/ Date

MINUTES OF THE SENATE COMMITTEE ON FINANCIAL INSTITUTIONS AND INSURANCE

Approved 5 /5 0 ‘5}0

The meeting was called to order by _ SENATOR RICHARD L. BOND at

Chairperson

9:00 am./F¥E on _MONDAY, MARCH 26 529-5

192%n room of the Capitol.

A members wrx® presentxesacspi
Senators Karr, Kerr, McClure, Parrish, Reilly, Salisbury, Strick, and Yost.

Committee staff present:
Bill Edds, Revisors Office
Bill Wolff, Research Department
Louise Bobo, Committee Secretary

Conferees appearing before the committee:
Representative Jim Braden
Representative Dale Sprague
Rich Huncker, Kansas Insurance Department
Donald R. Lynn, Blue Cross Blue Shield
Bill Sneed, Health Insurance Association of America

Chairman Bond called the meeting to order at 9:13 a.m.
HB 3012 - Insurance: accident & sickness rates.

Representative Jim Braden addressed the committee in support of this bill which he
requested to be introduced. Representative Braden explained that he originally
requested the bill in order to give the same authority to the Commissioner over other
health insurance companies that he now has over Blue Cross and Blue Shield.
Representative Braden advised that, in its present form, the bill gives the
Commissioner authority to approve policy forms and rates and prohibits breaking up
large pools and squeezing people out. The bill further. requires that all groups
of 25 or less be combined with other groups of 25 or less issued by the same company.
Representative Braden also stated that he approved of the amendments to the bill
prepared by the Insurance Department.

Representative Dale Sprague addressed the committee for the purpose of advising the
committee about the four major topics of study resulting from the Joint Meeting of
the House and Senate Committees the end of January. Representative Sprague concluded
his remarks by advising that there was agreement that competition is the "spurring
factor" causing premium rates to soar and further advised that if a level playing
field was not forthcoming, the competition would freeze more people out. His advice
was not to delay action by sending these bills to interim study. (Attachment 1)

- Rich Huncker, Kansas Insurance Department, informed the committee that the Insurance
Department believe this bill, as amended, would provide the most certain means for
preventing the rate variations created by tier rating and the greatly reduced use
of community rates. (Attachment 2)

Mr. Huncker explained the amendments to the bill, as developed by the House committee.
One amendment to the bill would require that rate regulatory requirements and
prohibitions cover Kansas residents or employees regardless of where the policy is
issued. Another amendment would correct the problem some people face because of
tier rating. Amendments to the bill would also address the classification problem
and also represent another effort to restore the concept of group insurance to its
original form. (Attachment 3)

Donald R. Lynn, Blue Cross Blue Shield, told the committee that his organization
was in support of the bill if it is uniformly applicable to all carriers in the state.
He listed some major concerns with the bill, however, that he said needed to be
studied and revisions made before HB 3012 is passed and enacted. (Attachment 4)

Bill Sneed, Health 1Insurance Association of America, addressed the committee in

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections. Page 1 Of 2




CONTINUATION SHEET

MINUTES OF THE SENATE COMMITTEE ON FINANCIAL INSTITUTIONS AND INSURANCE ,

room _529-5  Statehouse, at __9:00___ a.m#xRRx0ON MONDAY, MARCH 26, : 1990

opposition to this proposal. According to Mr. Sneed, this bill will not lower health
costs and, in addition, will place additional regulations on insurance companies.
Mr. Sneed concluded by strongly urging the committee to recommend HB 3012, along
with other health issues, to an interim study committee. (Attachment 5)

No action was taken on HB 3012 and the hearing and possible action will continue
later this week.

Minutes of the March 21, 22, and 23 meetings were approved on a motion by Senator
Reilly with Senator Salisbury adding the second. The motion carried.

Chairman Bond announced the meeting adjourned at 10:08 a.m.
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it o AGENDA
Committee on Insurance

3:30 p.m.
Room 531-N

Monday, February 12, 19390
Topic Briefings on:

Kansas Mandated Health Insurance Coverages
Insurance Dept. Overview
Interested Groups

Tuesday, February 13, 1990
Health Care Presentation
Blue Cross/Blue Shield

Wednesday, February 14, 1990
Topic Briefings on:

Delivery Systems Concepts for Health Insurance
HIAA ~- Washington Staff

Thursday, February 15, 1990
Committee Discussion of Topic Briefings
Bill Requests by Committee Members

Friday, February 16, 1990
No meeting scheduled

Anyone wishing to appear before the Committee should
contact the committee secretary, Patti Kruggel at
296-7695 prior to the meeting. Conferees are required
to provide 20 copies of written testimony.
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DALLE M. SPRAGUE
FEPRESENTATIVE SEVENTY THIRD DIST=ICT
MCPHERSON COUNTY

PO BCX 119

MCIFPHERSON KANSAS 67480

TOPEKA
a1

SPEARER PRO TEM

512 REVISETD
A GENDA

1300422 3322

Committee on Insurance

3:30 p.m.
Room 531-N

Monday, February 5, 1930
No meeting scheduled

Tuesday, February 6, 1990
Hearings on:

HB 2676 -- health maintenance organizations;
contractual provisions

HB 2701 -- health maintenance organizations; deposit
requirements

HB 2722 -- continuing education for agents

Wednesday, February 7, 1890
Topic Briefing on:

Health Care Insurance Kansas Marketplace

Thursday, February 8, 1990
Topical Briefing on:

Rate Regulation and Pricing Concepts

Friday, February 9, 1990
No meeting scheduled

Anyone wishing to appear before the Committee should
contact the committee secretary, Patti Kruggel at
296-7695 prior to the meeting. Conferees are required
to provide 20 copies of written testimony.
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Kansas Insurance Department
Testimony Before the
Senate Committee on Financial Institutions and Insurance
on House Bill No. 3012 '

Presented by Rich Huncker

House Bill No. 3012 is a natural and apﬁropriate response to some of the
increases that have taken place recently in connection with accident and
sickness insurance. It proposes a prior approval type of rate regulation
for individual and group policies issued by traditional insurance
companies that is similar or identical to that which currently applies to

mutual nonprofit hospital and medical service corporations and health

maintenance- organizations.

As the sponsor noted when he requested the House Insurance Committee to
introduce this bill, he was very surprised to discover that such rate
regulatory authority was not an existing law. You should be aware;
however, that legislative consideration has been given to general
accident and sickness insurance rate regulation before, but has obviously
not ceen enacted. Those were, of course, somewhat different days when
heal<h insurance costs and availability had not yet achieved the PrLOTLLY
status they occupy todav. So the fact that this legislation has not been
enacted despite previous opportunities to do so does not necessarily mean
it is without merit or that public policy needs don't change.
Nevertheless, the previous lack of legislative enthusiasm is an obvious

indication that some negative considerations were also present.

I czz recall a couple of problems raised by opponents at previous
hearings. One was the fact that it is not unusual for a group accident
and health policy to be issued to a non-resident policyholder and be
governed by the laws of the policyholder's state of residence even though
the coverage may extend to a number of Kansas residents and/or

employees. Thus, the fact that Kansas might have a rate regulation law

does not necessarily mean the rates for accident and sickness insurance

covering all Kansans would be regulated. ngfZii4;{/ /dcxﬁﬂ/{f/ ;7
(B Z
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The House Committee amendments address this problem by the incluéion of
New Section 2 appearing in lines 20 through 25 on page 3 of the bill;~ﬁ
This is an extra-territorial provision adapted from»exiééing K.S.A.
40-2,103 which simply provides that the rate reguléfory requirements and
prohibitions contained in House Bill Naj 3012 will apply to all accident
and sickness insurance policies to the extent they cover Kansas residents

or employees regardless of where the policy is issued.

Another argument raised by opponents was the fact that accident and
sickness insurance is often a subject of negotiations between labor and
management. In such situations, negotiators are placed in an untenable
position. Either the rates and forms to be used are already filed with
and approved by the Commissioner, in which case there is little to
negotiate or the negotiators don't know from one offer to the next
whether it will be approved by the regulator. On the other hand, the
regulator is probably not oblivious to the havoc he or she can cause by
disapproving a "done deal". House Bill No. 3012 as passed by the House

does not address this problem.

However, there was another shortcoming in the original bill which was
much more serious, and that was the bill wouldn't have corrected the
problems some people face because of tier rating. Tier rating is nothing
more than a system of risk classification where subclassifications are
established within a group based on health condition or some other rating
criteria. Varying rates are established for each of these
subclassifications so what really exists is one group for coverage
purposes but several small groups for rating purposes. This is a product
of the fragmentation of the group concept you heard several express
concerns about during the course of your joint hearing on January 30.
However, there is nothing in current law to prevent it and, more
important, there was nothing in the original version of House Bill No.
3012 to prevent it either unless the risk classifications proposed were

clearly and demonstrably unfairly discriminatory.



Another potential problem with the bill, or at least with any
expectations that the Insurance Department might be able to utilize iﬁS‘
provisions to disapprove rating classifications that result in very
significant, even traumatic rate increases for éoméfmembgré of a group,
is caused by a 1980 decision of the Kansas Supreme Court. The portion of
the decision you need to be aware of is a sentence which reads as
follows: "The Commissioner should not substitute his judgment for that
of the directors of Blue Cross and Blue Shield of Kansas when it comes to
grouping and classifying risks for the purpose of establishing rates on
individual policies or on group policies." This decision incorporated a
number of other reasons for overturning our disapproval of a rate
increase submitted by Blue Cross and Blue Shield of Kansas (BCBSK), but
the language of the rate regulation act applicable to that organization
is nearly identical to House Bill No. 3012 in its original form -- not
word for word but the substance is the same. The fact that BCBSK is =a
creation of the legislature and is a nonprofit entity may have had a

bearing on the Court's decision, but I wouldn't rely on this possibility.

We believe the House Committee amendments address the classification
problem and the Supreme Court's finding by the language appearing in
iines 11 through 17 on page 2. This language is intended to prohibit
insurers from singling out individuals for some kind of specific rating
treatment and also prohibits the establishment of rating classificaticns
within the group other than as might be necessary to reflect different
rating treatment based on marital status or dependents coverage. This
same prohibition has been added to the rate regulation act applicable to

Blue Cross and Blue Shield ir Section 3.

Finally, the House amendment appearing in lines 37 through 43 on page 2
and continuing in the first 2 lines of the next page represent another
effort to restore the concept of group insurance to its original form.
Specifically, this amendment requires groups of 25 or less members or
member units to be community rated. As a result insurers would no longer

be able to rate small groups of 8 to 10 or so persons largely on the

basis of their own experience but rather would require the experience of

2-3



all similar groups to be combined for ratemaking purposes. This- should
add some much néeded stability to this segment of the insuredv '
population. This amendment has also been added to the Blue Cross and
Blue Shield law by the language appearing in lines 27 through 35 on page
4, .

While House Bill No. 3012 as amended is, we believe, the most certain
means of preventing the rate variations that have been created by tier
rating and the greatly reduced use of community rates. It must be
remembered, however, that these rating devices are used by dinsurers as a
means of retaining as many "insurable" risks in a group as possible. We
believe that, when such prohibitions are in place and applicable to all
insurers, the competitive pressures that have been responsible for the
introduction and increasing use of these rating techniques will largely
disappear. At least from a rating perspective, insurers will be
competing on a more level playing field. But there is one danger. While
House Bill No. 3012 will effectively stop the rating practices it will
not prevent insurers from underwriting out individuals or groups of
individuals whose absence would permit an insurer to quote a more
competitive rate. We frankly don't know if this will happen or not. In
addition, the rating restrictions included in House Bill No. 3012 are
probably among the most stringent in the country -- we don't know this

but neither do we know of any other jurisdiction that has done this. &

m

a result, we have no wav of gauging the insurance market's reaction.
Obviously, insurers don't happily embrace new regulatory requirements and
if there are good, sound reasons for not enacting this bill, we haven't
heard them. Nevertheless, the insurance marketplace has yet to be heard
from and T would hope some reaction from this sector could be obtained
before final action is taken. In this regard, I would note, however,
that Blue Cross and Blue Shield of Kansas have been aware of this bill
and the amendments. At least publicly that organization has been

silent. If the bill was abhorrent I would think we would have heard from
this organization because, unlike the traditional insurers, it can't

simply stop doing business in Kansas and write business elsewhere.
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As Amended by House Committee

Session of 1990

HOUSE BILL No. 3012

Bv Committee on Insurance

2-16

AN ACT relating to insurance; concerning accident and sickness
insurance and the regulation of the rates thereof by the commis-
sioner of insurance; amending K.S.A. 1989 Supp. 40-19¢07 and
40-2215 and repealing the existing seetion sections.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 1989 Supp. 40-2215 is hereby amended to read
as follows: 40-2215. (a) No individual policy of accident and sickness
insurance as defined in K.S.A. 40-2201 and amendments thereto
shall be issued or delivered to any person in this state nor shall any
application, rider or endorsement be used in connection therewith,
until a copy of the form thereof and of the classification of risks and
the premium rates pertaining thercto, have been filed with the
commissioner of insurance.

(b) No group or blanket pelicy of accident and sickness insurance
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providing -medicals ~siargical lor- hespital -sxpense- coverage- shall be
issued or delivered to any person in this state, nor shall any ap-
plication, rider or endorsement be used in connection therewith,

L__Delete Explanation:

This amendment removes the requirement for filing rates and classifications tut makes it

until a copy of the form thereof sl of the —clascification -of- Fiaks

clear that all forms used in connection with group or blanket insurance are ic be filed.

Delete

and the premian vates-pertaining thereto- have been filed with the
commissioner of insurance. Hiis section-shall- ret epply-to-disability-
meomes hospitel confinement-ind emnity,- specificd-disease or aceident-
orly-coverase- -

3 () No snuch policy shall be issued, nor shall any application,
rider or endorsement be used in connection therewith, until the
expiration of 30 dayvs after it has been filed unless the commissioner
gives written approval thereof.

ter () The commissioner mav. within 30 davs after the filing of

Lo fias

Delete

any suelrform! disapprove such forms (:‘L—} If the benelits provided

therein are unreasonuble in relation To the premivm eharseds
or {2 il it contains a provision or provisions which are unjust, unfair,
inequitable, misleading, deceplive or encourage misrepresentation
of such policy. If the commissioner notifies the insurer which has
filed any such form that it does not comply with the provisions of

'— required to be filed pursuant to subsection (a) of this section
Mi

If the benefits provided therein are unreasonable in relation to the premium
charged; or (2)

Explanation:

This restores the previous language and requirements with regard to individual policies.
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HB 3012—Am.
2

this section or K.S.A. 40-2202 and 40-2203, and amendments thereto,
it shall be unlawful thereafter for such insurer to issue such form
or use it in connection with any policy. In such notice the com-
missioner shall specify the reasons for disapproval and state that a

hearing will be granted within 20 days after request in writing by
the insurer.

]
(e) (1) Amny ﬁlmgﬂfﬁvk classifications, premium rates o¥ rating

Deiete

—

formulae | shall- be -upproved -biy- the- commissioner- un less— 2he com-
|

anissionsr-finds- that- such- filing doecs -not-mest- the- requirements -of
this-aot-0#, establishes- an unreasonable, excessive or unfairly dis-
criminatory rate or, with respect to group or blanket policies issued
pursuant to K.S5.A. 40-2209 or 40-2210, and amendments thereto,
~Hseriminates-against any individuals eligible for participation in a

PRI TG

group, or es%abhshe& rating classifications within a group except

—> and all modifications of either applicable to Kansas residents shall not

discriminate
restab]ish

those based on eriteria solely and diréctly relevant to T ecogmtxon
of rating differences attributable to the marital status of a group’s
members and person eligible for dependents’ benefits. 4s-soon -as

reasonably-posstihie after the filing JrasHreen-mades the commissioneor
shal-in-toriting- approve -e1- disapprove- the filing~ Ay filing -sheall
be-deemed-tproved unless disapproved-within 30 days afier receid

-of -stich fHing-erm supporting -nform ion- in- eonneetion therewith- In
the -cvent the <ommissionor-disapproves «- filing - the conmnissionar
shaH-speeifiyy +1r 1shat-respact —suek -filine doas- not meet the require
mends of this—secton t-other pracisivns of <uticle-22 of chapter 40
of the Kansis-Statinesr Annotted, —mnl amendments thereto; «nd-shall
state-that a-lreering will be-grmted within 20- days- after- receip-of
steh reguest ~in-writing-biy snelk corpoiation-

() All rates;-Fled- pursisaht to- s seetion, shall be made in
accordance with the following provisions: (A) Due consideration shall
be given to: (i) Past and prospective loss experience; (i) past and
prospective expenses; (iii) adequate contingenciy reserves; and (iv) all
other relevant faciors within and wiitheut the state;

(B) risks may be grouped by clussifications for the establishment
of rates for individual, group or Dlanket policies; and

(C) vates shall be reasonable, 1ot excessice and not unfairly dis-
crintinatory= and

(1) vates for group and blanket policies covering 25 or fewer
members or member units shall be based on the aggregate loss
and expense experience, contingency reserves and other faclors
required to be considered in making vates to which this act applies.

Delete

l— for accident and sickness insurance covering Kansas residents

Explana tion:

The above amendments remove the prior approval requirements relating to group and blanket
rates but imposes standards such rates must meet when applied to Kansas residents.

Such rates shall apply egquaby to all members and member units
of all groups comprised of 25 or fewer members insured in this

Delete

state by the insurance company fikhg the rates on a per person

“—using
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basis but may vary with the number of persons in a family or the
primary occupation of the group’s members or both.

Policies issuedior renewed after the effective date of this actimay utilize
rates for specific groups that also vary from the community rates by rio more
than 50% if issued or renewed prior to January 1, 1992; 30% if issued or

(3) Nothing in this act is intended to prohibit or discourage
reasonable competition or discourage or prohibit uniformity of rates
except to the extent necessary to accomplish the aforementioned pur-
pose. The commissioner is hereby authorized to issue such rules and
regulations as are necessary and not inconsistent with this act.

t} () The commissioner may at any time, after a hearing of
which not less than 20 days’ written notice shall be given to the

insurer, withdraw approval of any-stieh form en any 915 the greunds

Dele:

Lo by this amendment would allow insurers some latitude to

renewed prior to January 1, 1993; 20% if issued or renewed prior to January ?3
T, 1994; and 10% on policies issued or renewed thereafter. 4

Explanation:

This amendment will provide for a transition period that will alleviate the
same kind of premium changes

in the reversion to community rating that occurred
when community

rating was discontinued. The permanent 10% variation permitted

recognize geographic
or -other reasonable rating distinctions. Explanation:

stated 11y Hiis seetion or rate-in- the- event the mvnmssaenaq—ﬁna&

on any of the grounds

swteh- filing-no donger nweets —Hre-reqiarentents of This=section o of

This amendment restores the due process require-

| stated in subsection (d) of this section ments relating to disapproval of forms.

artiele 22-of chapter40-of-the Kansas-Staturte -A-mrotai*ed and anend-
ments-thereto- It shall be unlawful for the insurer to issue such form

Delete

or use it 6= anyt'Fate in connection with any policy after the effective
date of such withdrawal of approval.

L—Delete

{e} (g{) Hearings under this section shall be conducted in ac-

) Violations of subsection (e) of this section shall be treated as violations

cordance With the provisions of the Kansas administrative procedure
act.

New Sec. 2. The requirements and restrictions imposed by
K.S.A. 40-19¢07 and 40-2215, and amendments thereto, shall apply
to all insurance policies, subscriber contracts or certificates of in-
surance delivered, renewed or issued for delivery within or outside
of this state or used within this state by or for an_individual who

1989 Supp. 40-2407 and 40-2411.

(g

of the unfair trade practices act and subject to the penalties prescribed by
,‘ | K.S.A.

-(h)

h)

=

Explanation:
Since group and blanket rates are no longer suzject
to prior approval, this amendment would permit the

use of the penalties provided under the Unfazir Trade

resides ex-s emploved-in this state.

Sec. 3. K.S.A. 1989 Supp. 40-19¢07 is hereby amended to read
as follows: 40-19¢07. (a) Every such corporation shall file with the
commissioner a copy of all subscription agreement forms and rates
pertaining thereto and all modifications of ecither that it proposes
to use. IEvery such filing shall indicate the character and extent of
the coverage contemplated by such rates, the plan of operation
contemplated and shall be accompanied by the information upon
which such corporation supports the filing.

(b)Y Any filing made pursuant to this section shall be approved
by the commissioner unless such filing does not meet the require-
ments of this act or establishes an unreasonable, excessive or un-
faivly discriminatory vate or, with respect to group or blanket
policies issued pursuant to K.S.A. 40-2209 or 40-2210, and amend-
ments thercto, discriminates against any individuals eligible for par-
ticipation in a group, or establishes rating classifications within a
group except those based on criteria solely and divectly relecent to

recognition of rating differences attributable to the marital status of

a group’s members and persons eligible for dependents’ benefits. As

1 Practices Act as an enforcement tool,.
——Delete

Explanation:
This amendment would limit application of the extra-
territorial provision to Kensas residents only.
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HB 3012—Am.
4

soon as reasonably possible after the filing has been made, the
commissioner shall in writing approve or disapprove it. Any filing
shall be deemed approved unless disapproved within 30 days after
receipt of such filing or supporting information connected therewith.
In the event the commissioner disapproves a filing, the commis-
sioner shall specify in what respect such filing does not meet the
requirements of this section and shall state that a hearing will.be
granted within 20 days after receipt of such request in writing by
such corporation.

(¢} The commissioner may at any time after a hearing, of which
not less than 20 days’ written notice shall have been given, withdraw
approval of any such subseription agreement or rate in the event
the commissioner finds such filing no longer meets the requirements
of the nonprofit medical and hospital service corporation act.

(d) All rates, filed pursuant to this section, shall be made in
accordance with the following provisions:

(1} Due consideration shall be given to (A) past and prospective
loss experience; (B) past and prospective expenses; {C) adequate
contingency reserves; (D) the provisions of contracts between such
corporation and participating physicians and hospitals; and (E) all
other relevant factors within and without the state; '

(2) risks mav be grouped by classifications for the establishment
of rates for individual subscription agreements or for group sub-
scription agreements; anée

(3) rates shall be reasonable, not excessive and not unfairly
discriminatorys and

(4) rates for group and blanket policies covering 25 or fewer
members or member units shall be based on the aggregate loss and
expense experience, contingency reserces and other factors required
to be considered in making rates to which this act applies. Such
rates shall apply eguethy to all members and member units of all

PR I

groups comprised of 25 or fewer members insured in this state by
the insurance company filing the rates on a per person or per family
basis but may vary with the number of persons in a family or the
primary occupation of the group’s members or both.

7~Dele#e

(¢) Nothing in the nonprofit medical and hospital service cor-
poration act is intended to prohibit or discourage reasonable com-
petition or discourage or prohibit uniformity of rates except to the
extent necessary lo accomplish the aforementioned purpose. The

commissioner is hereby authorized to issue such rules and regu-

lations as are necessary -and not inconsistent with the nonprofit
medical and hospital service corporation act.

(N Premiums shall be payable in cash and no subscription agree-

<
x

AN

e ted T

~ Policies issuedior renewed after the effective date of this act may utilize

rates for specific groups that alsc vary from the community rates by rio more
than 50% if issued or renewed prior to January 1, 1992; 30% if issued or
renewed prior to January 1, 1993; 20% if issued or renewed prior to January
1, 1994; and 10% on policies issued or -renewed thereafter.

Explanation:

This amendment will provide for a transition period that will alleviate the
same kind of premium changes in the reversion to community rating that occurred
when community rating was discontinued. The permanent 109 variation permitted
by this amendment would allow insurers some latitude to recognize geographic

or -other reasonable rating distinctions.

I~
Oy
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ment issued by such corporation shall provide for any assessment
or contingent premiums. ’

(g) Hearings under this section shall be conducted in accordance
with the provisions of the Kansas administrative procedure act.

Sec. 24. K.S.A. 1989 Supp. 40-19c07 and 40-2215 is are hereby
repealed.

Sec. 3 5. This act shall take effect and be in force from and after
January 1, 1991, and its publication in the statute book.




TESTIMONY ON HOUSE BILL 3012
BY DONALD R. LYNN
VICE PRESIDENT, FINANCE
BLUE CROSS AND BLUE SHIELD OF KANSAS

FINANCIAL, INSTITUTIONAL AND INSURANCE COMMITTEE
Monday, March 26, 1990

Blue Cross and Blue Shield of Kansas supports the move back to a Community
rating approach for the small groups of less than 25 contracts. We support
this approach in order to give these small groups a more stable rate and a
long-term method of financing their health insurance coverage. We do have some
concerns however as it relates to the way that this particular bill is drafted.
We think there may need to be some revieﬁ and changes made in order for the
implémentation of this Community rating method to be less of a hardship and
disruption on some of the groups that would be involved. Below are a list of
some of our concerns that we feel need to have attention given and possible

study and revisions made before this Bill is passed and enacted.

1. The Bill currently states that it applies to policies covering "25 or
fewer members or member units'. We would suggest this be changed to state
that it applies to groups that have "less than 25 employees or member

units covered by the health insurance coverage".

2. Insurance companies must be able to review the risk of new groups wishing
to enroll in this Community pool and have the ability to reject an entire
group that will have an extreme detrimental impact upon the rates of that
particular pool. If this right. is not made available to the insurance
companies, this Community pool could become the coverage for the State's
uninsurables and the rates would become unaffordable for the groups it was

intended to help. We think this Bill allows for these actioms.

B The insurance companies must have the right to set and enforce reasonable
underwriting regulations that require the participation of the eligible
employees within a group to allow for coverage being extended to a cross
section of risk and not just the individuals with the highest medical

. risks within these small groups. If this were not allowed by the
insurance companies, then larger groups could segment out 25 or fewer of
their employees that are of high medical risk and enroll them in these

Community pools. This, we feel, is not the intent of the Bill. We think

this Bill allows for these actioms. 42;%é149¢{/¢0L¢424ﬂi 491
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It does not appear that this Bill applies to HMOs. We feel that HMOs
should also come under this Bill to eliminate any opportunities for
adverse selection because of the experience rating that HMOs are beginning
to utilize. If HMOs were not under this Bill, then they would have an
advantage of attracting the healthier and better risk groups away from
this Community pool rating that is required of the other insurance

companies.

This Bill must require that METs and other -insurers that have rejected
individuals within a group because of medical conditions from having
coverage, be required to accept those individuals into the group in which
they work. If this Bill only applies to future enrollments on or after
the effective date of the Bill, then the companies that have selectively
underwritten the healthier individuals out of groups will have an unfair
competitive advantage as it relates to the rates that they need to charge

to maintain their existing Community pool.

Blue Cross and Blue Shield of Kansas rate changes the small groups on
anniversary dates that are spread throughout the year. Some of these
small groups have their rate change on January lst. Other groups have
their rate change on February lst, etc. If this Bill were passed, we
question whether all groups would change their rates to the Community pool
rates on January lst regardless of their anniversary date. If this is the
intent, you would have to recognize that some groups may have experienced
a rate adjustment in November or December and then would experience
another rate adjustment that may be favorable or unfavorable to them on

January lst.

Blue Cross and Blue Shield of Kansas has approximately 30,000 contracts
insured in our small groups of less than 25 contracts. This experience
pool may be considerably larger than some of the other insurers doing
business in Kansas. We recognize that it may take a higher rate to
maintain the medical risk of our existing contracts covered within our
Community pool for groups of less than 25 than another insuror with
limited current enrollment in this size category. Other insurers may be
able to have a more favorable rate because of their more stringent review

of the risk of groups they accept into their Community pool.
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The rating methodologies that have been utilized over the past years have
resulted in wide rate variations between individual groups of less than 25
contracts. By going to a Commuhity rate, we will be adversely affecting
the rates of approximately half of the groups and beneficially impacting
the rates on the other half of the groups. Pulling all groups' rates back
to an average Community rate will be a major rate adjustment for some
groups which is a concerm to us. Those groups that receive a rate
reduction because of going to a Community rate will more than likely
accept this new rating method and continue coverage through the pool. It
is not as likely that groups that are having a sizeable rate increase to
their existing rates in order to get to the Community rate level will
accept this change and join the Community pool. These groups will seek
alternative methods of providing coverage to their employees which will
include disbanding the group program and having their employees seek
individual coverage through an age-rated and medically underwritten
non-group product. The results of these actions by the various groups
will have an adverse impact on the rates for the second and future years
of the Community pool. Consideration should be given to allow for
adjustments over five years to allow insurance companies to adjust
individual group's rates towards the Community pool rate that we wish to
have and maintain in the future. This change to a Community pool rate
would be too extreme of a change to implement in one rate change cycle.

We would suggest that these changes be made over five years.

By having a requirement of Community rating without any ability to vary
the rates according to the average ages of the employees covered in a
particular group will result in insurance companies being unable to
compete with non-group products that are currently age-rated and medically
underwritten. This inability to compete with non-group products that are
age-rated will force insurance carriers to discontinue offering group
coverage to some, if not all, of the small group market that this Bill is
attempting to help. We think it is inappropriate to restrict variatioms
in rates to the "primary occupation of the group's members'. The purpose
of this Bill should be the restriction on how much above the Community
Rate an insurer can charge a high use group. The insurance companies
should have the ability to select the methods of varying the rates for
individual groups as long as they do mnot exceed the maximum rates

established by this Bill.

L3
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In conclusion, Blue Cross and Blue Shield of Kansas supports the concept of
trying to get to a Community rating approach for the small groups of less than
25 contracts. But we feel this is a very major step that requires a great deal
of review and consideration of all aspects of this type of change in rating
methodology for the Kansans that would be affected. We urge your review of the
concerns we have identified and the consideration of the attached proposed

amendment. We appreciate your consideration of the these points. Thanks.

DL/pw
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As Amended by House Committee

Serown of 1900

HOUSE BILL No. 3012

By Committee on Insurance

2-16

AN ACT relating to insurance; concerning sccident and sickness
insurance and the regulation of the rates thereof by the commis-
sioner of insurance; amending K.S.A. 1989 Supp. 40-19¢07 and
40-2215 and repealing the existing seetion sections.

Be it enacted by the Legislature of the State of Kansas: .

Section 1. K.S.A. 1989 Supp. 40-2215 is hereby amended to read
as follows: 40-2215. (a} No individual policy of accident and sickness
insurance as defined in K.S.A. 40-220) and amendments thereto
shall be issued or delivered to any person in this state nor shall any
application, rider or endorsement be used in connection therewith,
until a copv of the form thereof and of the classification of risks and
the premium rates pertaining thereto, have been filed with the
commissioner of insurance.

(b} No group or blanket policy of accident and sickness insurance
providing medical, surgical or hospital expense coverage shall be
issued or delivered to any person in this state, nor shall any ap-
plication, rider or endorsement be used in connection therewith,
until a copy of the form thereof and of the classification of risks

the premium rates pertaining thereto have been filed with the
commissioner of insurance. This section shall not apply to disability
income, hospital confinement indemnity, specified disease or accident
only coverage.

)} (¢) No such policy shall be issued, nor shall any application,
rider or endorsement be used in connection therewith, until the
expiration of 30 davs after it has been filed unless the commissioner
gives written approval thereof.

te} (d) The commissioner may, within 30 days afier the filing of
any such form, disapprove such form: (1) H the benelits provided
therein ere unreasenable in relation to the premium ebargedt
or (R) if it contains a provision or provisions which are unjust, unfair,
inequitable, misleading, deceptive or encourage misrepresentation
of such policy. If the commissioner notifies the insurer which has
filed any such form that it does not comply with the provisions of

T
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this section or K.S.A. 40-2202 and 40-2203, and amendments thereto,
it shall be unlawful thereafter for such insurer to issue such form
or use it in connection with any policy. In such notice the com-
missioner shall specifv the reasons for disapproval and state that a
hearing will be granted within 20 days after request in writing by
the insurer.

(e) (1) Any filing of risk classifications, premium rates or rating
formulae shall be approved by the commissioner unless the com-
missioner finds that such filing does not meet the requirements of
this act er, establishes an unreasonable, excessive or unfairly dis-
criminatory rate or, with respect to group or blanket policies issued
pursuant to K.S.A. 40-2209 or 40-2210, and amendments thereto,
discriminates against any individuals eligible for participation in a
group, or establishes rating classifications within a group except
those based on criteria solely and directly relevant to recognition
of rating differences attributable to the marital status of a group’s
members and person eligible for dependents’ benefits. As soon as
reasonably possible after the filing has been made, the commissioner
shall in writing approce or disapprove the filing. Any filing shall
be deemed approved unless disapproved within 30 days after receipt
of such filing or supporting information in connection therewith. In
the event the commissioner disapproves a filing, the commissioner
shall specify in what respect such filing does not meet the require-
ments of this section or other prouisions of article 22 of chapter 40
of the Kansas Statutes Annotated, and amendments thereto, and shall
state that a heaning will he granted within 20 days after receipt of
such request in writing by such corporation.

(2) All rates, filed pursuant to this section, shall be made in
accordance with the following provisions: (A) Due consideration shall
be given to: (i) Past and prospective loss experience; (ii) past and
prospective expenses; (iii) adequate contingency reserves; and (iv) all
other relevant factors within and without the state;

(B) risks may be grouped by classifications for the establishment
of rates for individual, group or blanket policies; and

(C) rates shall be reasonable, not excessive and not unfairly dis-
criminatory+ and

rates for group and blanket policies coverinqi25 or fewer

employees of an employer, and any rate uhder a contract

issyed to a trust or an association applicable to an

employer of 25 or fewer employees, must be developed based

upon the loss expériehce, expenses, reserves, and other

factors of all such policies coverina persons who reside

in or are employed within this state by the insurance

company filing the rates.

Such rates may vary from an

average or community rate per person only:

(D) Mrates—for—group and-blanket—policies eovering-25 orfewer
members-or-member-units ~chall-bs -based.on the aggregate Joss .

-required-to-be-considered-in-makin

— of -all- groups -comprised -of -25- or fower -members_insured. in this
tate_by_the.i Gling_t!

(a) with the number of persons in a family, and

(b) Pbased on actuarially reasonable ractors, a

group's rates may be no higher than:

iy in 1991,

150% of the average or

community rate;

i) in 1992,

140% of the average or

community rate;

iii)1in, 1993,

130% of the averaoce or

community rate;

G
(i
(i
(

iv) in 1994,

120% of the averace or

community rate;

and

(v) thereafter, 110% of the averaage

or community

rate.

such rates may be implemented on the anniversary date or

normal rate change date of the contract.
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Sasis-but-may-very-with-the-number-of-persons-in-a—family-or-the-

—primary-ccoupation—of-the—group’s-members—or—both-
(3) Nothing in this act is intended to prohibit or discourage

reasonable competition or discourage or prohibit uniformity of rates
except to the extent necessary to accomplish the aforementioned pur-
pose. The commissioner is hereby outhorized to lssue such rules and
regulations as are necessary and not inconsistent with this act.

) (0 The commissioner may at any time, after a hearing of
which not less than 20 days’ written notice shall be given to the
insurer, withdraw approval of any such form en eny ef the greunds
stated in this seetion or rate in the event the commissioner finds
such filing no longer meets the requirements of this section or of
article 22 of chapter 40 of the Kansas Statute Annotated, and amend-
ments thereto. It shall be unlawful for the insurer to issue such form
or use it or any rate in connection with any policy after the effective
date of such withdrawal of approval.

e} @ Hesrings under this section shall be conducted in ac-
cordance with the provisions of the Kansas administrative procedure
act.

New Sec. 2. The requirements and restrictions imposed by
K.S.A. 40-19c07 and 40-2215, and amendments thereto, shall apply
to all insurance policies, subscriber contracts or certificates of in-
surance delivered, renewed or issued for delivery within or outside
of this state or used within this state by or for an individual who
resides or is emploved in this state.

Sec. 3. K.S.A. 1989 Supp. 40-19c07 is hereby amended to read
as follows: 40-19c07. (a) Every such corporation shall file with the
commissioner a copy of all subscription agreement forms and rates
pertaining thereto and all modifications of either that it proposes
to use. Every such filing shall indicate the character and extent of
the coverage contemplated by such rates, the plan of operation
contemplated and shall be accompanied by the information upon
which such corporation supports the filing.

() Any filing made pursuant to this section shall be approved
by the commissioner unless such filing does not meet the require-
ments of this act or establishes an unreasonable, excessive or un-
fairly discriminatory rate or, with respect to group or blanket
policies lssued pursuant to K.S.A. 40-2209 or 40-2210, and amend-
ments thereto, discriminates against any individuals eligible for par-
ticipation in & group, or establishes rating clossifications within a
group except those based on criteria solely and directly relevant to
recognition of rating differences attributable to the marital status of
a group’s members and persons eligible for dependents’ benefits. As

s
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soon as reasonably possible after the filing has been made, the
commissioner shall in writing approve or disapprove it. Any filing
shall be deemed approved unless disapproved within 30 days after
receipt of such filing or supporting information connected therewith.
In the event the commissioner disapproves a filing, the commis-
sioner shall specify in what respect such filing does not meet the
requirements of this section and shall state that a hearing will be
granted within 20 days after receipt of such request in writing by
such corporation.

() The commissioner may at any time after a hearing, of which
not less than 20 days’ written notice shall have been given, withdraw
approval of any such subscription agreement or rate in the event
the commissioner finds such filing no longer meets the requirements
of the nonprofit medical and hospital service corporation act.

(d) Al rates, filed pursuant to this section, shall be made in
accordance with the following provisions:

(1) Due consideration shall be given to (A) past and prospective
loss experience; (B) past and prospective expenses; (C) adequate
contingency reserves; (D) the provisions of contracts between such
corporation and participating physicians and hospitals; and (E) all
other relevant factors within and without the state;

(2) risks may be grouped by classifications for the establishment
of rates for individual subscription agreements or for group sub-.
scription agreements; and

(3) rates shall be reasonable, not excessive and not unfairly
discriminatory,; and

4)] WMWWM
W#Mmmumamwjm

(o) Nothing in the nonprofit medical and bospital service cor-
poration act is intended 1o prohibit or discourage reasonable com-
petition or discourage or prohibit uniformity of rates excopt to the
extent nevcessary to accomplish the aforementioned purpose. The
commissioner is hereby authorized to issue such rules and regu.
lations as are necessary and not Inconsistent with the nonprofit

() Premiums shall be payable in cash and no subscription agree-

average or community rate per person only:

(a) with the number of persons in a family, and

(b) based on actuarially reasonable factor_s, a
group's rates may be no higher than:

(9 _in 1991, 150% of the average or communftv rate;
(ii) in 1992, 140% of the average or community rate:
(iii)in 1993, 130% of the averace or_community ;gte;
(iv) in 1994, 120% of the average or_community rate:

and

(v) thereafter, 110% of the average or community
rate.

such rates may be implemented on the anniversary date or
normal rate change date of the contract.
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ment issued by such corporation shall provide for any assessment
or contingent premiums.

(g) Hearings under this section shall be conducted in accordance
with the provisions of the Kansas administrative procedure act

Sec. 84. K.S.A. 1989 Supp. 40-19¢07 and 40-2215 is are hesg
repealed.

Sec. 3 8. This act shall take effect and be in force from and after
January 1, 1991, and its publication in the statute book.

\ . .
\ ' [
\ . L
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-Section 4. K.S.A. 40-3210 is hereby amended to read as follows:
i 40-3210. Rates; health malnteQance coritracts. (a)'Any health
maintenance organization issuedja certlflcate and btherwise in
compliance with this act may enter into contracts in this state
to provide an agreed upon set of health care servicks to
enrollees or groups of enrolleeg in-ekchange for a prepaid per

capita or prepaid aggregate fixled sum, <b)—Fhe—rates—eharged
: et . Z . f 13 hall

-in- —pates--r-AnHueh—p%epesed—ehaﬂgea&—SﬂbjeeHe—éts&ﬁpfﬁva
‘by-the-eommissiener-within-thirty—(38)-days—£rom-the-date—of
~f4ting. (b) No contract shall be issued or delivered to any
person in this state by a health maintenance organization, nor
shall any application, rider or endorsement be used in
connection therewith, until a copy of the form thereof and of
the classification of risks and the premium rates pertaining ..
thereto have been filed with the commissioner oI imsurance.
(c) No such policy shall be issued, nor shall any application,
rider or endorsement be used in connection therewith, until
the expiration of 30 days after it has been filed unless the
commissioner gives written approval thereof. (d) The .
commissioner may, within 30 days after the filing of any'such
form, disapprove such form: if it contains a provision or .
provisions which are unjust, unfair, inequitable, misleading,
deceptive or encourage misrepresentation of such policy. If
the commissioner notifies the health maintenance organization
which has filed any such form that it does not comply with the
praevisions of this section, it shall be unlawful thereafter for
such insurer to issue such form or use it in connection with
any policy. In such notice the commissioner shall specify tha

reasons for disapproval and state that a  hearing will be g d
within 20 days after request in writinmg by the—insvrers -
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(e) (1) Any filing of risk classifications, premium rates or
rating formulae shall be approved by the commissioner unless
the commissioner finds that such fiiing does not meet the
requirements of this act or, establishes an unreasonable,
excessive or unfairly discriminatory rate or discriminates
against any individuals eligible for participation in a group,
or_establishes rating classifications withih a group except
those based on criteria solely and directly relevant to
recognition of rating differences attributable to the marital
status of a group's members and person eligible for dependents'
henefits. As soon as reasonably possible after the filihg has
been made, the commissioner shall in writing approve or
disapprove the filihg. Any filing shall be deemed approved
unless disapproved within 30 days after receipt of such filing
or_supporting informatidbn in connection therewith , In The
event the commissioner disapproves a filing, the commissioner
shall specify in what respect such filing does not meet the
iequirements of this section of the Kansas Statutes Annotated,
and amendments thereto, amd¢shall state that a heartng witit—be
granted within 20 days after receipt of such request in writing
by _such corporation. (2) All rates, filed pursuant to this
section, shall be made in accordance with the following
provisions: (A) Due consideration shall be given to: (i) Past
and prospective loss experience; (ii) past and prospective
expenses; (iii) adequate contingency reserves; and (iv) &l
other relevant factors within and without the state;

(B) risks may be grouped by classifications for the establish-
ment of ratres for individual, group or hlanket policies;

(C) rates shall be reasonable, not excessive and not unfairly
discriminatory; and (D) rates for group and blanket policies
covering 25 or fewer employees of an employer, and any rate
under a contract issued to a trust or an association applicable
to an employer of 25 or fewer employees, must be developed
based upon the loss experience, expenses, reserves,and other
factors of all such policies covering persons who residé in

or are employed within this state by the Insutance company
filing the rates. Such rates may vary from an average or
Lommunity rate per person only: (a) with the number ufpersons
in a family, and (b) based on actuarially reasonable factors a
group's rates may be no higher than: (i) in 1991, 150% the
average or commumity rate; (4i) in 1992, 1407 the average r

community rate; (iii) in 1992, 130% the average or communi
ratey (iv)y in 1994, 1207 the average or community Tate; anc
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(v) thereafter, 110% the average or community rate. such -
may be implemented on the anniversary date or normal rate
change date of the contract. (3) Nothing in this act is
intended to prohibit or discourage reasonable competition or
discourage or prohibit uniformity of rates except to the extent

necessary to accomplish the aforementioned purpose. The

commissioner is hereby authorized to issue such rules and

regulations as are necessary and not inconsistent with this

act, (f) The commissioner may at any time, after a hearing

of which not less than 20 days' written notice shall be given
to the health maintenance organization, withdraw approval of
any such form or rate in the event the commissioner finds

such filing no longer meets the requirements of this section.

It shall be unlawful for the health maintenance organization
to issue such form or use it or any rate in connection with
any policy after the effective date of such withdrawal of

approval. (g) Hearings under this section shall be conducted

in accordance with the provisions of the Kansas administrative
procedure act.
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ment issued by such corporation shall provide for any assessment

or contingent premiums.
(g Hearings under this section shall be conducted in sccordance

with the provisions of the Kansas administrative procedure act.
&x-iiw K:5:A-1068-Supp: 46-19c07 and40-2315-ié-are-hereby
see—3;¢~?ﬁﬂil?:ﬁﬁfﬂi??“&iiiéTETRTS““1ﬁﬁﬁ158snar-*~—-~

)Amury 1, 1991, and its publication in the statute book.

5. K.S5.A. 1989 Supp. 401\7_

07_and’40- 2215 and\K.S.A. 40- 3210

are hereby repealed
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MEMORANDUM

TO : Senator Richard Bond
Chairman, Senate Financial Institutions and Insurance
Committee

FROM : William W. Sneed
Legislative Counsel - HIAA

DATE : March 26, 1990

RE : House Bill 3012

Mr. Chairman and members of the Committee: my name is
Bill Sneed and I am Legislative Counsel for the Health Insurance
Association of American ("HIAA"). The HIAA is a health insurance
trade association consisting of over 325 insurance companies that
write over 85% of the health insurance in the United States today.
Please accept this memorandum as our testimony in regard to House
Bill 3012 and its potential effect within the health insurance
marketplace in the State of Kansas.

The HIAA shares the concerns of the Kansas Legislature,
employers, and consumers concerning the high cost of health care
in the United States. Also, we share the concern over the problem
the small employers have in obtaining and retaining reasonable
health care benefits at an affordable price. As you are aware,
insurance company premiums reflect the charges made by hospitals,
health care practitioners, claims administration costs, premium
tax, and, of course, hopefully a profit. However, we must point

out that this is just the beginning of everyone's work in regard

/ﬁ—/&?/u//
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to addressing this problem. Any problem of this complexity must
be handled deftly and with caution.

We also acknowledge the major concerns that Speaker
Braden is attempting to address in House Bill 3012. However, we
believe that the best approach the Kansas Legislature can take, and
in essence, assure employers and consumers within the State of
Kansas the best results, is that House Bill 3012 should be referred
to an interim committee study.

House Bill 3012 will not lower overall health insurance
premiums, but will in effect place additional regulations on health
insurance companies. Insurance lives within a world of regulation,
and my client is not opposed to regulations per se. However, we
believe it is of utmost importance to point out to the Legislature
situations in which additional regulation will not effect the
ultimate goal addressed by the piece of legislation, and in many
instances, the proposed regulation may in fact create more problems
than the proposed piece of legislation will solve.

House Bill 3012 in effect will provide a mechanism where
every employer will be able to file a complaint with the Kansas
Insurance Department if they are dissatisfied with the initial bid
for their new business, or every time there is a renewal. While
this sounds good, in reality it will become an administrative
nightmare for the Kansas Insurance Department, as well as insurance
companies. Everyone is unhappy with rate increases.

We also contend that the bill would also require

employers to subsidize other employers' health care costs.



Certainly this sounds like a reasonable objective and one found
within the general principles of insurance of sharing the risk.
Ho&ever, this is not practical because of the following reasons.

A. Employers who have low risk occupations, a healthy
working environment, safety programs, and/or wellness prograns,
could be faced with a situation of having no incentive to spend
additional funds in order to effect their health care costs. 1In
other words, many may find themselves in a situation of considering
why they should spend money for those types of programs when their
rates will be the same as everyone else's, or at least close enough
not to warrant the additional expenditure of funds.

B. Additionally, urban resident costs could potentially
be subsidized by rural residents. For example, medical costs are
normally higher in urban areas and lower in rural areas. Why?
Salaries, cost of living, etc. are different. With this proposal,
all will pay the same. Thus, the natural differentials in costs
would be abandoned and could potentially create a disparity within
the marketplace.

C. This bill does not increase competition or availabil-
ity. In its truest sense, all this bill really does is increase
problems and requirements for insurance companies in order to do
business in Kansas. In order to solve the problems attempted to
be addressed in this bill, certain issues must be kept in con-
sideration, and that includes competition and the ability to define
potential losses so that a fair and equitable price can be

established. Certainly, some companies will always be in Kansas

—
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and attempt to market health insurance products. Thus, this bill
certainly will have a dramatic effect on small and medium insurance
companies to either stay within the market or enter the market.
Again, when such a bill is prepared, it must be crafted so that,
in addition to protecting and/or promoting the availability of the
insurance, it must create an atmosphere which the companies can
enter into with some certainty. We all are aware that there are
too many companies leaving this line of business already, and as
such we must move cautiously.

I have attached to this testimony a copy of the HIAA
proposal. I believe the proposal is self-explanatory, but there
are some highlights.

1. The program is a voluntary effort by my client to
address many of the problems that the State of Kansas, and all
states, are now faced with in the health insurance marketplace.
As you can see by the date of the memorandum, this proposal was
finally drafted after many months of work in February of 1990.
Thus, this is not simply a reaction to the bill in front of you,
but a demonstration of my client's long-standing commitment to meet
problems head-on and to attempt to find voluntary solutions.

2. This proposal, although not complete, will go further
than House Bill 3012. We believe that it was demonstrated during
the joint hearings that the health care insurance availability is
a complex problem, and although our proposal does not at this time
address all of the problems, it does go further than House Bill

3012.



3. Finally, the types of programs that the HIAA
enumerates within this proposal show our commitment to not only
work on this problem, but to see that the appropriate laws and
regulations are implemented.

Thus, on behalf of my client, we respectfully request
that House Bill 3012 not be acted upon by this Committee, and that
this Committee request that this bill, along with several other
issues, be directed for an interim study. Since House Bill 3012
has an effective date of January 1, i991, we believe that by
allowing all of the interested parties to work on this project
during the summer, we will be able to bring to the table a more
comprehensive plan to the Kansas Legislature, and that the only
true loss there might be is a pushing back of the effective date
of the proposals of no more than an additional six months. We
believe that these problems must be looked at quickly, but not in
haste. Thus, we respectfully request your consideration of
referring this bill to an interim study. I am available for
discussion on this matter at your convenience.

Respectfully submitted,

////Z—//yz%x//o

William W. Sneed
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=T+ w%ashipgton, -D.C., Yebruary 26, 1990 ~= Leaders of the

country's major health:insurance companies have approved a plan
that would make hecalth care coverage availadble to all small
employers and help contain the cost of that coverage.

The plan, which represents a major reform of the small
exmployer market, was adopted by the Board of Directors of the
Health Insurance Association of America (HIAA) at its meeting last
week. It is one part of an overall plan proposed by the industry
to increase access to health care coverage for those Americans
without it.

br. Louis W. Sullivan, Secretary of the Department of Health
and Hunan Services; attended the meeting and applauded the
Association's efforts to address the problems facing small
cxployers in providing health jnsurance for their eamployees.

urhe insurance industry has taken the lead in seeking to
assure that small employexs and their employees have access to
_ health insurance coverage," said Carl J. Schramm, HIAA president.
nThis plan xepresents a fundamental change in the way our industry
does business," he added.

Under the plan, employers with 25 or fewer employees Who
seek to purchase health insurance for their employees would not be
- more - :

1025 Connccticut Avenuc, NW  Washiagton, DC 20036-3998 202/223-7783
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denied coverage even if one or more of their employees might
otherwise be a high risk or uninsurable in today's market. .Once
insured, neither the group nor an individual in the group would be
denied continued éoverage because the group's or an individual's
health deteriorates. Further, when an employexr changes insurance
companies or an employee changes jobs, individuals would generally
not have to meet any new pre-existing condition restrictions.
There also would be limits on how much the premium and annual
premium increase could vary for similar groups. The plan calls
for a system to be funded by the private sector through which high
risk individuals could be reinsured.

-— The reinsurance system also would ensure that if for sonme
-==woason an. employer’ group, was unable to obtain coverage, they could
purchase basic: coverage for 150 pércent of the average premium for
similar groups. Losses from the rein;urancc system would be. borne

equitabkly by the health penefit market.

Legislation at the state and federal levels would be
necessary to obtain markect-wide compliance with the reforms, to
allow the reinsurer to fund its losses, and to proempt state
provider and benefit mandates.

Because rising health care costs have a direct impact on the
small employer market and all aspects of insurance, the Boarxd also
adopted a report on health care cost containment that relies
heavily on the increased development of managed care programs.
Those programs include channelling patients to aefficient
providers: improving the productivity and efficiency of providers
by identifying and encouraging providers to adopt appropriate and
efficient methods for delivering care under specific
circumstances; promoting the use of economic incentives for
consumers to be cost conscious in making choices to utilize

medical services and in selecting providers:; and promoting efforts

- more -
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to improve the general health status of the population through
support for wellness programs, illness prevention activities and
censumey education efforts.

There also were cost containment recommendations for
government actions which include establishing policies that will
encourage the development of managed care systens, and that.will
match supplies of medical resources with needs, changes to reduce
the occurrence of malpractice and to reform the malpractice
1iability system, and activities related to data ¢collection and
analysis.

The recommendations on small employer maxket reform and cost
-greontalnment will be 1ncorporated into HIAA's four-point ylan to
increase access to health care ceverage through a joint

.

public/prlvate approach.

HIAA is a trade association of 320 commercial insurance
~arrieve wha pravids health ingurance protaction for npproximately
00 million Americans.
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HIAA

February 23, 1990

HEALTH INSURANCE ASSOCIATION OF AMERICA
PROPOSAL FOR FINANCING HEALTH CARE FOR AMERICANS

SUMMARY

L The problemis complex because of the heterogeneous nature of the populztion without
health insurance.

A. Thirty percent are below the federal poverty level; 30 percent are near poor, berween
100 percent and 200 peroent of the poverty level; and 40 percent are zbove 200
percent of the poverty level. -

B. Eleven percent are the selfemployed and their families; 13 percent arc half-ume
ce— employees and their families; and 51 percenr are full-time employees and their
=F 7 famlies, 7 -0

T ITTAA prapnses 2. four point plan:

A Reform and expznd Medicaid.to cover all those below the federal poverty level,
regardless of family structure, age ot employrent stanis.

1. Eliminatc categoriczl restrictions.
2. Uncouple eligibility for Medicaid from eligibility for welfare cash payment.

3. Low-income individuals above the poverty level should be able to “buy into™ an
income-related package of primary and preventive care.

4. “Spend-down” program should be required in all states for the medically needy.

5. Forthose Medicaid-eligible people who are working, optional “buy-out” program
should allow stzte to pay the employec share of employer group insurance and
10 provide transition coverzge for those corming off Medicaid.

B. Allow insurers to offer more affordable coverage:

1. Extend ERISA preemption of statc mandated beaefits given selfinsured plans
to insured employee plans.
2. Allow insurers to market Jower-cost prototype plans.
C. Provide tax assistance to make private coverage more affordable.

1. Help small businesses afford covarage by allowing 2 100 pereeat tax deduction
for the sclf-employed as long as they provide equal coverage for their employees.

2. New lax subsidies should be targeted 10 finandally vuincrable groups. Subsidies
could be directed at: tinandally fragilc cmployers, low income individuals offered
employer sponsored coverage and low income individuals not offered employce
sponsored coverage.

D. Guarzntee availability of private bealth insurance:
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1. Forhigh risk groups, 2 private reinsurance mechanism should be established, with
losses spread equitably through the private sector.

2. For uninsurable individual, state pools with losses financed by state general
revenues or other broad-based funding should be established: if 2 state does not
act, HHS should set up 2 pool in that state with losses pzid with federal funds that
HHS would otherwise spend in that state.

. HIAA 2iso believes that quality and cost of care are essential components of any health
czre financing proposal, and we encourage the creation of an environment that promotes
Iow-cost insurance and managed care benefits, not subject 1o state mandates or other
restrictions.

———_
- LY, . -
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Health Insurance Adsociation of America

PROPOSAL FOR_SMALL EMPTOYER MARKET REFQRM

The Health Insurance Association of America bas developed a fair
and ecuitable proposal to assure that all small employers can
avail themselves of relatively affordable health insurance
coverage. The HIAA plan would:

1. guarantee that employers with fewer than twenty-five
—— employees who seek to purchase health insurance for their
-wme>— - emplovees-wil}- not be denied such health insurance coveragc
. even if one .or more ‘employee might othervwise to either
uninsurable or a high risk in today's world:

2. provide that once insured, neither the group nor an
individual in the group may be denied continued coveragc
becausae the group's or the individual's hecalth deteriorates:

73. 1imit the rate of year-to-year pxemium increasaes relative to
other groups insured by the same carrier, and limit how much
a carriar's overall rates can vary among similar groups:

4. permit medical underwriting only for the purpose of
determining the level of risk, and thus anticipated health

claims:;

S. not deny coverage or apply nev preexisting condition
restrictions to a group changing insurance carriers or to an
insured individual changing employcrs;

-6. establish a privately funded and administered reinsurance
mechanism through which insurers could reinsure high risk
persons;

»7. assure that any group would pay no more than 150 percent of
the average cost of similar groups for basic covexage.

February 23, 1990

1025 Connecticut Avenue, NW  Washingion, DC 20036-3998  202/223-7780  Telecopier 202/223-7897
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DRAFT

February 22, 1950

REINSURANCE AND SMALL EMPLOYER MARKET REFORM RECOMMENDATTONS

Approved by the HIAA Board of Directors
February 21, 1990

The reinsurance approach was developed by HTIAA as rart of a range
of proposals to better meet the health covexage needs of the
American public. Reinsurance and related market reforms are
directed at making relatively affordable health coverage availabie
on an ongoing basis to all small employers. Listed below are the
specific precepts for market reform and reinsurance that the HIAa
recommends for the small employer health benefits market. We
emphasize that these market reforms should be puxrsued only in
conjunction with a workable reinsurance structure. Elimination of

ent of our recommendations weakens the proposed approach
as. a solution to current marketplace problems and may undermine
the market's viability.- .

..

PRECEPTS FOR THE SMATI EMPLOYER HFALTH RENEFITL MARRET

I. WHOLE GROUPS - coverage would have to be available to
entire emplover groups. Neither employers nor small group
carriers< may exclude from coverage individuals within a
group because of their high expected health risk.

Rationale: Excluding individuals from coverage within an
enployer group due to their expected health risk: (a) acts
to deny coverage to persons who need coverage the most and
(b) may be contrary to the public's perception of group
insurance.

1 The term "small employer health benefit® market is
intended to be as inclusive as possible, encompassing any benefits
administrator in the small case market (including: Commercial,
Blues, HMO, METs, association groups, Taft Hartley plans,

-discretionary groups, and employment based individual coverage

(applicability to individual policies is subject to further
discussion). In addition, the intent would be to sweep in
"insured," partially insured, and "salf insured" variants of the
above small employer market administrative entities). The
Ccomnittee recommends that "small employer" be defined as an
employer with 25 or fewer eligible (for example permanant)
employees,

2 We use the term "carrier" hereafter as a surrogate for the
range of small employer health benefit entities described in
footnote 1.
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CONTINUITY OF COVERAGE = Once in the healih system, persong
should be allowed to maintain a continuous sourca of health
coverage. Hence, an oyer changes S o

changes jobs, persons should not have to face new s of
- v » - ac a
breexisting condition limitations with the ¢change in =

ove €. More specifically, bersons who have satisri
L ed all
or part of their previous Plan's preexisting condition clause
may count this towards meeting the new Plan's preexisting
condition provisions.

However, for persons first entering the insurance system
preexisting condition limitations are an important elemeﬁt of -
benefit plan design. (This is necessary to encouraga people
to obtain covaerage before they are sick.)

Rationale: Even for those individuals who in good faith have
maintained their coverage, a change in jobs or an employer's
change in carriers can lead to an unexpected absence of
coverage (for thelxr most costly conditions). bPersons covered
through the small case market are particularly apt to face
recurring preexisting condition limitations due to (2) - the
frequiency with whith small. employers change carriers and (b)
the frequency with which employges in small firms change
jobs.,

RISK ASSESSMENT AND CLASSIFICATION - Individual medical

underwriti should be retained as a device to is
rates and asses isk.  In addition ers must be
a wed to continue +o establi rates baged o stoma

factors such as geographvy, demoqgraphics, industry and plan

design.

RENEWABILITY OF COVERAGE =~ en health risk of a ou
deteriorates, the oup _should be assure L coverage will
be continued. Furthe individuals within a uld be

assured that they can coptinge coverage in the event that
their own health deteriorates. However, there are reasons
unrelated to health risk that would permit a carrier to
rescind or not renew coverage. These reasons include: fraud,
material misrepresentation, failure to pay premiums, failure
to meet group anrollment requirements (such as minimum
participation) and the decision of a carrier to exit the

market.

Rationale: Some have maintained that certain carriers may
fail to renew coverage of a group or individual because their

3  These recommondations in no way suggest that an insurex

would be obligated to continua coverage for persons once they
cease to be part of a group (beyond complying with state
continuation requirements for group policies and the federal COBRA
requirements for employers with more than 20 employees) .
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health deteriorates. There have been re
group competitors effectively cancef?ingpgzzzagg :gzglsmall
groups through extraordinarily large rate increases
particularly if the groups' claims experience ig leés than
tavorab;e: There is a perception that post claims
underwriting (1p the form of pericdically reunderwriting and
excluding certain individuals from coverage with the grgﬁ )
bas left many unsuspecting individuals without coveradga °
however, the number of such cases, if any, is small. ’
E:p%oyer groups §§g theér employees should have the assurance
at a carrier wi continue to provide cove
of claims experience. ? verage regardless

REIATIVE PRICING LIMITS — fThere should be meaningful limits
on _the degree o which rates varv for qroups that axe simjilar
v respect thej lan desi e b dem aphic
composition and industrv.® The price of health coveraga
offered by the reinsurer in its role as the "insurer of last
resort™ would act as a price ceiling on what any sumall group
would have to pay for basic benefits. Beyond thig, there
should be limits on: (a) the degree to which a carrier's
rate lavels vary for groups that are similar with respect to
plan design, geography, demographic composition and industry:
and (b) percentage increase in a carrier's renewal rate
levels. More specifically, a carrier's highest rate level
could not exceed some multiple of their lowest new issue
rate level for groups that are similar with respect to their
plan design, geography, demographic composition and

industry. Renewal rate increases could not exceed the annual
increase(s) in a carrier's lowest new business rate level(s)
plus an additional specified percentage allowanca over this
amount.

MARKET VIABILITY - Any refo i e small em
benefit market should help to ensure a viable private

marketplace over the long term.

Rationale: It is recognized that if certain policy actions
are not taken, the viability of tha small employer health
benefits marketplace will be called into guestion. Rowever,
overly siwplistic policy interventions may themselves
jeopardize the long term functioning of the marketplace.
Therefore, any actions taken should promote and ensurae
private sector participation in the small employer health
benefit market over the long term.

The precepts above are achiavable with the establishment of a
reinsurance mechanism which allows caxriers to "reinsure® high
risks in exchange for a reinsurance premium. Claims incurred by

4 mIAA will Quvelop rurther specirications on appropriate

and acceptable industry categories.

3

ctiremme e e - 4



03/22-99 09:48 T 708 297 6295 HEALTH INS ASSN @ 12

reinsured claims costs would be covered by the rei i
would encourage carriers to accept risks zﬁat th;;niggﬁz'néghls
normally accept since they are protected by the marketplace at
large grom the costs of accumulating a disproportionate number of
high risk cases.) Thae reinsurance mechanism would also assure
that if for scme reason a group was unable to obtain coverage
they could purchase basic coverage for 150% of the average prémium
for groups that are similar with respect to their geogxaphy
demographic characteristics and industry.5 Private carriers would
off?r this coverage and the reinsurer would make group reinsurance
available to these carriers. HIAA is refining more specific
proposals to assure that both cfficiency and access objectives are
achieved. Aside from this function, however, reinsurance would
generally be available for carriers to reinsure for the cost of
high-risk individual employees and their dependents.

GENERAL REINSURANCE STRUCTURE

I. REINSURANCE AVAILABILITY AND PRICE — Carriers could cede to
the reinsurer the costs of high risk individuals from small
employexr groups. In general, the HIAA recommends that for
extsting medbexrs of already insured groups, reinsurance
availability should be limited. Furthermore, when an
employer group switches caxriers, the new carrier should not
be granted more favorable reinsurance terms. This would
Assure a level playing field and avoid new incentivés for
churning. However, it will be important to allow carriers to
reinsure new entrants to a group.

A, Carriers would be allowed to reinsure members of
previously uninsured groups at a price of 150% of
average maxket costs for similar individuals. Carriers
could also reinsure previously uninsured individuals who
are new entrants to existing (already covered) groups at
150%. o

The 150% reinsurance price is to allow carriers to
market affordable coverage to currently uninsured
groups. However, to discourage gaming (e.g., existing
groups reconfiguring as new groups) all reinsurance at
150% would require that carriers impose a 12 month
restriction on coverage of pre-existing conditions.

B. For existing members of already insured groups, carriers
could purchase reinsurance at 500% of average market
costs for similax individuals.

C. Reinsurance of individuals (whether initially at 150% or
5003%) would generally be on a three year basis. TInitial
placement of individuals from groups would be for three
year periods. For new entrants to the group,
reinsurance would be available for the remainder of the

5 See footnote 4.
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group's existing three year contract period. Existin

nembers of the group that are not initially rainsuredq

could not be subsequently reinsured until the group's
sary

To gelp assure a level playing field and to preclude
gawing, entities found to be "gaming” reinsurance rules
(e.g., by swapping cases to gain earlier entry to or
exit from reinsurance for individuals) would no longer
be eligible for reinsurance. However, they would
continue to be assessed for reinsurance lossas based on
their share of nonreinsured small case business.

II. INCENTIVES FOR EFFICIENCY IN REINSURING INDIVIDUALS

A.

Arrangements for ceding costs of high risk individuals
to the reinsurer should include incentives for effective
and efficient management of claims costs. Carriers
would be required to apply to reinsured cases their
typical cost management techniques used for fully
insured cases (such as high cost case management) .

e f —%hird party atdits would be used to assure compliance

with the requirements. Strong action could be taken
against carriers failing to comply with these
reinsurance requivrements, including possible loss of the
right to reinsura.

The reinsurance mechanism would make available:

© An option for preferential reinsurance prices if a
carrier meets managed care performance requirements
specified by the reinsurer.

© An option for lower reinsurance prices if a carrier
chooses to share -a portion of the risk for reinsured
cases through copaymants or deductibles. The lower
price would reflect: 1) expected lower total claims
costs for reinsured cases due to cost sharing
incentives and 2) the reduced proporticn of costs
borne by the reinsurer.

© An option for carriers to cede 100% of the claimsa of
reinsured individuals in exchange fer an established
reinsurance price.

Carriers would choose options for their entire book of
small case business (i.e. they would not be allowed to
f£alect reinsurance optiocns on a case-by-case basis.).
This is to reduce the reinsurer's administrative costs
and to prevent gaming.

S /6
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IXI. FINANCING OF REINSURANCE LOSSES - Legislation should giVe
the (private not-for-profit) reinsurer's governing Board of
Directors® the authority to cover or offset reinsurer losses
in the following way(s):

o First, all carriers in the small employer market would
pay a contribution of up to 4% of total small cage
market premium.

o Losses above those funded by the first tier should be
financed through a contribution across total (small and
large employer) market premium and premium equivalent,
not to exceed 1%.7

o) If losses exceed a level which can be funded by the
first and second tiers, broad-based public funding
should be made available to cover these excess losses.

IV. ILEGISLATIVE CONSTRUCT ~ HIAA will continue to pursue

‘s> - reinsurance_and related small employer maxket reform at the
state level [e.g., in California and Connecticut). This will
include wark with the NAIC on complex technical issues such
as rating reforms. At the Federal level, HYAA will recommend
legislation to give states authority, where needed to include
all health benefit competitors in the reinsurance assessment
base and to assure universal compliance with small employar
market and rating reforms.

In addition, HIAA will continue to recommend legislation to
obtain a federal precmption from state provider and benefit
mandatces.

VII. PHASE-IN - Any legislation pursuing the recommended
reinsurance and small employer market reforms would need to
include an appropriate phase=in period. HIAA will develop
such phase-in recommendations.

§ The membership of the Board of Directors shall be composed
of representatives of entities participating in the financing of
losses, including: commercial insurance plans, nonprofit services
plans and HMOs.

7 The dollar ceiling for tier 1 and tier 2 are approximately
equal. (One percent of total health insurance market premium is
about equal to 4% of small case premium.)
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