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SB 83

requires certificate of need evaluation
establishes an authority
gives authority access to state info
Board of directors is 1 or 2 of the following:
exec branch
labor organizations
school districts
municipalities
private sector employer
health care provider
exempt service or contracts
bid purchase or self 1insurance
establishes State Health Resources Fund with approps & premiums
once enrolled an entity can only withdraw with board approval
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SECTIONAL ANALYSIS
SENATE BILL 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.

DistrictC —
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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 insuranceoffered
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.

Section 8. Effective date clause.
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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 1iIndependent 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 ™healthcare 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," toestablish a
group health insurance pool to provide health 1insurance 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 1in Alaska have increased 157.2 percent over
the last 10 years, the second highest in the nation.

GI

o] The health careexpenditures portion of the State of Alaska budget
the fastest-growing component of the whole budget, $385.5 million i
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 estimated90,000 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 "AnAct reIatrng gooled health insurance forrndrvrduala
ninsure genre adequate coverage; an

provr oran effectrve ate.’

SB 74 would create the Com rehensrve HeaIth Insurance Association, a
nonprofit cor oraton comPrrse J ensed hospital or medical Service
cor or tions angd a msureswrrtmg eat Insurance In Alaska. Membership
w eacondrtron [orhcense to dq husiness In the state. TheAs ociation is

rance, pool run ang subsidized by private insurers for the benefit o
unrnsure igh risk state residents.

?B 14 attempts to resolve the unavarlabrlroy of aﬁlequate health ca[]e Insurance

hr h risk™ individuals by ¢ eatrp%a c? IS'1s similar tq the approach
utr |z% In ot er states. While t ga S a ﬁ verages reauired in the plan are
Cu? le, there are a number of ch IIenges which need to be considered. These

allenges are:

1. The absence of hard data to grve substance to the numbers of
"high risk™ persons needrng SUC ce?s makes uantr catron of -
the cost such an very dirficu

t. A recent sud){
ﬁc uary ag onsy tmg SErvices, nc In |cat%s that state |
ave an a }/sma expérience. Loss ratio for the 13 mature pools
are at about 165%.

2. In view of the state role in the structure of this ASf % tion, a
careful revrew shauld be maqe to assure that the full faith and
credit ofthe state is adequately removed from exposure.

3. See 21.55.150 provrdes that the chlarges for coveralge may not
excessive, Ina eﬂuate or unfairly |scr|m|nah[¥
section requires that the ratec n not behr her t 125% oft
average premjum char e f e toéo ive writers of the s me
cover cI;e on a "standar ? lew of the experience of other
his could effe%tr man ate an inadeguate premium.
e are concerned w# the source of the funds for that s LAbsrd
This %an only come from Increased gremrum]s on standard risks
thus further exacerbatmg t e cost care msurance A
otﬁntral ?olutr n to this grob em would be to start out at 125%
ith an a}owa e raclt\% T movement saZ 120% to 140A>) that
can occur It supported With a periodic adequacy review.

4, If the subsrd is severe to the point that he insurers can not
recover It thr u%h therrlrate structure It will encourage insurers
ﬂ leave the Alaska marketplace. It may also have an impact on
errsolvency
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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 1insurance 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 iIn 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, 1is 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

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

who are uninsured or denied adequate coverage; and
providing for an effective date.”

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
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%.

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.

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.

lan are
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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 fa ro#

GlenuA. Olds, Commissioner

Date: 7]
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I am Jan Andrea Meisels, State A ffairs Associate, Health
Insurance Association of America. HIAA is a trade association of
300 private health insurance companies which provide health
insurance for 95 million Americans.

HIAA has long-supported state uninsurable risk-pools. These
risk pools are included as one of the components in our program
of "Financing Health Care for AIl Americans." Uninsurable risk
pools address accessible health coverage to those who are other-
wise considered medically uninsurable. However, we have serious
concerns with a number of the provisions contained in SB-74,
which will result in underfunding of the program, inappropriate
accessibility to the program. We strongly encourage the
committee's consideration and adoption of proposed amendments
reflecting the issues discussed below.

During the 1990 Alaska legislative session, then-Senator
Coghill sponsored SB-304 and the Senate Labor and Commerce
Committee agreed to a committee substitute for the original
bill — CSSSSB-304. The committee substitute was a result of an
agreement emanating from negotiations between all interested
parties. However, the amendments were provided too late for the
bill to complete its journey through the legislative process last
year. We encourage the committee to amend SB-74 to duplicate the
previously agreed-upon version of CSSSSB-304.

Individuals with severe preexisting conditions may be
ineligible to purchase insurance from the private insurance
industry. A number of states have enacted uninsurable risk pools
to address this need. Historical data of the loss ratios of the

"mature” (longest operating) risk pools are:



Connecticut - 200 percent
Florida - Exceeded 200 percent in 1990
Indiana - Close to 200 percent in the last several years
Minnesota - Exceeded 200 percent over the last three years
North Dakota - Over 200 percent in 1986-87 and exceeded 175
percent in 1989
Wisconsin - Was the best controlled, but its loss ratiois
now moving over 150 percent
These figures indicate the absolute requirement that addi-
tional funding is going to berequired to cover the claim losses
due to the adverse experience of the uninsurable risk pools. We
strongly encourage general fund appropriations be allocated to
cover these losses. However, if the committee keeps the current
assessment on health insurance companies doing business in
Alaska, on a pro rata earned premium basis, we strongly encourage
the allowance of a credit against premium taxes imposed against
disability insurers. Suggested wording of a new section of the
bill to accomplish this purpose would include the following
language as AS 21.09.210 (j):
A member of the Comprehensive Disability Insurance
A ssociation created in AS21.55.010 may credit against a
premium tax imposed against disability insurance premiums
under this section, an amount equal to an assessment against
the member under AS21.55.220(d). Any portion of the credit
allowed in this subsection that cannot be taken in a tax

year without reducing taxable premiums below zero may be



carried forward and credited in successive years until the

credit is exhausted.

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

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

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

premiums as provided in AS21.09.210(j).

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

Most states with uninsurable risk pools either have the
losses covered by a broad-based funding mechanism, i.e., general

funding, dedicated taxes or allow a premium tax offset as

mentioned above. Examples of dedicated taxes imposed by other
state uninsurable risk pools include: California —e funding from
cigarette and tobacco products surtax fund; Colorado — funding

by imposing a $2.00-4.00 charge on state taxpayers whose federal
income tax return indicates an adjusted gross income in excess of
$15,000; Louisiana — funded by a $2.00 service charge on each
admitted hospital day and $1.00 charge for admittance to an
ambulatory surgery center. Fees are paid by all private payers
as a medical expense; Maine — assessment on all revenues of
hospitals in the state.

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

ing the increased risk that will be borne due to their



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

Most state insurance risk pool plans allow premiums greater than
125 percent. Therefore, we strongly encourage the committee to

increase the premiums to 200 percent of the average of five

Assi iation members' plans. Even with a 200 percent premium, the
claims experience of these uninsurable individuals will be
inadequate to cover all the claims losses.

Deductibles are a mechanism to reduce the cost of the
insurance policy premium to the purchaser. CSSSSB-304 called for
two alternative deductibles: $1,000 and $5,000. SB-74 has
substantially reduced deductibles — $200, $500 and $1,000.
Today, the average private sector deductible for standard
policies is considerably higher than $200. In addition, many
state uninsurable pools have deductibles substantially greater
than those proposed in SB-74. We request the committee consider
increasing the deductible to a more appropriate level such as
those proposed in last year's CSSSSB-304.

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

Medicare supplement plan. We oppose this inclusion, as the



purpose of the uninsurable risk pool is to provide coverage for
those without any insurance. People covered under Medicare have
coverage and are also eligible to purchase Medicare supplement
insurance. Medicare supplement policies are available in Alaska.
Congress included in the Omnibus Budget Reconciliation Act of
1990 — P.L.101-508 — that Medicare supplementary policies meet

specific National Association of Insurance Commissioners (NAIC)

standards. The NAIC is actively working on the development of
the ten variations which will be before the NAIC for adoption
later this year. Therefore, we do not see the need for inclusion

of Medicare supplement coverage within the uninsurable risk pool
and urge the committee to remove that provision which is
21.55.100(b) on page 3. CSSSSB-304 did not include Medicare

supplementary insurance within the uninsurable risk pool.

SB-74 requires a lifetime maximum of $1 million per
individual. This coverage is higher than many of the state
uninsurable risk pool programs. To further make the pool premium

more affordable, we suggest reducing the policy lifetime maximum
to $500,000 similar to the amount contained within CSSSSB-304.
CSSSSB-304 allowed for a preexisting exclusion of 12 months.
However, SB-74 allows only 3 months for such an exclusion. It is
necessary to collect an adequate premium over a period of time in

order to cover the losses for expected claims, as for people with

preexisting conditions. Therefore, a three-month preexisting
exclusion is an inadequate amount of time and will lead to
further losses for the pool, especially as the premium charge

will be inadequate to cover all claims incurred. Therefore, we



strongly encourage the committee to amend the 3-month preexisting
time limit to 12 months.

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

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

Section 21.55.300 in SB-74 does not include a listing of
persons who are ineligible for coverage, as does Section
21.55.300(b) in CSSSSB-304. It is imperative to list those
persons who would not be eligible for coverage, i.e., a person
who at the time of application is eligible for medical
assistance; a person who terminated coverage under the chapter in

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



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

The purpose of insurance is to provide coverage for some
unexpected, future event. Allowing applicants to pay retro-
actively for coverage back to when their previous contract was
terminated is a violation of the principle of insurance.
Coverage should be based on a prospective, not a retrospective
basis. Therefore, we strongly encourage Section 21.55.330(b) to
be deleted. HI/LA is very willing tc work with the committee in
developing a workable, affordable, uninsurable risk pool that
will be to the benefit of Alaskan medically uninsurable
residents. Participation by health insurers is required in the
uninsurable risk pool, as a privilege of doing business in
Alaska. Insurance companies want to support and participate in
the risk pool. However, the absence of a broad-based financing
mechanism or a premium tax offset for the claims-incurred losses
to pay the residual losses will result in a failed system with
severe financial implications to the insurers licensed in Alaska.

We thank the committee for its consideration of

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



Consulting
Services,
Inc.

Septemb 28, 1990 C. Ktlth Powell, ASA, MAAA
cpiember Gxuulitag Actuary

O ffice of the Director
Department of Insurance
Juneau, Alaska 99811

Dear Sir:

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

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

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

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

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

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

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

Sincerely yours,

C. Keith Powell, ASA, MAAA
Consulting Actuary

9243 North Meridian Street, Suite 206, Indianapolis, Indiana 46260 317-575-3384



STATE POOLS FOR THE DNINS8URABLE.

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

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

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

(ii) Of the approaches to national health insurance with an® chance
of implementation, this might be the one that is most favorable to
the private insurance industry.

Now, to the resultb of the survey.

(1) Eligibility Requirements.

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

and the type of proof of eligibility based on the status of
uninsurable for reasons of health varies considerably by stats.

(2) Financial Results.

If you look at 1989 results for the thirteen relatively mature

plans, there was $68 million of collected premiums and $112 million
of paid claims, for & paid loss ratio of 165%. The administrative
cost of $9 million waB about 8% of claims. If you take out two
large state# (Connecticut and Minnesota) that are atypical in
certain important respects, the "loss ratio" drops from the 165%
above to about 139%, Of the remaining eleven states, seven show

loss ratios in the 125% to 150% range.

I think that this lo«s ratio range of 125% to 150% is about where

Consulting Services* Inc.



it should be. This is my <conclusion based on looking at
commutation functions for health insurance claims and making soma
guesses about antiselection in the bigger claims. It is also borne

out as order of magnitude reasonable by conversion experience,
experience on some Blue Cross plans that are not underwritten, and
some social insurance experience.

When you look at details, results are, as you would expect, all
over the place for reasons such as rate of growth, position in the
rating cycle, etc. W ithin the eleven more normal plans, the paid
loss ratios for 1969 range from a low of 72% to a high of 172%.

The low loss ratio of 72% was from Washington, a vary fast growing
plan that had $122,000 of collected premium in 1988 and $2,065,000
in 1989. Under these conditions a paid claims [/ collected premium
loss ratio understates incurred claim / earned premium experience
due to the claims reporting and processing lag and to the fajllura
of collected premiums to reflect the fact that soma of the
collected premium™* are not fully earned. The Washington plan also

has a six month / six month preexisting condition exclusion. Zn
the presence of such fast growth, a great deal of the experience
will still be driven by the pre-ex period and as such the loss
ratios will be considerably lower than ultimate experience should
show.

The lowa plan, with its loss ratio of 112%, is another very fast
growth case.

The high loss ratio of 172% for 1989 comes from right here in
Indiana. This resulted from some very special circumstances. The
Indiana plan tried to get approval for an incredibly large rate

increase to be effective 7/1/89. The DOI challenged the rate
increase all over the place, and it was finally approved under the
Indiana deemer provision effective 12/1/69. The effect of this

delay contributed to the high loss ratio in Indiana for 1989. Just
as a footnote to this story, as some of the Indiana participants
might know, the incredibly high set of rates was rescinded in 1990
and the stats plan agreed to make partial refunds of the excessive
portion of the premiums»

Again, the purpose of this detail is to present an argument that
moBt of the plans tend to have cash loss ratios in the r”nge of
125% to 150%. As you might expect, the results by state are all
over the place due to such factors are rate of growth, the pre-
existing condition exclusion provisions, and the plan position in
its rating cycle.

On additional thought bridcing design and pricing is that there is

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

Consulting Services, Inc.



down the lose ratios somewhat. It should bo possible to got some
excellent discounts from hospital and physieiavi providers by
promising them these very high using populations.

(3) Funding Mechanism.

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

At the low end of the 125% to 150% range, it is probably a friendly
gesture to the insurance industry to try to keep the price above

125% of the averaga hot selling underwritten rate. By keeping the
rate 25% over the average selling rate for underwritten products,
it is safe to assume that there will be little or no loss of

private sector underwritten business to the pools. Notice that but
for this point of wanting to protect the private sector you could
logically justify holding the pool rate below 125% of the average
Belling rata - for an wunderwritten product. Recall that the
underwritten rateB generally target 50% to 70% loss ratios, no a
pool rate based on 125% of the average underwritten selling rate
means that the pool is allocating twice as high a percent of
premium to benefit costs aB the private sector product does.

If you go much higher than this range of 125% to 150% of the
average underwritten selling rate a look at claims distributions
and almost any reasonable guesses about antioelection show that the
product will be priced well above "reasonable"” for a very large
portion of the people needing the product. This would discourage
purchase of pool products by not only a large number of the people
who need it but also by the very people who do not tend to
contribute large losses to the pool.

The linkage between this 125% to 150% and the emerging loss ratios
of 125% to 150% mentioned earlier is very tenuous. There actually
might be a little bit of a linkage, but it is pretty far out there
and it is probably best to think of them as unrelated concepts.

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

(4) National Bealth Insurance Implications.

In 1989, 13 states (representing roughly 20% of the U. S.
population) paid $112,000,000 in health benefit costs to providers,
$9,000,000 for administration mainly to the insurance industry, for
a total cost of $121,000,000. inis was offset by $68,000,000 in
premiums collected, for a net ccBt of $53,000,000. With all kindB
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of caveats, extrapolating that to the entire U. S. would have coat
less than $300,000,000. These numbers relate to programs that are
almost exclusively freedom of choice arrangements that have made
very little =effort to get the savings from exclusive provider
arrangements; and proper use of exclusive provider arrangements
could introduce an element of savings. Again, with still more
caveats, it had no direct impact on the federal deficit.

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

Medicare and Medicaid are the major social insurance programs in
this country. Medicare people generally do not need the pool
benefits because the Medicare program itself is so comprehensive.
Medicaid people generally already have some kind of half way decent
benefits. They are not‘as generous as those in the state pools,
but then Medicaid people generally pay nothing for their benefits.

I am going to try to summarize the wvalue of this concept of
national health insurance to the insurance industry, at the risk
of getting up on the soap box.

Over the last half century the private health insurance industry
has proved itself totally incapable of providing significant
medical expense benefits on an individual basis to people wit*h
serious health problems, in spite of the fact that these people beg
for our products and are willing to pay almost anything asked for
the benefits. At leaBt for freedom of choice insurers there is no
reason to believe that this is changing, and in fact the problem
seems to be worsening each year health care costs grow faster than
other coots. W hile this is a very serious indictment of our
industry, it does point out that the people that we are losing to
these pools are the very people that we could not handle anyway.
In fact, the payments that the health insurance industry receives
to administer the benefits for these people probably exceeds
aggregate premiums that the industry could collect from them for
meaningful medical expense benefits; and absent state legislation
making the <cost fall directly on insurers, it comes without
underwriting losses or significant financial riskB.

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

With caveats, | would like to suggest that this may be the feasible
approach to national health that ib kindest to the health insurance
industry.
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Uninsurable Pool Data 1

Prems, Claims Admin. Loss Admin
State Col, Paid Paid Ratio % Claims
Connecticut
1983 3134889 3442223 272550 109,80% 7.92%
1964 3473145 4454451 315450 128.25% 7.08%
1985 3285762 4579461 276379 139.37% 6.04%
1986 3532941 4203833 246156 118.99% 5.86%
1987 3186476 6663081 337235 209.11% 3.06%
1988 3460337 7293434 412942 210.77% 5.66%
1989 4495872 10438000 567826 232.17% 5.44%
Comment - These results may not be typical due to the presence of

Blue Cross plan in the process of being phased out.

Florida
1983 23759 0 0 0.00% ERR
1984 505793 141430 69114 2/.96% 48.87%
1985 1107581 774174 103946 69.90% 13.43%
1986 1770171 1686195 184889 95.26% 10.96%
1987 2858173 3963710 357017 138.68% 9.01%
1988 5294446 8581468 1134991 162.08% 13.23%
1989 12443960 17425025 2810723 140.03% 16.13%

Indiana
1983 2352179 217878 56512 9.26% 25.94%
1984 6356995 6843691 256462 107.66% 3.75%
1985 7505144 9518759 253524 126.83% 2.66%
1986 7197774 11552494 443791 160.50% 3.84%
1987 6303707 11564602 459462 183.52% 3.97%
1988 5607908 9640519 500643 171.91% 5.19%
1989 6210701 10690610 670565 172.13% 6.27%

Comment -The Indiana loss ratios for the last few years are held
artificially low due to the reluctance of the pool to raise rates

lowa
1987 164995 56725 16560 34.38% 29.19%
1988 1008691 1249159 82560 123.84% 6.61%
1989 2876251 3232227 339660 112.38% 10.51%

Comment -The Indiana loss ratios for the last few years are held
artificially Ilow due to the reluctance of the pool to raise rates
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Uninsurable Pool Data
Pramse Claimo Admin. Loaa Admin

State Col. Paid Paid Patio (% Claims)
Maine

1988 15179 0 33960 0.00% ERR

1989 228189 290179 81265 127.17% 28.01%
Minnesota

1983 4082351 6981967 383741 171.03% 5.50%

1984 6413829 9761835 665100 152.20% 6.61%

1985 9492438 13324992 984514 140.37% 7.29%

1986 10772454 18913879 904886 175.58% 4.78%

1987 11407281 21893358 928773 191.92% 4.24%

1988 14197219 27098596 1340562 190.87% 4.95%

1989 18459482 38373578 2115892 207.88% 5.51%
Montana

1907 9870 0 9759 0.00% ERR

1988 97026 65374 14675 67.38% 22.45%

1989 316276 395050 24523 124.91% 6.21%
Nebraska

1986 8414 0 11558 0.00% ERR

1987 458857 443238 14600 96.60% 3.29%

1988 1221792 1808813 57097 148.05% 3.16%

1989 2572213 4088816 128223 158.96% 3.14%
New Mexico

1988 233053 127399 103475 54.67% 81.22%

1989 1222400 1565229 157945 128,05% 10.09%
North Dakota

1983 138666 345918 25305 249.46% 7.32%

1984 455874 1058594 35904 232.23% 3.39%

1985 894701 1704988 56756 190.57% 3.33%

1986 1321991 2863886 108756 216.63% 3.80%

1987 1626970 3389229 174130 208.32% 5.14%

1988 1937903 3340441 234964 172.37% 7.03%

1989 2261638 3691487 278007 163.22% 7.53%
Tennessee

1987 556763 17450 0 3.13% 0.00%

1988 3236204 2807338 317930 86.75% 11.32%

1989 8433944 10212644 623744 121.09% 6.11%
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Uninsurable Pool Data
Prams. Claims Admin. Loss
State Col. Paid Paid Ratio
W ashington Burned Incurred
1908 124260 74121 78575 59
1989 1940334 2543839 204221 131.
Wisconsin
1983 1232352 2463703 156964 199,
1984 2079996 3104604 196338 149
1985 2600586 3265492 210646 125
1986 2856286 3336087 284500 116
1987 >.959861 3956056 366245 133.
1988 (056671 5518189 906550 136
1989 6676614 9754103 885383 146
Comment - Participating insurers are not
credit against premium or income taxes e
Total
1983 10964196 13451689 895072 122
1984 19285637 25364705 1538368 131
1985 24886212 33167866 1885765 133
1986 27460031 42556374 2184536 154,
1987 2953095" 51947449 2663781 175
1983 40490689 67604851 5218944 166.
1989 68137874 112700787 8887977 165.
Total - Minus Connecticut and Minnesota
1983 3746956 3027499 238781 80.
1984 9398663 11148419 557818 118
1985 12108012 15263413 624872 126
1986 13154636 19436662 1033494 147
1987 14937196 23391010 1397773 156
1988 22833133 33212821 3465440 145
1989 45182520 63889209 6204259 141
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Alaska State Legislature

3111 C Street, Suite 150 During Session:
Anchorage, Alaska 99503 P.O. Box V
(907) 561-2038 Juneau, Alaska 99811

(907) 465-4993

Senator Drue Pearce

TO: Members
Senate Labor & Commerce Committee

FROM: Senator Drue Pearce, Chair—
Senate Labor & Commerce Committee

DATE: February 8, 1991

RE: Health Insurance Legislation

Gordon E. Evans, representative for the Health Insurance
Association of America, asked that the enclosed material be
distributed to committee members in preparation for hearings that
the committee will be holding dealing with health insurance.

DP:rrm

Enclosure



Health Insurance Association ofAmerica

April 25, 1990

Dear Colleague:

legislators present us with an ever

increasing amount of legislation important to our business.
These proposals are examined and pursued in light of HIAA's
policy on any given issue. In order to place the Association
in a proactive posture and gain wider understanding of the
industry's legislative program, we have developed Kkits
describing the background and explaining our positions
issues affected by state legislative initiatives.

Every year state

on key

HIAA is glad to provide you with our new State Health
Insurance Issues Kit. Please feel free to request additional
copies for legislative and regulatory activities by writing
HIAA, P.O. Box 41455, Washington, D.C. 20018. Our goal is to
expose legislators, regulatory officials, business leaders and
public interest groups to HIAA's state legislative program.
Please help us do this by distributing any of the individual
issues briefs, or the entire kit, at hearings, meetings or

visits with policymakers.

Sincerely

'S
Senior Associate General
Counsel

WEE/bac

Enclosures

1025 Connecticut Avenue, NW Vi'ashmgion, DC 20036-3998 202/223-7780 Telecopier 202/223-7897



ON
STATE HEALTH
INSURANCE
ISSUES

ISSUE: ACQUIRED IMMUNE DEFICIENCY SYNDROME

BACKGROUND:

(as of March 1990)

The firstcase of AIDS in the United Slates was diagnosed in 1980. As ofspring 1989,
88,000 cases have been reponed to the Centers for Disease Control, which estimates that
by the year 1992, 365,000 Americans will have died of AIDS or progressed to the later
stages o fthe disease.

Despite intense biomedical research efforts, there remains no cure, noris an effective vac-
cine likely to be developed in the immediate future. Health officials estimate thatbetween
Imillion and 1.5 million Americans are infected with the human immunodeficiency virus
(HTV). Available data support the view that, absentany effective therapy, virtually all
those infected with HIV will eventually progress to AIDS orsevere HIV illness.

The human and financial costs of this tragic epidemic have been staggering, with many
young adults being stricken during their most active and productive years. Loss ofwages
resulting from illness and disability and loss of future earnings as aresultofpremature
death are estimated at $7 billion in 1986. An ongoing survey of AIDS-related life, and

health insurance claims by HIAA-ACLI membercompanies documents these losses, report-
ing an estimated $263 million in life insurance death claims in 1987.

Medical care costs for AIDS patients are estimated at $3 billion in 1988, and health
insurers have borne a significant portion ofthis cost. Although 1988 data are not yetavail-
able, the HLAA-ACLI survey showed thatmember companies paid $35.9 million in
individual claims and $188 million in group claims in 1987, the latter representing more
than twice the amoun. paid during the previous year.

The costofAIDS percase has decreased over time, primarily due to die developmentof
alternative outpatient treatments. Health insurers have responded quickly to these innova-
tive approaches, and companies continue to develop methods, through case management
programs, that provide appropriate and humane care to AIDS patients while atthe same
time realizing tremendous costsavings. Home care, a majorcomponentofcase manage-
ment, can result in savings of$3,000 to $15,000 per month and allows AIDS patients more
independence.

Because there isno AIDS vaccine, effective treatmentor cure, and because ofthe high
morbidity anc mortality associated with HIV infection, people with AIDS and HIV
infection represent medical risks that must be considered uninsurable. Formost ofthe 90
percentofthe insured population who receive insurance dirough die work place,
evidence ofindividual health status is notrequired. However, for those currendy unin-
sured who seek to obtain individual orsmall group coverage, health status must be tested
to determine insurability. Evidence of 1lIV infection (like heart disease, diabetes and can-
cer, forexample) would necessarily require some initial restrictions on coverage, or pos-
sibly exclusion from coverage. The 111V antibody test, now regarded as a reliable
indicator of viral infection, is an essential tool available to insurers to determine medical
insurability.

Health Insurance Association of America

102* Connecticut \vemie N,\\ . Washington. DC 2<K)<it 21)2-223- 80.  I-AN 2u2-223-~H>)~



ON

STATE HEALTH
INSURANCE
ISSUES

ISSUE: HEALTH MAINTENANCE ORGANIZATIONS

BACKGROUND:

HIAA POSITION:

(asofMarch 1990)

In slightly more than a decade, health maintenance organizations (1IMOs) have become a
well-established force in most majorAmerican metropolitan areas. Today, IIMOs serve
approximately 13 percentofdie U.S. population and provide effective com petition for
traditional fee-for-service plans.

Along with consumeracceptance of [IIMOs have come sophisticated oversight procedures
by state authorities. Consumers in all states are covered by awell-developed framework

oflaws and regulations.

Increasing HM O enrollments, coupled with afew majorinsolvencies and a competitive
climate, have sUmulated many state regulators to consider additional HM O solvencv
requirements. At least five states have enacted legislation that includes HMOs in a guaran-
ty fund.

In 1987, the HIAA's Government Relations Committee established a task force to study
HMO issues. The firstassignment was to study the problem ofsolvency.

The National Association of Insurance Commissioners (NAIC) and the National Associa-
tion of Health Maintenance Organization Regulators recently completed an examination
ofexisting HMO requirements. In December 1988, the NAIC adopted amendments to the
model HMO actthatprovide for increased networth and depositrequirements, man-
datory hold harmless provisions, continuation ofbenefits and replacementcoverage. In
December 1989, the NAIC also adopted an assessment provision to be included in the
HMO model act, which isin lieu ofdie HMO guaranty association proposal originally
underits consideration.

HIAA supports the position that Ilie goals ofthe original federal 1IMO act have been rr.cr
and there isno longeraneed forasignificant federal role. The actshould be d.

HIAa supports acomprehensive approach to the problems associated with HN ¢
vencies. In addition to the approach adopted by the NAIC, the Association supp ji-.? the
use ofparental guarantees to meetnetworth and deposit requirements.

Moreover, 111AA opposes creation of HM O state guaranty funds or assessments because
they do not prevent insolvency, strengthen regulatory oversight orimprove standards for
licensure. They might even create a false sense ofsecurity. The Association believes that
guaranty funds or assessments will not assure continued medical services for enrollees.
Further, if providers are bailed out ofa failed IIMO by a guaranty fund or assessment,
they may have lessincentive to control utilization and costs.

IITAA will actively seek enactmentofacomprehensive solution to the problem of 1INK)
solvency and will vigorously oppose guaranty funds or assessments for 1IMOs.

See also the enclosed position paper on managed care.

Moult!) Insurance Association of America

lojs i t'(me*nan Avenue N W Washington. IK"' Jml JJ.V  Kit | -W JtO-JC; "S1"



BACKGROUND:

HIAA POSITION:

CRB
STATE HEALTH
INSURANCE
ISSUES

KSSUE: LONG-TERM CARE
(asofMarch 1990)

Long-term care hasengendered growing interestamong insurers, government policy
makers and groups concerned with aging. Common to all is astrong beliefthatthe cur-
rent financing arrangement, which relies on awelfare program and the private resources
ofindividuals, is inadequate. New solutions are needed, and for many, private iasurance
coverage is an alternative.

Recently, there has been tremendous growth in private long-term care insurance. Today,
more than 100 companies sell such products, and asofJune 1989, more than 1.3 million
people had purchased a policy. The introduction ofemployer-sponsored plans is par-
ticularly promising. Almost 35 large employers have begun to offer this coverage as of
June 1989. Despite rapid growth, there remains greatuncertainty asto how large a role
the private sector can play in paying the nation's long-term care bill.

More than 50 bills on long-term care financing have been introduced in Congress, the
focus ofwhich include incentives to stimulate the private marketand federalization of

long-term care financing.

Initiatives with strong private sector orientation include tax clarifications and changes
necessary for continued growth in the private market. Forexample, several bills would
clarify the tax status oflong-term care insurance regarding premiums paid and benefits
received underindividual and group contracts. Other private marketapproaches and
incentives should be encouraged, especially given the nation’s many pressing budget
priorities. Othercongressional proposals seek to establish a federal oversightrole in the
sale of private long-term care insurance. Sponsors ofthese bills do notbjlieve that states
can regulate this new product adequately. However, since adoption ofthe long-term care
insurance model actin December 1986 by the National Association ofInsurance Commis-
sioners (NAIC), 26 states have passed legislation based on this model statute. Another 11
states have passed legislation oradopted regulations more stringentthan the NAIC model
act. And, asofthe end of 1989, legislation is pending in several other states.

HIAA strongly believes that government's role in financing long-term care should be tar-
geted to those who are in greatest need. To the extent possible, individuals of all ages
should be encouraged to use theirown resources to purchase private insurance. Private
coverage offers the elderly and their families the greatest flexibility in determining
individual needs and is also the most propriate vehicle forallowing families to p serve
financial assets. The latteris notthe properrole of government. HIAA also believes that
the rapid growth ofthe private marketshould be encouraged, especially given the
nation's many pressing budget priorities.

Action at the state level has been significant. HIAA strongly believes that, as for other
types ofinsurance, the states are the responsible body forgoverning the s eoflong-term
care insurance. Further, the Association believes that the states have acted with unprece-
dented speed in setting standards for this new product.

Health Insurance Association of America
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STATE HEALTH

INSURANCE
ISSUES

ISSUE: ACQUIRED IMMUNE DEFICIENCY SYNDROME

BACKGROUND:

(asofMarch 1990)

The firstcase ofAIDS in the United States was diagnosed in 1980. As ofspring 1989,
88,000 cases have been reported to the Centers for Disease Control, which estimates that
by the year 1992, 365,000 Americans will have died of AIDS or progressed to the later
stages ofthe disease.

Despite intense hiomedical research efforts, there remains no cure, nor is an effective vac-
cine likely to be developed in the immediate future. Health officials estimate thatbetween
Imillion and 1.5 million Americans are infected with the human immunodeficiency vims
(HIV). Available data support the view that, absentany effective therapy, virtually all
those infected with HIV will eventually progress to AIDS or severe HIV illness.

The human and financial cos's ofthis tragic epidemic have been staggering, with many
young adults being stricken during their mostactive and productive years. Loss ofwages
resulting from illness and disability and loss of future earnings as a result of premature
death are estimated at $7 billion in 1986. An ongoing survey of AIDS-related life and

health insurance claims by HIAA-ACLI membercompanies documents these losses, report-
ing an estimated $263 million in life insurance death claims in 1987.

Medical care costs for AIDS patients are estimated at $3 billion in 1988, and health
insurers have borne asignificant portion ofthis cost. Although 1988 data are notyetavail-
able, the HIAA-ACLI survey showed that member companies paid $35.9 million in
individual claims and $188 million in group claims in 1987, the latter representing more
than twice the amount paid during the previous year.

The costofAIDS percase has decreased over time, primarily due to the developmentof
alternative outpatient treatments. Health insurers have responded quickly to these innova-
tive approaches, and companies continue to develop methods, through case management
programs, that provide appropriate and humane care to AIDS patients while atthe same
time realizing tremendous costsavings. Home care, amajorcomponent ofcase manage-
ment, can resultin savings 0f$3,000 to $15,000 per month and allows AIDS patients more
independence.

Because there isno AIDS vaccine, effective treatment or cure, and because ofthe high
morbidity and mortality associated with HIV infection, people with AIDS and HIV
infection represent medical risks that must be coasidered uninsurable. For mostofthe 90
percentofthe insured population who receive insurance through the work place,
evidence ofindividual health status is notrequired. However, for those currently unin-
sured who seek to obtain individual orsmall group coverage, health status must be tested
to determine insurability. Evidence of HIV infection Oike heart disease, diabetes and can-
cer, forexample) would necessarily require some initial restrictions on coverage, or pos-
sibly exclusion from coverage. The iHV antibody test, now regarded as a reliable
indicator ofviral infection, is ait essential tool available to insurers to determine medical

insurability.

Health Insurance Association of America
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HIAAPOSITION:

The health and life insurance industries have paid a significant portion ofthe costs
associated with AIDS and will continue to do so. Forthose AIDS patients who are now
uninsured, HIAA believes that alternatives should be developed that address their health
care needs. HIAA has recently adopted an innovative proposal on the needs ofall the
uninsured, including people with /JJDS. O fparticular significance is the availability of
coverage forthe medically uniasurable. HIAA continues to seek legislation thatwould
establish state pools foruninsurable individuals.

On the issue oftesting, HIAA believes that legislation that forces insurers to ignore reli-
able evidence ofhealth status will create underwriting inequities, and continues to voice
strong opposition to such laws. Insurers musthbe permitted to use the results of HIV tests
in the underwriting process. HIAA supports the 1986 model guidelines, adopted by the
National Association oflInsurance Commissioners, thatsetlimits on permissible applica-
tion questions and establish underwriting guidelines.
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ISSUE: HEALTH MAINTENANCE ORGANIZATIONS

BACKGROUND:

ITIAAPOSITION:

(asofMarch 1990)

In slightly more than a decade, health maintenance organizations (HMOs) have become a
well-established force in most major American metropolitan areas. Today, HMOs serve
approximately 13 percentofthe U.S. population and provide effective com petition for
traditional fee-for-service plaas.

Along with consumeracceptance ofHMOs have come sophisticated oversight procedures
by state authorities. Consumers in all states are covered by awell-developed framework
oflaws and regulations.

Increasing HM O enrollments, coupled with afew majorinsolvencies and acompetitive
climate, have stimulated many state regulators to consider additional HMO solvency
requirements. At least five states have enacted legislation thatincludes HMOs in aguaran-
ty fund.

In 1987, die HIAA's Government Relations Committee established a task force to study
HMO issues. The firstassignment was to study the problem ofsolvency.

The National Association of Insurance Commissioners (NAIC) and die National Associa-
tion of Health Maintenance Organization Regulators recendy completed an examination
ofexisting HMO requirements. In December 1988, the NAIC adopted amendments to the
model HMO actthat provide for increased networth and deposit requirements, man-
datory hold harmless provisions, continuation of benefits and replacement coverage. In
December 1989, the NAIC also adopted an assessmentprovision to be included in the
HMO model act, which isin lieu ofthe HMO guaranty association proposal originally
underits consideration.

HIAA supports the position dial the goals ofthe original federal HMO acthave been met,
and there is no longer aneed for asignificant federal role. The actshould be repealed.

HIAA supports acomprehensive approach to the problems associated with IIM O insol-
vencies. In addition to the approach adopted by the NAIC, the Association supports the
use of parental guarantees to meetnetworth and depositrequirements.

Moreover, 111AA opposes creauon of IIMO state guaranty funds or assessments because
they do not prevent insolvency, strengthen regulatory oversight or improve standards for
liceasure. They mighteven create a false sense ofsecurity. 'Hie Association believes that
guaranty funds or assessments will notassure continued medical services for enrollees.
Further, if providers are bailed out ofa failed HMO by a guaranty fund or assessment,
they may have lass incentive to control utilization and costs.

IUAA will actively seek enactmentofacomprehensive solution to the problem of 1IMO
solvency and will vigorously oppose guaranty funds or assessments for 1IMOs.

See also the enclosed position paper on managed care.

Health InMiraniv Association of America
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STATE HEALTH
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ISSUES

ISSUE: LONG-TERM CARE
(as ofMarch 1990)

Long-term care has engendered growing interestamong insurers, governmentpolicy

makers and groups concerned with aging. Common to all is astrong beliefthatthe cur-
rent financing arrangement, which relies on awelfare program and the private resources
ofindividuals, is inadequate. New solutions arc needed, and for many, private insurance

coverage is an alternative.

Recently, there has been tremendous growth in private long-term care insurance. Today,
more than 100 companies sell such products, and asofJune 1989, more than 1.3 million
people had purchased a policy. The introduction ofemployer-sponsored plans is par-
ticularly promising. Almost 35 large employers have begun to offer this coverage as of
June 1989. Despite rapid growth, there remains great uncertainty asto how large a role
the private sectorcan play in paying the nation’'s long-term care bill.

More than 50 bills on long-term care financing have been introduced in Congress, the
focus ofwhich include incentives to stimulate the private marketand federalization of

long-term care financing.

Initiatives with strong private sector orientation include tax clarifications and changes
necessary for continued growth in the private market. Forexample, several bills would
clarify the tax status oflong-term care insurance regarding premiums paid and benefits
received under individual and group contracts. Other private market approaches and
incentives should he encouraged, especially given the nation's many pressing budget
priorities. Othercongressional proposals seek to estahlish a federal oversightrole in the
sale of private long-term care insurance. Sponsors ofthese bills do notbelieve that states
can regulate this new productadequately. However, since adoption of the long-term care
insurance model actin December 1986 by the National Association oflInsurance Commis-
sioners (NAIC), 26 slates have passed legislation based on this model statute. Another 11
states have passed legislation oradopted regulations more stringent than the NAIC model
act. And, asofthe end of 1989, legislation is pending in several other states.

HIAA strongly believes that government'srole in financing long-term care should be tar-
geted to those who are in greatestneed. To the extent possible, individuals ofall ages
should be encouraged to use theirown resources to purchase private insurance. Private
coverage offers the elderly and their families (he greatest flexibility in determining
individual needs and is also the most appropriate vehicle for allowing families to preserve
financial assets. The latter is notthe proper role of government. IIIAA also believes that
the rapid growth ofthe private marketshould be encouraged, especially given the
nation's many pressing budget priorities.

Action at the state level has been significant. HIAA strongly believes that, as for other
types ofinsurance, the states are the responsible body forgoverning the sale oflong-term
care insurance. Further, the Association believes that the states have acted with unprece-
dented speed in setting standards for this new product.
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HIAA supports the provisions ofthe NAIC long-term care lasurance model actand regula-
tion and has made its passage in those remaining states atop priority in 1990.

HIAA supports the following:

0 Anexpanded uniform public program to provide coverage for people who cannotpro-
vide for themselves;

0 Appropriate and adequate state coasumer protection to ensure thatconsumers have
access to high-quality long-term care providers and fair and affordable insurance
policies;

0 Greaterconsumereducation efforts to promote the public's understanding o ftheir
potential need for long-term care and its costs; and

0 Legislative and regulatory initiatives to promote the public interestand the availability
oflong-term care policies, and to encourage flexibility and innovation in developing
long-term care coverage.
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DEFINITION:
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ISSUE: MANAGED CARE
(as ofApril 1990)

'‘Die high costofhealth care isamajorproblem forthe United States. Allwho pay -
employers, individuals, and government - are burdened by continual increases in health
expenditures. Moreover, escalation of health costs greatly complicates the task offinding
ways to provide coveiage for the large numberofAmericaas who are without either

public or private health insurance.

Although costescalation has many causes, research shows thatone key problem is that
patients receive much care thatis notappropriate for theircondition. Some get care thatis
more intense and expensive than necessary. Others receive care thatis not beneficial and
may even be harmful. Eliminating such inefficiencies - which may account for 25 percent
ormore of medical expenditures - is clear'y a critical objective, both asaway ofreducing
costs and improving quality of care.

Payersofhealth care are aware ofsuch inefficiencies and are demanding more account-
ability and better performance from those who make health care decisions in order to as-
sure that patients receive good value for money spent. Increasingly, managed care is
recognized asthe bestmechanism for carrying out such improvements. The key objective
ofmanaged care is to assure thatpatients receive appropriate care, thatis, high quality
care efficiently provided in the leastcostly setting.

Because it is still evolving, managed care embraces avariety ofexisting and developing
structures. It may be defined as systems thatintegrate the financing and delivery of
appropriate health care services to covered individuals by meaas ofthe following basic
elements.-

0o Arrangements with selected providers to furnish acomprehensive setofhealth care
services to members;

o Explicit standards for the selection of health care providers;
o Formalprograms forongoing quality' assurance and utilization review; and

o Significant financial incentives for members to use providers and procedures
associated with the plan.

Managed care organizational structures arc evolving in response to marketplace demands
and will continue to do so. Today's structures include health maintenance organizatioas
(HMOs), preferred provider organizatioas (PPOs), and exclusive provider organizations
(EPOs), aswell as mixed arrangements thatcombine elements of IIMOs, PPOs and indem -
nity plans to accommodate employer and operating environment requirements.

Managed care plans arrange with selected providers to furnish health care services to plan
members. Explicit criteria are used for the selection ofproviders, and formal programs for
ongoing review ofthe quality and appropriateness ofservices are incorporated into the
plan.
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HIAA POSITION:

Plans provide financial incentives for covered individuals to use providers who deliver
appropriate quality care. In some managed care plans, the cost ofservices is covered only
when health care Lsreceived from selected providers. Other managed care plans provide
individuals more latitude in the choice of providers. Out-of-pocket costs, however, arc
usually higherwhen out-of-plan providers are chosen.

Some state legislators are concerned that managed care, including both contracting
arrangements with providers and utilization review techniques, could adversely affect the
gquality of health care. Theirconccras have been encouraged by some associations of
providers representing hospitals, physicians, dentists, pharmacists and allied health profes-
sions. These groups have drafted and advocated state legislative proposals thatwould
restrictor prohibit the operation ofmanaged care programs.

HIAA is firmly committed to the expansion of managed care programs and techniques in
orderto assure high-quality, cost-effective health care. Managed care systems have the
means to avoid unnecessary and inappropriate care.

Therefore, HIAA isopposed to legislation or regulations thatwould impose barriers to the
developmentand implementation of managed care in its current and evolving forms.
Legislation or regulation thatunduly limits insurers' ability to carry out rigorous utilization
review is one such barrier. Legislation thatopposes utilization review takes many forms,
butgenerally seeks to putinappropriate restrictions on who can conduct reviews and
whatcan be reviewed.

HIAA isalso opposed to legislation thatwould restrictan iasurer's freedom to form net-
works orcontractselectively with providers. Legislation that opposes networking also
takes many forms, but generally seeks to pul restrictions on the ability to pay providers
anything buttheirusual and customary fees, orto contract with a limited numberof

providers.
HIAA believes:

0 Insurersshould be free to negotiate whatever price they can with providers. One im -
portantway to reduce costs isto be able to buy provider services atlower prices, and
managed care systems need to have freedom to negotiate lower prices. On the other
hand, in some instances plans may wish to offer higher-thar.-usual fees to especially
efficient providers.

0 Insurers should be able to pay providers in ways thatcreate appropriate incentives. If
provider reimbursementsystems reward high-cost medical practice, itwill be very dif-
ficult to reduce costs. Managed care systems need to be able to alterreimbursement
incentives to reward efficient providers. Severe restrictions on capitation payment, for
example, are inappropriate and unwarranted.

o State laws should not place artificial limits on the amount ofconsumer costsharing that
can be imposed on PPO plan enrollees who choose to getcare from off-panel
providers. If a PPO has a panelofproviders that can provide needed high-quality ser-
vices more efficiently than other providers, it is entirely appropriate to require con-
sumers who choose notto use these efficient providers to pay the extra costs. IIMOs,
which all states allow, do not pay anything when consumers receive care from non-
HMO providers.



GLOSSARY:

0 Legislation should notestablish inappropriate barricis to insurer efforts to establish
effective utilization review programs and should require providers to make available,
atareasonable cost, patientrecords and other information necessary to monitor cost
and quality ofcare. Monitoring medical practice patterns is critical to managing care If
reviewers cannot getaccess to medical records at reasonable cost, or if excessive
restrictions arc putin place to limit who does utilization review orwhat the process
will be, managed care plans cannot accomplish the critical task ofencouraging
providers to become more efficient.

0 Insurers who are negotiating to form provider panels should not be compelled to
enroll every providerwho wishes to be included. A key mechanism that managed care
plans use to constrain costs is to contract only with efficient providers. If plans are
required to include on their panels all willing providers, this critical elementofcontrol
is eliminated.

0o States should not mandate thatinsurers cover services and categories ofcare, since
doing so oft"n adds to costs and limits the plan’s ability to develop cost-effective
benefit packages. Research evidence shows that legislation that requires coverage of
certain provider categories or particular services generally causes a netincrease in
costs. The buyers ofinsurance plans, not stale government, should be ihc ones who
decide what services and provider groups should be covered. Legislation mandating
coverage ofparticular provider groups is often simply areflection ofthatgroup’'sdesire
to create demand fortheirown services asaway ofenhancing income.

HIAA supports the conceptofphysician peerreview asamethod ofdetermining
appropriateness ofcare. In doing peer review, however, itisnotappropriate to rely solely
on local peerassessment. Studies ofdifferences in patterns of medical practice from area
to area within astale demonstrate that the typical method oftreatmentin one community
is often significantly different from thatin anothercommunity even though the conditions
ofthe patients are essentially identical. The differences, in otherwords, are not medically
justified. Thus, local habitor customary practice is not necessarily the best standard for
assessing medical appropriateness or necessity fora given treatment.

The collective judgmentofphysicians who are experts in a given field and who have
done asystematic study of the scientific research must ultimately form the basis for deter-
mining whatis appropriate care in agiven situation. It is for this reason that HIAA sup-
ports the developmentofmedical practice guidelines and protocols. When developed,
these can form a rigorous, scientifically defensible standard for educating physicians
aboutthe bestmedical practice and for judging the appropriateness of care.

Below isalistofsome ofthe current managed care structures now available:

Health Maintenance Organization (HMO): This was the original managed care arran-
gement, firstemerging as prepaid group practices in the 1930s. 'lhe name “health main-
tenance organization" was coined in ihe early 1970s, and was given to 1973 federal
legislation promoting its development [IMOs provide:

0 Anorganized system for providing health care in acertain geographic area, as well
as responsibility for providing or otherwise assuring delivery' o fthat care;

0 An agreed-on setofbasic and supplemental health maintenance and treatment ser-
vices-, and

0 A voluntarily enrolled group ofjxioplo

In exchange forasetamountofpremium or dues, IIMOs provide all the agreed-on health
services to theirenrollees; there are generally no deductibles and no or minimal copay-
ments. 'lThe HM O bears the risk if the costofpioviding the care exceeds the premium
received. There are now several types of HM()s
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o 'lhe staffmodel, where providers arc directly employed by the 1IMO;

0 Ihe group model, where medical groups contract with the IIMO (Kaiser plans are
the best-known example ofthis type);

o lhe independent practice association (IRA), where the 1IMO contracts with
physicians in independent practice, or with associatioas ofindependent physicians.
IPA physicians frequently have arrangements with more than one HMO; and

0 'lhe network model, which contracts with two or more independent group practices.

Preferred ProviderOrganization (PPO). A PPO consists ofgroups ofhospitals and
providers thatcontract with employers, insurers, third-party adm inistrators or otherspon-
soring groups to provide health care services to covered persons and acceptnegotiated
fee schedules as payment forservices rendered. 'lhere are different sponsoring arrange-
ments:

0 Hospital-sponsored PPOs, which often include anetwork ofinstitutions in order to
coverawidergeographic area, aswell asmany ofthe physicians on their medical
staffs;

0 Physician-sponsored PPOs, which are developed by local medical societies, other
local professional associations or clinics, or groups o f physicians-,

o Third-party payer-sponsored PPOs, which include those initialed by commercial
insurers and Blue Cross and Blue Shield plans;

0 Entrepreneur-sponsored PPOs, which create a brokerrelationship with the
entrepreneur acting asan intermediary between the provider and payerofservice;

0o Employer-orlabor-sponsored PPOs, which contract directly with providers on
behalfoftheiremployees or members;

o Otherprovider-sponsored PPOs, which arc developed by nonhospital and non-
physician providers, such as dentists, optom etrists, pharmacists, chiropractors and
podiatrists, through their professional associations, local groups or clinics.

Exclusive Provider Organization (EPO). People belonging to an EPO mustreceive
their care from affiliated providers; services rendered by unaffiliated providers are not
reimbursed.

Point-of-Service Plans. Also known asopen-ended HMOs or PPOs, these plaas permit
insureds to choose providers outside the plan atany time yet are designed to encourage
the use ofnetwork providers. Ifa provider is affiliated with the HMO or PPO, the service
iscovered (perhaps afteramodest copayment). Ifan out-of-network provider is chosen,
reimbursementmay be significantly reduced.

A numberofmanaged care techniques are used to assure quality and appropriate care.
These include, but are not limited to, quality assurance, utilization review, case manage-
mentand use ofa primary' care physician. Although the combination ofelements will dif-
feramong plans, each managed care plan operates as an organized system where patient
services are subjectto review and coordination by health professionals.

0 Quality assurance is a process by which a managed care plan monitors and takes
action as necessary to assure that quality care is delivered by selected providers. The
process measures the extent to which quality has t>ecn attained and periodically
reevaluates health care to assure that established standards are heing met.



o Utilization review is asystem ofreviewing the medical necessity and appropriate-
ness of patient services within guidelines developed by physicians. Performed by
health care professionals, itis comprised ofseveral processes and may be used for
both inpatient and outpatient services. Processes may include preadmission cer-
tification, application ofpractice guidelines, continued stay review, discharge plan-
ning, second surgical opinion and retrospective review. Because ofthe explosion of
costs in all aspects ofambulatory care in recent years, programs to require
preauthorization ofambulatory procedures are now evolving.

0 Preadmission certification is a process in which a health care professional (such as
aregistered nurse) evaluates an attending physician's request for a patient's admis-
sion to a hospital by using established medical criteria.

o Continued stay review, also called concurrentreview, is a process whereby areview
organization continues to examine medical information during a patient's hospital
confinement to determine the need for continued hospitalization.

o Discharge planning is a process in which a health care professional from areview
organization works with an attending physician and hospital staffto arrange for
appropriate discharge ofa patient from the hospital, including a plan for the
patient’ssubsequentcare. Its purpose isto determine when patients are ready to go
home, perhaps with the supportofanurse orotherhome health provider, or are
able to be transferred to a nursing home.

0o Secondsurgical opinion programs require patients to seek asecond surgeon’s
opinion ifelective surgery isrecommended for certain conditions. Elective surgery is
defined as that which can be avoided or delayed without undue risk to die patient
and which allows sufficient time to seek anotheropinion.

0 Retrospective review provides for die establishmentofa utilization profile ofinap-
proppriate care for monitoring trends and addressing excessive use or cost.

Other managed care techniques include case management, which is a process that
provides acomprehensive plan of care and rehabilitation for people suffering from severe
condidons such as trauma, premature birth or AIDS. Through flexible interpretadon of
plan provisions, case managementcoordinates the use ofall appropriate types oftherapy
and equipmentin the mostappropriate setung. Case managementoften supports alterna-
dves to institutional care, such as physical therapy and other services delivered in the
home, thatachieve better patientoutcomes at lower cost.

In many managed care plans, a primary care physician serves as the initial screening, test-
ing, treatmentand referral source for a padent. This physician oversees health care ser-
vices rendered to patients by other providers and assumes condnuing responsibility for
the overall course of treatment.
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ON

STATE HEALTH
INSURANCE
ISSUES

ISSUE: McCARRAN-FERGUSON ACT
(as ofMarch 1990)

BACKGROUND: In 1945, afterthe U.S. Supreme Court mled that insurance is interstate commerce and
therefore subject to federal regulation, including antitmst laws, Congress passed the
McCarran-Fcrguson Actto exempt the business ofinsurance from some federal antitm st
laws. Cooperative efforts among insurance companies (e.g., collection ofindustrywide
loss data, ratemaking and establishment ofrisk pools) were exempted, provided they
were regulated by the states. Insurers were notexempted from the federal prohibition
againstboycott, coercion or intimidation.

‘Hie perceived crisis over the availability and affordability of commercial liability
insurance and concern about insurance rates has focused renewed attention on the
McCarran-Ferguson Act. Federal legislation was reintroduced in the 1989-1990 session,
which would modify die insurance antitrustexemptions provided by the act.

The insurance industry is subject to die laws and regulations of a variety ofstate and
federal agencies, but for die most pan, insurance regulations are a state matter and Con-
gress has been reluctant to involve the federal governmentin regulating it more actively.

111AA questions the public benefits to be gained by abandoning the limited antitrust
exemnption and stresses the dynamic nature of the insurar~eregulatory process and the
ability ofeach state to respond efficiently to its residents’' needs.

IIAA POSITION: The McCarran-Ferguson Act makes die system ofstate regulation of insurance workable,
and the law should nothbe repealed oramended to eliminate or restrict the already nar-
row exempdon the actprovides.

Repeal oramendmentcould be detrimental to the public interestby creating unnecessary
and duplicative regulation and might give die federal governmentunwarranted
supremacy over die states on this issue.

The health insurance industiy is already highly competitive, and there is no evidence that
repealof McCarran-Ferguson would enhance competition. On the contrary, economic dis-
ruption, with consequent premium price increases, might ensue.

Health Insurance Association of America
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BACKGROUND:

STATE HEALTH
INSURANCE

BN

ISSUE: MEDICARE SUPPLEMENT POLICIES
(as ofMarch 1990)

Tille XV Il ofihe Social Security Act, otherwise known as Medicare, was enacted in 1965
and provides hospital and other health care services to people age 65 and over and to dis-
abled individuals.

To alarge extent, the health insurance needs ofolder Americans are borne by the federal
government, but because of Medicare'sdeductibles, copayment provisions and benefit
limits, older people are notfully protected agaiastthe possibility oflarge unexpected
medical expenses. These limitations in Medicare's benefit structure have prompted
developmentofprivate supplementary insurance policies (known as Medigap).

There are more than 33 million people in the United States over age 65 - approximately
13 percentofthe total population. The numberofelderly, mostofwhom are not
employed, is expected to increase well into the nextcentury. The vast majority ofthese
individuals no longer have access to a health care plan provided by an employer, and
except forthose who are partofaretiree health plan, the elderly mustrely on Medicare
and private insurance to pay their health care expenses.

Since the health insurance industry will be called on to help find asolution to the growing
problem ofmeeting the health care needs ofthe elderly, the Medicare program presents
an importantissue for private industry.

The Medicare Catastrophic Actof 1988 wentinto effectJan. 1, 1989, and substantially
increased Medicare benefits, but it was repealed on Dec. 31, 1989. The repealwas largely
due to the outrage ofccasumers overage 65 because ofcostincreases and the surtax
placed on high-income individuals age 65 and older.

The National Association ofInsurance Commissioners (NAIC) was forced to respond
immediately to the repeal by enacting transition requirements atits December 1989 meet-
ing. Basically, these requirements returned policies issued priorto Jan. 1, 1989 to their
original benefit levels and required insurers to offer to former policyholders, who
dropped their medical policies during 1989, the opportunity to reinstitute their old
policies without penalty.

During the December 1989 meeting, the NAIC also adopted consumer protection amend-
ments to the existing model Medicare Supplement Act and Regulation. The amendments
require insurers to Issue guaranteed renewabhle policies, limit insureds to one Medicare
supplement policy, provide more extensive reporting ofthis line ofbusiness and increase
penalties for violations.

These actioas will once again require all 56 states to establish aregulatory formatequal to
ormore stringent than standards established by the NAIC model act and regulation cover-
ing Medicare supplement policies. 'lhis format defines such a policy, regulates policy
provisions and loss ratios, sets rules for replacement ofsuch policies and establishes mini-
mum benefit standards.
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IILAA POSITION: The Association encourages the states to adoptdie NAIC regulatory format for Medicare
supplement policies. Itopposes federal government intrusion into the private insurance
market. HIAA's position is that private insurance meets the needs of Medicare recipients
forsupplementary coverage and that current slate regulations are sufficient to protect
purchasers of Medicare supplement policies.



BACKGROUND:

HIAA POSITION:
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STATE HEALTH
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ISSUES

ISSUE: RISK CLASSIFICATION
(as ofMarch 1990)

Health insurance companies use risk classification methods to set premium rates commen-
surate with the level ofrisk an individual orgroup represents. The use ofsuch techniques
by insurers has expanded the availability of health insurance, aswell as consumer
options, since premiums are set atlevels that represent the relative risk of insuring a given
group orindividual.

Risk classification also helps to form a direct link between health care expenditures and
the costofcoverage. Since employers who self-insure avoid subsidizing oilier higher-cost
employergroups, insurers must be able to classify risk in order to offer reasonable prices
to clients preferring traditional insurance. Moreover, if insurers were prevented from
charging aclientthe true costofcoverage, amajorincentive foremployers to hold costs
down would be diminished. Employers would have less reason to provide safe work
environments, establish wellness programs or seek efficient providers of care. Without
risk classification, every group would pay the same in premiums, regardless ofits true
health care costs.

The process ofrisk classification depends on fairness. Discrimination by insurance com -
panies againstindividuals seeking coverage is governed by federal civil rights statutes as
well as state laws and regulations. The National Association ofIr. .urance Commissioners
(NAIC) model regulations on discrimination on the basis afsex or blindness have been
adopted by a majority ofstales, and they serve as a basis ofresolving claims ofunfair treat-
menthy insurance companies. HIAA also has developed a model risk classification bill for
use in states considering actions in this area.

Some st3te regulators have urged equal, rather than equitable, treatmentofinsureds and
have attempted to ignore the difference in projected health care expenses among people.
Forexample, HIV testing ofinsurance applicants hasbhecome the focus ofspecial interest
groups thatwant to preventinsurers from testing applicants, despite the fact that HIV-posi-
tive individuals represent a risk that is 26 limes greater than average.

W ithout the ability to use risk classification, insurers may encounter adverse selection,
which is the tendency ofconsumers to buy health insurance only after the onsetofillness
orwhen alikelihood of major illness has become apparent. Adverse selection can serious-
ly threaten iasurers' financial stability.

In order to ensure die financial soundness ofdie industry, health iasurers mustbe per-
mitted to classify their policyholders according to expected risk ofloss. This necessarily
includes the use ofreadily available data about applicants' age, sex, occupation and
health status.

HIAA recognizes the need to make affordable coverage available to all, and has
developed proposals forreinsurance and risk pools for high-risk employers and
individuals.
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The Association opposes legislative interference with legitimate and necessary risk clas-
sification and ratemaking proceduies and believes thatiasurers should be allowed to col-
lectand use inform ation that has a statistically demonstrable relationship to the costof
providing coverage.

Insurers do notseek to stereotype ordiscriminate unfairly against individuals or groups.
However, to ignore data that ties the costofclaims to a fair premium costis to invite
financial failure.
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ISSUE: STATE MANDATED BENEFITS
(asofMarch 1990)

Overihe years, ihe list ofstale mandated benefits and providers has grown dram atically.
In all, there about 800 different state mandated benefit laws nationwide, ranging from
such disparate services asacupuncture and Chinese medicine, pastoral couaseling,
chiropractic and podiatry, to a variety of mental health benefits.

W hile the merits of any particular benefit or provider group can be vigorously defended
by its proponents, the cumulative effectis ahodgepodge ofstate laws thatincrease the
costofhealth insurance, particularly to smallemployers who are mostin need ofrelief
from the high costofhealth care.

One negative effect ofthe myriad mandated benefit laws that increases the costof
coverage isthat multistate insurers must monitor and comply with many different state
laws. They are precluded from developing lower-cost prototype plans which they can
market across state lines.

More importantly, many ofthese benefits are expensive in theirown right. Substance
abuse treatment, coverage for psychiatric hospitals and psychologists’ visits substantially
increase the costofboth individual and group coverage. W ith few exceptions, mandates
raise the price ofinsurance coverage.

Taken together, the mandated benefits in some states provide acomprehensive benefit
package dratmany small employers simply cannot afford. Studies indicate that
approximately 16percentofsmall businesses that do not offer health benefit: to their
employees would offer them in a less heavily mandated setting. This creates serious
problem for the health insurance industry’, which is trying to develop lower cost health
plans forsmall employers in its efforts to increase coverage to the 31 million Americans
without health insurance, many ofwhom are full-time workers or their dependents and
employed by small firms.

Furthermore, state mandated benefit laws do notapply equally to all health plans. 'lhe
Employee Retirement Income Security Act of 1974 (ERISA) exempts self-insured plans
from state mandated benefit laws. Thus, mandated benefits have encouraged firms to self-
insure and thereby escape state oversight from mandated benefits, reserve and financial
solvency requirements and premium taxes.

In general, only large employers can afford to self-insure, which notonly allows multi-
stale employers to save administrative cosLs, it also allows them to pick and choose the
benefits that are most desirable and cost-effective for theiremployees. Employers too
small to self-insure, however, do not have this flexibility, thus making it less likely that
they will olfcr health insurance atall. In 1984, 37 percent ofall workers and their families
were covered by self-insured plans. This places the burden ofmandated benefits on small
employers.
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HIAA POSrriON: 111AA opposes all mandated benefit laws. When anemployercannot afford all benefits
that may be beneficial foritsemployees, the choice of which benefits to buy should be

made by the purchaser.

'Hie existing preemption ofstate mandated benefit laws that currently applies to self-in-
sured employee health plans should be extended to insured plans. Smallemployers
should not be forced to choose between a "Cadillac" plan and none al all.



BACKGROUND:

HIAAPOSITION:
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ISSUE: STATS POOLS FOR UNINSURABLES
(asofMarcL 1990)

State risk pools are designed to guarantee the availability of private health insurance to all
Americans under age 65 who wantto purchase protection, who are willing to pay for it
butwho are notconsidered medically insurable. Withoutguaranteeing such access to
health insurance, the industry risks government intrusion into the health insurance market.

The commercial health insurance industry has actively supported such initiatives since the
late 1960s. However, the Association’s chiefconcern aboutstate pools is thatthey be equi-
tably funded.

Funding mechanisms vary. W hile the majority ofstate pools foruninsurables are sup-
ported through direct payments from the state or by tax credits allowed againstinsurer
assessments, some states use other mechanisms, such asimposing the costofpool losses
entirely on insurers (Wisconsin) orimposing a hospital use tax (Maine).

Insurers should be allowed to retain theirability to underwrite. We supportstate legisla-
tion to establish voluntary risk pools forindividuals who are denied insurance coverage
hecause ofpoor health or medical conditions, aswell as federal legislation encouraging
states to take such action.

HIAA believes thatfunding for these pools should be broadly based, preferably from
general tax revenues. Assessing only commercial insurers for pool losses drives up the
costofprivate insurance and gives self-funded plans a competitive advantage over
insured plans, in addition, HIAA maintains that cost controls and managed care should be
incorporated into pool administration.
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BACKGROUND:

HIAA POSITION:
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ISSUE: THE UNINSURED
(asofMarch 1990)

Approximately 31 million Americans have no public or private health care coverage. Com -
mentators have staled thatthe uninsured population has increased significantly in the past
decade for the following reasons: the economic downturn ofthe early 1980s and its effect
onemployment; Medicaid cutbacks; a probable decline in employer-based coverage of
dependents in what may be a response to rising health care costs; an increase in state
mandated benefits; and increasing numbers ofworkers in industries less likely to offer
health insurance.

The uninsured have greater problems gaining access to the health care system than do
those who have insurance. 'therefore, they often forego necessary care ordelay getting
care until itis eithertoo late or more costly. For all these reasons, itis incumbenton
policy makers to devise ways to fill the gaps in the health financing system.

Contrary to popularbelief, the uninsured are not mainly poor and unemployed. In fact,
fewer than one-third have incomes below the federal poverty line, although a significant
numberare in the near-poor category. Most uninsured people (approximately 62 percent>
are either full-time workers themselves or family members ofsuch employees.

Data have shown that it can be difficult for smallemployers to obtain group health
insurance, although there are z numberofinsurance companies and mechanisms through
which such coverage can be purchased. One ofthe principal barriers for small employers
is the costofhealth insurance, and 11IJAA's program on the uninsured calls for tax sub-
sidies for financially vulnerable groups to encourage the purchase of coverage.

In addition, policy makers have stated that certain underwriting and rating practices in the
smallemployer marketexacerbate the problem ofthe uninsured. A portion of HIAA'S pro
gram also addresses these concerns.

Anumberofhbills have been introduced at the federal level to require orencourage
employers to offer coverage. At the slate level concern over the uninsured has received
widespread attention, and by the end of 1989, more than 40 slates were studying and/or
considering legislation on the uninsured

[IIAA believes that neither a private nora public effort, by itself, will adequately meet the
needs ofthe uninsured. However, acooperative effort can help solve the problem

I'I1AA is faced with the ever-increasing need to respond to agrowing number ofstate
proposals for the uninsured. Many ofthese initiatives have their own characteristics,
reflecting the special interestgroups behind the proposal and the stale’s political atmos-
phere, collective social consciousness and financial resources.

IlIAA’'s stale policy on the uninsured needs to Ik-consistent with federal policy, but allow
more room to incorporate a variety of wavs to meet its objectives. To best serve these
needs, 1IIAA has not adopted aspecific proposal on the uninsured, but instead supports
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stale: legislation that aims to improve access for some or all ofthe stale's uninsured and
that is consistent with the following six points.

0 State programs musthe expanded to coverthe poorand near-poorpopula-
tions. States should expand their Medicaid programs to cover all mandatory and
optional categorical groups up to the federal poverty line.

Forthose poorindividuals who do not fall into a federally defined Medicaid categorical
group, states have the obligation to provide similar coverage using their own funds.

Fornear-poorindividuals (those between 100 percent and ISO percentofpoverty),
and possibly some ofdie noncatcgorical poor, slates should establish a public buy-in
program, which would coverarange ofprimary and preventive services (no inpatient
hospital or major outpatientsurgery) in exchange foran income-related premium.

If public funds are limited, stales should give lirst priority to low income children and
pregnantwomen.

States should take advantage of recent federal welfare reform legislation that allows
Medicaid to pay low income workers'share ofemployer-based premium contributions
inorderto help such individuals participate in available employer-based coverage for a
transitional period when returning to wotk. They should also extend this notion to pay
employees'share of premium even after the transition period forallworkers whose
family incomes are below poverty, whetheror not federal matching funds arc available
for this purpose. IIIAA recommends federal Medicaid matching funds when states elect
to implementsuch abuy-out program.

Stales should urge the federal government to break the income and categorical links
between cash assistance and eligibility for Medicaid so that federal Medicaid match ig
funds arc available to all poor individuals regardless offamily structure or work status.
States should aloO urge the federal government to make federal funds available to
coverthe near-poor population through Medicaid buy-in and other similar programs.
Finally, the federal governmentshould Ix: urged to expand welfare reform to apply to
all poorand near-poorworkers fora transitional period.

0 HIAA isopposedtoemployermandatesoracompulsion onemployers to pro-
vide health insurance to employees and theirdependents, including tax penal-
ties for failure to provide coverage. IIIAA has developed aseparate position paper
onemployer mandates which is available on request.

0 There are severalfundamentaltenets ofthe health Insurance Industry that
HIAA should actively pursue to shape the outcome ofany state proposal on
the uninsured.

They include: essential underwriting freedom; appropriate rate latitude; noncom peti-
tion between private anil public programs; maintenance ofa private market, including
the agentdistribution mechanism (e.g.. no state fund); meaningful cost containment;

and elimination ofstate Ixmefit mandates

o Smallemployers should have reliable premium levels and accessto group
health insurance. HIAA has developed asetofstandards dealing with small group
reforms in connection with the establishment ofareinsurance mechanism, including
making coverage available to entire employergroups, and not subjecting employees to
new preexisting conditions when they change jobs ortheiremployer changes carriers.
These reforms are intended to help assure a viable private marketplace and place
meaningful limits on the rate of premium increases, on renewal ofcoverage and on the
degree to which ratesvan forgroups that are similar with respect to their plan design,
geography, demography and industry



0 Uninsurable individuals (as defined by IIIAA policy)who are also Ineligible
for private group coverage, should have access to coverage through high-risk

pools.

liven with Medicaid expansions and increased employer-based coverage, uninsurable
individuals will remain withoutcoverage. High-risk pools should be established to
make coverage available to them, but participation should Ix: limited as defined by
HIAA policy, Measures should be included in legislation that prevent risk pools from
competing with existing private coverage, such ascapping premium rates ata multiple
ofstandard rates (e.g., 150 percent). Pool lossesshould be funded by general revenues
orsimilarsources, which spread the costacross virtually all citizens.

0 Individuals and groups unable to afford coverage should receive subsidies to
purchase It Wheneverpossible, such coverage should be sold In the private

sector.

Some individuals and businesses arc insurable butcannot afford to buy coverage.
Publicly funded subsidies for private coverage should be available to them butshould
be limited to truly hardship emplovers. Subsidies can be direct public funds used to
purchase coverage, orincentives such as tax credits to individuals, employees or
employers. In

addition, alleviation ofa premium lax on coverage that insurers sell to those eligible for
subsidies further reduces the costofcoverage.

Ifanindividual or business is both uninsurable and unable to afford coverage, sub-
sidies should be available through the high-risk pool. Hut subsidies should notbe avail-
able

exclusively to pool participants.

o Costlsakeybarrierto accessto health care.In orderto make coverage more
affordable, Itmustbe free from mandated benefitrequirements, and payers
musthe permitted to use managed care technigues to controlcostand main-

tain quality ofcare.

Health care costcontainmentprinciples and techniques should be incorporated into
any reform package as an essential element ofan affordable and comprehensive
proposal for the uninsured. State law should permit the delivery ofquality health care
coverage tailored to the needs and resources ofemployers and consumers, but it
should notimpair the ability ofthird-party payers to use appropriate managed care
techniques, including prepaid funding, selective contracting, provider networks, utiliza-
tion managementand fee schedules.

Health Insurance Association of America
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PROPOSAL ON PROVIDING HEALTH CARE FINANCING
FOR ALL AMERICANS

In Brief

Adoptreforms to assure the availability and reliability of private health
insurance in the small employer market

A.  Enactsmal 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. Ifan 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.

Authorize a private reinsurance mechanism for the small-employer health benefit market.
This would allow insurers to implement market reforms by permitting insurers to spread
losses for high-risk people equitably across the market. Under the 111AA proposal, no
employer would have to pay more than 150 percent of the relevant market averages for
basic coverage.

Establish stale pools for medically uninsurable individuals who are not part of an
employer group. Losses should be financed by state general revenues or other
broad-based funding. If a state does not act, the U.S. Department of Health and
Human 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.

Allow insurers to offer more affordable coverage to small employer groups.

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
employer plans.

Provide targeted tax assistance so that small employers and their financially
vulnerable employees can afford health Insurance coverage.

A

llelp small businesses afford coverage by extending to the self-employed the 100 percent
tax deduction I4al is available to other employers (as long as they provide equal
coverage for their employees).

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

llealtl Insurance Association of America
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IV. Expand public coverage for the poor and the near poor.

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.

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

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

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.

October 1990
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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 who 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 op expanding health care coverage through the
workplace and expanding public coverage for the poor and the near poor. Asa
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. The four essential elements of HIAA’s proposal are:

« Adoptreforms to assure the availability and reliability of private
health insurance in the small employer market;

» Allow insurers to offer more affordable coverage to small employer
groups;

e Provide targeted tax assistance so that small etnp *oyers and their
financially vulnerable employees can afford health insurance
coverage; and,

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

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 In.suranee Association of America
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DISCUSSION

The early 1980s were marked by a significant increase in the numbers of people
without health care coverage. This increase has been attributed to many causes:
die economic downturn and increased unemployment of the early 1980s, a
decline in Medicaid’ coverage of the poor, a small decline in employer-based
coverage of dependents, a rise in health insurance costs due to die proliferation
of state-mandated benefits, and the growing number 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 number of people widiout health care coverage in the
United States has remained high but relatively constant. While estimates vary, die
U.S. Bureau of the Census figure of 31.5 million is the most frequently cited. This
population isdemographically diverse. And, while diree out of ten are poor, four
out of ten have incomes of more than twice the federal poverty level.

The low-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 of 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 more 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, itshould 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, some low-income employees—
who 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. I11AA% policy on cost containment includes an emphasis on the
development 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 of the major causes of high
costs—the use of new, often unproven technologies and procedures. Once again,
IIIAA recommends a mechanism for assessing the cost effectiveness of such tech-
nologies and the adoption of medical practice guidelines and protocols. 1IIAA
also strongly supports wellness and prevention activities, as well as economic
incentives for the coasumer to be ‘cost conscious’in the use of medical resources
and in choosing health plans.

October 1990
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In Detail

Adoptreforms to assure the availability and reliability of private health
Insurance coverage in the small employer market

The small employer health benefit market isreceiving increasing attention. This is largely
because, asshown below, a high proportion ofworkers without health care coverage- fully
two-thirds— work for business establishments with 25 or fewer employees. This isnot surpris—
ing since only one in three firmswith 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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Private Reinsurance

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’ rales to a level below the
guaranteed marketwide maximum level of 50 percent above average.

Under the approach developed by 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.

Establish State Poolsfor Uninsurable Individuals

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

Iligh-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.

Health Insurance Association of America
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PROPOSAL ON PROVIDING HEALTH CARE FINANCING
FOR ALL AMERICANS

In Detall

Adoptreforms to assure the availability and reliability of private health
insurance coverage in the smallemployer market

The small employer health benefit market is receiving increasing attention. This is largely
because, as shown below, a high proportion of workers without health care coverage— fully
two-thirds—work 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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likely to seek, and obLain, coverage at prices that reflect their low risk. This has made 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 some-
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 where individual employer experience is highly unpredictable.

SmallEmployer Market Reforms

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 would introduce a greater degree of predictability and stability to the small
employer health benefit marketplace.

e Guaranteed Availability. All small employer groups would be able to obtain private
health insurance regardless of the health risk they present.

e Coverage of Whole Groups. Coverage would be made available to entire employer
groups; neither an employer nor an insurer would be able to exclude from the group’
coverage individuals who present high medical risks.

e Renewabllity of Coverage. At renewal time, employer groups and/or individuals in
these groups would be assured that their coverage would not be cancelled because of

deteriorating health.

« Continuity of Coverage. Once a person is covered in tine small employer market and
satisfied a plan’ preexisting condition restrictions, he or she would not have to meet those
requirements again when changing jobs or when the employer changes carriers.

« Premium Pricing 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 between the lowest and highest rate).
There would also be a 15 percent limitation on how much a carrier could vary rates by
industry. Finally, carriers would have to limita group’s year-to-year premium increases to
no more than 15 percent above the carriers "trend" (the year-to-year increase in the lowest
new business rate). Separate trends should be allowed for managed care and non-
managed 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. Ifany one company or segment of 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.



Private Reinsurance

A private markelwide reinsurance system would make these small employer reforms possible.
Reinsurance means 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 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 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 of 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 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 die 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.

Establish State Poolsfor Uninsurable Individuals

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

High-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.
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As of December 1990,25 stales have enacted broad-based pools for uninsurable individuals.

Allow Insurers to offer more affordable coverage to small employer groups.

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 man-
date coverage of 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 who are most in need of relief
from the high cost of health care and who are too small to self-insure and thus escape these
mandates.

One reason that mandated 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
mandates from many states.

Many of these benefits, such as those for mental health, arc expensive in their own right.
Taken together, mandated 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 of 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 mandated 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 put. .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 managed
care efforts that would make 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.

Provide targeted tax assistance so that small employers and their financially
vulnerable employees can afford health insurance coverage.

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, who
are far less likely to offer them than are other employers. A 1989 HIA 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.
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Eleven percent of 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. Other (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, government should:

» Direct new 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 be 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, ifthey have any),

Expand public coverage forthe poor and near poor.

Thirty percent of the uninsured have family incomes below the federal poverty level ($10,560
for a family of three in 1990). Another 17 percent have family incomes between 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.

Health Insurance Association of America
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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 Dependent Children (AFDC.) Recent congressional action to phase in coverage for all
poor children under age 19 over the next ten years isa 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, ifused, would reduce net
government 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 isvague as to how cost-
effectiveness will be determined.)

Near-poor individuals with family incomes between 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.



e To assure that no American falls beneath the poverty levei as a consequence of medical
expenses, all states should deduct medical expenses from income when 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 of health services.

Raising eligibility standards for Medicaid to 100 percent of 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 more 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
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COUNTING THE UNINSURED

Estimates of the number of uninsured Americans can be derived from a number 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 number 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’ 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 phenomenon ir. many cases, but a core of uninsured remains.

Itshould 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 Bill 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 Bill 326

Creates a grant program for community health care planning in municipalities and rural areas.
Chapter 107-90. EffectiveJuly 1,1990.

Senate Bill 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 Bill 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 Bill 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 States Department of
I lealth Services for the provision of health services to the indigent. Chapter 90-50. The bill

became effective 4-17-90.

Health Insurance Association of America
l0.S ConiKvtiuil Wcnuo \ W . Washington. DC. 2MHo ~ 202-223-~St'"  FAX 202-22V{W



COLORADO
House Bill 1305

Creates the Colorado Uninsurable Ilcalth Insurance Flan, designed to provide health insurance
coverage for eligible Colorado residents. Coverage Lsavailable 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 810-8-512. 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 810-8-512. 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 employee per
month. 'I'his bill authorizes employees who 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 amount 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 amount 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 Bill5936

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 Bill 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 Icw-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 who 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 liil12794

Authorizes certain groups of small employers to sell "basic" policies but the bill remains
ambiguous about which mandated 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 sentto 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 Bill 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 of such policies or offsetting premium increases. Chapter 90-13?'8. The bill became

effective 10-1-90.
HAWAII
House Bill 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 of 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
ofthe amount 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. EffectiveJuly 1, 1990.
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IDAHO

Ilouscmu 582

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 il13339

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 Bill3528

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 uncompen-
sated care, and r duce the amount of 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.

KENTUCKY
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.



Senate Resolution 81

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 Bill2030

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 yearJuly 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. ApprovedJune 29,1990.

MAINE
House Bill 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 Bill 388

Provides comprehensive medical and other health care under the Maryland Medical Assistance
Program for: (1) pregnant women and children under the age of 1whose family income falls
below 185% of the federal poverty level; (2) children 1through 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 Bill 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.
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House Bill2521

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 Bill 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 ill2621

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 Bill 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 Bill 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 hill 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 of 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

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



/louse Bill 2521

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 Hill 1696

Includes the Commissioners of llunrian Services, Commerce and llealth 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 ill2621

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 Bill 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 Bill 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 ill2769

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

MISSOURI
House Bill 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'nis bill has been sent to the governor.

NEW HAMPSHIRE
House Bill 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. 'lhe 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 Bill 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 Oklahoman’ 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.

Health Insurance Association <t America
lies u>lUK\tkii! Wfinti' VIY W In Jiki.Vi Si |A\ 212 22!



SOOTH CAROLINA
Senate Bill 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 Bill 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. EffectiveJune 5,1990. Act 697-90.

UTAH
House BiU 67

Establishes the Utah Comprehensive Health Insurance Pool Actwith 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. Depend-
ents of the employee also are eligible for coverage under the pool. The bill was approved

3-12-90.
VERMONT
SenateJoint 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 mandated 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. Ihe 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 onJuly 1, 1994. Chapter 90-795. The bill was approved 4-9-90.
(Same as VA IIBN 1108)



WASHINGTON
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
ofage 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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Senate Bill397

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 Bill 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. Thatspouse’ income will not be considered available to him for Medicaid eligibility
purposes as long as itdoes not exceed two-thirds ofthe 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.
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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% 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. Letus sup-
pose that two employees, Harry and Sam, have serious health problems, which
insurance companies term pre-existing conditions. To obtain coverage, the
presidentof 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’ 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, he 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 Mary’s and Sam’ costs.

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

Health Insurance Association ol America
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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 employees’conditions. Tom’ 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, he 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’ Tree Trimmers. He is aware that, prior to the reforms inhe
small employer market, employees who 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 he HIAA proposal, George would be guaranteed continuity of coverage
and would not be subject to any new pre-existing condition limitations ifhe chan-
ges jobs or his employer switches carriers, since he satisfied those while
employed by Tom’ Tree Trimmers (this assumes hat George did not allow his
coverage to lapse for a sustained period of time).

Both Tom’ Tree Trimmers and he Corner Computer Company are concerned
that their health premiums will rise inordinately ifone 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’ health history, varied. Carriers could vary their rates
for similar small employer groups (hose with similar demographics, plan type,
and geographic area) by no more than 35 percent above or below heir 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 he carriers “trend” (defined as he 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.

Anew firm, Tree Doctors, Inc., opens for business in the same community as
Tom’ Tree Trimmers. Like its competitor, Tree Doctors employs five employees.
Atthe time it opens for business, ail of itsemployees are healthy. The president of
Tree Doctors, Inc. knows that he is in stiff competition w;th Tom’ Tree Trimmers.
He isconcerned that he may be at a competitive disadvantage ifany of his costs
are higher than those of Tom’ Tree Trimmers. Since Tom’ Tree Trimmers has
been in business for some time, the owner of Tree Doctors, Inc. is concerned hat
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 he
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.
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SIMPLIFIED NUMERICAL RATING LIMIT ILLUSTRATIONS

Year 1990
(1) Typical Employerl- 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).

>wRisk Employer - While a second employer has similar demographic, area and industrial

Aposition 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) High Risk Employer - Athird 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). Ofthis amount, $216 (80 percent) is contributed by the
employer and $54 (20 percent) is contributed by the employee.

Year 1991

(4)

(5)

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

Typical Employer - 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’ 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.

High Risk Employer - 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% rating limit, XYZ can increase the high risk
employer’ 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

Health Insurance Association of America
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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 employer 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.
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