t  o n  g e n e r a l  r e v e n u e s .

( 4 )  N a t i o n a l  B e a l t h  I n s u r a n c e  I m p l i c a t i o n s .

I n  1 9 8 9 ,  13  s t a t e s  ( r e p r e s e n t i n g  r o u g h l y  20% o f  t h e  U .  S .
p o p u l a t i o n )  p a i d  $ 1 1 2 , 0 0 0 , 0 0 0  i n  h e a l t h  b e n e f i t  c o s t s  t o  p r o v i d e r s ,  
$ 9 , 0 0 0 , 0 0 0  f o r  a d m i n i s t r a t i o n  m a i n l y  t o  t h e  i n s u r a n c e  i n d u s t r y ,  f o r  

a  t o t a l  c o s t  o f  $ 1 2 1 , 0 0 0 , 0 0 0 .  i n i s  w a s  o f f s e t  b y  $ 6 8 , 0 0 0 , 0 0 0  i n  
p r e m i u m s  c o l l e c t e d ,  f o r  a  n e t  c c B t  o f  $ 5 3 , 0 0 0 , 0 0 0 .  W i t h  a l l  k i n d B
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o f  c a v e a t s ,  e x t r a p o l a t i n g  t h a t  t o  t h e  e n t i r e  U . S .  w o u l d  h a v e  c o a t  
l e s s  t h a n  $ 3 0 0 , 0 0 0 , 0 0 0 .  T h e s e  n u m b e r s  r e l a t e  t o  p r o g r a m s  t h a t  a r e  
a l m o s t  e x c l u s i v e l y  f r e e d o m  o f  c h o i c e  a r r a n g e m e n t s  t h a t  h a v e  m a d e  
v e r y  l i t t l e  e f f o r t  t o  g e t  t h e  s a v i n g s  f r o m  e x c l u s i v e  p r o v i d e r  
a r r a n g e m e n t s ;  a n d  p r o p e r  u s e  o f  e x c l u s i v e  p r o v i d e r  a r r a n g e m e n t s  
c o u l d  i n t r o d u c e  a n  e l e m e n t  o f  s a v i n g s .  A g a i n ,  w i t h  s t i l l  m o r e  
c a v e a t s ,  i t  h a d  n o  d i r e c t  i m p a c t  o n  t h e  f e d e r a l  d e f i c i t .

N o t e  h o w  n i c e l y  t h e s e  p o o l s  d o v e t a i l  w i t h  e x i s t i n g  p u b l i c  a n d  
p r i v a t e  h e a l t h  i n s u r a n c e  p r o g r a m s .

M e d i c a r e  a n d  M e d i c a i d  a r e  t h e  m a j o r  s o c i a l  i n s u r a n c e  p r o g r a m s  i n  
t h i s  c o u n t r y .  M e d i c a r e  p e o p l e  g e n e r a l l y  d o  n o t  n e e d  t h e  p o o l  
b e n e f i t s  b e c a u s e  t h e  M e d i c a r e  p r o g r a m  i t s e l f  i s  s o  c o m p r e h e n s i v e .  
M e d i c a i d  p e o p l e  g e n e r a l l y  a l r e a d y  h a v e  s o m e  k i n d  o f  h a l f  w a y  d e c e n t  
b e n e f i t s .  T h e y  a r e  n o t ‘ a s  g e n e r o u s  a s  t h o s e  i n  t h e  s t a t e  p o o l s ,  
b u t  t h e n  M e d i c a i d  p e o p l e  g e n e r a l l y  p a y  n o t h i n g  f o r  t h e i r  b e n e f i t s .

I  am g o i n g  t o  t r y  t o  s u m m a r i z e  t h e  v a l u e  o f  t h i s  c o n c e p t  o f  
n a t i o n a l  h e a l t h  i n s u r a n c e  t o  t h e  i n s u r a n c e  i n d u s t r y ,  a t  t h e  r i s k  
o f  g e t t i n g  u p  o n  t h e  s o a p  b o x .

O v e r  t h e  l a s t  h a l f  c e n t u r y  t h e  p r i v a t e  h e a l t h  i n s u r a n c e  i n d u s t r y  
h a s  p r o v e d  i t s e l f  t o t a l l y  i n c a p a b l e  o f  p r o v i d i n g  s i g n i f i c a n t  
m e d i c a l  e x p e n s e  b e n e f i t s  o n  a n  i n d i v i d u a l  b a s i s  t o  p e o p l e  wi+*h 
s e r i o u s  h e a l t h  p r o b l e m s ,  i n  s p i t e  o f  t h e  f a c t  t h a t  t h e s e  p e o p l e  b e g  
f o r  o u r  p r o d u c t s  a n d  a r e  w i l l i n g  t o  p a y  a l m o s t  a n y t h i n g  a s k e d  f o r  
t h e  b e n e f i t s .  A t  l e a B t  f o r  f r e e d o m  o f  c h o i c e  i n s u r e r s  t h e r e  i s  n o  
r e a s o n  t o  b e l i e v e  t h a t  t h i s  i s  c h a n g i n g ,  a n d  i n  f a c t  t h e  p r o b l e m  
s e e m s  t o  b e  w o r s e n i n g  e a c h  y e a r  h e a l t h  c a r e  c o s t s  g r o w  f a s t e r  t h a n  
o t h e r  c o o t s .  W h i l e  t h i s  i s  a  v e r y  s e r i o u s  i n d i c t m e n t  o f  o u r  
i n d u s t r y ,  i t  d o e s  p o i n t  o u t  t h a t  t h e  p e o p l e  t h a t  w e  a r e  l o s i n g  t o  
t h e s e  p o o l s  a r e  t h e  v e r y  p e o p l e  t h a t  w e  c o u l d  n o t  h a n d l e  a n y w a y .  
I n  f a c t ,  t h e  p a y m e n t s  t h a t  t h e  h e a l t h  i n s u r a n c e  i n d u s t r y  r e c e i v e s  
t o  a d m i n i s t e r  t h e  b e n e f i t s  f o r  t h e s e  p e o p l e  p r o b a b l y  e x c e e d s  
a g g r e g a t e  p r e m i u m s  t h a t  t h e  i n d u s t r y  c o u l d  c o l l e c t  f r o m  t h e m  f o r  
m e a n i n g f u l  m e d i c a l  e x p e n s e  b e n e f i t s ;  a n d  a b s e n t  s t a t e  l e g i s l a t i o n  
m a k i n g  t h e  c o s t  f a l l  d i r e c t l y  o n  i n s u r e r s ,  i t  c o m e s  w i t h o u t  
u n d e r w r i t i n g  l o s s e s  o r  s i g n i f i c a n t  f i n a n c i a l  r i s k B .

T h e s e  p o o l s  l e a v e  w i t h  t h e  h e a l t h  i n d u s t r y  t h e  v e r y  p e o p l e  t h a t  t h e  
h e a l t h  i n s u r a n c e  m o s t  w a n t s  a n d  t a k e s  t h e  p e o p l e  t h a t  t h e y  d o  n o t  
w a n t .

W i t h  c a v e a t s ,  I  w o u l d  l i k e  t o  s u g g e s t  t h a t  t h i s  m a y  b e  t h e  f e a s i b l e  
a p p r o a c h  t o  n a t i o n a l  h e a l t h  t h a t  i b  k i n d e s t  t o  t h e  h e a l t h  i n s u r a n c e  
i n d u s t r y .
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U n i n s u r a b l e  P o o l  D a t a 1

P r e m s , C l a i m s A d m i n . L o s s  A d m in
S t a t e C o l , P a i d P a i d R a t i o  (% C l a i m s

C o n n e c t i c u t
1 9 8 3 3 1 3 4 8 8 9 3 4 4 2 2 2 3 2 7 2 5 5 0 1 0 9 ,8 0 % 7 . 9 2 %
1 9 6 4 3 4 7 3 1 4 5 4 4 5 4 4 5 1 3 1 5 4 5 0 1 2 8 .2 5 % 7 .0 8 %
1 9 8 5 3 2 8 5 7 6 2 4 5 7 9 4 6 1 2 7 6 3 7 9 1 3 9 .3 7 % 6 .0 4 %
1 9 8 6 3 5 3 2 9 4 1 4 2 0 3 8 3 3 2 4 6 1 5 6 1 1 8 .9 9 % 5 .8 6 %
1 9 8 7 3 1 8 6 4 7 6 6 6 6 3 0 8 1 3 3 7 2 3 5 2 0 9 .1 1 % 3 . 0 6 %
1 9 8 8 3 4 6 0 3 3 7 7 2 9 3 4 3 4 4 1 2 9 4 2 2 1 0 .7 7 % 5 .6 6 %
1 9 8 9 4 4 9 5 8 7 2 1 0 4 3 8 0 0 0 5 6 7 8 2 6 2 3 2 .1 7 % 5 .4 4 %

C o m m e n t  -  T h e s e r e s u l t s  m ay  n o t  b e  t y p i c a l  d u e t o  t h e  p r e s e n c e  o f
B l u e  C r o s s  p l a n i n  t h e  p r o c e s s  o f  b e i n g  p h a s e d o u t .

F l o r i d a
'

1 9 8 3 2 3 7 5 9 0 0 0 .0 0 % ERR
1 9 8 4 5 0 5 7 9 3 1 4 1 4 3 0 6 9 1 1 4 2 / . 9 6 % 4 8 . 8 7 %
1 9 8 5 1 1 0 7 5 8 1 7 7 4 1 7 4 1 0 3 9 4 6 6 9 .9 0 % 1 3 .4 3 %
1 9 8 6 1 7 7 0 1 7 1 1 6 8 6 1 9 5 1 8 4 8 8 9 9 5 .2 6 % 1 0 .9 6 %
1 9 8 7 2 8 5 8 1 7 3 3 9 6 3 7 1 0 3 5 7 0 1 7 1 3 8 .6 8 % 9 .0 1 %
1 9 8 8 5 2 9 4 4 4 6 8 5 8 1 4 6 8 1 1 3 4 9 9 1 1 6 2 .0 8 % 1 3 .2 3 %
1 9 8 9 1 2 4 4 3 9 6 0 1 7 4 2 5 0 2 5 2 8 1 0 7 2 3 1 4 0 .0 3 % 1 6 .1 3 %

I n d i a n a
1 9 8 3 2 3 5 2 1 7 9 2 1 7 8 7 8 5 6 5 1 2 9 .2 6 % 2 5 .9 4 %
1 9 8 4 6 3 5 6 9 9 5 6 8 4 3 6 9 1 2 5 6 4 6 2 1 0 7 .6 6 % 3 .7 5 %
1 9 8 5 7 5 0 5 1 4 4 9 5 1 8 7 5 9 2 5 3 5 2 4 1 2 6 .8 3 % 2 .6 6 %
1 9 8 6 7 1 9 7 7 7 4 1 1 5 5 2 4 9 4 4 4 3 7 9 1 1 6 0 .5 0 % 3 .8 4 %
1 9 8 7 6 3 0 3 7 0 7 1 1 5 6 4 6 0 2 4 5 9 4 6 2 1 8 3 .5 2 % 3 .9 7 %
1 9 8 8 5 6 0 7 9 0 8 9 6 4 0 5 1 9 5 0 0 6 4 3 1 7 1 .9 1 % 5 .1 9 %
1 9 8 9 6 2 1 0 7 0 1 1 0 6 9 0 6 1 0 6 7 0 5 6 5 1 7 2 .1 3 % 6 .2 7 %

C o m m e n t  - T h e I n d i a n a  l o s s  r a t i o s  f o r  t h e  l a s t  :f e w  y e a r s  a r e h e l d
a r t i f i c i a l l y l o w  d u e  t o  t h e  r e l u c t a n c e  o f  t h e  p o o l  t o  r a i s e  r a t e s

I o w a
1 9 8 7 1 6 4 9 9 5 5 6 7 2 5 1 6 5 6 0 3 4 .3 8 % 2 9 . 1 9 %
1 9 8 8 1 0 0 8 6 9 1 1 2 4 9 1 5 9 8 2 5 6 0 1 2 3 .8 4 % 6 .6 1 %
1 9 8 9 2 8 7 6 2 5 1 3 2 3 2 2 2 7 3 3 9 6 6 0 1 1 2 .3 8 % 1 0 .5 1 %

C o m m e n t  - T h e I n d i a n a  l o s s  r a t i o s  f o r  t h e  l a s t  :f e w  y e a r s  a r e h e l d
a r t i f i c i a l l y l o w  d u e  t o  t h e  r e l u c t a n c e  o f  t h e  p o o l  t o  r a i s e  r a t e s
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U n in s u r a b le  P o o l  D ata

M a i n e
1 9 8 8
1 9 8 9

M i n n e s o t a

S t a t e
P r a m s • 
C o l .

1 5 1 7 9
2 2 8 1 8 9

C l a i m o
P a i d

A d m i n .
P a i d

L o a a
P a t i o

A d m in  
(% C l a i m s )

0
2 9 0 1 7 9

3 3 9 6 0
8 1 2 6 5

0 .0 0 %
1 2 7 .1 7 %

ERR
2 8 . 0 1 %

1 9 8 3 4 0 8 2 3 5 1 6 9 8 1 9 6 7 3 8 3 7 4 1 1 7 1 .0 3 % 5 .5 0 %
1 9 8 4 6 4 1 3 8 2 9 9 7 6 1 8 3 5 6 6 5 1 0 0 1 5 2 .2 0 % 6 .6 1 %
1 9 8 5 9 4 9 2 4 3 8 1 3 3 2 4 9 9 2 9 8 4 5 1 4 1 4 0 .3 7 % 7 .2 9 %
1 9 8 6 1 0 7 7 2 4 5 4 1 8 9 1 3 8 7 9 9 0 4 8 8 6 1 7 5 .5 8 % 4 . 7 8 %

. 1 9 8 7 1 1 4 0 7 2 8 1 2 1 8 9 3 3 5 8 9 2 8 7 7 3 1 9 1 .9 2 % 4 .2 4 %
1 9 8 8 1 4 1 9 7 2 1 9 2 7 0 9 8 5 9 6 1 3 4 0 5 6 2 1 9 0 .8 7 % 4 .9 5 %
1 9 8 9 1 8 4 5 9 4 8 2 3 8 3 7 3 5 7 8 2 1 1 5 8 9 2 2 0 7 .8 8 % 5 .5 1 %

M o n t a n a
1 9 0 7 9 8 7 0 0 9 7 5 9 0 .0 0 % ERR
1 9 8 8 9 7 0 2 6 6 5 3 7 4 1 4 6 7 5 6 7 .3 8 % 2 2 .4 5 %
1 9 8 9 3 1 6 2 7 6 3 9 5 0 5 0 2 4 5 2 3 1 2 4 .9 1 % 6 .2 1 %

N e b r a s k a
1 9 8 6 8 4 1 4 0 1 1 5 5 8 0 .0 0 % ERR
1 9 8 7 4 5 8 8 5 7 4 4 3 2 3 8 1 4 6 0 0 9 6 .6 0 % 3 .2 9 %
1 9 8 8 1 2 2 1 7 9 2 1 8 0 8 8 1 3 5 7 0 9 7 1 4 8 .0 5 % 3 .1 6 %
1 9 8 9 2 5 7 2 2 1 3 4 0 8 8 8 1 6 1 2 8 2 2 3 1 5 8 .9 6 % 3 .1 4 %

New M e x i c o
1 9 8 8 2 3 3 0 5 3 1 2 7 3 9 9 1 0 3 4 7 5 5 4 .6 7 % 8 1 .2 2 %
1 9 8 9 1 2 2 2 4 0 0 1 5 6 5 2 2 9 1 5 7 9 4 5 1 2 8 ,0 5 % 1 0 .0 9 %

N o r t h  D a k o t a
1 9 8 3 1 3 8 6 6 6 3 4 5 9 1 8 2 5 3 0 5 2 4 9 . 4 6 % 7 .3 2 %
1 9 8 4 4 5 5 8 7 4 1 0 5 8 S 9 4 3 5 9 0 4 2 3 2 . 2 3 % 3 .3 9 %
1 9 8 5 8 9 4 7 0 1 1 7 0 4 9 8 8 5 6 7 5 6 1 9 0 .5 7 % 3 .3 3 %
1 9 8 6 1 3 2 1 9 9 1 2 8 6 3 8 8 6 1 0 8 7 5 6 2 1 6 .6 3 % 3 .8 0 %
1 9 8 7 1 6 2 6 9 7 0 3 3 8 9 2 2 9 1 7 4 1 3 0 2 0 8 .3 2 % 5 .1 4 %
1 9 8 8 1 9 3 7 9 0 3 3 3 4 0 4 4 1 2 3 4 9 6 4 1 7 2 .3 7 % 7 .0 3 %
1 9 8 9 2 2 6 1 6 3 8 3 6 9 1 4 8 7 2 7 8 0 0 7 1 6 3 .2 2 % 7 .5 3 %

T e n n e s s e e
1 9 8 7 5 5 6 7 6 3 1 7 4 5 0 0 3 .1 3 % 0 .0 0 %
1 9 8 8 3 2 3 6 2 0 4 2 8 0 7 3 3 8 3 1 7 9 3 0 8 6 .7 5 % 1 1 .3 2 %
1 9 8 9 8 4 3 3 9 4 4 1 0 2 1 2 6 4 4 6 2 3 7 4 4 1 2 1 .0 9 % 6 .1 1 %
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U n in s u ra b le  P o o l D ata 3

P r a m s . C l a i m s A d m i n . L o s s  A d m in
S t a t e C o l . P a i d P a i d R a t i o  (% C l a i m s

W a s h i n g t o n B u r n e d I n c u r r e d
1 9 0 8 1 2 4 2 6 0 7 4 1 2 1 7 8 5 7 5 5 9 . 6 5 1 1 0 6 .0 1 %
1 9 8 9 1 9 4 0 3 3 4 2 5 4 3 8 3 9 2 0 4 2 2 1 1 3 1 . 1 0 1 8 .0 3 %

W i s c o n s i n
1 9 8 3 1 2 3 2 3 5 2 2 4 6 3 7 0 3 1 5 6 9 6 4 1 9 9 .9 2 % 6 .3 7 %
1 9 8 4 2 0 7 9 9 9 6 3 1 0 4 6 0 4 1 9 6 3 3 8 1 4 9 .2 6 % 6 .3 2 %
1 9 8 5 2 6 0 0 5 8 6 3 2 6 5 4 9 2 2 1 0 6 4 6 1 2 5 .5 7 % 6 .4 5 %
1 9 8 6 2 8 5 6 2 8 6 3 3 3 6 0 8 7 2 8 4 5 0 0 1 1 6 .8 0 % 8 .5 3 %
1 9 8 7 > .9 5 9 8 6 1 3 9 5 6 0 5 6 3 6 6 2 4 5 1 3 3 .6 6 % 9 .2 6 %
1 9 8 8 ( 0 5 6 6 7 1 5 5 1 8 1 8 9 9 0 6 5 5 0 1 3 6 .0 3 % 1 6 .4 3 %
1 9 8 9 6 6 7 6 6 1 4 9 7 5 4 1 0 3 8 8 5 3 8 3 1 4 6 .0 9 % 9 .0 8 %

C o m m e n t  -  P a r t i c i p a t i n g  i n s u r e r s  a r e  n o t  p e r m i t t e d  a n y  k i n d  o f
c r e d i t  a g a i n s t  p r e m i u m  o r  i n c o m e  t a x e s •

T o t a l
1 9 8 3 1 0 9 6 4 1 9 6 1 3 4 5 1 6 8 9 8 9 5 0 7 2 1 2 2 .6 9 % 6 .6 5 %
1 9 8 4 1 9 2 8 5 6 3 7 2 5 3 6 4 7 0 5 1 5 3 8 3 6 8 1 3 1 .5 2 % 6 .0 6 %
1 9 8 5 2 4 8 8 6 2 1 2 3 3 1 6 7 8 6 6 1 8 8 5 7 6 5 1 3 3 .2 8 % 5 . 6 9 %
1 9 8 6 2 7 4 6 0 0 3 1 4 2 5 5 6 3 7 4 2 1 8 4 5 3 6 1 5 4 .9 8 % 5 . 1 3 %
1 9 8 7 2 9 5 3 0 9 5 ' ' 5 1 9 4 7 4 4 9 2 6 6 3 7 8 1 1 7 5 .9 1 % 5 . 1 3 %
1 9 8 3 4 0 4 9 0 6 8 9 6 7 6 0 4 8 5 1 5 2 1 8 9 4 4 1 6 6 .9 6 % 7 . 7 2 %
1 9 8 9 6 8 1 3 7 8 7 4 1 1 2 7 0 0 7 8 7 8 8 8 7 9 7 7 1 6 5 .4 0 % 7 .8 9 %

T o t a l  -  M i n u s  C o n n e c t i c u t  a n d  M i n n e s o t a
1 9 8 3 3 7 4 6 9 5 6 3 0 2 7 4 9 9 2 3 8 7 8 1 8 0 .8 0 % 7 .8 9 %
1 9 8 4 9 3 9 8 6 6 3 1 1 1 4 8 4 1 9 5 5 7 8 1 8 1 1 8 .6 2 % 5 ,0 0 %
1 9 8 5 1 2 1 0 8 0 1 2 1 5 2 6 3 4 1 3 6 2 4 8 7 2 1 2 6 .0 6 % 4 . 0 9 %
1 9 8 6 1 3 1 5 4 6 3 6 1 9 4 3 6 6 6 2 1 0 3 3 4 9 4 1 4 7 .7 7 % 5 . 3 2 %
1 9 8 7 1 4 9 3 7 1 9 6 2 3 3 9 1 0 1 0 1 3 9 7 7 7 3 1 5 6 .6 0 % 5 . 9 8 %
1 9 8 8 2 2 8 3 3 1 3 3 3 3 2 1 2 8 2 1 3 4 6 5 4 4 0 1 4 5 .4 6 % 1 0 .4 3 %
1 9 8 9 4 5 1 8 2 5 2 0 6 3 8 8 9 2 0 9 6 2 0 4 2 5 9 1 4 1 .4 0 % 9 .7 1 %
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A l a s k a  S t a t e  L e g i s l a t u r e

3111 C Street, Suite 150 
Anchorage, Alaska 99503 

(907) 561-2038

During Session: 
P.O. Box V 

Juneau, Alaska 99811 
(907) 465-4993

Senator Drue Pearce
D i s t r i c t  G

T O : M e m b e r s
S e n a t e  L a b o r  & C o m m e r c e  C o m m i t t e e

FROM: S e n a t o r  D r u e  P e a r c e ,  C h a i r —
S e n a t e  L a b o r  & C o m m e r c e  C o m m i t t e e

DATE: F e b r u a r y  8 ,  1 9 9 1

R E : H e a l t h  I n s u r a n c e  L e g i s l a t i o n

G o r d o n  E .  E v a n s ,  r e p r e s e n t a t i v e  f o r  t h e  H e a l t h  I n s u r a n c e  
A s s o c i a t i o n  o f  A m e r i c a ,  a s k e d  t h a t  t h e  e n c l o s e d  m a t e r i a l  b e  
d i s t r i b u t e d  t o  c o m m i t t e e  m e m b e r s  i n  p r e p a r a t i o n  f o r  h e a r i n g s  t h a t  
t h e  c o m m i t t e e  w i l l  b e  h o l d i n g  d e a l i n g  w i t h  h e a l t h  i n s u r a n c e .

D P : r r m

E n c l o s u r e



Health Insurance Association of America

A p r i l  2 5 ,  1 9 9 0

D e a r  C o l l e a g u e :

E v e r y  y e a r  s t a t e  l e g i s l a t o r s  p r e s e n t  u s  w i t h  a n  e v e r  
i n c r e a s i n g  a m o u n t  o f  l e g i s l a t i o n  i m p o r t a n t  t o  o u r  b u s i n e s s .  
T h e s e  p r o p o s a l s  a r e  e x a m i n e d  a n d  p u r s u e d  i n  l i g h t  o f  H I A A 's  
p o l i c y  o n  a n y  g i v e n  i s s u e .  I n  o r d e r  t o  p l a c e  t h e  A s s o c i a t i o n  
i n  a  p r o a c t i v e  p o s t u r e  a n d  g a i n  w i d e r  u n d e r s t a n d i n g  o f  t h e  
i n d u s t r y ' s  l e g i s l a t i v e  p r o g r a m ,  we h a v e  d e v e l o p e d  k i t s  
d e s c r i b i n g  t h e  b a c k g r o u n d  a n d  e x p l a i n i n g  o u r  p o s i t i o n s  o n  k e y  
i s s u e s  a f f e c t e d  b y  s t a t e  l e g i s l a t i v e  i n i t i a t i v e s .

HIAA i s  g l a d  t o  p r o v i d e  y o u  w i t h  o u r  n e w  S t a t e  H e a l t h  
I n s u r a n c e  I s s u e s  K i t .  P l e a s e  f e e l  f r e e  t o  r e q u e s t  a d d i t i o n a l  
c o p i e s  f o r  l e g i s l a t i v e  a n d  r e g u l a t o r y  a c t i v i t i e s  b y  w r i t i n g  
H IA A , P . O .  B o x  4 1 4 5 5 ,  W a s h i n g t o n ,  D . C .  2 0 0 1 8 .  O u r  g o a l  i s  t o  
e x p o s e  l e g i s l a t o r s ,  r e g u l a t o r y  o f f i c i a l s ,  b u s i n e s s  l e a d e r s  a n d  
p u b l i c  i n t e r e s t  g r o u p s  t o  H I A A 's  s t a t e  l e g i s l a t i v e  p r o g r a m .  
P l e a s e  h e l p  u s  d o  t h i s  b y  d i s t r i b u t i n g  a n y  o f  t h e  i n d i v i d u a l  
i s s u e s  b r i e f s ,  o r  t h e  e n t i r e  k i t ,  a t  h e a r i n g s ,  m e e t i n g s  o r  
v i s i t s  w i t h  p o l i c y m a k e r s .

S i n c e r e l y

W<
S e n i o r  A s s o c i a t e  G e n e r a l  
C o u n s e l

W E E /b a c

E n c l o s u r e s

1025 Connecticut Avenue, NW Vi'ashmgion, DC 20036-3998 202/223-7780 Telecopier 202/223-7897
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ISSUE: ACQUIRED IMMUNE DEFICIENCY SYNDROME
(as of March 1990)

B A C K G R O U N D :  T h e  f i r s t  c a s e  o f  A ID S  in  th e  U n i t e d  S la te s  w a s  d ia g n o s e d  in  1 9 8 0 . A s  o f  s p r in g  1 9 8 9 ,
8 8 ,0 0 0  c a s e s  h a v e  b e e n  r e p o n e d  t o  th e  C e n te r s  f o r  D is e a s e  C o n t r o l ,  w h ic h  e s t im a te s  th a t  
b y  t h e  y e a r  1 9 9 2 , 3 6 5 ,0 0 0  A m e r ic a n s  w i l l  h a v e  d ie d  o f  A ID S  o r  p r o g r e s s e d  t o  t h e  la te r  
s ta g e s  o f  th e  d is e a s e .

D e s p i te  in te n s e  b io m e d ic a l  r e s e a r c h  e f fo r t s ,  th e r e  r e m a in s  n o  c u r e ,  n o r  is  a n  e f f e c t iv e  v a c ­
c in e  l i k e l y  t o  b e  d e v e lo p e d  in  th e  im m e d ia t e  fu tu r e .  H e a l t h  o f f ic ia ls  e s t im a te  t h a t  b e t w e e n  
1 m i l l i o n  a n d  1 .5  m i l l i o n  A m e r ic a n s  a re  in f e c t e d  w i t h  th e  h u m a n  im m u n o d e f ic ie n c y  v i r u s  
(H T V ) .  A v a i la b le  d a ta  s u p p o r t  th e  v i e w  th a t ,  a b s e n t  a n y  e f f e c t iv e  t h e r a p y ,  v i r t u a l l y  a l l  
th o s e  in f e c t e d  w i t h  H I V  w i l l  e v e n t u a l l y  p r o g r e s s  t o  A ID S  o r  s e v e re  H I V  i l ln e s s .

T h e  h u m a n  a n d  f in a n c ia l  c o s ts  o f  t h is  t r a g ic  e p id e m ic  h a v e  b e e n  s ta g g e r in g ,  w i t h  m a n y  
y o u n g  a d u lts  b e in g  s t r i c k e n  d u r in g  t h e i r  m o s t  a c t iv e  a n d  p r o d u c t iv e  y e a rs .  L o s s  o f  w a g e s  
r e s u l t in g  f r o m  i l ln e s s  a n d  d is a b i l i t y  a n d  lo s s  o f  f u t u r e  e a r n in g s  as a  r e s u lt  o f  p r e m a tu r e  
d e a th  a r e  e s t im a te d  a t  $ 7  b i l l i o n  in  1 9 8 6 . A n  o n g o in g  s u r v e y  o f  A ID S - r e la te d  life , a n d  
h e a l t h  in s u r a n c e  c la im s  b y  H IA A - A C L I  m e m b e r  c o m p a n ie s  d o c u m e n ts  th e s e  lo s s e s ,  r e p o r t ­
in g  a n  e s t im a te d  $ 2 6 3  m i l l i o n  in  l i f e  in s u r a n c e  d e a th  c la im s  in  198 7 .

M e d ic a l  c a re  c o s ts  f o r  A ID S  p a t ie n ts  a re  e s t im a te d  a t  $ 3  b i l l i o n  in  1 9 8 8 , a n d  h e a l t h  
in s u r e r s  h a v e  b o r n e  a  s ig n i f i c a n t  p o r t i o n  o f  th is  c o s t .  A l t h o u g h  1 9 8 8  d a ta  a re  n o t  y e t  a v a i l ­
a b le ,  t h e  H L A A -A C L I  s u r v e y  s h o w e d  th a t  m e m b e r  c o m p a n ie s  p a id  $ 3 5 .9  m i l l i o n  in  
i n d iv id u a l  c la im s  a n d  $ 1 8 8  m i l l i o n  in  g r o u p  c la im s  in  1 9 8 7 , th e  la t t e r  r e p r e s e n t in g  m o r e  
th a n  t w ic e  th e  a m o u n .  p a id  d u r in g  th e  p r e v io u s  y e a r .

T h e  c o s t  o f  A ID S  p e r  c a s e  h a s  d e c r e a s e d  o v e r  t im e ,  p r im a r i l y  d u e  t o  d ie  d e v e lo p m e n t  o f  
a lt e r n a t iv e  o u t p a t ie n t  t r e a tm e n ts .  H e a lt h  in s u re r s  h a v e  r e s p o n d e d  q u i c k l y  t o  th e s e  in n o v a ­
t iv e  a p p r o a c h e s ,  a n d  c o m p a n ie s  c o n t in u e  t o  d e v e lo p  m e th o d s ,  t h r o u g h  c a s e  m a n a g e m e n t  
p r o g r a m s ,  t h a t  p r o v id e  a p p r o p r ia t e  a n d  h u m a n e  c a r e  t o  A ID S  p a t ie n ts  w h i le  a t  t h e  s a m e  
t im e  r e a l iz in g  t r e m e n d o u s  c o s t  s a v in g s .  H o m e  c a re ,  a  m a jo r  c o m p o n e n t  o f  c a s e  m a n a g e ­
m e n t ,  c a n  r e s u lt  in  s a v in g s  o f  $ 3 ,0 0 0  to  $ 1 5 ,0 0 0  p e r  m o n t h  a n d  a l lo w s  A ID S  p a t ie n ts  m o r e  
in d e p e n d e n c e .

B e c a u s e  th e r e  is  n o  A ID S  v a c c in e ,  e f f e c t iv e  t r e a t m e n t  o r  c u r e ,  a n d  b e c a u s e  o f  th e  h ig h  
m o r b id i t y  a n c  m o r t a l i t y  a s s o c ia te d  w i t h  H I V  in f e c t io n ,  p e o p le  w i t h  A ID S  a n d  H I V  
in f e c t io n  r e p r e s e n t  m e d ic a l  r is k s  t h a t  m u s t  b e  c o n s id e r e d  u n in s u r a b le .  F o r  m o s t  o f  th e  9 0  
p e r c e n t  o f  th e  in s u r e d  p o p u la t io n  w h o  r e c e iv e  in s u r a n c e  d i r o u g h  d ie  w o r k  p la c e ,  
e v id e n c e  o f  i n d i v i d u a l  h e a l th  s ta tu s  is  n o t  r e q u i r e d .  H o w e v e r ,  f o r  th o s e  c u r r e n d y  u n i n ­
s u r e d  w h o  s e e k  t o  o b t a in  in d iv id u a l  o r  s m a l l  g r o u p  c o v e r a g e ,  h e a l t h  s ta tu s  m u s t  b e  te s te d  
to  d e t e r m in e  in s u r a b i l i t y .  E v id e n c e  o f  1I IV  in f e c t io n  ( l i k e  h e a r t  d is e a s e , d ia b e te s  a n d  c a n ­

c e r ,  f o r  e x a m p le )  w o u ld  n e c e s s a r i ly  r e q u i r e  s o m e  i n i t ia l  r e s t r ic t io n s  o n  c o v e r a g e ,  o r  p o s ­
s ib ly  e x c lu s io n  f r o m  c o v e r a g e .  T h e  11! V  a n t ib o d y  te s t,  n o w  r e g a r d e d  as a r e l ia b le  
i n d ic a t o r  o f  v i r a l  in f e c t io n ,  is  a n  e s s e n t ia l  t o o l  a v a i la b le  t o  in s u re r s  t o  d e t e r m in e  m e d ic a l  
in s u r a b i l i t y .

H ealth Insurance Association o f America
1 0 2 * C o n n e c tic u t \ v c m ie  N , \ \  . W a s h in g to n . DC  2<K)<it 21)2-223- 8 0 .  I-AN 2u2-223-~H>)~
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ISSUE: HEALTH MAINTENANCE ORGANIZATIONS
( a s  o f  M a r c h  1 9 9 0 )

B A C K G R O U N D :  In  s l i g h t l y  m o r e  th a n  a d e c a d e ,  h e a l th  m a in te n a n c e  o r g a n iz a t io n s  (1 I M O s )  h a v e  b e c o m e  a
w e l l - e s t a b l is h e d  fo r c e  in  m o s t  m a jo r  A m e r ic a n  m e t r o p o l i t a n  a re a s . T o d a y ,  I  IM O s  s e r v e  
a p p r o x im a t e ly  1 3  p e r c e n t  o f  d ie  U .S . p o p u la t i o n  a n d  p r o v id e  e f f e c t iv e  c o m p e t i t i o n  f o r  
t r a d i t io n a l  f e e - fo r - s e r v ic e  p la n s .

A lo n g  w i t h  c o n s u m e r  a c c e p ta n c e  o f  I  IM O s  h a v e  c o m e  s o p h is t ic a te d  o v e r s ig h t  p r o c e d u r e s  
b y  s ta te  a u th o r i t ie s .  C o n s u m e r s  in  a l l  s ta te s  a re  c o v e r e d  b y  a w e l l - d e v e lo p e d  f r a m e w o r k  
o f  la w s  a n d  r e g u la t io n s .

I n c r e a s in g  H M O  e n r o l lm e n t s ,  c o u p le d  w i t h  a f e w  m a jo r  in s o lv e n c ie s  a n d  a  c o m p e t i t i v e  
c l im a te ,  h a v e  s U m u la te d  m a n y  s ta te  r e g u la to r s  t o  c o n s id e r  a d d i t io n a l  H M O  s o lv e n c v  
r e q u i r e m e n ts .  A t  le a s t  f iv e  s ta te s  h a v e  e n a c te d  le g is la t io n  th a t  in c lu d e s  H M O s  in  a  g u a r a n ­
t y  f u n d .

I n  1 9 8 7 , t h e  H I A A ’s G o v e r n m e n t  R e la t io n s  C o m m it te e  e s ta b l is h e d  a ta s k  fo r c e  t o  s tu d y  
H M O  is s u e s .  T h e  f i r s t  a s s ig n m e n t  w a s  t o  s t u d y  th e  p r o b le m  o f  s o lv e n c y .

T h e  N a t io n a l  A s s o c ia t io n  o f  In s u r a n c e  C o m m is s io n e r s  ( N A I C )  a n d  t h e  N a t io n a l  A s s o c ia ­
t io n  o f  H e a l t h  M a in te n a n c e  O r g a n iz a t io n  R e g u la to r s  r e c e n t ly  c o m p le te d  a n  e x a m in a t io n  
o f  e x i s t i n g  H M O  r e q u i r e m e n ts .  I n  D e c e m b e r  1 9 8 8 , t h e  N A IC  a d o p te d  a m e n d m e n ts  t o  th e  
m o d e l  H M O  a c t  t h a t  p r o v id e  f o r  in c r e a s e d  n e t  w o r t h  a n d  d e p o s i t  r e q u i r e m e n t s ,  m a n ­
d a t o r y  h o l d  h a r m le s s  p r o v is io n s ,  c o n t in u a t io n  o f  b e n e f i t s  a n d  r e p la c e m e n t  c o v e r a g e .  I n  
D e c e m b e r  1 9 8 9 , th e  N A IC  a ls o  a d o p t e d  a n  a s s e s s m e n t p r o v is io n  t o  b e  in c lu d e d  in  th e  
H M O  m o d e l  a c t,  w h ic h  is  in  l ie u  o f  d ie  H M O  g u a r a n ty  a s s o c ia t io n  p r o p o s a l  o r ig in a l l y  
u n d e r  i ts  c o n s id e r a t io n .

H I A A  P O S I T I O N :  H I A A  s u p p o r t s  th e  p o s i t i o n  t h a t  l l i e  g o a ls  o f  th e  o r ig in a l  fe d e r a l  1 I M O  a c t  h a v e  b e e n  r r .c r  
a n d  th e r e  is  n o  lo n g e r  a  n e e d  f o r  a  s ig n i f i c a n t  fe d e r a l  r o le .  T h e  a c t  s h o u ld  b e  d .

H I A a  s u p p o r t s  a c o m p r e h e n s iv e  a p p r o a c h  to  th e  p r o b le m s  a s s o c ia te d  w i t h  H N  • 
v e n c ie s .  I n  a d d i t io n  t o  t h e  a p p r o a c h  a d o p t e d  b y  th e  N A IC ,  t h e  A s s o c ia t io n  s u p p  ji- .?  th e  
u s e  o f  p a r e n t a l  g u a r a n te e s  t o  m e e t  n e t  w o r t h  a n d  d e p o s i t  r e q u i r e m e n ts .

M o r e o v e r ,  111AA o p p o s e s  c r e a t io n  o f  H M O  s ta te  g u a r a n ty  f u n d s  o r  a s s e s s m e n ts  b e c a u s e  
t h e y  d o  n o t  p r e v e n t  in s o lv e n c y ,  s t r e n g th e n  r e g u la t o r y  o v e r s ig h t  o r  im p r o v e  s ta n d a r d s  f o r  
l ic e n s u r e .  T h e y  m ig h t  e v e n  c r e a te  a  fa ls e  s e n s e  o f  s e c u r i t y .  T h e  A s s o c ia t io n  b e l ie v e s  t h a t  
g u a r a n t y  f u n d s  o r  a s s e s s m e n ts  w i l l  n o t  a s s u re  c o n t in u e d  m e d ic a l  s e r v ic e s  f o r  e n r o l le e s .  
F u r th e r ,  i f  p r o v id e r s  a re  b a i le d  o u t  o f  a f a i le d  I I M O  b y  a g u a r a n ty  f u n d  o r  a s s e s s m e n t,  
t h e y  m a y  h a v e  le s s  in c e n t iv e  t o  c o n t r o l  u t i l i z a t io n  a n d  c o s ts .

I I1 A A  w i l l  a c t iv e ly  s e e k  e n a c tm e n t  o f  a c o m p r e h e n s iv e  s o lu t io n  t o  th e  p r o b le m  o f  1 IN K ) 
s o lv e n c y  a n d  w i l l  v ig o r o u s ly  o p p o s e  g u a r a n t y  fu n d s  o r  a s s e s s m e n ts  f o r  1 IM O s .

S e e  a ls o  th e  e n c lo s e d  p o s i t i o n  p a p e r  o n  m a n a g e d  c a re .

Moult!) Insurance A ssociation o f America
lo j s  i t ‘(m e*nan Avenue N W Washington. IK ' J mJ  JJ .V  'Kit l -W JtO -JC ; "S 1'"
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KSSUE: LONG-TERM CARE
( a s  o f  M a r c h  1 9 9 0 )

B A C K G R O U N D :  L o n g - te r m  c a re  h a s  e n g e n d e r e d  g r o w in g  in te r e s t  a m o n g  in s u re r s ,  g o v e r n m e n t  p o l i c y
m a k e r s  a n d  g r o u p s  c o n c e r n e d  w i t h  a g in g .  C o m m o n  t o  a l l  is  a  s t r o n g  b e l i e f  t h a t  t h e  c u r ­
r e n t  f in a n c in g  a r r a n g e m e n t ,  w h ic h  r e l ie s  o n  a w e l f a r e  p r o g r a m  a n d  t h e  p r iv a t e  r e s o u r c e s  
o f  in d iv id u a ls ,  is  in a d e q u a te .  N e w  s o lu t io n s  a re  n e e d e d ,  a n d  f o r  m a n y ,  p r iv a t e  ia s u r a n c e  
c o v e r a g e  is  a n  a l t e r n a t iv e .

R e c e n t ly ,  th e r e  h a s  b e e n  t r e m e n d o u s  g r o w t h  in  p r iv a t e  lo n g - te r m  c a re  in s u r a n c e .  T o d a y ,  
m o r e  t h a n  1 0 0  c o m p a n ie s  s e l l  s u c h  p r o d u c t s ,  a n d  as o f  J u n e  1 9 8 9 , m o r e  t h a n  1 .3  m i l l i o n  
p e o p le  h a d  p u r c h a s e d  a  p o l i c y .  T h e  in t r o d u c t io n  o f  e m p lo y e r - s p o n s o r e d  p la n s  is  p a r ­
t ic u la r ly  p r o m is in g .  A lm o s t  3 5  la r g e  e m p lo y e r s  h a v e  b e g u n  t o  o f f e r  t h is  c o v e r a g e  a s  o f  
J u n e  1 9 8 9 . D e s p i te  r a p id  g r o w t h ,  th e r e  r e m a in s  g r e a t  u n c e r t a in t y  as t o  h o w  la r g e  a  r o le  
th e  p r iv a t e  s e c to r  c a n  p la y  in  p a y in g  t h e  n a t io n 's  l o n g - t e r m  c a re  b i l l .

M o r e  t h a n  5 0  b i l l s  o n  lo n g - te r m  c a re  f in a n c in g  h a v e  b e e n  in t r o d u c e d  in  C o n g re s s ,  th e  
fo c u s  o f  w h ic h  in c lu d e  in c e n t iv e s  t o  s t im u la te  t h e  p r iv a t e  m a r k e t  a n d  f e d e r a l i z a t io n  o f  
l o n g - te r m  c a re  f in a n c in g .

I n i t ia t i v e s  w i t h  s t r o n g  p r iv a te  s e c to r  o r ie n t a t io n  in c lu d e  t a x  c la r i f i c a t io n s  a n d  c h a n g e s  
n e c e s s a ry  f o r  c o n t in u e d  g r o w t h  in  th e  p r iv a te  m a r k e t .  F o r  e x a m p le ,  s e v e r a l  b i l l s  w o u ld  
c la r i f y  t h e  ta x  s ta tu s  o f  l o n g - te r m  c a re  in s u r a n c e  r e g a r d in g  p r e m iu m s  p a id  a n d  b e n e f i t s  
r e c e iv e d  u n d e r  i n d i v i d u a l  a n d  g r o u p  c o n t r a c ts .  O t h e r  p r iv a t e  m a r k e t  a p p r o a c h e s  a n d  
in c e n t iv e s  s h o u ld  b e  e n c o u r a g e d ,  e s p e c ia l ly  g iv e n  t h e  n a t io n ’s  m a n y  p r e s s in g  b u d g e t  
p r io r i t ie s .  O t h e r  c o n g r e s s io n a l  p r o p o s a ls  s e e k  t o  e s ta b l is h  a  f e d e r a l  o v e r s ig h t  r o le  in  t h e  
s a le  o f  p r iv a t e  lo n g - te r m  c a re  in s u r a n c e .  S p o n s o r s  o f  th e s e  b i l l s  d o  n o t  b  j l i e v e  t h a t  s ta te s  
c a n  r e g u la te  t h is  n e w  p r o d u c t  a d e q u a te ly .  H o w e v e r ,  s in c e  a d o p t io n  o f  th e  lo n g - te r m  c a re  
in s u r a n c e  m o d e l  a c t  i n  D e c e m b e r  1 9 8 6  b y  th e  N a t io n a l  A s s o c ia t io n  o f  I n s u r a n c e  C o m m is ­
s io n e r s  ( N A IC ) ,  2 6  s ta te s  h a v e  p a s s e d  le g is la t io n  b a s e d  o n  th is  m o d e l  s ta tu te .  A n o t h e r  1 1 
s ta te s  h a v e  p a s s e d  le g is la t io n  o r  a d o p t e d  r e g u la t io n s  m o r e  s t r in g e n t  t h a n  th e  N A I C  m o d e l  
a c t. A n d ,  as  o f  t h e  e n d  o f  1 9 8 9 , le g is la t io n  is  p e n d in g  in  s e v e r a l  o t h e r  s ta te s .

H I A A  P O S I T IO N :  H I A A  s t r o n g ly  b e l ie v e s  th a t  g o v e r n m e n t ’s r o le  in  f in a n c in g  lo n g - te r m  c a re  s h o u ld  b e  t a r ­
g e te d  t o  th o s e  w h o  a re  in  g re a te s t  n e e d .  T o  th e  e x t e n t  p o s s ib le ,  i n d iv id u a ls  o f  a l l  a g e s  
s h o u ld  b e  e n c o u r a g e d  t o  u s e  t h e i r  o w n  re s o u r c e s  to  p u r c h a s e  p r iv a t e  in s u r a n c e .  P r iv a te  
c o v e r a g e  o f fe r s  t h e  e ld e r ly  a n d  t h e i r  f a m i l ie s  th e  g r e a te s t  f l e x ib i l i t y  in  d e t e r m in in g  
in d i v i d u a l  n e e d s  a n d  is  a ls o  th e  m o s t  p r o p r ia t e  v e h ic le  f o r  a l l o w in g  f a m i l ie s  t o  p  s e rv e  
f in a n c ia l  a ss e ts . T h e  la t t e r  is  n o t  th e  p r o p e r  r o le  o f  g o v e r n m e n t .  H I A A  a ls o  b e l ie v e s  t h a t  
th e  r a p id  g r o w t h  o f  th e  p r iv a te  m a r k e t  s h o u ld  b e  e n c o u r a g e d ,  e s p e c ia l l y  g iv e n  th e  
n a t io n 's  m a n y  p r e s s in g  b u d g e t  p r io r i t ie s .

A c t io n  a t  th e  s ta te  le v e l  h a s  b e e n  s ig n i f ic a n t .  H I A A  s t r o n g ly  b e l ie v e s  th a t ,  as  f o r  o t h e r  
ty p e s  o f  in s u ra n c e ,  th e  s ta te s  a re  th e  r e s p o n s ib le  b o d y  f o r  g o v e r n in g  t h e  s e  o f  l o n g - te r m  
c a re  in s u ra n c e .  F u r th e r ,  th e  A s s o c ia t io n  b e l ie v e s  th a t  th e  s ta te s  h a v e  a c te d  w i t h  u n p r e c e ­
d e n t e d  s p e e d  in  s e t t in g  s ta n d a r d s  f o r  t h is  n e w  p r o d u c t .
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S T A T E  H E A LT H

INSURANCE 
ISSUES

ISSUE: ACQUIRED IMMUNE DEFICIENCY SYNDROME
( a s  o f  M a r c h  1 9 9 0 )

B A C K G R O U N D :  T h e  f i r s t  c a s e  o f  A I D S  in  th e  U n i t e d  S ta te s  w a s  d ia g n o s e d  in  1 9 8 0 . A s  o f  s p r in g  1 9 8 9 ,
8 8 ,0 0 0  c a s e s  h a v e  b e e n  r e p o r t e d  t o  t h e  C e n te r s  f o r  D is e a s e  C o n t r o l ,  w h ic h  e s t im a te s  th a t  
b y  t h e  y e a r  1 9 9 2 , 3 6 5 ,0 0 0  A m e r ic a n s  w i l l  h a v e  d ie d  o f  A ID S  o r  p r o g r e s s e d  t o  th e  la te r  
s ta g e s  o f  th e  d is e a s e .

D e s p i te  in te n s e  b io m e d ic a l  r e s e a rc h  e f f o r t s ,  t h e r e  r e m a in s  n o  c u r e ,  n o r  is  a n  e f f e c t iv e  v a c ­
c in e  l i k e l y  t o  b e  d e v e lo p e d  in  th e  im m e d ia t e  f u t u r e .  H e a l t h  o f f i c ia ls  e s t im a te  t h a t  b e tw e e n  
1 m i l l i o n  a n d  1 .5  m i l l i o n  A m e r ic a n s  a r e  in f e c t e d  w i t h  th e  h u m a n  im m u n o d e f ic ie n c y  v im s  
( H I V ) .  A v a i la b le  d a ta  s u p p o r t  th e  v i e w  th a t ,  a b s e n t  a n y  e f f e c t i v e  t h e r a p y ,  v i r t u a l l y  a l l  
t h o s e  in f e c t e d  w i t h  H I V  w i l l  e v e n t u a l ly  p r o g r e s s  t o  A ID S  o r  s e v e r e  H I V  i l ln e s s .

T h e  h u m a n  a n d  f in a n c ia l  c o s 's  o f  t h is  t r a g ic  e p id e m ic  h a v e  b e e n  s ta g g e r in g ,  w i t h  m a n y  
y o u n g  a d u l t s  b e in g  s t r i c k e n  d u r in g  t h e i r  m o s t  a c t iv e  a n d  p r o d u c t i v e  y e a rs .  L o s s  o f  w a g e s  
r e s u l t i n g  f r o m  i l ln e s s  a n d  d is a b i l i t y  a n d  lo s s  o f  f u t u r e  e a r n in g s  as a r e s u lt  o f  p r e m a tu r e  
d e a t h  a re  e s t im a te d  a t  $ 7  b i l l i o n  in  1 9 8 6 . A n  o n g o in g  s u r v e y  o f  A ID S - r e la te d  l i f e  a n d  
h e a l t h  in s u r a n c e  c la im s  b y  H I A A - A C L I  m e m b e r  c o m p a n ie s  d o c u m e n t s  th e s e  lo s s e s ,  r e p o r t ­
i n g  a n  e s t im a te d  $ 2 6 3  m i l l i o n  in  l i f e  in s u r a n c e  d e a th  c la im s  in  1 9 8 7 .

M e d ic a l  c a r e  c o s ts  f o r  A ID S  p a t ie n t s  a re  e s t im a te d  a t  $ 3  b i l l i o n  i n  1 9 8 8 , a n d  h e a l th  
in s u r e r s  h a v e  b o r n e  a  s ig n i f i c a n t  p o r t i o n  o f  t h is  c o s t .  A l t h o u g h  1 9 8 8  d a ta  a re  n o t  y e t  a v a i l ­
a b le ,  th e  H I A A - A C L I  s u r v e y  s h o w e d  th a t  m e m b e r  c o m p a n ie s  p a id  $ 3 5 .9  m i l l i o n  in  
i n d i v i d u a l  c la im s  a n d  $ 1 8 8  m i l l i o n  in  g r o u p  c la im s  in  1 9 8 7 , th e  l a t t e r  r e p r e s e n t in g  m o r e  
t h a n  t w ic e  t h e  a m o u n t  p a id  d u r in g  th e  p r e v io u s  y e a r .

T h e  c o s t  o f  A ID S  p e r  c a s e  h a s  d e c r e a s e d  o v e r  t im e ,  p r im a r i l y  d u e  t o  th e  d e v e lo p m e n t  o f  
a l t e r n a t iv e  o u t p a t ie n t  t r e a tm e n ts .  H e a l t h  in s u r e r s  h a v e  r e s p o n d e d  q u i c k l y  t o  th e s e  in n o v a ­
t iv e  a p p r o a c h e s ,  a n d  c o m p a n ie s  c o n t in u e  to  d e v e lo p  m e th o d s ,  t h r o u g h  c a s e  m a n a g e m e n t  
p r o g r a m s ,  t h a t  p r o v id e  a p p r o p r ia t e  a n d  h u m a n e  c a r e  t o  A ID S  p a t ie n t s  w h i l e  a t  t h e  s a m e  
t im e  r e a l i z in g  t r e m e n d o u s  c o s t  s a v in g s .  H o m e  c a r e ,  a  m a jo r  c o m p o n e n t  o f  ca s e  m a n a g e ­
m e n t ,  c a n  r e s u l t  i n  s a v in g s  o f  $ 3 ,0 0 0  t o  $ 1 5 ,0 0 0  p e r  m o n t h  a n d  a l l o w s  A ID S  p a t ie n ts  m o r e  
in d e p e n d e n c e .

B e c a u s e  th e r e  is  n o  A ID S  v a c c in e ,  e f f e c t iv e  t r e a t m e n t  o r  c u r e ,  a n d  b e c a u s e  o f  th e  h ig h  
m o r b id i t y  a n d  m o r t a l i t y  a s s o c ia te d  w i t h  H I V  i n f e c t io n ,  p e o p le  w i t h  A ID S  a n d  H I V  
in f e c t io n  r e p r e s e n t  m e d ic a l  r is k s  t h a t  m u s t  b e  c o a s id e r e d  u n in s u r a b le .  F o r  m o s t  o f  th e  9 0  
p e r c e n t  o f  t h e  in s u r e d  p o p u la t io n  w h o  r e c e iv e  in s u r a n c e  t h r o u g h  t h e  w o r k  p la c e ,  
e v id e n c e  o f  i n d i v i d u a l  h e a l t h  s ta tu s  is  n o t  r e q u i r e d .  H o w e v e r ,  f o r  th o s e  c u r r e n t ly  u n i n ­
s u r e d  w h o  s e e k  t o  o b t a in  i n d iv id u a l  o r  s m a l l  g r o u p  c o v e r a g e ,  h e a l t h  s ta tu s  m u s t  b e  te s te d  
t o  d e t e r m in e  in s u r a b i l i t y .  E v id e n c e  o f  H I V  in f e c t io n  O ik e  h e a r t  d is e a s e ,  d ia b e te s  a n d  c a n ­
c e r ,  f o r  e x a m p le )  w o u ld  n e c e s s a r i ly  r e q u i r e  s o m e  i n i t ia l  r e s t r ic t io n s  o n  c o v e ra g e ,  o r  p o s ­
s i b ly  e x c lu s io n  f r o m  c o v e r a g e .  T h e  i H V  a n t ib o d y  te s t ,  n o w  r e g a r d e d  as a r e l ia b le  
in d i c a t o r  o f  v i r a l  in f e c t io n ,  is  a i t  e s s e n t ia l  t o o l  a v a i la b le  t o  in s u r e r s  t o  d e t e r m in e  m e d ic a l  
i n s u r a b i l i t y .
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H I A A  P O S I T I O N :  T h e  h e a l t h  a n d  l i f e  in s u r a n c e  in d u s t r ie s  h a v e  p a id  a  s ig n i f i c a n t  p o r t i o n  o f  t h e  c o s ts
a s s o c ia te d  w i t h  A ID S  a n d  w i l l  c o n t in u e  to  d o  s o .  F o r  th o s e  A ID S  p a t ie n t s  w h o  a re  n o w  
u n in s u r e d ,  H I A A  b e l ie v e s  th a t  a l te r n a t iv e s  s h o u ld  b e  d e v e lo p e d  th a t  a d d re s s  t h e i r  h e a l th  
c a re  n e e d s .  H I A A  h a s  r e c e n t ly  a d o p t e d  a n  in n o v a t iv e  p r o p o s a l  o n  th e  n e e d s  o f  a l l  t h e  
u n in s u r e d ,  i n c lu d in g  p e o p le  w i t h  / J D S .  O f  p a r t i c u la r  s ig n i f ic a n c e  is  t h e  a v a i la b i l i t y  o f  
c o v e r a g e  f o r  th e  m e d ic a l l y  u n ia s u r a b le .  H I A A  c o n t in u e s  to  s e e k  le g is la t io n  th a t  w o u ld  
e s ta b l is h  s ta te  p o o ls  f o r  u n in s u r a b le  in d iv id u a ls .

O n  th e  is s u e  o f  te s t in g ,  H I A A  b e l ie v e s  th a t  le g is la t io n  t h a t  fo r c e s  in s u r e r s  to  ig n o r e  r e l i ­
a b le  e v id e n c e  o f  h e a l t h  s ta tu s  w i l l  c r e a te  u n d e r w r i t i n g  in e q u i t ie s ,  a n d  c o n t in u e s  to  v o ic e  
s t r o n g  o p p o s i t io n  to  s u c h  la w s .  In s u r e r s  m u s t  b e  p e r m i t t e d  t o  u s e  t h e  r e s u lts  o f  H I V  te s ts  
in  t h e  u n d e r w r i t i n g  p ro c e s s .  H I A A  s u p p o r t s  th e  1 9 8 6  m o d e l  g u id e l in e s ,  a d o p t e d  b y  th e  
N a t io n a l  A s s o c ia t io n  o f  I n s u r a n c e  C o m m is s io n e r s ,  t h a t  s e t  l im i t s  o n  p e r m is s ib le  a p p l ic a ­
t io n  q u e s t io n s  a n d  e s ta b l is h  u n d e r w r i t i n g  g u id e l in e s .
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( a s  o f  M a r c h  1 9 9 0 )

B A C K G R O U N D :  I n  s l i g h t l y  m o r e  t h a n  a  d e c a d e ,  h e a l t h  m a in te n a n c e  o r g a n iz a t io n s  ( H M O s )  h a v e  b e c o m e  a
w e l l - e s t a b l is h e d  fo r c e  in  m o s t  m a jo r  A m e r ic a n  m e t r o p o l i t a n  a re a s . T o d a y ,  H M O s  s e rv e  
a p p r o x im a t e ly  13  p e r c e n t  o f  th e  U .S . p o p u la t io n  a n d  p r o v id e  e f f e c t i v e  c o m p e t i t i o n  f o r  
t r a d i t io n a l  fe e - fo r - s e r v ic e  p la a s .

A lo n g  w i t h  c o n s u m e r  a c c e p ta n c e  o f  H M O s  h a v e  c o m e  s o p h is t ic a t e d  o v e r s ig h t  p r o c e d u r e s  
b y  s ta te  a u th o r i t ie s .  C o n s u m e r s  in  a l l  s ta te s  a re  c o v e r e d  b y  a  w e l l - d e v e lo p e d  f r a m e w o r k  
o f  la w s  a n d  r e g u la t io n s .

In c r e a s in g  H M O  e n r o l lm e n t s ,  c o u p le d  w i t h  a  f e w  m a jo r  in s o lv e n c ie s  a n d  a  c o m p e t i t i v e  
c l im a te ,  h a v e  s t im u la t e d  m a n y  s ta te  r e g u la to r s  t o  c o n s id e r  a d d i t io n a l  H M O  s o lv e n c y  
r e q u i r e m e n ts .  A t  le a s t  f iv e  s ta te s  h a v e  e n a c te d  le g is la t io n  t h a t  in c lu d e s  H M O s  in  a  g u a r a n ­
t y  f u n d .

I n  1 9 8 7 , d ie  H I A A 's  G o v e r n m e n t  R e la t io n s  C o m m i t t e e  e s ta b l is h e d  a ta s k  fo r c e  t o  s tu d y  
H M O  is s u e s . T h e  f i r s t  a s s ig n m e n t  w a s  t o  s t u d y  t h e  p r o b le m  o f  s o lv e n c y .

T h e  N a t io n a l  A s s o c ia t io n  o f  In s u r a n c e  C o m m is s io n e r s  ( N A I C )  a n d  d ie  N a t io n a l  A s s o c ia ­
t i o n  o f  H e a lt h  M a in te n a n c e  O r g a n iz a t io n  R e g u la to r s  r e c e n d y  c o m p le te d  a n  e x a m in a t io n  
o f  e x i s t i n g  H M O  r e q u i r e m e n ts .  I n  D e c e m b e r  1 9 8 8 , th e  N A IC  a d o p t e d  a m e n d m e n ts  t o  th e  
m o d e l  H M O  a c t  t h a t  p r o v id e  f o r  in c r e a s e d  n e t  w o r t h  a n d  d e p o s i t  r e q u i r e m e n ts ,  m a n ­
d a t o r y  h o ld  h a r m le s s  p r o v is io n s ,  c o n t in u a t io n  o f  b e n e f i t s  a n d  r e p la c e m e n t  c o v e r a g e .  In  
D e c e m b e r  1 9 8 9 , th e  N A IC  a ls o  a d o p t e d  a n  a s s e s s m e n t  p r o v is io n  t o  b e  in c lu d e d  in  th e  
H M O  m o d e l  a c t,  w h ic h  is  in  l ie u  o f  th e  H M O  g u a r a n t y  a s s o c ia t io n  p r o p o s a l  o r ig in a l l y  
u n d e r  i ts  c o n s id e r a t io n .

I T IA A  P O S I T IO N :  H I A A  s u p p o r t s  t h e  p o s i t io n  d ia l  th e  g o a ls  o f  th e  o r ig in a l  f e d e r a l  H M O  a c t  h a v e  b e e n  m e t ,  
a n d  th e r e  is  n o  lo n g e r  a n e e d  f o r  a  s ig n i f i c a n t  f e d e r a l  r o le .  T h e  a c t  s h o u ld  b e  r e p e a le d .

H I A A  s u p p o r t s  a  c o m p r e h e n s iv e  a p p r o a c h  to  t h e  p r o b le m s  a s s o c ia te d  w i t h  I I M O  in s o l ­
v e n c ie s .  I n  a d d i t io n  t o  th e  a p p r o a c h  a d o p t e d  b y  t h e  N A IC ,  th e  A s s o c ia t io n  s u p p o r t s  th e  
u s e  o f  p a r e n ta l  g u a r a n te e s  t o  m e e t  n e t  w o r t h  a n d  d e p o s i t  r e q u i r e m e n ts .

M o r e o v e r ,  1 1 IA A  o p p o s e s  c r e a u o n  o f  I I M O  s ta te  g u a r a n t y  fu n d s  o r  a s s e s s m e n ts  b e c a u s e  
t h e y  d o  n o t  p r e v e n t  in s o lv e n c y ,  s t r e n g th e n  r e g u la t o r y  o v e r s ig h t  o r  im p r o v e  s ta n d a r d s  fo r  
l ic e a s u r e .  T h e y  m ig h t  e v e n  c r e a te  a  fa ls e  s e n s e  o f  s e c u r i t y .  'H ie  A s s o c ia t io n  b e l ie v e s  th a t  
g u a r a n t y  f u n d s  o r  a s s e s s m e n ts  w i l l  n o t  a s s u re  c o n t in u e d  m e d ic a l  s e r v ic e s  f o r  e n r o l le e s .  
F u r th e r ,  i f  p r o v id e r s  a re  b a i le d  o u t  o f  a  f a i le d  H M O  b y  a g u a r a n t y  f u n d  o r  a s s e s s m e n t,  
t h e y  m a y  h a v e  la s s  in c e n t iv e  t o  c o n t r o l  u t i l i z a t io n  a n d  c o s ts .

1U A A  w i l l  a c t iv e ly  s e e k  e n a c tm e n t  o f  a c o m p r e h e n s iv e  s o lu t io n  t o  th e  p r o b le m  o f  1 IM O  
s o lv e n c y  a n d  w i l l  v ig o r o u s ly  o p p o s e  g u a r a n ty  f u n d s  o r  a s s e s s m e n ts  f o r  1 IM O s .

S e e  a ls o  th e  e n c lo s e d  p o s i t io n  p a p e r  o n  m a n a g e d  c a re .
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ISSUE: LONG-TERM CARE
( a s  o f  M a r c h  1 9 9 0 )

B A C K G R O U N D :  L o n g - te r m  c a r e  h a s  e n g e n d e r e d  g r o w in g  in te r e s t  a m o n g  in s u r e r s ,  g o v e r n m e n t  p o l i c y
m a k e r s  a n d  g r o u p s  c o n c e r n e d  w i t h  a g in g .  C o m m o n  t o  a l l  is  a  s t r o n g  b e l i e f  th a t  th e  c u r ­
r e n t  f in a n c in g  a r r a n g e m e n t ,  w h ic h  r e l ie s  o n  a w e l f a r e  p r o g r a m  a n d  th e  p r iv a t e  re s o u r c e s  
o f  i n d iv id u a ls ,  is  in a d e q u a te .  N e w  s o lu t io n s  a r c  n e e d e d ,  a n d  f o r  m a n y ,  p r iv a t e  in s u r a n c e  

c o v e r a g e  is  a n  a l t e r n a t iv e .

R e c e n t ly ,  th e r e  h a s  b e e n  t r e m e n d o u s  g r o w t h  in  p r iv a t e  lo n g - te r m  c a re  in s u r a n c e .  T o d a y ,  
m o r e  t h a n  1 0 0  c o m p a n ie s  s e l l  s u c h  p r o d u c t s ,  a n d  a s  o f  J u n e  1 9 8 9 , m o r e  t h a n  1 .3  m i l l i o n  
p e o p le  h a d  p u r c h a s e d  a  p o l ic y .  T h e  i n t r o d u c t io n  o f  e m p lo y e r - s p o n s o r e d  p la n s  is  p a r ­
t ic u la r ly  p r o m is in g .  A lm o s t  3 5  la r g e  e m p lo y e r s  h a v e  b e g u n  to  o f f e r  t h is  c o v e r a g e  a s  o f  
J u n e  1 9 8 9 . D e s p i te  r a p id  g r o w t h ,  th e r e  r e m a in s  g r e a t  u n c e r t a in t y  as t o  h o w  la r g e  a  r o le  
th e  p r iv a t e  s e c to r  c a n  p la y  in  p a y in g  th e  n a t io n ’s  l o n g - t e r m  c a re  b i l l .

M o r e  th a n  5 0  b i l l s  o n  lo n g - te r m  c a re  f in a n c in g  h a v e  b e e n  in t r o d u c e d  in  C o n g r e s s ,  th e  
fo c u s  o f  w h ic h  in c lu d e  in c e n t iv e s  t o  s t im u la t e  th e  p r iv a t e  m a r k e t  a n d  f e d e r a l i z a t io n  o f  
lo n g - t e r m  c a re  f in a n c in g .

I n i t i a t i v e s  w i t h  s t r o n g  p r iv a t e  s e c to r  o r ie n t a t io n  in c lu d e  t a x  c la r i f i c a t io n s  a n d  c h a n g e s  
n e c e s s a r y  f o r  c o n t in u e d  g r o w t h  in  th e  p r iv a t e  m a r k e t .  F o r  e x a m p le ,  s e v e r a l  b i l l s  w o u ld  
c la r i f y  t h e  t a x  s ta tu s  o f  lo n g - te r m  c a r e  in s u r a n c e  r e g a r d in g  p r e m iu m s  p a id  a n d  b e n e f i t s  
r e c e iv e d  u n d e r  i n d i v i d u a l  a n d  g r o u p  c o n t r a c ts .  O t h e r  p r iv a t e  m a r k e t  a p p r o a c h e s  a n d  
in c e n t iv e s  s h o u ld  b e  e n c o u r a g e d ,  e s p e c ia l l y  g iv e n  th e  n a t io n ’s m a n y  p r e s s in g  b u d g e t  
p r io r i t ie s .  O t h e r  c o n g r e s s io n a l  p r o p o s a ls  s e e k  t o  e s ta b l is h  a f e d e r a l  o v e r s ig h t  r o le  in  th e  
s a le  o f  p r iv a t e  lo n g - t e r m  c a re  in s u ra n c e .  S p o n s o r s  o f  th e s e  b i l l s  d o  n o t  b e l ie v e  t h a t  s ta te s  
c a n  r e g u la te  t h is  n e w  p r o d u c t  a d e q u a te ly .  H o w e v e r ,  s in c e  a d o p t io n  o f  th e  lo n g - te r m  c a re  
in s u r a n c e  m o d e l  a c t  i n  D e c e m b e r  1 9 8 6  b y  th e  N a t io n a l  A s s o c ia t io n  o f  I n s u r a n c e  C o m m is ­
s io n e r s  ( N A IC ) ,  2 6  s la te s  h a v e  p a s s e d  le g is la t io n  b a s e d  o n  t h is  m o d e l  s ta tu te .  A n o t h e r  11 
s ta te s  h a v e  p a s s e d  le g is la t io n  o r  a d o p t e d  r e g u la t io n s  m o r e  s t r in g e n t  t h a n  th e  N A IC  m o d e l  
a c t.  A n d ,  a s  o f  th e  e n d  o f  1 9 8 9 , le g is la t io n  is  p e n d in g  in  s e v e r a l  o t h e r  s ta te s .

H I A A  P O S I T I O N :  H I A A  s t r o n g ly  b e l ie v e s  th a t  g o v e r n m e n t ’s r o le  in  f in a n c in g  lo n g - te r m  c a r e  s h o u ld  b e  ta r ­
g e te d  to  th o s e  w h o  a re  in  g r e a te s t  n e e d .  T o  th e  e x t e n t  p o s s ib le ,  i n d iv id u a ls  o f  a l l  a g e s  
s h o u ld  b e  e n c o u r a g e d  to  u s e  t h e i r  o w n  re s o u r c e s  t o  p u r c h a s e  p r iv a t e  in s u ra n c e .  P r iv a te  
c o v e r a g e  o f fe r s  th e  e ld e r ly  a n d  t h e i r  f a m i l ie s  (h e  g r e a te s t  f l e x i b i l i t y  in  d e t e r m in in g  
in d i v i d u a l  n e e d s  a n d  is  a ls o  th e  m o s t  a p p r o p r ia t e  v e h ic le  f o r  a l l o w in g  fa m i l ie s  t o  p r e s e r v e  
f in a n c ia l  a ss e ts . T h e  la t t e r  is  n o t  th e  p r o p e r  r o le  o f  g o v e r n m e n t .  I I I A A  a ls o  b e l ie v e s  t h a t  
th e  r a p id  g r o w t h  o f  th e  p r iv a t e  m a r k e t  s h o u ld  b e  e n c o u r a g e d ,  e s p e c ia l l y  g iv e n  th e  
n a t io n ’s  m a n y  p r e s s in g  b u d g e t  p r io r i t ie s .

A c t io n  a t th e  s ta te  le v e l  h a s  b e e n  s ig n i f ic a n t .  H I A A  s t r o n g ly  b e l ie v e s  t h a t ,  a s  f o r  o t h e r  
ty p e s  o f  in s u r a n c e ,  t h e  s ta te s  a re  th e  r e s p o n s ib le  b o d y  f o r  g o v e r n in g  th e  s a le  o f  l o n g - te r m  
c a re  in s u ra n c e .  F u r th e r ,  th e  A s s o c ia t io n  b e l ie v e s  t h a t  th e  s ta te s  h a v e  a c te d  w i t h  u n p r e c e ­
d e n t e d  s p e e d  in  s e t t in g  s ta n d a r d s  f o r  th is  n e w  p r o d u c t .
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H I A A  s u p p o r t s  t h e  p r o v is io n s  o f  th e  N A IC  lo n g - te r m  c a re  la s u r a n c e  m o d e l  a c t  a n d  r e g u la ­
t i o n  a n d  h a s  m a d e  i ts  p a s s a g e  in  th o s e  r e m a in in g  s ta te s  a t o p  p r io r i t y  in  1990 .

H I A A  s u p p o r t s  t h e  f o l l o w in g :

o  A n  e x p a n d e d  u n i f o r m  p u b l ic  p r o g r a m  t o  p r o v id e  c o v e r a g e  f o r  p e o p le  w h o  c a n n o t  p r o ­
v id e  f o r  t h e m s e lv e s ;

o  A p p r o p r ia t e  a n d  a d e q u a te  s ta te  c o a s u m e r  p r o t e c t io n  t o  e n s u r e  th a t  c o n s u m e r s  h a v e  
a c c e s s  t o  h ig h - q u a l i t y  lo n g - te r m  c a re  p r o v id e r s  a n d  fa i r  a n d  a f f o r d a b le  in s u r a n c e  

p o l i c ie s ;

o  G r e a te r  c o n s u m e r  e d u c a t io n  e f f o r t s  t o  p r o m o t e  th e  p u b l ic 's  u n d e r s t a n d in g  o f  t h e i r  
p o t e n t ia l  n e e d  f o r  lo n g - te r m  c a re  a n d  i ts  c o s ts ;  a n d

o  L e g is la t iv e  a n d  r e g u la t o r y  in i t ia t i v e s  t o  p r o m o t e  th e  p u b l ic  in t e r e s t  a n d  th e  a v a i la b i l i t y  
o f  l o n g - t e r m  c a r e  p o l ic ie s ,  a n d  t o  e n c o u r a g e  f l e x ib i l i t y  a n d  in n o v a t io n  in  d e v e lo p in g  
l o n g - t e r m  c a r e  c o v e r a g e .
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( a s  o f  A p r i l  1 9 9 0 )

B A C K G R O U N D :  'D ie  h ig h  c o s t  o f  h e a l th  c a r e  is a m a jo r  p r o b le m  f o r  t h e  U n i t e d  S ta te s . A l l  w h o  p a y  -
e m p lo y e r s ,  i n d iv id u a ls ,  a n d  g o v e r n m e n t  -  a re  b u r d e n e d  b y  c o n t in u a l  in c re a s e s  in  h e a l th  
e x p e n d i t u r e s .  M o r e o v e r ,  e s c a la t io n  o f  h e a l t h  c o s ts  g r e a t ly  c o m p l ic a te s  t h e  ta s k  o f  f in d in g  
w a y s  t o  p r o v id e  c o v e ia g e  f o r  th e  la r g e  n u m b e r  o f  A m e r ic a a s  w h o  a re  w i t h o u t  e i t h e r  
p u b l i c  o r  p r iv a t e  h e a l t h  in s u ra n c e .

A l t h o u g h  c o s t  e s c a la t io n  h a s  m a n y  c a u s e s ,  r e s e a rc h  s h o w s  th a t  o n e  k e y  p r o b le m  is  th a t  
p a t ie n t s  r e c e iv e  m u c h  c a r e  th a t  is  n o t  a p p r o p r ia t e  f o r  t h e i r  c o n d i t i o n .  S o m e  g e t  c a r e  t h a t  is  
m o r e  in te n s e  a n d  e x p e n s iv e  th a n  n e c e s s a ry .  O t h e r s  r e c e iv e  c a re  th a t  is  n o t  b e n e f ic ia l  a n d  
m a y  e v e n  b e  h a r m fu l .  E l im in a t in g  s u c h  in e f f ic ie n c ie s  -  w h ic h  m a y  a c c o u n t  f o r  2 5  p e r c e n t  
o r  m o r e  o f  m e d ic a l  e x p e n d i tu r e s  -  is  c le a r ’ y  a  c r i t ic a l  o b je c t iv e ,  b o t h  as a w a y  o f  r e d u c in g  
c o s ts  a n d  im p r o v in g  q u a l i t y  o f  c a re .

P a y e rs  o f  h e a l t h  c a re  a re  a w a r e  o f  s u c h  in e f f ic ie n c ie s  a n d  a re  d e m a n d in g  m o r e  a c c o u n t ­
a b i l i t y  a n d  b e t t e r  p e r f o r m a n c e  f r o m  th o s e  w h o  m a k e  h e a l th  c a re  d e c is io n s  in  o r d e r  t o  a s ­
s u r e  t h a t  p a t ie n t s  r e c e iv e  g o o d  v a lu e  f o r  m o n e y  s p e n t .  In c r e a s in g ly ,  m a n a g e d  c a r e  is 
r e c o g n iz e d  a s  th e  b e s t  m e c h a n is m  f o r  c a r r y in g  o u t  s u c h  im p r o v e m e n t s .  T h e  k e y  o b je c t iv e  
o f  m a n a g e d  c a re  is  t o  a s s u re  t h a t  p a t ie n t s  r e c e iv e  a p p r o p r ia t e  c a re ,  t h a t  is , h ig h  q u a l i t y  
c a re  e f f i c i e n t l y  p r o v id e d  in  th e  le a s t  c o s t ly  s e t t in g .

D E F I N I T I O N :  B e c a u s e  i t  is  s t i l l  e v o lv in g ,  m a n a g e d  c a r e  e m b r a c e s  a  v a r ie t y  o f  e x is t in g  a n d  d e v e lo p in g
s t r u c tu r e s .  I t  m a y  b e  d e f in e d  as s y s te m s  th a t  in te g r a te  th e  f in a n c in g  a n d  d e l i v e r y  o f  
a p p r o p r ia t e  h e a l t h  c a r e  s e r v ic e s  t o  c o v e r e d  in d iv id u a ls  b y  m e a a s  o f  th e  f o l l o w in g  b a s ic  
e le m e n ts .-

o  A r r a n g e m e n t s  w i t h  s e le c te d  p r o v id e r s  to  f u r n is h  a c o m p r e h e n s iv e  s e t  o f  h e a l t h  c a re  
s e r v ic e s  t o  m e m b e r s ;

o  E x p l i c i t  s ta n d a r d s  f o r  t h e  s e le c t io n  o f  h e a l t h  c a re  p r o v id e r s ;

o  F o r m a l  p r o g r a m s  f o r  o n g o in g  q u a l i t y '  a s s u r a n c e  a n d  u t i l i z a t io n  r e v ie w ;  a n d

o  S ig n i f i c a n t  f in a n c ia l  in c e n t iv e s  f o r  m e m b e r s  to  u s e  p r o v id e r s  a n d  p r o c e d u r e s  
a s s o c ia te d  w i t h  th e  p la n .

M a n a g e d  c a r e  o r g a n iz a t io n a l  s t r u c tu r e s  a r c  e v o lv in g  in  r e s p o n s e  t o  m a r k e t p la c e  d e m a n d s  
a n d  w i l l  c o n t in u e  to  d o  s o .  T o d a y ’s s t r u c tu r e s  in c lu d e  h e a l th  m a in te n a n c e  o r g a n iz a t io a s  
( H M O s ) ,  p r e f e r r e d  p r o v id e r  o r g a n iz a t io a s  ( P P O s ) ,  a n d  e x c lu s iv e  p r o v id e r  o r g a n iz a t io n s  
( E P O s ) ,  a s  w e l l  as m ix e d  a r r a n g e m e n ts  t h a t  c o m b in e  e le m e n t s  o f  I IM O s ,  P P O s  a n d  i n d e m ­
n i t y  p la n s  t o  a c c o m m o d a t e  e m p lo y e r  a n d  o p e r a t in g  e n v i r o n m e n t  r e q u i r e m e n ts .

M a n a g e d  c a re  p la n s  a r r a n g e  w i t h  s e le c te d  p r o v id e r s  t o  f u r n is h  h e a l t h  c a re  s e r v ic e s  t o  p la n  
m e m b e r s .  E x p l ic i t  c r i t e r ia  a r e  u s e d  f o r  th e  s e le c t io n  o f  p r o v id e r s ,  a n d  f o r m a l  p r o g r a m s  f o r  

o n g o in g  r e v ie w  o f  th e  q u a l i t y  a n d  a p p r o p r ia t e n e s s  o f  s e r v ic e s  a re  in c o r p o r a t e d  i n t o  th e  
p la n .
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P la n s  p r o v id e  f in a n c ia l  in c e n t iv e s  f o r  c o v e r e d  in d iv id u a ls  t o  u s e  p r o v id e r s  w h o  d e l i v e r  
a p p r o p r ia t e  q u a l i t y  c a re .  I n  s o m e  m a n a g e d  c a re  p la n s ,  th e  c o s t  o f  s e r v ic e s  is  c o v e r e d  o n ly  
w h e n  h e a l t h  c a re  Ls r e c e iv e d  f r o m  s e le c te d  p r o v id e r s .  O t h e r  m a n a g e d  c a re  p la n s  p r o v id e  
in d iv id u a ls  m o r e  la t i t u d e  in  th e  c h o ic e  o f  p r o v id e r s .  O u t - o f - p o c k e t  c o s ts ,  h o w e v e r ,  a rc  
u s u a l ly  h ig h e r  w h e n  o u t - o f - p la n  p r o v id e r s  a re  c h o s e n .

S o m e  s ta te  le g is la to r s  a re  c o n c e r n e d  th a t  m a n a g e d  c a re ,  i n c lu d in g  b o t h  c o n t r a c t in g  
a r r a n g e m e n ts  w i t h  p r o v id e r s  a n d  u t i l i z a t io n  r e v ie w  te c h n iq u e s ,  c o u ld  a d v e r s e ly  a f fe c t  th e  
q u a l i t y  o f  h e a l t h  c a re . T h e i r  c o n c c r a s  h a v e  b e e n  e n c o u r a g e d  b y  s o m e  a s s o c ia t io n s  o f  
p r o v id e r s  r e p r e s e n t in g  h o s p ita ls ,  p h y s ic ia n s ,  d e n t is ts ,  p h a r m a c is ts  a n d  a l l i e d  h e a l th  p r o f e s ­
s io n s .  T h e s e  g r o u p s  h a v e  d r a f t e d  a n d  a d v o c a te d  s ta te  le g is la t iv e  p r o p o s a ls  t h a t  w o u ld  
r e s t r ic t  o r  p r o h ib i t  th e  o p e r a t io n  o f  m a n a g e d  c a re  p r o g r a m s .

H I A A  P O S I T IO N :  H I A A  is  f i r m l y  c o m m it t e d  t o  th e  e x p a n s io n  o f  m a n a g e d  c a re  p r o g r a m s  a n d  te c h n iq u e s  in  
o r d e r  t o  a s s u re  h ig h - q u a l i t y ,  c o s t - e f fe c t iv e  h e a l th  c a re .  M a n a g e d  c a re  s y s te m s  h a v e  th e  
m e a n s  t o  a v o id  u n n e c e s s a ry  a n d  in a p p r o p r ia t e  c a re .

T h e r e fo r e ,  H I A A  is  o p p o s e d  t o  le g is la t io n  o r  r e g u la t io n s  t h a t  w o u ld  im p o s e  b a r r ie r s  t o  th e  
d e v e lo p m e n t  a n d  im p le m e n t a t io n  o f  m a n a g e d  c a re  in  its  c u r r e n t  a n d  e v o lv in g  fo r m s .  
L e g is la t io n  o r  r e g u la t io n  t h a t  u n d u ly  l im i t s  in s u r e r s ' a b i l i t y  t o  c a r r y  o u t  r ig o r o u s  u t i l i z a t io n  
r e v ie w  is  o n e  s u c h  b a r r ie r .  L e g is la t io n  t h a t  o p p o s e s  u t i l i z a t io n  r e v ie w  ta k e s  m a n y  fo r m s ,  
b u t  g e n e r a l l y  s e e k s  to  p u t  in a p p r o p r ia t e  r e s t r ic t io n s  o n  w h o  c a n  c o n d u c t  r e v ie w s  a n d  
w h a t  c a n  b e  r e v ie w e d .

H I A A  is  a ls o  o p p o s e d  t o  le g is la t io n  th a t  w o u ld  r e s t r ic t  a n  ia s u r e r ’s  f r e e d o m  to  f o r m  n e t ­
w o r k s  o r  c o n t r a c t  s e le c t iv e ly  w i t h  p r o v id e r s .  L e g is la t io n  t h a t  o p p o s e s  n e t w o r k in g  a ls o  
ta k e s  m a n y  fo r m s ,  b u t  g e n e r a l ly  s e e k s  t o  p u l  r e s t r ic t io n s  o n  th e  a b i l i t y  t o  p a y  p r o v id e r s  
a n y t h in g  b u t  t h e i r  u s u a l  a n d  c u s to m a r y  fe e s ,  o r  t o  c o n t r a c t  w i t h  a l im i t e d  n u m b e r  o f  

p r o v id e r s .

H I A A  b e l ie v e s :

o  I n s u r e r s  s h o u ld  b e  f r e e  t o  n e g o t ia te  w h a te v e r  p r ic e  t h e y  c a n  w i t h  p r o v id e r s .  O n e  im ­
p o r t a n t  w a y  t o  r e d u c e  c o s ts  is  t o  b e  a b le  t o  b u y  p r o v id e r  s e r v ic e s  a t  l o w e r  p r ic e s ,  a n d  
m a n a g e d  c a re  s y s te m s  n e e d  t o  h a v e  f r e e d o m  t o  n e g o t ia te  lo w e r  p r ic e s .  O n  th e  o th e r  
h a n d ,  i n  s o m e  in s ta n c e s  p la n s  m a y  w is h  t o  o f f e r  h ig h e r - t h a r . - u s u a l  fe e s  t o  e s p e c ia l ly  
e f f i c ie n t  p r o v id e r s .

o  In s u r e r s  s h o u ld  b e  a b le  t o  p a y  p r o v id e r s  in  w a y s  t h a t  c r e a te  a p p r o p r ia t e  in c e n t iv e s .  I f  
p r o v id e r  r e im b u r s e m e n t  s y s te m s  r e w a r d  h ig h - c o s t  m e d ic a l  p r a c t ic e ,  i t  w i l l  b e  v e r y  d i f ­
f i c u l t  t o  r e d u c e  c o s ts .  M a n a g e d  c a re  s y s te m s  n e e d  to  b e  a b le  t o  a l t e r  r e im b u r s e m e n t  
in c e n t iv e s  t o  r e w a r d  e f f i c ie n t  p r o v id e r s .  S e v e re  r e s t r ic t io n s  o n  c a p i t a t io n  p a y m e n t ,  f o r  
e x a m p le ,  a re  in a p p r o p r ia t e  a n d  u n w a r r a n te d .

o  S ta te  la w s  s h o u ld  n o t  p la c e  a r t i f ic ia l  l im i t s  o n  th e  a m o u n t  o f  c o n s u m e r  c o s t  s h a r in g  th a t  
c a n  b e  im p o s e d  o n  P P O  p la n  e n r o l le e s  w h o  c h o o s e  t o  g e t  c a r e  f r o m  o f f - p a n e l  
p r o v id e r s .  I f  a P P O  h a s  a p a n e l  o f  p r o v id e r s  t h a t  c a n  p r o v id e  n e e d e d  h ig h - q u a l i t y  s e r ­
v ic e s  m o r e  e f f i c ie n t l y  th a n  o t h e r  p r o v id e r s ,  i t  is  e n t i r e l y  a p p r o p r ia t e  to  r e q u i r e  c o n ­
s u m e r s  w h o  c h o o s e  n o t  t o  u s e  th e s e  e f f i c ie n t  p r o v id e r s  t o  p a y  t h e  e x t r a  c o s ts .  I IM O s ,  
w h ic h  a l l  s ta te s  a l l o w ,  d o  n o t  p a y  a n y t h in g  w h e n  c o n s u m e r s  r e c e iv e  c a re  f r o m  n o n -  
H M O  p r o v id e r s .



o  L e g is la t io n  s h o u ld  n o t  e s ta b l is h  in a p p r o p r ia t e  b a r r i c i s  t o  in s u r e r  e f f o r t s  t o  e s ta b l is h  
e f f e c t i v e  u t i l i z a t io n  r e v ie w  p r o g r a m s  a n d  s h o u ld  r e q u i r e  p r o v id e r s  t o  m a k e  a v a i la b le ,  
a t  a  r e a s o n a b le  c o s t ,  p a t ie n t  r e c o r d s  a n d  o t h e r  in f o r m a t io n  n e c e s s a r y  t o  m o n i t o r  c o s t  
a n d  q u a l i t y  o f  c a re .  M o n i t o r in g  m e d ic a l  p r a c t ic e  p a t te r n s  is  c r i t ic a l  t o  m a n a g in g  c a re  I f  
r e v ie w e r s  c a n n o t  g e t  a c c e s s  to  m e d ic a l  r e c o r d s  a t r e a s o n a b le  c o s t,  o r  i f  e x c e s s iv e  
r e s t r ic t io n s  a rc  p u t  in  p la c e  to  l im i t  w h o  d o e s  u t i l i z a t io n  r e v ie w  o r  w h a t  th e  p ro c e s s  
w i l l  b e ,  m a n a g e d  c a re  p la n s  c a n n o t  a c c o m p l is h  t h e  c r i t ic a l  ta s k  o f  e n c o u r a g in g  

p r o v id e r s  t o  b e c o m e  m o r e  e f f ic ie n t .

o  I n s u r e r s  w h o  a re  n e g o t ia t in g  to  f o r m  p r o v id e r  p a n e ls  s h o u ld  n o t  b e  c o m p e l le d  to  
e n r o l l  e v e r y  p r o v id e r  w h o  w is h e s  t o  b e  in c lu d e d .  A  k e y  m e c h a n is m  th a t  m a n a g e d  c a re  
p la n s  u s e  t o  c o n s t r a in  c o s ts  is  t o  c o n t r a c t  o n ly  w i t h  e f f i c ie n t  p r o v id e r s .  I f  p la n s  a re  
r e q u i r e d  t o  in c lu d e  o n  t h e i r  p a n e ls  a l l  w i l l i n g  p r o v id e r s ,  th is  c r i t ic a l  e le m e n t  o f  c o n t r o l  
is  e l im in a t e d .

o  S ta te s  s h o u ld  n o t  m a n d a te  th a t  in s u r e r s  c o v e r  s e r v ic e s  a n d  c a te g o r ie s  o f  c a re ,  s in c e  
d o in g  s o  o f t ^ n  a d d s  t o  c o s ts  a n d  l im i t s  th e  p la n ’s a b i l i t y  t o  d e v e lo p  c o s t - e f fe c t iv e  
b e n e f i t  p a c k a g e s .  R e s e a rc h  e v id e n c e  s h o w s  th a t  le g is la t io n  th a t  r e q u i r e s  c o v e r a g e  o f  
c e r t a in  p r o v id e r  c a te g o r ie s  o r  p a r t i c u la r  s e r v ic e s  g e n e r a l ly  c a u s e s  a n e t  in c re a s e  in  
c o s ts .  T h e  b u y e r s  o f  in s u r a n c e  p la n s ,  n o t  s ta le  g o v e r n m e n t ,  s h o u ld  b e  ih c  o n e s  w h o  
d e c id e  w h a t  s e r v ic e s  a n d  p r o v id e r  g r o u p s  s h o u ld  b e  c o v e r e d .  L e g is la t io n  m a n d a t in g  
c o v e r a g e  o f  p a r t i c u la r  p r o v id e r  g r o u p s  is  o f t e n  s im p ly  a r e f le c t io n  o f  t h a t  g r o u p ’s d e s ire  
t o  c r e a te  d e m a n d  f o r  t h e i r  o w n  s e r v ic e s  as a w a y  o f  e n h a n c in g  in c o m e .

H I A A  s u p p o r t s  th e  c o n c e p t  o f  p h y s ic ia n  p e e r  r e v ie w  as a m e t h o d  o f  d e t e r m in in g  
a p p r o p r ia te n e s s  o f  c a re .  I n  d o in g  p e e r  r e v ie w ,  h o w e v e r ,  i t  is  n o t  a p p r o p r ia t e  t o  r e ly  s o le ly  
o n  lo c a l  p e e r  a s s e s s m e n t.  S tu d ie s  o f  d i f f e r e n c e s  in  p a t te r n s  o f  m e d ic a l  p r a c t ic e  f r o m  a re a  
t o  a re a  w i t h i n  a s ta le  d e m o n s t r a te  t h a t  th e  ty p ic a l  m e t h o d  o f  t r e a tm e n t  in  o n e  c o m m u n i t y  
is  o f t e n  s ig n i f i c a n t l y  d i f f e r e n t  f r o m  th a t  in  a n o t h e r  c o m m u n i t y  e v e n  t h o u g h  th e  c o n d i t io n s  
o f  t h e  p a t ie n ts  a r e  e s s e n t ia l ly  id e n t ic a l .  T h e  d i f f e r e n c e s ,  in  o t h e r  w o r d s ,  a re  n o t  m e d ic a l ly  
ju s t i f ie d .  T h u s ,  lo c a l  h a b i t  o r  c u s to m a r y  p r a c t ic e  is  n o t  n e c e s s a r i ly  th e  b e s t  s ta n d a r d  f o r  
a s s e s s in g  m e d ic a l  a p p r o p r ia te n e s s  o r  n e c e s s ity  f o r  a  g iv e n  t r e a tm e n t .

T h e  c o l le c t i v e  ju d g m e n t  o f  p h y s ic ia n s  w h o  a re  e x p e r t s  in  a g iv e n  f ie ld  a n d  w h o  h a v e  
d o n e  a  s y s te m a t ic  s t u d y  o f  th e  s c ie n t i f i c  re s e a rc h  m u s t  u l t im a t e ly  f o r m  th e  b a s is  f o r  d e t e r ­
m in in g  w h a t  is  a p p r o p r ia t e  c a re  in  a g iv e n  s i t u a t io n .  I t  is  f o r  t h is  r e a s o n  th a t  H I A A  s u p ­
p o r t s  t h e  d e v e lo p m e n t  o f  m e d ic a l  p r a c t ic e  g u id e l in e s  a n d  p r o t o c o ls .  W h e n  d e v e lo p e d ,  
th e s e  c a n  f o r m  a  r ig o r o u s ,  s c ie n t i f i c a l ly  d e fe n s ib le  s ta n d a r d  f o r  e d u c a t in g  p h y s ic ia n s  
a b o u t  th e  b e s t  m e d ic a l  p r a c t ic e  a n d  f o r  ju d g in g  th e  a p p r o p r ia te n e s s  o f  c a re .

G L O S S A R Y :  B e lo w  is  a l is t  o f  s o m e  o f  th e  c u r r e n t  m a n a g e d  c a re  s t r u c tu r e s  n o w  a v a i la b le :

H e a l t h  M a i n t e n a n c e  O r g a n i z a t i o n  ( H M O ) :  T h is  w a s  th e  o r ig in a l  m a n a g e d  c a re  a r r a n ­
g e m e n t ,  f i r s t  e m e r g in g  as p r e p a id  g r o u p  p r a c t ic e s  in  th e  1 9 3 0 s . ' I h e  n a m e  “ h e a l t h  m a in ­
te n a n c e  o r g a n iz a t io n "  w a s  c o in e d  in  ih e  e a r ly  1 9 7 0 s , a n d  w a s  g iv e n  to  1 9 7 3  fe d e r a l 
le g is la t io n  p r o m o t in g  i ts  d e v e lo p m e n t  I IM O s  p r o v id e :

o  A n  o r g a n iz e d  s y s te m  f o r  p r o v id in g  h e a l t h  c a re  in  a c e r ta in  g e o g r a p h ic  a re a ,  as  w e l l  
as  r e s p o n s ib i l i t y  f o r  p r o v id i n g  o r  o th e r w is e  a s s u r in g  d e l iv e r y '  o f  th a t  c a re ;

o  A n  a g r e e d - o n  s e t  o f  b a s ic  a n d  s u p p le m e n ta l  h e a l t h  m a in te n a n c e  a n d  t r e a tm e n t  s e r ­

v ices -, a n d

o  A  v o lu n t a r i l y  e n r o l le d  g r o u p  o f  j x i o p lo

In  e x c h a n g e  f o r  a s e t a m o u n t  o f  p r e m iu m  o r  d u e s ,  I IM O s  p r o v id e  a l l  t h e  a g r e e d - o n  h e a l th  
s e r v ic e s  t o  t h e i r  e n r o l le e s ;  th e r e  a re  g e n e r a l ly  n o  d e d u c t ib le s  a n d  n o  o r  m in im a l  c o p a y ­
m e n ts .  ' I h e  H M O  b e a rs  th e  r is k  i f  t h e  c o s t  o f  p io v id i n g  th e  c a re  e x c e e d s  th e  p r e m iu m  
r e c e iv e d .  T h e r e  a r e  n o w  s e v e ra l  t y p e s  o f  H M (  )s
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o  ' I h e  s t a f f  m o d e l ,  w h e r e  p r o v id e r s  a r c  d i r e c t l y  e m p lo y e d  b y  th e  1 IM O ;

o  I h e  g r o u p  m o d e l ,  w h e r e  m e d ic a l  g r o u p s  c o n t r a c t  w i t h  th e  I I M O  ( K a is e r  p la n s  a re  
th e  b e s t - k n o w n  e x a m p le  o f  t h is  t y p e ) ;

o  I h e  in d e p e n d e n t  p r a c t ic e  a s s o c ia t io n  ( IR A ) ,  w h e r e  th e  1 IM O  c o n t r a c ts  w i t h
p h y s ic ia n s  in  in d e p e n d e n t  p r a c t ic e ,  o r  w i t h  a s s o c ia t io a s  o f  in d e p e n d e n t  p h y s ic ia n s .  
IP A  p h y s ic ia n s  f r e q u e n t ly  h a v e  a r r a n g e m e n ts  w i t h  m o r e  t h a n  o n e  H M O ;  a n d

o  ' I h e  n e t w o r k  m o d e l ,  w h ic h  c o n t r a c ts  w i t h  t w o  o r  m o r e  in d e p e n d e n t  g r o u p  p ra c t ic e s .

P r e f e r r e d  P r o v i d e r  O r g a n i z a t i o n  ( P P O ) .  A  P P O  c o n s is ts  o f  g r o u p s  o f  h o s p i t a ls  a n d  
p r o v id e r s  t h a t  c o n t r a c t  w i t h  e m p lo y e r s ,  in s u re r s ,  t h i r d - p a r t y  a d m in is t r a to r s  o r  o t h e r  s p o n ­
s o r in g  g r o u p s  t o  p r o v id e  h e a l t h  c a re  s e r v ic e s  to  c o v e r e d  p e r s o n s  a n d  a c c e p t  n e g o t ia te d  
fe e  s c h e d u le s  as p a y m e n t  f o r  s e r v ic e s  r e n d e r e d .  ' I h e r e  a re  d i f f e r e n t  s p o n s o r in g  a r r a n g e ­

m e n ts :

o  H o s p i ta l - s p o n s o r e d  P P O s , w h ic h  o f t e n  in c lu d e  a n e t w o r k  o f  in s t i t u t io n s  i n  o r d e r  t o  
c o v e r  a  w id e r  g e o g r a p h ic  a re a ,  as  w e l l  as  m a n y  o f  t h e  p h y s ic ia n s  o n  t h e i r  m e d ic a l  
s ta f fs ;

o  P h y s ic ia n - s p o n s o r e d  P P O s , w h ic h  a re  d e v e lo p e d  b y  lo c a l  m e d ic a l  s o c ie t ie s ,  o th e r  
lo c a l  p r o fe s s io n a l  a s s o c ia t io n s  o r  c l in ic s ,  o r  g r o u p s  o f  p h y s ic ia n s - ,

o  T h i r d - p a r t y  p a y e r - s p o n s o r e d  P P O s , w h ic h  in c lu d e  th o s e  in i t ia le d  b y  c o m m e r c ia l  
in s u r e r s  a n d  B lu e  C ro s s  a n d  B lu e  S h ie ld  p la n s ;

o  E n t r e p r e n e u r - s p o n s o r e d  P P O s , w h ic h  c r e a te  a  b r o k e r  r e la t io n s h ip  w i t h  th e
e n t r e p r e n e u r  a c t in g  as a n  in t e r m e d ia r y  b e t w e e n  th e  p r o v id e r  a n d  p a y e r  o f  s e r v ic e ;

o  E m p lo y e r -  o r  la b o r - s p o n s o r e d  P P O s , w h ic h  c o n t r a c t  d i r e c t ly  w i t h  p r o v id e r s  o n  
b e h a l f  o f  t h e i r  e m p lo y e e s  o r  m e m b e r s ;

o  O t h e r  p r o v id e r - s p o n s o r e d  P P O s , w h ic h  a r c  d e v e lo p e d  b y  n o n h o s p i t a l  a n d  n o n ­
p h y s ic ia n  p r o v id e r s ,  s u c h  as d e n t is ts ,  o p to m e t r is ts ,  p h a r m a c is ts ,  c h i r o p r a c t o r s  a n d  
p o d ia t r is t s ,  t h r o u g h  t h e i r  p r o fe s s io n a l  a s s o c ia t io n s ,  lo c a l  g r o u p s  o r  c l in ic s .

E x c l u s i v e  P r o v i d e r  O r g a n i z a t i o n  ( E P O ) .  P e o p le  b e lo n g in g  t o  a n  E P O  m u s t  r e c e iv e  
t h e i r  c a re  f r o m  a f f i l ia t e d  p r o v id e r s ;  s e r v ic e s  r e n d e r e d  b y  u n a f f i l i a t e d  p r o v id e r s  a re  n o t  

r e im b u r s e d .

P o in t - o f - S e r v i c e  P la n s .  A ls o  k n o w n  as o p e n - e n d e d  H M O s  o r  P P O s , th e s e  p la a s  p e r m it  
in s u r e d s  t o  c h o o s e  p r o v id e r s  o u t s id e  th e  p la n  a t  a n y  t im e  y e t  a re  d e s ig n e d  t o  e n c o u r a g e  
th e  u s e  o f  n e t w o r k  p r o v id e r s .  I f  a p r o v id e r  is  a f f i l ia t e d  w i t h  th e  H M O  o r  P P O , t h e  s e r v ic e  
is  c o v e r e d  ( p e r h a p s  a f t e r  a m o d e s t  c o p a y m e n t ) .  I f  a n  o u t - o f - n e t w o r k  p r o v id e r  is  c h o s e n ,  
r e im b u r s e m e n t  m a y  b e  s ig n i f i c a n t ly  r e d u c e d .

A  n u m b e r  o f  m a n a g e d  c a re  te c h n iq u e s  a re  u s e d  t o  a s s u re  q u a l i t y  a n d  a p p r o p r ia t e  c a re . 
T h e s e  in c lu d e ,  b u t  a re  n o t  l im i t e d  to ,  q u a l i t y  a s s u ra n c e ,  u t i l i z a t i o n  r e v ie w ,  c a s e  m a n a g e ­
m e n t  a n d  u s e  o f  a  p r im a r y ' c a re  p h y s ic ia n .  A l t h o u g h  th e  c o m b in a t io n  o f  e le m e n ts  w i l l  d i f ­
f e r  a m o n g  p la n s ,  e a c h  m a n a g e d  c a re  p la n  o p e r a te s  as a n  o r g a n iz e d  s y s te m  w h e r e  p a t ie n t  
s e r v ic e s  a re  s u b je c t  t o  r e v ie w  a n d  c o o r d in a t io n  b y  h e a l th  p r o fe s s io n a ls .

o  Q u a l i t y  a s s u ra n c e  is  a p ro c e s s  b y  w h ic h  a  m a n a g e d  c a re  p la n  m o n i t o r s  a n d  ta k e s  
a c t io n  a s  n e c e s s a ry  t o  a s s u re  th a t  q u a l i t y  c a r e  is  d e l iv e r e d  b y  s e le c te d  p r o v id e r s .  T h e  
p r o c e s s  m e a s u re s  th e  e x te n t  t o  w h ic h  q u a l i t y  h a s  t> e c n  a t t a in e d  a n d  p e r io d ic a l l y  
r e e v a lu a te s  h e a l t h  c a re  to  a s s u re  th a t  e s ta b l is h e d  s ta n d a r d s  a re  b e in g  m e t.



o  U t i l i z a t io n  r e v ie w  is  a s y s te m  o f  r e v ie w in g  th e  m e d ic a l  n e c e s s i t y  a n d  a p p r o p r ia t e ­
n e s s  o f  p a t ie n t  s e r v ic e s  w i t h i n  g u id e l in e s  d e v e lo p e d  b y  p h y s ic ia n s .  P e r fo r m e d  b y  
h e a l t h  c a re  p r o fe s s io n a ls ,  i t  is  c o m p r is e d  o f  s e v e r a l  p ro c e s s e s  a n d  m a y  b e  u s e d  f o r  
b o t h  in p a t ie n t  a n d  o u t p a t ie n t  s e rv ic e s .  P ro c e s s e s  m a y  in c lu d e  p r e a d m is s io n  c e r ­
t i f i c a t io n ,  a p p l ic a t io n  o f  p r a c t ic e  g u id e l in e s ,  c o n t in u e d  s ta y  r e v ie w ,  d is c h a r g e  p la n ­
n in g ,  s e c o n d  s u r g ic a l  o p in io n  a n d  r e t r o s p e c t iv e  r e v ie w .  B e c a u s e  o f  th e  e x p lo s io n  o f  
c o s ts  i n  a l l  a s p e c ts  o f  a m b u la t o r y  c a re  in  r e c e n t  y e a rs ,  p r o g r a m s  t o  r e q u i r e  
p r e a u t h o r iz a t io n  o f  a m b u la t o r y  p r o c e d u r e s  a re  n o w  e v o lv in g .

o  P r e a d m is s io n  c e r t i f i c a t io n  is  a p ro c e s s  in  w h ic h  a h e a l t h  c a re  p r o fe s s io n a l  ( s u c h  as 
a r e g is te r e d  n u r s e )  e v a lu a te s  a n  a t t e n d in g  p h y s ic ia n 's  r e q u e s t  f o r  a p a t ie n t 's  a d m is ­
s io n  t o  a  h o s p i t a l  b y  u s in g  e s ta b l is h e d  m e d ic a l  c r i te r ia .

o  C o n t in u e d  s ta y  r e v ie w ,  a ls o  c a l le d  c o n c u r r e n t  r e v ie w ,  is  a  p r o c e s s  w h e r e b y  a r e v ie w  
o r g a n iz a t io n  c o n t in u e s  t o  e x a m in e  m e d ic a l  in f o r m a t io n  d u r i n g  a p a t ie n t 's  h o s p it a l  
c o n f in e m e n t  t o  d e t e r m in e  th e  n e e d  f o r  c o n t in u e d  h o s p i t a l iz a t io n .

o  D is c h a r g e  p la n n in g  is  a p r o c e s s  in  w h ic h  a h e a l th  c a re  p r o fe s s io n a l  f r o m  a r e v ie w  
o r g a n iz a t io n  w o r k s  w i t h  a n  a t t e n d in g  p h y s ic ia n  a n d  h o s p i t a l  s t a f f  t o  a r r a n g e  f o r  
a p p r o p r ia t e  d is c h a r g e  o f  a p a t ie n t  f r o m  th e  h o s p i t a l ,  i n c lu d in g  a  p la n  f o r  th e  
p a t ie n t ’s  s u b s e q u e n t  c a re .  I ts  p u r p o s e  is  t o  d e t e r m in e  w h e n  p a t ie n ts  a re  r e a d y  t o  g o  
h o m e ,  p e r h a p s  w i t h  th e  s u p p o r t  o f  a n u r s e  o r  o t h e r  h o m e  h e a l t h  p r o v id e r ,  o r  a re  
a b le  t o  b e  t r a n s fe r r e d  t o  a  n u r s in g  h o m e .

o  S e c o n d  s u r g ic a l  o p in io n  p r o g r a m s  r e q u i r e  p a t ie n ts  t o  s e e k  a s e c o n d  s u r g e o n ’s 
o p i n io n  i f  e le c t iv e  s u r g e r y  is  r e c o m m e n d e d  f o r  c e r ta in  c o n d i t io n s .  E le c t iv e  s u r g e r y  is  
d e f in e d  a s  th a t  w h ic h  c a n  b e  a v o id e d  o r  d e la y e d  w i t h o u t  u n d u e  r is k  t o  d ie  p a t ie n t  
a n d  w h ic h  a l lo w s  s u f f ic ie n t  t im e  to  s e e k  a n o t h e r  o p in io n .

o  R e t r o s p e c t iv e  r e v ie w  p r o v id e s  f o r  d ie  e s ta b l is h m e n t  o f  a u t i l i z a t io n  p r o f i le  o f  in a p -  
p r o p p r ia t e  c a re  f o r  m o n i t o r in g  t r e n d s  a n d  a d d r e s s in g  e x c e s s iv e  u s e  o r  c o s t.

O t h e r  m a n a g e d  c a re  t e c h n iq u e s  in c lu d e  ca se  m a n a g e m e n t ,  w h ic h  is  a  p r o c e s s  t h a t  
p r o v 'd e s  a  c o m p r e h e n s iv e  p la n  o f  c a re  a n d  r e h a b i l i t a t io n  f o r  p e o p le  s u f f e r in g  f r o m  s e v e re  
c o n d id o n s  s u c h  as t r a u m a ,  p r e m a t u r e  b i r t h  o r  A ID S .  T h r o u g h  f le x ib le  in t e r p r e t a d o n  o f  
p la n  p r o v is io n s ,  ca s e  m a n a g e m e n t  c o o r d in a te s  th e  u s e  o f  a l l  a p p r o p r ia t e  ty p e s  o f  t h e r a p y  
a n d  e q u ip m e n t  i n  t h e  m o s t  a p p r o p r ia t e  s e tu n g .  C a s e  m a n a g e m e n t  o f t e n  s u p p o r t s  a lte r n a -  
d v e s  t o  i n s t i t u t i o n a l  c a re ,  s u c h  as p h y s ic a l  t h e r a p y  a n d  o th e r  s e r v ic e s  d e l i v e r e d  in  th e  
h o m e ,  t h a t  a c h ie v e  b e t t e r  p a t ie n t  o u t c o m e s  a t l o w e r  c o s t.

I n  m a n y  m a n a g e d  c a re  p la n s ,  a  p r im a r y  c a re  p h y s ic ia n  s e rv e s  a s  th e  in i t ia l  s c r e e n in g ,  te s t ­
in g ,  t r e a t m e n t  a n d  r e fe r r a l  s o u r c e  f o r  a  p a d e n t .  T h is  p h y s ic ia n  o v e rs e e s  h e a l t h  c a re  s e r ­
v ic e s  r e n d e r e d  t o  p a t ie n t s  b y  o t h e r  p r o v id e r s  a n d  a s s u m e s  c o n d n u in g  r e s p o n s ib i l i t y  f o r  
t h e  o v e r a l l  c o u r s e  o f  t r e a tm e n t .
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ISSUE: McCARRAN-FERGUSON ACT
( a s  o f  M a r c h  1 9 9 0 )

B A C K G R O U N D :  I n  1 9 4 5 , a f t e r  th e  U .S . S u p r e m e  C o u r t  m le d  t h a t  in s u r a n c e  is  in te r s ta te  c o m m e r c e  a n d
t h e r e f o r e  s u b je c t  t o  fe d e r a l  r e g u la t io n ,  i n c lu d in g  a n t i t m s t  la w s ,  C o n g r e s s  p a s s e d  th e  
M c C a r r a n - F c r g u s o n  A c t  t o  e x e m p t  th e  b u s in e s s  o f  in s u r a n c e  f r o m  s o m e  fe d e r a l  a n t i t m s t  
la w s .  C o o p e r a t iv e  e f f o r t s  a m o n g  in s u r a n c e  c o m p a n ie s  ( e .g . ,  c o l le c t io n  o f  in d u s t r y w id e  
lo s s  d a ta ,  r a te m a k in g  a n d  e s ta b l is h m e n t  o f  r is k  p o o ls )  w e r e  e x e m p t e d ,  p r o v id e d  th e y  
w e r e  r e g u la t e d  b y  t h e  s ta te s . In s u r e r s  w e r e  n o t  e x e m p t e d  f r o m  th e  f e d e r a l  p r o h ib i t i o n  
a g a in s t  b o y c o t t ,  c o e r c io n  o r  in t im id a t io n .

'H ie  p e r c e iv e d  c r is is  o v e r  th e  a v a i la b i l i t y  a n d  a f f o r d a b i l i t y  o f  c o m m e r c ia l  l ia b i l i t y  
in s u r a n c e  a n d  c o n c e r n  a b o u t  in s u r a n c e  r a te s  h a s  f o c u s e d  r e n e w e d  a t t e n t io n  o n  th e  
M c C a r r a n - F e r g u s o n  A c t .  F e d e ra l le g is la t io n  w a s  r e in t r o d u c e d  in  t h e  1 9 8 9 -1 9 9 0  s e s s io n ,  
w h ic h  w o u ld  m o d i f y  d ie  in s u r a n c e  a n t i t r u s t  e x e m p t io n s  p r o v id e d  b y  th e  a c t .

T h e  in s u r a n c e  in d u s t r y  is  s u b je c t  t o  d ie  la w s  a n d  r e g u la t io n s  o f  a  v a r ie t y  o f  s ta te  a n d  
fe d e r a l  a g e n c ie s ,  b u t  f o r  d ie  m o s t  p a n ,  in s u r a n c e  r e g u la t io n s  a re  a s ta te  m a t t e r  a n d  C o n ­
g re s s  h a s  b e e n  r e lu c t a n t  t o  i n v o lv e  th e  fe d e r a l  g o v e r n m e n t  in  r e g u la t in g  i t  m o r e  a c t iv e ly .

111AA q u e s t io n s  t h e  p u b l ic  b e n e f i t s  t o  b e  g a in e d  b y  a b a n d o n in g  th e  l im i t e d  a n t i t r u s t  
e x e m p t io n  a n d  s tre s s e s  th e  d y n a m ic  n a tu r e  o f  t h e  in s u r a r  ~e r e g u la t o r y  p r o c e s s  a n d  th e  
a b i l i t y  o f  e a c h  s ta te  t o  r e s p o n d  e f f i c ie n t l y  t o  i ts  r e s id e n ts ’ n e e d s .

I l l A A  P O S I T I O N :  T h e  M c C a r r a n - F e r g u s o n  A c t  m a k e s  d ie  s y s te m  o f  s ta te  r e g u la t io n  o f  in s u r a n c e  w o r k a b le ,  
a n d  th e  l a w  s h o u ld  n o t  b e  r e p e a le d  o r  a m e n d e d  t o  e l im in a t e  o r  r e s t r ic t  t h e  a lr e a d y  n a r ­
r o w  e x e m p d o n  t h e  a c t  p r o v id e s .

R e p e a l o r  a m e n d m e n t  c o u ld  b e  d e t r im e n ta l  t o  t h e  p u b l i c  in te r e s t  b y  c r e a t in g  u n n e c e s s a r y  
a n d  d u p l ic a t i v e  r e g u la t io n  a n d  m ig h t  g iv e  d ie  fe d e r a l  g o v e r n m e n t  u n w a r r a n t e d  
s u p r e m a c y  o v e r  d ie  s ta te s  o n  th is  is s u e .

T h e  h e a l th  in s u r a n c e  i n d u s t i y  is  a l r e a d y  h ig h ly  c o m p e t i t i v e ,  a n d  th e r e  is  n o  e v id e n c e  th a t  
r e p e a l  o f  M c C a r r a n - F e r g u s o n  w o u ld  e n h a n c e  c o m p e t i t i o n .  O n  th e  c o n t r a r y ,  e c o n o m ic  d is ­
r u p t io n ,  w i t h  c o n s e q u e n t  p r e m iu m  p r ic e  in c re a s e s ,  m ig h t  e n s u e .

H ealth  In su ra n c e  A ssocia tion  o f  America
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ISSUE: MEDICARE SUPPLEMENT POLICIES
( a s  o f  M a r c h  1 9 9 0 )

B A C K G R O U N D :  T i l l e  X V I I I  o f  ih e  S o c ia l  S e c u r ity  A c t ,  o th e r w is e  k n o w n  as M e d ic a r e ,  w a s  e n a c te d  in  1 9 6 5
a n d  p r o v id e s  h o s p i t a l  a n d  o t h e r  h e a l th  c a re  s e r v ic e s  t o  p e o p le  a g e  6 5  a n d  o v e r  a n d  t o  d is ­
a b le d  in d iv id u a ls .

T o  a  la r g e  e x te n t ,  th e  h e a l t h  in s u r a n c e  n e e d s  o f  o ld e r  A m e r ic a n s  a r e  b o r n e  b y  th e  fe d e r a l  
g o v e r n m e n t ,  b u t  b e c a u s e  o f  M e d ic a r e ’s d e d u c t ib le s ,  c o p a y m e n t  p r o v is io n s  a n d  b e n e f i t  
l im i t s ,  o ld e r  p e o p le  a re  n o t  f u l l y  p r o t e c t e d  a g a ia s t  t h e  p o s s ib i l i t y  o f  la r g e  u n e x p e c t e d  
m e d ic a l  e x p e n s e s .  T h e s e  l im i t a t io n s  in  M e d ic a r e ’s b e n e f i t  s t r u c tu r e  h a v e  p r o m p t e d  
d e v e lo p m e n t  o f  p r iv a t e  s u p p le m e n ta r y  in s u r a n c e  p o l ic ie s  ( k n o w n  a s  M e d ig a p ) .

T h e r e  a re  m o r e  th a n  3 3  m i l l i o n  p e o p le  in  th e  U n i t e d  S ta te s  o v e r  a g e  6 5  -  a p p r o x im a t e ly  
13  p e r c e n t  o f  th e  to ta l  p o p u la t io n .  T h e  n u m b e r  o f  e ld e r ly ,  m o s t  o f  w h o m  a r e  n o t  
e m p lo y e d ,  is  e x p e c te d  t o  in c re a s e  w e l l  in t o  th e  n e x t  c e n tu r y .  T h e  v a s t  m a jo r i t y  o f  th e s e  
in d iv id u a ls  n o  lo n g e r  h a v e  a c c e s s  t o  a h e a l t h  c a re  p la n  p r o v id e d  b y  a n  e m p lo y e r ,  a n d  
e x c e p t  f o r  th o s e  w h o  a re  p a r t  o f  a r e t i r e e  h e a l t h  p la n ,  t h e  e ld e r ly  m u s t  r e ly  o n  M e d ic a r e  
a n d  p r iv a t e  in s u r a n c e  t o  p a y  t h e i r  h e a l th  c a re  e x p e n s e s .

S in c e  th e  h e a l t h  in s u r a n c e  in d u s t r y  w i l l  b e  c a l le d  o n  t o  h e lp  f i n d  a s o lu t io n  t o  th e  g r o w in g  
p r o b le m  o f  m e e t in g  th e  h e a l th  c a re  n e e d s  o f  th e  e ld e r ly ,  t h e  M e d ic a r e  p r o g r a m  p r e s e n ts  
a n  im p o r t a n t  is s u e  f o r  p r iv a t e  in d u s t r y .

T h e  M e d ic a r e  C a ta s t r o p h ic  A c t  o f  1 9 8 8  w e n t  i n t o  e f f e c t  J a n . 1, 1 9 8 9 , a n d  s u b s t a n t ia l ly  
in c r e a s e d  M e d ic a r e  b e n e f i t s ,  b u t  i t  w a s  r e p e a le d  o n  D e c .  3 1 , 1 9 8 9 . T h e  r e p e a l  w a s  la r g e ly  
d u e  t o  t h e  o u t r a g e  o f  c c a s u m e r s  o v e r  a g e  6 5  b e c a u s e  o f  c o s t  in c re a s e s  a n d  th e  s u r ta x  
p la c e d  o n  h ig h - in c o m e  in d iv id u a ls  a g e  6 5  a n d  o ld e r .

T h e  N a t io n a l  A s s o c ia t io n  o f  I n s u r a n c e  C o m m is s io n e r s  ( N A I C )  w a s  f o r c e d  t o  r e s p o n d  
im m e d ia t e ly  t o  th e  r e p e a l  b y  e n a c t in g  t r a n s i t io n  r e q u i r e m e n t s  a t its  D e c e m b e r  1 9 8 9  m e e t ­
in g .  B a s ic a l ly ,  th e s e  r e q u i r e m e n ts  r e tu r n e d  p o l ic ie s  is s u e d  p r i o r  t o  J a n .  1, 1 9 8 9  t o  t h e i r  
o r ig in a l  b e n e f i t  le v e ls  a n d  r e q u i r e d  in s u r e r s  t o  o f f e r  t o  f o r m e r  p o l ic y h o ld e r s ,  w h o  
d r o p p e d  t h e i r  m e d ic a l  p o l i c ie s  d u r in g  1 9 8 9 , th e  o p p o r t u n i t y  t o  r e in s t i t u t e  t h e i r  o ld  
p o l ic ie s  w i t h o u t  p e n a l ty .

D u r in g  th e  D e c e m b e r  1 9 8 9  m e e t in g ,  th e  N A IC  a ls o  a d o p t e d  c o n s u m e r  p r o t e c t io n  a m e n d ­
m e n ts  t o  th e  e x is t in g  m o d e l  M e d ic a r e  S u p p le m e n t  A c t  a n d  R e g u la t io n .  T h e  a m e n d m e n ts  
r e q u i r e  in s u re r s  to  Is s u e  g u a r a n te e d  r e n e w a b le  p o l i c ie s ,  l im i t  in s u r e d s  t o  o n e  M e d ic a r e  
s u p p le m e n t  p o l i c y ,  p r o v id e  m o r e  e x te n s iv e  r e p o r t in g  o f  th is  l in e  o f  b u s in e s s  a n d  in c r e a s e  
p e n a l t ie s  f o r  v io la t io n s .

T h e s e  a c t io a s  w i l l  o n c e  a g a in  r e q u i r e  a l l  5 6  s ta te s  t o  e s ta b l is h  a r e g u la t o r y  f o r m a t  e q u a l  to  
o r  m o r e  s t r in g e n t  th a n  s ta n d a r d s  e s ta b l is h e d  b y  th e  N A IC  m o d e l  a c t  a n d  r e g u la t io n  c o v e r ­
in g  M e d ic a r e  s u p p le m e n t  p o l ic ie s .  ' I h i s  f o r m a t  d e f in e s  s u c h  a  p o l i c y ,  r e g u la te s  p o l i c y  
p r o v is io n s  a n d  lo s s  r a t io s ,  s e ts  r u le s  f o r  r e p la c e m e n t  o f  s u c h  p o l i c ie s  a n d  e s ta b l is h e s  m i n i ­
m u m  b e n e f i t  s ta n d a rd s .
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I I 1 A A  P O S I T I O N :  T h e  A s s o c ia t io n  e n c o u r a g e s  th e  s ta te s  t o  a d o p t  d ie  N A IC  r e g u la t o r y  f o r m a t  f o r  M e d ic a r e  
s u p p le m e n t  p o l ic ie s .  I t  o p p o s e s  fe d e r a l  g o v e r n m e n t  i n t r u s io n  in t o  t h e  p r iv a t e  in s u r a n c e  
m a r k e t .  H I A A ’s  p o s i t i o n  is  t h a t  p r iv a t e  in s u r a n c e  m e e ts  th e  n e e d s  o f  M e d ic a r e  r e c ip ie n ts  
f o r  s u p p le m e n ta r y  c o v e r a g e  a n d  th a t  c u r r e n t  s la te  r e g u la t io n s  a re  s u f f ic ie n t  t o  p r o te c t  
p u r c h a s e r s  o f  M e d ic a r e  s u p p le m e n t  p o l ic ie s .



B A C K G R O U N D :
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ISSUE: RISK CLASSIFICATION
(as of March 1990)

H e a lth  in s u r a n c e  c o m p a n ie s  u s e  r i s k  c la s s i f ic a t io n  m e th o d s  to  s e t  p r e m iu m  r a te s  c o m m e n ­
s u r a te  w i t h  th e  le v e l  o f  r is k  a n  in d iv id u a l  o r  g r o u p  r e p r e s e n ts .  T h e  u s e  o f  s u c h  te c h n iq u e s  
b y  in s u r e r s  h a s  e x p a n d e d  th e  a v a i la b i l i t y  o f  h e a l th  in s u r a n c e ,  a s  w e l l  as  c o n s u m e r  
o p t io n s ,  s in c e  p r e m iu m s  a re  s e t  a t  le v e ls  th a t  r e p r e s e n t  th e  r e la t iv e  r i s k  o f  in s u r in g  a  g iv e n  
g r o u p  o r  in d iv id u a l .

R is k  c la s s i f ic a t io n  a ls o  h e lp s  t o  f o r m  a d i r e c t  l i n k  b e t w e e n  h e a l th  c a re  e x p e n d i t u r e s  a n d  
th e  c o s t  o f  c o v e r a g e .  S in c e  e m p lo y e r s  w h o  s e l f - in s u r e  a v o id  s u b s id iz in g  o i l i e r  h ig h e r - c o s t  
e m p lo y e r  g r o u p s ,  in s u re r s  m u s t  b e  a b le  t o  c la s s if y  r i s k  in  o r d e r  t o  o f f e r  r e a s o n a b le  p r ic e s  
t o  c l ie n t s  p r e f e r r in g  t r a d i t io n a l  in s u ra n c e .  M o r e o v e r ,  i f  in s u r e r s  w e r e  p r e v e n t e d  f r o m  
c h a r g in g  a c l i e n t  th e  t r u e  c o s t  o f  c o v e r a g e ,  a m a jo r  in c e n t iv e  f o r  e m p lo y e r s  t o  h o ld  c o s ts  
d o w n  w o u ld  b e  d im in is h e d .  E m p lo y e r s  w o u ld  h a v e  le s s  r e a s o n  t o  p r o v id e  s a fe  w o r k  
e n v i r o n m e n ts ,  e s ta b l is h  w e l ln e s s  p r o g r a m s  o r  s e e k  e f f i c ie n t  p r o v id e r s  o f  c a re .  W i t h o u t  
r i s k  c la s s i f ic a t io n ,  e v e r y  g r o u p  w o u ld  p a y  th e  s a m e  in  p r e m iu m s ,  r e g a r d le s s  o f  i ts  t r u e  
h e a l t h  c a re  c o s ts .

T h e  p r o c e s s  o f  r i s k  c la s s i f ic a t io n  d e p e n d s  o n  fa ir n e s s .  D is c r im in a t io n  b y  in s u r a n c e  c o m ­
p a n ie s  a g a in s t  i n d iv id u a ls  s e e k in g  c o v e r a g e  is  g o v e r n e d  b y  f e d e r a l  c i v i l  r ig h t s  s ta tu te s  as 
w e l l  a s  s ta te  la w s  a n d  r e g u la t io n s .  T h e  N a t io n a l  A s s o c ia t io n  o f  I r .  .u r a n c e  C o m m is s io n e r s  
( N A I C )  m o d e l  r e g u la t io n s  o n  d is c r im in a t io n  o n  th e  b a s is  a f  s e x  o r  b l in d n e s s  h a v e  b e e n  
a d o p t e d  b y  a  m a jo r i t y  o f  s ta le s ,  a n d  th e y  s e r v e  a s  a b a s is  o f  r e s o lv in g  c la im s  o f  u n f a i r  t r e a t ­
m e n t  b y  in s u r a n c e  c o m p a n ie s .  H I A A  a ls o  h a s  d e v e lo p e d  a m o d e l  r is k  c la s s i f ic a t io n  b i l l  f o r  
u s e  in  s ta te s  c o n s id e r in g  a c t io n s  in  t h is  a re a .

S o m e  s t3 te  r e g u la to r s  h a v e  u r g e d  e q u a l ,  r a th e r  t h a n  e q u i t a b le ,  t r e a t m e n t  o f  in s u r e d s  a n d  
h a v e  a t t e m p t e d  t o  ig n o r e  th e  d i f f e r e n c e  in  p r o je c t e d  h e a l t h  c a re  e x p e n s e s  a m o n g  p e o p le .  
F o r  e x a m p le ,  H I V  te s t in g  o f  in s u r a n c e  a p p l ic a n t s  h a s  b e c o m e  th e  fo c u s  o f  s p e c ia l  in te r e s t  
g r o u p s  th a t  w a n t  t o  p r e v e n t  in s u r e r s  f r o m  te s t in g  a p p l ic a n ts ,  d e s p i t e  th e  fa c t  t h a t  H I V - p o s i ­
t iv e  in d iv id u a ls  r e p r e s e n t  a r is k  th a t  is  2 6  l im e s  g r e a te r  th a n  a v e ra g e .

W i t h o u t  th e  a b i l i t y  t o  u s e  r is k  c la s s i f ic a t io n ,  in s u r e r s  m a y  e n c o u n t e r  a d v e rs e  s e le c t io n ,  
w h ic h  is  th e  t e n d e n c y  o f  c o n s u m e r s  t o  b u y  h e a l th  in s u r a n c e  o n l y  a f t e r  th e  o n s e t  o f  i l ln e s s  
o r  w h e n  a l i k e l i h o o d  o f  m a jo r  i l ln e s s  h a s  b e c o m e  a p p a r e n t .  A d v e r s e  s e le c t io n  c a n  s e r io u s ­
l y  t h r e a te n  ia s u r e r s '  f in a n c ia l  s ta b i l i t y .

I n  o r d e r  t o  e n s u r e  d ie  f in a n c ia l  s o u n d n e s s  o f  d ie  in d u s t r y ,  h e a l t h  ia s u r e r s  m u s t  b e  p e r ­
m i t t e d  to  c la s s if y  t h e i r  p o l i c y h o ld e r s  a c c o r d in g  t o  e x p e c t e d  r is k  o f  lo s s .  T h is  n e c e s s a r i ly  
in c lu d e s  th e  u s e  o f  r e a d i ly  a v a i la b le  d a ta  a b o u t  a p p l ic a n t s '  a g e ,  s e x ,  o c c u p a t io n  a n d  
h e a l t h  s ta tu s .

H I A A  r e c o g n iz e s  th e  n e e d  to  m a k e  a f f o r d a b le  c o v e r a g e  a v a i la b le  t o  a ll ,  a n d  h a s  
d e v e lo p e d  p r o p o s a ls  f o r  r e in s u r a n c e  a n d  r is k  p o o ls  f o r  h ig h - r is k  e m p lo y e r s  a n d  
in d iv id u a ls .

H ealth  In su ra n c e  Associa tion  ol A m erica
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T h e  A s s o c ia t io n  o p p o s e s  le g is la t iv e  in te r fe r e n c e  w i t h  le g i t im a t e  a n d  n e c e s s a r y  r is k  c la s ­
s i f i c a t io n  a n d  r a te m a k in g  p r o c e d u ie s  a n d  b e l ie v e s  t h a t  ia s u r e r s  s h o u ld  b e  a l l o w e d  to  c o l ­
le c t  a n d  u s e  in f o r m a t io n  t h a t  h a s  a s ta t is t ic a l ly  d e m o n s t r a b le  r e la t io n s h ip  t o  th e  c o s t  o f  

p r o v id in g  c o v e r a g e .

In s u r e r s  d o  n o t  s e e k  t o  s t e r e o ty p e  o r  d is c r im in a t e  u n f a i r l y  a g a in s t  i n d iv id u a ls  o r  g r o u p s .  
H o w e v e r ,  t o  ig n o r e  d a ta  t h a t  t ie s  th e  c o s t  o f  c la im s  t o  a f a i r  p r e m iu m  c o s t  is  t o  in v i t e  

f in a n c ia l  f a i lu r e .



ISSUE: STATE MANDATED BENEFITS
( a s  o f  M a r c h  1 9 9 0 )
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B A C K G R O U N D :  O v e r  ih e  y e a rs ,  ih e  l is t  o f  s ta le  m a n d a te d  b e n e f i t s  a n d  p r o v id e r s  h a s  g r o w n  d r a m a t ic a l ly .
I n  a l l ,  t h e r e  a b o u t  8 0 0  d i f f e r e n t  s ta te  m a n d a te d  b e n e f i t  la w s  n a t io n w id e ,  r a n g in g  f r o m  
s u c h  d is p a r a te  s e r v ic e s  as a c u p u n c t u r e  a n d  C h in e s e  m e d ic in e ,  p a s to r a l  c o u a s e l in g ,  
c h i r o p r a c t i c  a n d  p o d ia t r y ,  t o  a  v a r ie t y  o f  m e n ta l  h e a l t h  b e n e f i t s .

W h i le  th e  m e r i ts  o f  a n y  p a r t i c u la r  b e n e f i t  o r  p r o v id e r  g r o u p  c a n  b e  v ig o r o u s ly  d e f e n d e d  
b y  i t s  p r o p o n e n t s ,  t h e  c u m u la t iv e  e f f e c t  is  a h o d g e p o d g e  o f  s ta te  la w s  th a t  in c r e a s e  th e  
c o s t  o f  h e a l t h  in s u r a n c e ,  p a r t i c u la r ly  t o  s m a l l  e m p lo y e r s  w h o  a re  m o s t  in  n e e d  o f  r e l i e f  
f r o m  th e  h ig h  c o s t  o f  h e a l t h  c a re .

O n e  n e g a t iv e  e f f e c t  o f  th e  m y r ia d  m a n d a te d  b e n e f i t  la w s  th a t  in c r e a s e s  th e  c o s t  o f  
c o v e r a g e  is  t h a t  m u l t is ta t e  in s u re r s  m u s t  m o n i t o r  a n d  c o m p ly  w i t h  m a n y  d i f f e r e n t  s ta te  
la w s .  T h e y  a re  p r e c lu d e d  f r o m  d e v e lo p in g  lo w e r - c o s t  p r o t o t y p e  p la n s  w h ic h  th e y  c a n  
m a r k e t  a c ro s s  s ta te  l in e s .

M o r e  im p o r t a n t l y ,  m a n y  o f  th e s e  b e n e f i t s  a re  e x p e n s iv e  in  t h e i r  o w n  r ig h t .  S u b s ta n c e  
a b u s e  t r e a tm e n t ,  c o v e r a g e  f o r  p s y c h ia t r ic  h o s p it a ls  a n d  p s y c h o lo g is ts ’ v is it s  s u b s ta n t ia l ly  
in c r e a s e  th e  c o s t  o f  b o t h  i n d iv id u a l  a n d  g r o u p  c o v e r a g e .  W i t h  f e w  e x c e p t io n s ,  m a n d a te s  
ra is e  th e  p r ic e  o f  in s u r a n c e  c o v e r a g e .

T a k e n  to g e th e r ,  th e  m a n d a t e d  b e n e f i t s  in  s o m e  s ta te s  p r o v id e  a c o m p r e h e n s iv e  b e n e f i t  
p a c k a g e  d r a t  m a n y  s m a l l  e m p lo y e r s  s im p ly  c a n n o t  a f f o r d .  S tu d ie s  in d ic a t e  th a t  
a p p r o x im a t e ly  16 p e r c e n t  o f  s m a l l  b u s in e s s e s  t h a t  d o  n o t  o f f e r  h e a l t h  b e n e f i t :  to  t h e i r  
e m p lo y e e s  w o u ld  o f f e r  t h e m  in  a le s s  h e a v i l y  m a n d a te d  s e t t in g .  T h is  c re a te s  s e r io u s  
p r o b le m  f o r  th e  h e a l t h  in s u r a n c e  in d u s t r y ',  w h ic h  is  t r y in g  to  d e v e lo p  l o w e r  c o s t  h e a l t h  
p la n s  f o r  s m a l l  e m p lo y e r s  in  its  e f f o r t s  to  in c re a s e  c o v e r a g e  to  th e  31  m i l l i o n  A m e r ic a n s  
w i t h o u t  h e a l t h  in s u r a n c e ,  m a n y  o f  w h o m  a re  f u l l - t im e  w o r k e r s  o r  t h e i r  d e p e n d e n ts  a n d  
e m p lo y e d  b y  s m a l l  f i r m s .

F u r t h e r m o r e ,  s ta te  m a n d a te d  b e n e f i t  la w s  d o  n o t  a p p ly  e q u a l ly  t o  a l l  h e a l th  p la n s .  ' I h e  
E m p lo y e e  R e t ir e m e n t  I n c o m e  S e c u r it y  A c t  o f  1 97 4  ( E R IS A )  e x e m p t s  s e l f - in s u r e d  p la n s  
f r o m  s ta te  m a n d a te d  b e n e f i t  la w s .  T h u s ,  m a n d a te d  b e n e f i t s  h a v e  e n c o u r a g e d  f i r m s  t o  s e l f -  
in s u r e  a n d  t h e r e b y  e s c a p e  s ta te  o v e r s ig h t  f r o m  m a n d a te d  b e n e f i t s ,  r e s e r v e  a n d  f in a n c ia l  
s o lv e n c y  r e q u i r e m e n t s  a n d  p r e m iu m  ta x e s .

In  g e n e r a l ,  o n ly  la r g e  e m p lo y e r s  c a n  a f f o r d  to  s e l f - in s u r e ,  w h ic h  n o t  o n ly  a l lo w s  m u l t i -  
s ta le  e m p lo y e r s  t o  s a v e  a d m in is t r a t iv e  cosLs , i t  a ls o  a l lo w s  th e m  t o  p ic k  a n d  c h o o s e  th e  
b e n e f i t s  t h a t  a re  m o s t  d e s i r a b le  a n d  c o s t - e f fe c t iv e  f o r  t h e i r  e m p lo y e e s .  E m p lo y e r s  t o o  
s m a l l  t o  s e l f - in s u r e ,  h o w e v e r ,  d o  n o t  h a v e  th is  f l e x ib i l i t y ,  t h u s  m a k in g  it le s s  l i k e l y  th a t  
t h e y  w i l l  o l f c r  h e a l t h  in s u r a n c e  a t a l l .  I n  1 9 8 4 , 3 7  p e r c e n t  o f  a l l  w o r k e r s  a n d  t h e i r  fa m il ie s  
w e r e  c o v e r e d  b y  s e l f - in s u r e d  p la n s .  T h is  p la c e s  th e  b u r d e n  o f  m a n d a t e d  b e n e f i t s  o n  s m a l l

| tC >  C .o n n iv tu iK  A v e n u e  N  \V  . W a s h in g to n . DC. JtH U n 202 -223 - SO F A X  2<i2-22) - " 8‘H

e m p lo y e r s .
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H I A A  P O S r r iO N :  1 1 IA A  o p p o s e s  a l!  m a n d a te d  b e n e f i t  la w s .  W h e n  a n  e m p lo y e r  c a n n o t  a f f o r d  a l l  b e n e f i t s  
t h a t  m a y  b e  b e n e f ic ia l  f o r  i ts  e m p lo y e e s ,  th e  c h o ic e  o f  w h ic h  b e n e f i t s  t o  b u y  s h o u ld  b e  
m a d e  b y  th e  p u r c h a s e r .

'H ie  e x is t in g  p r e e m p t io n  o f  s ta te  m a n d a te d  b e n e f i t  la w s  th a t  c u r r e n t ly  a p p l ie s  t o  s e l f - i n ­
s u r e d  e m p lo y e e  h e a l th  p la n s  s h o u ld  b e  e x te n d e d  to  in s u r e d  p la n s .  S m a l l  e m p lo y e r s  
s h o u ld  n o t  b e  f o r c e d  t o  c h o o s e  b e tw e e n  a  " C a d i l la c "  p la n  a n d  n o n e  a l  a ll .
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ISSUE: STATS POOLS FOR UNINSURABLES
( a s  o f  M a r c L  1 9 9 0 )

B A C K G R O U N D :  S ta te  r is k  p o o ls  a r e  d e s ig n e d  to  g u a r a n te e  th e  a v a i la b i l i t y  o f  p r iv a t e  h e a l t h  in s u r a n c e  t o  a l l
A m e r ic a n s  u n d e r  a g e  6 5  w h o  w a n t  t o  p u r c h a s e  p r o t e c t io n ,  w h o  a re  w i l l i n g  t o  p a y  f o r  i t  
b u t  w h o  a re  n o t  c o n s id e r e d  m e d ic a l l y  in s u r a b le .  W i t h o u t  g u a r a n te e in g  s u c h  a c c e s s  to  
h e a l t h  in s u r a n c e ,  t h e  in d u s t r y  r is k s  g o v e r n m e n t  i n t r u s io n  i n t o  th e  h e a l t h  in s u r a n c e  m a r k e t .

T h e  c o m m e r c ia l  h e a l t h  in s u r a n c e  in d u s t r y  h a s  a c t iv e ly  s u p p o r t e d  s u c h  in i t ia t i v e s  s in c e  th e  
la te  1 9 6 0 s . H o w e v e r ,  th e  A s s o c ia t io n ’s  c h ie f  c o n c e r n  a b o u t  s ta te  p o o ls  is  t h a t  t h e y  b e  e q u i ­
t a b ly  f u n d e d .

F u n d in g  m e c h a n is m s  v a r y .  W h i le  th e  m a jo r i t y  o f  s ta te  p o o ls  f o r u n in s u r a b le s  a re  s u p ­
p o r t e d  t h r o u g h  d i r e c t  p a y m e n ts  f r o m  th e  s ta te  o r  b y  t a x  c r e d it s  a l l o w e d  a g a in s t  in s u r e r  
a s s e s s m e n ts ,  s o m e  s ta te s  u s e  o t h e r  m e c h a n is m s ,  s u c h  as im p o s in g  th e  c o s t  o f  p o o l  lo s s e s  
e n t i r e l y  o n  in s u r e r s  ( W is c o n s in )  o r  im p o s in g  a h o s p i t a l  u s e  ta x  ( M a in e ) .

H I A A  P O S I T I O N :  I n s u r e r s  s h o u ld  b e  a l l o w e d  to  r e ta in  t h e i r  a b i l i t y  t o  u n d e r w r i t e .  W e  s u p p o r t  s ta te  le g is la ­
t io n  t o  e s ta b l is h  v o lu n t a r y  r is k  p o o ls  f o r  i n d iv id u a ls  w h o  a re  d e n ie d  in s u r a n c e  c o v e r a g e  
b e c a u s e  o f  p o o r  h e a l t h  o r  m e d ic a l  c o n d i t io n s ,  a s  w e l l  a s  fe d e r a l  le g is la t io n  e n c o u r a g in g  
s ta te s  to  ta k e  s u c h  a c t io n .

H I A A  b e l ie v e s  th a t  f u n d in g  f o r  th e s e  p o o ls  s h o u ld  b e  b r o a d ly  b a s e d ,  p r e f e r a b ly  f r o m  
g e n e r a l  ta x  r e v e n u e s .  A s s e s s in g  o n ly  c o m m e r c ia l  in s u r e r s  f o r  p o o l  lo s s e s  d r iv e s  u p  th e  
c o s t  o f  p r iv a t e  in s u r a n c e  a n d  g iv e s  s e l f - f u n d e d  p la n s  a c o m p e t i t i v e  a d v a n ta g e  o v e r  
in s u r e d  p la n s ,  i n  a d d i t io n ,  H I A A  m a in ta in s  t h a t  c o s t  c o n t r o ls  a n d  m a n a g e d  c a re  s h o u ld  b e  
in c o r p o r a t e d  i n t o  p o o l  a d m in is t r a t io n .

Health  In su ran ce  Associa tion  o f  America
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ISSUE: THE UNINSURED
( a s  o f  M a r c h  1 9 9 0 )

B A C K G R O U N D :  A p p r o x im a t e ly  31  m i l l i o n  A m e r ic a n s  h a v e  n o  p u b l i c  o r  p r iv a te  h e a l t h  c a r e  c o v e r a g e .  C o m ­
m e n ta to r s  h a v e  s ta le d  t h a t  th e  u n in s u r e d  p o p u la t i o n  h a s  in c r e a s e d  s ig n i f i c a n t l y  in  th e  p a s t 
d e c a d e  f o r  th e  f o l l o w in g  re a s o n s :  t h e  e c o n o m ic  d o w n t u r n  o f  t h e  e a r l y  1 9 8 0 s  a n d  its  e f fe c t  
o n  e m p lo y m e n t ;  M e d ic a id  c u tb a c k s ;  a  p r o b a b le  d e c l in e  in  e m p lo y e r - b a s e d  c o v e r a g e  o f  
d e p e n d e n t s  in  w h a t  m a y  b e  a r e s p o n s e  t o  r i s in g  h e a l t h  c a re  c o s ts ;  a n  in c r e a s e  in  s ta te  
m a n d a te d  b e n e f i t s ;  a n d  in c r e a s in g  n u m b e r s  o f  w o r k e r s  in  in d u s t r ie s  le s s  l i k e l y  t o  o f f e r  
h e a l t h  in s u ra n c e .

T h e  u n in s u r e d  h a v e  g r e a te r  p r o b le m s  g a in in g  a c c e s s  t o  th e  h e a l t h  c a r e  s y s te m  th a n  d o  
th o s e  w h o  h a v e  in s u r a n c e .  ' t h e r e f o r e ,  t h e y  o f t e n  f o r e g o  n e c e s s a ry  c a r e  o r  d e la y  g e t t in g  
c a re  u n t i l  i t  is  e i t h e r  t o o  la te  o r  m o r e  c o s t ly .  F o r  a l l  th e s e  re a s o n s ,  i t  is  i n c u m b e n t  o n  
p o l i c y  m a k e r s  t o  d e v is e  w a y s  t o  f i l l  t h e  g a p s  in  t h e  h e a l t h  f in a n c in g  s y s te m .

C o n t r a r y  to  p o p u la r  b e l ie f ,  th e  u n in s u r e d  a re  n o t  m a in ly  p o o r  a n d  u n e m p lo y e d .  In  fa c t ,  
f e w e r  th a n  o n e - t h i r d  h a v e  in c o m e s  b e lo w  th e  f e d e r a l  p o v e r t y  l in e ,  a l t h o u g h  a s ig n i f ic a n t  
n u m b e r  a re  in  th e  n e a r - p o o r  c a te g o r y .  M o s t  u n in s u r e d  p e o p le  ( a p p r o x im a t e ly  6 2  p e r c e n t  > 
a re  e i t h e r  f u l l - t im e  w o r k e r s  th e m s e lv e s  o r  f a m i l y  m e m b e r s  o f  s u c h  e m p lo y e e s .

D a ta  h a v e  s h o w n  th a t  i t  c a n  b e  d i f f i c u l t  f o r  s m a l l  e m p lo y e r s  t o  o b t a in  g r o u p  h e a l th  
in s u r a n c e ,  a l t h o u g h  th e r e  a re  z  n u m b e r  o f  in s u r a n c e  c o m p a n ie s  a n d  m e c h a n is m s  th r o u g h  
w h ic h  s u c h  c o v e r a g e  c a n  b e  p u r c h a s e d .  O n e  o f  th e  p r in c ip a l  b a r r ie r s  f o r  s m a l l  e m p lo y e r s  
is  th e  c o s t  o f  h e a l t h  in s u r a n c e ,  a n d  1 I J A A ’s  p r o g r a m  o n  th e  u n in s u r e d  c a l ls  f o r  t a x  s u b ­
s id ie s  f o r  f in a n c ia l l y  v u ln e r a b le  g r o u p s  t o  e n c o u r a g e  th e  p u r c h a s e  o f  c o v e r a g e .

In  a d d i t io n ,  p o l i c y  m a k e r s  h a v e  s ta te d  th a t  c e r ta in  u n d e r w r i t i n g  a n d  r a t in g  p r a c t ic e s  in  th e  
s m a l l  e m p lo y e r  m a r k e t  e x a c e r b a te  th e  p r o b le m  o f  th e  u n in s u r e d .  A  p o r t i o n  o f  H I A A 's  p r o  
g r a m  a ls o  a d d re s s e s  th e s e  c o n c e r n s .

A  n u m b e r  o f  b i l l s  h a v e  b e e n  in t r o d u c e d  a t th e  fe d e r a l  le v e l  t o  r e q u i r e  o r  e n c o u r a g e  
e m p lo y e r s  t o  o f f e r  c o v e r a g e .  A t  th e  s la te  le v e l c o n c e r n  o v e r  th e  u n in s u r e d  h a s  r e c e iv e d  
w id e s p r e a d  a t t e n t io n ,  a n d  b y  th e  e n d  o f  1 9 8 9 , m o r e  t h a n  4 0  s la te s  w e r e  s t u d y in g  a n d / o r  
c o n s id e r in g  le g is la t io n  o n  th e  u n in s u r e d

H I A A  P O S I T IO N :  I I I A A  b e l ie v e s  th a t  n e i t h e r  a p r iv a t e  n o r  a p u b l i c  e f f o r t ,  b y  i ts e lf ,  w i l l  a d e q u a t e ly  m e e t  th e  
n e e d s  o f  th e  u n in s u r e d .  H o w e v e r ,  a c o o p e r a t iv e  e f f o r t  c a n  h e lp  s o lv e  t h e  p r o b le m

I I I A A  is  fa c e d  w i t h  t h e  e v e r - in c r e a s in g  n e e d  t o  r e s p o n d  t o  a g r o w in g  n u m b e r  o f  s ta te  
p r o p o s a ls  f o r  th e  u n in s u r e d .  M a n y  o f  th e s e  in i t ia t i v e s  h a v e  t h e i r  o w n  c h a r a c te r is t ic s ,  
r e f l e c t in g  th e  s p e c ia l  in te r e s t  g r o u p s  b e h in d  th e  p r o p o s a l  a n d  th e  s t a le ’s p o l i t ic a l  a tm o s ­

p h e r e ,  c o l le c t iv e  s o c ia l  c o n s c io u s n e s s  a n d  f in a n c ia l  r e s o u rc e s .

I l l A A ’s  s ta le  p o l i c y  o n  th e  u n in s u r e d  n e e d s  t o  I k - c o n s is te n t  w i t h  f e d e r a l  p o l i c y ,  b u t  a l lo w  
m o r e  r o o m  t o  in c o r p o r a t e  a v a r ie t y  o f  w a v s  to  m e e t  i ts  o b je c t iv e s .  T o  b e s t  s e r v e  th e s e  
n e e d s ,  1 I IA A  h a s  n o t  a d o p t e d  a s p e c i f ic  p r o p o s a l  o n  th e  u n in s u r e d ,  b u t  in s te a d  s u p p o r t s
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sta le : le g is la t io n  th a t  a im s  t o  im p r o v e  a c c e s s  fo r  s o m e  o r  a l l  o f  th e  s ta le 's  u n in s u r e d  a n d  
th a t  is  c o n s is te n t  w i t h  t h e  f o l l o w in g  s ix  p o in t s .

o  S t a t e  p r o g r a m s  m u s t  b e  e x p a n d e d  t o  c o v e r  t h e  p o o r  a n d  n e a r - p o o r  p o p u l a ­
t i o n s .  S ta te s  s h o u ld  e x p a n d  t h e i r  M e d ic a id  p r o g r a m s  to  c o v e r  a l l  m a n d a t o r y  a n d  
o p t io n a l  c a te g o r ic a l  g r o u p s  u p  to  th e  fe d e r a l  p o v e r t y  l in e .

F o r  th o s e  p o o r  in d iv id u a ls  w h o  d o  n o t  f a l l  i n t o  a f e d e r a l ly  d e f in e d  M e d ic a id  c a te g o r ic a l  
g r o u p ,  s ta te s  h a v e  th e  o b l ig a t io n  to  p r o v id e  s im i la r  c o v e r a g e  u s in g  t h e i r  o w n  fu n d s .

F o r  n e a r - p o o r  i n d iv id u a ls  ( th o s e  b e tw e e n  100 p e r c e n t  a n d  IS O  p e r c e n t  o f  p o v e r t y ) ,  
a n d  p o s s ib ly  s o m e  o f  d ie  n o n c a t c g o r ic a l  p o o r ,  s la te s  s h o u ld  e s ta b l is h  a  p u b l i c  b u y - in  
p r o g r a m ,  w h ic h  w o u ld  c o v e r  a ra n g e  o f  p r im a r y  a n d  p r e v e n t iv e  s e r v ic e s  ( n o  in p a t ie n t  
h o s p i t a l  o r  m a jo r  o u t p a t ie n t  s u r g e r y )  in  e x c h a n g e  f o r  a n  in c o m e - r e la te d  p r e m iu m .

I f  p u b l i c  f u n d s  a re  l im i t e d ,  s ta le s  s h o u ld  g iv e  l i r s t  p r io r i t y  t o  l o w  in c o m e  c h i ld r e n  a n d  
p r e g n a n t  w o m e n .

S ta te s  s h o u ld  ta k e  a d v a n ta g e  o f  r e c e n t  fe d e r a l  w e l f a r e  r e fo r m  le g is la t io n  th a t  a l lo w s  
M e d ic a id  t o  p a y  l o w  in c o m e  w o r k e r s ’ s h a re  o f  e m p lo y e r - b a s e d  p r e m iu m  c o n t r ib u t io n s  
in  o r d e r  t o  h e lp  s u c h  in d iv id u a ls  p a r t i c ip a t e  in  a v a i la b le  e m p lo y e r - b a s e d  c o v e r a g e  f o r  a 
t r a n s i t io n a l  p e r io d  w h e n  r e tu r n in g  to  w o t k .  T h e y  s h o u ld  a ls o  e x t e n d  t h is  n o t io n  to  p a y  
e m p lo y e e s ’ s h a r e  o f  p r e m iu m  e v e n  a f te r  th e  t r a n s i t io n  p e r io d  f o r  a l l  w o r k e r s  w h o s e  
fa m i ly  in c o m e s  a re  b e lo w  p o v e r t y ,  w h e t h e r  o r  n o t  fe d e r a l  m a t c h in g  f u n d s  a r c  a v a i la b le  
f o r  t h is  p u r p o s e .  I I I A A  r e c o m m e n d s  fe d e r a l  M e d ic a id  m a t c h in g  f u n d s  w h e n  s ta te s  e le c t  
t o  im p le m e n t  s u c h  a b u y - o u t  p r o g r a m .

S ta le s  s h o u ld  u r g e  th e  fe d e r a l  g o v e r n m e n t  to  b r e a k  th e  in c o m e  a n d  c a te g o r ic a l  l in k s  
b e t w e e n  c a s h  a s s is ta n c e  a n d  e l i g ib i l i t y  f o r  M e d ic a id  s o  th a t  fe d e r a l  M e d ic a id  m a tc h  i g  
f u n d s  a r c  a v a i la b le  t o  a l l  p o o r  in d iv id u a ls  r e g a rd le s s  o f  f a m i l y  s t r u c tu r e  o r  w o r k  s ta tu s . 
S ta te s  s h o u ld  a lo O  u r g e  th e  fe d e r a l  g o v e r n m e n t  t o  m a k e  fe d e r a l  fu n d s  a v a i la b le  to  
c o v e r  t h e  n e a r - p o o r  p o p u la t io n  t h r o u g h  M e d ic a id  b u y - in  a n d  o th e r  s im i la r  p r o g r a m s .  
F in a l ly ,  th e  fe d e r a l  g o v e r n m e n t  s h o u ld  I x :  u r g e d  to  e x p a n d  w e l f a r e  r e fo r m  to  a p p ly  t o  
a l l  p o o r  a n d  n e a r - p o o r  w o r k e r s  f o r a  t r a n s i t io n a l  p e r io d .

o  H I A A  i s  o p p o s e d  t o  e m p l o y e r  m a n d a t e s  o r  a  c o m p u l s i o n  o n  e m p l o y e r s  t o  p r o ­
v i d e  h e a l t h  i n s u r a n c e  t o  e m p lo y e e s  a n d  t h e i r  d e p e n d e n t s ,  i n c l u d i n g  t a x  p e n a l ­
t i e s  f o r  f a i l u r e  t o  p r o v i d e  c o v e r a g e .  I I I A A  h a s  d e v e lo p e d  a s e p a ra te  p o s i t io n  p a p e r  
o n  e m p lo y e r  m a n d a te s  w h ic h  is  a v a i la b le  o n  re q u e s t .

o  T h e r e  a r e  s e v e r a l  f u n d a m e n t a l  t e n e t s  o f  t h e  h e a l t h  I n s u r a n c e  I n d u s t r y  t h a t  
H I A A  s h o u l d  a c t i v e l y  p u r s u e  t o  s h a p e  t h e  o u t c o m e  o f  a n y  s t a t e  p r o p o s a l  o n  
t h e  u n i n s u r e d .

T h e y  in c lu d e :  e s s e n t ia l  u n d e r w r i t i n g  f r e e d o m ;  a p p r o p r ia t e  ra te  la t i t u d e ;  n o n c o m p e t i ­
t io n  b e t w e e n  p r iv a te  a n i l  p u b l ic  p r o g r a m s ;  m a in te n a n c e  o f  a p r iv a te  m a r k e t ,  i n c lu d in g  
th e  a g e n t  d is t r i b u t io n  m e c h a n is m  (e .g . .  n o  s ta te  f u n d ) ;  m e a n in g fu l  c o s t  c o n ta in m e n t ;  
a n d  e l im in a t io n  o f  s ta te  I x m e f i t  m a n d a te s

o  S m a l l  e m p l o y e r s  s h o u l d  h a v e  r e l i a b l e  p r e m i u m  l e v e ls  a n d  a c c e s s  t o  g r o u p  
h e a l t h  i n s u r a n c e .  H I A A  h a s  d e v e lo p e d  a s e t  o f  s ta n d a r d s  d e a l in g  w i t h  s m a l l  g r o u p  
r e fo r m s  in  c o n n e c t io n  w i t h  th e  e s ta b l is h m e n t  o f  a r e in s u r a n c e  m e c h a n is m ,  in c lu d in g  
m a k in g  c o v e r a g e  a v a i la b le  t o  e n t i r e  e m p lo y e r  g r o u p s ,  a n d  n o t  s u b je c t in g  e m p lo y e e s  to  
n e w  p r e e x is t in g  c o n d i t i o n s  w h e n  th e y  c h a n g e  jo b s  o r  t h e i r  e m p lo y e r  c h a n g e s  c a r r ie r s .  
T h e s e  r e fo r m s  a re  in t e n d e d  to  h e lp  a s s u re  a v ia b le  p r iv a t e  m a r k e tp la c e  a n d  p la c e  
m e a n in g fu l  l im i t s  o n  th e  ra te  o f  p r e m iu m  in c re a s e s ,  o n  r e n e w a l  o f  c o v e r a g e  a n d  o n  th e  
d e g r e e  t o  w h ic h  ra te s  v a n  fo r  g r o u p s  th a t  a re  s im i la r  w i t h  r e s p e c t  t o  t h e i r  p la n  d e s ig n ,  
g e o g r a p h y ,  d e m o g r a p h y  a n d  in d u s t r y



o  U n i n s u r a b l e  i n d i v i d u a l s  ( a s  d e f i n e d  b y  I I I A A  p o l i c y )  w h o  a r e  a l s o  I n e l i g i b l e  
f o r  p r i v a t e  g r o u p  c o v e r a g e ,  s h o u l d  h a v e  a c c e s s  t o  c o v e r a g e  t h r o u g h  h i g h - r i s k  
p o o l s .

l i v e n  w i t h  M e d ic a id  e x p a n s io n s  a n d  in c r e a s e d  e m p lo y e r - b a s e d  c o v e r a g e ,  u n in s u r a b le  
i n d iv id u a ls  w i l l  r e m a in  w i t h o u t  c o v e r a g e .  H ig h - r i s k  p o o ls  s h o u ld  b e  e s ta b l is h e d  to  
m a k e  c o v e r a g e  a v a i la b le  t o  t h e m ,  b u t  p a r t i c ip a t io n  s h o u ld  I x :  l im i t e d  a s  d e f in e d  b y  
H I A A  p o l ic y ,  M e a s u re s  s h o u ld  b e  in c lu d e d  in  le g is la t io n  t h a t  p r e v e n t  r i s k  p o o ls  f r o m  
c o m p e t in g  w i t h  e x is t in g  p r iv a t e  c o v e r a g e ,  s u c h  as c a p p in g  p r e m iu m  r a te s  a t a m u l t i p le  
o f  s ta n d a r d  ra te s  (e .g . ,  1 5 0  p e r c e n t ) .  P o o l lo s s e s  s h o u ld  b e  f u n d e d  b y  g e n e r a l  r e v e n u e s  
o r  s im i la r  s o u r c e s ,  w h ic h  s p r e a d  th e  c o s t  a c ro s s  v i r t u a l l y  a l l  c i t iz e n s .

o  I n d i v i d u a l s  a n d  g r o u p s  u n a b l e  t o  a f f o r d  c o v e r a g e  s h o u l d  r e c e i v e  s u b s i d ie s  t o  
p u r c h a s e  I t  W h e n e v e r  p o s s i b le ,  s u c h  c o v e r a g e  s h o u l d  b e  s o l d  I n  t h e  p r i v a t e  
s e c t o r .

S o m e  in d iv id u a ls  a n d  b u s in e s s e s  a r c  in s u r a b le  b u t  c a n n o t  a f f o r d  t o  b u y  c o v e r a g e .  
P u b l i c l y  f u n d e d  s u b s id ie s  f o r  p r iv a t e  c o v e r a g e  s h o u ld  b e  a v a i la b le  t o  t h e m  b u t  s h o u ld  
b e  l im i t e d  t o  t r u l y  h a r d s h ip  e m p lo v e r s .  S u b s id ie s  c a n  b e  d i r e c t  p u b l i c  f u n d s  u s e d  to  
p u r c h a s e  c o v e r a g e ,  o r  in c e n t iv e s  s u c h  a s  ta x  c r e d it s  t o  i n d iv id u a ls ,  e m p lo y e e s  o r  
e m p lo y e r s .  I n
a d d i t io n ,  a l le v ia t io n  o f  a  p r e m iu m  la x  o n  c o v e r a g e  th a t  in s u r e r s  s e l l  t o  th o s e  e l i g ib le  f o r  
s u b s id ie s  f u r t h e r  r e d u c e s  th e  c o s t  o f  c o v e r a g e .

I f  a n  in d i v i d u a l  o r  b u s in e s s  is  b o t h  u n in s u r a b le  a n d  u n a b le  t o  a f f o r d  c o v e r a g e ,  s u b ­
s id ie s  s h o u ld  b e  a v a i la b le  t h r o u g h  th e  h ig h - r is k  p o o l .  H u t  s u b s id ie s  s h o u ld  n o t  b e  a v a i l ­
a b le
e x c lu s iv e ly  t o  p o o l  p a r t ic ip a n ts .

o  C o s t  I s  a  k e y  b a r r i e r  t o  a c c e s s  t o  h e a l t h  c a r e .  I n  o r d e r  t o  m a k e  c o v e r a g e  m o r e  
a f f o r d a b l e ,  I t  m u s t  b e  f r e e  f r o m  m a n d a t e d  b e n e f i t  r e q u i r e m e n t s ,  a n d  p a y e r s  
m u s t  b e  p e r m i t t e d  t o  u s e  m a n a g e d  c a r e  t e c h n i q u e s  t o  c o n t r o l  c o s t  a n d  m a i n ­
t a i n  q u a l i t y  o f  c a r e .

H e a l t h  c a r e  c o s t  c o n t a in m e n t  p r in c ip le s  a n d  t e c h n iq u e s  s h o u ld  b e  in c o r p o r a t e d  in t o  
a n y  r e f o r m  p a c k a g e  as a n  e s s e n t ia l  e le m e n t  o f  a n  a f f o r d a b le  a n d  c o m p r e h e n s iv e  
p r o p o s a l  f o r  th e  u n in s u r e d .  S ta te  l a w  s h o u ld  p e r m i t  t h e  d e l i v e r y  o f  q u a l i t y  h e a l th  c a re  
c o v e r a g e  t a i lo r e d  to  th e  n e e d s  a n d  r e s o u r c e s  o f  e m p lo y e r s  a n d  c o n s u m e r s ,  b u t  i t  
s h o u ld  n o t  im p a i r  th e  a b i l i t y  o f  t h i r d - p a r t y  p a y e rs  t o  u s e  a p p r o p r ia t e  m a n a g e d  c a re  
t e c h n iq u e s ,  i n c lu d in g  p r e p a id  f u n d in g ,  s e le c t iv e  c o n t r a c t in g ,  p r o v id e r  n e t w o r k s ,  u t i l i z a ­
t i o n  m a n a g e m e n t  a n d  fe e  s c h e d u le s .

H ealth  In su ra n c e  A ssocia tion  o f  Am erica
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HEALTH CARE
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FINANCING

FOR ALL

AMERICANS

PROPOSAL ON PROVIDING HEALTH CARE FINANCING 
FOR ALL AMERICANS

In Brief

A d o p t  r e f o r m s  t o  a s s u r e  t h e  a v a i l a b i l i t y  a n d  r e l i a b i l i t y  o f  p r i v a t e  h e a l t h  
i n s u r a n c e  i n  t h e  s m a l l  e m p l o y e r  m a r k e t

A. Enact smal 1-employer market reforms to assure that coverage is available on a continuing 
basis for all small employers and that individual high-risk employees are not denied

' /   ̂ coverage. If an employer changes insurers or an employee changes jobs, new preexisting
condition restrictions would not be imposed. Limits would  apply to variations in 
premiums and  premium increases.

B. Authorize a private reinsurance mechanism for the small-employer health benefit market. 
This w ould  allow insurers to implement market reforms by permitting insurers to spread 
losses for high-risk people  equitably across the market. Under the I IIAA proposal, no 
employer w ould  have to pay more than 150 percent of the  relevant market averages for 
basic coverage.

C. Establish stale pools for medically uninsurable individuals w ho are no t part of an 
em ployer group. Losses should be financed by state general revenues or other 
broad-based funding. If a state does not act, the U.S. Departm ent of Health and 
Hum an Services should be authorized to set up a federally funded pool in that state 
to pay for losses. The funds for the pool would come from funds that HHS would 
otherwise spend  in that state.

II. A l l o w  i n s u r e r s  t o  o f f e r  m o r e  a f f o r d a b l e  c o v e r a g e  t o  s m a l l  e m p l o y e r  g r o u p s .

Allow insurers to market lower-cost prototype plans through exemptions to costly state 
provider and  service coverage mandates (given to self-insured plans) to insured 
em ployer plans.

III. P r o v i d e  t a r g e t e d  t a x  a s s i s t a n c e  s o  t h a t  s m a l l  e m p l o y e r s  a n d  t h e i r  f i n a n c i a l l y  
^ P v u l n e r a b l e  e m p l o y e e s  c a n  a f f o r d  h e a l t h  I n s u r a n c e  c o v e r a g e .

. D ^  A. 1 Ielp small businesses afford coverage by extending to the self-employed the 100 percent
^  tax deduction l îal is available to other employers (as long as they provide equal

coverage for their employees).

B. Target new tax subsidies to financially vulnerable groups. Subsidies should be directed 
toward financially fragile employers and low-income employed individuals.

I lealtl Insurance Association o f America
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A. Expand Medicaid to cover all those below the federal poverty level, regardless of family 
structure, age or employment status. Eliminate Medicaid's link to welfare categorical 
restrictions.

II. Extend the Medicaid "spend-down’’ program to all stales and set eligibility thresholds so 
that no one is impoverished by medical expenses.

C. Allow low-income individuals above the poverty level to "buy into" an income-related 
package of primary and preventive health care services.

D. Establish an optional "buy out" program for employed individuals who are Medicaid- 
eligible; that is, allow states tc reduce government costs and provide a transition to self- 
sufficiency by paying the employee share of available employer group insurance.

A more detailed discussion of this proposal is available.

IV. Expand public coverage for the poor and the near poor.

October 1990
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AMERICANS

PROVIDING HEALTH CARE FINANCING 
FOR ALL AMERICANS

Today, more than 30 million Americans have neither public nor private health 
care coverage. These Americans often have greater problems gaining access to 
the health care system than do those w ho have coverage. They may forgo neces­
sary care or delay getting treatment until their problems worsen—and become 
more costly.

These individuals represent the widening gap in our nation’s health care financ­
ing system. The Health Insurance Association of America (HIAA) believes that 
policy makers must devise ways to close the gap. More precisely, government 
action is needed to provide the legislative and Fiscal base that will enable both 
public and private providers of health care coverage to meet the health care 
financing needs of all Americans.

HIAA’s proposal focuses o p  expanding health care coverage through the 
workplace and expanding public coverage for the poor and the near poor. As a 
complement to its proposal, HIAA also is recommending ways to curtail the 
relentless rise in health care costs that has contributed to the increase in the num­
bers of the uninsured. T he f o u r  e s se n t ia l  e l e m e n t s  o f  HIAA’s p r o p o s a l  are:

« A d o p t  r e f o r m s  to  a s s u re  t h e  a va ilab i l i ty  a n d  re l iab i l i ty  o f  p r iv a te  
h e a l t h  in s u r a n c e  in  th e  s m a l l  e m p lo y e r  m a rk e t ;

» A llow  in s u r e r s  to  o f fe r  m o r e  a f fo rd a b le  c o v e ra g e  to  s m a l l  e m p lo y e r  
g ro u p s ;

• P ro v id e  ta rg e te d  t a x  a s s is ta n c e  s o  t h a t  s m a l l  e tn p  *oyers a n d  th e i r  
f in a n c ia l ly  v u ln e r a b le  e m p lo y e e s  c a n  a f f o r d  h e a l th  in s u r a n c e  
coverage ; a n d ,

• E x p a n d  p u b l ic  c o v e ra g e  fo r  t h e  p o o r  a n d  t h e  n e a r  p o o r .

These objectives can be achieved through carefully crafted policy, embodied in 
responsible legislation. In addition, efforts to expand the nation's health care 
coverage must be coupled with meaningful cost-containment measures, since 
improved access largely depends on reducing die rate of increase in health care 
costs while maintaining quality of care. Thus, action to hall the rise in health care 
costs will also help stem the rise in the numbers of the uninsured. Such actions 
include promoting managed care, medical malpractice reform, assessment of new 
medical technologies and their uses, and wellness and preventive activities.

Health ln.suranee  Association o f  A m erica
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DISCUSSION The early 1980s were m arked by a significant increase in the num bers of people 
without health care coverage. This increase has been attributed to many causes: 
die econom ic downturn and increased unemployment o f  the early 1980s, a 
decline in Medicaid’s coverage of the poor, a small decline in employer-based 
coverage o f  dependents, a rise in health insurance costs due  to die proliferation 
of state-mandated benefits, and the growing num ber of workers in industries less 
likely to offer health insurance. Not the least important factor has been the steady 
rise in the cost of health care.

Since die mid-1980s, the num ber of people  widiout health care coverage in the 
United States has remained high but relatively constant. While estimates vary, die 
U.S. Bureau o f  the Census figure of 31.5 million is the most frequently cited. This 
population is demographically diverse. And, while diree out of ten are poor, four 
out o f  ten have incomes of more than twice the federal poverty level.

The Iow-income individual under age 65 is less likely to have health coverage or 
to be covered through public programs. On the other hand, the individual whose 
family income rises above 150 percent o f  the federal poverty level is far more like­
ly to have private health care coverage and less likely to have no coverage or 
coverage obtained from a public source. (Figure 1)

The vast majority of the non-elderly (approximately 150 million people) obtain 
health coverage through an employment-based plan. Yet most individuals 
without health care coverage still have some association with the work force. In 
fact, 66 percent of the uninsured are full-time workers or belong to families of full­
time workers. Another 14 percent either work part-time (18 to 34 hours a week) 
or belong to  families with one or m ore working members. (Current Population 
Survey, U.S. Dept, of Health and Human Services, March 1988 tabulations)

The relationship of health care coverage to income level and workplace to has 
important policy implications.

First, in order for expanded  public coverage to be cost effective, it should be tar­
geted to the poor and the near poor. Extending public coverage to higher income 
individuals inevitably will lead to costly and unnecessary substitution of public 
coverage for private coverage.

Second, efforts to make coverage more available and more affordable should 
reflect that most Americans receive their health care coverage through employ­
ment. Thus, a realistic approach should focus on improving the ability of financial­
ly vulnerable employers to offer health insurance to their employees— who, for 
the most part, have low incomes. In addition, som e low-income employees—  
w ho may or may not work for small employers— need  direct government assis­
tance so that they can meet their share of premiums.

Finally, HIAA also believes that efforts to expand the nation's health care 
coverage system must be complemented by responsible cost-containment 
measures. I IIAA’s policy on cost containment includes an emphasis on  the 
developm ent of managed health care systems including health maintenance 
organizations (I IMOs), preferred provider organizations (PPOs) and other efil-



cicnt networks. It also calls for greater scrutiny of one o f the major causes of high 
costs—the use of new, often unproven technologies and procedures. Once again, 
I IIAA recommends a mechanism for assessing the cost effectiveness of such tech­
nologies and the adoption of medical practice guidelines and protocols. 1 IIAA 
also strongly supports wellness and prevention activities, as well as economic 
incentives for the coasum er to be ‘cost conscious’ in the use of medical resources 
and in choosing health plans.

October 1990
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[ a m e r b c a n s

PROPOSAL ON PROVIDING HEALTH CARE FINANCING 
FOR ALL AMERICANS

In Detail

I. A d o p t  r e f o r m s  t o  a s s u r e  t h e  a v a i l a b i l i t y  a n d  r e l i a b i l i t y  o f  p r i v a t e  h e a l t h  
I n s u r a n c e  c o v e r a g e  i n  t h e  s m a l l  e m p l o y e r  m a r k e t

T h e  small employer health benefit market is receiving increasing attention. This is largely 

because, as s h o w n  below, a high proportion of workers without health care coverage— fully 

two-thirds— wor k  for business establishments with 25 or fewer employees. This is not surpris­

ing since only one in three firms with fewer than 10 employees offers health benefits.

Increasingly, small employers seek relief from rising health care costs by an aggressive search 
for the lowest possible price for health care coverage. Those with healthy employees are more
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Source: 19B7NMES
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• P r i v a t e  R e i n s u r a n c e

A private markctwidc reinsurance system would make these small employer reforms possible. 
Reinsurance means to "insure again." Under reinsurance, an insurance company, called die 
ceding or direct-writing insurer, purchases insurance from the reinsurer to cover all or part of 
the loss against which it protects its policyholder. The reinsurer is, in a sense, a silent partner 
of the original insurer. Reinsurance enables an insurer to accept a greater variety of risks. By 
sharing these risks with a reinsurer, the ceding insurer obtains an adequate spread within 
which the law of averages can operate.

Reinsurance will allow individual insurers (or other small employer health plan entities) to 
implement reforms without facing high financial losses. Reinsurance will assure that small 
employer groups that present a high health risk may obtain a basic set of benefits from private 
carriers at a rate no higher than 50 percent above the applicable average market premium! For 
groups already covered by an insurance carrier, the premium pricing limits described above 
would pertain, and would in many cases limit a high risk employer’s rales to a level below the 
guaranteed marketwide maximum level of 50 percent above average.

Under the approach developed by I IIAA, carriers could: (a) reinsure entire high-risk small 
employer groups al a reinsurance premium price of 150 percent of average market costs or (b) 
reinsure high-risk individuals within groups at 500 percent of average market costs. To reduce 
the volume of reinsured claims, reinsurance would be on a three-year basis. (If reinsurance 
were permitted annually, carriers would declare more groups or individuals high-risk and util­
ize reinsurance more often increasing reinsurance losses to unacceptable levels.)

The reinsurer would cover the costs associated with reinsured cases. The process of rein­
surance is invisible to employers and employees and is purely a transaction between the 
ceding insurer and the reinsurer.

Because reinsurance would be aimed at employer groups and employees known to be high 
risk, and because the premium price would be capped in order to encourage carriers to par­
ticipate in the small employer market, in the aggregate the cost of the reinsured persons will 
exceed the reinsurance premiums. Under the HIAA proposal, the reinsurer losses would be 
spread equitably across all competitors in the private marketplace.

The losses would be covered first through contributions from all carriers in the small employer 
market. If losses were significantly higher than expected, a second "safety valve” of private 
financing will be made available from health benefits plans in general. In the highly unlikely 
event that the first and second financing tiers were inadequate, governmental assistance might 
be sought.

HIAA will continue to pursue reinsurance and related small employer market reform in the 
states. HIAA will also recommend Federal legislation to give states the authority to assure com­
pliance with the market reforms outlined here and to finance the reinsurance system.

* E s t a b l i s h  S t a t e  P o o l s  f o r  U n in s u r a b le  I n d i v i d u a l s

liven with increased employer-based coverage and with Medicaid expansions (sec below), 
medically uninsurable individuals w ho are not part of an insured employer group would 
remain without coverage.

I ligh-risk pools should be established to make coverage available to such individuals. Pool los­
ses should be funded by general revenues or similar sources, which spread the cost broadly 
across society.

H ealth  In su ran ce  A ssocia tion  o f  America
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AMERICANS

PROPOSAL ON PROVIDING HEALTH CARE FINANCING 
FOR ALL AMERICANS

In Detail
A d o p t  r e f o r m s  t o  a s s u r e  t h e  a v a i l a b i l i t y  a n d  r e l i a b i l i t y  o f  p r i v a t e  h e a l t h  
i n s u r a n c e  c o v e r a g e  i n  t h e  s m a l l  e m p l o y e r  m a r k e t

The small employer health benefit market is receiving increasing attention. This is largely 
because, as show n below, a high proportion of workers without health care coverage— fully 
two-thirds— work for business establishments with 25 o r fewer employees. This is not surpris­
ing since only one in three firms with fewer than 10 employees offers health benefits.

Increasingly, small employers seek relief from rising health care costs by an aggressive search 
for the lowest possible price for health care coverage. Those with healthy employees are more
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likely to seek, a n d  obLain, coverage at prices that reflect their low risk. This has m ade it more 
difficult for insurers to spread  risks as broadly as in the past.

In general, small employers have greater difficulty than large employers in affording and som e­
times even obtaining health coverage. This is particularly true for those employers with 
employees at high-risk of incurring medical expenses. Furthermore, the greater frequency with 
which small employers change carriers and their workers change jobs exposes individuals in 
this market to greater risk of being left out of the system. Finally, small employers are generally 
highly sensitive to very large, unanticipated premium increases and may fail to initiate or retain 
coverage in a marketplace w here  individual employer experience is highly unpredictable.

S m a l l  E m p l o y e r  M a r k e t  R e f o r m s

HIAA has developed  market reforms and  reinsurance recommendations that would 
ensure fair access to, and  continuity of coverage for, small employers and their employees.
'I hesc reforms w ould  introduce a greater degree of predictability and stability to the small 
em ployer health benefit marketplace.

• G u a r a n te e d  Availability . All small employer groups would be able to obtain private 
health insurance regardless of the health risk they present.

• C o v e ra g e  o f  W h o le  G ro u p s .  Coverage w ould  be m ade available to entire employer 
groups; neither an employer nor an insurer would  be able to exclude from the g roup’s 
coverage individuals w ho  present high medical risks.

•  R e n e w a b l l i ty  o f  C overage . At renewal time, employer groups and /o r  individuals in 
these groups would be assured that their coverage would  not be  cancelled because of 
deteriorating health.

• C o n t in u i ty  o f  C overage . O nce a person is covered in tine small employer market and 
satisfied a p lan ’s preexisting condition restrictions, he or she w ould  not have to meet those 
requirements again w hen changing jobs o r w hen  the employer changes carriers.

« P r e m i u m  P r ic in g  Limits. Insurance carriers would  be required to limit how  much their 
rates could vary for groups similar in geography, demographic composition and plan 
design.

More specifically, a carrier’s premiums for similar groups could not vary by more than 35 
percent from the carrier’s midpoint rate (halfway betw een the lowest and highest rate). 
There w ould  also be  a 15 percent limitation on how  m uch a carrier could vary rates by 
industry. Finally, carriers would  have to limit a group’s year-to-year premium increases to 
no  m ore  than 15 percent above the carrier’s "trend" (the year-to-year increase in the lowest 
new  business rate). Separate trends should  be allowed for m anaged care and non­
m anaged  care to reflect health care cost/efficiency differences in these structures.

In order for the reforms to succeed, the implementing legislation will have to pertain to all 
competitors in the small employer market. If any one com pany or segment o f the market 
pursues such reforms independently, without rules for marketplace behavior spelled out in 
legislation, it might invite financial ruin. Within the scope of these rules, insurers would be 
allowed to assess risk, set rates, and determine which individuals for whom to purchase 
reinsurance.



P r i v a t e  R e i n s u r a n c e

A private markelwide reinsurance system would make these small employer reforms possible. 
Reinsurance m eans to "insure again." Under reinsurance, an insurance company, called the 
ceding or direct-writing insurer, purchases insurance from the reinsurer to cover all or  part of 
the loss against which it protects its policyholder. The reinsurer is, in a sense, a silent partner 
of the original iasurer. Reiasurancc enables an insurer to accept a greater variety of risks. By 
sharing Lhcse risks with a reinsurer, the ceding iasurer obtains an adequate  spread  within 
which the law of averages can operate.

Reinsurance will allow individual insurers (or o ther small employer health plan entities) to 
implement reforms without facing high financial losses. Reinsurance will assure that small 
employer groups that present a high health risk may obtain a basic set of benefits from private 
carriers al a rate no  higher than 50 percent above the applicable average market premium! For 
groups already covered by an insurance carrier, the premium pricing limits described above 
would pertain, and would in many cases limit a high risk employer's rates to a level below the 
guaranteed marketwide maximum level o f  50 percent above average.

Under the approach  developed by HIA.,, carriers could: (a) reinsure entire high-risk small 
employer groups at a reinsurance premium price of 150 percent of average market costs or (b) 
reinsure high-risk individuals within groups at 500 percent of average markcL costs. To reduce 
the volume o f  reinsured claims, reinsurance would  be on  a three-year basis. (If reinsurance 
were permitted annually, carriers would declare more groups or individuals high-risk and util­
ize reinsurance m ore often increasing reinsurance losses to unacceptable levels.)

The reinsurer w ould  cover the costs associated with reinsured cases. The process of rein­
surance is invisible to employers and employees and is purely a transaction betw een the 
ceding insurer and die reinsurer.

Because reinsurance would  be aimed at employer groups and employees know n to b e  high 
risk, and because the premium price would be capped  in order to encourage carriers to par­
ticipate in the small employer market, in the aggregate the cost of the reinsured persons will 
exceed the reinsurance premiums. Under the HIAA proposal, the reinsurer losses w ould  be 
spread equitably across all competitors in the private marketplace.

The losses would  be covered first through contributions from all carriers in the small employer 
market. If losses were  significantly higher than expected, a second “safety valve" of private 
financing will be m ade available from health benefits plans in general. In the highly unlikely 
event that the first and second financing tiers w ere  inadequate, governmental assistance might 
be sought.

HIAA will continue to pursue reinsurance and  related small employer market reform in the 
states. HIAA will also recom mend Federal legislation to give states the authority to assure com ­
pliance with the market reforms outlined here and  to finance the reinsurance system.

E s t a b l i s h  S t a te  P o o l s  f o r  U n in s u r a b le  I n d i v i d u a l s

Even with increased employer-based coverage and with Medicaid expansions (see below), 
medically uninsurable individuals w ho  arc not part of an insured employer group would 
remain without coverage.

High-risk pools should be established to m ake coverage available to such individuals. Pool los­
ses should be funded by general revenues or similar sources, which spread the cost broadly 
across society.

Health  Insurance  A ssociation o f  America
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As of  December 1990,25 stales have enacted broad-based pools for uninsurable individuals.

A l lo w  I n s u r e r s  t o  o f  f e r  m o r e  a f f o r d a b l e  c o v e r a g e  t o  s m a l l  e m p l o y e r  g r o u p s .

Over the years, the list of state laws mandating that insurance cover specific services and 
providers has grown dramatically. There arc about 800 such laws nationwide— and they m an­
date coverage o f  such disparate services as chiropractic, podiatry, acupuncture, pastoral coun­
seling, and mental health. The cumulative effect of this hodgepodge  of stale laws is to increase 
the cost of health insurance, particularly to small employers w ho  are most in need of relief 
from the high cost o f health care and  w ho are too small to self-insure and  thus escape these 
mandates.

O ne reason that m andated benefit laws increase the cost of coverage is that multi-stale 
insurers must monitor and  comply with so many different stale rules and regulations. Insurers 
arc precluded from developing lower-cost prototype plans that would  be marketable across 
stale lines. Instead, they arc often forced to offer only "Cadillac" plans based on a multitude of 
m andates from many states.

Many o f  these benefits, such as those for mental health, arc expensive in their own right.
Taken together, m andated benefits in many states provide a package that many small 
employers simply cannot afford.

A 1989 study conducted by Gail Jensen, then a University of Illinois health care economist and 
now  at the University of North Carolina, concluded that 16 percent o f  small employers not 
now  providing health insurance would offer benefits in the absence of state mandates.

Furthermore, state-mandated benefit laws do  not apply equally to all health plans. The 
Employee Retirement Income Security Act of 1974 (ERISA) exempts self-insured plans from 
slate m andated benefit laws and other forms of state insurance regulations. In general, only 
large employers have the financial resources or the risk-spreading base to self-insure; self 
insurance allows multi-state employers not only to save administrative costs through plan 
uniformity but to pick and choose those benefits that are most desirable and cost effective. 
Employers too small to self-insure do not have this flexibility, and  they are thus less likely to 
offer health insurance at all.

In 1985, the U.S. Supreme Court ruled that to p u t . .nployee health benefit plans on the same 
footing as self-insured plans required congressional action. Moreover, in recent years, there 
also has been  a proliferation of state actions that obstruct or hinder private sector m anaged 
care efforts that would  m ake health care coverage more affordable. These state bills are aimed 
at limiting contractual arrangements with cost-effective provider networks, as well as prevent­
ing or limiting insurers’ ability to carry out effective utilization review programs. Again, small 
employers should  be able to benefit from the same cost-management approaches as do larger 
employers.

P r o v i d e  t a r g e t e d  t a x  a s s i s t a n c e  s o  t h a t  s m a l l  e m p l o y e r s  a n d  t h e i r  f i n a n c i a l l y  
v u l n e r a b l e  e m p l o y e e s  c a n  a f f o r d  h e a l t h  i n s u r a n c e  c o v e r a g e .

Small businesses tend to be younger, financially less stable and employ a lower wage work 
force. Thus, health benefits often represent a greater financial burden to small businesses, w ho 
are far less likely to offer them than are other employers. A  1989 H I A A  survey found that only 
33 percent of firms with fewer than 10 employees offer health benefits. Conversely, over 96% 
of firms with more than 25 employees offer health benefits.



P e r c e n t a g e  o f  U n i n s u r e d  W o r k e r s  P e r c e n t a g e  o f  F i r m s  T h a t  O f f e r  H e a l t h
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Current Population Survey

Eleven percent o f  uninsured workers are self-employed. They are uninsured in part because 
self-employed workers receive only a 25 percent income tax deduction for the cost of health 
benefits. O ther (incorporated) businesses receive a full 100 percent deduction.

The financial vulnerability of small employers and uninsured workers, as well as government 
fiscal realities, suggest that additional tax assistance should  be carefully targeted to those 
populations most in need. For instance, governm ent should:

• Direct n e w  tax subsidies to assist employers and individuals with inadequate financial 
resources (e.g., certain small employers) in purchasing private coverage; for example, 
firms with 25 or fewer employees, and  that pay low  average wages, could b e  subsidized 
on a sliding scale. Employees with low incomes could be  assisted in paying their share of 
premiums.

• Extend to the self-employed the 100 percent tax deduction enjoyed by other employers (as 
long as they provide equal coverage for their employees, if they have any),

IV. E x p a n d  p u b l i c  c o v e r a g e  f o r  t h e  p o o r  a n d  n e a r  p o o r .

Thirty percent o f  the uninsured have family incomes below the federal poverty level ($10,560 
for a family o f three in 1990). Another 17 percent have family incomes betw een one  and  one 
and  a half times the federal poverty level. The current federal/state Medicaid program covers 
only four out of ten poor Americans. Many states do not have a medically needy program, and 
Medicaid income eligibility thresholds for the non-elderly generally fall far below the poverty 
level.

H ea lth  In su rance  Associa tion  o f  America
102S Conneciiuil Avenue NAY., Washington, DC 20(H(> 0 };A.\



P e r s o n s  W i t h o u t  H e a l t h  C a r e  C o v e r a g e  

B y  F a m i l y  I n c o m e  a s  a  P e r c e n t a g e  o f  P o v e r t y

Source: Tabulations of the March 1988 Current Population Survey

Because the poor and many of the near poor do  not have the means to purchase coverage on 
their own, the health care financing responsibility for these populations rests largely with the 
government. HIAA proposes the following actions:

•  The Medicaid program should be extended to cover all poor Americans regardless of age, 
family structure or employment status. To carry out this recommendation fully, Medicaid 
eligioility will have to be  independent of cash assistance programs such as Aid to Families 
with D ependen t Children (AFDC.) Recent congressional action to phase in coverage for all 
poor children under age 19 over the next ten years is a good  start.

■ For poor workers with access to employer-based private coverage, states should be given 
the authority to buy out employed individuals and their families from the Medicaid pro­
gram. States should pay the poor employees' premium contributions and cost sharing (co­
pays and  deductibles) associated with available employer plans. This approach would be 
used  for all Medicaid eligible employees of employer plans that, if used, would reduce net 
governm ent costs. It would  build upon  existing private plans and  would ease individuals’ 
transition into economic self-reliance. In determining whether this approach will yield 
savings to the state, attention should be focused on the characteristics of the employer 
plan (coverage levels, amount of employer premium contribution) and on its value to a 
typical employee rather than on the characteristics of the individual employee. (Recent 
congressional action requires slates to implement a "buy-out,” but is vague as to how cost- 
effectiveness will be determined.)

•  Near-poor individuals with family incomes betw een one and one-and-a-half times the 
federal poverty level should be allowed to “buy in" to a lower cost package on a sliding 
scale related to their income. This package should cover primary and preventive care ser­
vices only. Such a limited buy-in package would target government assistance to the 
primary' and preventive services the near poor most often forgo and for which cost-sharing 
sometimes presents a financial obstacle; adopting this approach would also avoid the cost­
ly substitution of comprehensive public coverage for existing private coverage.



• To  assure that no  American falls beneath the poverty levei as a consequence  of medical 
expenses, all states should deduct medical expenses from income w hen  determining 
eligibility for Medicaid. “Medically needy" or "spend-down" programs (and many states 
have already adopted such programs) constitute a last-resort financial safely net covering a 
full range o f  health services.

Raising eligibility standards for Medicaid to  100 percent o f  the federal poverty level will give an 
estimated 9.5 million to 11 million uninsured Americans access to Medicaid coverage. (The 
Medicaid program currently pays for the care of over 21 million people  annually.) While cost­
ly, these reforms would  increase Medicaid costs by only about 25 percent while m ore than 
doubling the population served by the program. This is because three quarters of Medicaid 
spending now  goes for long-term care and other services for the  elderly and disabled.
Medicaid coverage for poor uninsured populations is far less expensive on a per  capita basis.

December 1990

Health Insurance Association of America
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COUNTING THE UNINSURED

Estimates of the number of uninsured Americans can be derived from a num ber of different govern­
ment based sources. The most frequently cited figures are generated from the Census Bureau’s Cur­
rent Population Survey (CPS). This survey source is popular primarily because it is conducted every 
year, it allows general short-term trend analysis, and because the data is easy for researchers to 
work with. In 1988, the num ber of uninsured individuals, according to the CPS, was 31.5 million.

Other data sources sometimes used are the Health Interview Survey (HIS), the Survey of Income 
and Program Participation (SIPP) and the National Medical Expenditure Survey (NMES). Each of 
these sources has produced slightly different estimates of the number of uninsured Americans. For 
example, preliminary tabulations of NMES have determined uninsured counts for 1987 to be in the 
neighborhood of 37 million. This number, however, is expected to be revised downward in future 
NMES estimates. In addition, part of the discrepancy between the NMES and CPS estimates may be 
the result of different survey designs. For example, the two surveys ask somewhat different ques­
tions regarding individuals’ health insurance status.

Much larger uninsured counts have been cited recently from the SIPP data. The fundamental dif­
ference between the recent SIPP estimates and the CPS and NMES estimates is that the SIPP 
estimates are measuring the number of individuals who were uninsured at any time during a 28- 
month period. This survey’s data find that over a 28-month period (1986-88), 62 million individuals 
were without health coverage at some time. The same data show that at any time, roughly 31 mil­
lion are without coverage (close to estimates based on the CPS). This suggests that lack of health 
coverage is a transitory phenom enon ir. many cases, but a core of uninsured remains.

It should be noted that in 1988 the Census Bureau redesigned its questionnaire. In doing so, the 
estimates of uninsured Americans dropped from roughly 37 million to 31 million. Most of this adjust­
ment can be attributed to a more discrete classification of the coverage status of children. The ques­
tionnaire change led to a reduction in the number of children counted as uninsured, and hence, an 
increase in the number of insured children.

October 1990
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HEALTH CARE ACCESS LEGISLATION BY STATE

ALASKA 

House B ill 581
Creates a Universal Health Care Task Force to design a cost efficient program allowing access to 
a basic level of health care for all state residents. Members appointed by the governor to include 
a representative of the insurance division. The task force is charged with soliciting advice and 
information from all interested groups, including the insurance industry and includes considera­
tion of state health insurance for low income indigent residents, an uninsurable risk pool, rees­
tablishing the state catastrophic illness insurance program, mandated employer coverage and 
virtually every other aspect of and option for health care coverage. Specifies delivery options. 
Chapter 179-90. Effective February 1,1991.

Senate B ill 326
Creates a grant program for community health care planning in municipalities and rural areas. 
Chapter 107-90. Effective July 1,1990.

Senate B ill 334
Directs the U.S. Department of Health and Social Services to seek options and receive waivers 
under the federal Medicaid program for the cost of home or community-based services for 
developmentally delayed or disabled children and adults. Chapter 90-26. The bill became effec­
tive 5-4-90.

ARIZONA

House B ill 2249
Expands coverage for pregnant women and infants under the Arizona health cost containment 
system and increases the maximum allowable qualifying family income to 133 percent of the 
federal poverty level. Chapter 90-27. The bill became effective 4-6-90.

CALIFORNIA 

Senate B ill 1412
Establishes a state health care for die indigent program and appropriates money from Proposi­
tion 99 funds for allocution to counties that do not contract with die State’s Department of 
I Iealth Services for the provision o f health services to the indigent. Chapter 90-50. The bill 
became effective 4-17-90.

Health In su ra n c e  A ssociation o f  America
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COLORADO

House B ill 1305
Creates the Colorado Uninsurable I Icalth Insurance Flan, designed to provide health insurance 
coverage for eligible Colorado residents. Coverage Ls available for those residents considered 
medically uninsurable because they had been denied health iasurancc coverage or because 
such coverage is available to them only at prohibitively high rates. The initial premium rates for 
coverage under the plan shall not exceed 150 percent of the standard risk rale established pur­
suant to subsection (2) of §10-8-512. Subsequent premium rates shall provide fully for expected 
costs of claims, including recovery of prior losses and operating expenses. However, sub­
sequent premium rates shall not exceed 175 percent of the standard risk rate determined pur­
suant to subsection (2) of §10-8-512. Funding for losses of the uninsurable pool will be met by 
imposing a $2.00 charge on Colorado taxpayers whose federal income tax return indicates an 
adjusted gross income in excess of $15,000 for a single return, or a $4.00 charge on a joint 
return. This law becomes effcctivejuly 1,1990 and will remain in effect un'il July 1,1993. The 
bill was approved 5-31-90.

Senate BUI 63
Creates the Colorado Uninsurable Pool to provide health coverage for Colorado residents who 
arc medically uninsurable. Rates for coverage shall be between 150 percent and 175 percent of 
the standard risk rate. Pool losses will be funded through premiums paid by insured participants 
and by monthly assessments on each employed person. The assessment amount would range 
between 10 cents per employee per month up to a maximum of 25 cents per em ployee per 
month. 'I'his bill authorizes employees w ho are not e’igible for an employer's group health 
insurance program to participate under the uninsurable pool with funding provided by the 
employer in an amount equal to that paid by the employer for other employees. Employers may 
pass assessments on to each employee and qualify for a tax credit equal to the am ount of their 
assessments. Adds a new 39-22-117 to impose an additional tax on individuals whose federal 
lax return indicates adjusted gross income in excess of $5,000, in the am ount of $1.20 per 
single/separate returns and $2.40 for every joint return. Such amounts will be transmitted to the 
state treasurer and credited to the Colorado Uninsurable Health Insurance Cash Fund.

CONNECTICUT

House B il l5936
Alters the income eligibility for Medicare assignment by increasing limit on annual income from 
150 percent to 175 percent of the qualifying income level established in the ConnPACE pro­
gram. Chapter 90-185. The bill was approved 6-6-90.

Senate B ill 342
Implements the recommendations of the Blue Ribbon Commission on Health Care Access to, 
among other things, (1) provide medical assistance to children from low-income families; (2) 
authorize Medicaid to "buy-in" to employment-based plans for lcw-incomc persons and pay 
COBRA continuation premiums; (3) authorize a new program for pregnant women whose 
income is within 250 percent of the federal poverty level; (4) provide a grant program for 
providers serving the uninsured in low-income communities; and (5) require the development 
of a plan to lower Medicare cost shifting. In addition, this bill requires the Colorado Health Re;n- 
surance Association to develop a special policy for small employers with employees w ho have 
incomes below 200 percent of the federal poverty level. 'I'his proposal substantially reforms the 
small group market by (1) requiring insurers to accept all applicants in the small employer



market; (2) making such policies guaranteed renewable with few exceptions; and (3) imposing 
limits on experience rating/durational rating and preexisting conditions. The bill establishes a 
reinsurance pool to support the new  guaranteed issue requirements funded by assessments not 
exceeding 6 pcrcenL of the small employer premium base. The bill was approved 5-17-90. Chap­
ter 90-131

FLORIDA

Senate l i i l l 2794
Authorizes certain groups of small employers to sell "basic" policies but the bill remains 
ambiguous about which m andated benefits may be omitted. Among the allowable exclusions 
are: co-insurance options, midwives and birthing centers, mastectomy prostheses, ambulatory 
surgical benefits, home health care, and acupuncture. Furthermore, it alters required mental 
benefits. This bill has been sent to the governor.

GEORGIA 

House BIU1696
Establishes the Indigent Care Trust Fund in order to, among other things, expand Medicaid 
eligibility and provide primary health care to indigent citizens. Chapter 90-738. The bill became 
effective 3-6-90.

Senate B ill 434
Among other things, provides that the profiles of groups of 50 or fewer members who are 
separately covered under group accident and sickness insurance must be fully pooled for rating 
purposes. It requires that insurers issuing individual major medical policies make available to 
applicants optional cash deductible amounts of at least $5,000. Senate bill 434 also allows 
insurers to offer higher optional deductibles to existing policyholders as a means of reducing 
the cost o f such policies or offsetting premium increases. Chapter 90-13?'8. The bill became 
effective 10-1-90.

HAWAII 

House B ill 2908
Places a ceiling on the personal care services program expenditures, limiting total expenditures 
to not more than 75% of the annual medical assistance cost to maintain recipients at their 
appropriate level of institutional care. The medical assistance cost, which shall be the basis for 
the expenditure ceiling, shall be determined by the department of human services. Act 145-90. 
Effectivejune 15,1990.

Senate BIU3079
Raises the state general fund expenditure ceiling. Rates of payment to individual practitioners 
shall be based upon the most current profile available of usual and customary fees and the per­
centage o f the profile in proportion to the funds appropriated by the legislature. The director 
shall submit a report to the legislature on or before January 1 of each year indicating an estimate 
of the am ount of money required to be appropriated to pay providers at the maximum rates per­
mitted by federal and state rules in the upcoming fiscal year. Act 263-90. Effective July 1, 1990.
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I D A H O

Creates a medical assistance program for low-income persons not eligible under the state plan 
for Medicaid. The program shall be a payer of last resort. Regulatory standards will be 
developed for the eligibility requirements for participation in tb!s program and for payment of 
medical claims for eligible persons. Chapter 90-87. The bill was approved 3-23-90.

Senate BiU 1377
Amends section 39-5602, Idaho Code, to include "personal care services" in the Medicaid pro­
gram. Defines "case management" and other terms related to personal care services. Establishes 
standards for personal care services. Chapter No. 90-326. The bill was approved 4-9-90.

ILLINOIS

House B i l l3339
Appropriates $18,779,200. from the general revenue fund to the Board of the Comprehensive 
Health Insurance Plan. Act 86-1059. Effective July 1,1990.

House B i l l3528
Establishes a program whereby small employers may obtain affordable "no frills" group health 
insurance to increase access to health care, assist in the reduction of the amount of uncom pen­
sated care, and r duce the amount o f uninsured state residents. Act 86-1407. Approved Septem­
ber 11,1990.

IOWA

House BiU 2496
Requires insurers, upon request, to provide information to policyholders, including number of 
claims processed to date, cost of such claims, and average cost per claim. This bill limits the cost 
reporting requirements for group health insurance to once in a 12-month period and limits the 
requirement to groups of more than 100 persons; it deletes the reporting of reserves. The bill 
became effective 7-1-90.

KANSAS 

House BiU 2610
Enacts new  section in the Insurance Statutes and State Income Tax Statutes to provide income 
tax credits for employers contributing to a health benefit plan for employees. Allows different 
variables in coverage offered by employers to employees in order to obtain tax credits. The bill 
was approved 4-12-90.

K E N T U C K Y  

Senate BiU 239
Establishes a health care delivery network system. Among oilier tilings, this bill would (1) per­
mit Medicaid reimbursement of networks and practitioners and increase payments to family 
practice physicians in certain undcrserved areas; (2) encourage employers to provide health 
insurance; and (3) allow premiums paid for health insurance to be treated as an income tax 
credit for state income lax purposes. The bill is effective 7-13-90.

IIousc m u  5 8 2



Urges the President of die United States and the U.S. Congress to develop a comprehensive sys­
tem to adequately address the health care needs of Americans. Adopted 2-21-90.

LOUISIANA

House B il l2030
Creates the Louisiana Health insurance Association to make health insurance coverage available 
to persons otherwise unable to obtain coverage due to health conditions. The program is similar 
to the HIAA and NAIC model uninsurable pooling mechanism bills, requiring all companies 
doing business in the state to become an association member; limits premium rates to not less 
than 150% nor more than 200% of rates applicable for comparable standard risks. Coverage 
shall consist of comprehensive benefits with specified optional deductibles. Excess losses are 
funded through hospital admission charges. Policies are not required to be issued by the 
association until the later of year July 1,1991 or the dale on which the association accumulates 
service charges for an amount equal to the minimum capital and surplus requirements of domes­
tic stock insurers regarding a certificate of authority to transact health insurance business. Act 
131-90. Approved June 29,1990.

MAINE

House B ill 1509
Establishes a third mandated care insurance plan demonstration program in one urban, one 
rural, and one undetermined site for individuals without health insurance. This bill would con­
tinue two established sites until December 31,1992. Chapter No. 90-905. The bill became effec­
tive 4-24-90.

MARYLAND

Senate B ill 388
Provides comprehensive medical and other health care under the Maryland Medical Assistance 
Program for: (1) pregnant women and children under the age of 1 whose family income falls 
below 185% of the federal poverty level; (2) children 1 through 5 years of age whose family 
income falls below 133% of the federal poverty level; and (3) children 6 and 7 years of age 
whose family income falls below 100% of the federal poverty level. Chapter 90-418. Effective 
July 1,1990.

MINNESOTA

House B ill 2343
Among other things, provides that (1) certain data on eligible persons and enrollees of die State 
Comprehensive Health Plan be classified as private; (2) a person may enroll in the Plan with a 
waiver of preexisting condition limitations provided certain requirements are met; (3) every 
insurer which rejecLs or applies underwriting restrictions to an applicant for accident and health 
insurance must provide the applicant with written notice of rejection or the underwriting restric­
tions applied; and (4) under certain conditions, employers be liable to the Comprehensive 
Health Association for the costs of any preexisting conditions of the employers’ former 
employees or their dependents during the first 6 months of coverage under the Plan. Employers 
arc required to pay a special assessment to the Association for the costs of the preexisting condi­
tions. Chapter No. 90-523. The bill was approved 4-26-90.

Senate Resolution 81
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Substitute for SBN 2286 to add ten members to the commission currently studying the uninsured 
situation in the state. Chapter No. 90-373. The bill became effective 8-1-90.

Senate B ill 1696
Includes the Commissioners of Human Services, Commerce and Health in the design of the 
demonstration project for uniasured low-income persoas. Revises enrollee eligibility and par­
ticipation requirements. Chapter 454. Effective April 17,1990.

Senate B il l2621
Establishes demonstration projects to allow health insurers and nonprofit health service plans to 
extend coverage for health services to individuals or groups currently unable to afford 
coverage. An iasurer or health service plan corporation electing to participate in a demonstra­
tion project may apply to the commissioner for approval. Chapter No. 90-568. The bill was 
approved 5-3-90.

MISSISSIPPI 

House B ill 1269
Authorizes the Department of Health to contract with the state medical association to establish a 
statewide program to provide medical services at no charge to uninsured persons unable to pay 
for the services. Chapter No. 90-544. The bill became effective 7-1-90.

House B ill 1467
Among other things, defines Medicaid eligibility and expands Medicaid reimbursement to 
include periodic screening and diagnostic services. Chapter No. 90-548. The bill was approved 
4-4-90.

House BiU 2769
Increases the statutory limit on the annual appropriation to the state Medicaid program to 
$160,000,000. Chapter No. 90-390. The bill became effective 6-30-90.

MISSOURI 

House BiU 998
Establishes a pooling program for individuals (except those having coverage, Medicaid 
recipients, a person having terminated coverage in the poo! unless 12 months have lapsed, any 
person receiving $1,000,000 in pool benefits, and inmates of public institutions) requiring par­
ticipation by all insurers and self-insurers in the state. Pool losses will be borne by participants 
according to premium volume (110 percent of claims for self-insurers) with assessments 
allowed as an offset against premium and other taxes. Coverage to be determined by the pool­
ing board, with rates o f not less than 150 percent nor more than 200 percent of average 
individual standard rates. This bill has been sent to the governor.

NEW HAMPSHIRE 

House BiU 1348

H o u s e  Bill 2 5 2 1

Continues the process started by the committee on  access to health care established in 1989,
332:2 by arranging for and overseeing an actuarial study for a benefits package, designing the
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Substitute for SBN 2286 to add ten members to the commission currently studying the uninsured 
situation in the state. Chapter No. 90-373. The bill became effective 8-1-90.

Senate H ill 1696
Includes the Commissioners of 1 Iunrian Services, Commerce and I lealth in the design of the 
demonstration project for uninsured low-income persoas. Revises enrollee eligibility and par­
ticipation requirements. Chapter 454. Effective April 17,1990.

Senate B il l2621
Establishes demonstration projects to allow health insurers and nonprofit health service plans to 
extend coverage for health services to individuals or groups currently unable to afford 
coverage. An insurer or health service plan corporation electing to participate in a demonstra­
tion project may apply to the commissioner for approval. Chapter No. 90-568. The bill was 
approved 5-3-90.

MISSISSIPPI 

House B ill 1269
Authorizes the Department of Health to contract with the state medical association to establish a 
statewide program to provide medical services at no charge to uninsured persons unable to pay 
for the services. Chapter No. 90-544. 'Ihe bill became effective 7-1-90.

House B ill 1467
Among other things, defines Medicaid eligibility and expands Medicaid reimbursement to 
include periodic screening and diagnostic services. Chapter No. 90-548. The bill was approved 
4-4-90.

House B i l l2769
Increases the statutory limit on the annual appropriation to the state Medicaid program to 
$160,000,000. Chapter No. 90-390. The bill became effective 6-30-90.

MISSOURI 

House B ill 998
Establishes a pooling program for individuals (except those having coverage, Medicaid 
recipients, a person having terminated coverage in the pool unless 12 months have lapsed, any 
person receiving $1,000,000 in pool benefits, and inmates of public institutions) requiring par­
ticipation by all insurers and self-insurers in the state. Pool losses will be borne by participants 
according to premium volume (110 percent of claims for self-insurers) with assessments 
allowed as an offset against premium and other taxes. Coverage to be determined by the pool­
ing board, with rates of not less than 150 percent nor more than 200 percent of average 
individual standard rates. 'I'his bill has been sent to the governor.

NEW HAMPSHIRE 

House B ill 1348

Continues the process started by the committee on access to health care established in 1989,
332:2 by arranging for and overseeing an actuarial study for a benefits package, designing the



final benefits package, designing, but not implementing, a pilot program, and evaluating and 
identifying funding needs and sources for an ongoing program. Chapter No. 90-227. The bill 
became effective 7-1-90.

Senate BIU 403
Establishes a committee to study the problem of uninsurables in the state and the possibility of 
establishing a comprehensive risk pool for the uninsurables. 'Ihe committee shall report its find­
ings to the legislature on or before December 1,1990. Chapter No. 90-159. The bili became 
effective 4-19-90.

NEW MEXICO 

House B ill 133
Expands the Indigent Hospital Claims Act to include any community-based public health pro­
gram operated by a political subdivision or other non-profit health organization that provides 
prenatal care delivered by New Mexico licensed or certified health care practitioners. Chapter 
No. 90-37. The bill became effective 5-16-90.

Senate BiU 293
Creates the Indigent Catastrophic Illness Hospital Funding Act to reimburse hospitals for eligible 
claims incurred by the "medically indigent." "Medically indigent" is defined as a state resident 
not eligible for Medicaid or Medicare whose income does not exceed 250 percent of the federal 
poverty level. Chapter No. 90-93. The bill became effective 5-16-90.

OKLAHOMA 

Senate BiU 346
Enacts the "Health Insurance Opportunities for Employed Uninsured Oklahom an’s Act." Estab­
lishes the Oklahoma Basic Benefits Board charged with approving and implementing the terms 
and conditions of a state certified basic health benefits plan for those employers and employees 
eligible for participation. Effective July 1,1990.

RHODE ISLAND

House BiU 7815
Memorializes the United States Congress to support the enactment of a national health 
insurance act. Resolution 105-90. Adopted March 29,1990.

Senate BiU 1746
Provides for a basic health care plan to certain eligible persons delivered through managed 
health care systems. The basic health plan shall be exempt from all mandatory benefits which 
insurers are required to provide to their insureds but shall include, at a minimum: (1) inpatient 
hospital care up to 20 days per year; (2) certain outpatient hospital care; (3) emergency room 
care; (4) physician care and well baby exams with up to 6 visits in a child's first year and 
childhood immunizations through age 8; (5) physician office visits or community health center 
visits for primary or sick care (up to 4 visits per year) and laboratory fees; (6) maternity care; (7) 
psychiatric and substance abuse care; (8) home nursing care up to 20 visits per year; and (9) 
newborn metabolic and sickle cell screening, mammography and pap tests. Effective July 10, 
1990. Chapter 90-271.
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S O O T H  CA RO LIN A

Senate B ill 689
Creates the Health Benefit Flan Demonstration Project to develop test models for providing 
health insurance coverage to state residents currently uninsured with an emphasis on the work­
ing uninsured. Requires the Health and Human Services Finance Commission to develop, imple­
ment and administer the project, which is exempt from the insurance code and insurance 
regulations. Requires model programs tesLed by the project to generate funds from employers 
and employees participating in the program to be utilized in securing the health insurance of­
fered through the program. Sunsets on May 15,1993. Act 561-90. Effective May 15,1990.

Senate B ill 1332
Makes technical changes to the South Carolina Health Insurance Pool Act (Act 127, Laws 1980 
to, among other things, permit a person paying a premium for health insurance comparable to 
the pool plan in excess of 150% of the pool rate, or has received notice that the premium for a 
policy would be in excess of 150% of the pool rate, to make application for coverage under the 
pool. Effective June 5,1990. Act 697-90.

UTAH

House BiU 67
Establishes the Utah Comprehensive Health Insurance Pool Act with premiums between 125 
percent and 200 percent of individual standard rates. The pool shall be funded through general 
revenue funding, by premiums paid by pool enrollees, and by employers of employees 
enrolled in the pool. Employers shall contribute the same dollar amount that such employer 
would pay for health insurance for similar employees not covered by the pool policy. D epend­
ents of the employee also are eligible for coverage under the pool. The bill was approved
3-12-90.

VERMONT

Senate Jo in t Resolution 57
Memorializes Congress to enact a national health program. The bill was approved 4-25-90. 

VIRGINIA 

Senate BiU 480
Allows insurers to issue limited m andated benefit policies, i.e., policies exempt from existing 
mandates. Such policies may be offered to certain ino./iduals, families, or groups of less than 50 
members. Under the proposed law, certain managed care provisions to control costs are 
required and others are considered optional. This bill would provide for a minimum level of 
basic benefits of primary, preventative, and hospital care including, but not limited to, a mini­
mum of thirty days of inpatient hospitalization coverage, prenatal care, obstetrical care, and 
well-baby and well-child care up to age six. I h e  insurance policy must meet disclosure require­
ments and is subject to prior rate approval and certain actuarial standards. The provisions of this 
act are scheduled to sunset on July 1, 1994. Chapter 90-795. The bill was approved 4-9-90.
(Same as VA I IBN 1108)



W A S H IN G T O N

House BIU 2410
Extends current Medicaid coverage of hospice services until June 1991- Chapter 90-25. The bill 
became effective 3-13-90.

House BiU 2603
Creates a Children’s Health Program to provide medical care to children under 18 who live in 
households with an income at or below federal poverty level and who arc not eligible for medi­
cal assistance. The health care provided shall be equivalent to that provided to children under 
medical assistance. Chapter 90-296. The bill became effective 7-1-90.

House BiU2959
Authorizes school districts to require uninsured students to purchase health insurance coverage 
from the school district and allows school districts to reduce or waive premiums for low-income 
students. Chapter No. 90-74. The bill became effective 6-7-90.

Senate BiU 6418
Establishes a health professional substitute resource pool to provide short-term physician, 
physician assistant, pharmacist, and advanced registered nurse practitioner personnel to rural 
communities where such health care professionals are unavailable due to provider shortages. 
Such short-term assistance should complement active health provider recruitment efforts by 
rural communities where such shortages exist. Chapter 90-271. The bill became effective 3-29-90

Senate BiU 6834
Authorizes the development of basic group disability policies and health care service contracts 
for employers with less than 25 employees. Under this bill, all forms, policies and contracts shall 
be submitted to the Commissioner for approval. Chapter No. 90-187. The bill became effective 
6-7-90.

WEST VIRGINIA 

House BiU 4128
Changes the termination date for the Task Force on Uncompensated Health Care and Medicaid 
Expenditures from 1990 to 1993. The bill was approved 3-19-90.

WISCONSIN 

Assembly BiU 644
Increases the Medicaid income eligibility level for pregnant women and children under six years 
of age to 133 percent of the poverty level. Also authorizes the state to impose a monthly 
premium of Medicaid coverage of pregnant women and children under six years of age whose 
family income exceeds 133 percent of the federal poverty level. Chapter No. 90-351 .The bill was 
approved 4-27-90.

Assembly BiU 822
Creates, in two counties, a pilot volunteer health care provider program for licensed health care 
providers who make available certain services to low-incorne uninsured persons ineligible for 
any aid program. Chapter No. 90-206. The bill was approved 4-13-90.
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S ena t e  Bill 3 9 7

Expands the state medical assistance program to include coverage for podiatrists' services and 
appropriate additional money to fund that coverage. Chapter No. 90-333. The bill was approved
4-26-90.

Senate B ill 542
Among other things, increases Medicaid eligibility for pregnant women and children, requires 
the Health Department to establish and administer a program to subsidize health insurance 
premiums for AIDS patients, and requires that a health insurance plan that provides coverage 
for dependent children also provide coverage to a limited extent for adopted and adoptive 
children. Chapter No. 90-336. The bill was approved 4-27-90.

WYOMING 

House BiU 86
Raises Medicaid’s income allowance level Medicaid in cases where a covered spouse is institu­
tionalized. That spouse’s income will not be considered available to him for Medicaid eligibility 
purposes as long as it does not exceed two-thirds of the maximum income allowed by federal 
law. Chapter No. 90-65. The bill became effective 7-1-90.

House BiU 150
Patterned after the National Association of Insurance Commissioners’ model, this bill creates a 
health insurance risk pool for the uninsurable with losses funded by assessments against health 
insurers. Pursuant to this section, for the total amount of assessments due up  to one million dol­
lars from all members in any one calendar year, 100 percent of each member’s proportionate 
contribution to the one million dollars shall be allowed as a credit. This credit shall be applied 
against any premium tax owed by the member in the year for which the assessment is payable. 
Chapter No. 90-58. The bill became effective 7-1-90.

December 1990
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HEALTH CARE 
F INANC ING 

FOR ALL 
AMERICANS

HOW  REINSURANCE WORKS

For more lhan iwo years, ihe Health Insurance Associalion of America (I IIAA) has been developing 
Ihe components of a reform package designed to address the unique requirements of the small 
employer market. These reforms, when taken as a whole, will ensure fair access to and continua­
tion of coverage for small employers and their employees. These reforms constitute a meaningful 
basis for enhancing and expanding health care coverage.

Small employers, unlike their larger counterparts, arc likely to go into and out of business frequent­
ly. Similarly, their employees tend to move from job to job frequently. Finally, small employers 
change insurance carriers more often in an attempt to obtain more favorable rates. All of these fac- 
lors, combined with growing health care cost pressures, make it exceedingly difficult for insurance 
carriers to provide coverage to the small employer and they also make it more likely that individuals 
wiihin this market will lose health care coverage at some point. HIAA’s small employer market 
reforms tackle these problems in a reasonable and workable manner.

The HIAA prooosal would ensure that any small employer may obtain coverage (regardless of the 
health condition of its employees or the inherent administrative burdens they pose). The following 
examples illustrate how this would work.

SITUATION: Tom's Tree Trimmers opens for business with a full-time work force of five
employees. With workers engaged in dangerous work, where statistics suggest 
that personal injury is far more likely to occur than in, say, a computer sales and 
repair outlet, obtaining affordable health insurance may be difficult. Let us sup­
pose that two employees, Harry and Sam, have serious health problems, which 
insurance companies term p re-ex istin g  co n d itio n s . To obtain coverage, the 
president of Tom's Tree Trimmers could face the following options: terminate 
Harry's and Sam’s employment, insure everyone except Harry and Sam, or pro­
vide no insurance for any of ihe employees.

SOLUTION: Under the HIAA reform proposal, Tom’s Tree Trimmers would not be excluded
from coverage because it is engaged in dangerous work or because two of its 
employees, Harry and Sam, have pre-existing conditions. Also, h e  carrier selling 
insurance to the company would be permitted to reinsure Harry and Sam, the 
high risk employees (unbeknownst to Harry, Sam, and their employer), by paying 
a reinsurance premium. In exchange for the reinsurance premium, the reinsurer 
would agree to reimburse the iasurer for M ary’s and Sam’s costs.

SITUATION: During the course of the year a tl lird employee at Tom’s Tree Trimmers, George,
becomes seriously ill. Will his condition threaten coverage for himself or his 
coworkers?
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SOLUTION:

SITUATION:

SOLUTION:

SITUATION:

SOLUTION:

SITUATION:

SOLUTION:

Under IHAA's reform proposal, insurance coverage would be maintained for all 
employees, regardless of any of the em ployees’ conditions. Tom’s Tree Trimmers’ 
insurance carrier would be obligated to renew h e  contract (unless the company 
failed to pay its premiums in a timely fashion or was dishonest with the carrier).

George, who has had several months of poor health, is on the read to recovery. 
He decides to leave Tom’s Tree Trimmers to gain experience at a small computer 
sales and repair outlet, h e  Corner Computer Company. He is concerned that he 
will not be able to obtain coverage with his new employer because of his health 
record with Tom’s Tree Trimmers. He is aware that, prior to the reforms in h e  
small employer market, employees w ho changed jobs or employers that changed 
carriers could face recurring pre-existing condition limitations. George realizes 
that this could leave him without health care coverage.

Under h e  HIAA proposal, George would be guaranteed continuity of coverage 
and would not be subject to any new pre-existing condition limitations if he chan­
ges jobs or his employer switches carriers, since he satisfied those while 
employed by Tom’s Tree Trimmers (this assumes h a t  George did not allow his 
coverage to lapse for a sustained period of time).

Both Tom’s Tree Trimmers and h e  Corner Computer Company are concerned 
that their health premiums will rise inordinately if one or more employees is 
found to be seriously ill.

Under the HIAA proposal, an insurance canier would have to limit how  much its 
rates, based upon the group’s health history, varied. Carriers could vary their rates 
for similar small employer groups (h o se  with similar demographics, plan type, 
and geographic area) by no more than 35 percent above or below h e ir  midpoint 
rate (the midpoint rate is halfway between the carriers lowest and highest rate). 
Carriers would also have to limit their industry rating adjustment to 15 percent. 
Finally, the year-to-year premium increase for a group could be no more than 15 
percent above h e  carriers ‘'trend" (defined as h e  increase in the lowest new busi­
ness rate). To reflect cost differentials between managed care and non-managed 
care products, carriers could establish separate trends.

A new firm, Tree Doctors, Inc., opens for business in the same community as 
Tom’s Tree Trimmers. Like its competitor, Tree Doctors employs five employees. 
At the time it opens for business, ail of its employees are healthy. The president of 
Tree Doctors, Inc. knows that he is in stiff competition w ;th Tom’s Tree Trimmers. 
He is concerned that he may be at a competitive disadvantage if any of his costs 
are higher than those of Tom ’s Tree Trimmers. Since Tom’s Tree Trimmers has 
been in business for some time, the owner of Tree Doctors, Inc. is concerned h a t  
he may not be able to purchase health insurance coverage at a rale that will be 
similar to the rates charged to his competitor.

Under the HIAA proposal, h e  availability of reinsurance combined with h e  
premium rate limits would moderate the premium difference between groups.
’Flic HIAA plan would ensure thal Tree Doctors, Inc. did not incur inordinately 
high premiums relative to demographically similar firms.

December 1990
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SIMPLIFIED NUMERICAL RATING LIMIT ILLUSTRATIONS

Year 1990

(1) T ypical E m p lo y e r1 - Carrier XYZ is selling a health plan to a typical employer at a midpoint 
premium rale which amounts to $200 per month, per employee (i.e., this figure would be an 
average of the premiums for some single persons and some families). The employer pays, on 
average, 80 percent of the premium ($160); the employee pays 20 percent of the premium ($40).

>w R isk E m ployer - While a second employer has similar demographic, area and industrial 
^position as the typical employer, it has, on, average a very low health risk. Because the 

employer is low risk, Carrier XYZ agrees to sell coverage at a rate which is 35 percent below 
the midpoint rate of $200 per employee. In this instance, the health plan would cost $130 per 
month, per employee. Of this amount, 80 percent ($104) is contributed by the employer and 
20 percent ($26) is contributed by the employee.

(3) H igh R isk  E m p lo y er - A third employer has demographic, area, and industrial compositions 
similar to the above employers but has a very high medical risk. Carrier XYZ may charge this 
employer no more than $270 per month, per employee for the same health plan (35 percent 
above the midpoint rate of $200). Of this amount, $216 (80 percent) is contributed by the 
employer and $54 (20 percent) is contributed by the employee.

Year 1991
2

Assumption: Carrier XYZ’s "trend" (tire percentage increase in their lowest new business rate 
from 1990 to 1991) is 12 percent.

(4) Typical E m p lo y er - Although the typical employer’s workforce remained the same, a num­
ber of employees became seriously ill during 1990 and submitted major claims. From 1990 to 
1991, carrier XYZ may increase the typical employer’s rates by no more than 15 percent above 
"trend.” Therefore, the rate charged to the typical employer in 1991 would be no more than 
$254 per employee (12 percent+15 percent above the midpoint rate of $200). Of this amount,
$51 is contributed by the employee and $203 is contributed by the employer.

(5) H igh R isk E m ployer - While the high risk employer’s workforce also remained the same, 
several additional employees became seriously ill and submitted major claims, Since the high 
risk employer is already at the top of carrier XYZ’s rating limit, XYZ can increase the high risk 
employer’s rates by no more than the trend. Therefore, the rate charged to the high risk 
employer in 1991 could be no more than $302 per month, per employee for the health plan 
(35 percent above the group’s 1991 mid-point rate of $224), which amounts to an increase 
from 1990 to 1991 of no more than trend (12 percent), Of this amount, $60 is contributed by 
the employee and $242 is contributed by the employer
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1 By "typical” we mean a small employer group that does not contain an unusually large number 
of cases with high or low medical risk. For example, a small employer group that has been 
covered by a carrier for several years is often going to be a typical employer. On the other hand, 
a small em ployer group that is newly covered is more apt to be considered low risk since in the 
first year or so health plan costs are often lower (due to preexisting condition limits, for 
example).

This is believed the best measure of a carrier’s general yearly increase in premiums.

October 1990


