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In most states, these considerations underlie differences in insurance practice and in the
regulations that, govern insurer behavior in the individual market. Many insurers in tins market are
known to underwrite medical risk aggressively, denying coverage even for minor or corrected health
problems. Reluctant to underwrite as aggressively, some o fthe largest commercial insurers and
many HM O's choose not to write coverage :Inthe individual market at all. Because many regulators
believe that insurers are more inclined to leave the individual health insurance market when faced
with regulatory constraints on underwriting and pricing, regulation requiring guaranteed issue, rate
restrictions, or standardized benefits is less common in the individual market. The following
sections discuss measures o f market structure and concentration in the individual markets in 26 states
- each ofthe 25 states we described in the .group market analysis above, plus Michigan.

A. The number ofinsurers in individual health insurance markets

Given the small size of the individual health insurance market compared to the group market, it
includes a surprisingly large number ofinsurers. While the individual marketis 1/15 the size ofthe
group marKet (again, measured as premiums earned) it has about halfas many insurers. Thus, each
insurer writes proportionately less coverage compared to insurers in the group market, and these
markets tend to be less concentrated.

O f the 2.6 state-level individual health insurance markets that we studied, lllinois has the largest
number o finsurers (54); Rhode Island has the fewest (4). Adjusted for population, the variation in
the number o f insurers across the states’ health insurance markets was much less: ranging fiom 2
insurers per million population in California, to 15 insurers per million population in North Dakota

(see Figure 8).

B. The distribution ofindividual health insurance markets among types ofinsurers

As was the case in the group health insurance market, in most states (22 of the 26 states in 1995),
BCBS is the largest insurer in the individual market. But BCBS plans hold a still larger share o f the
individual health insurance market (56 percent in 1995, compared to 49 percent o f the group market).
Nevertheless, BCB S’s market share varied widely across the 26 study states - from nearly 93 percent
o fthe individual health insurance market in Idaho, to less tlian 1 percent of this market in Minnesota
(sec Figure 9). Consistent with low HM O penetration in most states’ individual health insurance
markets (described below), BCBS HMOs typically write very little coverage in the individual
market. Notable exceptions are Kentucky (where the BCBS plan converted all o fits business to an
HMO in 1993), California (where the BCBS HM O competes with BCBS’s smaller conventional
business), and Minnesota (where BCBS’s small individual market share is entirely its HMO).

Across all states, HM Os hold a much .-smaller share o f the individual market than they do in the
group market: on average, just 12 percent. HMOs hold a large share of the individual market in
Kentucky (82 percent, nearly all o fwhich is BCBS) and more than 69 percent o f the market in
California and Minnesota. In each ofthese states and also in Florida, an HM O was the largest
insurer in the individual health insurance market. Nevertheless, about one-halfo f the 26 states that
we studied have little or no HM O penetration in this market (see Figure 10).
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As HMOs typically hold amuch smaller share of the individual health insurance market
compared to the group market, commercial insurers hold a much larger share. In 1995, commercial

Figure 8
Total and Population-Adjusted Number of Insurers:
The Individual Health Insurance Market In Selected States, 1995
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Figure 9
Market Share Held By Conventional and HMO
Blue Cross and Blue Shield Plans:
Hie Individual Health Insurance Market in Selected States, 1995
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HMO Market Share By BCBS Ownership:
The Individual Health Insurance Market Id Selected States, 1995
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insurers held nearly one-third (32 percent) of the individual market (compared to just 17 percentcf
the group market). In many states, commercial insurers dominate the individual market: commercial
insurers held two-thirds of Connecticut’s individual market (the only state where a commercial
insurer was the largest player in this market), and more than halfo f the individual marketin 7 of the

other states that we studied. In contrast, commercial insurers’ share o fthe group market never

exceeded 50 percent in any of the 25 states that we studied.

As in group insurance markets, the average market share of commercial insurers in the individual
market is usually smaller than the average market share ofHMOs (see Table 4). This relationship
held in 13 of the 26 states that we studied, including both states where a relatively large numbers of
HMOs write coverage in the individual market (California, Florida, New York), and in states with
relatively few HMOs in this market (Montana, Pennsylvania, Rhode Island and Utah). Kentucky
and Idaho were unusual among the states in that only one HMO - aBCBS HM O - wrote coverage in
their individual markets in 1995, and that HM O’s market share was much smaller (by about half)
than the average market share held by the commercial insurers in the individual market.
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Table4
Number of Insurers and Average Market Sbare Within Major Plan Types:
The Individual Health Insurance Market in Selected States, 1995

BCBS HMOs Commercial

(including BCBS HMOs") (excluding BCBS) insurers___

Average Average Average

Number of market Number of market Number o f market

State insurers share insurers share insurers share

AL 1 85.5 2 0.8 12 1.1
CA 5 8.6 12 2.8 33 0.7
CT 2 12.6 2 3.8 1 6.1
FL ! 48.9 8 2.2 31 1.1
1A | 48.9 0 — 16 3.2
D 2 46.4 1 0.8 4 1.6
EL 2 19.7 3 0.3 49 1.2
KY 3 27.2 1 0.6 13 1.4
LA 1 415 3 1.1 27 2.0
MA 3 19.3 5 6.2 5 2.2
MD 5 15.2 5 3.1 8 11
MI 5 12.2 5 2.0 7 4.2
MN ! 09 5 12.6 7 5.1
MS I 78.4 0 — 7 3.1
MT 1 51.92 ! 16.2 5 6.4
ND l 378 0 — 7 8.9
NH 1 371 1 3.5 7 8.5
NY 9 58 16 1.8 12 1.6
OR 2 26.8 3 52 7 44
PA 7 10.2 2 3.9 23 0.9
RI 1 87.4 2 4.8 1 3.0
SC 2 24.1 0 — 21 2.5
TX 1 30.6 5 1.1 32 2.0
Ut l 60.9 2 G.6 8 2.7
VT ! 57.8 l 9.2 4 8.2
WA 5 15.4 3 52 8 0.9

Source: Alpha Center, Washington, DC.
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C. Individual health insurance market concentration

As with the group market, the number of insurerswriting  the individual market is apoor
indicator of market concentration. Even in states with a large number of insurers, relatively few
insurers hold most of the individual merket (see Figure 11). For example, in lllinois, the largest five
insurers held 60 percent of the market in 1995. InRhode Island, five insurers held all of the market;
the largest single insurer held 87 percent. Californiais the least concentr&ied market of all of the

states that we studied: the largest insurer in California heldjust 23 percent of the market.

The states’ individual markets are typically less concentrated than their group markets (see
Figure 12). In most states, the smallest 50 percent of insurers in the individual market (ranked by
market share) hold more of the market (on average, 8.8 percent) than the smallest 50 percent of
insurers in the group market (on average, 4.1 percent). By this simple measure, the individual
market is less concentrated than the group market in all states except Kentucky and New York.
Various other measures o f market concentration for the individual market are provided in Appendix

C, and correlations among alternative measures are provided in Appendix E
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4. Implications of Market Structure for State Regulation

The substantial differences among states' insurance markets reinforce the adage that to
understand one state it; to understand one state. The 26 states that we studied vary widely in tenns of
the the number o f insurers in the market and the market shares of BCBS, commercial insurers, and
HMOs. Some of these variations are attributable at least in part to differences in market size
(estimated as the size of the population), but other factors may also contribute to differences among
the states: history, employer and consumer preferences and perhaps also regulation.7

Press reports and discussions with state insurance departments indicate that the insurance market
is changing quickly. Competition has driven some plans to merge; various plans have been acquired
by competitors. Some large mergers have occurred between commercial insurers and national
HMOs; in many states, BCBS plans have merged under a single for-profit parent corporation.
Conversely, new entrants in the health insurance market are common. By one estimate, 120 new
HMOs began operating in 1995; 68 new HMOs entered the market in 1996 (SMG Marketing Group,

1997).

State regulators of health insurance merkets, and now federal regulators as well, are confronted
daily with the variable and dynamic nature of these markets. Any regulation to improve employer
and consumer access to health insurance markets runs the risk o f unintended consequences - in
particular, driving insurers from the market and dampening competition. However, some of the
structural aspects of these markets may offer important information to regulators in anticipating such

unintended consequences.

One of the most outstanding structural aspects of these markets, and possibly the most relevant to
regulators, is their ske™\ness.  In insurance markets where most o f the business is concentrated
among relatively few insurers, the exit of smaller insurers from a state may not substantially
redistribute market share and, therefore, may have little impact on the prices of either health
insurance or health care services. Among the 25 state-level group markets that we studied, the
smallest 50 percent of insurers together held an average of only 4.1 percent of market share. In
Texas - by this measure, the least concentrated group market that we studied - the smallest 50
percent of insurers heldjust 8.5 percent of the market; in Alabama- the most concentrated market -

they held less than 2 percent o f the market.

Individual markets typically have fewer insurers compared to the much larger group markets, and
on average, each insurer holds less market share. In 1995, the “average” group health insurance
market was 15 times the size of the average individual market (measured as premiuns earned), but
they had only twice the number of insurers. Like the group markets, relatively few insurers hold
most of the individual health insurance market. In the least concentrated individual health insurance
market - Illinois - the largest five insurers held 60 percent of the market statewide. However, the
smallest insurers in the individual market collectively hold more market share than the smallest
insurers in the group market. On average across all states, the smallest 50 perccni of individual
health insurers collectively held just 8.8 percent of the market. Thus, in many states, a significant

7An earlierstate mnitiatives monograph (Paul and Chollet, 1996) offered a review o f the research
literature on the determinants o f insurance market structure.
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number o f smaller insurers might exit either the group or the individual health insurance market
without substantial disruption o f the market overall. That s, relatively little market share would be

redistributed among the remaining insurers.

Nevertheless, regulators probably should regard the exit of smaller insurers and the potential for
growing concentration in insurance markets with some caution - especially if departing insurers are
yielding market share to an already dominant insurer in the market. Considering the group markets
in our study states, the presence of adominant BCBS plan was strongly correlated with the lower
presence of HMOs, a phenomenon that may be explained by managed care plans’ higher fixed costs
and the constraints on their geographic reach. The inability o f insurers to enter a market is always a
problem if competition is expected to control cost and enhance quality. But policy makers may not
fully anticipate the changed structure of insurance markets that can emerge if managed care plans fail
to enter markets where conventional insurers with small market share are leaving.
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Alaska Nurso Practitioner Association
Alaska Nurse 237 East Third Avenue
Anchorage, AK 99501

Practitioner Association Lynn Hare, leflmlativa Representative
ihartz@miefonnat.nw
907-246-4677
fax 907-561-1257

eMarch 20.1998

The Honorable Con Bunde
House of Representatives
Fax 907-465-3871

Testimony to House Labor and Commerce Committee re. HB 300;

The Alaska Nurse Pragtitioner Association is Iole_ased to support HB 300. This bill provides important
consumer protections mcluqu the right fo full disclosure regarding treatment options and assuring

Alaskans continued access to Their clinician of choice.

This bill also rgrotects health care providers from discrimination. Irefer to line 4 which states 'A health
care Insurer may not (1) directly or indirectly reimburse a covered person at a different rate because of
the person's chdice of provider.” This section has particular resonance for us because of the Blue
Cross Federal Employee Program's discrimination against their own nurse practitioner preferred
providers singe the beginningof this year. Currently nurse practitioners with a preferred provider
agreement with BJue Cross dre.not réimbursed for their services until the patient has meta 5200
calendar g/ear deductible. Physicians with a preferred é)_rowder agreementwith Blue Cross are paid in
full after & S10 copayment for each office visit. This policy has I&d to ridiculous situations in
practitioner-physician practices Inwhich patients are forced to decide whether to see the nurse
practitioner wtio they m#/ have seen for years and pay $200 before their insurance kicks in, or see the

physician inthe same office and pay $10.

In response to questions. Blue Cross has not explained the rationale behind this policy andto dale has
just forwarded complaints to their Washington DC office.

The Blue Cross Federal Employee Program inthis case is actually IJoroyldlng financial incentives for
their subscribers to see more expensive providers. They are also practicing discrimination against a
subgirouP of their own _;t),referred providers without warning or. explanation. There are about eighteen
small solo nurse practitioner practices and four nurse practitioner-owned health clinics in Anchorage
and Eagle River. Insurance company policies similar to that of Blue Cross could seriously affect their

business if not put them out of husiriess.

The Alaska Nurse Practitioner Association believes this rample Provldes amRIe evigence that HB
00 is needed. We need your help. Providing hlgh quality, cost-effective health care Is not enough to

save usfrom insurance company policies like that of the Blue Cross Federal Employee Prograny: a

policy that is not based on cost-savings, nor does it have anything to do with appropriate usé of health

care.

We strongly sup_Port House Bill 300 and hope that Ihe Labor and Commerce Committee will Support it
also and move it forward.

Thank-gou,
Lynn Hartz, ANP _
ANPA Legislative Representative

. U2
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TESTIMONY OF J. SHELBY STASTNY
IN OPPOSITION TO
HB300
3/20/98

MY NAME IS SHELBY STASTNY. 1AM THE CHIEF FINANCIAL OFFICER OF
NANA REGIONAL CORPORATION.

IN A RECENT STUDY IT WAS DETERMINED THAT NANA ACCOUNTS FOR
2,000 JOBS AND $80 MILTJON IN ANNUAL PAYROLL - ALL WITHIN THE
STATE OF ALASKA.

IN ORDER TO STAY COMPETETIVE AND CONTINUE TO BE A STRONG
POSITIVE ECONOMIC FORCE IN T1S COMMUNITY, IT IS IMPERATIVE THAT

WE SEEK WAYS TO CONTROL COSTS.

NANA IS ALSO AN EMPLOYER THAT CARES ABOUT ITS EMPLOYEES.
MANY OF OUR EMPLOYEES ARE IN POSITIONS THAT DO NOT REQUIRE
HIGH LEVELS OF EDUCATION OR EXPERIENCE, THUS ARE NOT AT THE TOP
OF THE ECONOMIC PAY SCALE. WE CONTINUALLY SEEK WAYS TO
PROVIDE BENEFITS TO OUR EMPLOYEES TO IMPROVE THETR QUALITY OF
LIFE, WHILE STILL REMAINING COMPETETIVE IN OUR LOW MARGIN

BUSINESSES.

AS HEALTH CARE COSTS HAVE RISEN IN THE LAST FEW YEARS, IT HAS
BEEN TOUGHER AND TOUGHER TO MEET OUR DESIRE TO PROVIDE
REASONABLY PRICED HEALTH COVERAGE FOR OUR EMPLOYEES.

A GROUP OF OUR MANAGERS, ALONG WITH OUR INSURANCE
CONSULTANTS, HAVE WORKED FOR THE LAST SEVERAL MONTHS TO
PROVIDE HEALTH COVERAGE TO THE FAMILIES OF MORE OF OUR LESS
HIGHLY COMPENSATED EMPLOYEES WHILE REMANING COMPETETIVE TO
OUR CUSTOMERS. EFFECTIVE APRIL 1- IN LESS THAN TWO WEEKS - WE
BEGIN OUR NEW PROGRAM. A LARGER NUMBER OF OUR EMPLOYEES’
FAMILIES WILL HAVE COVERAGE BECAUSE IT WILL BE MORE

AFFORDABLE.

AN INTEGRAL PART OF OUR ABILITY TO PROVIDE THIS COVERAGE HAS
BEEN OUR ABILITY TO HOLD DOWN HOSPITALIZATION COSTS THROUGH
THE USE OF A PREFERRED PROVIDER NETWORK OF HOSPITALS. AS A
PURCHASER OF MEDICAL SERVICES, OUR COSTS WILL BE REDUCED
SIGNIFICANTLY BY A VOLUME PURCHASE AGREEMENT ARRANGED
THROUGH OUR INSURANCE ADMINISTRATOR. VIRTUALLY ALL HOSPITAL
SERVICE PROVIDERS IN ALASKA WERE GIVEN THE OPPORTUNITY TO
PARTICIPATE - NOT ALL RESPONDED.

1
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OUR EMPLOYEES ARE NOT REQUIRED TO RECEIVE SERVICES FROM THE
PREFERRED PROVIDERS. THEY ARE FREE TO CHOOSE THE PROVIDER OF
THEIR CHOICE. TF HOWEVER, THEY CHOOSE ANOTHER PROVIDER, IT IS

~OTNG TO COST NANA MORE MONEY, SINCEWE DO NOT HAVE THE
DISCOUNT ARRANGEMENT. AS AN INCENTIVE FOR THE EMPLOYEE TO

UTILIZE THE SERVICE THAT WILL COST NANA THE LEAST AMOUNT OF
MONEY, THE EMPLOYEE PAYS A HIGHER SHARE OF THE COST IN A NON

PREFERRED HOSPITAL.

THERE ISNO CREDIBLE EVIDENCE THAT THE PREFERRED HOSPITALS
PROVIDE A LOWER QUALITY OF SERVICE.

WE OBJECT TO THE PASSAGE OF HB300 SINCE IT INTERFERES WITH OUR
RIGHT TO APPROPRIATELY MANAGE OUR HEALTH CARE COSTS AND
PROVIDE THE HIGHEST LEVEL OF HEALTH CARE SERVICE POSSIBLE FOR

OUR EMPLOYEES AT A REASONABLE COST.

fool £ Season
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March 19, 1998

The Honorable Con Bunde
Alaska House o fRepresentatives
Room 104

State Capitol Building

Juneau, Alaska 99801

Facsimile Number (907) 465-3871
Re: Impact o f State o f Wyoming Any Willing Provider Statute*

Dear Representative Bunde

The State ofWyoming insurance code has “any willing provider"” provisions in two separate
statutes. Those are at Wyo. Stat. 88 26-22-503 and 26-34-134. | am enclosing copies of both

statutes i-r your review.
This agency has not seen a significant impact o f either o f these statutes on the insurance

industry in the State ofWyoming. No administrative actions or disciplinary measures have been taken
against any insurer for an alleged violation of other of these statutes over at least the past five years

I hope this information is o f assistance to you.

Sincerely yours,

Donald L. Fritzen
Staff Attorney

DLF/gf
Enclosures
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Stale ofldaho

DEPARTMENT OF INSURANCE

nilLIP E.BAIT 700 West Stale Street, 3rd Floor JAMES M. ALCORN
Governor P 0. Box 83720 Director
Boise. Idaho 13720-0043
Phone (208)334-4750
FAX » (208)334-4398

March 19, 1998

Via Facsimile 907-465-3871

Representative Con Bunde, Chairman
Educational and Social Service Committee
State of Alaska

State Capital Room 104

Juneau, AK 99801

RE: Any Willing Provider
Dear Representative Bunde:

The Idaho Department of Insurance is in receipt of a telephone inquiry on March 18,
1998. in regard to the “any willing provider’” act within the Idaho Insurance Code. This
legislation permitted any qualified provider who is willing to meet the requirements of an
insurance company or a managed care organization to contract with that insurance
company or managed care organization to be a participating provider. It did not require
an insurer or managed care organization to contract with providers who are unqualified or
who are not willing or able to meet the contract requirements.

No major problems were identified during the implementation of this act. Additionally,
the requirements of the act did not cause earners or providers to discontinue the offer of

health benefits or services within the state of Idaho.

Should you have further questions, please do not hesitate to contact our office.

Sincerely. .

)AKVtcU-buodc-«Jtska

Equal Opportunity Employer
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W ALASKA PHARMACEUTICAL ASSOCIATION

Box 101185 Anchorage, Alaska 99510
(907) 563-8880

March 30, 1998

Representative Norman Rokeberg
Capitol Room #24
Juneau, AK 99801

Dear Representative Rokeberg,

Thank you for allowing our delegation to meet with you earlier this month to discuss
House Bill No. 300 and related health care issues. As we stated during the meeting,
our membership is very concerned about the impact of "Managed Care" on locally
owned Alaskan pharmacies and the patients they serve. We appreciate your
dedication to this issue and we pledge to work with you in order to maintain and

improve patient care in Alaska.

We have received a copy of the committee substitute for House Bill 300. We are very
much in support of the CS as it will help insure the continued viability of the smaller
Alaskan owned pharmacies. This hill would not discriminate against the larger
national providers, but would rather work to level the playing field for health care
providers in Alaska. Without such equalization legislation, the demise of the smaller
pharmacies in Alaska will become apparent. More will be forced to shut their

doors because of tho current practices of "Managed Care" imposed by the insurance

industry.
Again, on behalf of tho our Alaskan pharmacist membership, thank you for meeting

with us to hear our concerns about the future of pharmacy services in Alaska. We look
forward to continuing to work with you on House Bill 300 and related legislation in the

future.

Sincerely,

Barry Christensen, Pharmacist
Chairman Legislative Committee
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Karen Decker-Brown
2200 Shore Drive
Anchorage, Alaska 99515
Ph. 522-2254

HB 300-Testimony

The consumer should have the right to choose any health care
provider (notjust physicians) they need for health care coverage. It goes
against all the principles our forefathers fought for to make America free to
have insurance companies dictate who we can see for health care, what
services wc are allowed, and limiting coverage for individuals with certain
problems,

in the book “Animal Farm” there is a phrase that goes something like
this; “All animals are equal, it’s just some are more equal than others”. This
Is what we will have with managed care and health maintenance
organizations.

Of great concern to me is that the insurance industry is no longer
wholly owned by American companies. Some of the wealthiest and largest
businesses in the United States are in the insurance industry. They are great
companies to invest in but not at the expense of the American and Alaskan
people. It is my understanding that companies such as New York Life and
Equitable are owned by the Japanese if not wholly, then in part. We
defeated the Japanese from taking over our land and it is of great concern
that they are now buying America and dictating die quality of life and health
care of the American people. It is by small bits over time, great changes
take effect. It is almost imperceptible at the time, but our choices and

coverage will be greatly eroded for financial gain of an overseas

. U4
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conglomerate. What has that got to do with the here and now? It is looking

at the larger picture of which we are a small bit.

It is for this reason | support action relating to patient’s rights under

health insurance and to prohibit insurance companies’ restrictive treatment

practices. Thank you.
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Subject: Federal blue cross
Date: Wed, 18 Mar 1998 11.04:2€
From: Catherine & Kevin Stange <kstange@Ateska.NET>

Organization: Stange
To: LHARTZ@M1CRONET.NET

Lynn, 1 left a message for Annette Hewitt FNP to contact you in case she
is available to testify at the legislature on Friday. Here is my bit of

read if possible. Please let me know if any

testimony to be
experienced at such things [11Thanks

changes are necessary. I'm not very

I am a nurse practitioner working in a large group pediatric pratice in

Anchorage. | am directly affected in my practice by the inconsistency of
benefits provided to me as a nurse practitioner and that of the
pediatrician. Many of my patients | have cared for since birth and

therefore have a relationship with them and their families. Presently,
they are required to pay a $200.00 annual deductible to see me but for
the SAME service could see the pediatrician in my office with only a

$10.00 co-pay. This enccuarges very poor continuity of care as well as
physician in a collaborative practice, when

inappropriate use of the
both of the providers are Preferred Providers. Incidently, | have been a
preferred provider with Federal Blue Cross for several years, in private
practice, prior to joining this group practice. Financially, the
discrimination against nurse practitioners does not make sense. 3y the
inappropriate use of physicians in the practice, patients will see them

practitioners, and therefore, Federal Blue Cross

instead of the nurse
medical coverage to their

will be paying out much .aore in funds for
clients. | also see that by this discrimination, nurse practitioners'
unconstitutional. | am convinced

practice is being restricted which is
that this discrimination has been an oversite after many changes in the

last 2 years of Benefit plans with Federal Blue Cross and hope that this
issue will be addressed as soon as possible.

Thank you fer your consideration in this matter.

Sincerely,

Catherine A. Stange MS ANP

3/Zft
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Olue Crewe Fedoral Employee
Program

FEBRUARY 24, 3998

Regarding: Nurse Practitioner*

Dear Ms. Ntaaria.

Thank you for your recent inquiry regarding the benefits provided by the Blue Crow and Blue sixicld
Service Benefit Plan for swvice* performed by n|u<practitioners.

Beginning on 1/J/96, preferred provider orjanication (PPO) bonofito beownt available for SErvices
rendered by any covered providers with whom this Plan had a preferred provider agreement.
Previously, PPO benefits were available only for preferred pbyikiani and hospital*. This benefit

change was stated on page 55 of our aubferibm’ 1996 Service Plan Benefit brochure.
m

The PPO benefit is described on page 23 Of the 1996 brochure and page 26 of the 1997 brochure: After
the $700 calendar year deductible, Plan pays 95V#Preferred Provider Allowance (PPA). Also rated is:
When prcfenrcd physician® are used for home or office visits, outpatient consultations, and second
surgical opinions, they are paid in fhll after a $10 copayment for each outpatient office visit charge.

Benefits for scrvjees performed by apreferred provider other ttoui * physician, such as « nurao
practitioner, are paid at 95% PPA after tho calendar year deductible lias been satisfied.

As acounesy to you, Ms. Vtaotot, | have forwarded a oopy of your letter to the Subscriber Relr‘ions
Department at the Blue Doss and Blue Shield Association, Federal Employee Program, at 1310 G

Street, NW, Washington, DC 20005.

I f you have any further questions, feel freo to call our office at 1-800-562*1011 for assistance.
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Blue Cron oR\aihingttnand Aleda
Feckral Employee Program

P_0 Box 3392

S=Htle WA 98133

Feoruary 18,1998
Dear SirarMadam,

As kBlue Cron BlLe Shields s @V 1 1 WW T, i am witingtoeqressmy digoleesure
regardingyour reinbursarent pedtice*fanone padtitioe retbradat et laviesl PreCaed
provicer ursepactiticas dwuldee rentursdat tre tane rdessprefanrad poidaphysicas.
Restly, inAleda, nurse padtiticersaviet* in rot overed until pracrunifd IUB> <o,
hovtvor, thysician ssviaesareftillyoo.ered (3100 aopeynoit anly) wittout uienesd tomect a
cloibe.

Nurse pactiticeratmstiatsavicel faruooplicatedrealth care Bvirttely il totret
ofaphsicianand InAleda, niee pradtitiocashave £l posaiptive uttoriryand indgoedant pactice.
Many oftreprefenred provicer aurs*padtitiocaswork inttesame offiesas prefenredprovicer
phyildans and provicke simillar satbsstor kessad

IElieetat G armatpiMicoofBIrQrossBkn - Shield stbarimlrotaryand bae, noniiarmd
1w Alsdo Stiate Nurse Rradtitice Asscciationwithmy coars.  Tacsttntae Blle OrossBlue
Shield kmade anare of thisunfairpradtice ittal! o retifie]. 1 lodkforvard toyour regoee Inthis
matter

Sincerity,



Prescription Change
Authorization Notification
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BLUE CROSS OF WA & AK

Prescription Drug Plan

ge In medication has been authorized by
Dr. DONALD FUNK tor: ffjp ="
—iereaas D
99835044242
Dear

In order to Keep your health and prescription drug benefits more attordaDle. your healm
plan has Implemenled a lormulary which is a prelerred list ol some ol the most widely
proscribed medications. These medications have coen reviewed by an independent
Pharmacy and Therapeutics Committee lor saleiy and elticacy. and are produced by
nationally known and respected pharmaceuucai companies

Aa manager ol your prescription drug benefit program, PAID Prescriptions. L L.C.
communicates with physicians to Inform them when a lormulary-preterred medication
is available, which can mean more affordable benefits

On JANUARY 30, 1998, Dr. FUNK authorized a change in your medication lrom
PROCARDIA XL TABS to NORVASC TABS, a brand-name drug manulaciured by
PFIZER, which Is the lormulary-prelerred medication

Your co-pay will not be affected by this change. For youi convenience. PAID
Prescriptions. L.L.C., has prepared a Prescription Change Authorization for you to
bring to your pharmacy

Action Required:

1 Continue to lake youi current meoicanon until you are ready lor a refill Il is important
to continue your therapy as preserved by youi physician

2 When you are ready loi a relin teai oil the Piescupiion Change Authorization loim
and present it at SHOPKO #2075 or lo the participating pharmacy ol youi choice

3. Your pharmacist will coniirm ana dispense me prelerred medica'ion as auihonzud
by your physician

Ilyou have any questions regarding inis new medication or your doctor's msiructions.
please call PAID Prescripnons. L1 C . loil-lree ai i-bOO b7i-'J097 Monday through
Friday, 0 am to 5 pm. Eastern time

PAID Prescnpllons, L.L.C. and Merck-Medco Managed Care. L L.C
a o subsidiaries ol Merck & Co.. Inc

Pimw aluMil <« u \nwee UUMUUIL wliumnil'lEL, A ureniJiAA - Contiol 1 UI)ShOI30IS-1ti200B730S

Prescription Change Authorization

TO: SHOPKO #2075 RE: Paiiont"PB57"B8A!fliS
or Bny Participating Pharmacy

On JANUARY 30. 1998. Or DONALD FUNK authorized me luiiowing change in medication

IO"riginal Prescription:

UrAMUA A |

Action Requested:
1. call tho physician's ollice at (007174/.5805 to

contirm this change in ordois Please spuak with New Medication:
LINDA P. A written conlirmation ot tins change rionvASt: IADS SMfi
has been snnt lo the physician Quantity
2. Upon curilnmatiun ol this change, piease mi the instructions.
patient's ptoscrlplton with the now medication (AKt- 1 21All V (HCPIACES PHOCAHPIA A |

Il you hava any qutlliona, pi«a*a call tho manager ol youi
pauant’a praacnptiqn drug panalu plap at 1-OOU S71-3U97 Monday. Refills:
it nfhﬂ*v R ‘g 0 I¥*n
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x HUMANA

February, 1998

Dear Pharmacy Owner/Manager-

Thank you for your interest biHumm. Wo appreciate your requeit to participate in the
network of providers to service our membership inyour area.

We have reviewed our network o f pharmacy providers to ensure that we have provided
J sufficient coverage to our membership and havadetermined that we will not be
| contracting with additional ph«roades inyour frea at this tinke.

Reapectflilly,

Humana Pharmacy Management
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To save
money, many
health care
systems have
replaced
highly skilled
professionals
with lesser
trained,
lower paid
workers.

Nurses and
consumers
are worried
about the
changes and
how they
affect patient
care.

NATIONAi
CONFC1UNCI
Or STATE

LICISLATUIUS

March 1998 Vol. 6, No. 13

THE "DE-SKILLING™ OF AMERICAN HOSPITALS

By Brooke Davidson

Rapid changes in health care delivery and policy are moving patient safety and quality of care
to the forefront of health care discussions. As health care systems place greater emphasis on

cutting costs, the replacement of highly skilled professionals with lesser trained, lower paid

workers has become pervasive.

Many hospitals react to cost pressures in an increasingly competitive environment by cutting
labor costs, in particular shifting duties performed by registered nurses (RNs) to minimally
trained, unlicensed assistants. Hospital administrators argue that some tasks, such as drawing
blood samples, taking vital signs, bathing and feeding patients, or inserting and removing

urinary catheters « an be safely handed over to unlicensed people with special training.

Many patients, consumer advocates and RNs disagree. They say hospitals are transferring
more complex procedures requiring a certain level of judgment at a time when patients are
sicker, require more difficult care and have shorter hospital stays. Consumers and RNs are

worried about the changes and how they affect .he safety and quality of patient care.

Key findings of a study conducted by the American Hospital Association found that consumers
believe health care quality has declined and will continue to fall. The report raises questions
about replacing nursing staff with aides. Some patients in the study were so concerned with

the quality of care that they believed they needed a family member or friend lo stay with them

in the hospital to act as a protector.

Hospitals don't necessarily save costs by replacing RNs. For example, Mercy Medical Center
in Baltimore, Md., recently scrapped its nursing assistant and technician positions and boosted
its RN staff 40 percent. Administrators expect to improve patient care and save $500,000 a
year in labor costs across four medical/surgical units. A 1996 study of data bases in California,
Massachusetts and New York showed that when there are more registered nurses, patients

have fewer complications, shorter hospital stays and lower mortality rates.

A 1996 Institute of Medicine report ordered by Congress expresses concern about the lack of
research and data to demonstrate effectiveness or the effects on patient safety of replacing RNs
with lower skilled workers. The report calls for placing a high priority on collecting empirical

evidence on the relationship between quality of

care and staffing levels. Amount of On-the-job Training Provided
to New Unlicensed Personnel by Hospitals

Number of Hours ~ Percent of Hospitals

Less than 40 41%
41— 120 58%
201— 280 1%

Federal Action
A pending congressional bill, the Patient Safety
Act of 1997 (HR 1165) would require Medicare-
funded hospitals to make information readily
available to the public, including:

* Numbers of RNs, licensed practical nurses Source: Nursing Economics, Vol. 12, no. 2, 1094,
and unlicensed personnel providing direct care;

I'VAKiit* 11i'r/iu’ Miltiim 1.1mhJ TkmtrDjiitr 1961 nmilivjii tErr 441\ CpilnlM \ W.
LilFtw Slice”IS
Copvrglit Njimii. il Cimlcrcfke Hire., (nlw/liln Wislm."An V1, 1000]

if Suit- UgiilJimei OHM\U2JUO 21)A«d ViIM



. Patient injury rates;

. Hospital acquired infection rates;
. Paiient satisfaction; and
. Incidence of bed sores.

State Action

State legislatures have a long history of regulating different health care professions through

licensure and certification. The replacement of RNs with lower skilled workers is an emerging

legislative concern.

The Pennsylvania House appointed a committee to study these changes; their findings, reported

in November 1996, generated the following recommendations:

. Require the Health Care Cost Containment Council to collect and disseminate data on the
quality of nursing care as well as the number of staff, LPNs and RNs employed by the
hospital.

. Require employees working in hospitals to wear name tags that designate their status.

. Create whistle blower protection for hospital staff reporting dangerous or inadequate
medical care.

. Ensure that hospitals maintain a safe environment for patients that is not excessive in price.

J Ensure that certain invasive medl!cal procedures be performed only by licensed individuals.
Others who are not licensed should be properly trained, and hospitals should be legally

responsible for the care given by unlicensed workers.

A 1996 Florida law required a task force to study and report on quality assurance measures and
outcomes in hospitals. A report was due December 1997. And a 1997 Rhode Island resolution
created a special commission to study the impact of nurse staffing in licensed health care
facilities. Their report was due by February 1998. Five states considered bills in 1997 to
require hospitals and other facilities to make information on nurse staffing and patient
outcomes available to the public. Bills introduced in 1997 in Pennsylvania, New York and
Washington were carried over to this year. The California governor's Managed Care

Improvement Task Force also recommended making this information available to the public.

Ten states considered bills in 1997 requiring health care providers to wear name badges that
include their credentials. Measures passed in Georgia, lIllinois, Minnesota, Missouri and New
Jersey. Utah implemented the language by administrative rule. Rhode Island adopted a photo
ID badge requirement. And Minnesota and New' Jersey passed whistle blower legislation last

year to protect providers who report unsafe or poor patient conditions in the workplace.

Selected References

Wunderlich, Gooloo S., Frank A. Sloan and Carolyne K. Davis, tds. Nursing Staff in Hospitals
and Nursing Homes: Is it Adequate? Study prepared by the Institute of Medicine
Committee on the Adequacy of Nurse Staffing in Hospitals and Nursing Homes.

Washington, D.C.: National Academy Press, 1996.

Contacts for More Information

Brooke Davidson Susan Whittaker

NCSL— Denver
(303) 830-2200
brooke.davidson@ncsl.org

American Nurses Association
(202)651-7111
swhittak@ana.org
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legislatures
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and
certification.
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Doat Value< M oiube>m

liuli year, 11ook forward lo Iitbpportunity lo [H. reniially
update you on your lialtli plan. Itsat) invasion toshare
wi'th you tlio Improvements Mine Cross ofWashlinilon and
Alaska made during the lest year lo lielp von lie. healthier.

This year, my Idler I'nenmcson Tour key arras; customer
service, i.illty, innovation anil security, A* a consumer, |
believe that a health care company that excels In these aiti—
cal areas ksvell pripares] tomeet my health care needs. Ity
the end of thisshort letter, anil hy virtue ofyour experience
with os, 1ho|K" you agree that 1 ICWA Issolid in every cate—
gory, II'rol, Thope you will leius know how ue can Improve.

It ifi Fiu'llhioil nij liiii iholjvtr, our
eunumcr, ure the loott unpur/mir
jKnon n( lllue Cnm nj Nutlilnyniii
nmlAlnskn. Incryilay, with yon
inmind, we Mrhe to lietler our
services tomake itvaster for
you to work with s, Consider
someol *our work in 199,

last year, we piloted anew

personal computer-based

customer service system to

more easily access customer information and respond to
your Inquiries fasterand nioiv elficiattly. We improved our
plmne systems lo provide you with access to claims ami
eligibility inlormation 2 hours a day, 7 days aweek. In
addition, through continual training anil development, we
enhanced die aliilityol "our customer service leams to
address your needs.

Qinilhy it tuimiAmi/ ivettpcti hi our health plan, unit fICHI it
In 1996, wc continued Imildingstiongrclalictislilpj with
providers hy involving them inour operations through our
Itegioual Advisory Physician Panels and Hoard of Directors,
We established a set ofprinciples lo guide our jMrtucnhlpj
with doctors ami nvaic aframework to constslently deliver
outstanding care lo our members. 11CWA also stepped up
our emphasis on preventive care (luough clinical quality
and eaiv management, ami our 1IMO, 1leakthl*los, hccamo
only die fourth 1 IMO inWashington toearn three year, full
arcivdilailnn from the National Ciimmitlee for Quality

Assurance, HcallliPlus was also recognl/.ed hy US Aviva awl
I'or/d Acjurt as one of the top managed care plans In the
Northwest Indelivering preventive care.

AVer, innoioHon. Tonjour, ilfiie Cron ofW-hliigton anil Alaska
denioustiatal our dedication reromtuntlfjluMng nor neyi ©
helpjrou be healthy. liir instance, we introduces! several
new products, including Mue Chokes for employee groups,
Sailor Curricrt for Medicare enrollees, and a managed eatsl
proiluel for individual snhscrihers. Also in 1976, 1 1CWA
cnltanrcd your prescription drug berefits” hy establishing
services such as mall order prescriptions and education
programs designed to ensure tlrugsan; used safely.

fWjr. HliintlerfUmJthe iiiportoiuc /TwntJivy uiirhealth pAm
rill ho there nhenjuu need it. 11CIIU hat Seen therefar wore lInm
SOjeon. As dtoivn lo the lialautvsheet Intutletd with this
letter, we eoiuioue lu he a .strong company firacially. Our
ahillity to serve customers isrelleelrd in the growth ofone
membership, which increased from 879,000 to 911,000.
t'dra variety of reasons that hate allccied the health care
industry gererally, though, teeteil a ilillirul year lirali-
tially in 19(. lowower, tve have taken stops to address
these IS3es.

Our security -ami yours, too—. isalso enhanced through
our holding company, 1*m,wma.Through 1T M&a,wc have
worked with nur alliliatcs Metlleal Service Corporation of
PastermnWashington, IleallliPlusami 1&1ifie llellitand Lile
inOregon to filul new and heller ways tomeet your needs.
Ily joining forces with others tic ran leverage our com-
hlned rrsonrces, such as re:tllli care serritvs and informa—
tion technology, lo deliver lletter products ami services -
at lower costs - for our customers.

Customer service, quality, innmationami security: in
11CWA, Ibelieve you have the right prescription lomeet
your health care needs cltcUitely and cllicianly.

0On behalfnl*ucCross of Washington and Alaska, thank
you lor the op lortunity toserve you.We look forward to
helpingyou hr healthy lor many years to come.

Imimoihtinu Cunt® k&aimi.Onum

foar<d of nNirec(orS

leo C. Powers
iWiiihvt

Sunset (iio/inp, Inr.
Kent

Perrv Il. Patou

Pieatbu

Ahnkiiii/lui/e huiialiret

Atuliorih/f

James H. lillis

Chairman tuul
Chic/ T.sceuthe Officer

1l M/ Shite Comrutton
undVaJe Center

Seattle

Anne V. I".indI
Pretnleiit innl

CAtr/Tiurwiie Officer
Die Scuttle Idnnditllon
Scuttle

Sarah |- e Sally Jevell
I:\eiutnchiv P/muknt
ItiulilnjjUin Alumni
Scuttle

John N. lvin, M.1).
Pmfaw. on/ay v
Dirnlm. ItJcial nchitlo.n
I/niiersin of Hndum/fmi
Scuttle

Ii. Kay Stepp
Prliiili>ol unit Onnet

Purthind

William 1.Tnldn
hiitor

Itneeof the Timet
Anihoni/jc

HettyWoods
Prohibit and Chief
Lieculire Officer
I'm inai

Senttic

Mac Cni.o afll'adilntpan mid
wniu u mi independent
niipnit/iititm ipnenitoll't tit
mm  lhuitd of Oireaun and
Milch' rrqwini/i/t'j!./ in elm
debts unit other oNhpnlant.
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Consolidated Financial Statements

Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Years Ended December 31, 1996 and 1995
with Report o findependent Auditors
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Consolidated Financial Statements
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HIErnst&Younc llp m Suite 3500 e Phone" 206 621 1390
999 Third Avenue
Seattle, Washington 2J104

Report of Independent Auditors

Board o f Directors
Blue Cross of Washington and Alaska

We have audited the accompanying consolidated balance sheets of Blue Cross of
Washington and Alaska and its subsidiary and affiliate as of December 31, 1996 and
1995, and the related consolidated statements of operations, net worth, and cash flows for
the years then ended. These consolidated financial statements are the responsibility ofthe
Company’s management. Our responsibility is to express an opinion on these financial
Statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are ftee of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our

opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of Blue Cross of Washington and Alaska and
its subsidiary and affiliate as of December 31, 1996 and 1995, and the results of their
operations and their cash flows for the years then ended in conformity with generally

accepted accounting principles.

February 7, 1997,

except for the second paragraph
ofNote 9. asto which the date is
March 19.1997

Ernst &Young tic is t member ol Ernst &Young International, Ltd,
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December 31
1996 1995
(In Thousands)

Liabilities and net worth

Liabilities:
Medical claims liability S176383 $165,323
Experience-rated refunds payable 33,747 41,551
Unearned revenue 28,919 25,659
Accounts payable 21,412 20,227
Outstanding checks in excess o f bank balances 28,477 20,560
Other liabilities 38,642 36,645
Federal Income taxes payable 1,062 -

Total liabilities 328,642 309,965

Commitments and contingencies

Net worth:
General reserves 135,419 150,253
Unrealized appreciation on available-for-sale
investments, net of tax 7,642 13,126
143,061 163,379
Total liabilities and net worth S471,703 $473,344

See accompanying notes.
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Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Consolidated Statements of Operations

Year Ended December 31
1996 1995
(In Thousands)

Revenues:
Premiums $1,150,797 $1,037,229
Net investment income 17,065 15,633
Net realized gains on investments 14,445 9,862
1,182,307 1,062,724
Expenses:
Health care services 1,030,778 930,237
General and administrative 122,157 103,788
Commission and brokerage 24,875 27,418
Premium taxes 17,202 16,626
Other expense 1,883 4,428
1,196,895 1,082,497
Loss before income taxes (14588) (19,773)
Income tax expense (benefit) 246 (3,924)
Net loss S (14,834) $ (15,849

See accompanying notes.



MAR-06-93 06.19 FROM+«M.5.D. 2D>06 670 6575 PACE

Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Consolidated Statements of Net Worth

Year Ended December 31
1996 1995
(In Thousands)

General reserves:

Balance at beginning of year S150,253 $166,602
Net Joss (14,834) (15,849)
Distribution to PREMERA - (500)

Balance at end of year 135,419 150,253

Unrealized appreciation (depreciation) on
available-for-sale investments, net of tax:

Balance at beginning ofyear 13,126 (4,897)
Change in unrealized appreciation (depreciation) on
available-for-sale investments (5,484) 18.023
Balance at end o fyear 7,642 13.126
Total net worth S143,061 $163,379

See accompanying notes.

9/30
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Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Consolidated Statements of Cash Flows

Year Ended December 31
1996 1995
(In Thousands)
Operating activities
Net Joss 5(14,834) $(15,849)
Adjustments to reconcile net loss to net cash
provided by operating activities:

Net realized gains on investments (14,445) + (9,862)
Depreciation and amortization o f property and
equipment 6,195 6,837
Net amortization o fpremiums (discounts) on
investment securities (145) (582)
Deferred federal income tax expense (benefit) 999 (1,486)
Other 666 842
Changes in certain assets and liabilities:
Deferred benefit trust (478) (535)
Accounts receivable (13,692) (3.374)
Investment income receivable 186 (622)
Prepaid expenses and deferred charges 400 550
Federal income taxes recoverable 2,514 2,616
Federal income taxes payable 1,062 —
Medical claims liability 11,060 25,904
Experience-rated refunds payable (7,804) (2.705)
Unearned revenue 3,260 (5,370)
Accounts payable 1,185 5,076
Outstanding checks in excess of bank balances 7,917 3,406
Other liabilities 1,997 3327
Total adjustments 877 24.022
Net cash (used in) provided by operating activities (13,957) 8,173
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Blue Cross of Washington and Alaska

and Subsidiary and Affiliate

Consolidated Statements of Cash Flows (continued)

Investing activities
Proceeds from sales and maturities o f available-for-sale

investments
Purchases o favailable-for-sale investments
Purchases o f property and equipment
Proceeds from sales o f property and equipment
Payment for purchase ofP H &1, net ofcash and cash

equivalents acquired
Net cash provided by investing activities

Financing activity’- capitalization of PREMERA
Net cash used in financing activity
Net increase in cash and cash equivalents

Cash and cash equivalents at beginning ofyear
Cash and cash equivalents at end of year

See accompanying notes.

Year Ended December 31

1996

1995

(In Thousands)

5362,165

(343,076)

(5,916)
1,637

14,810

853

72,928
S 73,781

$277,468
(254,650)
(9,014)

(746)
13,058

(500)
(500)
20,731

52.197
5 72.928

W
PAGE  11/30
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Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Notes to ConsoMdatea Financial Statements

December 31,1996

1. Nature of Operations and Significaui Accounting Policies

Nature of Operations

Blue Cross of Washington and Alaska (BCWA) is a Washington domiciled nonprofit
corporation, licensed as a health care service contractor. BCWA is engaged in the
business of providing basic medical, hospital, major medical, comprehensive, and other
prepaid health care benefits for its subscribers in the states o f Washington and Alaska.

BCWA owns 100% of Washington-Alaska Group Services, Inc. (WAGS), an insurance
agency, which, in turn, owns 100% o f States West Life Insurance Company (SWL) and
Pacific Health and Life Insurance Company (PH&L). WAGS, SWT., and PH&L are
for-profit organizations. SWL is domiciled in the state of Washington and underwrites
group life, accident, disability, and medical contracts, while PH&L is domiciled in the
state of Oregon and underwrites individual and group health insurance policies. WAGS
also owns 100% of N.C.A.S. - Northwest. Inc., a for-profit entity which provides claims
administrative services to self-funded plan sponsors. BCWA is also the sole voting
member of its affiliate, HealihPlus, which is a nonprofit health maintenance organization
licensed in the states of Washington and ldaho.

PREMERA, an upstream nonprofit holding company, is the sole voting member of
BCWA and Medical Service Corporation of Eastern Washington (MSC). MSC is
engaged in the business of providing basic medical, hospital, major medical,
comprehensive, and other prepaid health care benefits for its subsidiaries, primarily in

eastern Washington

Principles of Consolidation

The consolidated financial statements have been prepared using generally accepted
accounting principles and include the accounts of BCWA, its wholly owned subsidiary,
WAGS, and its affiliate, HealthPlus (collectively hereinafter referred to as the Company).
All significant intercompany balances and transactions have been eliminated in

consolidation.
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Notes to Consolidated Financial Statements (continued)

1. Nature of Operations and Significai.it Accounting Policies (continued)
Use of Estimates

Preparation of these financial statements requires management to make estimates and
assumptions that affect amounts reported in the financial statements and accompanying
notes. Such estimates and assumptions could change in the future as more information
becomes known, which could impact the amounts reported and disclosed herein.

Cash Equivalents

Cash and cash equivalents consist primarily of cash balances on hand and deposited in
financial institutions, and all higlily liquid investments with a maturity of 90 days or less

when purchased.

Investments

The Company classifies its fixcd-income securities and marketable equity securities as
available-for-sale. These securities are recorded at fair value with unrealized holding
gains and losses, net of tax. recognized as a separate component of net worth. The fair
value of investment securities is based on quoted market prices. For those securities
where quoied market prices are not available, fair values were based on market prices of
similar investments. Declines in fair value of securities determined to be other than
temporary are recognized as a component of net income.

Premiums and discounts on fixed-income securities are recognized as adjustments to
investment income, using the effective interest method, amortized over the period to
maturity. Interest on fixed-income securities is recognized in income as accrued.

Gain or Joss on the sale of fixed-income securities is determined using the amortized cost
of the specific security sold. Gain or loss on the sale of marketable equity securities is
determined using the average cost of all shares of that type o f security held at the time of

sale.

Included with other investments axe investments held for the benefit of the Company’s
supplemental retirement program. Investment values are stated at fair values, which are

determined based on quoted market values.
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Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Notes to Consolidated Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Prepaid Expenses and Deferred Charges

Costs incurred which provide economic benefit to the Company beyond the year in which
they are expended are deferred and amortized using the straight-line method over the
estimated useful life of the asset.

Reinsurance

Reinsurance premiums, claims, and claims processing expenses are accounted for on a
basis consistent with those used in accounting for the original policies issued and the
terms of the reinsurance contracts. Premiums and health care services expense and the
related medical claims liability and unearned premium reserves are reported net of

reinsurance amounts.

The Company's reinsurance contracts primarily relate to SWL. As of December 31,1996
and 1995, the Company had reinsurance recoverables of $6.5 million and $5.5 million,

respectively.

The Company remains obligated for amounts ceded in the event the reinsurers do not
meet their obligations.

Property and Equipment

Property and equipment are stated at cost, less accumulated depreciation and
amortization. Depreciation and amortization are computed on the straight-line method
over the estimated useful lives ofthe assets which range from three to 20 years.

Medical Claims Liability

The medical claims liability represents the estimated ultimate cost of sertling claims
relating to insured events that have occurred on or before the balance sheet date which are
unpaid at year-end. The estimated liability includes the amount that will be required for
future payments of claims that have been reported, claims related to insured events that
have occurred but that have not been reported, and claims processing expense. Claims
processing expense is an estimate of the costs to record, process, and adjust unpaid

claims.

10
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Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Notes to Consolidated Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

The medical claims liability is estimated using individual case basis valuations and
statistical analyses. These estimates are subject to the effects of trends in claims severity
and frequency. Although considerable variability is inherent in such estimates.,
management believes that the medical claims liability is adequate. The estimates are
continually reviewed and adjusted, as necessary, as experience develops or new'
information becomes known; such adjustments are included in current operations. In
1995, the medical claims liability includes amounts related to premium deficiency
reserves. For further discussion, see Note 9.

Premiums

Premiums are recognized at contractual rates and are recorded as earned during the month
subscriber coverage is provided. Unearned revenue represents the portion of premiums
collected that relates to future periods.

Federal Income Taxes

BCWA IS subject to federal income taxation as a stock property and casualty insurance
company under the provisions of the Tax Reform Act of 1986. MealthPlus, the
Company’s affiliate, is exempt from federal income taxes under Section 501(c)(4) of the

Internal Revenue Code.

The Company files as a member of an affiliated group which includes PREMERA as the
common parent. Income taxes owed by the Company are allocated in accordance with an
intercompany tax-sharing agreement. Allocation is based upon separate return
calculations of taxable income with current credit for losses at the consolidated tax rate.
Intercompany tax balances arc settled when PREMERA either makes payments to or
receives refunds from the Internal Revenue Service.

The liability method is used in accounting for income taxes. Accor >mgly, deferred tax
assets and liabilities are recognized based on differences between the financial reporting
and tax bases of assets and liabilities, and are measured using the enacted tax rates and
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Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Notes to Consolidated Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

laws expected to be in effect when the differences are anticipated to reverse, net of any
applicable valuation allowances. The effect on the deferred tax assets and liabilities of a
change in tax rates is recogni2ed in income in the period that the change is enacted.

Reclassifications

Certain reclassifications have been made in the 1995 financial statement balances and

footnotes to conform to current year classifications.
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2. Investment Securities

PAGE

The cost or amortized cost, gross unrealized appreciation, gross unrealized depreciation,
and estimated market values of available-for-sale investment securities are as follows:

At December 31,1996
U.S. Treasury securities and
obligations of U.S. Government
corporations and agencies
Corporate debt securities
Mortgage-backed securities

Marketable equity securities

At December 31,1995

U.S. Treasury securities and
obligations of U.S. Government
corporations and agencies

Debt securities issued by foreign
government

Corporate debt securities

Mortgage-backed securities

Marketable equity securities

Costor

Amortized

Cost

S 50,770
104.211
19,443
174,424
75,323
$249.747

S 58,813

1.650
123,115
12,968
196,546
58.201
S254.747

Gross

Unrealized
Appreciation Depreciation

Gross

Unrealized

(In Thousands)

S 551
855

93

1.499
10,062
S11.561

$ 2,227

388
3.187
375
6,177
12,164
$18,341

S (213)
(335)
(109)
(657)

(1+226)

5(1,883)

$ (86)

(82)

(16)
(184)
(1.678)
$(1,862)

Estimated
Market
Value

S 51,108
104,731
19,427
175,266
84,159
S$259,425

$ 60,954

2,038
126,220
13,327
202,539
68.687
$271,226

The above amounts include fixed-income and marketable equity securities of
approximately $2.9 million which were on deposit with various regulatory authorities at
December 31, 1996. As of December 31, 1996, the Company pledged cash and eligible

securities with an estimated market value of $40.1 million

to meet

requirements o f the Insurance Department ofthe State of Washington.

indemnity

17/30
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Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Notes to Consolidated Financial Statements (continued)

2. Investment Securities (continued)

The cost or amortized cost and estimated market values of available-for-sale fixed-
income securities at December 31, 1996, by contractual maturity, are shown below.
Expected maturities may differ from contractual maturities because certain borrowers
have the right to call or prepay obligations with or without call or prepayment penalties.

Costor Estimated
Amortized Market
Cos Values

(Itn Thousands)

Due in one year or less S 34,845 $ 34,903
Due after one year and through five years 60,975 61,074
Due after five years and through ten years 14.877 14,941
Due after ten years 44,284 44,921
Mortgage-backed securities 19,443 19,427

S174,424 S175,266

Proceeds from sales of available-for-sale fixed-income securities and marketable equity
securities and gross realized gains and losses on those sales were as follows:

Year Ended December 31
1996 1995
(In Thousands)

Proceeds from sales o ffixed-income securities $229,445 $121,468
Proceeds from sales of marketable equity securities 101,802 119,409
$331,247 $240,877

Fixed-income securities:

Gross realized gains S 3,647 $ 2,035
Gtoss realized losses (2,447) (401)
1,200 1,634
Marketable equity securities:

Gross realized gains 17,436 12,632
Gross realized losses . (4,191) _ (4,404)
13.245 8.228

Net realized gains on investments S 14,445 $ 9,862

14
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Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Notes to Consolidated Financial Statements (continued)

2. Investment Securities (continued)

There were no gross realized gains or losses from investment maturities in the years
ended December 31,1996 and 1995.

3. Fair Values of Financial Instruments

The following methods and assumptions were used by the Company in estimating the
“fair value" disclosures for financial instruments in the accompanying financial
statements and notes thereto:

Cash. Short-Term Investments. Accounts Receivable, Accounts Payable, and Other
Liabilities: The carrying amounts reported in the accompanying balance sheets for these
financial instruments approximate their fair values.

Investment Securities: The fair values of fixed-income securities are based on quoted
market prices, where available. For fixed-income securities not actively traded, fair
values are estimated using values obtained from independent pricing services or, in the
case of private placements, are estimated by discounting expected future cash flows using
a current market rate applicable to the yield, credit quality, and maturity of the
investments. The fair values of marketable equity securities are based on quoted market
prices. Fair values ofinvestment securities are disclosed in Note 2.

All other financial instruments are specifically exempted from lair value disclosure
requirements because they qualify as insurance-related products.



MAR-06-9S 06.22 FROM.M.S.D. ID.206 670 6575

Blue Cross of Washington and Alaska

and Subsidiary and Affiliate

Notes to Consolidated Financial Statements (continued)

4. Property-and Equipment

PAGE

A. summary- of the cost and accumulated depreciation and amortization of property and

equipment is set forth below:

Land and land improvements
Buildings and improvements
Office equipment

Data processing software

Less accumulated depreciation and amortization

December 31

1996

1995

(In Thousands)

S 7,132
33,174
42,458
11,475
94,239
52,620

S41,619

$ 7,632
33,819
38,294

9,328
89,073
45.538

$43,535

20/30
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Notes to Consolidated Financial Statements (continued)

5. Medical Claims Liability
Activity in the medical claims liability is summarized as follows:

1996 1995
(In Thousands)

Unpaid claims liability at beginning o fyear $ 151,387 $127,028
Add incurred accident and health claims related to:
Current, year 1,033,109 932,247
Prior years (7,939) (13,926)
Total incurred 1,025,170 . 918.321

Deduct paid accident and health claims related to:

Current year 876,093 789,970

Prior years 133,959 103,992
Total paid 1,010,052 893.962
Unpaid claims liability at end ofyear 166,505 151,387
Reinsurance recoverable — 743
Life reserves 4,605 9,298
Unpaid claims processing 5(173 3,895
Medical claims liability at end ofyear S 176,383 $165,323

As indicated in the foregoing reconciliation, the Company’s medical claims liability at
December 31, 1995 and 1994 decreased in the following year by $7.9 million and
$13.9 million, respectively, for claims that had occurred on or prior to those balance sheet
dates. Those reductions resulted primarily from the favorable settlement of claims
reported in prior years for amounts that were less than expected. No return premiums
were due as a result of the deductions in the medical claims liability. Adjustments made
to the medical claims liability for unpaid claims processing expense during 1996 and

1995 were immaterial.

Unpaid claims liability has been reduced for subrogation of $8.2 million and $9.1 million
as of December 31,1996 and 1995, respectively.

7

21130
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Notes to Consolidated Financial Statements (continued)

6. Federal Income Taxes
The provision for income tax expense (benefit) from operations consists ofthe following:

Year Ended December 31
1996 1995
(In Thousands)

Current:
Federal $(822) $(2,589)
State 69 151
(753) (2,438)
Deferred:
Federal 96S (1,467)
State 31 (19)
999 (1,486)
$246 $(3,924)

The tax provision for income tax differs from the amount of tax determined by applying
the federal statutory' rate o f 35% due to the following:

Year Ended December 31
1996 1995

(In Thousands)

Tax provision at statutory rate $(5,106) $(6,920)
Nontaxable affiliate 4,649 (1,210)
Alternative minimum tax rate adjustment 529 3,726
Other 174 480

$ 246 $(3,924)
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and Subsidiary and Affiliate

Notes to Consolidated Financial Statements (continued)

6. FederalIncome Taxes (continued)

At December 31, 1996, the Company bad net operating loss carryforwards of
$93.5 million available to offset future regular taxable income, if any, through the year
2003. Also, the Company has alternative minimum tax credit carryforwards of
$11.3 million available indefinitely to reduce regular federal income taxes. The
Company received refunds of federal income taxes of $4.3 million and $5.2 million
during the years ended December 31,1996 and 1995, respectively.

Deferred federal income taxes consist ofthe following:

December 31
1996 1995
(In Thousands)

Deferred tax assets:

Net operating loss carryforwards $32,736 $32,801
Minimum tax credit 11312 10,949
Deferred compensation 3,584 3,588
Postretirement benefits 5,987 5,525
Medical claims liability 2,095 4,245
Other assets 1,920 2,645
Total deferred federal income tax assets 57,634 59,753
Less valuation allowance 49,904 50.548
Deferred federal income tax assets, net 7,730 9,205

Deferred tax liabilities:
Net unrealized gain on available-for-sale

investments (1,743) (3,261)
Other (387) (927)
Total deferred federal income tax liabilities (2,130) (4,188)
Net deferred federal income tax assets $ 5,600 $ 5,017

19
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Notes to Consolidated Financial Statements (continued)

7. Employee Benefits
Defined Benefit Retirement Program

The Company has a defined benefit retirement program covering substantially all of its
employees. The assets are part of the Blue Cross and Blue Shield National Retirement
Trust which invests primarily in listed equity securities, U.S. Treasury Bonds and Notes,
U.S. Government agency securities, domestic corporate bonds, commingled real estate
funds, and short-term investments. Benefits are based on years of service and an
employee’s base salary at the beginning of the year. The Company’s funding policy is to
meet the minimum funding requirement of the Employee Retirement Income Security
Act of 1974 (ERISA). Contributions are intended to provide not only for benefits
attributed to service-to-date, but also for benefits expected to be earned in the future.

The following summary sets forth the funded status of the Company’s defined benefit
plan and amounts recognized in the Company’s consolidated financial statements:

December 31

1996 1995
(In Thousands)

Actuarial present value o f benefit obligation:
Accumulated benefit obligation, including vested

benefits 0 f$28,297 in 1996 and $27,880 in 1995 S29,432 $29,030

Projected benefit obligation for service rendered to date $37,639 $38,421
Less plan assets at fair value, primarily listed

fixed-income and marketable equity securities 39,346 32.849
Projected obligation (less than) in excess o f plan assets (1,707) 5,572
Unrecognized net transition asset at December 31 1,747 2,048
Unrecognized prior service cost 151 154
Unrecognized net gain (loss) from past experience

different from assumed experience 6371 (1,490)
Accrued pension cost included in other liabilities S 6362 $ 6,284

20
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Notes to Consolidated Financial Statements (continued)

7. Employee Benefits (continued)

The net pension cost of the Company’s defined benefit plan included the following
amounts which were recognized in the Company’s consolidated financial statements:

Year Ended December 31
1996 1995
(In Thousands)

Service cost o f benefit earned S2,028 $1,515
Interest cost on projected benefit obligation 2,721 2,271
Actual return on plan assets (5,524) (6,421)
Net amortization and deferral 2,498 3,473
Net periodic pension cost S$1,723 $ 838

At December 31, 1996 and 1995, the weighted average discount rate was 7.25%, and the
expected long-term rate of return on plan assets was 9%. At December 31, 1996 and
1995, the rate o fincrease in future compensation levels used in determining the actuarial
present value o fthe projected benefit obligation ranged from 3.5% to 7%.

Supplemental Retirement Program

The Company has a nonqualified defined contribution retirement program covering
executive management employees. Participants must have been employed by the
Company for at least one year and hold a position approved by the President and the
Board of Directors as having a significant corporatewide impart on accomplishing the
Company’s strategic goals and objectives. Company contributions are made to individual
participant accounts based upon percentages of an individual participant’s base salary as
approved by the Board of Directors. The expense related to this program was $291,000
and $167,000 for the years ended December 31, 1996 and 1995, respectively. DefeiTed
benefits relating to this program, which have been included in other liabilities, were
$4.1 million and $3.6 million at December 31, 1996 and 1995, respectively.

21
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Notes to Consolidated Financial Statements (continued)

7. Employee Benefits (continued)

The Company funds the deferred benefits o f this program through the establishment of a
separate deferred benefit trust. The fair value of the trust assets, which have been
included in Other investments, was S3.8 million and $3.3 million at December 31, 1996
and 1995, respectively. Realized and unrealized gains and losses from the assets included
in the trust accrue to the participants. However, participants only have an unsecured
interest in trust assets. In the event ofthe Company’s insolvency, trust assets can be used
to satisfy’ the claims of general creditors.

Savings Plan

The Company has a defined contribution retirement savings plan, pursuant to
Section 401 (k) of Hie Internal Revenue Code, for employees who have one year o f service
with the Company or another Blue Cross or Blue Shield plan, Participants may
contribute up to 15% of their compensation, as defined by the plan, with the Company
providing a matching contribution ofthe lesser of 50% of a participant’s contribution or
3% of a participant’s compensation, as defined under the plan. The Company made total
contributions o f approximately $969,000 and $093,000 to the plan for the years ended

December 31, 1996 and 1995, respectively.

Other Postrelirement Benefits

The Company provides certain health carc benefits for eligible retired employees.
Substantially all employees may become eligible for these benefits if they reach
retirement age while working for the Company. The costs ofthese benefits arc shared by
the Company and the retiree. The Company’s policy is to fund the cost of these benefits
in amounts determined at the discretion of management.

22
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7. Employee Benefits (continued)

The following table reconciles the plan's status with amounts recognized in the
Company’s consolidated financial statements:

December 3J
1996 1995
(In Thousands)

Accumulated postrctirement benefit obligation:

Retirees S12762 $13,102

Fully eligible active plan participants 395 315

Other active plan participants 2339 ' 2,132
Accumulated postTetircment benefit obligation 15,096 15,549

Unrecognized net gain 1,480 237
Accumulated postxetirement benefit obligation

included in other liabilities $16376 $15,786

Net other postretircment benefit cost included the following:

Year Ended December 31
1996 1995
(In Thousands)

Net other postrctirement benefit cost:

Service cost S 256 $ 386
Interest cost 1,063 1,092
Payments during the year (529) .. ,(595)
Net other postretircment benefit cost S 790 $ 883

Actuarial assumptions used to determine costs and benefit obligations at December 31,
1996 and 1995 include discount rates of 7.5% and 7% and health care cost trend rates o f
8.6% and 8.8%. respectively, decreasing to 6% after 13 years. A 1% increase in the
assumed health care cost trend rate for each year would increase the accumulated other
postretirement benefit obligation as of December 31, 1996 by $2,683,000 and the net
other postrctirement benefit cost for the year then ended by $358,000.

23

27/30



MAR-0G-SS 0G<25 FROM.M.S.D. 1D.20G G70 5575 PAGE 20/30

Blue Cross of Washington and Alaska
and Subsidiary and Affiliate

Notes to Consolidated Financial Statements (continued)

8. Leases

The Company’s rental expense for 1996 and 1995 was $2.7 million and $3.4 million,
respectively. The principal leases, all of which are operating leases, are for data
processing equipment, office equipment, and office space. The leases contain various
provisions for renewal options, sublease agreements, and lease cancellations with
nominal penalties.

Future minimum lease payments undernoncancelable operating leases atDecember 31,
1996 are as follows (in thousands): 1997 - $1,149;1998 - $826;1999 -$492; and 2000

and thereafter - $532.
9. Commitments and Contingencies

In November 1995, the Company filed with the State of Washington Office of Insurance
Commissioner (OIC) individual rate forms with January 1, 1996 effective dates (1996
Contracts). On Decembers, 1995, the OIC disapproved the individual rate filings and
issued cease and desist orders (Cease and Desist Orders) to prevent the Company from
implementing the 1996 Contracts.

The Company appealed the rate disapproval, as well as the Cease and Desist Orders in
administrative appeals. In an action in Thurston County Superior Court (Washington), an
order was issued permitting the Company to charge the approximate 12.5% rate increases
on the contracts at issue in that proceeding pending the Company's appeal of the
disapproval ofthe rate increases. Effective October 1996, the Company implemented its
12.5% rate increases. The entire portion of premiums relating to the 12.5% rate increases
for 1996 was recorded as unearned revenue at December 31. 1996 ($3.3 million) pending
the outcome of the proceedings. In March 1997, the OIC settled with the Company
allowing for the Company to implement the disputed rate increase.

As of December 31, 1995, without adequate rate relief, management had estimated the
Company would incur losses on various contract forms for individual health care policies
entered into with the Company’s insureds for which premiums were not sufficient to
cover estimated loss and policy maintenance costs using assumptions considered
indicative of future loss experience. The Company’s premium deficiency reserve was
$7.8 million as of December 31, 1995. As aresult of the above-mentioned rate increase,
no premium deficiency reserve was required at December 31. 1996.

24
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Notes to Consolidated Financial Statements (continued)

9. Commitments and Contingencies (continued)

Various lawsuits against the Company have arisen in the course of the Company’s
business, Contingent liabilities arising from litigation, income taxes, and other matters
are not considered material in relation to the financial position o fthe Company.

10. Agency Contracts

BCWA acts as a fiscal intermediary and subcontractor in administering certain health
care programs, including Medicare. Claim payments processed by BCWA for Medicare,
which are not included in the financial statements, were $1.2 billion for the years ended
December 31, 1996 and 1995. Revenue resulting from administering these programs, of
$4.6 million for 1996 and $4.4 million for 1995, has been offset against general and
administrative expenses. The revenue received from the Medicare program is subject to
final federal government approval, and any resulting adjustments are recognized in
current operations.

Medicare regulations require BCWA to use the checks-paid method for the Medicare
bank account. Under this method, the bank holds an irrevocable letter of credi' from the
U.S. Department of Health and Human Services and draws funds to cover Medicare
program cheeks as they are presented for payment. This method of payment results in
technical overdrafts of $30.8 million and S23.3 million at December 31, 1996 and 1995,
respectively. The technical overdrafts for Medicare are netted against the corresponding
receivables, which represent claim payments made by BCW A on the program’s behalf.

11. Statutory Reserves and Net Income from Operations

BCWA, SWL, PH&L, and HealdiPlus file regulatory reports and financial statements
with various state insurance commissioners in accordance with statutory accounting
practices prescribed or permitted by the respective state insurance departments.
Prescribed statutory accounting practices include a variety of publications o f the National
Association of Insurance Commissioners, as well 3s state laws, regulations, and general
administrative rules. Permitted statutory accounting practices encompass all accounting
practices, not so prescribed. The Company has no significant permitted statutory

accounting practices.
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Notes to Consolidated Financial Statements (continued)

11. Statutory Reserves and Net Income from Operations (continued)

Differences between statutory reserves and unassigned surplus, and statutory net income
and net worth and net income as determined on a generally accepted accounting
principles basis primarily relate to differences in accounting for postrctirement benefits,
net income ofsubsidiary and affiliate, deferred taxes, unrealized gains or losses on fixed-
income securities available-for-sale, and nonadmitted assets such as prepaid expenses and

certain furniture and equipment

A summary' of statutory reserves and unassigned surplus and statutory net loss for the

Company is as follows:

1996 1995
(In Thousands)

$128,089 $144,760

Statutory reserves and unassigned surplus
(3,671) (25,749)

Statutory net loss



ALASKA STATE

Hospital & Nursing Home

ASSOCIATION

HB 300

The Alaska State Hospital and Nursing Home Association represents all of the
community hospitals in the state. The Association wishes to state our strong
opposition to HB 300, specifically Sec 21.42.390. (a) (1) (line 07 and 08) and
(©)(2) (line 04 and 05).

This bill would take away one of the few options Alaska businesses have for
managing the cost of offering health insurance benefits to their employees-

contracting with hospitals for volume discounts.

The bill interferes with the right of a business to fully define the benefit package it

will offer. Italso interferes in the contracting relationship between purchasers

and providers.

Instead of providing choice we believe it will reduce the variety of health plan

options on the market.

The Association believes the net result will be higher health costs for everyone in

Alaska and more people losing health insurance.

319 Seward Sthert i/1l +Juneau, AK 99801 + (907) 386-1790 * Pax (907) 463-3573
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THOMAS G . HIPSHER, D.D.S.

March 24,1998

To: Representative Norman Rokeberg
Representative Tom Brice
Representative Joe Ryan
Representative John Cowdery
Representative Gene Kubina =10
Representative Jerry Sanders v
Representative Bill Hudson

RE: HB 300

| appreciate having had the opportunity to testify before the House Labor and Com rnerce
Committee on March 20,1998. After listening to the testimonies of both the insur mce industry
and organized labor, it appears that HB 300 will go down in history as the most
misunderstood bill in its time. Everyone interpreted this bill as “Any Willing Provider"
legislation. [f this were the case, then all of their arguments are absolutely correct {tnd | agree
100% that insurance premiums would have to rise because of the likely outflow ofjpaticnts from
closed panels of providers. Their argument would also be correct that labor would not retain the

power to bargain effectively with closed panels of providers

However, this is nM “Any Willing Provider” legislation. HB 300, in fict, docs just
the opposite. Labor absolutely retains their bargaining power with closed panels of providers
because there is a significant financial disincentive for people to leave Preferred Provider
Organizations and because of this, insurance premiums will not rise. What this legislation docs
provide to the patient is a non-discriminator/ outlet in the event that they feel they arc. being
mistreated by any means by doctors withm aclosed panel or by their insurance carrier. It
guarantees that if the patient has been harmed by virtue of decisions made by the insurance industry
or the treating doctor, that patient has legal recourse against the party that made the. decision. It
also guarantees that for a procedure, that if the patient elects to go outside the closed panel, llje
reimbursement for that procedure will be the same as if treatment was completed b, doctors within

the closed panel.

It further guarantees that if claims are reviewed by a consultant within the insurance industry, that
consultant must be licensed to practice in the State of Alaska. In this way, legal recourse for
inappropriate decisions made by third parties can be handled through the Attorney beneral's office.

| as a provider am not concerned about patients that elect to go to doctors within a £losed panel. In
fact, | respect their decisions based on their needs at that time. However, | am concerned that iT a
patient becomes disgruntled with the care that they are receiving, that they be able to go to the
provider of their choice and have the carc they need without any type of discrimination.

Sincerely,

w
'Thomas G. sher, P.E., D.D.S.

DIMOND CENTER TOWER 800 EAST DIMOND BOULEVARD, SUITE 3-415  ANCHOF AGE, ALASKA 99515
TELEPHONE (907) 349-5585
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March 20, 1908

TO: Rep. Norman Rokeberg
Mouse Labor and Commerc e. Chair
| AX (007) 405-2040

*ROM: Rena Anderson, RDH
President. Alaska State Dental Hvgienists* Assoc

P.O. Box 240247
Anchorage, AK 99524
IAX 909-248-6426

HI; HB 300

PAGES: ) including this co\er page
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Dear Rep. Rokeberg,

The Alaska State Dental Ilygienists’ Association would like to
express support for HB 300.

We feel HB 300 will benefit all Alaskans as it will allow
patients to continue to appoint with established and trusted health
care providers without the penalty of decreased payment benefits
from insurance providers.

Sincerely,

Rena Anderson. RDM

ASDMA — 119 f10X 740247 » ANCHORAGE, AK 79524 » PHONE (9071 vl9.)j51
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WM DOTSON DDS

9072603270

Wm. MARSHALL DOTSON. Jrl.. U.Ci.S.. PC
Practice Limited to Orthodontics

P O Box 3633
Sotdoma. Alaska 39669
(907) 262*3125

March 20, 1998
Dear Rep Norman Rokeberg

Please support CSK3 300 and move it cut of committee. Thi3
bil.l is in the best interest ol the public in that it suppo

Patients free choice cl”provider; the right to receive full
inlormation about treatment options; the right not to have
treatment reduced; denied or terminated without approval

of provider licensed in the state; and the right net to

be penalised for their choice of provider.

Wm Marshall Dotson DDS

01
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Mark and Rena Anderson
7502 Setrer Drive
Anchorage, AK 99502
FAX (907) 248-6200

Rep. Norman Rokeberg
Alaska Stare Capital
Juneau, Ak 99801-1182
FAX (907) 465-2040

RE: HB 300

Dear Rep. Rokeberg,

We would like to expressour supportand urge you ro pass

HB 300.
We feel HB 300 would be a benefit for all Alaskans. It will

allow all Alaskans to continue to have a choice in their health care
providers and will, most importantly, allow patients to continue
seeing trusted and established health care providers without a
penalty of decreased insurance payment bhenefit..

Insurance providers have said that they will have to raise
premiums to cover this additional payment to non-members of their
group. Itisour understanding that this percentage of non-members
is about 5%. If insurance companies decreased the amount payable
on the usual and customary fee by only $1.00, we believe that there
would be no need to raise premiums. Preferred providers will not
loose any income or benefit because they will continue to have

increased volume.
We appreciate your time and interest in this bill.

Sincerely,

Mark and Rena Anderson

.0



P.0. Box 102200, ASCHORIOC. ALASKA 90310-2200
PRESIDENT Phonu (007) 2744000
4*<CuY Ve PAV (907) 230%0037

March 20,1998

VIA FACSIMILE
(907) 465-2040

Representative Norm Rokeburg
House Labor and Commerce Committee

RE: HB 300

Dear Representative Rokeburg:

As an employer, | wish to express my opposition to HB 300. This makes absolutely no

business sense.

There are not many options for Alaska Businesses to adequately manage the cost of

health insurance benefits for their employees. Why would this legislature, so

committed to reducing our State budget, want to take away the same ability from those
of us in business who must work so hard to manage our own bottom line?

Please do not pass HB 300.

Sincerely,
THE HOTEL CAPTAIN COOK

President and General Manager
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Alaska Dental Society

3305 Arctic Blvd . Suile 102
Anchorage, Alaska 99503-4975
(907) 563-3003 * FAX: 563 3009

FAX MESSAGE

DATE: Thursday, March 12, 1998

SENT TO: Representative Norm Rokeberg, Chairman
House Labor and Commerce Committee

FROM: Martha A. Reinbold, Executive Director
FAX NUMBER: (907) 465-2040

TOTAL PAGES: One

Representative Rokeberg:

It has come to our attention that there is question regarding language in
HB 300 -the Patients’ Rights bill. Please know that the Alaska Dental
Society is in total support of the language in this bill as reported out of

House HESS.

"An Acl relating to patients® rights under health insurance; relating to review
of health insurance treatment plans; prohibiting certain health insurance

practices."

Thank you for all your continued efforts on behalf of this legislation.

Tim Woller, DDS, President, Alaska Dental Society
Robert W. Robinson 1l, DMD, Legislative Chairman, Alaska Dental Society

M arthn A. Roinbold, Executivo Director, Alnskn Dental Society



PHONEVESSACE era i
FOR ,S k

M Q scz*sfsall -
OF
PHONE ( ) 761 3°3°'T -7/ gxt.

1 fax 1 mobile 1 pager ( )
MESSAGE

. 9 sQD _

bAVERY" SIGNED

PHONEMESSASE  owresr. g
FOR 2

OF

PHONE 1f~7] EXT.
[ fax [ mobile [J pager

MESSAGE

tte*yljv*-fS C rzz”

(SLAVERY SIGNED



Bt\l BY: a-ia-aa : 14:14 :  luumbku.-u. loans-

N a tio n a l

BanlI®A lask? ©
Kathleen Sodertwg Corcorate Headquarters
&ogmlvo Vtoa Pistidont P.O. Bok 100600

Anchcfago. AK 99510-0600

Pnonu (907) 522-8888

March 12, 1998

Representative Con Bunde
Alaska State Legislature

State Capitol
Juneau, AK 99801-1182

Dear Representative Bunde,

As one of the largest employers in Alaska, National Bank 0fAlaska opposes CS
FOR HOUSE BILL NO. 300{HES), Alaska Patients’ Bill of Rights. We, like
many companies our size, are self insured and we share the cost of health
insurance with our employees. We work together with the employees to control
costs so that our employees are able lo afford health insurance. As proposed,
Sec.2. AS 21.42.390 (2) (c) (1) would prohibit us from negotiating price
concessions with various health care providers through preferred provider
networks and would in turn drive our health care costs and premiums up.

On the surface patients' rights seem very desirable. However, these benefits
must be funded and in most cases they will be funded through higl 2r premiums

paid by the employee.

Very truly yours,

Kathleen Soderberg
Executive Vice President
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Anchorage Midtown Dental Center

Telephone (907) 562-BA55

ponold EEBu* OMD P.O.
Fax (907) 562-0009

Ifhfl Lasllo Building
2905 0awsori Sl., Suite 101
IAnchoroge. Alaska 99503

Rep. Norman Rokeberg
jChairman
:Labor and Commerce Committee

(3/13/98

'Dear Norm,
1

It is very important to move CSHB 300 out of committee. The main provisions ofthe Bill
lgive patients free choice of health care providers. The Patients treatment should not be
reduced, denied or terminated, because the patient did not get approval of a licensed

provider the State of Alaska.
I I

Patients do not want Washington D.C. or other large insurance companies telling Alaskans
how they may be treater  Also, patients should not be penalized for his or her choice of

Health Care Providers

Sincerely,.

Don E. Burk DMD
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RALPH B. FERIANI, D.D.S.

A Prnfi'winiial Corporation

DAL An tic Boulevard. Suite )(>I
Anrlwraiic. Alaska 1)95(U
Phone 907/561-3154

Dear Representative
1

Please move CSHB '>00 out of Committee: It’s a good bill and the right thing to do.

Thank-you.

Ralph B. Feriani, D D.S. j

1 Eatierts fr?echoice of health care provider - including specialists
2 patjerts®nghj to receive full information about treatment options
3 patie/;ts;_-_ir]Jht pot to have treatment reduced, denied or terminated without approval
of ,i provider licensed in this state" (can suggest this wording)

A. patten- srijih- >0t to be penalized for his/her choice of provider

ui
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Author: Forest@alaska.net (Moeller And Bedore) at CC2MHS1
Date: 3/15/98 8:33 PM

Priority: Normal

TO: Representative Norman Rokeberg at LAA_TRANS

Subject: HB 300

Dear Representative Rokeberg:

I am concerned that the people of Alaska not be subject to the “cost
containment®™ measures which have reduced the quality of services available
to so many people in the rest of the US. We should not buckle under to the
pressures of insurance companies which do not have the patient"s best

health at the top of their ledger sheets. Patients should not be penalized
for seeking out providers they trust and with whom they can develop
lifelong relationships. HB 300 will guarantee patients®" choice of provider

and not force them to accept substandard treatment for purely insurance
profit motives.

Please support this critical health Bill.
Respectfully,

Gary A Moeller, DDS
Juneau, Ak.


mailto:Forest@alaska.net

iMren racincenaoaonticoMe0ac. nr 00j'vyo/ j QHWD 0lWLCrit

Dear Representative Rokeberg.

As President Of the Anchorage Dental Society along with my partner and past
President of the Anchorage Dental Society, we would like to encourage you to take
action on HB 300. This "Patients’ Bill of Rights" is important legislation that will provide

for protection of the basic rights of patients.

The main points of this bill are that the patients are able to maintain (heir
freedom of choice in choosing their health care provider. This bill would also enable
all patients to receive full information about their care including all treatment options. A
provision would also prevent an insurance administrator out of state from altering or
denying treatment. It is vital that a treament plan agreed upon by both the patient and

provider not be altered without the approval of provider licensed in the state
It io important to undorotand that thio ioa Potionto Righto Dill. Itio dooo not

pertain to fees or payment. It is to ensure that a patient not be penalized for their

choice of provider.
We encourage you to take action on this bill and move it out of committee. We

would like to see the rights of all patients protected!

Sincerely.

Douglas J. L 'ten. D.M.D.
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March 17, 1998

House Labor and Commerce Committee

Juneau, AK re: CS for HB 300

B 122
Dear Rep. Rokeberg,

| urge you to pass on to the next committee assignment CS for HB
300. This legislation is not about my fees or insurance companies or
health care costs. It is about patient’s rights. It is about you and your
families’ right to choose a doctor (I'm a doctor-not a provider) that you
are comfortable with. A doctor that practices in this state and doesn’t
micro-manage your care from Seattle or Little Rock. It is about you and
your lamilies’ right to hear about al the options for treatment, not just
the ones your HMO can use to minimize their costs (and maximize
shareholders profits). I'm a GP. | should be able to send you or members
of your family to a specialist without penalty if that is what we ( you

and | ) deem necessary.

Please also pass SB 122 as written (without Blue Cross' amendment
that exempts insurance companies from claims of Unfair Discrimination).

Sincerely,

Michale L. Boothe, DDS
19961 Birchwood Loop
Chugiak, AK 99567



Author: ScullyMJ@alyeska-pipeline.com (Scully; Matthew J.) at CC2MHS1
Date: 3/17/98 3:29 PM

Priority: Normal
TO: Representative Norman Rokeberg at LAA_TRANS, Representative Vic Kohring at LAA_TRANS,

Representative Con Bunde at LAA_HBUN
Subject: FW: HB 457

Matt
"Challenge Conventional Wisdom ............... if it"s the former, it"s

often not the latter."
Edgar Freemount 111

From: Scully, Matthew J.

Sent: Tuesday, March 17, 1998 3:23 PM

To: "Con Bunde®; "Norm Rokeberg®"; "Vic Kohring"
Subject: HB 457

Just a short note of my strong support for this bill regarding project
labor agreements. If | understand it correctly, it would simply
provide for more competitionfor state construction contracts and very
likely save us many millions (perhaps 25%) in construction costs. We
can"t afford to continue to be spending more money than we have to
just to satisfy some special interest groups.

It seems to me it would also fulfill our constitutional requirements
of " equal opportunity and equal protection under the lav;". It would
eliminate what I consider tobe a flagrant form of discrimination!
Please support this bill andget it on itsway to the Governor.

As a separate issue, | also support efforts to eliminate the totally
unnecessary 1% for arts program.

Thanks.
Matt

*VVVVVVVVVVVVVVVVVVVVV

"Challenge Conventional "Wisdom .......i.o.... if it's the former, it"s
often not the latter."”
Edgar Freemount 111

vV V Vv V
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Author: simsa@alaska.net (Thomas Hipsher) at CC2MHS1
Date: 3/17/98 5:31 PM

Priority: Normal
TO: Representative Norman Rokeberg at LAA_TRANS, Representative John Cowdery at LAA_TRANS,

Representative Bill Hudson at LAA_CAP, Representative Joe Ryan at LAA_TRANS,
Representative Jerry Sanders at LAA_TRANS, Representative Tom Brice at LAA_TRANS,
representative_gene_kubina@legis.state.ak.us at CC2MHS1

Subject: House Bill 300-Patient"s Bill of Rights

I urge you to support HB 300. This bill 1is not about protecting an
insurance compan/f£s control over patients and doctors in their
profiteering methods of controlling costs at the patient level Ly

denying treatment and the coverage for such treatment. ItEs not about
protecting doctors from the insurance companies whose mission it is to
involve the world in managed care. It/Es not about trying to undermine

the contractual relationships that various companies, hospitals and
insurance companies have with patients, providers and businesses that
buy and sell standard indemnity and managed care products.

With healthcare becoming a Wall Street commodity, this bill is about
protecting the basic rights of individuals and forever eliminating the
financial and medical discrimination that goes on every day with regards
to obtaining dental and medical care in this state. Everyone that is
covered by any type of health benefit plan should have the absolute
right to seek treatment from any provider that they choose and seek the
type ot treatment that 1is most appropriate to their needs based on a
full disclosure of all treatments available for their particular
situation. In doing so, if the treatment selected is covered by the
benefit plan, then the patient should be able to seek reimbursement for
that treatment regardless of who they see as a provider. Also,
reimbursement should be at the same level regardless of the provider
that rendered the treatment. Anything less is financial discrimination.

If a patient has treatment denied by an insurance company for any

reason, it is imperative that the review be conducted in a timely manner
by a doctor licensed in this state due to variations 1in treatment
philosophies depending on the area where the treatment was conducted

versus where che reviewing doctor resides and who they work for. In
many cases, treatment is routinely denied as a means of delaying
payment. IfT such practices occur, the patient should have the right to
seek legal recourse against the insuran company or plan administrator.
America was built on the concept of freedom. HB 300 1is a bill to

protect our freedoms as healthcare consumers.
Respectfully submitted,

Thomas G. Hipsher, P.E., D.D.S.


mailto:simsa@alaska.net
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IGREGORY T. GRUBBA, D.D.S.
General Dentistry

4200 Lake Otia Parkway, Suite 301 * Anchorage, Alatka 00508
(007) 562-1958

March ].O, 1998

Dear Mr. Roheberg:

ABboth a health care consumer and health care provider Thave \ duable insight regarding
many emerging trends which affect the quality of life for all who utilize the health care

system

| urge you to aid myselfand others who have come to expect high quality health core by
moving CSHB 300 out of committee.

Tliis bill ensures the patients free choice of any health care provider and more importantly
ensures patients rights to receive full information regarding treatment options.

This bill attempts to curtail "denial of treatment by "paper pushers" in far away places" by
requiring any denied or terminated treatment be OK'd by a stale licensed provider.

1
Lastly, this bill stressed that patients not be penalized for their choice of provider.

Again, lurge you to move this bill out of committee

Sincerely.
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ROBERT J. BAUDER, D.M.D.

]
3C275 Kenai Spur Highway
Soldotna, Alaska 99669
Telephone: (907) 262-8404
March 19,1998
Representative Norman Rokeberg
Chairman -
Fax: 907-465-2040 J',S~*baj

Re: HB 300 "Patients' Rights Bill"

Dear Re”..esentative Rokeberg:

| would ask that you give serious consideration to supporting HB 300 "Patients’
Rights Bill."

| feel that without your support every person in Alaska who has dental benefit
coverage will be in a potentially compromised situation.

This bill should establish the rights of patients in Alaska to:

1) choose the health care provider of their choice

2) receive professional advice wich full and comprehensive
consultations, not limiting dentists disclosure to those options dictated

by third party payers

3) review of insurance treatment claims by an Alaskan licensed
dentist, not an insurance trainee

4) receive their full insurance benefit without being discriminated

against because of their choice of providers.

Sincerely,

Robert J. Bauder, D.M.D., A.P.C.
Past President
Kenai-Kodiak Dental Society
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PROVIDENCE HEALTH SYSTEM
Position Regarding HB 300

“Managing” or coordinating health care is no different than the process this
Legislature is following to balance the State budget:

The ChOICE of your constituents is to have all their wishes funded, but you
must work hard to carefully prioritize according to greatest need versus
funds available and reach agreement between all the players.

In the same way, purchasers of health care (usually employers) can no longer
offer carte blanche health care coverage. With limited resources they are

attempting to use their dollars wisely.

« This means more careful decisions in purchasing.

+ 1 means more oversight of the process when care is needed.

» It means that in some cases choices become limited in order to live within
budget restraints--just as the Legislature sets its own limits.

HB 300 could severely handicap efforts to contain health care costs.

Here’s the language that concerns us:
Sec. 231.42.390(a) "A health care insurer may not include in the health

care insurance plan or contract a provision that
(prohibits a covered person from obtaining health care services

from a health care provider of the person’s choice, including a
specialist;...”

and
(c) “A health care insurer may not

(1)directly or indirectly reimburse a covered person at a diffe.ent
rate because of the person’s choice of provider.”

Basically this bill ends to our ability to offer employers “preferred provider”
discounts in return for patient volume from their employee base.

We do understand the public's concern for choice, but believe they forget the
choice begins with the primary purchaser--f/?e €M p|0y€rwho pays the greatest
share of the premium cost. And like you, in the Legislature, they are in the

LETTERS OF OPPOSITION



position of having to live within their budgets-including selection of employee
health benefits that meet those constraints.

THE PROVIDENCE PERSPECTIVE:

It has been pointed out by some that Providence and all health care providers
will benefit if these pieces of legislation passed--we wouldn’t have to offer
discounts! But this a) goes against our historic commitment to provide
affordable, accessible health care to Alaskans and b) undermines and interferes
with our relationships with our customers.

To date we estimate at least 138,453 Alaskans benefit from such discounting
provided by Providence owned or affiliated hospitals in this state. (And we’re still

counting.)

Additional comments:
Sec. 21.42.390 (a) (1), line 7.
1 This obviously limits a health plan from fully defining the benefit package
it will offer-including which providers will be included in its network thus
impacting utilization management and referral authorization procedures.

This will only lead to increased health care costs.

2. For good or bad, managed care organizations have dramatically
reduced health care expenditures in this country. In 1996, heaith care
inflation was only 1.9 percent, down from double digit inflation just a few

years ago.

3. Health plans have been able to do this through a variety of means such as
(a) price competition - discounts given in return for volume
(b) benefit plans that encourage good health and appropriate utilization
(c) utilization management when subscribers are receiving medical care
(d) referral authorization (for specialists) based upon predefined clinical

protocols.

4. Currently, the market provides people with a choice. They can select an
insurance plan that provides them witn open access to all providers and
benefits or they can choose a managed care plan with its related
limitations. The primary difference is usually cost.

5. As noted previously, both (a) (1), line 7 and (c) (1) line 3 and 4 of page 2
eliminate key components of managed care and will return us to the
traditional indemnity plans. The only things we will accomplish are limited
insurance plan choices in the market and higher prices in exchange for
unrestricted personal choice.



We have few problems with other portions of this bill and in fact agree
wholeheartedly with (a) (2) enabling "full information from the person’s health
care provider regarding the care or treatment options that the health care
provider believes are in the best interests of the person”.

However, because H” POO undermines all proven measures to contain health
care costs, we urge you not to pass this bill.

Janet Oates

Director of Marketing &
Government Relations
907 261-4947
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THE PROVIDENCE PERSPECTIVE:

It has been pointed out by some that Providence and all health care providers
will benefit if these pieces of legislation passed--we wouldn’t have to offer
discounts! But this a) undermines our relationships with you our valued
customers and b) goes against our historic commitment to provide affordable,
accessible health care to Alaskans.

The Providence response to this hill given in testimony to the House Health,
Education and Social Services Committee is attached. So far we have been the
only organization to testify against it. The hill has been passed on to the Labor
and Commerce Committee.

Contact House Ldbor and Commerce Committee regarding HB 300.

No doubt you are following other key pieces of legislation through the Session,
but It is extremely important that legislators understand the magnitude of
this particular issue. To date Providence estimates at least 138,453 Alaskans
would be negatively impacted by this legislation (and we’re still counting).
Please contact legislators and let them know this hill will affect your business by
undermining proven measures to contain your health care costs.

Fax or call members of the House Labor and Commerce Committee giving them
the number of employees and subscribers covered now under your health plan.
Many of you have good numbers on cost containment you have achieved
through negotiated health care coverage discounts. This would be excellent

information to give as well.

We will also keep you posted on scheduled hearings. We need folks down at
the Legislative Information Office to testify.

House Labor and Commerce Committee Members:

Norm Rokeberg, Chair 4654954, FAX 465-2040

Jonn Cowdery, 465-3879, FAX 465-2069 -fvsA-P
Bill Hudson, 465-3744, FAX 4652273

Joe Ryan, 465-3875, FAX 4654588

Jerry Sanders, 465-4945, FAX 4653476

Tom Brice, 465-3466, FAX 465-2937

Gene Kubina, 4654859, FAX 465-3799

SB 197

SB 197 has similar intent although dealing in hypotheticals since the language
specifically addresses HMOs (which as yet don’t exist in Alaska). You will be
interested in the chiropractic section which essentially allows chiropractors to be
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UNITED STATES OF AMERICA
FEDERAL TRADE COMMISSION
Washington, d.c. 205680

omxof
CWSUUCR AND
COWtTDOM ADVOCACY

February 4, 1993

The Honorable Joseph P. Mazurek

Attorney General of the State of Montana
Justice Building

Helena, MT 59620

Dear Mr. Attorney General:

The staff of the Federal Trade Commissionl is pleased to
submit this response to your request for views on the possible
competitive effects of maintaining in place the recently-enacted
"any willing provider™ law, which 1is set to sunset in July 1993.
This law limits the ability of preferred provider organizations
("PP0Os"™) to arrange for services through contracts with health
care-providers, by requiring a PPO to enter a contract with any
provider willing to meet the terms the PPO sets. By preventing
PPOs from limiting the panel of providers, the law discourages
contracts with providers in which lower prices are offered in
exchange for the assurance of higher volume. Although the law
may be intended to assure consumers greater freedom to choose
where they obtain services, it appears likely to have the
unintended effect of denying consum®.-rs the advantages of cost-
reducing arrangements and limiting cheir choices in the provision

of health care services.

£. Interest and experience of the Federal Trade Commission.

The Federal Trade Commission is empowered to prevent unfair
methods of competition and unfair or deceptive acts or practices
in or affecting commerce.2 Pursuant to this statutory mandate,
the Commission encourages competition in the licensed
professions, 1including the health care professions, to the
maximum extent compatible with other state and federal goals.

For several years,”he Commission and its staff have investigated
the competitive effects of restrictions on the business practices
of hospitals and state-licensed health care professionals.

1 These comments are the views of the staff of the Federal
Trade Commission, and do not necessarily represent the vie"/s of
the Commission or any individual Commissioner.

215 U.S.C. § 41 et seq.
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The Commission has observed that competition among third-
party payors and health care providers can enhance the choice and
availability of services for consumers and can reduce health care
costs. In particular, the Commission has noted that the use by
prepaid health care programs of limited panels of health care
providers 1is an effective means of promoting competition among
such providers.  The Commission has taken law enforcement
action against anti-competitive efforts to suppress or eliminate
health care programs, such as health maintenance organizations
("HMOs"), that use selective contracting with a limited panel of
health care providers/ The staff of the Commission has
submitted, on request, comments to federal and state government
bodies about the effects of various regulatory schemes on the
competitive operation of such arrangements/ Several of these

Federal Trade Commission, Statement of Enforcement Policy
With Respect tc Physician Agreements to Control Medical
Prepayment Plans, 46 Fed. Reg. 4B982, 48984 (October 5, 1981);
Statement of George W. Douglas, Commissioner, On Behalf of the
Federal Trade Commission, Before the Subcommittee on Health and
the Environment of the Committee on Energy and Commerce, United
States House of Representatives, on H.R. 2956: The Preferred
Provider Health Care Act of 1983 at 2-3 (October 24, 1983);
Health Care Management Associates. 101 F.T.C. 1014, 1016 (1983)
(advisory opinion). See also Bureau of Economics, Federal Trade
Commission, Staff Report on the Health Maintenance Organization

and Its Effects on Competition (1977).

See, e”™., Me_dica”Service Corp. of Spokane County. 88
F.T.C. 906 (1976); American Medical Association. 94 F.T.C. 701
(1979), aff ¥ as modified. 638 F.2d. 443 (2d Cir. 1980), aff"d by
an equally divided court. 455 U.S. 676 (1982); Forbes Health
system Medical Staff. 94 F.T.C. 1042 (1979); Medical Staff of
Doctorsl Hospital of Price George®"s County. 110 F.T.C. 476
(1988); Eugene M. Addison. M.P., Il F.T.C. 339 (1988); Medical
Staff of Holv Cross Hospital. No. C-3345 (consent order, Sept.
10, 19S1); Medical Staff of Broward General Medical Center. No.
C-3344 (consent order, Sept. 10, 1991); see also American Society
of Anesthesiologists, 93 F.T.C. 101 (1979); Sherman A . Hope.

M.D.. 98 F.T.C. 58 (1981).

3 The staff of the Commission has commented on a
prohibition of exclusive provider contracts between HMOs and
physicians, noting that the prohibition could be expected to
hamper pro-competitive and beneficial activities of HMOs and deny
consumers the 1improved services that such competition would
stimulate. See, e.g. . Letter from Bureau of Competition to David
A. Gates, Commissioner of Insurance, State of Nevada (November 5,

1986).
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comments have addressed "any willing provider"” requirements for
health care service contracts.6

. Description of Montana > "Any Willing Provider" Lav.
Montana law permits "preferred provider" agreements between
providers of health care services and health care insurers
relating to the amounts charged and the payments to the
providers.7 The law apparently extends to agreements with all

kinds of health care providers: hospitals, professional

practitioners, pharmacies, and other providers of health care

services.

The "any willing provider" requirement is a temporary
adopted in 1991. It requires that an
insurer establish terms and conditions to be met by providers
wishing to enter such agreements.8 Any provider willing to meet
those terms and conditions must be permitted to enter an
agreement with the insurer that set them. This "any willing
provider"”™ requirement is 6et to terminate July 1, 1993. At that
time, unless the requirement is extended by legislative action,

provision, which was

The 6taff submitted comments to the Massachusetts House of
Representatives concerning legislation that would have required
prepaid health care programs to contract with all pharmacy
suppliers on the same terms (or offer subscribers the alternative
of using any pharmacy they might choose), noting that the bill
might reduce competition in both pharmaceutical services and
prepaid health care programs, vraise costs to consumers, and
restrict consumers®" freedom to choose health care programs.
Letter from Bureau of Competition to Representative John C.
Bartley (May 30, 1989, commenting on S.B. 526). The staff has
submitted similar comments on similar legislation in
Pennsylvania, New Hampshire, and California. Letter from
Cleveland Regional Office to Senator H. Craig Levis (June 29,
1990, commenting on S.B. 675); letter from Office of Consumer and
Competition Advocacy to Paul J. Alfano (March 17, 1992,

commenting on H.B. 470); letter from Office of Consumer and

Competition Advocacy to The Honorable Patrick Johnston (June 26,

1992, commenting on S.B. 1986).

7 Mont. Code Ann., Title 33, Ch. 22, Part 17 (1991).
* Mont. Code Ann. 533-22-1704 (Temporary). These terms and
condition.® may not be discriminatory; however, the law permits

differences cmong geographic regions or specialties, or
differences among institutional providers, such as hospital*!,

that result from individual negotiation.



01-20-90 14*23 FROM* ID. PAGE  3/4

The Honorable Joseph P. Malurek
Page 4

the PPO law will explicitly deny that an insurer must negotiate
or enter into agreements with any specific provider or class of

providers.9

This comment will focus on how "any willing provider"
requirements limit contracting between providers and third-party
payors, and cn how this Ilimitation is likely to affect
competition and consumers. The actual effects of Montana®s law
may be difficult to gauge, because i1t has been in effect only for
a short time. The expectation that the requirement would end
soon may have affected how providers and PPOs have dealt with

each other. Thus, this comment 1is based on general principles,
rather than Montana®"s particular experience.

1. Competitive importance of programs wusing limited-provider

panels.

Over the last twenty years, financing and delivery programs
that provide health care services through a limited panel of
health care providers have proliferated, in response to
increasing demand for ways to moderate the rising costs
associated with traditional fee-for-serviee health care. These
programs may provide services directly or arrange for others to
provide them. The programs, which include HMOs and PPOs,
typically involve contractual agreements between the payor and
the participating health care providers. Many sources now offer
liraited-panel programs. Even commercial insurers, which in the
past did not usually contract with providers, and Blue Cross or
Blue Shield plans, which do not usually limit severely the number
of providers who participate in their programs, now frequently
also offer programs that do limit provider participation.

The popular success of programs that limit provider
participation appears to be due largely to their perceived
ability to help control costs. Economic studies have confirmed
that, under health care arrangements that permit selective
contracting, competition helps to moderate cost increases. 10 In

9 Mont. Cede Ann. S33-22-1704(3).

10 Studies have examined the competitive effects of

selective contracting, 1in particular California®s experience with
permitting hospitals to contract selectively. See, e.g.f J. C.
Robinson and C. S. Phibbs, An Evaluation of Medicaid Selective
Contracting in California, 8 J. Health Econ. 437 (1989). This

6tudy found that shifting from cost-re.imbursement to permitting
selective contracting moderated increases in hospital costs,

particularly in more competitive local markets. This study
- (continued...)
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addition, subscribers may benefit from broader product coverage
and lower out-of-pocket payments that these cost savings may make
possible. Competition among different kinds of third-party payor
arrangements, including those that lim it provider participation
and those that do not, should ensure that cost savings are passed
on to consumers. This principle would apply to all types of
health care payment programs and health care providers.

Hospitals compete, ultimately, for the business of patients.
A hospital may pursue the business of subscribers to PPO or HMO
programs by seeking access to those subscribers on a
preferential, or even an exclusive, basis. The hospital may
perceive several advantages to such arrangements. A preferential
or exclusive arrangement may assure the hospital of enough
patients to make possible savings from economies of scale, for
example, by spreading fixed costs over a larger volume of sales.
At a minimum, it could facilitate business planning by making
sales volumes more predictable. The arrangement may reduce
transaction costs by reducing the number of third-party payors
with whom the hospital deals, and may reduce marketing costs that
would otherwise be incurred to generate the same business. To
get access to the business and the advantages represented by
these programs, hospitals compete with each other, offering lower
prices and additional services, to get the payors' contracts.

Third-party payors find such arrangements attractive because
they benefit from the providers' competition. Lower prices paid
to providers could mean lower costs for a third-party payor. Not
only might the amounts paid out for services be lower, but in
addition administrative costs might be lower for a limited-panel
program than for one requiring the payor to deal with, and make
payments to, all or most of the providers doing business in a
program’'s service area. A payor might find it easier to
implement cost-control strategies, such as claims audits and
utilization review, if the number of providers whose records must
be reviewed is limited. And lower prices and additional services
would help make the payor's programs more attractive in the
prepaid health care market.

Consumers too may prefer limited-provider programs if the
competition among providers leads to lower premiums, lower
deductibles, or other advantages. Consumer preference for

10(.. .continued)
concentrated on Medicaid experience; however, further studies
based on private health insurance experiences confirm these
findings. See, e.g.. D. Dranove et al.f Is hospital competition
wasteful? Rand J. Econ., Summer 1992; see al3o0 G. Melnick et al.,
The Effects of Market Structure and Bargaining Position on
Hospital Prices, 11 J. of Health Economics 217 (Oct. 1992).



