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FINAL REPORT OF THE JOINT HEALTH INSURANCE PLANNING
COMMITTEE ON THE MEDICALLY UNINSURABLE

I. Formation and Mandate of thg Committee

In 1991, the 40th Arizona Legislature passed House Bill 2049, (Chapter
258). The bill established a 15-member Joint Health Insurance Planning Committee
on the Medically Uninsurable.

Laws 1991, Chapter 258, Section 1, required the committee to examine and
make a specific recommendation relating to:

l. the feasibility of adopting the recommendations of the National
Association of Insurance Commissioners’ (NAIC) Health Care Insurance
Access Working Group of the Accident and Health Insurance Committee.

2. the participation of medically uninsurable citizens in health insurance
benefit programs contracted for or subsidized by this state.

3. the mandatory participation of health insurance carriers licensed to do
business in this state 1in providing coverage for the medically
uninsurable.

4, the creation of a risk pool for the medically uninsurable, including
specific consideration of medical Toss ratios, exclusions, limitations and
solvency of existing state sponsored risk pools.

The committee was also charged with identifying specific funding mechanisms to
accomplish any of its recommendations.

Senator Cindy Resnick and Representative Karen Mills were selected to co-
chair the 15-member committee. Other legislators assigned to the committee were
Senator James Henderson, Senator Jim Buster, Representative Ruth Eskesen and
Representative Peter Goudinoff. Other members appointed to the committee were:
1) Susan Gallinger, Director, Az. Department of Insurance 2) Dr. Len Kirschner,
Director of Arizona Health Care Cost Containment System 3) Steven Barclay,
Attorney 4) Phyllis Ethridge, R.N., St. Mary’s Hospital and Health Center 5)
Kathy Haake, Salt River Project 6) Raena Honan, Programs Analyst, Association
for Retarded Citizens of Arizona, Inc. 7) Barbara Hopkins, public member 8)
Andrea Lazar, Az. Blue Cross/Blue Shield, and 9) Elizabeth McNamee, Vice-
President, Northern Region, Intergroup of Arizona.



[I. Summary of Committee Meetings

November 12, 1991 Meeting

The Joint Health Insurance Planning Committee on the Medically Uninsurable
met initially to hear presentations on alternatives being considered on the state
and national levels for providing access to health care insurance for the
medically uninsurable.

Susan Gallinger, Director of the Arizona Department of Insurance, presented
the National Association of Insurance Commissioners’(NAIC) on-going study on
methods for providing access to health coverage for the medically uninsurable.
The NAIC is considering two approaches to this health care insurance problem: the
Prospective Reinsurance Method and the Allocation Method. Ms. Gallinger informed
the Committee that the NAIC was in the process of reworking their draft
proposals. The NAIC is expected to adopt final recommendations in December,
1991. Ms. Gallinger stated that the Department of Insurance will be supplying
the Committee with a copy of these final recommendations.

The committee heard a presentation by Mr. Frank Chow, from the Joint
Legislative Budget Committee, on the feasibility of financing a health care risk
pool with lottery revenues. Research by JLBC staff revealed that:

1) Additional lottery games designed to finance a high risk pool would
cannibalize sales of existing games and the General Fund and the Economic
Development Fund would suffer revenue losses.

2) Lottery Pick sales are not a stable source of revenues. Lottery revenues
declined dramatically in FY 1991 and it is estimated that lottery sales
will continue to fall in the future.

Based upon these findings, JLBC staff does not recommend using lottery
revenues to supplement financing of a high risk pool. Appendix A contains
information JLBC distributed to the Committee.

Mr. Barry Wong, Regional Vice President, Governmental Affairs, Cigna
Corporation, reported that Cigna supports the development of pools for the
uninsurable. Cigna believes risk pools should be viewed as the insurer of last
resort for the medically uninsurable because third parties will have to subsidize
the health care costs. Cigna also advocates that excess losses in the pools
should be funded by a broad based source, such as general tax revenues.

Mr. Wong presented the Committee with the following statistics regarding
risk pools:

1) 25 states have risk pools. Collective enrollment is 76,873 people.

2) The 17 state pools which have been active long enough to pay claims, pay
over $185 million per year for 67,972 enrollees. Average payment is
$2,726.30.

3) For this coverage, enrollees pay premiums of over $107 million. The $77
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million loss is compensated by subsidies.

Andrea Lazar, Vice President, Government Relations, Blue Cross/Blue Shield
of Arizona, informed the Committee that 500,000 peopie in Arizona have no health
insurance. Forty percent of workers in businesses with fewer than 10 employees
are uninsured. Blue Cross/Blue Shield of Arizona supports the small group
Allocation model. Attachment B contains a summary of Ms. Lazar’s slide
presentation on the small group market and a comparison of the Allocation and
Prospective Reinsurance methods.

Finally, the committee heard a presentation by Doug Hirano, with the
Arizona Department of Health Services, on Michigan’s AIDS Insurance Assistance.
Pilot Program. The program is designed to assist AIDS patients who are no longer
able to work to retain health insurance coverage. Mr. Hirano informed the
Committee that the average cost for AIDS patients is about $30,000 per year.
Attachment D contains a summary of the purpose, restrictions and requirements for
obtaining federal monies for a state AIDS Insurance Assistance Pilot Program.

At the conclusion of the meeting Senator Resnick established the following
four ad ho¢ subcommittees and chairpersons and asked that these groups report

" back to the full committee in early January:

Allocation Method - Cochairmen: Senator Cindy Resnick,
Representative Karen Mills. Members: Andrea Lazar and Barbara Hopkins.

Reinsurance Method - Cochairmen: Senator Jim Buster and Barry
Wong. Members: Don Issacson and Henry GrosdJean

High Risk Pooling - Cochairmen: Representative Ruth Eskesen and

Raena Honan. Members: Senator Jim Buster, Representative Peter Goudinoff,
Barbara Hopkins and Phyllis Ethridge, R.N..
Group Affordability - Elizabeth McNamee and Kathy Haake.

January 21, 1992 Meeting

The committee met to hear the subcommittee reports and make its
recommendations.

Subcommittee Reports

The Group Affordability Subcommittee members were unable to attend
the meeting. Instead, they provided written findings (Appendix E). The
subcommittee members indicated that insurance reform is a step in the right
direction but is not enough in itself to assure the affordability of health care
coverage. The subcommittee presented the following health care reform proposals:

1) Proposals should define core benefits emphasizing
prevention, early intervention and the efficacy of
diagnostic and therapeutic services.

2) The health care industry should reduce the need for care
by promoting healthy lifestyles and providing only
necessary services.

3) Proposals should streamline administrative processes.
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6)

Individuals should take responsibility for their health.

Guidelines should define the necessary and appropriate
services for a certain condition. Physicians should
provide appropriate and cost effective care.

Align the financial incentives for payors, providers and
consumers for efficient use of resources.

The Allocation Method Subcommittee recommended that the legislature

consider the NAIC Small Group Health Insurance Availability Act, or Allocation
Method. (Appendix F - Allocation Model Subcommittee findings. Appendix G -
Summary of NAIC Small Group Health Insurance Availability Act - Allocation
Model.) The subcommittee found the Allocation Model will:

stabilize and moderate rate increases.

1imit and harmonize preexisting condition limitation
periods.

ensure portability.
require the private health insurance market to integrate

high risk groups into their larger risk pool according
to each carrier’s pro rata market share.

The High Risk Pooling Committee studied several options and made the

following recommendations (see Appendix H):

1)

Regarding a buy-in to the Health Care Group, the
subcommittee recommended:

a) the expansion of the Health Care Group statewide.

b) that Health Care Group permit businesses to
purchase Health Care Group coverage without a
waiting period when an uninsurable employee or
dependent significantly increases the business’
health insurance costs or forces the business to
purchase significantly lesser coverage.

c) that the Health Care Group not compete with
private industry.

Regarding a buy-in to AHCCCS, the committee recommended
that the legislature:

a) permit individuals and families with no other
options to purchase AHCCCS coverage.

b) prohibit dumping of medically uninsurable
employees by employers who cover their employees

4

]

-

i



in comparable categories.

c) establish benefits, <coverage and premjums
comparable to high risk pools in other states.

d) provide for medical case management for very high
risk cases.

3) Regarding high risk pools, the committee felt the
creation of another risk pool would be duplicative. The
committee prefers including the uninsurable population
in the AHCCCS or state employee pool.

4) Regarding a buy-in to the state employee pool, the
committee recommended that the state try to save money
through bid selection, negotiations or self insurance.
The State should use the savings to subsidize health
insurance programs for the medically uninsurable.

The Prospective Reinsurance Model Subcommittee recommended that the
legislature study and analyze both the Prospective Reinsurance and Allocation
Models before either is adopted. (Appendix I - Prospective Reinsurance
Subcommittee findings. Appendix J - Summary of the Prospective Reinsurance
Model. Appendix K - NAIC Small Employer Health Insurance Availability Model Act
(Prospective Reinsurance With or Without an Opt-Out.)




I11. Recommendations of the Committee

The committee agreed that all the subcommittee proposals merit further
debate. Instead of endorsing one proposal, the committee recommended that the
proponents of each proposal draft legislation. Senator Resnick and
Representative Mills assured that the bills would be heard.

The committee also recommended that if one of the NAIC Small Employer
Health Insurance Models is introduced, the size of the groups will increase from
3 -25 to 3 - 50.



Appendix A

JLBC Fiscal Analysis of Financing High Risk
Insurance Pools with Lottery Revenues.
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"FINANCING HIGH RISK POOLS WITH LOTTERY REVENUES"
A PRESENTATION GUIDELINE
TO
THE JOINT HEALTH INSURANCE PLANNING COMMITTEE
ON THE MEDICALLY UNINSURABLE

November 12, 1991
by JLBC Staff

OUTLINE:

(1)

(2)

(3)

(4)

(3)

(6)

Fiscal note on House Bill 2310 as introduced during the first
regular session.

FY1990 Scratch game sales. Key point: additional games will
cannibalize sales of existing games. General Fund and Economic
Development Fund will suffer revenue losses.

Graph of INSTANT GAME SALES. Key point: sales pattern is not
stable.

Graph of LOTTERY PICK SALES. Key point: sales pattern is not
stable and is now declining.

Graph of GENERAL FUND REVENUES FROM LOTTERY SALES. Key point:
revenues declined dramatically in FY1991] and is estimated to
fall in the future.

JLBC staff does not recommend using Lottery revenues to
supplement financing of a high risk pool.



Fiscal Note
BILL # HB 2310 TITLE: high risk heaith insurance pools

SPONSOR: Eskesen, et al STATUS: As Introduced

REQUESTED BY: House PREPARED BY: Brian C. McNeil/Frank S. Chow

FISCAL YEAR

1991-92 1992.93
EXPENDITURES

General Fund Cannot be determined.
Health Insurance Risk Pool Fund Cannot be determined.

REVENUES

General Fund - Lottery $(1,600,000) $(1,800,000)
Commerce and Economic Development

Commission Fund (325,000) (390,000)
Health Insurance Risk Pool Fund - Lottery 1,950,000* 2,193,800*
Health Insurance Risk Pool Fund - Premiums 0- Cannot be

determined.

* Represents the midpoint of a range of estimates
P po £

FISCAL ANALYSIS

Description

The legislation creates a Health Insurance Risk Pool Board that will design and direct a risk pool for uninsurable
Arizonans. The legislation sets forth a general plan of operation, board duties, eligibility criteria, pool
administration language, and coverage limitations. The pool is to be supported with premium collections and
revenue from 2 new lottery games. The legislation also creates a Health Insurance Risk Pool Fund to consist of
the Board’s share of revenue from the new lottery games, premium collections, and donations.

Estimated Impact
Given the lack of any actuarial work on this project, the Staff is unable to produce a sound estimate of

expenditures. Additionally, without more concrete information on the plan being proposed, we are unable to
obtain an estimate of actuarial expenses. In terms of revenue, the Staff assumes that 80-90% of the sales from the

additional lottery instant games will occur at the expense of existing games whose proceeds are earmarked for the
General Fund and the Commerce and Economic Development Fund. The Staff is unable to determine an amount
in FY 1993 associated with premium collections.

(Continued)



Assumptions

*  Beyond claims activity, which wouid begin in FY 1993 and make up the largest program expenditure, the Staff
assumes that the Board will require staffing and actuarial services at least during FY 1992. Based on
conversations with other states, a minimum of $25,000 should be budgeted for actuarial expenditures with
additional monies required if there is to be actuary involvement in the development of the plan of operation
and/or other program tasks. The amount of staffing for the Board depends on a variety of factors, not the
least of which is how much work the Board contracts out to an actuary/consulting firm. If a complete plan is
to be presented during the 1992 legislative session, though, we believe that there will probably have to be
some staff or consuitant expenditures.

¢ Revenue Assumptions

A review of Lottery sales data since FY 1989 revealed an acute substitution pattern between the Economic
Development Fund and General Fund instant games. Concomitantly, total sales from both games have
not increased significantly from the time period when only the General Fund instant game was played.
This suggests that any new sales revenue from the introduction of additional games is probably minimal
Lottery sales from all instant games are projected to remain flat for FY 1992 and grow by 10% in

FY 1993.

The new instant game will be marketed in the same manner as the Economic Development game in which
the first game of the fiscal year is introduced in October and ends in December, while the second game
begins in January and continues until June -- lasting a total of nine months.

The substitution effect from the new instant game is estimated to reduce General Fund and Economic
Development Fund Lottery revenues by 10% each.

The effective date of this bill is assumed to be October 1, 1991.

Local Government Impact

Cannot be determined from available information.

Other Estimates

The Staff is aware of some preliminary cost estimates done by one of the groups supporting the legislation. The
estimates are not supported by any actuarial work and we believe they are, at best, problematic.
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FY1990 SCRATCH GAME SALES
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ECONOMIC
INSTANT DEVELOPMENT

Jul. 1989 3,906,884

Aug. 3,189,830

Sep. 3,830,688

Oct. 2,194,070 3,250,000

Nov. 3,426,745 450,000

Dec. 2,779,840 465,075

Jan. 4,280,516 550,000

Feb. 3,525,366 700,000

Mar. 4,106,069 1,035,000

Apr. 2,985,667 350,000

May 3,401,326 1,700,597

Jun. 1,846,763 927,921

Conclusion: additional games will cannibalize existing games
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LOTTERY PICK SALES
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Appendix B

Summary of Blue Cross/Blue Shield of Arizona’s Presentation
on Small Group Markets and the Allocation Method.



SMALL GROUP HEALTH INSURANCE

| Blue Shield MARKET REFORM
' of Arizona :

10/91

Of the 500,000 Arizonans who are without health insurance, approximately 80 percent are employed

or are the dependents of workers. Most notably, almost 40 percent of those working in a business with
fewer than ten employees are uninsured in Arizona.

While the cost of insurance coverage is the primary reason small employers have not purchased an

employee benefit plan, some are unable to purchase insurance because of factors such as the health
condition of their employees, occupation and geographic location. Key problems are:

The overall cost of insurance coverage.

Adverse selection.

Lack of availability of insurance through rejection of whole groups or individuals within groups.
Lack of limits on the use of a group’s health status or claims experience in setting its rates.

Lack of assurance of continuity of coverage because of a cancellation of high-risk groups by some
carriers.

Blue Cross and Blue Shield of Arizona believes there are a number of private sector initiatives

that would help address these problems and ensure availability and access in the small group
market. They are:

Guaranteed availability through the NAIC’s allocation model law.

Rating reforms that restrict carriers’ rating practices in the small group market, such as the NAIC’s
model act.

Guaranteed renewability that prohibits cancellation of coverage because of poor claim experience.

Enforcement is essential along with the inclusion of Multiple Employer Welfare Associations
(MEWAs) in any reform measures.

Availability of lower cost coverage that can be achieved through exemption of state-mandated
benefits.

Blue Cross and Blue Shield of Arizona is committed to helping Arizonans receive access to

affordable health care services. For more information on these reform programs, we encourage you to
contact our Government Relations department at 864-4506.
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SMALL EMPLOYER ACCESS TO PRIVATE HEALTH INSURANCE

Blue Cross and Blue Shield of Arizona

September 1991




Of the 500,000 Arizonans who are without health insurance,
we know that approximately 80% are employed or are the
dependents of workers. Understanding that the size of the work
place has a direct relationship to uninsured status, we also
know that in Arizona almost 40% of those working in a business
with fewer than 10 employees are uninsured.

While the cost of insurance coverage is the primary reason
cited by small employers as the reason they have not purchased
an employee benefit plan, some small employers are unable to
purchase insurance coverage because of factors other than cost,
including the health condition of their employees, occupation
and geographic location.

Blue Cross and Blue Shield of Arizona believes there are a
number of private sector initiatives that, when coupled with

legislative reform, would help ensure availability and access
to coverage in the small group market.

Problems in The Small Group Market.

The problems in the small group market can be tied to two

fundamental issues: adverse selection and the high cost of
coverage.

To understand why health insurance for small employers has
become less available and affordable in recent years, it is
necessary to understand the concept of adverse selection.
Adverse selection occurs when a carrier enrolls a
disproportionate number of people who are higher risk than

average - - that is, people who are more likely to use health
services.

The small group market is beset by adverse selection for
the following reasons:

L] Small employers, much more than large employers, tend
to purchase coverage because of an immediate or
anticipated need for health care services by the
employer, a family member or an employee. The
employer may drop coverage when that need has passed.

° Small employers tend to contribute less toward the
cost of coverage than large employers. As a result,
not all their employees elect coverage. Those that do
elect coverage tend to have more need for health care
services than employees covered by large employers.
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Typlcally, carriers with more llberal enrollment practices
experience an "adverse selection spiral.* Their enrollment
practices attract hlgh-r1sk enrollees who cannot obtain
coverage from other carriers. As a result of the increased
cost of covering these enrollees, the carrier must, in turn,
charge higher premiums. Then, the carrier‘'s lower-risk
subscribers, who can find better-priced coverage elsewhere,
leaves the carrier. When the carrier raises premiums again to
reflect the hlgher cost of the higher-risk enrollees that
remain, the carrier loses the next lower-risk tier of enrollees

to its competitors. In this way, the risk pool of the carrier
gradually deteriorates over time.

In a competitive market, carriers that accept all small
groups, or have even marginally more liberal enrollment
practices, find themselves with a worse mix of risks--and

consequently higher premiums--than carriers than have been more
selective.

To avoid these high risks, some carriers refuse to cover
certain groups or individuals within groups. While many
carriers use health status of employees as a basis for
rejection, some carriers also reject groups based on their
occupation or geographic location, because these factors are
perceived as indicators as a group's future utilization.

Concern about adverse selection has resulted in changes in
rating practices that have made it more difficult for some
small groups to purchase coverage. An early practice of Blue
Cross and Blue Shield Plans was to charge every subscriber in a
given area the same price for coverage--a practice known as
community rating. In this way, the cost of coverage for groups
with the poorest health risk was kept at the most affordable
level possible. However, under this approach, lower risk
enrollees have only subsidized the cost of higher-risk

enrollees and paid much more than the cost of services they
received.

As competition increased in the health insurance market,
commercial carriers began to offer experience-rated coverage
for larger employers. That is, they began to set premiums for
large groups based on those groups' own costs. This meant that
for the first time, lower risk groups could purchase coverage

from other carriers at premiums more closely reflecting the
cost of their own employees.

This phenomenon occurred first among large employers who
had become increasingly unwilling to subsidize the coverage of
other groups. Experience rating represented the first step
towards segmentation of the health insurance market and the

loss of subsidies for the less stable parts of the insurance
market.



The passage of the Employee Income Retirement Security Act
of 1974 (ERISA) gave large employers another opportunity to
lower their health benefit costs by providing incentives to
drop insurance in favor of self-funding their health benefits.
In this way, employers could avoid costs of state requlation,
including mandated benefit and provider laws, premium taxes and
subsidies of state risk pools. These incentives further
segmented the health insurance market and eliminated almost all
remaining cross subsidies. Currently, 40% of the group health
insurance market is self-funded.

Until recent years, most carriers used community rating
with demographic adjustments or limited experience rating in
setting rates for small groups. The demographic factors used
to adjust community rates include age, sex, geographic location
and sometimes occupation.

By adjusting community rates to account for these factors,
more competitive premiums could be offered to some
subscribers. For example, on average, 55-year old males cost
four times as much to cover as males under age 30. Carriers
might balance the need to keep premiums attractive for younger
subscribers with the need to keep coverage affordable for older
subscribers by setting the premiums for the younger subscribers
at half the price available to the older subscribers. These
demographic adjustments do not reflect actual health experience
of individuals or groups. Rather, they will reflect the
historical health care utilization of males and females of
younger and older people, of people living in different areas
and engaged in different occupations.

Carriers with a disproportionate number of high-risk
enrollees need to make these kinds of adjustments to be able to
offer competitive premiums. And by attracting and keeping a
good mix of risks in the insurance pool, carriers are able to
keep premiums affordable for high risk enrollees.

However, the prevalence and intensity of experience rating
has accelerated in the small group market in recent years,
thereby placing the price of coverage out of reach for some
high-risk groups. This change has been propelled by the same
interest as in the large group market--namely, the demands of
employers for lower premiums. And as overall health care costs
have risen, so too have these demands, resulting in a wide
range of premiums that can be charged to small groups. While
these wide spreads make coverage more affordable for low-~risk
groups, they also result in premiums for some groups that are
unaffordable.
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Carriers' renewal practices in the small group market also
have evolved over time. While it once was very uncommon for a
small group to be dropped from coverage because of poor
experience, many carriers now routinely refuse to renew small
groups for this reason. These groups may be unable to obtain

other ‘insurance coverage if they are considered too high risk
to 1insure.

Similarly, some carriers have entered the small group
market in Arizona only to leave it as soon as profit reaches
potential. In the more than 50 years Blue Cross and Blue
Shield of Arizona has provided insurance coverage to Arizonans,

the company has witnessed competitors cancel whole blocks of
business.

While some current enrollment rating and renewal practices
create coverage problems for small employers, many more small
employers have difficulty purchasing insurance coverage because
of its cost. 1In addressing the problem of the underlying cost
of coverage, it is important to understand there are many
components of health care cost increases. These include:
practice patterns of providers, consumer demand for health care
services, new technology, demographic changes, cost associated
with medical malpractice and excess capacity.

In addition, there are other factors that make the cost of
small group coverage in Arizona higher than similar coverage
for large groups, including:

° The cost of state mandates. Small employers must
purchase insurance that includes coverage of state
mandated benefit and provider laws which add to the
cost of coverage. In addition, insurance coverage for
small employers also includes the cost of state
premium taxes. Large employers can avoid these costs
by self-funding their health benefits.

. A smaller base of employees and premiums over which to
spread expenses. Health insurance contracts entail
certain fixed expenses, such as enrollment and
marketing costs, resulting in higher expenses as a
percent of premium for small groups.

° High turnover of small group contracts. Carriers tend
to lose 3% to 5% of small group enrollment per month.
This is due in part to the marginal profitability of
small business, which results in high failure rates.
High turnover also leads to higher administrative
costs because groups that drop coverage frequently
leave before a carrier can fully recoup the cost of
enrollment.



In summary, the key problems in the small group market are

as follows:

® The overall cost of insurance coverage.

° Lack of availability of insurance, which arises
because some carriers reject whole groups (or
individuals within groups) because of health status,
occupation or geographic location;

° Lack of coverage that limits the use of a group's
experience on health status or claims experience in
setting its rates; and

] Lack of assurance of continuity of coverage because of
a cancellation of high-risk groups by some carriers.

BLUE CROSS AND BLUE SHIELD OF ARIZONA SUPPORTS A VARIETY OF
PROGRAMS TO ADDRESS EACH OF THE PROBLEMS OUTLINED ABOVE.

1.

Guaranteed Availability. Blue Cross and Blue Shield of
Arizona supports guaranteeing the availability of private
coverage for all employers by establishing a program that
will require each carrier to accept its fair share of
employers that have been turned down f£or coverage in the
marketplace. We believe that the model law being
considered for adoption by the National Association of
Insurance Commissioners (NAIC) that ensures small group
access to coverage by allocating risks among insurance
carriers meets three critical criteria: (1) Risk
management; (2) Minimize financial impact; and (3)
Marketplace equity.

Rating reforms. Blue Cross and Blue Shield of Arizona
supports imposing restrictions on carriers' rating
practices in the small group market, such as those recently
adopted by the NAIC in the Model Act on Premium Rates and
Renewability of Coverage for Health Insurance Sold to Small
Employers.

The NAIC model addresses the problem of risk-based rating
which, as noted earlier, can result in rates that are
unaffordable for some small groups. The rating reforms do
not limit the use of demographic adjustments but they do
limit the extent to which a group's own experience can be
used in setting its rates. In this way, carriers abilities
to set rates that more closely reflect a group's experience
will be balanced with a need to subsidize the rates for
higher risk groups.
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3. Guaranteed renewability. We also support the NAIC Model

Act's prohibition against cancelling coverage of groups
because of poor claim experience.

4. Enforcement. We believe adequate enforcement is essential
to the success of any of these approaches. Of particular
importance is the inclusion of Multiple Employer Welfare
Associations (MEWAs) in any reform measures. If these
entities were not subject to market reforms along with
other carriers, more and more of the insured small group
market would be encouraged to move to these entities and
thereby render any "reform” largely meaningless.

5. Availability of lower cost coverage. In response to the
high costs of small group coverage, we strongly support
state legislation to exempt insurance sold to small
employers from state-mandated coverage, benefit and
provider requirements. And we believe that the insurance

industry has a responsibility for developing lower-cost
products for small employers.

10435/VGOV
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Appendix C

Summary of Risk Pool Features from 25 States that have
Implemented a State High Risk Pool Program.
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RISK POCL FEATURES

California:

Active: 1991

% paid bv insured: tba

Funding: cigarette and tobacco oroducts surtax fund
Limits: $20 nillion cap

Cost per member: tba

Colorado:

Active: 1991

% paid by insured: tba

Funding: income tax surcharage nf $2 if income aver $15.000

Limits: 3 vears for funding mechanism

Cost per member: tbha
Note: Emplovers are required to contribute the same
amount for an emplovee in the pool as their other
workers.

Connecticut

Active: 1976

% paid by insured: 39%

Funding: assessments to insurance industry

Limits: $2S5S0 benefits for normal labor/delivery

Cost per member: $5267 _
Note: Includes non-risk policvholders.

Florida:
Active: 1983

% paid by insured: 53%

Funding: general fund/assessments to industrv
Limits: caprped enrollment

Cost per member: $3929

Georgia

*not yet active

Funding not decided upon

Limits: annual cap of $100,000 in individual benefits
Cost per member: tba

Illinois
Active: 1989
%2 paid by insured: 37%
Funding: general fund
Limits: cap on membership @ 4500
Cost per member: $3131
Note: Includes non-risk policvholders.



Indiana

Active: 1982

% paid by insured: 51X

Funding: assessments to insurance industry w/tax credits
Limits: transplant benefits limited

Cost per member: $5328

Iowa

Active: 1987

¥ paid by insured: 65%

Funding: assessments to insurance industrv w/tax credits
Limits: maternitv is optional

Cost per member: $3571

Louisiana

tnot yet active

Funding: daily hospital surcharge of $1 outpatient $2 inpatient
for insured patients + lottery if enacted

Limits: tbha

Cost per member: tba

Maine

Active: 1988

% paid by insured: 37%

Funding: assessment of all Maine hospitals
Limits: membership cap @ 600

Cost per member: $3476

Minnesota

Active: 1976

% paid by insured: S07%

Funding: assessments to insurance industrvy
Limits: PPO

Cost per member: $2016

Mississippi

xnot yet active

Funding: health insurer $! per member per month assessment,
except governments

Limits: tba

Cost per member: tba

Missouri

rnot yet active

Funding: assessments to insurance industry w/tax credits
Limits: PPO

Cost per member: tba

- W ea
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Montana

Active: 1987

% paid by insured: 96%

Funding: assessments to insurance industry for losses
Limits: no alcohol or drua treatment benefits

Cost per member: $2166

Nebraska

Active: 1986

¥ paid by insured: 51%

Fundinag:r assessments to insurance industry w/tax credits
Limits: PPO :

Cost per member: $3004

New Mexico

Active: 1988

% paid by insured: Sl¥%

Funding: assessments to insurance industry w/tax credits

Limits: maternityvy benefits optional

Cost per member: $4289 :
Note: Employers must pay the same amount as their non-
risk workers to the pocol and provide same benefits to
high risk worker’s dependents as other dependents.

North Dakota

Active: 1982

% paid by insured: 57%

Funding: assessments to insurance industry w/tax credits
Limits: chiropractic optional

Cost per member: $2702

Oregon

Active: 1990

¥ paid by insured: 47%

Funding: general fund start up, then assessments to industry
Limits: $2 million expenditure limit

Cost per member: $2359

S. Carolina

Active: 1990

X paid by insured:

Funding: assessments to insurance industrv w/tax credits
Limits: $5S million cap, AIDS excluded

Cost per member: $1610

Tennessee

Active: 1987

% paid by insured: 76¥

Funding: general fund and assessments to insurance industrvy
Limits: $3 million cap/2 years

Cost per member: $3459



Texas

xnot yet active

Funding: assessments to insurance industrv

Limits: 12.5% cost limit for administration and fees
Cost per member: tba

Ut ah

Active: 1991

% paid by insured: tba

Funding: general fund start up costs then self funding

Limits: $2 million start up

Cost per member: tbha
Note: Employers must contribute same amount for a high
risk worker as for their other workers.

Washington

Active: 1981

%2 paid by insured: 57%

Funding: assessments to insurance industry w/tax credit
Limits: n/a :

Cost per member: $2965

Wisconsin
Active: 1981
% paid by insured: 46% A
Funding: assessments to insurance industry w/general fund subsidy
Limits: n/a
Cost per member: $2481
Note: Low income policvholders receive a subsidy.

Wyoming

Active: 1991

% paid by insured: 19%

Funding: assessments to insurers w/tax credit under $1 million
Limits: sunset provision June 1995

Cost per member: $1153

Data source: Aaron Trippler, Communicating for Agriculture
Compilation: Raena Honan, ARC
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Appendix D

Summary of the Purpose, Restrictions and Requirements of the Title

[T HIV Care Grant Program of the Ryan White Comprehensive AIDS Resources
Emergency Act of 1990.



THE TITLE O HIV CARE GRANT PROGRAM OF THE C.A.R.E. ACT

The Ryan White Comprehensive AIDS Resources Emergency (C.A.R.E.) Act of 1990 (Public
Law 101-383) adds a new Title XXVI to the Public Health Services Act (42 U.S. Code 300ee
et seq.). The C.A.R.E. Act has four Parts. Part B provides assistance to States under what is
commonly referred to as the Title II HIV Care Grant Program. Title I is administered by the
Bureau of Health Resource Development (BHRD), Health Resources and Services Administration
(HRSA), Public Health Service (PHS), Department of Health and Human Services (DHHS).

At the State level, the statute specifies that Title IT programs are to be administered by the State
public health agency.

TITLE 1T ING P

-~

Title II provides financial assistance to States to enable them to improve the quality, availability

and organization of health care and support services for individuals and families with HIV
disease. States may use funds to:

1) Establish and operate HIV care consortia within areas most affected by HIV
disease that shall be designed to provide a comprehensive continuum of care to
individuals and families with HIV disease, in accordance with the provisions
specified in the Section 2613, Grants To Establish HIV Care Consortia;

2) Provide home-and community-based care services for individuals with HIV
disease in accordance with the provision specified in Section 2614, Grants For
Home-and Community-Based Care;

3) Provide assistance to assure the continuity of health insurance coverage for
individuals with HIV disease, in accordance with the provisions in Section 2615,
Continuum of Health Insurance Coverage; and

4) Provide treatments, that have been determined to prolong life or prevent serious
deterioration of health, to individuals with HIV disease, in accordance with the
provisions specified in Section 2616, Provision of Treatments.

States may use funds awarded under Title II only for the specific program components described
above as defined in the C.A.R.E. Act. States are not required to implement all four of these
program components.

c\Q:r.white.dh



N M OF HEALTH INSURANCE COVERAGE

Purpose:

A State is permitted to use funds to establish a program of financial

assistance to assist eligible low-income individuals with HIV disease to:

1Y)
2

Restriction;
1)

2)

Maintain a continuity of health insurance; or

Receive medical benefits under a health insurance program, including risk
pools.

A State is pot permitted to use funds to pay:
Any costs associated with the creation, capitalization, or administration of
a liability risk pool (other than those costs paid on behalf of individuals
as a part of premium contributions to existing liability risk pools); and

Any amount expended by a State under Title XIX of the Social Security
Act. :

Requirements: A State which intends to use Ryan White Title IT funds to continue
health insurance coverage must demonstrate to HRSA that it has established a program
which assures that:

1)

2)

e\2:r.white.dh

Funds will be targeted to individuals who would not ot.herwxse be able to
afford health insurance coverage; and

Income, asset and medical expense criteria will be established and applied
by the State to identify those individuals who qualify for assistance.
Information concerning these criteria will be made public.
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GENERAL INFORMATION ABOUT

THE AIDS INSURANCE DEMONSTRATION PROJECT

Private insurance provides a first line of dafanse for moest individuals in
meeting most health care costs. Tha State of Florida appropriated general
ravenue funds for the demonstration of Stata funding of privactae health {asur-
ance premiums for pecple who are HIV symptomatic or have AIDS. As people who
are HIV symptomatic or have AIDS bacome too incapacitatad to work, loss of
employment could jeopardize their ability to pay for their own health insurance

premium through their employar (Group/COBRA) or a privately purchased (individ-
ual) policey.

The AIDS Insurance Demonatration Projact (AIDP) is available for residants of
Broward and Monroa Counties. Tha AIDP is being implemented through a Communicy
Based Organization (CBO) in each of the two counties. Center One in Broward
County and AIDS Help in Monroe County will be rasponsible for the collection of
information raquirad for partieipation and for the payment of premiums to
insurance carriers. (The maximum assiatance available is $500/month/parcici-
pant.) Center Cna and AIDS Help are both not-for-profit CBOs that play an
active role in providing their community’s AIDS/HIV symptomatic population with
an assortment of sarvices ranging from case management to intaks, social and
finaneial counseling. With these rasourcas at hand, each agency is equippaed to
assess eligibility for the AIDS Inaurance Demonstration Project.

In addiction to having a diagnosis of AIDS or being HIV symptomatic, partici-
pants in the AIDP must also maat the following critaria:

* gsuffer a loss of thelr principal employment;

* currently have health insurance coverage under a group,
individual or COBRA policy;

* have a household income aqual to or less than $1,049/month ($1,405
for a family of two);

* have cash assets equal to or less than $4,500 (§5,500 if
married);

* be willing to sign a Release of Information Statamanc, a
Physician's Statement of Diagnosis and Employability and
the Applicant’s Data Collaction form.

Health Council of South Florida, Inc. (HCSF) is responsible for the adminiscra-
tion and evaluation of the AIDS Insurance Demonstration Projact. HCSF is a
voluntary, not-for-profit corporation serving Dade, Broward and Monroa Coun-
ties. The purposa of the Council is to provida effective healch plamning for
the area by promoting development of health sarvicaes, manpower and facilitiag
which meat identified health neads in & cost effective manner, reduce ineffi.
ciencies and implement the area health plan.

(continued)
Form #AlDP-01
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Research and investigation carrifed out by the HCSF staff found that similar
programs, operatad by the Departmenc of Social Services, are currently in
various stages of development in other states across the country, such as
Michigan, New York and Washington. Although not a naw concapt, Florida is tha
first stace to implement this type of program through Community Based Organiza-
tions which are usually the first source of assistance to persons who are HIV
symptomatic or have AIDS.

If you are a rasident of Broward or Monrce County and {ntsrested in participat-
ing in the AIDS Insurance Demonstration Project, you may contact:

CENTER ONE AIDS HELP?, INC.
2518 West Oakland Pk. Blvd. P. 0. Box 4374
Ft. Laudardale, FL 33311 Key West, FL 33041
(305) 485-7090 . (305) 296.6196
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AIDS INSURANCE ASSISTANCEZ PROGRAM
PROCGRAM DESCRIPTION

INTRODUCTION

The AIDS Insurance Assistance Program is a pilot program operated
by the Michigan Department of Social Services (MDSS). The
program is designed to assist people who, because of AIDS related
disease, are unable to continue working, and thus may lose their
health insurance,.

The program will assist any qualified person to pay for any
health insurance they have. The program deces not purchase or
provide insurance for people who do not have insurance to start
with.

The Program began October 1. 1989 in Wayne, Oakland, and Maééﬁb

counties. -

LEGISLATIVE BACKGROUND .

Section 1626 of the DSS Appropriation Act for FY 88/89 (Act 322
of the Public Acts of 1988) required the following:

"The department of social services shall develop a proposal to
identify potential medicaid recipients who test HIV positive and
pay their insurance premiums so that they can maintain their
health insurance policies. The proposal shall be approved by the
house and senate appropriations committees before being
implemented."

A proposal was developed by the Department of Social Services,
and received legislative approval on May 30, 19889.

SIZE OF TARGET POPULATION

- The target population is those persons who, because of HIV

related disease, may soon be unable to continue working, and thus
may lose health insurance provided either through an employer, or
privately purchased. With no insurance, and high medical bills
most of these would soon become Medicaid eligible. These are
pecrsons for whom it would be cost effective for the State to
maintain insurance.

The size of tke population can be estimated using Michigan
Department of Public Health (MDPH) data regarding the number of
full blown AIDS cases expected to appear in the future. It can
be assumed that virtually all those with full blown AIDS are too
ill to work, however in the fairly recent past they would have
been, although suffering from HMIV related disease, still able to
work. We thus estimate the target population for a point in time
by looking at how many full blown cases are expected twelve
months later, .
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The target population is those persons with AIDS, with insurance,
who would have become Medicaid eligible. To estimate its size we
take the expected number of Medicaid eligible AIDS cases, and
reduce it to account for cases that probably had no insurance.
Data te do this are as follows: ‘

1. MDSS data indicates that about 50 percent of all AIDS
cases become Medicaid eligible.

2. MDPH data indicate that IV 'drug use accounts for about 28
percent of total cases. We assume that these cases never
had insurance, and all went on to become Medicaid
eligible. '

3. MDPH data indicate that pediatric cases account for two
percent of all cases. We assume that half of these become
Medicaid eligible but would have had no insurance to start
with. Pediatric cases who have insurance would have it
through a parent, and would not be in a position to lose
employment based insurance.

4. MDPH data indicate that about 4 percent of total cases had
an undetermined transmission mecde. We assume half of
these cases went on to become Medicaid eligible, and of
the Medicaid eligibles, half had no insurance.

The target population can thus be estimated b¥ taking the total
number of cases and removing those who were either non-Medicaid
(50%), IV drug users (28%), pediatric without insurance (l%), or
undetermined transmission mode without insurance (l%). The
result is to remove 80 percent of total cases. Or conversely,
the estimated target population equals about 20 percent of new
AIDS cases.

The total program population will equal new cases, plus cases
that were eligible from previcus time periods. For 1390 we
assume that all the 1989 eligibles will continue. We assume that
"half of 1990 eligibles will survive into 1991. Total estimated
program population is as follows:
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ESTIMATED
SIZE QOF TARGET POPULATICON

(1) (2) (3) (4)
Size of ,
Target Cases Total
New *  Population Carried Program
AIDS (Col. 1 from) Over From Pep.
YEAR Cases* Next year Previous (Col. 2 +
X .2) Year Col. 3)
1989 : 31** 0 31
1990 628 176 31 207
1991 882 236 104 340

1992 1,182

*Pased on MDPH projections. New cases equals the average of the
MDPH pessimistic and optimistic projections multiplied by 70%.

About 70% of statewide cases occur in Wayne, Qakland, and Macomb
countijies.

**The program began October 1, 1989 so we have assumed only one

quarter of the annual target population would appear in 1989,
The number 31 equals 628 X .2 X .25

COST ANALYSIS

Average total Medicaid cost of treating a patient with AIDS is
approximately $1,600 per month. The monthly premium cost for
private insurance will vary greatly depending on the coverages.
However, the price for an individual to participate in the State

Health Plan available for state employees is approximately
$135.00 per month.

-—

For the buy-in concept to be cost effective for the State, the
State must avoid buying in for too many individuals who either
would have maintained coverage at their own expense, or
individuals who would have been forced to spend-down their own
assats before qualifying for Medicaid.

The table below indicates the approximate maximum cost of the
program, and also what savings would occur if the program

successfully javoided Medicaid expenditures for the target
population.
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COST ANALYSIS
INSURANCE ASSISTANCE PROGRAM

COST PROJECIIONS FOR EXPANDING PROCRAM S'TATEWIDE
Current Number of Potential Eligibles Statewide

As Of 6/6/90 there were 41 people enrolled in the program. Data
from the Department of Public Health indicates that about 70
percent of all cases of AIDS are in Wayne, Oakland, and Macomb
countles. Assuming that the 41 people represent 70 percent of the
statewlde number, statewide enrollment would be about 59 people.
The number would probably be somewhat higher than this because
persons who contract AIDS via IV drug use are probably more
concentrated in Southeast Michigan than outstate. We have assumed
that these persons tend not to qualify for the program because they
are less likely to have insurance to start with. The total nunber
of potential eligibles in the state may therefore bo about 65,

Future Number of Eligibles Statewide

To date cnrollment levels have grown bf about five persons per
month. If we assume this represents only 70 percent of possible
growth, then possible growth would be about seven people per month.
During the next twelve months enrollment could therefore rise to
about 100 people statewide.

L]

Savings

Assuming there are 100 people in the program per month, total
monthly savings would be 3135,796, or annual ‘total savings of 81.6
million, The State savings would be $51,784 per month, and
8621,408 per year,

BASIC DATA

Total enrollment as of 6/6/90 is 41 people. Since the program
began 10/1/89, four enrollees have died, and fwo have returned to
work. One enrollee moved ocut of state and thus was disenrolled.
Tota) amount paid for premijums is $38,415.84

A
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COS! EXPERIENCE, NOVEMBER B9-APRIL 90

We have used & conservative and simple method of assigning costs
based partly on self reporting and partly on the services uniformly
needed by a person with AIDS. While this method does not reflect
the true experience of the program, it clearly demenstrates the

positive bencfit to cost ratio. The details of the methodology are
described in the attachment. /

Each person in the program is required to submit a monthly report
form ldentifying medical services they obtained and describing
their financial status. During the months from Novembor through
April we received 104 monthly report forme from 29 people. This
represented a return rate of about 75 percent.

The report formé indicate that 23 of these people would have been
Medicaid eligible, and six would not. The ¢ost analysis assumes
that without the Insurance Assistance Program, Medicaid would have
paid for the care recelived by Medicald eligible persons.

The results for the 104 person months are as follows:

azt/ Dr., Lab. IPH Other Total
Pentam. Visits :

Total $28,678.,78 $2,093.,50 $8,700 S115,101 §4,302.50 $158,875.70
Costs
Avoided
Costs $275.75 . $20.13 $83.65 $1106.75 $41.37 $1,527.65
Avoided .
per Per-
son month
Total Premium Payments - $17,647.90
Premium Payments per Person Month -~ $169.69
- [
Total Beneflit/Cost Ratio - 9:1 (i.e. 81,527.65 / 8169.69)

Benefit/Cost Ratio on State - 4:1 (i.e .45 * §1,527.65 / $169.63)
Dollars

Total Savings per Person Month - $1,357.96 (i.e. $§1,527.65 - 8169.69)

Total State Savings - $517.84 (i.e .45 * §1,527.65 -$169.69)
per Pecson Month



ATTACHMENT

The method of assigning costs outlined below is strongly biased in tx
direction of understating cests. Reasons for this include:

- Persons who are the sickest are the most likely not to submit
completed report form. Particularly when they are in th
hospital.

~ Many lncurred costs are not included in the analysis because tll
do so would be very complicated. For example enrollees report
receiving a wide varietg of home health services, but it |
difficult to know which of these would be covered. A wida variet
of prescriptions, radiolegy services and emergency room services
are reported. Again, it is a complex matter to assign a cost ¢
these. ‘ i

Costs are assigned as followst

AZT: For virtually each eligible we know from direct contact they ar'
taking AZT. Average monthly Medicaid per person cost for AZT is
§225.52, This amount is included for every person for each month.

Pentamidina: Many of the eligibles report use of pentamidine. Average
monthly Medicaid payment for pentamidine is $117.56. This amount i
included for each person that reports use of pentamidine. il

Lab: Cost of lab work 1s estimeted at 8100 per month. 7This is the
cost ¢f basic lab work that should be done each month for a person wit
AIDS.

Physician services: Each reported physician service is priced base
on the Medicaid screen of §16.60. '

Medicaid payment per discharge for treatment of AIDS related disease
For persons who died and did not submit a report form during the mont
of death we have included a2 hospital admission of one half the cost of
the average admission.

Inpatient Hospital: Hospital services are priced based on the typicab

Other: In cases where substantial incurred costs are reported in a
category not listed above (e.g. outpatient surgery) we have include
half the reported cost of the service.
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ARIZONA HIV INFECTION SURVEILLANCE REPORT
Arizona Department of Health Services
Division of Disease Prevention

Qct 1, 1991

Acquired Immuncdeficiency Syndrome (AIDS#*) Summary

Adul t/Adolescent Pediatric
Disease Category** Cases ( %) Deaths ( %) Cases ( X) Deaths ( %) Cases ( %)
pce 791 (¢ 53 473 ( 60) 1 ¢ 1 0 ¢ O 792 ( 53)
Other Disease w/o PCP 608 ( 41) 326 ( 54) 9 ¢ 90 o ( 44) 817 ( 41)
XS Alone 93 ¢ &) 40 ( 43) 0¢C O Q< ) 93 ¢ 6)
Total 1492 (100) 839 ( 56) 10 (100) 4 ( 40) 1502 ¢100)
(% of all cases] [ 991 t N
Adult/Adolescent Pediatric
Age Cases ( %) 3. Race/Ethnicity Cases ( %) Cases ( %)
Under 5 6 (¢ M . White, Not Hispanic 1253 ¢ 84) 6 ( 60)
5-12 4 O Black, Not Hispanic 82 ( &) 2 (20
13-19 7¢ 0 Hispanic 150 ¢ 10) 1 ¢ 10)
20-29 363 ( 24) Asian/Pacific Is. 7¢O 0 ¢ 0
30-39 857 ( 44) Native American 1M¢e N 1 ¢ 10)
40-49 318 ¢ 210 unknown - 9( 1 0¢ O
Over 49 147 ¢ 10) = eessesacacceas secec eecee sesse ecees
Unknown 0 ¢ 0 Total 1492 (100) 10 ¢100)
Total 1502 (100)
Adul t/Adolescent
Exposure Category Males ( %) Females ( %)
Homosexual or bisexual Men 1030 ¢ 73) 0 ¢ O
Intravenous (lV) drug User 97 ¢ N 32 ¢ 39)
Gay/Bi IV drug User 157 ¢ 1) 0¢C O
Hemophiliac 21 ¢ 1 0 ¢ O
Heterosexual contact - % ¢ 1) 26 (29
Transfusion with blood/product 35 ¢ ) 19 (¢ 23)
None of the above/Other S5 ¢ &) - 8 ¢ 10)
Total 1409 (100) &3 (100)
{% of atl cases) [ 94) { 6]
Pediatric
Exposure Category Males ( %) Femates ( %)
Hemophiliac I (4 0 (¢ O
Parent at risk/has AIDS/HIV 2 (29 3 (100)
Transfusion with blood/products 2( 2N 0C(C ®
None of the above/Other 0¢ O 0¢C O
Total 7 ¢100) 3 (100)
% of all cases] { 701 { 30

Total

Deaths ( X)

673 ¢ 60y
330 ¢ 3B
40 (43

..........

-----------

..........
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Acguired Immunodeficiency Syndrome
Surveillance Report ~Oct 1, 1991

County of Residence Cases
Apache 5
Cochise 12
Coconino 10
Gila 4
Graham 4
Greenlee 1
La Paz 3
Maricopa 1118
Mohave 15
Navajo 4
Pima 272
Pinal 13
Santa Cruz 4
Yavapai 15
Yuma 21
Unknown 1
Total 1502

Reported Cases of AIDS and Case-

Half-Year Number of
of Diagnosis Cases
Before 1980 0
1980 Jan =June 0

July-Dec 0

1981 Jan =-June 0
July-Dec 1

1982 Jan ~June 1
July-Dec 2

1883 Jan -June 5
July-Dec 6

1984 Jan =-June 11
July-Dec 17

1985 Jan =June 38
July-Dec 49

1986 Jan =-June 72
July-Dec 82

1987 Jan ~June 114
July-Dec 140

1988 Jan -June 124
July-Dec 153

1989 Jan -June 158
July-Dec 160

1990 Jan =-June 138
July-Dec 113

1991 Jan =June 106
July-0Oct 1 12
Totals 1502

- .o =

Number of
Deaths

(AIDS)

1990 Census

Population

13,844
2,122,101
93,497
77,658
666,880
116,379
29,676
107,714
106,895
N/A

3,665,228

Case
Rata#x**

- > -

Fatality Rates by Half-Year of diagnosis.

Case-Fatality

Rate

- a - -

* Only cases meeting CDC 1987 criteria are included.
** KS=Kaposi Sarcoma, PCP=Pneumocystis carinii pneumonia
*** Per 100,000 population based on 1990 Census.

-—— - —

- - -
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ARIZONA HIV INFECTION SURVEILLANCE REPORT
Arizona Department of Health Services
Division of Disease Prevention

Oct 1, 1991

AIDS RELATED COMPLEX (ARC) Summary

Age Cases ( %) 2. Race/Ethnicity

Under 5 1¢( O white, Not Hispanic
5-12 3N 8lack, Not Hispanic
13-19 2 ¢ N Hispanic
20-29 133 ¢ 33) Asian/Pacific Is.
30-39 151 ¢ 38) Native American
40-49 83 ¢ 21 unknown

Over 49 26 ¢ 7)Y eeeseccecccces

Unknown 0 ¢ O Total

Total 399 (100)

Adult/Adolescent

Exposure Category

Homosexual or bisexual Men
Intravenous (1V) drug User
Gay/8i IV drug User
Hemophiliac

Heterosexual contact
Transfusion with blood/products
None of the above/Other

Total

{% of all cases)

Pediatric

Exposure Category

Hemophiliac

Parent at risk/has AIOS/HIV
Transfusion with blood/products
None of the above/Other

Total

{%X of all cases]

Adult/Adolescent
Cases ( %)

-----------

...........

..........

Pediatric
Cases ( %)

ac¢ 0
17 ¢ 45)
e ¢ O
0¢ ®
8 ¢ 2N
10 ¢ 26)
3¢ B
38 (100)

(101

..............

-----------



AIDS RELATED COMPLEX (ARCQC)
Surveillance Report - Oct 1, 1991

1990 Census Case

4. County of Residence Cases ( % ) Deaths Population Rate***
Apache 1 ( <1) 0 61,591 1.62
Cochise 8 ( 2) 0 97,624 8.19
Coconino o ( 0) 0 96,591 0.00
Gila 0 ( 0) 0 40,216 0.00
Grahanm 2 (1) 0 26,554 7.53
Greenlee 0 ( 0) 0 8,008 0.00
La Paz o0 ( O 0 13,844 0.00
Maricopa 320 ( 80) 31 2,122,101 15.08
Mohave 0 ( 0) 0 93,497 0.00
Navajo o ( 0) 0 77,658 0.00
Pima 61 ( 15) 7 666,880 9.15
Pinal 3 (1) 0 116,379 2.58
Santa Cruz 2 (1) 0 29,676 6.74
Yavapai 0 ( 0) 0 107,714 0.00
Yuma 2 (1) 0 106,895 1.84
Unknown 0 ( 0) 0 N/A N/A
Total " 399 (100) 38 3,665,228 10.89

5. Reported Cases of ARC and Case-Fatality Rates by Half-Year of Diagnosis.

Half-Year Number of Number of Case-Fatality
of Diagnosis Cases Deaths Rate
Before 1980 0 0 ————
1980 Jan =-June 0 0 ————

July-Dec 0 0 —_———

1981 Jan -June 0 0 ————
July-Dec 0 0 ————

1982 Jan =-June 0 0 ————
July-Dec 1 - 0 0%

1983 Jan =-June 0 0 ————
July-Dec Q 0 ————

1984 Jan =-June 2 2 100%
July-Dec 0 0 ————

1985 Jan =-June 0 0 ———
July-Dec 23 8 35%

1986 Jan =June 23 5 22%
July-Dec 21 5 24%

1987 Jan =-June 38 2 5%
July-Dec 28 0 0%

1988 Jan =-June 42 6 14%
July-Dec 67 5 7%

1989 Jan -June 52 1 2%
July-Dec 42 2 5%

1990 Jan -June 23 0 0%
July-Dec 17 0 0%

1991 Jan =-June 17 2 12%
July-0Oct 1 3 0 0%
Totals 399 38 10%

* Case rate per 100,000 based on 1990 Census

E
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ARIZONA HIV INFECTION SURVEILLANCE REPORT
Arizona Department of Health Services
Division of Disease Prevention

Ooct 1, 1991

HIV INFECTION - ASYMPTOMATIC

Age Cases ( X) 2. Race/Ethnicity

Under 5 120 white, Not Hispanic
5-12 6( O 8lack, Not Hispanic
13-19 45 ¢ 2) Hispanic

20-29 1042 ( 35) Asian/Pacific Is.
30-39 1008 (¢ 34) Native American
40-49 399 ¢ 13) Unknown

Over 49 133 ¢ 4)  eesscccaccnaas

Unknown 334 ¢ 1) Total

.................

Adul t/Adolescent

Exposure Category
Homosexual or bisexual Men
Intravenous (lV) drug User
Gay/Bi IV drug User
Hemophiliac

Heterosexual contact
Transfusion with blood/products
None of the above/Other*
Total

X of all cases]

Pediatric

Exposure Category

Hemophiliac

Parent at risk/has AlDS /HlV
Transfusion with blood/products
None of the above/Other

Total

X of all cases]

* This category largely consists of persons who could not be (ocated/interviewed.

Adult/Adolescent
Cases { %)

----------

...........

Pediatric
Cases ( X)

...........

..........



HIV INFECTION -~ ASYMPTOMATIC
Surveillance Report - Oct 1,

County of Residence Cases ( % ) Deaths
Apache 5 ( <1) 0
Cochise 44 ( 1) 0
Coconino 19 (1) 0
Gila 4 ( <1) 0
Graham 2 ( <1) 0
Greenlee 0 ( 0) 0
La Paz 8 ( <1) 0
Maricopa 1989 ( 67) 35
Mohave 26 (1) 0
Navajo 1 ( <1) 0
Pima 537 ( 18) 10
Pinal 24 (1) 0
Santa Cruz 4 ( <1) 0
Yavapai 28 (1) 1
Yuma 59 ( 2) 0
Unknown 229 ( 8) 2
Total 2979 (100) 48

1991

1930 Census
Population

13,844
2,122,101
93,497
77,658
666,880
116,379
29,676
107,714
106,895
N/A

- - " -

3,665,228

Reported HIV Infection by Half-Year of Date Tested.

Half-Year Number of
Test date Cases
Testdate not reported 113
1985 Jan =-June 10

July-Dec 21

1886 Jan =-June 49
July-Dec 54

1987 Jan -June 254
July-Dec 426

1988 Jan -June A 379
July-Dec 266

1889 Jan =-June 267
July-Dec 277

1990 Jan -June 312
July-Dec 299

1991 Jan ~June 223
July-Oct 1 29
Totals 2979

** Case rate per 100,000 based on 1990 Census
*** On March 15, 1989, the option to receive HIV testing anonymously

became available.

Additional#**=*
Anonymous Cases
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January 21, 1992

Senator Cindy Resnick, Co-Chair

Representative Karen Mills, Co-Chair

Joint Health Planning Committee on the Medically Uninsurable
Arizona State Senate

1700 W. Washington

Phoenix, AZ 85007

Dear Senator Resnick, Representative Mills and Committee Members:

The subcommittee on Affordability of Health Care Reform met twice to discuss cost and
its relationship to the availability of health care insurance which is affordable to individuals
as well as to society as a whole.

The subcommittee was unanimous in its concern that major changes must occur in the way
health care services are provided, used, and financed. Insurance reform, although an
appropriate first step, is not sufficient in and of itself to assure the availability of affordable

health care coverage. Therefore, we have compiled the attached list for the committee’s
consideration.

We regret not being able to present our findings in person, as we both are out of town.
However, we appreciate the opportunity to present them to the committee and to enter
them in the record.

Thank you very much for the opportunity to participate in this subcommittee.

Sincerely,

g )y —

Elizabet cNamee, Co-Chair

/W Lf mwﬁ\h&

Kathy Haake, Co-Chair
Subcommittee on Affordability of Health Care Reform

Attachment



HEALTH CARE REFORM PROPOSALS

ESSENTIAL ELEMENTS FOR EFFECTIVE, EFFICIENT CARE

A DEFINITION OF BASIC HEALTH CARE BENEFITS .

Proposals should define core benefits which emphasize prevention, early intervention, and the
efficacy of diagnostic and therapeutic services.

MANAGED, COORDINATED OR ORGANIZED SYSTEMS FOR DELIVERING CARE

Health care delivery arrangements should manage the volume and cost of services used by: a)
reducing the need for care through the promotion of healthy lifestyles among their members and
b) providing only those services necessary and appropriate to achieving a positive outcome from
the care delivered.

ADMINISTRATIVE STREAMLINING

Simplify administrative processes. Uniformity of enrollment applications, provider numbers,
credentialing, accreditation, claims forms, and data systems linkages are all keys to achieving a
more streamlined health care administration.

INDIVIDUALS EDUCATED ABOUT AND INVOLVED IN MAKING HEALTH CHOICES

Individuals have personal responsibility for choosing behaviors which contribute to their health
and well being and for using only those health care services which are necessary and appropriate.

USE OF GUIDELINES FOR CLINICAL PRACTICE

Practice guidelines should be used to reduce the wide variations in the care provided for the same
condition when treated by different physicians. Guidelines should define the necessary and
appropriate services required to reach an effective outcome for the patient. Practice of defensive
medicine due to fear of liability should decline with the onset of practice guidelines. Physicians
should foster an ethic of restraint in which they provide the most appropriate and cost efficient
care.

COST CONTAINING FINANCIAL INCENTIVES

The financial incentives for payors, providers and consumers must be aligned to assure effective
working partnerships which foster positive patient outcomes through the efficient use of resources.
REALIGNMENT OF SYSTEM WIDE RESOURCES

The entire health care system must be made more efficient and less redundant. Public policy

should support the appropriate mix and distribution of health care personnel, facilities and
technology.

[



JOINT LEGISLATIVE COMMITTEE ON MEDICALLY UNINSURABLE
SUBCOMMITTEE ON ALLOCATION

Recommendation: Consideration of the NAIC Small Group Health
Insurance Availability Act by the Arizona Legislature
("Allocation Progran")

Rationale. Implementation of the Allocation program in Arizona
will address the following concerns associated with small
employer group health insurance:

1. Stabilize and moderate rate increases for high cost
small groups who otherwise may be forced to termilnate
coverage.

2. Limit and make uniform pre-existing condition
limitations periods within the small group market.

3. Portability. Employees who change employers may go
without coverage for 30 days and not have to satisfy
new pre-existing conditions.

4. Demands equity in the marketplace. Requires the
private health insurance market to integrate high risk

groups into their larger risk pool according to each
carrier's pro rata market share.

e Avoids burdensome and costly administrative
requirements associated with a prospective
reinsurance mechanism.

e Avoids difficult, if not impossible, enforcement
issues associated with prospective reinsurance.

10722/VGOV



Appendix G

Summary of NAIC Small Group Health Insurance Allocation
Availability Act - Allocation Model.



I.

SMALL EMPLOYER HEALTH INSURANCE AVAILABILITY MODEL ACT

Rating and Renewal Standards

The primary effect of the "Premium Rates and Renewability

of Coverage for Health Insurance Sold to Small Groups"

model law would be to limit the range of premiums that can
be charged for small group health insurance based on claims
experience, health status or duration since issue. Limits

would be placed on: 1) group-specific annual increases; 2)

the maximum allowable difference between an insurer's

highest and lowest rates within a class (block) of
business; and 3) the variation in rates among all classes
of an insurer's small group business.

Definition of Terms

Small group coverage: All group health insurance policies

and contracts issued to small groups with no more than 25

eligible employees.

Insurer/Carrier: These terms are intended to include

comnmercial insurers, Blue Cross and Blue Shield plans,

multiple employer trusts, HMOs, discretionary groups,
association groups, Taft-Hartley plans and similar
insurance arrangements.

Class of business: All small group contracts in force with

an insurer will be considered a single class of business

unless one or more of the following requirements are met:

® Classes are marketed by clearly different sales forces;

° A class was acquired from another carrier;

. A class of coverage is provided through an association
with membership of small employers that was
established for a purpose other than obtaining health
insurance; or

®

A class meets the requirements for exception to the
rating restriction that limits variations in rates
between classes of business (described below).

Carriers could establish no more than two additional
classes under each of these provisions on the basis of
underwriting criteria that are expected to product
substantial variation in health care costs. Carriers also

could apply to the insurance commissioner to establish a
separate class of business.

Carriers could not involuntarily transfer a group into or
out of a class of business unless all groups in the class

were offered the opportunity to transfer, without regard to
claims experience, health status or duration since issue.



Base premium rate: For each class of business, the lowest
premium rate charged for the same or similar coverage to
any small employer with similar case characteristics,
other than claims experience, health status or duration
since issue, as determined by the carrier.

New business premium rate: For each class of business,
the premium rate charged or offered for newly issued
coverage that ig the same or similar for any small
employer with similar case characteristics, other than
claims experience, health status or duration since isgsue,
as determined by the carrier.

Index rate: The arithmetic average of the base premium
rate and the highest premium rate charged for the same or
similar coverage to small employers with similar case
characteristics other than claims experience, health

status or duration since issue, for each class of business.

Small Group Rating Restrictions

Annual Rate Change Limitation: Within a class, no group
can receive an annual rate increase in excess of the
percentage increase in the new business premium rate plus
15 percent for claims experience, health status or
duration since issue, plus adjustments for any changes in
the coverage of the group and/or changes in case
characteristics. 1If a group is in a closed class, then
the percentage change in the base premium rate is used in
place of the change in the new business premium rate.

Limitation on Rate Differences Within a Class: Within a
class, rates charged to groups with similar case
characteristics can be no more than 25 percent above or
below the index rate for that class.

Limitation on Differences in Rates Between Classes of
Business: If an insurer has two or more classes of
business, the index rate for any class of business cannot
be more than 20 percent above or below the index rate for
any other class of business.

e Exception for Non-Underwritten Classes: This rating
restriction does not apply to classes of business for
which the carrier does not and never has rejected small
employers based on claims experience or health status.
Such business must be currently available for purchase
and these carriers can not more groups from
underwritten classes to these non-underwritten classes
without the group's consent.

- = =
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Application to Existing Business: For coverage issued
prior to the effective date of the model act, rates may
exceed the limits on rate differences within and between
classes of business for a five-year period. 1In such
cases, annual premium increases would be limited to the
percentage change in the new business premium rate plus
any adjustments due to changes in the coverage of the
group and/or changes in case characteristics. (If that
class of business is closed, the percentage change in the
base premium rate would be used in place of the change in
the new business premium rate.)

The model law allows insurers to ask regulators for
permission to deviate from these restrictions, where
warranted.

Disclosure Requirements

Carriers must disclose the following information in thei
gsales materials: :

e Factors used in determining initial and renewal rates,
including claims experience, health status, duration
since issue and other factors;

e Provisions concerning carriers' rights to change
premium rates; ~

e Description of the class in which a small employer
would be included:; and

e Renewability provisions.

Actuarial Certification

Carriers must maintain detailed descriptions of their
rating and renewal underwriting practices, which must be
made available to the Insurance Commissioner, upon request.

Carriers must file an annual actuarial certification that
they are in compliance with the requirements of the model

act, and that their rating and underwriting practices are
sound.

e Restrictions on Renewal Practices

Carriers could not refuse to renew small group coverage
except for nonpayment of premiums, fraud or
misrepresentation, noncompliance with plan provisions,
failure to meet participation requirements or if the
small employer is no longer actively engaged in the
business it was engaged in when the coverage was issued.



IT.

Carriers would retain the right to cancel whole classes
of business. But if they exercise this right, they
must give 90 days notice to all of the groups within
that class and they may not establish a new class of
business for five years, unless approved by the
Insurance Commissioner. Additionally, if any group is
allowed to transfer into another class, all of the
groups in the class must be given the same opportunity
to transfer without regard to their claims experience,
health status, or duration since issue.

Establishment of an Allocation Program to Spread High Risk
Groups

Description: Under the Allocation approach, insurers
would be required to accept otherwise uninsurable groups
through placement by a state program. Small employers
found to be uninsurable by an insurer would register with
a state program and be allowed to select coverage under
rules set up to assure fair distribution of such groups
among all small group insurers in the state. All insurers
would have to comply with the rating and consumer
protection requirements.

e Eligibility is limited to groups with uninsurable
individuals

e Carriers receive allocated groups according to market
share.

Example of How the Allocation Mechanism Would Work

STEP 1. Estimate the first year's allocations.

In 200 groups consisting of 1,000 individuals, 20% (200)
are expected to be uninsurable and 80% (800) are expected
to be insurable.

STEP 2. Assign small group carriers target number of
individuals based on market share.

In the example above, a carrier with a 50% market share
could expect an allocation of approximately 500

individuals, of which 100 would be uninsurable and 400
would be insurable. This proportion exists whether the

carrier has groups averaging under 5 lives or groups
averaging over 20 lives.

STEP 3. Allocation process.

After rejection by two carriers due to medical conditions,
an employer would select a carrier from its choice of

carriers. As carriers received allocated groups, their
totals would be updated. When a carrier reached its
target, it would no longer have to take on new groups.
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At the end of the allocation period, targets would be revised
for the next allocation period. 1f experience showed that the
total number of allocated individuals or the overall proportion
of uninsurables to insurables was significantly higher (or
lower) than originally estimated, future targets will be
revised accordingly. Targets can also be revised based on
estimated claims volume attributed to the uninsurable risks.

Rationale:

This approach provides states with an alternative to
guaranteed issue with a reinsurance mechanism. The
reinsurance approach is untested, costly to administer
and difficult to requlate, and may require additional
financing arrangements if the pool gets too large.

High risk groups would be spread through the insurance
market equitable among all small group insurers. The

risks are spread directly on the front end, instead of
indirectly under a reinsurance approach.

Carriers would be encouraged to manage the care of
high-risk groups and individuals because the entire
risk of these cases would be retained by each carrier.
This would not be the case with reinsurance.

Allocation is simple and less expensive to administer
because it does not require the establishment of a
complex and costly reinsurance mechanism. The
administrative costs associated with a reinsurance
mechanism are avoided.

Enforcement is easier because it is simpler and does
not require monitoring of the marketing, acceptance and
reinsurance processes of carriers that would be
required under a guaranteed issue approach.

The number of current uninsurables are relatively
small. 1In a recent University of Minnesota study, only
2.5 percent of all uninsured individuals were uninsured
because they were rejected by insurers. 97.5 percent
were uninsured for other reasons -- primarily
affordability. The allocation approach addresses this
small but important problem without creating a large
complex reinsurance mechanism.



Sub—committes an medicallv uninsurabhle: individual =olutions,

We recognize the medicrally uninsnirahle are zlreardy & burders 0
the state, Aftar heinn refoased bhsalth insiranra, #ha racts nf
their rars firct imnnvsrish +ho aninsirsd and swvential 1y
qualify tham Frr welfara nrnarsme when thay hermme nonr A =icy

arnntink .

Thae medirallv uninmnsiirable rost Arizsora husetmaceges ., vtavnaver= and
ritizens millimns parh vear, The rost nf their rare 12 radliorbasd
in hingher dnctore $feaec, higher hnznital rnst=s ard araowth i+ Fha
numhoers o+ ths AHOCREE Medijcally Neody/Modirally Tndinent . This
araun nf puhlic health recinisnts i3 often cnstly and now at =3 =k
n¥ heinno furthers ~rrtatlted in Ajffirult sronnmic Himess.

The sith—rommi ttee examined =savoral salotions For the mpdical by
uninsurahle whno arse ahle and Wwillino 0 mav far their hesalth ~ars
coverana and monitor their hasalth condibrion 1in Futl partnershin
with providers.

Flease nnte that these rerammendations are hazad nnn the
aasumntinn that =mall emnlnver oroans” denials nf cavorane hased
on medical uninsunrahility pf their emplovess or dAspendeants wild
he dealt with by a methnd that addresses the needce n+ amnlaover
aroups af three (T v more workers.

i. Buy in to Health Care Groun

In three Arizona rointises (Norhi=za, Pims and Maricona) a3 =tate
suitheidirzerd health maintenance nroanizatinm is availahls +a
annl aver grnuns 0¥ 1 e more emnd nvesas Haslth Care Srmon.

J

m=tl

Individuals and their families rmannnt norchase this rlan unless
they nperate a hiisinacss.

Health Carea Group is not permitted o0 madically underwrite:
charging hiaher rates aor refusing roverane to nenple with ore—
priz=ting medical conditinons nr pennle whn ars ar ricskt of

developing them.

AHCCrS, its host angernrvy, and Health Tare Grinm are ralarctant o
allow medicallv uninesurahle individiale a huv i +n this health
insurance nptinn bhercanse nf the nnessihle svpense and the fart
that Health Care Groonin was nnt rreaterd $0or vhis niornnse and
likely would nnt he ahle tn =siistain the moarerent rates.

Subh—=crmmi ttes rernommeandatione:
a. Health Cara Groun shoold nnt comnate. with the private
heatlth insirance market, I+ 1= 32 puhlicrly sitheidized nohion
arnd shonld anly £i1)1 a3 nirhe +hat rannnt ntheruiss he met hy
the indiistrve: nevertheleacss, Heatth Cars Brram shoaild b
eastahlisherd as a statswids antipn:

h. allow husinescses and amnlovsrs 0 nuarrhase Health Care

G[rourn coverane without any waitinn raerind when an



uninsurables amnloves or dependent sinnificrantly ipcreacse
their health inswranre cnste or forrces them 0 nurchase
significantlv le=sser roveranes than Healt+th Care GBroip., This
recommendatinn is based mn tha ascumpticss that ariins o€ 3
or more workers are tn he ardrdresesd hv nther =uh-
commitiess, sn thiz item i=s annronriate 3= an nnmet nesd in
the small =2amnlover marbtet,

2. Buv in to AHOCCS

Arizona’'s statewide Madicaid nronram: the Arizona Health Care
Cnst Containment Svsteam has over 3I70.000 member=. Thav ars hid
gaaaraphically as a group for faderally mandatsed amd ather
coverane contained in the State Plan,

AHCCES is willina tn acrept medically uninsurahle individials 14
their cnsts are recoqgnized separately and hrrne by $undinn mnther
than agencv allocated neneral. countvy and federal funds.

Sith—committes recommendatinna:
a. allow individuals and fFamilie=s whn have nmh ather mrntinne

to ourchase caverane fram AHCCES:

b. prevent dumpino of medicallv uninsurahle amplnvess by
emplovers who cover their other workers in comparable
categories;

c. 2stablicsh henefits and coverace comparable to hich rFrisk
nponls in nther states:

d. establish premium rates comparable tmn hiaoh risk prnls in
nther states;

2. provide medical case manaagement for verv hioh risk rages

%, High Risk FPnnl

Arizona is unique in relation tn other states as we alreadv havs
A managed rcare mechanism that is bid as a pnnl for mur Medicaid
population; other states use orimarily fee—for—-zervice svateams.

Therefore to create an insurance "ghettn" of the medically
uninsurable means this group will eventually hae sypencive as a
stand alone paoulation. As surh, a hiob rick penl will nsad
axtraordinary cnst containment contrnl=z and limited choirrs £or
particinants,

Other states have already limited roveraoe or canped =nrnllment,
Daspite the definitinn of pre-existina mediral rondition, =ome
dis=ases are being excluded or their henefits ~urtailed.

Suh—rommit+tes recommendatinn:
a. we feel the rreation of annther nnnl iz dinlicative and
nrefer to include this ponulation in sither AHOENS or the

-
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State Emnloves nonl,

4., Buv in tn the State Fmnlnrvese Pranl

Arizmna rontracts for health insgrancs $or mwer IO 000 emn) nvaec
and dependents. The rnst for sinale roavsrange is annrneimatsly
£190 ner person ner month., The Department nf Administratinn is
unable fo nroiect the effects nf allrwino the medirally
uninsurable to particinate in this arman, However . the tastimonw
aiven tn the raommittee jndicated that +this rate is in aveess of
what manv firms nav.

Sub-rommittes recommendation:
a. the state shoitld sramine jte nwn nrartices in rellactinn
hids +nor state smnlovese health insiirance as crst gavinas maw
be realired hv eelf-incuirance or nther racoonired
emnlover /aemnl nvee henefit nenntiatinons:

b. shpuld cost savinos he realired. we prefsr the amount he
designated trward cuhsidizinag health insurance nrnagrams $for
the medicallv uninsurahle.

Respeactful lv suhmitted:

Rep. Riith Fakecan
Sen. Jim Bustar
Rep., Peter Grnudinafs

M, Barhbhara Honkins
Ms., Phyllis Fthridose
Ms. Rasna Honan



Appendix I

Prospective Reinsurance Model Subcommittee findings.



JOINT HEALTH INSURANCE PIANNING COMMITTEE ON THE MEDICALLY UNINSURABLE

REPORT OF THE

SUB-COMMITTEE ON THE PROSPECTIVE REINSURANCE MODEL

DATE: January 21, 1992

TO:  THE JOINT HEALTH INSURANCE PLANNING COMMITTEE ON THE MEDICALLY
UNINSURABLE

Senator Cindy Resnick, Co-chair
Representative Karen Mills, Co-chair

At the request of the Co-chairs of The Joint Health Insurance Planning Committee on the

Medically Uninsurable, the Sub-committee on the Prospective Reinsurance Model, after
conducting a public hearing, recommends the following:

In light of the complexities of both the Prospective Reinsurance and Allocation Models for
increasing the availability of heaith insurance coverage to small employer groups and in light
of the comprehensive changes which will result to the current system of providing health
insurance to small employer groups, both models should be studied and analyzed further.

SUB-COMMITTEE ON THE PROSPECTIVE REINSURANCE MODEL

Senator Jim Buster, Co-chair

gw/ \,\/’—

rry Wong, C



II.

II1.

REPORT OF THE

SUB-COMMITTEE ON THE PROSPECTIVE REINSURANCE MODEL

BACKGROUND

The Joint Health Insurance Planning Committee on the Medically Uninsurable was
established to study the issue of the medically uninsurable population in the state and
to propose recommendations which would increase the availability of health insurance
to this population. The Joint Committee convened a public hearing to address the
medically uninsurable population from the perspective of individual as well as small
employer uninsurables. The Joint Committee created several sub-committees to
address various issues. One of those sub-committees is the Sub-committee on the
Prospective Reinsurance Model for small employer group reform.

SUB-COMMITTEE HEARING

The Sub-committee on the Prospective Reinsurance Model held one public hearing on
January 20, 1992, to receive public testimony regarding the Prospective Reinsurance
Model for small employer group reform. The Sub-committee received testimony from
Barry Wong, Regional Vice President, Government Affairs, CIGNA Companies; Andrea
Lazar, Blue Cross and Blue Shield of Arizona; Jan Doughty, insurance broker; Rena
Honan, Association for Retarded Citizens. Mr. Wong provided a presentation on the
Prospective Reinsurance Model for Small Employer Group Reform. He provided
details of the provision within that model and reasons that the prospective reinsurance
model is the best approach for making health insurance coverage more available to
employers with berween 3 and 25 employees. Further, he provided reasons why the
alternative approach, the allocation model, would not be to the best interest of the
small employer groups.

Ms. Lazar responded to Mr. Wong's remarks regarding the prospective reinsurance
model and addressed the allocation model.

It was agreed among the Sub-committee members that both the prospective
reinsurance model and the allocation model are similar in many ways, in that it would
increase the availability of health insurance coverage to small employer groups.
Further, both models would place limits on pre-existing condition limitations,
guarantee renewability of coverage and place restrictions on premium rates. The main
difference between the models, as was addressed by the Sub-committee, is the method
in which risk is shared among insurance carriers.

SUB-COMMITTEE RECOMMENDATION

The Sub-committee on the Prospective Reinsurance Model recommends that both the
Prospective Reinsurance and Allocation Models be studied and analyzed further before
a final determination is made on which model to adopt for this state.

ATTACHMENTS

Artachment A: Summary of provisions on the Prospective Reinsurance Model
Attachment B: NAIC Prospective Reinsurance Model



Appendix J

Summary of the NAIC Prospective Reinsurance Model.



Major Provisions
of the
NAIC Prospective Reinsurance Model

1. Guaranteed |ssuance. Guarantees issuance of at least a basic health plan to
employers of 3 to 25 employees who apply to any carrier selling small employer insurance.

2. Restricts Pre-existing Conditions Limitation (PCL). PCL can only be imposed once,
i.e., pormable PCL: an individual, once eligible for a plan, must only satisfy a PCL once in
continuous employment lifetime.

3. Guarantees Renewnbility,. Guarantees renewability of health plans unless the
employer does not meet the contractual requirements, i.e., failing to pay premiums or meet plan
requirements or is guilty of fraud.

4. Rate Restrictions. Imposes rate restrictions at initial issuance and at renewal.

Risk Sharing Mechanism: Reinsurance

Carriers may elect to opt-out of this risk sharing mechanism, known as reinsurance, by
agreeing to assume the risk.

Carriers electing to not opt-out of reinsurance would be subject to the following
provisions:

A Carriers can reinsure individuals or groups.
B. Carriers pay a premium to the reinsurance pool for groups or individuals ceded:
€)] 500% of the average rate, for individuals ceded.

(i) 150% of the average rate, for groups ceded.
(iii) Other variations.

C. Carriers retain first $5,000 of claims per individual per year.

D. Excess losses to the reinsurance pool is offset by a two-tier assessment system:
(i) Losses up to 5% of total small group premium are spread to carriers in the
small case marketing participating in the reinsurance pool, according to market

share.

(ii) Additional losses covered by a broad-based funding source.



Appendix K

Small employer Health Insurance Availability Model Act -
Prospective Reinsurance With or Without an Opt-Qut.
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SMALL EMPLOYER HEALTH INSURANCE AVAILABILITY MOODEL ACT
{PROSPECTIVE REINSURANCE WITH OR WITHOUT AN QPT-QUT)
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Section 1. Short Tide

This Act shall be known and may be cited as the Small Empioyer Heaith Insurance Availability Act.
Section 2. Purposs

The purpose and intent of this Act are to promote the availability of heaith insurance coverage to smail
employers regardiess of their heaith status or claims expenence, 10 prevent abusive raung pracucss,
10 require disciosure of ratng pracuces t0 purchasers, 1o establish rules regarding renewadiity of
coverage. 10 establish limitations on the uss of preexisting condition exciusions, t0 provide for
development of "basic® and °“standard® heaith benefit pians 0 be offersd to ail small empioyers, to
crovide for establishment of a reinsurance program, and to improve the overall fairness and etficiency
of the smail group hesith insurancs markst.

This Act is not intended t0 provide 8 comprehensive solution to the probiem of affordability of heaith
care or heaith insurance.

Section 3. Definitions
As used in this Act:
A, *Actuarial certification® means a written statement by 3 member of the American
Academy of Actuaries or other individuai accsptable to the Cammuu‘onqr hat a smai
empiayer carrier is in compliance with the provisions of Section 8 of this Act, bassd
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uoon the person’'s examinaton, ncluging a review of the aoproonats records ang of
the actuanal assumpuans and methods used By e smMail empicyer camer n
establishing premium rates for applicadie heaith benefit plans.

8. “Sase premium rate’ means, for sach ciass of business as to a raung period, the
lowest premium rate charged or that couid have been charged under the rating system
for that class of business, Dy the smail empioyer Carmer 10 smail empicyers with simiiar
case charactanstics for hNeaith benefit pians with the same or similar cQverage.

c. “Basic heaith denefit pian® means a iower cast Neaith benefit plan deveioped pursuant
to Section 12.

o. “Board”® means the board of dirsctors of the program established pursuant 1o Secton
11.

E. “Carrier* means any entity that provides heasith insurance in this stats. For the

purposes of this AcCt, carrier inciudes an insurance company, (insert appropriate
raferance for a prepaid hospital or medical care plan), [insert appropriate reference for
a fraternal benefit socistyi, a2 heaith maintenancs organization, or any other entty
providing a plan of heaitn insurance or heaitit benefits subject t0 state insurancs
reguiaton. '

Drafting Note: The term “muitiple empiover weifare arrsngement® should be added to the list of
carriers in those statss that have separate certificates of authority for such arrangements.

in states that do not have separate licsnses fqr seif-funded muitipie emplover waeifare arrangements,
such arrangements shouid be treated as unauthorized insurers. States shouid snforce their laws 3Qainst
transaction of unauthorized insurance against such unauthorized seif-funded muitiple empioyer weifare

arrangements.

E. *Case characteristics®" means demographic or other objective characteristics of a smail
empiover that are considersd by the small empioyer carner in the determinauon of
oremium rates for the smail empioyer, provided that claim experiencs, heaith status
and duraton of coverage shall not be case characteristics for the purposas of this Act.

G. “Class of business” means all or a separate grouping of smai empicyers established
pursuant to Secoon 5.

H. *Commissioner® means the insurance Commissioner ot this stats.

Drafting Note: Wherse the word *Commissioner” 3ppesrs in this Act, the appropriats designaton for
the chief insurance supervisory official of the state shouid be substituted.

l. *Committee® Means the Heaith Benefit Plan Committee created pursuant to Section 12,

d. ‘Dependent’ shall be defined in the same manner as [(insert referencs t0 state
ingurance law defining depsndent)

Dratting Note: States without a statutory definition of dependent may wish to use the foilowing
definigon:

*Dependent® means 3 SPOUsSe Or an unmarried child under-the age of ninetsen (19] years: an

2




uAMarmed child wna s a fuil-ome student Unger e age of (insert maximum agei ang wre s
financially dependent upon the parent; and an unmarned cnid of any 3ge wNo is medicaily
carttied as disabied and dependent upon the parent.

Orafting Note: States shouid insert 3 maximum age for student dependents that is cansistent
with other state laws. States 3iso.may wish ta inciude other individuais defined as dependents
2y state law.

K.

*Eligible emoloyee” Means an employee whao works on 3 fuil-time Dasis snd Nas 3
normal work week of thirty (30} or more hours. The term inciudes a scie propnetor,
a parther of a partersnip, and an independant contractor, if the scie propnetor, partner
or independent CoNTACION is Inciuded as an emMpicyee under a2 heaith tenetit pian of 3
smail employer, But does not include an emMpicyee who works on a part-ume,
teMoporary or subsutute dass.

*Established geographic sarvice arsa’ means a geographical area, as 1pproved by the
Commissioner and based on the camer's ceruficate af autharity 10 transact insurancs
in this state, within which the carrier is authorized t0 provide coverage.

"Heaith benasfit plan® means any hospital or medical policy or csruficate, (insert
refersnce t0 subscnber contract or contract of insurance provided by a prepaid hosottal
or medical servics dianj, or health MaiNtenance organization subscnbee contract.
Health benefit plan does not include accident-onty, credit, dental, vision, Medicare
supplement, long-term care, or disability income insurancs, coverage issued as 2
suppiement to liability insurancs, worker’'s COmpensation of simiiar insurance, or
automobile medical payment insurancs.

*Index rate® means, for each ciass of business as to 3 rating period for smail emplioyers
with similar case characteristics, the arithmaetc average of the applicable base premium
rate and the corresponding highest premium rate.

‘Late enroiles’ means an eligible smpiovee or dependent who requests envoilment in
3 heaith benefit pian of 3 small empioyer following the initial enroilment penod for
which such individual is entited to enroll under the terms of the heaith benatit plan,
provided that such initial enroliment period is 2 period of at least thirty (30} days.
However, an eligible empiloyse or dependent shail not be considered a late snroilee if:

{1 The individual meets esach of the foilowing:

(@) The individual was coversd under qualifying previous coverage at tne
time of the initial enroliment;

(B) The individual lost coverage under qualifying pravious COversge as 3
resuit of terminaton of empiloyment or eligibility, the involuntary
termination of the qualitying previous coverage, death of 3 spousse or
divorcs;

(@@  The individusi requests enroliment within thirty (30) days ater
termination of the qualifying previous coverage:

(2) The individual is empicyed by an empioyer that offers muitipie heaith benett
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plang and the individuai eiects a3 ditferent plan during an cpen enroilment .
pencd; aor

Sl

(3) A court has ordered coverage be provided for a soousa or minor or degendent '
child under a2 covered empioyee’s heaith benefit plan and request for enroiiment
is made within thirty {30) days after 1ssuance of the court order. '

P. ‘New business premium rate” means, for each class of business as t0 a raung pencd,
the lowest premium rate charged or offered. or which could have Been charged of
offerad, by the small empigyer carrier t0 smai emplovers with similar case
charscteristcs for newtly issued health benefit plans with the same or similar coverage.

Q. *Plan of operation® means the plan of cperation of the program astablished pursuant
to Section 11.

R. ‘Premium” means 3l monies paid by s small employer and eligible empicyees as a
condition of recsiving coverage from a small employer carrier, including any fees or
other contributions assoc:ated with the heaith Henefit plan.

S. “Producer’ means (incorporate reference to definitdon in state’'s law for licensing
producsers).

Orafting Nots: States that have not adopted the NAIC Single License Procedure Model Act should
substitute the terms *agent” and/or “broker” for the term “producsr” as appropriate.

T. *Program® means the [Stats) Small Employer Reinsurance Program created pursuent
to Section 11,
u. *Rating psriod” means the calendar period for which premium rates established by a

small employer carmer are assumed to be in effect.

V. "Reinsuring carrier” means a3 smaill empioyer carrier participating in the reingurancs
program pursuant to Section 11,

W, “Restrictsd network provision® means any provision of a heaith benefit pian that
conditions the payment Of benaefits, in whoile or in part, on the use of heaith care
providers that have entered into 3 contractual arangement with the carmer pursuant
10 (insert aporopriate reference to State laws reQuisting health maintenancs
organizations and preferred provider organizations or arrangements] 10 provide haaith
care sarvicss to coverad individuais.

Dratting Nate: Statss should modify this subsection to maks referencs to the types of restncted '

network arangements suthorized in the state.
X. *Risk-asSUmiIng carmier” mesns a small empioyer carrier whoss application is approved
by the Commissioner pursuant 10 Section 10. l

Orstfting Nots: Deiete Subsections V and X if participstion in the reinsurancs program is mancatory.
Y. *Smail employer® mesns any person, firm, corporation, partnership or assocm:on that .
is actively engaged in business that. on at least fifty percent (50%) of its working davs

during the pracading calendar quarter, smploved na more than twenty-five (25) sigible
smpioyees, the majority of whom were empioyed within this state. In detarmnng the g
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Dratting Note:

S

number of ¢iiQidie smpioyees, companies that are affiliated companies, or that are
sligible to file a comoined tax retum for purposes of state taxation, shai be considersd
one empicyer.

States may wish t0 consider a different threshold number of smployees for the

Surposes of defining “smail employer,” depending on the underwriting and Marketing pracncss in the
state and othaer reievant factors.

Z.

AA.

88.

cC.

00.

"Smail emplover carner’ means a carrier that offers heaith benefit pians covenng
sligibie empioyees ot one or maore smail eampioyers in tMis state.

*Standard heaith benefit plan® means a health benefit pian deveioped pursuant o
Secuon 12.

*Affiliate® or "affiliated” means any entity or person who directdy or indirecty through
one Or More intermaedianes, Conuols or is controiled by, or is under common conuoil

. with, a specified sntty or person.

*Controi® shall be defined in the same manner as (insert referencs (o0 state law
corresponding 10 NAIC Model MHoiding Company Actl.

*Qualitying previous coverage® and Qualifying existing coverage® mean benefits or
coverage provided under —

’m Madicare or Medicaid:

(2) An employer-based heaith insurance or heaith benefit arrangement that
provides benefits similar to or exceeding benefits provided under the basic
heaith benefit plan; or

(3} An individual heaith ingurance policy lincluding coverage issued dy a heaith
maintenance organizaton, (insert appropnate refersncs for a prepad hospital
or medical care plani and (insert appropriate reference for a fratemal denefit
societyl) that provides benefits similar 10 or exceeding the benefits provided
under the basic heaith benefit plan, provided that such policy has been in stfect
for a penod of at least one year.

Section 4. Applicabiity and Scape

This Act shail apply t0 any heaith benefit plan that provides coverage to the empioyees of 3 smail
smployer in this state if any of the followng conditions are met:

A,

Any portion of the premium or benefits is paid By or on behaif of the small emoloyer;

An eligible empioyee or dependent is reimbursed, whether through wage adjustments
or otherwise, by of on behaif of the small employer for any poruon of the premium; or

The heaith benefit plan is reated Dy the smployer or any of the sligible employees or
dependents as part of a pian or program for the purposes of Secuon 162, Secuon 128
or Section 108 of the Unitad States Internal Revenus Code.



both to the provisions of this Act and to the provisions of the State’'s laws for ingividual heaith
INSUraNCce. A $tate shouid consider whether INCONSISTINCIES in reguiatory standards wouid resuit.
especially in the provisions relating to premium rates. A State May wish to consider exempung
individual heaith benefit pians from the ratng provisions of this Act.

S
Oratting Note: in some cases, individual heaith benefit plans soid to smail empioyers couid be subject .

0. m Exceot a8 provided in Paragraph (2], for the purposas of this act, carriers that
are affiliatad companies or that are ¢iigible t0 file a consciidated tax return shail
De treated as one carrier and any restiCToNs OF limitations imposed By this act
shall apply as if all heaith benefit plans deliversd or issued for delivery to small
empioyers in this state Dy such affiliated camaers were issued Dy one carrier.

(2) An affilisted carrier that is a hesith maintenance organization having a
cortficate of authority under (insert referancs to state hesith Mmaintsnancs
arganization licsnsing act] may be congidersd to be a3 separate carmer for the
purposes of this act.

shall not enter into one or more ceding HTaNgeMents with respect to heaith
benaefit plans delivered or issued for delivery 10 small empiovers in this state if
such arrangements wouid resuit in less than fifty percant (50%) of the
insurance obligation or risk for such heaith benefit pians being retained by the
cading carrier. {The provisions of {insert applicable referencs to state law on
assumption reinsurancs) shail apply if a smail empioyer carrier casdes or
assumes all of the insurancs obligation or risk with rsspect 10 one or mors
hesith benefit pians delivered or issued for delivery to smail employers in this
state.}

(3) Uniess otherwise authorized by the Commissioner, a smalil empioyer carrier '

Dratting Note: The language in brackaets shouid be included in states that have enacted laws reguiating
asUMPTION reiNSUranNce.

Section 8. Establishment of Classes of Business

A, A small employer carrier may establish a class of business oniy 10 reflect substantial
diffsrences in expected claims experiencs oOr adminisTatve costs reiated to the
following reasons:

(1 The small empioyer carrier uses more than one type of system for the
marksting and saie of heaith benefit pians to smail empioyers;

{2) The smail employer carrier has acquired a class of business from angther smail
empiover carmier; of

grougs that meet the requiremaents of (insert appropnate statutory referancs to
Section 2E of the NAIC Group Hesith Insurance Definition and Group Heaith
Insurancs Standard Provisions Model Actl.

8. A small empioyer carrier may establish up to nine (9) separsts classes of Dusiness
under Subsaction A.

c. The Commissioner may establish regulations to provide for 3 pericd of transition in
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Sl
pnor spprovai of the Commissionaer.

{11} The Commissioner may establish reguiations t0 implement the provisions of this
saction and 10 assure that ratng practces v1ed By smaii empiover carners are
congistent with the purposas of this act, inciuding:

‘@) Assunng that differences n rates charged for heaith denefit gians by
smail emoidyer carners are reasonable and refiect objecuve differsnces
in gian design, not inciuding differsnces due to the nature of the groups
assumed t0 select parucular heaith denefit plans; ang,

(B) Prescnribing the manner in which case charactsnsucs may be used by
smail employer carners. .

A small empiover carrier shail not transfer 3 smail employer involuntaniy into or out of
a class of business. A small employer camer shall not offer to transter 2 small
smpioyer into or out of a class of business uniess such offer is made 10 vanster ail
small empioyers in the ciass of business without regard 0 case charactenstics, claim
sxperiencs, heaith status or duration of coverage.

The Commissioner may susgend for a specified period the apoplication of Subsaction
A(1) as to the premium rates 3ppiicable 10 one or mors small empioyers included within
3 class of business of a small empioyer carrier fOr OnNe or mare rating penods upon a
filing by the smail employer carrier and 3 finding by the Commissioner either that the
suspension is reasonable in light of the financial condition of the smail empioyer carrier
or that the suspension would enhancs the efficiency and faimess of the marketplacs
for smail empioyer heaith insurance.

In connection with the offering for sale of any heaith benefit plan to a smail empioyer,
2 smail empioyer carrier shail make a reasonable disciosure, as part of its solicitation
and sales mateniais, of ail of the following:

(1 The extsnt to which premium rates for a specified smail emoiloyer are

sstablished or adjusted based upon the actual or expected vanauon in claims
COStS Or aCtual or expected vanaton in heaith status of the empiovees of the
small empioyer and their dependents;

(2) The provisions of the heaith benetit plan concarning the smail empiovyer
carner's right to change premwum rates and factors, other than claim
sxpenence, that affect changes in premium rates;

(3) The provisions reiating to renewability of policies and contracts; and
(4) The provisions reiating to any preexisting condition provision.

(1) Each small empilover carrier shall maintain at its principal placs of business a
compiete and detailed description of its raung pracucss and renewal
underwriting practicss, inciuding information and documentation that
demongtrate that its rating methods and pracuces are based upen commonty
accepted actuarial assumptions and are in accordancs with sound actuanal
principles.



Y. -7

(2)

{3)

=

Each small empicyer camer snail file wrth Me Commissioner annuaily on or
before Maren 15 an actuanal csrufication cesrufying that the camer is in
compiliance with this Act and that the ratng Methads of the small employer
carner are actuanally sound. Such certficstion shail be in 8 form and manner.
and shail contain such information, as specified Dy the Commissioner. A copy
of the csruficaton snail be retained Dy the small empioyer carner at its pancipal
piacs of business.

A smail empioyer carrier shall maks the infoermaton and documentaton
described in Subsecton E{1) available to the Commussioner upon request.
Except in cases of violatons of this Act. the inforrmaton shail be considered
proprietary and trade secret informaton and shall not be subject to disciosure
by the Commussioner 10 persons outside of the Deparunent except is agreed
10 by the smal empioyer carmer or as ordered by a court of campetent
junsdiction.

Section 7. Renewability of Coverage

Dratting Note: States that aiready have adopted the NAIC Model Premium Rates and Renewasbility of
Coverage for Heaith Insurancs Soid to Small Emplovers Model Act will have provisions that
substantially duplicate the provisions of this section. Some of the provisions in thig model, however,
are more favorable to policyhoiders and states may wish t0 modify their laws to conform to the
provisions in this section.

A. A heaith benefit plan subject to this Act shall be renewable with respect to all eligible
smpiovees snd dependents, at the option of the smail smpioyer, excsot in any of thie
following cases:

n
(2)

(3)
(4)
(S)
(6)

Nonpaymaent of the required premiums;

Fraud or misrepresentztion of the small empioyer or, with respect t0 coverage
of individual insureds, e insureds or their representatives;

Nancompliance with the carrier' s minimum participation requirements;
Noncomplisnce with the camier's empioyer contribytion requirements;
Repested misuse of a provider network provision; or

The small empioyer carrier siects to nonrenew ail of its heaith benefit pians
delivered or issued for delivery t0 smail employers in this state. !n Such a case
the carnier shail:

{a) Provide advancs notice of its decision under this parsgraph to the
Commissioner in sach state in which it is licsnsed; and

{0) Provide notice of the decision not to renew coverage to 3l affectec
small empioyers: and to the Commissioner in each State in which an
atfected coversd individual is knawn to reside at least 180 davs pnor
10 the noncenewal. of any heaith benefit pian by the camer. Noucs t©
the Commissioner under this subparsgraph_shail Be provided It least

i
!
]
i
!
]
|
I
i
i
i
!
i
i

three (3) working days prior to the notics to the affsctad smu'
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jiv) The smail employer carner provides for the acceptancs of ail
8ligible smaill empioyers N0 ONG Or More classes of Dusiness.

The provisions of this suboaragraoh shail not aoply 0 a class of bugsiness into
which the smail empioyer carrier is na ionger enroiling new smail empiovers.

A smail employer is eligible under Paragraoh (2) if it smpioved at least three (3)
or mare sligibie empiovess wrthin this state on at least fifty percant (S0%) of
its woring days dunng the precsding calendar quarter.

Dratting Nots: The minimum group size of three (3) is included to protact smail empioyer carriers from
axXCe33ive 3dverse ssiecuon.

(4)

The provisions of this subsecton shall be effectve 180 days after the
Commissioner's approval of the basic heaith benefit plan and the standard
haaith benetit plan deveioped pursuant 10 Section 12, provided that if the Small
Empioyer Heaith Reinsurance Program created pursuant 10 Section 11 is riot
yet in operation on such date, the provisions of this paragraph shall be
effactive on the date that such program begins operation.

A small empioyer carrier shail file with the Commissioner, in 2 form snd manner
prescnbed by the Commissioner, the basic heaith bensfit plans and the
standard heaith benefit plans 10 be used Dy the carrier. A heaith benefit plan
filed pursuant to this paragraph may de used by a smaill empiloyer carrier
beginning thirty (30) days after it is filed uniess the Commissioner disapproves
its use.

The Commissioner at any time may, after providing notics and an opportunity
far 3 hearing to 8 smakl emoloyer carrier, disapprove the continued use by e
small empioyer carrier of 3 basic or standard heaith benefit plan on the grounds
that such plan does not meet the requirements of this Act.

C. Heaith benefit plans covering small employers shall comply with the following
pravisions:

M

(2)

A heaith benaefit plan shall not deny, exciude or limit benefits for a covered

individual for losses incurred more than tweive (12] months following the

sffective dats of the individusi’'s coverage due 10 a preexisung conditicn. A

heaith benefit pian shail not define a preexisung condition More restrictively

than:

{a A condition that would have caused an ordinarily prudent person 10
seek medical advics, diagnosis, care or treaument durng the six (6)
months immediately preceding the effective date of coverage;

{B) A condition for which medical advics, diagnosis, Care or reatment was
recommended or recsived during the six (6] months immediatety
precading the effective date of coverage: or

] A pregnancy existing on the effective date of coverage.

A heaith benefit plan shall waive any time pericd applicable t© 3 preexisung

12
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13)

(4)

=

congdition exXciusion or LiMItatuon penod with reSLeCt 10 carucuiar services for
the penod of UMe an individual was previously covered by quaufying previous
coverage that provided benefits with respect 10 such servicss. provided that
the qualifying pravious coverage was contunNUOUS 10 3 date NOt less than thirty
(30} davs pnor to the effectve date of the new coverage. This paragraoh does
not preciude applicaton of any waiting penod aoolicabie 10 ail new enroiiees
under the heaith benaefit pian.

A heaith benefit plan may exciude coverage for |ate enroilees for the greater
of sighteen (18) months or for an sighteen-month preexisung condition
sxciysion, provided that f both a penod of excilusion from coverage and a
preexisung condition exciusion are applicable 10 a late enroilee, the compbined
period shail not exceed eighteen (18) months from the dats the ndividuai
anrolls for coverage under the heaith benefit pian.

{a) Except a8 provided in Subparagraph (d), requirements usad by a smail
employer carrier in detarmining whether to provide coverage to a8 small
smplover, including requirements for minimum parucipation of eligible
smpioyvees and minimum empioyer contnbutions, shall be 3pplied
uniformiy among ail small empicyers with the same number of eiigible
smpioyees 30plying for coverage or receiving coverage from the smail
empiovyer carner,

{b} A smail empioyer carrier may vary application of minimum participation
requirements and MiNIMuM employer CoONtNbution requiremMents oniy by
the size of the smail empioyer group.

{e) (i) Except as provided in Clause (i), in applying minimum
partcipation requiraments with respect t0 a smail emopioyer, a
small empioyer carrier shall not consider empioyees or
dependents who have qualifying existing coverage n
determining whether the applicable percentage of parucipation
'$ maet,

(i) With respect to a small empioyer {with tan (10) or fewer
sligible empioyees), 3 small employer carmer may consider
smpioyees or dependents who tave coverage under another
health benefit plan sponsored by such smail employer in
applying minimum participation requirsments.

Oratting Note: |n determining whaether to include the bracksted language, states shouid consider the
impact of dual choics on small emoloyer camers in reiationship t0 both the number of heaitn
maintenancs organizations in te stats and the effect on smail empioyers and their mpiloyees.

()

(d) A small empioyer carrier shall not increass any requirement for
minimum employee participation or any requirement for minimum
empicyer contnbubion applicable to a3 smail empioyer at any tme after
the smail empioyer has been acceptad for coverage.

(a) it a small- emplicyer carrier offers coverage t0 3 smaill empiover, ne

smail employer carrier shail offer coverage to all of the eugidie
smpioyess of a smail employer and their dependents. A smail emoiover

13
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(2)

=

camer shall nat offer coverage 10 only cartain individuals in 3 smail
empioYer Qroup or to only part of the group, except in the case of late
snroliees as provided in Paragraph (3).

(B A smail empioyer carmer shall not modify 3 basic or standard heaith
benefit plan with respect to a small employer or any eligibie smployee
or depandent through riders, sndorsements or otherwise, 0 reswict of
exciude coverage ftor certain diseasas or medical conditions otherwise
covered Dy the Reaith benetit plan.

A small empioyer carrier shall not be required to offer coverage 9or accspt
applications pursuant to Subsecoon A in the case of the following:

(@) To a smaill smpioyer, whaere the small empioyer is not physically located
in the carrier’'s established geographic service ires;

(b) To an empioyee, when the smpioyee does not work or reside within
the carnier’'s established geographic service ares; or

] Within an area whaere the smail emplover cartier reasonably anticipates,
and demonstrates to e satisfaction of the Commissioner, that it wiil
not have the capacity within its sstablished geographic service srea 10
deliver service adequately to the members of such groups because of
its obligations 10 existng group policyholders and snroliees.

A smail employer carrier that cannot offer coverage pursuant to Paragraph
(1}{c) may not offer coverage in the applicable area to new cases of empioysr
groups with more than twenty-five (25) eligible empioyees or to any smali
smpioyer groups untii the later of 180 days following each such refusal or the
date on which the carrier notifies the Commissioner that it has regained
capacity 10 deliver sarvices t0 small employer groups.

A smail emplover carrier shail not be required 10 provide coverage to small empioyers
pursuant to Subsection A for any period of ume for which the Commissioner
determines that requiring the accsptancs of smail employers in accordance with the
provisions of Subsscton A wouid piace the smaill empioyer carner in 3 financiaily
impaired condition.

Section 9. Notics of intent t0 Operate ss 8 Risk-Assuming Carrier
or 8 Reinsuring Carrier

A,

(1)

(2)

(3)

Each small empiover carrier shall notify the Commissioner within thirty (30)
days of the effective date of this Act of the camer's intsntion to COrate a8 2
risk-aSSUMInG CaITier OF 3 rEINSUNng carmier. A smail employer CaTier seeking
10 Operste as a nsk-assuming carrier shall maks an application pursuant 10
Section 10,

The decision shall be binding for a five-year period excapt that the .iniu'al
decision shail be made within thirty {30) days of the effective dats of this Aq
and shail be made for two {2) years. The Commissioner may penmut 3 Carmar
to modify its decision st any time for good cause shown.

The Commissioner shall establish an application procsss for small employer
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carners saeung 10 CRange Mer status unaer TNis sudseacuon.

A reinsynng carmar that Joplies and is approved O COrate s 3 risk-assuming camer
shail not be perrmitted 10 CONUNUE G reINsSure any Neaith denetit Dian with the program.
Such 3 carrier snail pay a prorated assessment Dased upon business issued as 3
reinsunng carner for any gorucn of the year tNat the business was rensured.

Oratting Note: Ceiete this section f Daruc:CatOnN i1 the reINSUrance program is mandatory.

Sectian 10. Appiication to 8acame s Risk-Assuming Cammer

A,

A small empilover carner may aoply 10 become 3 rnsk-assuming carner By filing an
applicauon with thne Commussioner in a form and manner prescridbed by (Ne
Commussioner.

The Commissioner shall consider the following factors in evaiuaung an applicaton filed
under Subsecton A:

(1) The carrier’'s financial condition;
{2) The carrier's history of rating and underwntng smail empioyer groups;
3 The carner's commitment 10 markat fairly to ail smail empioyers in the stats or

its estadblished geographic servics ares, as applicable; ang
(4) The carrier's sxperience with managing the risk of smail empioyer groups.

The Commissioner shail provide public notice of an application by a small employer
carrier t0 be 8 nsk-assuming carrier and shail provide at least a sixty-dav penod for
public commaent prioe to making a decision on the application. |f the aopiicaton 13 not
acted upon within ninety (S0) days of the rscsipt of the appiicauon by tnhe
Commissioner, the carner may request a3 hearnng.

The Commissionar may rescind the approval granted to a nsk-assuming carner under

this sectnon if the Commussioner finds that:

{(n The carner's financial condition will no longer support the assumouon of rsk
from issuing coverage to small emplovers in compliancs with Section 8 without
the protection atforded by the program:

(2) The carrier has failed 1o markst fairly to ail smaill empioyers in the State or its
established geographic sarvice area, as applicable; or

3) The carrier has failed to provide coversge to eiigible smail emoloyers as
required in Secuon 8.

A smail empioyer carrier electing 0 be a risk-assuming carrier shail not be subject 10
the provisions of Secuon 11.

Dratting Note: States shouid considee sstablishing special ruies for carriers whose charter and bylaws
placs limits on the types or kinds of individuals that can be insured by the camer. Such mm shouid
be permitted 10 Cperats as risk-assuming carriers, provided that they accept ail eligible small smplQyers,
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regardless of heaith status or claims expenence, tat wouid be etigible for coverage pursuant 1o the
charter and byiaws of the carner.

DOratting Note:

Celete this secucn it participation in the reinsurance program is mandatory,

Section 11. Smail Empiocyer Carrier Reinsurancs Program

AL
Drafting Nots:

A rainsuring camaer shail be subject 1o the provisions of this secuon.
Oelete Subsection A if participation in the reiNSUrancs program is mandatory.

There is heredy created a nonprofit entty 10 De known as the (insert name of statel
Small Empioyer Health Reinsurancs Program.

(1 The program shail operate subject 10 the supervision and control of the board.
Subject 1o the provisions of Paragraph (2), the boeard shall consist of [eight}
members appointed by the Commissioner pius the Commissioner or his or her
designated representative, who shail serve as an ex officio member of the
board.

(2) (a) In selecting the members of the board, the Cammissioner shall inciude
representatives of smaid empicyers and smail emgicyer carmaers and
such other individuais determined to be qualified by the Commissioner.
At least five of the members of the board shail be reprasentatives of
reinsunng carners and shail be selected from individuais nominated by
small empioyver carriers in this state pursuant to procsdures and
guidelines deveioped by the Commissioner.

{b) In the event that the program becomes eligible for additional financing
pursuant to Subsecton L{4), the board shall be expanded t0 inciude
two additional members who shail be sppointad by the Comwnissioner.
In seiecting the additionsl members of the board, the Commissionsr
shall choose individuals who represent [inciude referencs 10
reprasentatives of sources for additionsl financing identfied in
Subsection L(4)(d)(iiH)]. The expansion of the board under this
subsecuon shall conunue for the penod that the program conunues to
be eiigible for additional financing under Subsecton Li4).

{3) The initial board members shall be appointed as follows: one-third of the
members 10 serve a term of two vears; one-third of the membders t0 serve a
term of four years; and one-third of the members to serve a term of six years.
Subsequent board members shall serve for a term of three years. A board
member's term shall continue unti his or her SUCCSSSOr is appointed.

4) A vacancy in the board shall be filled by the Commissioner. A board member
may be removed by the Commissioner for cause.

Within sixty (60) davs of the effective date of this Act, each smaill emploYer carmier
shail maks a filing with the Commissioner containing the carrier' s net heaith insurancs
premium derived from hesith benefit plans deiiversd or issued. for delivery 10 smail
empioyers in thig stats in the previous Calendar yesr.
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within 180 days after the appointment of the /MUl DOara, Ne Scard shail submit o
the Commussionet a pian of operaton and thereafter any amendments thereto
necessary or suitadie, 1o assure the fair, reasonable and equitadble adminisranen of the
program. The Commussioner may, after Nouce and heanng, icprave the pilan of
cperauon if the Commussioner determinas it 1O De suitadble to assure the fair, reascnadie
3nd squitable aaministration of the program. and provides for the shanng of program
gaing or losses on an equitable and proporucnate Rasis in Jccordance with the
srovisions of thus secuon. The pian of operation shail become effectve upon approval
in wnting dy the Commssionaer.

It the board fals to submit 3 suitable plan of cperaton within 180 days after s
aopoinument, the Commssioner shail, after notice and heanng, sromuigats and adaopt
a temporary pian of cperauon. The Commissioner shall amena or rescing any pian so
adopted under this subsection at the time 3 pian of operaton is submMitied By the board
and 3pproved by the Commussioner.

The pian of operation shaii:

{n Establish procsdures for handling and accounting of program assets and
moneys and for an annual fiscal rsporung 1o the Commissioner;

(2) Estabiish procsdures for seiecting an administenng carrier and setung forth the
powers and duties of the administering carrier:

{3) Establish procadures for reinsuring risks in accordance with the provisions of
this secuon;

(4) Establish procsdures for coilecting assessments from reinsuring carriers to fund
ciaims and admunistrative expenses incurred or ssumated 10 De incurrsd dy the
program; and

{8} Provide for any additional matters necessary for the mpiementation and
administratuon of the program.

The program shall have the generai powers and authority granted under the laws of
this state 1o NSUrance companies and heaith Maintenancs crganizations licanseq to
transact business, excspt the power 10 issue heaith benefit plans directy 10 aither
groups or individuais. in addition thereto, the program shail have the specific authonty
1{-H

(n Enter into CONUTacts as necessary or proper to carry out the provisions and
purposes of this Act, including the authonty, with the approval of the
Cammissioner, 10 enter into CONTracts with simiiar programs in other states for
the joint performance of common functions or with personNs or cother
organizations for the performancs of administrative funcuons;

(2) Sue or be sued, including taking any legal actons necessary of proper to
recover any asssessments and penaities for, on behait of, or against the
program of any reinsuring carriers;

{3) Take any legal action necsssary to avoid the payment of imoroger claims
aQainst the program;

17



oy

(4)

(8)

{6)

(7)

(8)

(N

S

Defing the heaith benefit plans for which reinsurance wil be provided, and to
ISSUG reINSUrance policias, in accordancs with the requirements of this Act:

Establish rules, conditions and procedures for reinsurnng risks undes !Re
program;

Establish actuanal functions as appropnate for the operation of the program;

AS3438 reiNsSuUNNg carriers in accordance with the provisions of Subsecton L,
and to Maks advancs INTeNUM 233833MANtS as May 56 reasonadie and necsssary
for organizational and iNTENM OPerIting expensss. Any intenm asgtesiments
shall be credited as offsets against any reguiar asssssments due following the
closs of the calendar vear;

Appoint appropriate legal, actuarisl and other committees as necsssary 10
provide technical assistancs in the operaton of the program, policy and other
contract design, and any other function within the authority of the program;
and

Borrow money 10 effect the purposes of the program. Any notss or other
evidence of indebtedness of the program not in defauit shad bde legai
investments for carriers and may be carried 38 admitted issets.

A reinsuring carrier may reinsure with the program as provided for in this subsection:

nm

(2)

(3)

(4)

With respect 10 2 basic heaith benefit plan or 3 standard heaith benefit plan,
the program shall reinsure the level of coverage provided and, with respect to
other plans, the program shail reinsure up to the lavel of coverage provided in
a basic or standard heasith benaefit pian.

A smail employer carrier may reinsure an entire employer groug within sixty
{60) days of the commencamaent of the group’s coverage undaer a heaith benetit
plan.

A reinsuring carrier may reinsure an eligible empioyee or decendent within a
period ot sixty (60) days foillowing the commencement of the COVerags with
the small employer. A newily dligible employee or dependent of & reinsured
smail empioyer may be reingured within sixty (60) days of the commencement
of his or her coverage.

(@ The program shall not reimburse a reinsuring carrier with respect to the
claims of a reinsured empicyee or dependent unti the camer has
incurred an initisl level of claims for such empicyse or dependent of
$5,000 in a calendar yesr for benefits covered by the program. In
addition, the reinsuring carrier shall be responsible for 10% of the next
350,000 of incurred claims during a calendar vear and the program
shail reinsure the remainder. A reinsuring carmier's liability under tus
subparagraph shall not excsed a maximum limit of $10,00Q in any one
calendar year with respect to any reinsured individual.

{8) The board annually shall adjust the initial level of claims ;nd the
maximum limit 10 be retained by the camier to reflect inCreasas in costs
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ang uuiizatuon within the stanaard Marxat for neaitn zenefit Cians
within the state. The agjusunent shal not te less :Nan tne annuat
change in the maedical comopanent of the *Cansumer Prics ingex for All
Uroan Cansumers® of tne Cecartment of Lador, Sureay of Lador
Staustcs, uniess the DOard Sropcsaes and the Commissianer approves
a lower 3ajustmaent factor.

A smail empioyer carner may erMINAte rINSUrance for one sr mares of the
reiNsured empioyees or depencants of a smail emplover con iny zian
anmiversary.

Prermium rates cnarged for reinsurancs dy the oragram (o a Neaith Maintenancs
organszation that 1s federaity quaiified under 42 U.S.C. Sec. 200cicii2)(A). and
as such is subject 10 requirements that limit the amount of risk that May be
csded t0 the program that e MOore resuicuve t(han Mose ipecified n
Paragraph (4], shail be reduced to reflect that poruon of the nsk adove Ne
amount set forth in Paragraph (4) that may not be csded to the program, if
any.|

Dratting Note: Federal law oprohibits federailly-quaiified heaith maintenance organizanons from
reinsunng the first 35000 of coverad benetits. States that adoot an iIinal retenuon leves of less than
$5000 under Paragraph (4} shouid include the above language.

J. n

{2)

(3

The board, as part of the plan of operation, shall establish 3 methodology for
determining pramium rates t0 be charged by the program for remsunng smail
employers and individuais pursuant to this section. The methodology shail
include a system for classification of small employvers that refiects the types of
case characisnstics commoniy used Dy small empioyer carners in the state.
The maethodology shail provide for the deveiopment of dase rensurancs
premium rates, which shail be muitiplied by the factors set forth in Paragraon
(2} to determine the premium rates for the program. The Dase rewsurance
oremwum rates shail be established by the board, subject 10 the 3pproval of the
Commissioner, and shall be 38t at leveis which reasonadbly aoproxunate gross
premiums charged to small empicyers Dy smail empioyer carners for heaitn
benafit plans with benefits suTular to the standard heaith benefit pian.

Premiums for the program shall be as foilows:

(a) An entire smail emoplayer group may be reinsured for 2 rate that :s one
and one-nait {1.5) times the Dase rensurancs premium rate for the
GSroup established pursuant to this paragraph.

(B} An sligible employee or dependent may be reinsured for 3 rate that s
five (5) times the Dase reiNSurancs premum rate for the individuai
estabiished pursuant this paragraph.

The board periodicaily shall review the methodoiogy established uncer
Paragraph (1), including the system of classificanon and any raung factors, o
assure that it reasonably refiects the claims expenencs of the program. The
Board may Sroposs changes to the methodoiogy which shall be subject 1o tne
ipprovail of the Commissioner.
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I 3 heaith benefit pian for 3 smail emplover 18 entrely or parmaily reinsured with the
pgrogram, the premium cnarged to the smail empiover for any rating penod for e
COverage issued shaill meet the requirements reiating o premium rates set forws in '

Secuon 8.

1) Pricre 10 March 1 of each vear, (Ne Doard snail determine and regort 0 the
Cammissicner the program nat (0ss for the orevious calendar yesr, nciuding I
IMINISTIUVE EXDENSas and incurrted l0sses for the year, aking intg account
INvestnent INCoOMe ING OtNer J0PIO0Nate Jains and losses.

(2Y Any net loss for the year shail be recouped Dy assessmants of reinsunng
camers.

{3}

(b)

3]

(d)

(@)

The board shail establish, as part of the pian of operanon, 3 formuia by I
which t0 Make aIsSeSSMENts agaNST raNSUNNG carmers. The
asssssment formuila shall be basad on: '

{i) Each reinsurng carrier' s share of the total premiums eamed in
the precading calendar year from heaith benefit plans delivered
aor issued. for delivery to smail smpioyers in tMis state Dy l
reinsunng camers; and

precading calendar year from newiy issued heasith benefit plans
delivered or issued for delivery dunng such calendar yesr o
small employers in this state Dy rensunng camers. l

(i) Each reinsuring carrier’s share of the premiums eamed in the l

The formuls established pursuant to Subparagraph (a) shall not result
iN ANy renSunng carmer Naving an assessment share that is less than
fitty percent (50%) nor more than 150% of an amount wikeh is based
on the proporuon of the rensunng carmer's to0tai premiums eamed in
the preceding calendar year from heaith benetit pians deliversd or
issued for delivery 10 smail empioyers in this state Dy reINsuNnNg camars
10 total premiums esamed in the preceding caiendar year from heaith
benefit plans delivered or issued for delivery 10 sMall smpiOYers in this
state Dy all reinsunng carners.

The board may, with approval of the Commissioner, chanqge mo.
assessment formuia established pursuant to Suboaragraon (a) from
time 10 tirme as appropriats. The board Mmay provide for the shares of
the asssssment base attnibutable to premums from ail heaith benetit
pians and 10 premiums from newly issued heaith benefit plans to vary
during 8 transiton period. l

Subject to the aporoval of the Comwmissioner, the board shall maks an
adjustment to the assassment formuia for reINSUNNG CAMErs tat are
approved heaith MaINTENaNcs organizations which are federaily quaktfied
under 42 U.S.C. Sec. 300, ¢t _seg.. to the extent, if any, tnat
restTiCtions are placed on them that are NOt iMposed on other smau
eMpioYyer CATIONS. l

Premiums and benefits Daid by a reinsunng carmer that are less han an
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i)

amount determined Dy tNe@ Doard 0 justly the cost of coilecaon shail
not be considered for purpasaes of determining asssssments.

Prior 10 March | of each year, the board shail determine ang file with
tne Commissioner an estumate of the assessments needed o fund Ne
losses incurred Dy the program in e previcus calendar year.

It the Doard determines that the 3ssassments needed 10 fund the Iosses
incyrred Dy the program N the Srevious ciiendar vear wil excsed tNe
amount specified in Sybparagraph (¢}, the Doard snail evaiuate tNe
QJoerauon of the program and repornt 13 tingings, nctuaing any
racommendations for changes 0 the plan of cperaton, 90 the
Commussioner within 30 days foliowing the end of the calendar year in
which the losses were incurred. The evaiuation snail inciude: an
esumate of future assessments, the administratve costs of the
program, the appropriataness of the premiums charged and the level of
insurer retention under the program ang the costs of coverage for smaii
employers. |f the board faiis to file report with the Commussioner
within 90 davs following the end of the applicable caiendar year, the
Commissioner may evaiuate the operations of the program and
implement such amendments t0 tthe pian of cperavon (he
Commissioner deems necessary 10 reducs future I(osses and
assessments.

For any calendar vear, the amount specified in this suboaragraph is five
percent (S %) of total premiums earned in the previous yess from heaith
bensfit plans delivered or issued for delivery 1o smail amoioyers in this
State Dy rensunng carners.

(i) it assesaments in sach of two consecutive caiendar years
axceed the amount specified in Suboaragraoh (¢}, the program
shail be eligible 10 receive additional financing as provided in
Clause tiil.

(i) The additional financing provided for in Clause (i} shall be
obtained from (the state shouid specify one or mare sources ot
additional revenue 10 fund the program. States may wish to
congider the aiternative revenue 3ources provided in the NAIC
Modei Heaith Plan for Uninsurabie Individuais Model Actl. The
amount of additional financing 10 be provided to the program
shall equal to the amount by which total assessments in the
preceding two calendar years excseds five (5%) of total
premiums earned during that period from smail emoioyers from
heaith benefit pians delivered or issued for delivery in this state
By reinsuring carmers. |f the program has recsived 3dditonal
financing in either of the twa previcus calendar Years pursuant
10 this subparagraph, the amount of such additional financing
shall be subtracted from the amount of total assessments for
the purposes of the caicuiation in the PreVicus santence.

Additonal financing recsived by the program pursuant 1o thus
subparagraph shail be gismbuted tc rainsunng camers n
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Oratting Nots: The purpcose of the five cercant (S%) limitation 1s 3 Srevent the pragram from glacing
100 heavy of 3 burgen on tne smail eMOIGYer Marketpiace. States Couid aiso consicer suscending the
JUarantee issue provision in Secton 8 if assessments excsed the five gercent (5%} thresnaoid.

(4)

(8)

(6)

(7

Sroporton to the assassments caid Dy sucn carmers gver the
grevious two calendar vears.

'f asseszments exceed net /0sses Of the program, the excess shail be neld at
iNterest and used Dy the board to offset future iosses or 10 reducs program
Sremiums. As used in this paragraon, “future (0sses’ Nciudes reserves for
ineyrred DUt Not reported claims.

Each reinsuring carmier's proporton of the assessment shnail De determined l
annuaily by the board based on annual statements anad other reports deemed :
necessary by the Board and filed by the reinsunng carrers with the doard.

The plan of operation shall provide for the impaosition of an interest penaity for l
late payment of 3sscisments.

A reinsunng carner may ssek fram the Commissioner a defermaent from all or l
part of an assessment imposea By the board. The Commussioner may defer ail
or part of the assessment of a reinsuring carner if the Commussioner determines
that the payment of the assessment wouid placs the reinsurnng camer in a
fingncially impawrsd condition. If 3l or part of an asssssment against a.
reinsuring carrier is deferred, the amount deferred shail be assessed against the
other participating carriers in a3 manner consistent with the basis for
assesgment set forth in this subsection. The reinsuring carner recsiving such l
deferment shall remain liable to the program for the amount deferred and shail
be pronibited from rensurnng any individuais or groups in the program untl
such tmae as it pays such 2s38ssments. I

M. Neither the participation in the program as reinsuring carners, the establishment of

shail be the basis of any legal acton, criminal or civi liabiity, or penaity aganst the

rates, forms or proceaures, Nor any other joint or collective acuon raguired Dy this Actl

program or any of its reinsunng carrers either jointly or separately.

N. The board, as part of the pian of cperation. snhail deveiop standards setang forth the l
manner and leve:s of compensation to be paid 10 producsrs for the saie of baskc and
standard heaith benaefit plans. in establishing such standaros, the board shail take into
the consideraton: the need to assure the droad avalanility of coverages, the objectives
of the program, the time and effort expended in piacing the coverage, the need to
provide onN-going service to the smail empiover, the leveis of compensaton currenty
used in the industry, and the overall costs of coverage to small empicyers saiectung

these plans. l
Q. The program shall be exempt from any and ail taxes.
Section 12. Heaith Benefit Plan Committese- I
A, The (Commissioner/governor] shall appoint 3 Heaith Benefit Plan Committse. The
committes shal be compossd of representatives of carners, SmMail empioyers anc'

ampioyees, Neaith cars providers and procucsrs.
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Oratfting Note: A state may wish t0 3dd a representative of third-party JaMinistrators 1o the committee
membership.

8. The committae shail recommend the form and level of coverages to be made avaiabdie
By smail empioyer carners pursuant to Secton 8. :

O

The committse shail recommaend benefit leveis. cOst sharing levels, exciusions and
limitationsg for the dasic Neaith benetit plan and the standard heaith benefit plan. The
committee shail aiso design a basic heaith benefit plan and a standard heaith benefit
plan which contan benefit ang cost shanng leveis that are consistent with the Basic
maethad of operation and the benefit plans of heaith maintenance organizatons,
including any restnctons imposed by federal law.

(1) The plans recommended by the committee may inciude cost contawument
features such as:

{a) Utilization review of heaith care services, including review of medical
necsssity of hospital and physician servicss;

™ Case management;

{e) Selective contracting with hospitals, physicians and other heaith cace
providers;

" {d} Reasonable benefit differentials applicable to providers that participats
or dOo NOt parucipate N arangements using restncted nNeTtwo
provisions; and )

) Other managed care provisions.

(2} The committee shail submit the heasith benefit plans described in Paragraph (1)
to the Commissioner for approval within 180 days after the appointment of the
committse.

Section 13. Periodic Markst Evalustion

The board. in consuitation with members of the committse, shail study and report at least every three
{3) years to the Commissioner on the effectiveness of this Act. The report shall analvyzs the
sffectiveness of the ACt in promoung rate stability, product avaiability, and coverage affordability.
The report may contain recommaendations for actions to improve the overall sffectiveness, efficiency
and fairness of the small group heaith insurancs markstplace. The report shail address whether carmaers
and producers are fairly and actively marksting or issuing heaith benefit plans to small employers in
fulfillment of the purposes of the Act. The report may contain recommendations for markat conduct
or other reguistory standards or acton.

Section 14, Waiver of c.mn Stats Lawe

No law requiring the coverage of 3 heaith care servics or benefit, or requiring the reimburssment,
utilization or inclusion of a specific catagory of licsnsed hesith care practitiones, shaill apoly t© 3 basc
health benefit plan delivered or issued for delivery 10 small empioyers in this STata uUrsuUant to this Act.

Drafting Note: Statss shouid carefully examine how brosdly or namowiy they allow the mandate
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preemption t0 aoply. Specifically, several mandates (e.g., newdom caverage, adoouve chiidren
caverage, and convarsion requirements) may rainforcs the goais of access and continuity of coverage
and hence shouid be maintained. States whnich Nave overly burdensome Senefit mandates may want
0 consider their exciusion from other heaith benefit plans.

Section 15. Administrative Procedurss

The Commissioner may issue raguiations (in accorgancs with cite section of state insurancs code
reiatung to the adopuon and promuigation of ruies and reguiations or Cite the state’s admumstrauve
procsdures ace, if aopilicable] for the implementaticn and admirnistration of the Smail Emoioyer meaitn

Coverage Reform Act.

Section 16. Standards t0 Assure Fair Marksting

A,

Each smail empioyer carrier shail actively market heaith benefit pian coverage, inciluding
the basic and standard heaith benefit plans, 10 eligible smail empicyers in the state.
If 3 smail esmployer carrier denies coverage 10 3 small empioyer on the basis of the
heaith status or claims experiencs of the small employer or its empioyees or
dependents, the small employer carrier shail otfer the smaill empioyer the cpportunity
to purchase a basic heaith benafit pian and 3 standard heasith benstit pian,

n

(2)

&)

(2)

Excspt as provided in Paragraph (2), no smail empioyer carrier or producer
shall, directly or ingirectly, engage in the following activities:

{a) Encouraging or directing smaill employers to refrain from filing an
application for coverage with the small empiover carrier because of the
heaith status., claims experiencs, industry, occupauon or geographic
location of the smali employer;

(B) Encouraging or directing smail empioyers to seek coverage from
another carrier because of the heaith status, claims expenences,
industry, occupation or geographic location of the smail employer.

The --gvisions of Paragraph (1) shall not apply with respect to information
prc- .ad by a smail empioyer carrier or producsr t0 a smail eMmployer reQarging
the istablished geograpnic servics area or 3 restncted netwark provision of a
smai empigyer carrier.

Excspt a8 provided in Paragraph (2], no smail empioyer carner shall, directy or
indirecty, snter into any cONract, agreement or arrangement with a producsr
that provides for o¢ resuits in the compensation pad to 3 producer for the sale
of a haaith benefit plan to be varied becauss of the heaith swatus. claums
sxperiencs, industry, cccupation or geographic locavon of the small employer.

Paragraph (1) shail not apply with respect t0 a COMpensation arrangemaent that
provides compensation 10 a producer on the basis of percentage of premium,
provided that the percsntage shail not vary because of the heaith status, claims
experiencs, industry, 0CCUDation of Geographic arsa of the smail empioyer.

A smail employer carrier shail provide reasonable compensation, 3s provided under the
plan of operstion of the program, (0 a producer, it any, for the sale of a basic or
standard heaith benefit plan.
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E. No smail empiloyer carner snall tgrrminate, fail tO reNewW or limit 113 contract or
agreement of represantaton with 3 progucsr for any reason reiated tc the Neaith
status, claims expenencs. occupaton, or geographic locaton of the smal empioyers
placed Dy the procucer with the smail empioyer carner,

£ Na smail emoloyer carner or producer shall induce or otNerwise encourage a3 small
employer 10 3Se0arate or Atherwise exciude an eMpICYee from heaith coverags or
Denefits provided in connection with the employee’' s emMpioymaent.

G. Cenial By 2 smail empicyer carrier of an application for coverage from a smail employer
shail be in wnting and shail state the reason or reasons for the denal.

H. The Commissioner may sstablish reguiations setting forth additional stancards (o
provide for the fair markeung and broad availability of heaith denetit plans to smai
empilovyers in tis state.

i (1) A vioclation of this section by a smail employer carrier or a producer shall be an
unfair trade practics under [insert appropnate reference 10 state law
corresponding 1o Section 4 of the NAIC Unfair Trade Pracuces Model Act).

{2) i 3 smail employer carrier entars iNnto a3 cCONtract, agreement or other
arrangement with 3 third-party adminisTatoe 10 provide administrative,
marksting or other servicas related to the offering of heaith benefit plans to

smail employers in this state, the third-party administrator shail be subject to
this section as if it were a smail empioyer carmaer.

Section 17. Separability

It any provision of this Act or the application thereof 10 any Derson of circumstancses is for any reason
heid to De invalid, the remainder of the Act and the application of its provisions 10 other persons of
circumstances shall not be affectad theredy.

Section 18. Effective Date

The Act shall be effective on [insert datel.
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