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FLORIDA SP1ALL GROUP HMO PLAN DESIGNS

Physician Services

AH must bo ,/rovided by or amhonxer- by Primary Caro >"ysicu»n
y y y Y

Primary Caro Physician Otfrco Vis-t*

-Specialist Consultation, Diagnosis, and Treatment

-Oihw Outpatkmt Nonctirgical Physician Cam

Ponodic Physical Exams (Maximum 1/CY)

-Surgical Caro in Physician’s OWee

(Comoro may limit noo-surgical back IrMtmenta to ten visits)

Hosprtof Services

-Inpatient Caro at Participating Hcopitala

fmcfodiog all general services and semi-prrvnto room)
-Oulpationt Surgical Coro

-Outpatient Non-Surgical Care (including x«ray a.Vj lob)
-Preadmission Testing

Emergency Services
-Emergency Care lhrougtt Primary Care PJryaician’s Officp
-Emergency Care Sorvicea through Emergency Room

In Service Area Hospital ER VisT (waived If admitted)

Out of Service Area Hospital ER Visit

Ancillary Services

-Home Health Care

-Ambulance

-Skilled Nursing Facility (Maximum too days illetimn)
-Durable Medical Equipment

Mental and Norvous Disorders
-Inpatient (Maximum 10 days/CY)
Maximum Inpatient Days Covered

-Outpatient VhrH
Maximum Number of Outpalcnt Visits

Alcoholism and Chemical Dependency
-TnpaOont Detoxification (as mcdt'caPy appropriate)
-Outpatient Vtete

standard plan

j: 10 Copay Per Visit

S 10 Copay Par Vvrsrt

S 10 Cojmy Per Vrart

No Charge

S 25 Copay Per Procedure

5100 Per Day, days 1-6
Balance Paid at 100%

5 50 Copay Per Procedure
Covered in Full

Covered in Full

5 10 Copay Per Visit

t 25 Copay Por Visit
$ 50 Copey Per Visit

S 10 Copay Pec Vise
S 25 Copay
S 20 Copay Par Day
No Charge

5100 Per Day

10 Oays/CV

5 10 Copay Per Visit
20 Viaite/CY

Not Covered
Hot Covered

BASIC PLAN

5 10 Copay Per Vfcrt

S 20 Copay Per Visit

S 20 Copay Per Visit

No Charge

5 50 Copay Per Procedure

$250 Per Day, days 1-5
Balance Putd < 1%
$100 Copay Per Procedure
Cowwoc in FUH

Covwed n Fall

5 10 Copay Per Vi3«t

$ 50 Copoy Per Vsit
$100 Copay Per Viwt

Not Covered
$ 25 Copay
Not Covered
No Ctmgu

$250 Pw f)ay

3 Hays/CY

$ 20 Copay Per Visit
5 Visrto/CY

Not Covered
Not Covered
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I am Jan Andrea Meisels, Legislative Director, Health
Insurance Association of America. HIAA 1is a trade association of
the nation®s leading commercial 1insurance carriers that provide
health insurance fdr approximately 95 million Americans. HIAA

actively supports SB- 40.

The small employer market provides one of the most vivid
examples of how health care cost inflation continues to afflict
our financing system. Faced with unrelenting demands to hold
health care costs down, 1insurers and employers have intensified
the search for ways to moderate premium increases. Leaving high-
risk individuals out of group coverage has been one such
response. The "excessive employer churning”™ that newspaper
accounts often bring to our attention is largely a function of
employers seeking the lowest available rate. We, too, constantly
hear the charge by small employers that the presence of a high-
risk individual 1in their group has made it impossible to obtain
coverage at any price.

This dynamic is complicated further by the tumultuous labor
market of a small employer. Small employers are far more likely
than larger organizations to go in and out of business. Our own
annual employer survey suggests that employees of small firms
also are more likely to change jobs. Employee turnover among
small, 1insured firms 1is about 23 percent annually and is twice
that level for small employers without coverage. These factors
contribute to the reluctance of such employers to offer coverage
as well as the difficulties of serving the market.

As the complexities of the small employer market have grown,

and the likelihood of individuals® being separated from the

W ill Hill



financing system has increased, there is a growing perception
that even 1if they .have coverage, they stand a reasonable chance
of losing it if they change employers, or if they have poor
claims experience.

Mr. Chairman and members of the committee, we have now
reached the point where substantial small employer market changes
are needed if we are to serve the longer-term interests of small
employers and meet the concerns of policymakers. Thus far 24
other states have enacted small group market reform which
includes similar reforms as reflected in SB-40. SB-40
incorporates a comprehensive set of small group market reforms
that HIAA believes can be achieved in the context of a viable
private marketplace. The essenct . "B-<2 is to make certain
changes in the market so that it provides substantially more
predictability and protection to the purchasers of coverage. Let
me emphasize that to work, these changes will have to apply to
all players 1in the small employer market - insurance companies,
medical service plans, multiple employer welfare associations,
etc. AlIl competing entities in the small employer market,
including non-insured benefit plans, would have to be bound by
the same rules in order to prevent any company or segment of the
market from being placed at a disadvantage. The reforms 1included
in SB 40 ensures fair access to and continuity of coverage for
small employers and their employees. The issues embraced in SB 40

are:



guaranteed availability - all small employer groups would be
able to obtain pri.vate health insurance regardless of the health
risk they present.

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®s coverage individuals who
present high medical risks.

renewability of coverage - at renewal time, employer groups and/
or individuals in these groups would be assured that their
coverage would not be canceled because of deteriorating health.
continuity of coverage - once a person 1is covered in the small
employer market and satisfied a plan®s 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 1in
geography, demographic composition and plan design.

To give effect to these proposals, SB-40 authorizes a
private not-for-profit Small Employer Health Reinsurance
Association. Without the Reinsurance Association these reforms
are not achievable. The Reinsurance Association allows insurers
to pay a premium in exchange for having the reinsurer bear the

risk for reinsured individuals. This allows insurers to treat all

individuals in a group the same way - as SB-40 does not break up
groups for the purpose of reinsurance - all members would have
the same benefits. The reinsurer stands behind the insurer and

simply reimburses for claims associated with reinsured



.individuals. This allows insurers to spread high risks, broadly
through the private market rather than concentrated in one small
employer group. '

Besides the small group market reforms discussed above, one
of the most effective means to obtain cost control 1is to improve
our health delivery and financing system through effective
managed care programs. Managed care has proved it can control
costs. A growing number of studies from the seminal Rand Study of
HMOs 1in the mid 1970% to the recent Laventhol and Horwath study
which assessed the cost savings of managed care 1in the CHAMPUS
Reform Initiative (savings to both the Defense Department and
CHAMPUS beneficiaries of $148.9 million in 1988 and 1989). For
these and other reasons cost containment provisions including
aspects of managed care maybe incorporated into the small
employer health plans developed by the Small Employer Health
Reinsurance Board. Small employers are also the affected party
when various legislators mandate their plans include specific
providers or services. The cumulative effect of the various
mandated benefits is to increase the overall cost of the
insurance plan to the small employers who is in the most need of
relief for the high cost of health care and are too small to
self-insure and thus escape these mandates. A study 1in 1989 by
a University of Illinois economist concluded that 16 percent of
small employers not providing health insurance would offer
benefits in the absence of state mandates.

Therefore, SB-40 exempts small employer health plans from any

laws that would 1impose restrictions on insurers negotiating with



providers for services or prices of services or requires the
small employer plans to include specific benefits or services
rendered by certain providers.

The following is a brief discussion of each section of SB-
40:

Section 1. Purpose - describes the purpose of the bill by
summarizing the 1issues addressed in SB-40.

Section 2. Prohibits unfair marketing practices delineated
in 21.56.180.

Section 3. Exempts small employer health plans from any
laws that would 1impose restrictions on insurersnegotiating with
providers for servicesor prices of services.

Section 4. Exempts small employer health plans from any
laws that would imposerestrictions on insurers negotiating with
providers to include specific benefitsor services rendered by
certain providers.

Section 5. Small Employer Health Reinsurance Association.
21.56.10 - creates a not-for-profit private legal entity whose
membership consists of all insurers in the small employer
insurance market - insurance companies, hospital and medical
service corporations, HMOs, and multiple employer welfare
arrangements (which is not Medicaid, but a "term of art"
describing unrelated multiple employers joining together for
purposes of providing benefits plans).

21.56.020 - describes the reinsurance association board
composition which assures representation for all types of

insurers doing business in the small group market including



welfare arrangements and guarantees a majority of seats to
insurers 1in the small group market.

21.56.030 -- discusses the various powers of the Association
board defining an array of health coverage products by which
reinsurance will be provided and issued, as well as developing

the methodology for determining the reinsured product premium

rates.
21.56.040 - requires the reinsurance association to submit a
plan of operation to the Insurance Director for approval. This

plan assures fair, reasonable and equitable administration of the
Association. It permits the Director of Insurance, after notice
and hearing, to adopt reasonable regulations.

21.56.050 - mestablishes specific provisions for reinsurance of
eligible employees of a small employer or dependents of eligible
employees. By requiring carriers to accept groups/individuals
within groups with greater than normal risks, insurers need
assistance in spreading the greater risk, therefore, the
establishment of the Reinsurance Association. Carriers are
required to pay the first $5,000 of claims before reinsurance
assumes the risk because reinsurance would be aimed at employer
groups and employees known to be high risk, and because the
premium price (paid by the insurer to the reinsurance mechanism)
is capped (1.5 times the adjusted average market premium for
groups and 5.0 times for individuals) to encourage carriers to
participate in the small employer market, 1in the aggregate the
cost of reinsured persons may well exceed the reinsurance

premiums. The administrating insurer will determine any losses



annually. Any losses are covered through assessments from all
members in the Reinsurance Association based on the member-s
share of total premiums net of reinsurance premiums paid for
coverage under the chapter in the small employer market,
including, to the extent permitted under ERISA, other benefit
arrangements covering small employers. Assessments are capped at
five percent of premiums charged for health benefit plans
covering small employers.

To assure that insurers only cede (place) risk to the
reinsurance mechanism when necessary, the premiums charged by the
reinsurer are set at 1.5 times the average adjusted market
premium price Tfor similar type groups and benefits or 5 times the
average adjusted premium market price for individuals with
similar type benefits. Insurers are constrained from recouping
the 1increased reinsurance costs as they may only attempt to
recoup the 1.5 times average adjusted market premium price within
the constraints of the overall rating bands described below.

Only the level of coverage provided up to but not exceeding the
coverage provided in a small employer health benefit plan is
eligible for reinsurance.

This section also recognizes that federally qualified
HMOs reinsurance premium may be modified to reflect the portion
of the risk ceded to the Association, 1i.e., federally qualified
benefits may be different from the benefits determined to be
included in the reinsured health plans by the reinsurance board.
21.56.060 - establishes the member health benefit plan committee

(including insurers, small employers, health care providers and



agents or brokers. The committee recommends benefit levels, cost
sharing provisions for the basic and standard plan. These plans
are required to incorporate cost containment techniques deveDoped
by the board, 1including but not limited to high cost case
management, hospital precertification techniques and other cost
containment techniques established by the Association.
21.56.070 - requires that every two years the board will report
to the insurance director and legislature on effectiveness of the
act.
21.56.080-21.56.100 - exempts the Association from the
Administrative Procedures Act, imposition of taxes and limits the
liability of the Association board.
21.56.110 - Small Employer Health Insurance Plans. The program
applies to all health insurance plans for individuals and group
health benefit plans if they provide coverage to 2-25 eligible
employees and the employer pays all or part of the premium and
the health plan is applicable to the IRS code section 26 U.S.C.
106 or 26 U.S.C. 162.

This section also exempts all small employer health plans
(25 employees or less) from any restrictions on an insurer %
ability to negotiate with providers regarding reimbursement for
services and eliminates the requirement that the benefit plan
cover specific mandated benefits or classes of providers. These
provisions will increase the affordability of small employer
health plans while providing quality health care to Alaska

residents.



21.56.120 - Premium Rating Requirements. This provision
provides stability and predictability of rates.

The premium pricing limitations included in this chapter
limits an insurer®s ability to vary rates for groups in similar
geography, demographic composition aid plan design. Specifically,
an insurers premiums for similar groups could not vary by more
than 35 percent from the carrier®s 1index rate (arithmetic average
of applicable base rate and highest rate). There is also a 15
percent limitation on how much a carrier could vary rates by
industry. Finally, carriers would have to limit a group"s year-
to-year premium increases to no more than 15 percent above the
carrier"s trend (the year-to-year 1increase 1in the lowest new
business rate). These provisions assure the small employer
availability of arid accessibility to predictable and renewable
insurance rates.

Carriers are also required to disclose in its solicitation
and sales material how the premium rates from specified small
employers are establishing provisions of the plan and file an
annual actuarial certification with the director.

21.56.130 - Renewability of Coverage. Lists specified reasons
why a health plan may not be renewed, 1i.e., nonpayment of
premiums, fraud or misrepresentation by a small employer;
noncompliance with minimum participation or employer
contributions, etc. Specifies steps a carrier must take if the
insurer decides to nonrenew all of its health benefit plans.
21.56.140 - Required offer of Coverage. As a condition of doing

business in the state with small employers, a small employer
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insurer 1is required to offer a basic and a standard health
benefit plan. The basic and standard plans are filed with the
director who may disapprove them after a hearing.

21.56.150 - Required Health Benefit Provisions. Benefit plans
may not deny, exclude or limit benefits for more than 12 months
due to a preexisting condition. This guarantees the availability
of insurance to all small employers and removes the concerns of
people with preexisting conditions that they would have to
satisfy additional preexisting condition exclusions if they
change jobs or if their employer changed insurance carriers.

Once someone had satisfied a plan®s 12-month preexisting
condition restriction he or she would no longer be required to
satisfy those requirements again when changing jobs or when the
employer changes insurers. Carriers must offer coverage to all
eligible employees and dependents and may not select only certain
individuals.

21.56.160 - Exemption From Required Offer of Coverage.
Delineates when an insurer does not have to offer coverage, 1i.e.
the small employer not located in carrier®"s geographic area; the
carrier does not have capacity to deliver service adequately to
members; the carrier 1is only maintaining in force business and
ceased enrolling new employer groups before January 1, 1993.
21.56.170 - Conditions For Ceasing To Do Business. |Insurers
ceasing to do business in the small employer market are required
to give notice of this decision to the insurance department, the
reinsurance board, the policyholder and the employer. Coverage is

required to be continued for one year after the date of



notification. An insurer is also prevented from reentering the
small group market for at least five years from the date the
notice was given that they decided to cease to do business in
this Alaska market.

21.56.180 - Fair Marketing Standards. Specifies standards for
insurers to follow including the requirement to affirmatively
market basic and standard health plans, an insurer may not deny
compensation to an agent/broker due to adverse health status,
claims experience, etc. of small employers.

21.56.190 - Mandatory Reissue of Coverage. In order that
carriers not selectively "dump"™ their business before the
effective date of the bill, the director may adopt regulations to
require a carrier to reissue a health benefit plan to a small
employer 1if it was nonrenewed after January 1, 1993.

21.56.250 - Definitions. This section describes all the terms
used in this chapter.

Sections 6.7. The term "insurer”™ was redefined for this
chapter to include HMOs. Therefore, it is necessary to cross
reference the definition of HMO for these purposes to the
provisions of this chapter. Sections 6 and 7 achieve this
purpose.

Sections 8.9. The term "insurer™ was redefined for this
chapter to include hospital or medical service corporations.
Therefore, it is necessary to cross reference the other sections
of the 1insurance code related to these organizations for the

purpose of applicability to this chapter.



Section 10. Premium Rate Restriction. This addresses
premiums for policies that are delivered prior to the effective
date of the bill, by allowing the premium rating restrictions to
be phased in over three years, thereby limiting any potential
"sticker shock™ small employers may experience to the premium
rate restrictions.

Section 11. Transition. Not all sections of the chapter
become effective upon enactment. This section lists those
portions of the chapter which begin at dates later than the July
1, 1993 effective date.

Section 14_. Lists the effective date of the chapter as July






JANE BRYAN? QUINN

A 'Community' Approach
To Cutting Health Costs

cahh Im]urers like Jo thmk they re

arto t e answer to the high cost

ofhcaHh w e Jlui they're actually
artofthe problem.

They Ve flgured out way* to

"cherrypick™ llki uusurance mayket-
keeplng? the healthy, who don't file many
medlca claims, while throwing sick
peo ple overboard.

-company health pIans usually
aren affecte Itut small.companies and
Indlividuals have been taking It in the
teetn. It one person ina small group gcla
sick, rates may rise by 50 percent or"100
percent for e eryone.

President Clinton's health core.
reforms are certain to address this issue.
In the meantime, amajority of the states
are trying out ideas of their own.

Thé edalitarian solution Isa pricing
system known as "community rating.

IS is how health insurance used to be
grked and Itow some Blue Cross/Blue

hield plans arc still priced. In setfin %
ratcsTme healthy arc averaged with the
sick, fiveryone gets the a*,’s or a similar
rate (although people.arc sometimes

rouRedb geo raphlcalar \, family siae
orolner specmc cluiractcrutics)

Communlty rating Is often coupled
with "guaranteed isSue*— meanlnq tiwt
the insurers liave to aconk all applicants,
regardless cf health.

|ve state* are In tin- process of
mtro ucm com unity rotes.

York and Newjereey—aim
to mukc premlums uniform W|th|n
speciried ?rouplngs for example for
everyone fiving In the aame geographical
area: In the others— Oregon, Maine and
Vermont—Untiled rate varlatlon »
allowed, (althourgh rates can't b e
Increase or trioae In poor health. The
laws 1n New Yark and NewJerse cover

mdmdugl poljcies as well as amafl-group
plans, The others cover only small
groups.

For buyers of individual insurance,
community rating could lend fo
E)roblem* Kveryonc is averaged

gether *0 yolnger or healthier peaple

may hove t0 pay ore to Itclp cover tim
anrmo th%a k. Asaresu larger
num er of eatypeope may ride
SOl o chiden oy s
g?oro qad u?ts *said De oran Cholka

Irector of the* Center for Insurance
Kesc&reh at Georgla Sl ate Univerxily.

Instea of qoing all ilx way to
community ra |ng 25 stateshave

rocently pasacd "rate banding" laws for
amaB roup ktaurance (smaII grou sare.
often elnedaagsroupso but
ometlmesu t050). These [aws stop
Insurer* from h|tt|n \wnail ¢ jinpanios
with excessive prlce increases when one
employee or dependent comes down with
a costly lliness,

Under rate handing, asml company's
health insurance premiums have to be
set within a fixed range.’ Rates can rise in
line with the trend in"each insurer's
medical claims costs, now increasing at
around 15 percent annually (that covers
Increased use of medlcal services, as well
asrising prlces for beallh eam), But a
company with an employee who's
grievously il tyflcally cannot be charged
any more than 15 pefcent above

AVErage.

For a company. payln below the
average, there might still be a sizable
premium Increase in the first year that n
worker falb ill. But small companies
Y/oukfo't Ukc a 50 percentor 100
percent hit. Furthermore, their premium
mcrease* woulld soon full buck lo the
med |(t:a htrer(1j rae| I |
e-handing stales allow severa

benél that sep grae peop ovh
rlrawtttanceH such a* age and Ircnllle So
rates among different types of employer

roups can var by nwre than 15

ercent, Still, the 1aw s, gresswe
Insurer* from Rlckm off tho Deat risks
and dumcina the res

tu a s tt.

Slak aW|||? rale I|am||ng usuaIIy titl it
toguaramm Issm-_ Inning
insurers In lake all mum's, So small
ronipaiik's with, say, mie fkk employee
ran still gel a policy fur al
Kate-banded group insuratui* slsxild
Hot e a3 ex Eenswe or yoynger nr
eaithy peok e as community-latcd
E)OHCIGS might Ixxomc, snkl Chris
eicrscn, assistant general c?unsel for
tite Health Insurancd Axsooinlimi of
AmiricajTW Mere ate many
Tnore liealilty people. than sk'k um's. If
more nmall comPanles IXiy inxnrarire,
they Il increase the number of healthy
peoEIe In theéxxn relative to tin' immber
of bk k ones. So overall, rotes shouldn't
Ivave to climb a lot, lie said.
Although these p rograma n%ake "
surance pricin redictaide, the
ontso(iveJ thea orga%ﬁ Ity ﬁr %F Bt
consider i fingers in tin* dike until

the country figures out how to pay for
lwsic care Tor everyone.
M f/O Vv
ny lw s
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8-LS02S6\A.2

Ford
3/22/93
AMENDMENT
OFFERED IN THE SENATE BY SENATOR PEARCE
TO: SB 40
Page 5, line 8
Delete "and"

Page 5, after line 8:
Insen a new paragraph to read:
"(5) effectuating a methodology for applying the dollar thresholds

contained in this section for insurers that pay or reimburse health care providers by

capitation or salary; and"

Renumber the following paragraph accordingly.
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OFFERED IN THE SENATE
TO: SB 40

Page 7, lines 16 - 1.Q

Delete all material.

Renumber the following paragraphs accordingly.

8-LS0286\A.3
Ford
3122193

BY SENATOR PEARCE



8-LS0286VA.4
Ford
3/22/93

A MENDMENT

OFFERED IN THE SENATE BY SENATOR PEARCE
TO: SB 40

Page 11, after line 17:
Insert a new subsection to read:

"(d) This chapter does not apply to a policy or certificate of insurance that
covers a specified disease or to a hospital indemnity or limited benefit health
insurance policy if the insurer offering the policy or certificate files with the director
on or before March 1 of each year a statement that (1) certifies that the policy or
certificate described in this subsection is being offered and marketed as supplemental
health insurance and not as a substitute for hospital or medical expense insurance, or
major medical expense insurance and (2) includes a summary description of each
policy or certificate, including the average annual premium rate or range of rates,
charged for the policy or certificate in this state. An insurer who offers a policy or
certificate described in this subsection in this state for the first time shall provide the
information described in this subsection not iess than 30 days before the poiicv or

certificate is issued or delivered in this state."



8-L50286U.5
Ford
3/22/93

AMENDMENT

OFFERED IN THE SENATE BY SENATOR PEARCE

TO: SB 40

Page 13, lines 11-13:

Delete all material and insen:
"(8) for the purposes of this subsection, a health benefit plan that

contains a restricted network provision may not be considered similar coverage to a
health benefit plan that does not contain a restricted network provision if the

restriction of benefits to network providers results in substantial differences in claim

costs;"



A MEND

OFFERED IN THE SENATE
TO: SB 40

Page 16, line 24:
Delete "health benefit plan”

Insert "small employer insurer"

Page 16, line 25, after "ser/ices":

Insen "in a health benefit plan

Page 16, line 28:
Delete "30"

Insen "90"

Page lo, line 29, after "coverage;™:

" E

N

8-LS0286\A.6v
Ford
3/22/93

BY SENATOR PEARCE

Insen "the period of continuous coverag* may not include a waiting period for the

effective date of coverage applied by the employer or insurer,”

Page 17, iincs 20 - 23:

Delete all material and insen:

"(7) except as provided in (1) and (3) of this section, a small employer

insuier may not, by a rider or amendment applicable to a specific individual, restrict

or exclude coverage or benefits by specific type of illness, treatment, medical

condition, or service otherwise covered by die plan.”



EC

8-LS028(M.7

Ford
3/22/93
AMEND MENT
OFFERED IN THE SENATE BY SENATOR PEARCE
TO: SB 40
Page 18, line 4:

Delete all material and insen:

"(4) if the small employer insurer is only maintaining in-force business
and has ceased enrolling new employer groups on or before January 1, 1993; this

paragraph does not exempt a small employer insurer from the other provisions of this

chapter; or"

Renumber the following paragraph accordingly.



8-LS0286\A.8
Ford
3/22/93

AMENDMENT

OFFERED IN THE SENATE BY SENATOR PEARCE
TO: SB 40

Page 20, after line 13:

Insen a new section to read:
"Sec. 21.56.190. MANDATORY REISSUE OF COVERAGE. The director may adopt

regulations to require small employer insurers, as a condition of transacting business with
small, employers in this state after July 1, 1993, to reissue a health benefit plan to a small
employer who has had its health benefit plan tenninated or not renewed by the insurer after
January 1, 1993. The director may prescribe the terms for the reissue of coverage that the

director determines are reasonable and necessa” to provide continuity of coverage to small

employers.”



OFFERED IN THE SENATE BY SENATOR PEARCE
TO: SB 40

Page 21, line 24:
Delete "expense policy"

Insert "policy or certificate, major medical expense insurance,"

Page 21, line 27:
Delete ", but"

Insert  "health benefit plan™

Page 21, line 30, after "payment insurance":

Insen "if the insurer complies with the provisions of AS 21.56.110(d), or a Taft-Hardey

trust™

Page 24, after line 6:
Insen a new paragraph to read:

"(26) "Taft-Hartley trust" means a jointly managed must, as allows
by 29 U.S.C. 141 - 187, containing a plan of benefits for employees that is negotiated
in a collective bargaining agreement governing wages, hours and working conditions

of employees as allowed by 29 U.S.C. 157;"

Renumber the following paragraph accordingly.
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HEALTH CARE!
FINANCING
FOR ALL
AMERICANS

HOW REINSURANCE WORKS

For more than two years, the Health Insurance Association of America (HIAA) has been developing
the components of areform 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, are 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-
tors, 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
within this market will lose health care coverage atsome point. HIAA'ssmall employer market
reforms tackle these problems in a reasonable and workable manner.

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

SITUATION: Tom’'s Tree Trimmers opens for business with a full-time work force of five
employees. With workers engaged in dangerous work, where statistics suggest
that personal injury is far more likely to occur than in, say, a computer sales and
repair outlet, obtaining affordable health insurance may be difficult. Let us sup-
pose thattwo employees Harry and Sam, have serious health problems, which
insurance companies term pre-existing conditions. To obtain coverage, the
presidentofTom's Tree Trimmers could face the following options: terminate
Harry’'s and Sam’s employment, insure ever/one except Harry and Sam, or pro-
vide no insurance for any of the employees.

SOLUTION: Under the HIAA reform proposal, Tom’'s Tree Trimmers would not be excluded
from coverage because it isengaged in dangerous work or because two of its
employees, Harry and Sam, have pre-existing conditions. Also, the 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 insurer for Harry’s and Sam’s costs.

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

Health Insurance Association of America
1025 Connecticut Avenue N.W., Washington, DC 20036 O 202-223-77800 FAX 202-223-7897



SOLUTION:

SITUATION:

SOLUTION:

SITUATION:

SOLUTION:

SITUATION:

SOLUTION:

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

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

Under the HIAA proposal, George would be guaranteed continuity of coverage
and would not be subject to any new pre-existing condition limitations if he chan-
ges jobs or his employer switches carriers, since he satisfied those while

employed by Tom's Tree Trimmers (this assumes that George did not allow his
coverage to lapse for a sustained period of time).

Both Tom's Tree Trimmers and the 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 carrierwould have to limit how much its
rates, based upon the group's health history, varied. Carriers could vary their rates
for similar small employer groups (those with similar demographics, plan type,
and geographic area) by no more than 35 percent above or below their midpoint
rate (the midpoint rate is halfway between the carriers lowest and highest rate).
Carriers would also have to limit their industry latmg adjustment to 15 percent.
Finally, the year-to-year premium increase for a group could be no more than 15
percent above the carriers "trend” (defined as the increase in the lowest new busi-
ness rate). To reflect cost differentials between managed care and non-managed
care products, carriers could establish separate trends.

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

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

June 1991



RATING LIMIT ILLUSTRATION

NAIC HIAA
BAND RULES
- Within a block, the rates for similar groups may be no - A carrier’s rales for similar groups may be no more than
more (hail 25% above or below the block's midpoint rate. 35% above or below the carrier’s midpoint rate.

- The midpoint rate for a carrier’s highest rated block may
be no more than 20% above the midpoint for the carrier's
lowest rated block. -

HYPOTHETICAL EXAMPLE

RATES Block A Block B All Blocks RATOS All Blocks
Highest 125 150 150 Highest 156
Midpoint 100 120 (20% Midpoint n~J16
above 100)
Lowest 75 90 75 Lowest *15
(overall (overall low
low to high to high ratio
ratio of 1:2) of 1:2.08)

YEAR-TO-YEAR INCREASE RULE

- Carriers would have to limit a group’s year-to-year Carriers would have to limit a group’s year !o-ycar
premium increase to no more than 15% above the carrier’s premium increase to no more than 15% above the carrier’s
"trend" (trend is defined as the year-to-year increase in the "trend" (trend is defined as tho year-to-year increase in the
lowest new business rate). lowest new business rate).

INDUSTRY RATING RULE

None +15% limit on how much a carrier could vary rates by
industry.

Health Insurance Association of April 19, 1991



Availobility

G-oup Size

Individual Policia*

Cate
ChnracterijiiCK

Rating Restrictions

Transitional Period
Renewal Ruling

Renewability

Whole Groups

Continuity of
Coverage

Reinsurance type

Reinsurance Price

Con Sharing

Assessments

Otlur

Effective Dm*

March 10. 1993

COMPREHENSIVE SMALL EMPLOYER PACKAGES

CALIFORNIA

Guamnued iiaie of amall employer product* (group ilze 5-50 by
711/193; 4-50 by 7/1/94; 3-50 by 7/1/95) (1992 kB 1672)
§10700(x), 10705(b)h

3-50 §10700(x)

Individual policies: cold lo imall employers meeting certain
requirements are Bubjcct lo ihii Act §10702

Include* age (7 categories), geography (9 regions). family
compoiition (4 categories), and plan design which are used lo
determine the standard employee riile rile §10700(w)

Premium rates may not vary from the standard employee risk rate
by more than 120% nor lew than 80% until duly 1, 1996;
effective July 1, 1996, premium rates may not vary from Use

standard employee risk rale by more than 110% nor Icia than 90%

410700(v), 10714

See ahove

10% permitted for risk adjustment faclou; renewal rales arc
effective for *| least six months S10714(b)I(2)

Guaronleed renewable except 'for cause' 510705(b), 10713

Carriers »rc required to take the whole group 510707

Prcexiating condition limitation of 6 months; credit shill be given
if a person was covered under qualifying previous coverage if
previous coverage was continuous 30 days prior to the new
coverage, exclusive of applicable waiting periods; If employment
is terminated or employer's contribution toward the coverage hi*
terminated, there is a 90-day period allowed for coniinuily of
coverage §10706, 10708(*,b), 10709(a)

Prospociivc/wlth opt out §10719, 10720(d)

No proviaion

No provision

No cap 810721

Establish** « purchasing pool for small employer* 110730

July 1, 1993, but sec phase-in effective dates above

OTHER STATES®

CONNECTICUT

Guaranteed iaaue §38a-552, 5682(b)

125 [3Ba-564(4)

Insurers may iiaue individual special health care plana aubjcct
to the law* applicable lo individual health insuianee, provided
auch policies shall be identical to Individual specie] haahh care
plana nude available by die Health Reinsurance Association.
§38a%552,566

Appears to include everything except claims experience
538a-564(27)

Premium rate* may not exceed 200% of the lowest new
business rale for the tame or similar care characteristics
{38i-567(5)

5 yeari; after July 1, 1995, rating restrictions will be applied to
plana issued prior to July 1, 1990 §38u*567(5)

Trend plus 20% plua changes in case charueieriaic*
§38i-567(6)

Guaranteed renewable except *for eauac’ 938a-567(3)

Cannot exclude eligible employees or dependent), on the bun
of ao actual or expected health condition J38q-567(4)

Preexisting condition limitation of 12 months; credit shall be
given if a person was covered under qualifying previous
coverage if previous coverage was continuous 30 day.* prior lo
the new coverage, exclusive of applicable waiting periods
§38i-5£7(1.2)

Proapeclive/maodelory (effee. 5/1/91) §38a-569

Whole Croup: 150%
Individual, 500% §38*-569(c)

55000 for all plana except those which supplamtni the bast:
hospital or hospital surgical plans, In which case the deductible
is $2000 }38*-S69(bl)

(1) Apportioned among all members In proportion lo them
respective share* of the total premiums earned from small
group plans, (2) apportioned among all numbers in proportion
to their rctpective shares of total premium! earned from other
plans; member*' stuumeccLi cannot exceed 40% of the total
ataeaemant for (he first year, 50% for the second

{38a-569 e(2)

July 1, 1990

COMPREHENSIVE

SMALL EMPLOYER PACKAGES



Availability

Group Size

Individual Policies

Cose
Characteristic*

Riling Restrictions

Transitional Period

Renewal Rating

Renewohilily
Whole Groups
Continuity of

Coverage

Reinsurance type

Reinsurance Price

Coil Sharing

Assessments

Odter

Effective Dale

STO'ZOOPI

DELAWARE

Guaranteed issue (groups of 2-25) |7207(a)3

1-25 §7202(cc)
Dots not apply to individual health policlej §7203

Demographic or other objective characteristics o f small employer
nn considered by carrier in determination of premiums; Claims
experience, health Halt's, and duration of coverage are nor case
characteristics; small employer carrier shall not use characteristics
odter than age, gender, industry, geographic area, family
composition, unhealthy lifestyle choices, and group sizs without
prior approvsl of Commissioner 67202(g), 7204, 7205(4)

Index rale for one elns* of business may not exceed the index rite
for any other class of b >in«s by more thin 20%; for a dess of
husiness, the premium rates charged irnil" employers with similar
benefit plana shall not vary from the index rate by more then
35%, with an additional combined vaiutlon of no more than 10%
for gender and geography, and th* acmarially Justified adjustment
for age snd family composition, provided that the carrier file age
and family composition tablci with the Commissioner 57205(1.2)

For plans delivered or issued for delivery prior to the cffectiv*
dal* o f this ehopter, a premium raw may have a otw-year
transition period 67205(7)

Trend plus 15% plus changes in case characteristics §7205(3)6

Guaranteed renewable except "for cause* s',"16

Carriers must ofTer cover..
dependents §7207(u)

.ployed and

Preexisting condition limitsJem of 12 mouths; credit shall be
given if a person w«> covered under qualifying pravioue coverage
If previous coverage w»s continuous 60 days prior to the now
coverage, exclusive ofapplicable writing period* J7207(c)

Prospective/with an opt-out 67210

Whole Group: 150%
Individual: 500% §7210(i)4

$5,000 plus 10% of the next $50,000 §7210(L.2b, (L)30
Formula to b* sat by Board but must be 50% - 150% of enrritr'i
proportional shirt of *1L rciniuring carriers" «m*U employer
premiums; maximum amount shall be 5% of total premiums

earned in previous year from smell employer plans
§7210(L)2(b), L(3)e

Allowi reinsurance of existing business 67210(i)3

January 4, 1993

2
NOIVdKVO YVIH

FLORIDA

Guarnnlfcod isaue with cap (group size 3-25) (1992 SB 2390)
§627.6699(3)r, (5)»

1-25 6627.4106(2)*

With regard to rating and renewability provision!, docs not apply
to individual policies if the Insurer certifies to the department that
th* policy waa iatued in good faith with no knowledge or intent
that the policy la paid by or the premiums are ralmburaed by a
amall employer §627.4106(4)

Demographic or othar objective characteristic* of smsll employer
as considered by carrier In determination of premiums; Claims
experience, health sums, and duration of coverage are not caso
characteristics §627.4106(2)*

Index rat* for one claai of business may not exceed the index rale
for any other class of business by more than 20%; for a clus of
business, the premium rates charged small employers with similar
cue characteristics shall not vary from the index rate by more
than 25% 1627.4106(5)1,3

5 years §627.4106(9)

Trend plus 15% plus changes in case characteristics
[627.4106(5)b

Guaranteed renewable except "for cause' §627.4106(6)

Carriers oiust offer coverage to all eligible employees and
dependents §627.6699(5)e(7)

Preexisting condition limitation of 12 tnonihj; credit shall be
givan if a ptraon was covered under qualifying previous coverage
If previous coverag* was contlnuoua 30 day* prior to the new
coverage, exclusive of applicable watting periods

§627.6699(5)«(1)(2)
Prospective/with an opl-out 6627,6699(8)

Whole Group: 150%
Individual: 500% §627.6699(8)h(l)o,b

$5000 peryearplus 10% of Incurred claims during* calendar
year §627.6699(8)9(4)

Lst tier, on amount not to exceed 5% of small employer
premiums; 2nd tier, if naeeiun , an amount not to exceed .5%
of premiums collected on nil h<dth benefit plan* issued by small
and large group carrier* §627.6699(8)1(2)

Carrier* piying 2nd tiar aaaeasmenu will receive * credit for
assessments paid to the Florida Risk Pool §627.6699(8)J(2)b
October 1, 1992 (rating & rcccwablihy provision* 10/1/91)

S ONI-T co. " CO
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Availability
Group Size

Individual Policies

Cate
Characteristic!

Ruing Rcitriclioni

Triniitlonel Period
Renewil Riling
Renewability

Whole Groupi

Continuity of
Coverage

Reinsurance Type

Reinsurance Price

Cost Sharing

Assessments

Other

Effective Dale

HAWAII

Sltie run, employment bawd pre/team; all residents are aligiblc

No proviiion
No proviiion

No proviiion

No proviiion

No proviiion
No proviiion
No proviiion

No proviiion

No proviiion

No proviiion

No proviiion

No proviiion

No proviiion

Employ***required to pay 1.3% ofwages, or half the premium
whichever U lass; employer* provide thi bilinc* for each
employ** working more than 20 hours per week; dependent
coverage i* optional; unemployed resident* above poverty level
pay a imall fee for doctor visit* and a portion of the premium with
the remainder being funded by the State; poor are covered by
Medicaid

[OWA

Guaranteed Inua JJI3B

1*25; howovar, muit have at least 2 p- -tieipaiing employee* at
the date ofiwue of health benefit plan S513B.2(12)

Does not apply to Individual polieiea which are tubject to policy
form and premium rite npproval J513B.3

Case chtrtcteriatica Include age, induury classification,
geographic are*, family composition, and group size; gender may
be used provided the Insurance division ha* conducted an
independent, actuarial ftudy that determined uie of gander to be
aeiuarialy juatified; other ense characteriatica chaii nit be used
without prior approval of cotnmiiiioner fi513B.2(4)

Index rate for one elaai of buiinen ihali not exceed tite index
rate for any other class of buainesa by more than 20%; for a elan
of buaineaa, tho premium rates charged amall employers with
limilar case chareetcriitica ihall not vary from Ute index rate by
more than 23% J513B.4

3 years J513B.4
Trend plui 15% plus ehangei in case characteristics S5I3B.4
Guaranteed renewable except 'for cause* S513B.5

Must offer to whole group, except as permitted with regard lo
late cnrolleM  $513B.7A(3)«

Prccxiiting condition limitation of 12 months; credit shell be
given ifa peraon waa covered under qualifying previous coverage
if previous coverage wai coniinuoui 30 day* prior to the new

coverage, exclusive of applicable waiting periods §513B,7A(3)3

Proepoctive/with an opt-out S313b.7(D)

Whole Group: 150%
Individual:  500% §513B.7(D)9(b)

55,000 and 10% of the next $50,000 o fincurred claimi during a
calendaryear, liability maximum of $10,00 in any one calendar
year with reipcct to any reinsured individual 95138.7(D)8(D)

Formula lo be set by Board but must be 50% * 150% of carrier's
proportional shire of all reinsuring carriers’ imall employir
premium*; imoum shall ba 596 of total premiums earned in
previous year from imall employer plani J513B.7(D)11{2)

July 1, 1992



Availability
Croup Size
Individual Policies

Cam
Character'i'tlcs

Rating Restriction*

Transitional Period
Renewal Rating
Renewability
Whole Group*

Continuity of
Coverage

Reinsurance Type

Reiniunnce Price

Com Sharing

A**C»QEIIU

Other

Effective Dote

KANSAS

Guaranteed Usue (group itizc: 3-25) (1992 SB 561) 54(b), 12(a)
1-25 S§3(2)

Individual policies issued lo Individuals and dependents totally
independent of any group, eaeoeialion, or trust arrangement shall
not be subject to this Act J4(a), 4(0)3(e)

Caae characteristics include the geographic area, age and sex,
industry classiGestion, number o f employees ard dependents,
family composition, and otliot objective criteria as may be
approved by the commiisioncr; claims experience, health status,
and duration of coverage are nol caae characteristic! 93(g)

Index me for one class of business ahall not exceed the index rite
for any Other class of business by more thon 20% ; for a class of
business, the premium rates charged small employers with similar
cesa characteristics shall not vary Grom the index rale by more
than 25% 97(05)

3 years 97(6)
Trend plua 15% plus changes in ease characteristics 97(3)5>)
Guaranteed renewable except "for cause' §5(c)

Prohibits carrier from excluding any employee of dependent on the
basis of an actual or cxpeeied health condition §J(e)6(e)

Preexisting condition limitations o f 12 months and wniting periods
not to exceed one yean waiting periods may be waived if
individual was covered by a group policy prior to the effective
data of coverage with no gap in covorage §5(a)(b)

Proepeclive/wiih an opt-out 511(a)

To be established by the reinsurance board 513(g)6

$10,000 plus 10% o f the next 550,000; maximum in one calendar
yeir shall not exceed 20% of lotal premiums |lI(h)6(J)

Notlo exceed 5% of email employer plan premiums; second Ucr
not to exceed 1% of total premium upon which asrmment Is
baaed 911(k)2(«)

Mutt reinsure the entire group; gjl camera, whether reinsuring or
nol, subject to second tier assessmem 8§11 (k)2(h)

July 1, 1992

MAINE

Guaranteed issue (1992 H? 507) |2B0B-B 4(A)
1-24 92808-B 1(D)
No provision J2803-B(7)

A carrier may not vary the premium rale due to the health status,
claims experience or policy duration of the eligible group; age,
gander, industry, and geography within the bands; ftmily status,
smoking sums, participation in wellners programs, and group
slxc may be used outside rue bands {280S-B 2(B)

Premium rues for age, gander, industry, and geographic nreu
may not vety by +/+50% of the community rate until 7/14/94,
+/-33% ofthe community rate until 7/14/95, +/-20% of the
community rate until 7/14/96, +m-10% of the community rate
until 7/14/97, and 0% of the community rale by 7/14/97;
raitrictions are repealed 7/M/9-4 unless continued or modified
[2B0S-B2(D)

None
No provision

Guaranteed renev/able except "for cauee’ 8280B-B (4)B

(1990 - applies ts alj groups) Prohibits carriers Grom excluding
nny person from group; ail new eligible employees must be
added; may reject group until guaranteed issue is effective
J2829-B

(1990 - applies to ill groups) Requires continuity for any person
eligible for cover* ;e in prior 3 month* in a group replacement
situation or for petton moving from individual to group or group-
lo-group covereg'j limit on 10% on premium rate increase* for
preexisting conditions during Grst 12 months of employment;
preexisting condition limitations of 6 months for individual
policici, except up to 24 month* for any condition that as of tha
effective date of coverage requires ongoing medical treatment

(H 1641) §2849-2(B)B,6 92850(2)

Requires the Bureau of Insurance to report to the Banking and
Insurance Committee on or before Januaty 1, 1993, on
reinsurance models with opt-out 85

No provision

No proviiion

No proviaion

Marketing standards; superintendentwill develop standardized
plan* §2808-0(6)

July 15, 1993 (for rating and guaranteed issue)



Availability

Croup Size

Individual Policies

Cav
Cluraclerielics

Rating Restrictions

Transitional Period
Renewal Rating
Rcoewibllity
Whole Groups

Cominuity of
Coverage

Reiiwjranee Type

Reinsurance Price

Cost Sharing

Assessment*

Olher

Effective Dale

MASSACHUSETTS

Gu»ranleed issue; however, until December3 1, 1994, a carrier
can limit the guaranteed issue requirement to 90 consecutive days
a year, certain association groups are exempted from all but the
reinsurance portion of the bill (1991 HB 6307) 82(b), 4(e))

1-25 81

Does not apply to individual policies j2(t]

Ape, k i, rate haiia type, industry, number oT eligible persons,
and participation rate of a group {1

Premium rues arc limited to i 2-1 rate hand; however, the
following adjustments are permitted outside that band: beneGl
level, geography +/- 20%, group size +/- 5%, wellneca discount
-5%, phase out adjustment for experience and duration rating on
existing business to reach +/- 15% hy 12/31/94, age +/- 33%
until 12/31/93 53(a)l, 3(a)3(4), 3(a)7

Phaae out of rating restrictions .43(a)8
Trend plus 10% plus changes In extra eharacterirtles 83(h)
Guaranteed renewable except ‘for cause’ 84(b)(I)(2)

Prohibits policies from excluding eligible employees Of eligible
dependents on the basis of an actual or expected health condition
ofsuch pcraon §5(t)

Preexisting condition exclusion of 6 months; credit shall be given
if i personwie covered under qualifying previous coverage if
previous coverage was continuous 30 days prior lo the new
coverage and if previous coverage was reasonably octunrially
equivalent to new coverage 85(b)

Prospective/mandatory for commercials §8

Whole Groups: 150%
Individual#:  500% 88(1)(2)

55,000 58

5% of small employer premiums; if inadequate. Other funding
sources will be recommended §8(7)

April 1, 1992

MINNESOTA

Guaranteed Issue of ell product* sold in email employer market
(1992 HB 2800, SB 2603) j3 subd. 1,4 subd. 1

2r29 {subd. 26

Al provisions except guaranteed Issue apply to Individual policies
§12 eubd. 1,2,6 eubd. 27(i)(u)

Relevant characteristic! of small employer os determined by
carrier In determiiutioa of premiums; claims cxpsritnca, health
status, industry, duration of coverage, and gender are not case
characteristics 12 subtl. 6, 3 subd. 4

Rate* must not vary by more than +/- 25* of the Index rate for
same or similar coverage; Inside the rating band, variations can
ho baeed only on health status (Include* retraining from tobacco
uw or olher aetuarially valid lifestyle factor*), claims experience,
industry, and length of rime employer has been ccered;
adjustments outride the band: age +/- 50%, geography +/-
20%, rat* cells ire permitted baud un number o f adults and
children covered under the policy 58 subd.2,3,4,5,6

None
No proviaion
Guaranteed renewable except 'for cause* 83 eubd. 5

Application mutt include all eligible employees 84 *ubd. 1

Preexisting condition exclusion of 12 months; requires credit for
time covered under qualifying prior coverage; permits 18 month
preexisting co&dhion limitation for late entrants 83 subd 4

prospective/with in opt-out §13,18(1)

Whole Groups: 150%
Individuals: 500% 521(1)

$5.000, plus 10% of the next 510.000 §20(1)

Initially, $100; in addition, nol to exceed 4% of the r- mber's
small group msfleet premium Of it i* determined that premium
charges are InsufGcientto cover the losses) |22(2)(3)

Lost ratios: Initially 65%for individual policies, 7% for group
policies; Increases by 1%per year to 70%and 80% respectively
58(1)

Moet provisions July 1, 1993
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Group Size

Individual Policies
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Renewal Rating

Renewability
Whole Group*
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Rainiuranee Type

Reinsurance Price

Coil Sharing
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Other
Effective Date

htiSSOURJ

Guaranteed lame (1992 SB 796) $6
3-25 91(28)
No proviaion §2(1)(2)(3), 3

Relevant demographics of email employer a* considered by corner
in determination of premium*; claims experience, health status,
and duration of coverage are not can characteristic* §1(9), 4(10)

Index role for one class of business *h*H not exceed the index rate
for any other class o f business by more than 209€; for o class of
business, the premium raws charged amall employers with limiinr
case characteristics thill notviry from tha index rate by more
than 25 % §4(1)(2)

3 year* §4(3)b

Trend plus 15% plus changes in ease characteristics §4(3)b

Guaranteed renewable except 'for cause* 85
Insurer must cover the whole group J6(5>

Preexisting condition limitation of 12 months; credit tba.ll be given
if aperron wa* covered under qualifying previous coverage If
prcvioua coverage wst condnuoua 30 days prior to the new
coverage, exclusive cf applicable wailing periods §6(2)1(2)

Prospeclive/mandatory with in opl*out after three years §7(1)

Whole Group: 150% §7(9)2

55,000 plus 10% of the remaining incurred claims; maximum limit
0f525,000 57(8)3

Formula to be set by Board but mutt be 50% m50% of carrier's
proportional there of all reinsuring carriers' small employer
premiums; maximum amount shill be 5% of total premiums
earned in prcvioua year from email employer plans [11(2)b.
l1(3)e

Guaranteed lisus nnd continuity o f coverage provision effective
July 1, 1994; all other sections affective July 1, 1993

NEW HAMPSHIRE

No provision (1992 HB 321)
2-50 8«20-F:I(X1)

Does not apply to Individual health policies which are subject to
policy form nod premium rate approval §420-F:2(I)(H)

Relevant demographics of amall employar as considered by
carrier in determination of premiums; claims experience, health
status, and duration o f coverage arc not case characteristics
§420-F;IflV)

Rataa charged during a rating period to small amptoycra with
similar esse characteristics for same or similar coverage chad) not
vary from the index rate by more than 30%

§420-F;3(l)a

5 year* §420-Ft3(T)(3)c

Trend plua 15% plus changes in caw characteristics
§420-FJ(1)2

Guaranteed renewable except "for cause" }420-F:4
Insurermu* cover the whole group §420-F:4

Preexisting condition limitations conaiatcutwith insurance
department rules

No provision
No provision

No proviaion

No provision

January 1, 1993



Availability
Group Size
Individual Policici
Cue
Characteristics

Rating Restriction*

Transitional Period

Renewal Ruling

Renewability

Whole Croup*

Continuity of
Coverage

Reinsurance Type

Rein«ur*nce Price

Coil Sharing

Assessments

Other

ElTectiv* Date

NEW JERSEY

Continuous open enrollment (guaranteed niue) 53b
2-49 1l

Appliei to ill health benefit plane covering eligible employee! of
one or more small employer! 82

Prohibit* th* uae of age, sex, health status, residence or
occupation with commuolty rating, 81

Riles m*> not exceed 4 times the base premium rate charged to
the lowest-rated group. Flans must bo community rated by
171197, 1/1/94 to 12/31/95, premium rates charged to highest
rated group ahall not be graatcr than 300% of rate charged to
lowest ra*ed group. 1/1/96 to 12/31/96 greater than 200%, J9

Policies whose term extends beyond 12/31/93. Policies
contracted on or after 1/1/94. 19(h)CO

Beginning 1/1/95 mny m*ke informational filing with
commissioner of increase or decratte provided the loes ratio not
be less then 75 * or ths premium. §9g

Guaranteed renawsblo except *for csusr* §7

Must offer coverage to *11 employee* sod their dependents.
Cannot exclude based on actual or expected health condition. 82

Generally no preexisting condition limitation. Preox may apply
to a group of 2-5 if the period is 180 days forward and 6 months
back, however, if 10 or more late enrolled request coverage pre-
ex does notapply. Credit shall be given if a person was covered
under qualifying previous coverage \f previous coverage wsa
continuoui 30 dsya prior to the new coverage, exclusive of
applicable waiting periods. 86

Prospective §12

Whole Group: 150%
Individual; 500% §20

Receive reimbursement in iceordsnee with standards developed
by board. 819*

Apportioned among *U reinsuring members in proportion lo their
respective shares of the pnmium* earned from small group plans.
Additional assessments of all members not to exceed | % of
premiums. |21c

No pre-ex permitted - sa» continuity of coverage. Some cimert
paying 2nd tier assessments will receive i credit. 621c



| Availability

Group Six*

Individual Polieiaa

Cam
Chirrcleristicv

Rating Reatrieiions

Tranmicna! Period

Renewal Riling

Renewability

Whole Grovpa

Continuity of
Coverage

Reinsurance Type

Reinsurance Price

Co*t Sharing

Assessments

Other

Effective Date

NEW YORK

Continuous opeu enrollment (guaranteed itrue) (1992 A 12350-A)
§3231

3-50 for open enrollment {3231

Mutt be community rated end muit be offered through open
ouroUnMmt  §3231

Prohibit! the ute of *g», eex, health statue, or occupetioru;
geography ie permitted on « county-wide (or larger) bail*; Since
not prohibited, presumably group nize, participation, w«lin*ei, and
other cue characteristic! arc permitted {3231 (a,b)

No [Ututory restrictions on permitted cate charaeieriuici, but
Dcpirtmeci has ram approval authority for initial rates
§3231(c)(c)

Tltc one-year delay m effective dale la viawed u the transition
period

Prior rating approval; beginning April 1, 1994, rates shall he
deemed approved If policy hac an anticipated lots ratio of not lass
than 75% §3231(»),3231(2)a

Coverage may not be terminated due to clalmj experience §3231

Carriers ini'at offer coverage to all employed und their dependents
{3231

Plans must credit th* time a pen n was covered under previous
health insurance plan or benefit i'Tingemer11f th* prcvioua
coverage waa continuouito a date nol more than 60 daya prior to
the effective date of new coverage {3232(a), 4il8(o)

Regulations shall Include reinsurance or pooling process designed
to shsrc the risk of high claims costs; cost variations based on
demographic factors nnd possible adverse selection {3233(e)

No proviaion

No provision

No provision

Land 2 live employers must be classified in cither the Individuals
or small group* rating csugory by tho Insurer 13231(b)

Community rating and open enroliment take effect April 1, 1993;
continuity of covaraga takes effect January 1, 1993 821

NORTH CAROLINA

Guarttfitrxd lasuo |5 1-50-125(d)

3-25 {51-50-110(22)
Docs not apply to individual health policies §58-50-115

Relevant demographics of imall smploycr as considered by
carrier In determination of premiums; claims experience, health
status, and duration o f coverage arc not caie characteristic! §58-
50-110(6)

Index rate for one class of bualncai shall not exceed the Index
rate for any other class of business by more than 25%; for a cless
ofbueineu, the premium rates charged amall employer* with
similar cas* charaettriailci shall not vary from the index rate by
mom titan 35% §58-50-130(b)I,2

3 yean |SI-50-130(b)7

Trend plus 15% plus changes in case characteristics §58-50-
130<b)3(h)

Guaranteed renewable except "for cause* {58-50-130n(3)

No proviiion

Preexisting condition limitation of 12 mowhj; credit ahall be
given if i personwas covered under qualifying previous coverage

if previous coverage was continuous 30 daya prior to the new
coverage, axcluilve of applicable wilting periods {55-50-130

Prospective/with an opi-out §58-50¥150

Whole Group; 150%
Individual: 500% §58-50-150(g)2(q)

55,000 plus 10% of the next 550,000 158-50-150(g)2(e)

First 3 years: 50% ¢ 150% of amount it would have been bed
ineaimcnu bean based on proportional relationship of small
carrier'* total praraiumi; not lo exceed 4% {5B-50-150(i)i

January 1, 1992



OHIO

Availability Modified open enrollment. Carricri muit openeoroll 1/2. oT 1% of total block
of buitnen.
Croup Size 2-50 $3923-51

Individual Politick Subject to law if any portion of the premium Of benefits ii paid by the
employer, or any individual ia reimbursed for any portion or the premium.
33924.02(A)

oik Geography, age, vex and industry claudication, Doee not Include claims
Characteristics experience, health sunt! or duration of coverage. 33924.01(E)

Rating Restrictions ~ Premium D id for anal] employer plena with similar caac characteristic! may
not vary from th* midpoint rat* for thoaa imall employer! by more than 35% of
thai midpoint cate. 53024.04

Transitional Period ~ Ralei that exceed rate band may nol use experience.

Renewal Ratine Trend plua 15% chaogea in ease charactcriatici. 53924.04(C)

Reoewubility Guaranteed renewable except “for cause." 3924.03(C)

Whole Groups Cannot exclude eligible employcca or dependants on Lhe basis of an actual or
expected beahh condition. 53924.03(E)

Continuity of Praaxixiug condition limitation of 12 months relating to condition! 6 month!

Coverage hefore coverage. Waiting pcrioda ahall not be more than 90 daya. Flans shall

credit the time a person waa covered under a previous health plan for 30 days
prior to the effective data of the new coverage, exclusive of any applicable
waiting period. Late cnrolleas may be excluded up lo 24 month*.

$3924.03 (A)(B)

Reinsurance Type 13924.P7

Reinsurance Price Whole Group: 150%
Individual: 500% 53924.12(A)

Cox Sharing

Astclanterns Apportioned among all memheri in proportion lo thsir rcipeetiv* iharai of the
total premiuma earned from small group plans. Aaacumenlwill not exceed 1%.
53924.13(B)

Other

Effective Data



Availability

Group Six*

Individual Policici

Cue
Charaeieri*tici

Rating Rcatrielion*

Traniittonnl Period

Renewal Rating

Renewability

Whole Group*
Continuity or
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Reinrurance Price

Coat Sharing
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OREGON

Guaranteed Larue (1991 SB 1Q76) §6(4)

3-25 §3(25)

Applies to individual policies providing health benefits covering
one or more employees Ofa amall employer, proviaioni of OR
742.005 do not apply to individual polleiei subject to thla law

§5(1)@2)
Geography and difference* in family fire and compoaition §7(6)b

Premium ratea may not vary from th* geographic average rata by
more than 33 % except that the premium me may be adjusted lo
reflect the provision of additional baneGts col covered by tho hasic
health care pltn and differences In family uia and composition
§7<6)b

Effective on the date the reinsurance pool becomes operational
§7<10)»

Trend plus 15% plua adjustments to reflect provision o f benefits
not required to be covered by basic hoilih care plun §7(6)c(B)

Guaranteed renewable except ‘for causel 57(4)

Prohibit! camera from excluding individuals on the basis of actual
or expected health condition §7(3)

Preexisting condition limitation of 6 months; credit ahall be given
if the person was covered under « previous group or individual
plan if the previous coverage was conliiuioua 30 day* prior to the
new coverage, exclusive of applicable wailing pcriodi §7(1)(2)

Prorpective/with ec opt-out 110,11

Existing business; none

Whole Group: 150%

Indiv, 300% 8l(8>a,b

55,000 plus 15% of the next 5100,000 $U(7)d

Maximum assessmentis 4% of mull employer premium plus 1%
of member*' tool health insurance premium* JII(12)a

On or afler th* date the Oregon Small Employer Reinsurance Pool
become* operational

RHODE ISLAND

Guerentaed Issue (groups of 3-25) (1992 H 9011 Sub. A)
§27-49-S(A)

150 §27-49-4(AA)

Does not apply to individual health policies.
§27-49-4

Relevant demographics o f small employer as considered by
carrier in determination of premiums; claims experience, health
status, and duration of coverage ire not cna* characteristic*
127-49-3(F)

Index reta for oha class of builneis (hall notixcccd the index
rate for any other class of business by more than 20%; for a class
ofbuslneil, the premium rates charged small employer* with
similar caac chnraclsriniei ahall not vary from the index rue by
more than 25% §27-49-6(1,2)

3yarn §27-49-6(7)

Trend plus 15% plus chengs* in case cbnrectaristic*
§27-49-6(3)b

Guarantssd renewable except 'for cause’ §27-49-7

Carriers ere required lo lake the whole group §27-49-8¢(5a)

Plans muit credit th* lime * person was covered by qualified
previou* coverage provided th* coverage was continuoui;
qualified previous coverage is deGnad aa Medicare, Medicaid,
employer-baied health insurance, or individual insurance
providing similar or exceeding benefits. §27-49-8(c)

Prospective/with in opl-out §27-49-11

Whole Group; 150%

Individual: 500% §27-49-11(9)5(2)

First 15,000 of reinsured claims §27-49-11(9)(4A)

5% of total premiums eamned in small employer market
§27-49-1 I(L)(3e)

Standard end economy health benefit plans ere included within
the law and ere hased on Rhodo Island’s low-coil limited
mandewd benefit law. Copayment, deductible*, and coinsurance
ere outlined. §27-49-12

July 21, 1992



Availability
Group She

Individual Policlej

Cue
Charaeterinict

Rating Rettriciions

Tnmiiional Period

Renewal Rating

Renewability

Whole Groupa

Continuity of
Coverage

Re'msuranee Type
Reinsurance Price
Cost Sharing
Aateumcnt*
Other

Effective Date

SOUTH CAROLINA

No proviaion
1-23 538.71-920(1)

Doc* nol apply to Individual health policiea tubject to policy form
and premium nte approval {38-71-930(A,B)

Relevant demographic* of imall omployer u considered by
carrier In determination o f premium*; claim* experience, health
atatua, and duration of coveraga are not cate characteristic*
$38*71-920(3)

Index rate for one claaa of buaineaa ahall not exceed the index
rat* for any other claw of builnem by more thin 20%; for a clan
ofbuainew, the premium r*Ui charged amall employer* with
eimilar caae characteristic* ahull not vary from th* Index rate by
more than 25% 838*71*940

5 yean $38-71-940(A)4

Trend pluc IS % plug changes in cue characteriitica
538-71-«MO(A)3(1))

Guaranteed renewable except ‘for eouac” 538-71*950

Prohibit* camera from excluding any individual from the group;
however, in group! of 10 or lew, evidence of individual
iniurability may be required 538-71-730(3)

Preexiating condition limitation! of 12 monthi; credit than be
given for time aetved under a prior plan If the coverage U
aclceted when the pcraon (irtf become* eligible and the coverage
li continuoui; service waiting periods are not considered to
Interrupt continuoui aervice {38-71-730(4)

No proviiion

No proviaion

No proviiion

No proviaion

January 1. 1992



Availability
Group 512*

Individual Policici

Com
Characteristics

Ruling Restrictions

Transitional Period
Renewal Rating
Renewability
Whole Groups

Coniinuily of
Coverage

Reinsurance Type

Reinsurance Price

Cost Sharing
AlMinnenta

Other

Effective Dale

TENNESSEE

Guaranteed Itiue (1992 SB 2578) 58(E)
3-25 P(24)

Doan not opply lo individual policies [6(a,b)

Relevant demographic* of email employer aa considered by carrier
tn determination of premiums; eLtiina experience, health itxtua,
and duration of coverage are not eaae characteristic* 13(6)

Index rale for One clue of business shall not exceed the index rate
for any odter clan of burin*** by more than 25%; for a class of
business, the premium rales charged amall amployera with almlicr
eaae characteristics ahall not vary from the index rata by more
than 35% J9(h)

3 years §9(b)7

Trend plua 15% plua change in ca»* charactcriatica 9(b)3(B)

Guaranteed renewable except ‘for cnuee* 49(3)

No provirion

Preexisting condition limitation of 12 months: plana ahall credit
the time person was covered under a prcvioua group health benefit
plan if previoua coverage waa continuous 30 daya prior to the n*w
coverage 49(1,2)

Proapeclivt/with an opt-out 413(a)

Whole Group; 150%
Individual: 500% §13(g)2(c)

§5,000 plua 10% of the next $50,000 fI3(s)2(e)

Capped at 5% ofamall employer premiuma; formula to be act by
board but must be 50% lo 150% of carrier'! proportional tharc of
all reinsuring carrier** amall employer premiums |13(h)(2,4)

Guaranteed Issue requirement auapendad If aueetmem cap ia
reached |[13(h)4

July 1, 1992; January 1, 1993 for preexisting condition and
guaranteed renewable proviaioni

VERMONT

Guaranteed leaue 54080a(4)d(l)
1-49 44010a(1)

May not offer a health benefit plan or insurance poitey to
Individual employee* or member* ofa amall group as a means of
circumventing the act 14080a(4)h(3)m

The following risk classification factors an prohibited;
demographic rating, including ago and gender, geographic area
rating, industry rating, medical underwriting and screening,
experience mine, fist rating, or durational rating; Commissioner
may by rule permit carriers to use one or mora rick
classifications 940B0a(h)l

Premium* may not deviate by more than +/- 20% of the
community rate filed by the small employer carrier J4080a(h)2

In fore* businca* will nol be subject to the provisions of the Act
undl the Inter of the date of renewal, anniversary, or July 1, 1992

§5112(6)b
No proviaion

Must guarantee rates for aix monlhi; must guarantee acceptance
54080a (k)

Carrier muat take entire group J40800(a)4(d)

Preexisting condition limitation of 12 month*; limitation shall be
waived if there la evidence of substantially equivalent continuous
coverag* during prcvioua 9 months 54080a(g)

ProspKiivtimandatory for commercials; participant* must
guarantee solvency w/out limitation on n pro-rata boil* J4080a(u)

No provision

No proviaion

No provision

Participation requirement * 75% of cmplayaea; most provisions
do not apply lo registsred carriers who on 1/1/91 and thereafter
hava written or collected leas than $100,000 in annual grots
premiums for group health benefit plans |4080s(I)h(3)l

July 1, 1992



Availability
Croup Size

Individual Policies

Cue
Ctunctcrietici

Rilling Restrictions

Transitional Period
Renewal Rating
Renewability
Whole Croups

Continuity of
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Reinsurance Type

Reinsurance Price
Cost Sharing
AueutnenU
Other

Effective Date

VIRGINIA

«
Guaranteed lamie.* §38.2-3431(D) (*1993 KB 2353 amendments
awaiting Governors signature)

2-23 for primary itnoU pw p, 2-50 for email group
538-2-3431(B)

Subject if any portion o f the premiums or benefits ia paid by the
employer, if the employee is reimbursed or If the plan ia treated as
part of a program for the purpose orthe US Internal Revenue
Code. §3».2-3't31(A)

Eased on a community raw subject to demographic rating
including age, gender and geography. M jy not use claim
experience, health statue or duration. *

Premium rotes charged by a smfill employer may deviate above or
below the community rote by no mora than 7.0* for claim
experience, health statue and duratio.t only during a rating period
for cuch groups within aimiiar demographies for the same or
similar coverage. Rating factors, deluding case characteristics
will be applied consistently with rasp, cl 10 all primary small
employers in similar demographics. Adjustments In rates for
claims experience, health status and dur.'tion from issue may not
be applied individually. ¢

No provision
No provision
Guaranteed rsrwwable except 'for cause” [38.2-3432(,%)

Prohibit* carriers from excluding individuals bacauac of health
sum* 538.2-3432(1)0)

Preexisting condition limitation of 12 months; time shall ba
credited lo a person covered under previous individual or group
coverage in the small employer market of equal or greater velue if
coverage wea continuous 30 daye prior to new coverage, exclusive
of epplicable waiting periods. Late enrolica may be excluded for
18 months. §2B.2-3432(I)C3)

No provision

No provision
No provision

No proviaion

April 1, 1994

WISCONSIN
Guaranteed iaaue (1992 A 655) $635.26

2-25 $635,2(:n2)a

Applies to individual policies {635.02(8)

Relevant demographics of amsll employer aa considered by
carrier in determination of premiums; claims experience, heilth
sUtua, and duration of coverage are not case characteristics
56305.05(2)0), 635.18(4)

Premium rates for small employe! plans with similar case
characteristics may not vary bom th* midpoint rale for those
small employer* by mow than 35 % of that midpoint rate
$635.05(1)

3 yean
Trend phn 15* plus changes in eaae characteristics 5635.05(2)2
Guarantaed renewable «xc«pt 'for cause* 5635.07

Insurer must offer coverage to the antire group
§635.25(2)

Preexisting condition limitation of 12 months; credit ahall be
given to Individuals who were previously covered by qualifying
coverage if the coverage was continuous 30 days prior to the new
coverage, exclusive of applicable waiting periods §635.17

Reinsurance type and osaawmanu ahall be atuilied by the Health
Insurance Board §635.23

No proviaion
No proviaion

No proviaion

Day after publication



Availability
Group Size

Individual Policies

Caac
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Effective Data

WYOMING

Guaranteed Issue 526-19-306
2-25 526-19-302(xxli)

Doca not apply 10 individual policiei which arc subject to
approval for policy form 526-19-303

Relevant demographics of amall employer aa considered by
carrier In determination o f premiums; claims experience, health
status, and duration of coverage arc net caac characteristics
[26-19-302(vQ

Index rate for one elasc of business shall not exceed the index
rets for any other cInaj of business by more than 20*; for a class
of business, th* premium rales charged small employers with
similar cose characteristics ahall not vary from the index rile by
more than 25% 526-19-304

3 yean 526-19-304{a)vll

Trend plua 15% plus changes in case characteristics
[26-k?-304(1)iii(B)

Guaranteed renewable except 'for cause’ §26-19-305

Insurer* are required to offer coverage to the entire group
J26-19-306(c)vi

Preexisting condition limitation of 12 months; credit shall be
given for limo person was previously covered if previous
coverage was continuoui 30 daya prior to new coverage,
exclusive of applicable waiting periods, or for n person who
become unemployed end are provided coverage if the person
obtains employment nnd coverage wiihin 60 dsys 526-19-306(c)i

Proepective/mnndalory 526-19-307

Whole Group; 150%
Individual: 500% 526-19-307(101,11

35,000 }26-19-307()x,v

Not to exceed 5% of the total amall group premiums
§26-19-307(n)A

No earlier than March 31, 1993



Availability
Group Size

Indlviduul Policici

Cue
Characteristic!

Rating Restrictions

Transitional Period
Renewal Ratine
Rencwubility
Whole Groupj

Continuity of
Coverage

Reinsurance Type

Reinsurance Price

Cost Sharing

Assessments

Other
Effective Dite

COMPREHENSIVE SMALL EMPLOYER PACKAGES

HIAA

Guaranteed luue
3-25

Individual policies sold to small employer subject to Act; however,
11(UU hu cffeclivs rate regulation, the ratios requirements do not

apply

Geography, ngt, aex, iizo of employer, and other objective
criteria; but does Dot include claims experience, health status, or
duration of coverage

Premium rates for small employer plans with similar ease
characteristics may not vary from the midpoint rate for those amall
employers by more than 3556 of that midpoint rate

3 yean

Tread plus 1596 plus changes in case characteristics
Guaranteed renewable except 'for cause*

Camera must take lh« entire group

Plans must credit the lime a person wn» covered under a previous
employer-bssed plan if covarag* was continuoua.

Prospective/mandatory

Whole Group: 15096
Individual: 50096

None

496 of the premium of small employer market net of reinsurance
premiums paid

Carriers may reinsure existing business and new adds

NAiC

Guaranteed issue (groups of 3-251
1-23

Does apply to individual policies; although drafting note snyv that
mates may wish to consider exempting individual health policies
from the rating provisions

Small employer camera may not use case chatctcristici other
than age, gender, industry, geographic area, Esmlly composition,
and group size without prior approval of Commissioner

Index rate for one class of business may nol exceed Utc index nils
for any other class of business by more than 2096; for a class of
husiness, the premium rales charged small employers with similnr
Casa characteristics shill not vary from the Index ran by more
than 25%

3 year*

Trend plua 15 % plus changes Iu case characteristics
Guaranteed renewable except 'for cause”

Carriers must lake the endre group

Plana muil credit the time a person wax covered by qualified
previous eovaragc provided the coverage was continuous;
qualified previous coverage is deGned as Medicare, Medicaid,
employer-hased health insurance, or individual insurance
providing limilar or exceeding benefits

Individual states will determine whether to make participation In
reinauranca mandatory or voluntary

Whole Group: 150%
Individual: 500%

First $5000 of reinsured claims plua 10% of next $50.0C0

5% ofthe premium of the amall employer market
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Activity in the Marketplace
and in the Pool

Sties Activity
4,687 PLANS SOLD To

UNINSURED SMALL BUSINESSES

< Includes 4,323 otitcr plans sold by earners daring
the some period.

» In addition, 35 Special Plans and 279 Srv.nl!
Employer Plan.2 have been bold to the previ.w.sly
uninsured.

1,324 SMALL EMPLOYER AND
SPECIAL PLANS SOLD

The activity for the Small Employer and the Special
Plans sold include sales to previously ir.sured busi-
nesses as well as sales to businesses wh,> have had

insurance. Renewed plans will be included m later

reports as in-forcc business.

Based on responses by all of the 47 Connecticut
Small Employer Carriers and the Health
Reinsurance Association of Connecticut (HRA),
continued growth In sales is reported Hr the first
sixteen months:

» 1,236 Small Employer Plans: The basic plan for
businesses of 1to 25 employees.

+ 88 Special Plans (non-HRA)- The plan tor burr
nesses that have* not been insured for at Ic.w
two years,

* 3JU Special Plans (HR.M Thu plan with * apeem!
version forirdlviduals or group* ‘vho more the
eligibility and income requirements of the new law

MO NT-HI"Y ACTIVITY
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September 1992

Reinsurance Activity

3,323 PLANS REINSURED WITI I THE POOL

At of th-- Si'pti'iuhnr ceding by 22 Small Employer
Carriers, the type of plan that is ceded the most is
the Small Employer Plan.

Whole Croup reinsurance still exreeds Individual
reinsurance.

e 1,t<06 plan:* reinsured as Whole CrOUp*.
o 1,722 plans with Individual Reinsurance.

VII NEWLY SOLD PLANS
REINSURED WITH THE POOL

New bustnun* that wa.s reinsured with the Pool war.

20% of the total plar.s sold to previously uninsured

(413/4,687),

2.4C5 PREVIOUSLY INSURE!) PLANS
REINSURED WITI 1THF POOL

Ceding from the existing book ci business com-
menced January 1, 1992,

9,368 PERSONS REINSURED

Tho average size of Whole Croup* coded to tho
Pool is <L6 persons, including dependents, The

average group size ha* been in the 2-5 person
range since the Inception of the Tool.

» 7,365 persons reinsured as Whole Groups from
1,606 plans with Whole Croup reinsurance =4,6
average group size.

+ Reinsured Live* from newly sold plans to-al 2,514,

+ Reinsured live-, from previously Insured plans
lotal 0.H54



Reinsurance pool provisions create a nonprol'it prospective reinsurance pool to
protect carriers front insuring a disproportionate share of high risk individuals
or groups.

In addition to amendments co the rating limits mentioned above, additional
amendments since enactment include:

. Requirements for replacement of another carrier’s coverage when that carrier
leaves the small group market.

Reenrolimenc criteria for coverage chat wsis not renewed for cause-such as
fraud or misrepresentation.

Variations in premium races among employees of a particular employer may not
he based upon heaich status, claims experience or duration of coverage. That
is, an employer could not make it's high risk employees pay more for coverage.

Preexisting condition limit credits have been liberalized to allow eredic for
individuals covered under plans other than as Connecticut residents.

Changes co general and administrative requirements such as actuarial
certification, fair marketing practices, documentation of racing and underwriting
practices, and provisions for suspending rating restrictions.

THE EFFECT OF REFORMS

Private insurance reforms have been implemented, on schedule, without any real
surprises and with some lessons for the future.

Since May of 1991. CSEHRP has been reinsuring high risk employers and
participating carriers have been selling health plans to small employers.

Forcy-seven carriers in CT are participating members in the reinsurance pool-
although only 22 have actually reinsured any groups or individuals.

Another lesson learned wa< that groups that were outside of the rating bands before
reforms need special regulations or procedures for bringing their rates into the racing
bands.

Some of the iessons we have learned are reflected in the amendments above.

In addition we have learned that different provisions of the law are sometimes
In conflict, especially during initial implementation. For example, a group with,
a current rate that is half of che lowest rate after reforms would receive a 100
percent rate increase to conform to the new rating limits. Obviously, this



affordability was only addressed by increasing the stability of rates from year to year
anti imposing rate limits for higher risk groups. Ic was recognized chat additional
changes to the law mighi be needed. Additional health carc initiatives, beyond the
insurance reforms in PA-134, were expected to be necessary to make health care, and
thus health insurance, more affordable.

To implement che private insurance reform section of 90-134, the insurance industry-
completed all of the product development and market changes required by the Act on
schedule nnd has amended the law as needed in subsequent years. The state
government, however, has never fully fund its pan of the program and, since

enactment of PA 90-134, has passed up clear opportunities to do so Thus, today,

more than two years after passage into law, the effect of this experiment is difficultto
judge because the Act has never been fully funded or fully implemented.

KEY PROVISIONS OF INSURANCE REFORM SECTION OF PA 90-134

Guaranteed issue of small employer and special health care plans to small
employers (1-25 eligible employees) without regard to health status. (However,
there is no mandate chat employers provide coverage.)

Guaranteed eligibility ensures that eligible employees and their families cannot
be refused coverage under an employer’s plan.

Rating limits restrict the maximum rates for small employers and limit periodic
rate increases.

The maximum rate for small employers is restricted to 150 percent of the
lowest race for any ocher employer group in the same actuarial class. Originally
the maximum was 200 percent, hut it was revised after enactment.

Periodic rate increases are limited to che sum of the Increase in the base
premium rare, plus any adjustment as a result of changes in case characteristics,
plus 15 percent of the ba.se premium race (originally 20 percent).

¢ Guaranteed renewability requires carriers to renew coverage at the
policyholder's opcion.

Restrictions on preexisting condition limits prohibit carriers from applying
more than a 12-month preexisting condition limit and requires plans co credit
the time a person was continuously covered under a previous group plan
coward any preexisting condition limitation. Coverage is considered continuous
if there has been less than a 30-day lapse in coverage.



Reinsurance pool provisions create a nonprofit prospective reinsurance pool to
protect carriers from insuring a disproportionate share of high risk individuals
or groups.

In addition to amendments to the rating limits mentioned above, additional
amendments since enactment include:

. Requirements for replacement of another carrier’s coverage when that carrier
leaves the small group market.

Reenrollment criteria for coverage that was not renewed for cause-such as
fraud or misrepresentation.

Variations in premium rates among employees of a particular employer may not
he based upon health status, claims experience or duration of coverage. That
is, an employer could not make it’s high risk employees pay more for coverage.

Preexisting condition limit credits have been liberalized to allow credit for
individuals covered under plans ocher than as Connecticut residents.

Changes to general and administrative requirements such as actuarial
certification, fair marketing practices, documentation of rating and underwriting
practices, and provisions for suspending rating restrictions.

THE EFFECT OF REFORMS

Private insurance reforms have been implemented, on schedule, without any real
surprises and with some lessons for the future.

Since May of 1991. CSEHRP has been reinsuring high risk employers and
participating carriers have been selling health plans to small employers.

Forty-seven carriers in CT are participating members in the reinsurance pool-
although only 22 have actually reinsured any groups or individuals.

Another lesson learned was that groups that were outside of the rating bands before
reforms need special regulations or procedures fui bringing their rates into che racing
bands.

Some of the lessons we have learned are reflected in the amendments above.
In addition we have learned that different provisions of the law are sometimes
In conflict, especially during initial Implementation. For example, a group with
a current race that is half of the lowest rate after reforms would receive a 10()
percent rate Increase to conform to the new rating limits. Obviously, this



creates a conflict between the maximum annual rate increase allowed and the
rating bands A decision has to be made as to which provision takes
precedence.

Lastly, we have learned char most of the 30,000 uninsured small employers in
CT have 10 or fewer employees. Traditional marketing approaches by carriers
and agents had to be reconsidered in order to target these smaller groups.
Mass marketing techniques such as direct response mailings are being utilized
instead.

Since its inception, FA 90-134 has provided coverage to becween 19,000 to 25,000
previously uninsured Connecticut employees and their families.

As of che end of September J992. carriers had sold 4.687 plans to previously
uninsured employers. On average, this would imply chat about 19-25 chousand
uninsured have been provided coverage. However, this figure has not yet been
adjusted for withdrawals, so the actual number of newly insureds is probably a
litcle less,

As of the same date. CSE1IRP had reinsured 3328 plans (9368 insureds): 1606
plans (7365 insureds) with whole group coverage, 1722 plans (2003 insureds)
with Individual coverage.

Public program reforms (including Medicaid expansion and subsidies) have been only
marginally funded, seriously jeopardizing the ability of chis legislation to provide
health care co more than a handful of the 60,000 uninsureds it was intended to help.

Private insurance reforms alone* have already helped many uninsureds co get
health insurance and will continue to do more to expand coverage to che
uninsured. However, wichout fully funding the public program reforms,
Connecticut can only hope co make a dent in its uninsured problem.

Rating reforms and guaranteed issue have not generared large Increases in the average
races chac many opponents feared,

Critics who cite theoretical scuclies with doomsday estimates of premiums rising
up to 40 percent on average should studysomc real results in CT. Rating
reforms have caused che rates for some employers to go up and others to go
down. In total, the costs for these reforms range from HLAA’s escimate of less
than 4 percent, on average, to some other estimates of as much us 10 percent,
on average. However, it must be remembered that these estimates are averages
and specific employers and insurers will see their rates increase or decrease
based upon their specific mix of employees and business.



For fiscal year 1992, che CT Reinsurance Pool has an accrued assessment of jusi over 1
percent of small employer carrier premiums.

For fiscal year 1992, the firs: full year of operation, the accrued reinsurance
assessment amounts co 56.6 million. This assessment will be spread over a
small employer premium base of 5513-530 million. Thus, the 1992 assessment
would be about 1.3 percent of premium.

SUMMARY

The state musr find a way to fund che public programs in PA 90*13-* to help the poor
and near-poor who are uninsured.

Affordability of health care and health insurance is still an issue for che majority of
patients and insureds in Connecticut. This problem still needs addressed.

Connecticut's market reforms and reinsurance pool are working as expected, fixing,
those areas in che private insurance market that needed to be fixed.

While PA 90-134 will never live up to its full potential as long as the public program
reforms are not funded, the results so far have proved it to be an innovative, workable
solution to the access problem, to the extent that it has been implemented.
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VIA FACSIMILE AMD OVERMIGHT DELIVERY BY UNfTED PARCEL SERVICE

Tho Honorable James E. Long

Commissioner

Chairman of the NAIC Health Care
Insurance Access Working Group

Noah Carolina Department of Insurance

430 North Salisbury Street

Dobbs Building

Raleigh, North Carolina 27611

RE: The Union Labor Life Insurance Company

The National Association of Insurance Commissioners (NAIC) Small Employer
Health Insurance Availabflity Model Act (Prospective Reinsurance and Allocation
With or Without an Opt-Out)(tho "Modal Acts")

Oear Commissioner Long:

At the NAIC Summer National meeting in Washington, D.C., the Health Care Insurance Access
Working Group (the “Working Group*) requested thatTho Union Labor Life Insurance Company (“Union
Labor Life") provide additional information regarding Taft-Hardey Trusts.

The language suggested in our February 7th and March 5th letters is intended to clarify that
Taft-Hanley Trusts are not within the purview af the Model Acts, and not to carve-out a contrived
exception; the nature of Taft-Hanley Trusts do not present the problems which reforms like the Model
Acts seek to redress. This language prevents Taft-Hartley Trusts from engaging in 50 State-by-State
battles with State insurance regulators on the issue of whether Taft-Hanley Trusts 3re governed by
small group access reform legislation.

To explain the unique nature of Taft-Hanley Trusts and the reason why a clarification is
warranted in the Model Acts, we believe that addressing the areas of history, collective bargaining, and
how an insurance policy is written for a Taft-Hartley Trust may assist your Working Group in its

deliberations.'

I History

It is useful to examine the reason for the 194/ Labor Management Relations Act (popular
name. Taft-Hardey Act), 29 U.S.C. § 141 et sea.
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Prior to World War Il, a federal law called the Wagner Act, which is frequently characterized
as 'pro-union* legislation, provided unions with sweeping rights and powers. The Taft-Hardey Act of
1947 was an amendment to the Wagnor Act; the Taft-Hardey Act is considered one of the major
pieces of federal legislation in U.S. history. The Taft-Hanley Act restored to management in unionized
industries some of the bargaining power management had lost in the Waaner Act. The Taft-Hardoy
Act attempted to balance the rights of unions and management in issues such as free speech, unfair
labor practices, secondary boycotts, and sympathy strikes, to name just a few issues.

The Taft-Hardey Act grants to employees the right not only to organize and to bargain
collectively but also the riaht to refrain from such activities. Collective bargaining, as a fundamental
right of union employees, empowers the worker - via the worker's bargaining representative - to
bargain for wages, hours, benefits, and working conditions. Among the benefits for which union
workers bargain are health and welfare plans.

1. Bargaining under the Taft-Hardey Act for a Health and Welfare Plan

When a union sits down with management at the bargaining table, access to health care is a
standard element to bo bargained along with wages and hours in a workday.

Once union and management reach consensus on a health and welfare plan, one of two events
occur: the employer either agrees to provide a health and welfare plan, or. the employer agrees to a
contribution to a trust account which then establishes a health and welfare plan. Inthis second event,
the employer and the onion have taken the initial ste, :0o form a Taft-Hardey Trust. Thus, the early
stages of the Taft-Hardey Trust are the agreement for funding of the trust, and, the formation of the

trust to administer and manage the plan.

A trust for a health and welfare plan may be funded in one of two ways: (1) the employer
contributes a certain amount of money per hour worked by each employee to the plan trust, or, (2) the
employer makes a form of lump-sum contribution on a periodic basis to the plan trust.

The trust which is formed is tha vehicle into which the monies for the health and welfare plan
are deposited and through which the management and administration of the plan occurs. Tha Taft-
Hartley Act mandates that the trust bo governed by Trustees; the plan must have equal numbers of
Trustees appointed by management and labor. The Trustees act as fiduciaries to the plan beneficiaries;
tho beneficiaries are the collectively bargained workers receiving the health and welfare benefits

provided by tha plan.

A trust may provide benefits to collectively bargained workers of one employer, or, the trust
may provide benefits to the collectively bargained workers of more than one employer. Taft-Hanley
Trusts operata with economic efficiency because the collective bargaining and purchasing power of
more than one employer may be used to obtain benefits for workers without sacrificing the level of

benefits.
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Trust:

bargain

Writing an Insurance Policy for a Taft-Hanley Trust formed to provide a Health and Welfare
Plan

Tha following elements are present when a health insurance policy is written to a Taft-Hardey

a. Tho policy is written to the Trust: the Trust is tha policyholder nry the employors who
fund tho trust. Therefore, tha Trust is the purchaser or provider of any coverago.

b. Tha Trustees arc the fiduciaries to the health and welfare plan and to the beneficiaries
of the health and welfare plan.

c. Once In a Trust, the member emplover(s) of the Trust <laso* their Identity, not only
pursuant to the Taft-Hardey Ac: but also pursuant to tha federal Internal Revenue
Cede, Under the federal Internal Revenue Code. 26 U.S.C. § 419, et seq.,
contributions of tha Trust are tax-qualified as deductible to the employer

d. An insurance policy is written based upon tha number of live3 in the Trust. An insurer
wiil not consider the number of lives of each individual member employer of tha Trust;
the only significant number is the number of lives in the Trust.

e. Insureds who are beneficiaries of the Trust Ijj~ the collectively bargained employees)
have their own agent (L2i, the Trustees representing the collectively bargained
employees) representing their interest in the Trust which provides their health
insurance; indeed, what better representation can a consumer of health insurance
receive than through a representative who 3its in on the day-to-day operation of tha
Trust and who has a fiduciary dury to such consumer?

As illustrated above, a health and welfare benefit plan established pursuant to a collective
ing agreement and funded through a Taft-Hanley Trust is a unique method of providing a plan

of benefits to any site oroup of bargaining group members.

The Ta

V.

The Taft-Hartley Trust is unique because itis a creation of the labor laws of the United States.
ft-Hanley Trust is not a creation of insurance law.

A Taft-Hardey Trust is not a MFWA

Throughout this discussion, ic is important to note that 3 Taft-Hartley Trust is not a MEWA.

a. The Basic Distinction Between a MEWA and a Taft-Hardey Trust

A MEWA, or Multiple Employer Welfare Arrangement, is. defined in section 3 of tha
federal Employee Retirement Income Security Act of 1974 (ERISA). Under ERISA, a MEWA
is defined as nn "employee welfare benefit plan, .. . which is established or maintained for the
purpose of offering or providing any benefit . . . except that such term does not include sny
such plan or other arrangement which is established or maintained - (i) under or pursuant to
one or more agreements which the Secretary (of Labor! finds to be collective bargaining
agreements . . 29 U.S.C. 5 1002UO0HAI(Suoo. 1992)(emohasis added).

uuo
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Because Taft-Hardey Trusts, by definition, can only be formed pursuant to a collective
bargaining agreement. Taft-Hanley Trust3 are not vulnerable to the maladies which your
Working Group has been addressing in your deliberations.

To the extent that ERISA applies to any benefit plan, ERISA also applies to Taft-Hardey
Trusts. Taft-Hanley Trusts also are federally regulated by the Labor Management Relations
Act, federal Unfair Labor Practice regulations, the U.S. Department of Labor, and - for tax
treatment of the Taft-Hardey Trust monies - the federal Internal Revenue Service.

b. An Employer in a Taft-Hardey Trust Cannot Abandon its Obligation to the Insureds

Contributions to a Taft-Hardey Trust for a health and welfare plan exceed the amount
of medical premiums; the excess monies are used to fund reserves. These reserves act as a
financial cafory-net for the Trust in the event of unexpected rate increases and downturns in
the amount of monies paid into the Trust corpus. There Is an approach known as a
'maintenance of benefits" provision which can be negotiated and which commits the employer
to suppordng a specified level of benefits.

In the event an employer decides to v~ithdraw from the Trust, the employer is faced
with liabilities: itis assessed an amount to cover its pro-rata responsibility for its liability to the
Trust (sometimes called a *back liability"), and, it forfeits its pro-r3ta share of monies it had
contributed to the Trust reserves which had not been expended (of course, these monies can
be withdrawn only if there are extra monies available in tho reserve to withdraw, and only if
the Trustees aaree to withdrawal of these monies).’

Because an employer Is contractually bound to the Trust, the employer cannot simply
walk away from its duties and responsibilities to the Trust and to the insureds covered by the
Trust. Iti3 because of the employer's contractual obligations that it must provide the monies
necessary to purchase health insurance for the employees covered by the Trust *whether or
not tho employer remains in the Trust.

This establishment of a reserve Is unique to 3 Taft-Hartley Trust. MEWAs do not
establish reserves. The employer's tax-qualified contributions to the Trust provide an incentive
for employers to stay in the Trust. However, even when on employer leaves the Trust, the
insureds in the Trust do not lose their health insurance coveraqc.

"Tho federal Internal Revenue Code governs the tax treatment of these monies; the monies cannot
rovnrt back to the employer, they must be used to purchase employee benefits. For example, thoy are
sometimes used to purchase paid-up life insurance for the employees who are the beneficiaries of the

Trust.
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V. A Taft-Hardey Trust is a Tran Group

To the best of OUl knowledge, all states ha.ve.Traditiona”y treated Taft-Hartley groups as 'true
groups' - and not as small groups - under their eX|st|ng group insurance laws.

As a sample, the insurance laws of every member of the NAIC Health Care Insurance Access
Working Group treat Taft-Hartley Trusts as’true groups’. See Arizona Insurance Laws § 20-1401(21:
California Insurance Laws § 10270.5(a)(3); Colorado Insuranca l-aws 5 10-8-116(b); Delaware
Insurance Laws § 3504; Rorida Insurance Laws | 627.654; Indiana Insurance Laws f27-8-5-16(3);
lowa Insurance Laws 5509.1 (4)(a); Nebraska Insurance Laws 544-760(2): North Carolina Insurance
Laws 558-51-80(b){1); North Dakota Insurance Laws 5 26.1-36-05; Virginia Insurance Laws 538.2-
3524; Washington Insurance Laws 8§ 48.21.010; and Wisconsin Insurance Laws 5 632.897(c).

VI. Taft-Hartley Trusts vary in size

Though usually most Taft-Hartley Trusts consist of. at a minimum. 100 or more lives, the Trust

size can be as small as 20 lives.

It is not necessary under access reform legislation to impose any numerical quantification of
employees in a Taft-Hardey Trust. Indeed, to state that, in order to be a Taft-Harriey Trust, the Trust
must have at least “x* number oflives, emasculates the purpose for the Taft-Hardey Trust clarification
language and ignores the history of the Taft-Hanley Act. The focus of small group reform legislation
is access. Access is not an issuo with Taft-Hartley Trusts; collectively bargained employees are In a
unigue situation in that their bargaining unit representative sits at a bargaining table with management
representatives and collectively bargain the wages, hours, working conditions, and the provision of
benefits. Additionally, collectively bargained employees continue to have their interests represented
in their health and welfare plan because their Trustees join wirh the management Trustees in tho

management and administration of the plan.

To help understand why a numerical quantification of the number of employees in a Taft-
Hanley Trust is not necessary, itis a useful illustration to understand the sizes of Taft-Hanley Trusts
presendy written by Union Labor Life which are under 100 lives: 59 lives, 85 lives, 21 lives, 67 lives,
66 lives, 93 lives, and 19 lives. All of those Trusts are bona-fide Taft-Hardey Trusts (formed pursuant
to collective bargaining agreements; governed jointly by labor trustees and management trustees;
eligible for favorable tax treatment under the federal Internal Revenue Code). For example, the Taft-
H3nlIGv Trust listed above with 19 lives is a small construction company in California. Particularly with
the stagnant state of our national economy. Union Labor Life is witnessing the shrinking size of some
Taft-Hardey Trusts. However, just because a Taft-Hanley Trust decreases in size does not mean that

tho Trust loses its status as a Taft-Hanley Trust.

Regardless of the number of lives in a Taft-Hanley Trust, tha Trust is still managed by an equal
number of labor and management Trustees, and it is still regulated by the laws and regulations

mentionod previously in this letter.

The focus of a Taft-Hardey Trust is substance over number, i.e.. what is imponant is the
number of lives in tho Trust, not the number of employers nor the number of employees of each

employer membor of the Trust.
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VII. Applicability to Model Acts

The Model Acts, therefore, require additional language clarifying that Taft-Hardey Trusts are
not within their scope.

Union Labor Life would like the NAIC to consider additional language for the definition of "small
employer"” clarifying that Taft-Hartley Trusts are not within tho purview of the Model Acts.
Specifically, wo would like to expand the exclusion for employers who file consolidated returns to
Includa Taft-Hardey groups (the gray-lined language i3 our suggested language):

"Small employer" means any . . . corporation . . .that. .. employed
no mare than twenty-five (25) eligible employees, the majority of
whom were employed in this state. In determining the number of

eligible employees, companies that are affiliated companies, or that ore
eligible to file a combined tax return for purposes of state taxation.
be considered

one employer.

Also, it is preferable to define the clarificarion in terms of coverage, rather than carriers.
Therefore, a straight-forward way to insert the clarification ianguago in the Model Acts Is in the
definition of "health benefit plan" (the gray-lined language is our suggested language):

"Health benefit plan” . . . does not include . . . automobile medical
payment insurance

This change in tho definition of "health benefit plan" will also reauire the addition of @ definition
of a Taft-Hanley Trust in Section 3 of the Model Acts:

"Taft-Hartley Trust" means a joindy-managed trust, as allowed by 29
U.S.C. 5 141 er seq.. containing a plan of benefits far employees
which is negotiated in a collective bargaining agreement governing the
wages, hours, and working conditions of the employees, as altowed by

29 U.s.C. § 157.

These two changes above will provide tho language required to effectuate the clarification.
The language Will also provide an assurance that the clarification does not address MEW As or other
arrangements (such as unions which are net registered with the U.S. Department of Labor and/or
"shell* unions which are not operated pursuant to the federal Labor Management Relations Act and

the federal Taft-Hanley Acti.

Finally, the Working Group may also want to exclude from the definition in of "eligible
employee"” in tha Model Acts an employee who is covered under the terms of a Taft-Hartley Trust.
With definitions of a Taft-Hardey Trust and Health Benefit Plan clarified, simple exclusionary language
in "elifib’'e employee* will provide that employees covered under a Taft-Hartley Trust ara not an
"eligible employee" for purposes of the Model Acts (the gray-lined language is our suggested language):

"Eligible employee” .. . does not include an entplov™”~ho works on
a part-time, temporary or substitute basis;;_.drtdoes jho't-'Include
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VIII. Conclusion

The Taft-Hardey Trustissue is very important to us; the Taft-Hanley marketis the market niche
in which we operate. Union Labor Life appreciates the opportunity te explain our position on the Taft-
Hardey Trust clarificdBidA 185ae o thia W hwking Sisnp aRd appiiitds thi BoHinuida Hialegos with the

Working Group.

Union Labor Ufa is looking forward to discussino the Taft-Hardey Trust clarification issue with
the Working Group at the NAIC interim meetina in San Francisco on August 13th. Inthe interim should
you have any questions please feel free to contact Victoria Fimea at (202) 682-6687.

JACWEF:dlc

tOSOAQAP.CA*
P«0-92-C-4fc



Health Insurance association of America

FROM

SUBJECT: RATING EXAMPLES USING NAIC AND HIAA RATING BANDS

The following examples may assist you in explaining the
differences between the NAIC and HIAA rating bands in the small
group market legislation.

NAIC restricts rating differences between classes of business to
20%; and differences between groups within the same class to 25%
(cifference for health status, claims history, etc.).

For ease of arithmetic lets say the lowest premium in a class 1is
$100/employee/month. Therefore the maximum premium difference
between classes 1is 20% or $120.

Within a class of business the rates may vary by 25% -
therefore, for the class with the $100/ee/mo premium it may vary
between $75 -$125; for the $120 class it may vary between

$92.75 - $156.25.

Example: 5 life group $100/ee/mo premium (For the $120 class
substitute in equation for that calculation i.e. 5 x $156.25 =
$781.25, etc.).

5 persons x $125 (maximum can charge in the $100 class) =
$625.00

due to high risk in group, carrier wants to reinsure the group;
carrier must pay 1.5 x average premium, for sake of example, use
$100/ee/mo as average premium

5 persons x $100/ee x 1.5 = $750.00
cost of reinsurance to carrier $750.00/mo
premium collected from employer 625.00

$125.00/mo deficit

22144 Clarendon Street Telecopier 818/704-1053
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Group has one high risk so decision* is to reinsure one person in
group:
NAIC requires 5 > average premium to reinsure individual

1 x 100 x 5.0 = $500.00 cost of reinsurance to carrier

premium collected®, from employer $625.00
cost of reinsurance - 500.00

+ 125.00

The +$125 1is to pay any claims for the other 4 persons in the
group. If in this case they reinsured the entire group, and if
there is more than one person in group which 1is high risk, it
would be better for them to do so, as they are in a deficit mode.
Therefore, they have a decision to make as to whether or not it
is economically better for them to reinsure. The decision will
rest on the expectation of what the payout is of the members of
the group: For example:

Persons 1in group A B C D e
claims exper. $700 $100 $100 $0 $0
total payout is $900

remember the premium collected is $125 x 5 or $625. Under the
current situation a carrier could exclude "A", and the premium
would be $400.00 while the payout would only be $200. Under the
proposed market reforms (SB242) the carrier may not exclude "A",
and is required to take the whole group.

The carrier would probably reinsure person "A" not the whole
group in this scenario.

In order for the carrier to make up losses for the reinsurance
payout, they would charge "healthier"™ groups some what more but
the increased rate would have to fall with the rats bands
permitted in statute (+/- 25%).

HIAA model

In the HIAA model the rating band is +/- 35%, with no class of
business differential. For the sake of the example 1 am using the
premium/ee/month as $110 which half way between the premium price
of the two classes | used in the NAIC example ($100 and $120).
Therefore the rates may vary from $71.50 - $ 148.50 based on an
average premium of $110.

Example:
5 life group $110/ee/mo premium

5 persons x $148.50 ( maximum can charge - 35 percent over the
$110) = $742.50



due to a high risk person in the group the carrier wants to
reinsure the group; the carrier must pay the reinsurance pool 1.5
X the average premium.

5 persons x $110/ee x 1.5 = $825.00
cost of reinsurance to carrier $825.00/mo
premium collected from employer 742 .50/mo

$ 82.50/mo deficit

Group has one high risk person so the decision is to reinsure one
person in group:

HIAA also requires 5 x average premium to reinsure individual
1 x $110 x 5.0 = $550.00 cost to reinsure to carrier

premium collected from employer (5x $148.50 = $742.50)

Premium collected $742.50
cost of reinsurance - 550.00
$187.50

The +$ 187.50 1is to pay any claims for the other 4 persons in the
group. IT in this case they reinsured the entire group, and if
there 1is more than one person in the group which is high risk, it
would be better for them to do so, as they are in a deficit mode.
Therefore, the carrier has a decision to make as to whether it is
economically better for them to reinsure or not. The decision
will rest on the expectation of what the payout is of the members

of the group:
Persons 1in group _A B C D E
claims exp. $700 $100 $100 $0 $0

Total payout is $900

The amount of premium collected was $742.50 (6 x $148.50). Under
the current situation a carrier could exclude "A" and the premium
would be $440 and the payout would only be $200. Under the
proposed market reforms (SB242) the carrier may not exclude "A"
due to the requirement to take the whole group.

The carrier would probably reinsure person "A"™ and not the whole
group 1in this scenario. In order for the carrier to make up the
losses for reinsurance payout, they would charge "healthier"”
groups some more but the carrier is limited in what the 1increase
would be by the legislation®s premium pricing limitations (+/-
35%) and the renewal limitations of best price to new business
(proxy for health care cost increases) plus a maximum of 15%

Please feel free to share this memo as appropriate.
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Chairman, members of the Committee, my name is Resa Jerrel, and 1 am
the State Director for the National Federation of Independent
Business - NFIB/Alaska. I am happy to be here today in support of
SB 40.

BACKGROUND

NFIB/Alaska is comprised of 5,000 small and independent business

owners. The legislative agenda of NFIB/Alaska is determined by our
ballot. The ballot is our annual poll of our members on a series of
issues deemed critical to small business. A majority vote, of the

members in response to the poll, sets our policy and position on
legislative 1issues.

For the record the following are the results of the 1991 NFIB/Alaska
ballot questions regarding health insurance:

Should legislation be passed in order to create a voluntary
health insurance plan which would be administered by private
insurance companies and which would pool small businesses
together so they could purchase employee health 1insurance at
group rates?

Yes 727. No 177. Undecided 117.

IT this pooling of employers in order to purchase health
insurance was available, would you participate?

Yes 507. No 197. Undecided 317.

Should employers be allowed the option of having their
employees pay part of the premium cost of health 1insurance
purchased through the above pooling plan?

Yes 907. No 57. Undecided 57.
The NFIB Foundation Survey nationwide first found health insurance

listed as a key concern for small business in 19S6 when it was cited
as the number one problem for small business owners out of 75

potential problem. Again in 1990, 92*i of small business owners
characterised health insurance as a "serious problem". The NFIB
Foundation recently released Survey, Problems and Priorities, it

listed the cost of health insurance as still the number one problem.
No other difficulty was close. Sixty-one (61) percent ranked the
problem "critical,” the most extreme assessment it could be given.

On 1992 ballot we asked our members in Alaska to choose from eleven
(11) problem areas - the most costly or-burdensome problen



they Faced - the top two were: #1 workers compensation cost and, #2
health insurance for employees.

Further surveys have found that small business owners want to offer
health insurance as a fringe benefit out of both a sense of family

obligation and competitive necessity.

The ability of the small business owner to provide insurance 1is
greatly influenced by the high costs of premiums and profitability of
the business. Far many small business the skyrocketing annual
premium increases, small profit margins, struggling regional
economies, and restricted cash flow all contribute to the increasing
difficulty small business owners have 1in purchasing health 1insurance.
If the cost of purchasing or continuing to provide health insurance
continues 1increasing, small business owners will be forced to
increase employee contributions, cut benefits, raise deductibles or
in some cases drop coverage altogether.

Small business are most severely impacted by adverse selection, the
demographics of the work force of small business (such as, age and
gender of employees and the hours they work), higher employee
turnover resultinc) 1in unpredictable participation rates, and a lack

of expertise and clout in purchasing plans. By virtue of their sice,
small bushinesses have very little access to cost containment
mechanisms available to large firms such as self-insurance. Being

unable to obtain the benefits of self-insurance they must comply with
expensive state mandates, pay state premium taxes and shoulder a
larger portion of the carrier ™ administrative expenses,

SMALL BUSINESS MARKET REFORM

Small business owners desire to build on the existing health care

system- SB 40 is a voluntary health 1insurance program to provide
more accessibility, renewability, predictability and stability for
small businesses. It is a viable means of providing health 1insurance

to the uninsured population 1in Alaska.

State mandates cumulatively can raise the cost of health insurance
for small businesses. SB 40 has a provision that state mandates do
not apply to health benefit plans provided to small employers. This
will allow the insurance industry to design and market affordable
health insurance policies. A lower cost plan would have great appeal
to firms that currently do not offer health insurance coverage.

Small businesses are willing to provide health insurance to
employees, as long as the cost is not prohibitive.



the small employer insurers to disclose information

rates and health benefit plans. It requires
insurers to describe in detail their rating practices and renewal
underwriting practices. Providing this information will help small
business owners to be better informed. The Congressional Budget
Office believes that "giving consumers the information they need to
make more informed decisions might enhance both the quality and cost-

effectiveness of care."

It also, requires
relating to premium

Thank you for the opportunity to comment on this legislation.
NFIB/Alaska has and will continue to support this and other

legislation that will help make privately administered health
insurance more available and affordable for small businesses.
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Small Employer Health Insurance Reform

SB-40 promotes the availability of health insurance coverage for
small employers and reforms the small employer health 1insurance
market. Without requiring additional state expenditures, it
provides:

* Guaranteed Availability - All small employer groups would be
able to obtain private health insurance regardless of the
health risk they represent (see Sec. 21.56.140(a))-.

* Coverage of Whole Groups - Coverage must be available to
entire groups. Neither an employer nor an insurer could
exclude individuals having high medical r"sks from the
group®s coverage (see Sec. 21.56.150(6)).

* Renewability of Coverage - Once a person 1is covered and has
satisfied a plan"s preexisting condition requirements, he or
she would not have to meet those requirements again when
changing jobs or when the employer changes carriers (see
Sec. 21.56.150(2)).

* Premium Pricing Limits - The bill limits how much insurance
companies could vary their rates for groups similar 1in
geography, demography, and plan design. It also limits
increases in rates (see Sec. 21.56.120).

Based on model legislation drafted by the National Association of
Insurance Commissioners, SB-40 v/ould improve the overall fairness
and efficiency of the small employers health insurance market.

It enjoys support from the National Federation of Independent
Business, the Alaska State Chamber of Commerce, the Alaska State
Hospital and Nursing Home Association, and other organizations.
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/POSITION

SB 40:  "An Act relatin? to health insurance for small employers
and providing for an effective date."

~ ' The department is neutral on this legislation.

" One of the more chaIIen?in ISsues facing| this country ?nd Alaska Is the ever-
] ncreasing number of small employers unab

_ e to afford health care insurance. This
bill would address small employers who have been unable to purchase health care.

The hill sets ug a reinsurance pool for jnsurers writing small employers health
insurance In the state. In order for the bill to be effective, certain provisions have o
be met. First, health 1s not a term defined m Title 21; the appropriate term is
dlsabl|l'%/. Second, the division of insurance cannot be a member of the reinsurance
board and he a re%ulatqry agency for the Pool. This creates a conflict for the division.
The authority of the director stiquld be tor approval only and not for appointment.
The pool and coverages they provide should be exemEt from the mandatory coverages
in Title 21, The pool shall be subject to the marketing and financial sections of
Title 21. The pool should not be subject to a subsidy from the legislature or exempt

from taxation.

Additionally, 21.56.010 should clarify ifhospital and medical service corporations and
health maintenance organizations, as defined in 21.87 and 21.86, respectively, are
included in membership. They are included on the hoard.

Section 21,56 060 should state th%t the committee be made ug f the members
approved In Section 21.56.020. Tne director should only have the authority to
approve so not to cause a conflict. The cross-section of members in Section 21.56.020
IS adequate enough to establish the app_ropnate benefit plan committee and would
help expedite seléction and implementation of the pool.

Date

dgl095pp.ins



BELL ANALYSIS - SB 40

"An Act relating to health insurance for small employers and providing for an
effective date."

Sec. L PURPOSE.  /

The hill grovides health insurance to small _emRoners without coat shifting,
adverse selection and limits the use of preexisting condition exclusions.

AS 21.36.025 UNFAIR MARKETING PRACTICES PROHIBITED.
It ia a violation to violate AS 21.56.180.

AS 21.36.090(0).

This section adds 21.66 to the list of fitles that may not permit unfair
d;scn_mmau?_n against a person who provides a service covered under a group
disabihity policy. m

AS 21.38.090(d).
This is a repeat of Sec. 3
Sec. 21.56.010. CREATION MEMBERSHIP. '

This section creates,a nonprofit legal entity known as Small Employer Health
Reinsurance Association (S_EHRA% and consists of all insurers ficensed to
transact health insurance in the state. Participation is mandatory as a
condition for transacting health insurance in the state.

Sec. 21.56.020. BOARD OF DIRECTORS: ORGANIZATION.

... (@) The board of directors of the association consists of nine
individuals sub{ec_t to approval by the director. The director shall endeavor to
appoint at least six board members who are also small employer insurers.

_(b?_ One board member shall represent a health maintenance
organization, one hoard member ahall represent a hospital or medical service
corporation, one board member's principal health insurance business shall be
In the small _emglog/er market, and one board members principal health
insurance business shall be in the large employer market.

KS/dgl017BA.ENS Page 1



¢) . A member of the board serves for a term of three years and may-
be reappointed to an unlimited number of terms.

Sec. 21.56.030. GENERAL POWERS.

(1)  exercise the powers granted to insurers under the Jaw3 of
the state;

¥) | sue or be sued;

(8 .enter into contracts with insurers, similar assogiations in
%)lmgtriosntg.tes, or with other persons for the performance of administrative

_ %1) establish administrative and accounting procedures for the
operation of the association;

, %51) take legal action as necessary to avoid the payment of
Improper claims against the association;

_ (6? ' defing the array of health covera?e_products for which
reinsurance will be provided and issue reinsurance policies;

_ establish rules, conditions, and procedur es pertaining to the
reinsurance of members’risks by the association;

_(8) establish actuarial functions appropriate to the operation
of the assouaﬂl%n; pprop p

9  assess members under the provisions of this chapter and
make advance ‘interim assessments as may be reasonable and necessary for
organizational and interim operating expenses; interim assessments shall be
cr?dltgd as offsets against regular assessments due following the close of the
calendar year;

(10) appoint appropriate legal, actuarial, and other committees
as are necessary to provide technical assistance in the operation of the
ggggg:gﬂgﬂ design of a policy or contract, or to assist in other functions of the

(11) . borrow money to accomplish the purposes ofthe association;
notes or other evidence of indébtedness of the association thaf are not in
default are investments for insurers and may be carried as admitted assets.

KS/dgl017BA.INS Page 2



Sec. 21,56.040. PLAN OF OPERATION.

The director may, after notice and hearing, approve the plan of operation that
should include but not be limited to;

. .(D) handling and accounting of program assets and money of
the association an/d for an annual fiscal report fo the director;

(2) 'reinsuring risks under the provision of this section:

.. (3 collecting assessments from all members to provide for
claims reinsuréd by the association and for administrative expenses incurred
or estimated to be Incurred by the association;

... (@ selection of an administering insurer and establish the
administering insurer's powers and duties; and

(6%_ _provisions necessary or proper for the execution of the
powers and duties of the association.

Sec. 21.56.050. HEALTH CARE REINSURANCE.

This section establishes the procedures, premiums and assessment
mechanisms_ for the reinsurance association to follow.  All plans of
Implementation are subject to director approval and contain time guideline
before the director may act. A

Sec. 21.56.060. HEALTH BENEFIT PLAN COMMITTEE. ,

This 3ection establishes the members who will recommend benefit levels, cost
sharqu levels, exclusion and limitations for the basic and standard health
benefi ham The plan may contain cost containment features. The members
are as follows:

() three members who are representatives of participating

insurers;
() one member who represents small employers;

; (3 one member who repreaenta employees of small employers;
an

(4) , one member who represents health care providers; and
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(®) one member who represents agents or brokers.

Sec. 21.56.070. REQUIRED REPORT.

The board ahall study and report at. least once every two years to the director
and to the Ie(_}lslat_ure on the effectiveness of this chapter. The report must
analyze the etfectiveness of the chapter in promoting rate stability, product

availability, and coverage affordability.
Sec. 21.56.080. ADMINISTRATIVE PROCEDURE ACT.

The association is exempt from AS 44.62 (Administrative Procedure Act).
Sec. 21.56.090. TAX EXEMPTION.

The association ia exempt from the payment of fees and taxes levied by the
state or any ofits political subdivisions except taxes levied on real or perSonal

property.
Sec. 21.06.10Q. LIMITATION OF LIABILITY.

A member cf the association is not liable for civil damages resulting from an
act or omission of the member on behalf of the association unless thé member
acts with gross negligence or intentional misconduct.

Sec. 21.56.110. APPLICABILITY. '

Sets the conditions that must be met for the individual or group health benefit
plan to apply. Other provisions of law requiring coverage or benefits do not
apply to these plans unless stated in this chapter.

sec. 21.56.120. PREMIUM RATE RESTRICTION'S DISCLOSURES; REPORTS:
CONFIDENTIALITY.

This section establishes the premium basis that small employer insurers, may
charge. The%/ include maximums by percenta%e. Underwritirig.characteristics
are established and disclosure is°required Dy the insurer glyln(tthoverage.
Information and specific groups or employers, émployees filed with the director
will be held in confidence.

Sec. 21.66.130. RENEWABILITY OF COVERAGE.
(@)  Ahealth benefit plan subject to this chapter shall be ronewable
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at the option of the amall emglo er, exc?Pt for n?n ayment of the reguwed
remiums;  fraug or misrepreseritation, orthe small employer or, with respect
0 coverage of individual insureds, the insureds or their =
representatives; noncompliance with the minimum participation or employer
contribution requirements; repeated misuse of a provider network provision.

. Thedirector may find that the continuation of the coverage would
not he in the best Interests ofthe policyholders or certificate holders; or |mPa|r
the ms&uers ability to meet its contractual obligations than it may not be
renewed.

Asmall employer insurer that electa not to renew a health benefit
plan for“any reason and pulls out of the market may not write new business
In the small employer market in this state for a period of five years from the
date cf notice to the director.

_((R If a amall employer insurer is doing business. in only one
established geographic service drea of the state, the Rrowsmns In this section
apply only t0 the insurer’s operation in that established sendee area.

Sec. 21.56.140. REQUIRED OFFER OF COVERAGE.

. (@. A small employer insurer ahall, as a condition of transactin
business in this state with small employers, offer to small employers at leas
two health benefit plans.

Asmall employer insurer shall file basic.health benefit pians and
the sta(r%ard health ben%fi%/ plans to be used by the insurer. :

(©  The director at any time may disapprove the continued use by the
small employer insurer of a basic or standard health benefit plan if the plan
does not meet the requirements of this chapter.

Sec. 21.56.150. REQUIRED HEALTH BENEFIT PROVISION.

This section establishes mandatory benefits if a plan;is to be considered under
tnis chapter. 1t also establishes guidelines for preexisting condition clauses to
be used in plan coverage.

Sec. 21.56.160. EXEMPTION FROM REQUIRED OFFER OF COVERAGE.
This section establishes exemptions for small employer insurers which. include

but are not limited to geoq,raphical area, authdrization of certificate of
authority, and financial conditions.
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Sec. 21.56.170. CONDITIONS FOR CEASING TO DO BUSINESS,
A email employer insurer, welfare arrangement may cease doing businegss in
the state but must not|f¥ policy/contract holder and cannot participate in the
small employer market or five years.

Sec. 21.56.180. FAIR MARKETING STANDARDS.
Establishin stan/dar_ds of how the standard and basic health plan, is to be
marketed, Puts limitations on compensation to agents, brokers, MGA, TPA
Involved in marketing the plan.

Sec. 21.56.250. DEFINITIONS.
Defines various terms used in the legislation.

Sec. 6. 21.86.260(a).

This title does not apply to health maintenance organization unless stipulated
In this chapter.

SeC. 71 21,2639 1),

Same as above but add medical service corporation or hospital corporation
licensed under 21.87 or 21.09.

Sec. 1 21.87.340. ’
List other provisions applicable to this chapter. »
Sec. 9. 21,87.340.
Same aa above.

Sec. 10. PREMIUM RATE RESTRICTION.

This establishes guidelin_es for prTmium calculation/administration if a plan is
written by an inSurer prior to July 1, 1998,

asgUL..Transition,
Establishes guidelines for implementation and effective dates for tho plan and
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Sec. 14
Except as provided in section 13 of this Act, this Act takes effect July 1, 1993,
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DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA
(907) m165-3867 or 465-2450

FAX (907) 465-202/ 130 Seward Street, Suite 409
Mail Slop 3101 Juneau, Alaska 99S01-2105
MEMORANDUM February 6, 1993
SUBJECT: Small employer health insurance (SB 40)
TO: Senator Drue Pearce
/
FROM: Michael F. Ford //-if

Legislative Counsel

"Tie fol'owing is a section by section analysis of SB 40:
Section 1 - Findings.

Section 2 - Makes a violation of insurance marketing practices under AS 21.56.180
an unfair trade practice.

Section 3 - Establishes the provisions of AS 21.56 as an exception to the requirement
that an insurer may not discriminate between health care providers.

Section 4 - Sunset section that repeals changes in sec. 3.
Section 5 -

Sec. 21.56.010 - Establishes the Small Employer Health Reinsurance Association and
requires certain insurers to be members.

Sec. 21.56.020 - Establishes the board of directors of the association and provides for
specific board representation and organization.

Sec. 21.56.030 - Establishes the general powers of the association.
Sec. 21.56.040 - Requires the association to submit a plan of operation to the director
of the division of insurance. Requires members to comply with the plan and

establishes specific components of the plan.

Sec. 21.56.050 - Establishes specific provisions that apply to reinsurance provided by
a member to employees or dependents of employees of a small employer. Imposes
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certain restrictions on reinsurance of group plans other than small employer health
benefit plans and establishes limits for premiums charged for reinsured coverage and
for coverage provided by a health maintenance organization. Provides for member
assessments, by the admv.istering insurer.

Sec. 21.56.060 - Establishes the health benefit plan committee. Requires the
committee to design a basic and a standard health benefit plan.

Sec. 21.56.070 - Requires the board to report on the effectiveness of the chapter.
Sec. 21.56.080 - Exempts the association from the Administrative Procedure Act.

Se 21.56,090 - Exempts the association from payment of taxes, except for real or
personal property taxes.

Sec. 21.56.100 - Provides immunity from civil actions filed against a member of the
association for a negligent act on behalf of the association.

Sec. 21.56.110 - Establishes when an individual or group health benefit plan is subject
to AS 21.56 and provides that other laws requiring coverage, reimbursement,
utilization, or consideration of a specific health care provider do not apply to a health
benefit plan provided to a small employer. Exempts a health benefit plan offered to
a small employer from certain restrictions contained in other laws.

Sec. 21.56.120 - Establishes underwriting and rating requirements applicable to health
benefits plans covering small employers.

Sec. 21.56.130 - Establishes when a health benefit plan is required to be renewed.

Sec. 21.56.140 - Requires a guaranteed issue insurer to offer at least two small
employer health benefit plans and that the plans provide certain coverage. Allows
a guaranteed issue insurer to reinsure, make special premium arrangements, or

appeal unfair administrative or credit risk.

Sec. 21.56.150 - Establishes certain provisions that must be included in a health
benefit plan.

Sec. 21.56.160 - Exempts certain small employer insurers from being required to offer
health insurance coverage.

Sec. 21.56.170 - Establishes certain conditions that must be met before an insurer or
welfare arrangement may cease doing business in the small employer market.

Sec. 21.56.180 - Establishes fair marketing requirements for health benefit plans.
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Sec. 21.56.250 - Definitions.

Section 6 - Provides that a health maintenance organization is subject to the small
employer health insurance provisions contained in AS 21.56.

Section 7 - Sunset provision that repeals changes in sec. 6.

Section 8 - Provides that a hospital or medical service corporation is subject to the
small employer health insurance provisions contained in AS 21.56.

Section 9 - Sunset provision that repeals changes in sec. 8.

Section 10 - Provision that allows premium rates to exceed the limits under
21.56.120(a) for a period of three years. Establishes limits on the percentage increase
in premium rates.

Section 11 - Transition section. Requires the small employer Health Reinsurance
Association to submit a health insurance plan to the Director of the Division of
Insurance.

Section 12 - Sunset repeal provisions.

Sections 13 & 14 - Effective dates.
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