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Overview
OVERVIEW

The issues surrounding various provisions in Kentucky’s health care reform laws, HB 250 and
SB 343, and their effects on the health insurance market have generated many intense discussions
and debates among consumers, providers, industry representatives, legislators, government
officials and the media over the past two and one-half years. Interestingly, most of the discussion
has centered around specific topics or provisions with little recognition that the overall effect of
any one or two provisions on the market is minor until combined with all other provisions. The
flaws of the theory, that one or two provisions in the law have led to the current state of the
market, are multiplied when this theory is applied to a market about which little is known or
understood.

With this document, the Kentucky Department of Insurance presents information about the
current market structure and other variables that must be considered in order to comprehend the
development of Kentucky’s health insurance market under reform and to advance the dialogue of
where Kentucky goes from here.

Health insurance is the business of managing risk, financing consumer medical coverage through
premiums and developing new products and services. Thus, the future of any health insurance
company’s business in any state depends on its ability to successfully do these things. It has
become clear, as evidenced in the information presented in this report, that a strong health
insurance market cannot prevail in Kentucky under the current conditions. The instability of
Kentucky’s market has serious implications for consumers who want the best health care
coverage for their dollar. The challenge is to pull Kentucky’s health insurance market out of its
current unstable condition that has led to limited choice for consumers, limited competition and
company financial concerns. Kentucky cannot sustain its current system in the long term.

The 1994 and 1996 reforms primarily affected the individual and small group markets. Despite
good intentions, each of these market segments now has serious issues that must be addressed.

INDIVIDUAL MARKET

Since the reforms were implemented, the individual market has these characteristics:

. 45 companies have withdrawn from the market.

o Financial data shows some companies losing money and others receiving less profitable
returns. Financial results are used by companies as they evaluate whether to do business
in particular states.

i
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Overview

L] Only two insurers remain in the market. Because the two operate in different
segments of the individual market, no competition exists in the individual market.
The two insurers are:

o Anthem Blue Cross/Blue Shield selling for experience-rated association
business and non-Alliance modified-community-rated individual business.

o Kentucky Kare for the Alliance only modified-community-rated business.
. Both insurers in the individual market experienced financial difficulties in 1996:

L Anthem reported a $60 million underwriting loss (unaudited by the
Department of Insurance).

L Kentucky Kare has lost more than $30 million over the past 20 months
(verified in a preliminary examination by the Department of Insurance).

L Kentucky Kare requested and received a 28% increase for individuals which
will negatively affect consumers.

L The withdrawal of companies from the individual market has eliminated choice for
many buyers of individual coverage.

L Because of market conditions, the state made its self-insurance fund, Kentucky Kare,
available to the private market. This self-insurance fund is draining its reserves at
such a rapid rate, that it is clear that this action is not a sustainable one.

. The Department has taken the additional step of requiring health maintenance
organizations (HMOs) to hold open enrollments to provide more choices for
consumers in the individual market. However, the impact may be limited because
HMOs are not available in all areas.

SMALL GROUP

The small group market also has felt the effects of reform. The problem areas are:

e Consumers (especially healthy ones) may choose to opt out of the modified community rated
(MCR) market by buying coverage through an association. Insurers can experience-rate
consumers by selling plans through associations and thus have less incentive to sell MCR
products.

ii
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e Eight to 10 companies are selling products through associations. Those companies can
experience-rate those products and can offer lower rates to healthy individuals. Other
companies not writing association business will be left with unhealthy groups buying
modified-community-rated plans. This trend can escalate quickly in a downward spiral for
insurers outside the association market.

e An analysis of the current reform market size (about 40 percent of the total insured market
including public sector groups) causes concern when coupled with the association exemption.
The reform market may never get the numbers needed to distribute costs, a key component of
modified community rating (MCR) and necessary to allow rates to level out in such a manner
that everyone in the pool can pay a reasonable amount. Further, the experience-rated market
will continue to erode the MCR market as healthy groups will find lower rates in the
experience-rated market and less healthy groups will find lower rates in the MCR market. As
the segmentation of the market continues, the rate differences between the two segments of
the market will escalate. MCR rates will be forced upward as the less healthy move to the
MCR market. The higher the MCR rates rise, the more the healthy groups will leave the
MCR segment in search of lower rates in the experience-rated market.

e HMOs are required to participate in HMO open enroliment under the current market
condition, thereby increasing their exposure to more risk.

e A review of the financial data shows the loss ratio of the HMO companies in the small group
is slowly increasing. (National data shows this is a nationwide trend. However, current
effects of reform are an additional element for Kentucky HMO companies.)

e Some insurers are experiencing financial downturns which caused the Department to initiate
closer monitoring of these companies’ financial conditions.

EFFECTS OF REGULATION

The reforms were enacted to make health insurance more affordable and more accessible. There
was some success in the short term as approximately 5,000 previously uninsured persons
obtained insurance through the state buy-in program and approximately 3,300 previously
uninsured persons obtained insurance through the Alliance. But in the long term, many of the
reforms are expected to have the opposite effect as the young and healthy people leave the market
and rates spiral upwards for the remaining pool of sicker persons. (The Department of Insurance
acknowledges current data cannot confirm this statement. However, traditional buying patterns
would suggest the accuracy of the expectation.)

Although the use of the medical consumer price index plus 3 percent as a test in reviewing rates
has effectively placed a cap on rates, it is having an adverse effect on consumer choice. A 1996

iii
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study’ which examined the effects of Washington State’s regulation on the health insurance
market indicates that

[i]nitially rate caps may increase affordability of health coverage
but at the long term cost of severely curtailed access if rate
regulation holds premiums below the competitive level:

e . .. [plrivate insurers will be unwilling to voluntarily
cover applicants with higher claims costs at the
mandated premium level.

\

e Consumers will have fewer product choices as insurers
limit their product offerings or exit the state.

e If combined with guaranteed issue, rate caps financially
weaken health insurance carriers so that reserves may
be insufficient to maintain quality claims service or
meet claims obligations.

e As financially strained private insurers exit the market,
the state will become the primary insurer for rate
regulated coverage. [“The Effects of Regulation on the
Health Insurance Market,” (pp. 2 and 3)]

The Department is seeing these same developments in Kentucky:

HMOs are reluctant to participate in open enrollment and voluntarily cover applicants
with higher claims.

Consumers have fewer product choices in the individual market, which is now limited
to Anthem Blue Cross/Blue Shield and Kentucky Kare since 45 insurers left that
market.

Recently filed annual statements show that some health insurers have been financially
weakened.

Kentucky Kare, the state self-funded plan, anticipates it will become the primary
insurer for rate regulated coverage because of its modified community rate policies

! «The Effects of Regulation on the health Insurance Market,” dated February 23, 1996, is a study of the effects of
the health insurance regulations passed by Washington and other states on the health insurance market. The study
was written by Dr. Paul J. Feldstein , who holds the FHP Foundation Distinguished Chair in Health Care
Management, University of California, Irvine. The report was funded by Pierce County Medical, a Blue Cross

affiliate.
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for individuals and its continued payment of commission to agents. Anthem Blue
Cross Blue Shield no longer pays commission for this business and has over 90% of
the association business all of which may be experience rated and some of which is
available to individuals.

The limited numbers of individuals and small groups in the Kentucky insurance market suggest
that modified community rating does not have a large enough base of healthy insureds to spread
the subsidy of sick insureds. By allowing individuals and small groups to be experience- rated
through associations, the current regulatory system shrinks the pool of healthy insureds paying
the subsidy and accelerates the collapse of affordable rates for sick persons. As “The Effects of
Regulation on the health Insurance Market” describes the cycle:

The goal of community rating is to promote fairness by equalizing
rates for all enrollees and to protect them from sharp premium
increases when their health status changes. Initially, high cost
enrollees benefit from lower and more predictable premiums, but
premiums can quickly escalate as low-cost enrollees depart.

e When rates are equalized, low-cost enrollees subsidize high-
cost enrollees. Low-cost groups start to drop insurance or
switch to lower premium alternatives such as purchasing
groups and self-insurance [and associations, in Kentucky]
which are not subject to community rating.

e The remaining enrollees have higher claims costs than those
who left, resulting in higher average claims costs in the
community rating pool.

e Insurers then seek higher premiums to cover the higher claims
costs. The cycle repeats itself as the remaining lower-cost
enrollees are asked to subsidize higher-cost enrollees.

e The premium spiral; is exacerbated when guaranteed issue is
required. Together, these policies not only drive lower-cost
enrollees from the community pool, but allow higher-cost
groups to enter.

. . . Combining individual and small group coverage into one
community rated pool does not prevent the premium spiral caused
by a community rating policy. In contrast, combining the two only
drives more small business out of the community rating pool, as
they are asked to subsidize higher-cost individuals. [See pages 3
and 4.]
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Although this scenario is based on pure community rating, Kentucky’s modified community
rating along with the richer benefit plans, guaranteed issue, and guaranteed renewal will have the
same ultimate effect. Modified community rating has increased premiums for the younger and
healthier insureds. Combined with the overall rate increases resulting from the richer benefit
plans, guaranteed issue, and guaranteed renewal, numbers of younger and healthier persons have
dropped health insurance. Thus, the spiral has begun in the modified community rated market in
Kentucky.

Increased regulation of the health insurance market has lessened the insurers’ control of their
business and their ability to respond to unexpected medical expenses. Thus, 45 companies have
exited Kentucky.

Under current law, insurers do not have the necessary flexibility to respond quickly to rate
adjustments needed for blocks of business which have higher than anticipated claims expenses
because:

e Additional mandated benefits generate medical expenses not considered in existing rates.

® Twelve-month limits on rate increases prevent timely adjustments to stem the influx of
persons into plans with inadequate rates.

® The any-willing-provider statute reduces leverage to get significant provider discounts to
reduce medical expenses.

® Mandatory rate hearings effectively place a cap on rate increases or delay indefinitely the
effective date of the increases.

e Modified community rating requires the young and healthy, through increased premiums,
to increase their subsidy of the older and sicker insureds.

As described in the a study of similar regulatory provisions in Washington State, these provisions
increase the overall costs of health insurance and, as rates increase, drive out younger and
healthier persons. This leaves a shrinking pool of healthy persons to subsidize the sick persons,
thus resulting in an ever-accelerating spiral of rate increases.

Based on the information above and the information presented in this white paper, the evidence
would suggest that our current system must change. Given the market’s current course, it is the
conclusion of the Department of Insurance that market issues will get increasingly worse. The
July 15, 1997, date (after which date no non-standard plans may be renewed, See KRS 304.17A-
160(2)(f)), will begin the decision-making process for many consumers not currently under
reform. Remember they have a choice of market segments to meet their financial and health
needs. Those choices will have a profound impact on the insurance market.

vi
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GENERAL CONSIDERATIONS

Many opinions have been expressed regarding the impact that HB 250 and SB 343 have had on
the market that led to the current state of affairs. As the Department of Insurance has sought to
provide leadership on this issue, the Department has analyzed factors that impacted the health
insurance market and activities that brought Kentucky to this current state. The following
information lists the opinions of the Department of Insurance. For ease of presentation the issues
are in bullet format. Additionally, the Department recommends review of LRC Research
Memorandum No. 474 and LRC Memo to Representative Jim Gooch dated April 3, 1997, as
additional considerations.

e Information about Kentucky’s health insurance market was limited when the reforms
were developed, including information on:

e size of insurance market (by segment, individual group, government, etc.)
e popular products (what consumers wanted to buy)
e cost of insurance coverage (what they were actually paying)
e what companies were in the market place with recognition of
e their financial condition
e market strategy (niche players, health insurance primary product, etc.)

e national trends and market forces in the health insurance industry.

e When insurance reforms were developed, it is difficult to determine that any consideration
was given to anticipated market reaction to comprehensive reforms, especially by small
carriers and the dominant carrier, Anthem Blue Cross Blue Shield, the impact of market
trends and other forces like income (ability to purchase insurance at any price) and employer
responses.

e The nation was preparing itself for federal reform. The provisions enacted in Kentucky
were similar to President Clinton’s proposal. If the federal proposal would have passed, all
states would be operating under the same system. When the federal government did not pass
national reform, Kentucky was one of only seven states at the time to require both guaranteed
issue and MCR year-round in the individual market. (The other states were Washington,
New York, Vermont, New Hampshire, New Jersey and Maine. In 1996, Massachusetts
passed guaranteed issue in the individual market.) In the small group market, only fifieen
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(15) states require MCR and guaranteed issue year round. Given the fact that the majority of
the potentially insured market was in government (Medicare, Medicaid), self-insured and
uninsured status, Kentucky did not have a strong insurance market to support all reform
provisions. Further, if the public sector and large employer groups are omitted, Kentucky’s
small group and individual market is comprised of approximately 503,444 people.

Kentucky failed to recognize the complexity of the individual market. Many companies
have made hefty profits on individual books of business as evidenced by their loss ratio.
However, this has never been a segment that attracted a lot of carriers due mainly to the risk
(which is usually higher than other books of business), the expense to administer the book of
business, and the marketing costs. Usually a company needs a large market share and a
number of healthy people to stay profitable. Even then, a few high claims could quickly
change the bottom line.

Kentucky failed to recognize the unigueness of the small group segment. This segment
has traditionally subsidized the large group segment which has the numbers to negotiate large
discounts. Carriers would spread the cost over small groups to assure some margin of return
for bigger groups. Also, this group has historically seen yearly double digit increases in
premium. To combine this segment with the individual market only increased its exposure
for high rates.

Health insurance consumers, legislators, and government officials were not fully briefed
and aware of the high rates that would come from the reform provisions. Companies
priced conservatively to assure they could cover their anticipated losses after being told they
must accept all comers and were prohibited from considering health status. Recognizing that
insurance is the business of managing risk, this should have been an expected approach.

Limited information was provided that explained the winners and losers under reform.
The rationale behind MCR is that the cost of insuring the “community” is spread over the
entire “community”. Thus, some would pay a little more for their coverage in relation to
their risk and others would pay a little less. The actual changes to Kentucky’s system did
affect some negatively and others positively but to a much greater degree than explained. In
any non-government run system, this is unavoidable.

Guaranteed issue addressed the issue of access. Kentucky correctly acknowledged that
guaranteed issue is meaningless without MCR because companies would have the ability to
price people out of the market. However, not having enough people to spread cost (which
allows MCR to be effective) has the same effect based on consumer responses to rate
increases. (There is no data available to support how many people left the market or continue
to be uninsured due to the cost of coverage.)

MCR was never given ample time to work. MCR rates became effective in July 1995. By
January 1996 the Executive Orders and changes with SB 343 stopped the flow of people into
viii
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the MCR market, especially young healthy people. The MCR market can now be viewed as a
potential high risk group with rapidly increasing cost. Four tiered pricing redistributed
premium cost and caused a substantial increase in family rates. The added rating factors of
gender and occupation provided for another redistribution of premium cost which, in turn,
had an impact on the rates. Prior to reform, rates could take into consideration gender and
occupation. HB 250 did not allow carriers to consider these factors when developing rates.
Through amendments to MCR in SB 343, carriers were again allowed to consider gender and
occupation as rating factors, however, this again caused certain consumers to experience yet
another increase due to the redistribution.

The Kentucky Health Policy Board entered into an agreed order through a lawsuit
settlement that exempted certain associations from MCR before SB 343 was passed. So,
even without SB 343, risk rated business would exist today.

The time line for implementation of HB 250 by the Health Policy Board and the
Alliance left little room for error and little time to think and/or act on market forces
and company responses. The Health Policy Board members, while chosen for their quality
and dedication, were intentionally selected as to have only limited insurance knowledge with
which to evaluate effects.

The Department of Insurance had little or no involvement in the implementation of HB
250 other than reviewing rates and standard benefit plans.

Regulatory issues

e The requirement that any proposed rate increases in excess of the medical CPI +
3 percent be subject to a mandatory rate hearing was considered an artificial
rate cap. Downward pressure on rates will put companies at financial risk for short
term consumer gain and hurt consumers in the long term because of company exits or
premium increases down the road in order to stay financially sound.

e Involvement of the Attorney General. The Department must accept that it lost the
trust and confidence of the Legislature and public regarding its ability to effectively
regulate the market. Thus, additional oversight of the market from a separate entity
should have been expected. However, companies have expressed concern about the
Attorney General’s role in rate review when its public position has been one of a
consumer advocate only. The Department’s role is to balance its duty as a consumer
advocate with its duty to protect the financial soundness of the market.

e The process of approving rates changed conmsiderably in that additional
documentation was required to ensure compliance with the rating provisions of
HB 250 and SB 343. Companies systems were not set up to retrieve information and
many had little or no experience at MCR pricing. The Department also experienced
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internal difficulties in handling the new system because it had not been structured for
the new approach (i.e. breakdown, data reporting by provider contracts, administrative
expense tied back to financial statements, etc.). The new reporting format seemed
logical, but it was not the way the industry had operated prior to reform and it was not
the way national carriers are required to operate in the majority of states. '

e No recognition was made of the market dominance of Anthem Blue Cross/Blue Shield
and Humana and their anticipated reaction to reform (i.c. agent commissions, provider
reimbursement, their dominance and/or relationships in the association market prior to reform
which assured control of the most prominent associations under SB 343 as well as the healthy
business in Kentucky thereby making them more dominant in the market place). Company
reactions turned into impacts on consumers. This has contributed to the disruption brought
about by the actual provisions of reform.

e The lack of competition in the individual market eliminated the market pressures
necessary to drive down the cost.

e Misinformation has contributed to consumer confusion. Agents bave said that almost
every customer communication they receive is tied to problems with reform. Carrier
communications attribute changes and/or problems to reform. In public hearings held by the
Department several complaints were made which the consumers attributed to reform. In
actuality, the basis of the complaints involved problems that existed prior to reform (i.e.
doctors dropping out of the network, balance billing). Yet consumers attributed the problems
to reform.

e The standard health benefit plans all contain comprehensive, rich benefits which
contribute to high cost of the plans.

e Managed care has not evolved in Kentucky (especially in eastern and western Kentucky).
Thus, Kentucky has not benefited from some of the cost savings that would come from a
true managed care market (as California, Minnesota and some east coast communities have
benefited). With the current any willing provider law, Kentucky may never truly benefit from
any savings brought about by managed care.

This document is not a complete picture of health insurance in Kentucky. However, combined
with studies and reports assembled by the state Legislative Research Commission, it does
provide a snapshot of today and benchmark for future comparisons. Collectively these reports
will improve our ability to regulate and set policy. Further, these reports support the conclusions
that Kentucky’s market is unstable and will not be able to sustain itself over the long term.

X
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SECTION 1
Current Market Statistics

THE PRIVATE INSURANCE MARKET IN KENTUCKY

DATA GATHERING

As part of the attempt to determine the state of the non-elderly private insurance market, the
Department mailed a standard health benefits plan survey to 42 insurance companies identified as
involved in the health insurance market in Kentucky. In this survey, the Department requested
the companies to provide information concerning premium dollars, number of contracts, and
covered lives for standard and non-standard health plans. The information received was analyzed
and found to have data inconsistencies in reporting formats. A follow up survey conducted by
the Department resolved and clarified some conflicting information as well as obtained
additional information. The information obtained from all 42 companies is included in this
report.

BREAKDOWN OF THE INSURANCE MARKET

The breakdown of the private insurance market contained in this section is the compilation of
information reported to the Department by insurance companies. This information is based on
year end 1996 and measures covered lives. These figures are subject to reporting and rounding
error and represent what the Department believes to be as accurate as possible the true picture of
Kentucky’s private non-elderly insurance market as of December 31, 1996.

The non-elderly private insurance market is composed of individuals, small groups, large
groups, and associations. Insurance may be purchased in the form of standard plans within the
Alliance or standard or non-standard plans outside the Alliance (Alliance membership is only
open to individuals, small groups, and public sector employees). The individual and small group
markets in Kentucky are controlled by a modified community rating methodology, while
associations and large groups may continue to be risk rated. The total number of reported
covered lives in the private non-elderly insurance market in Kentucky is 1,196,162.

The individual market in Kentucky is primarily composed of persons who buy their insurance
coverage directly from a carrier, rather than through their employer or through an association in
which they are a member. The total number of reported covered lives in the individual market
in Kentucky is 122,738.  This figure includes the reported membership of 24,833 people
reported by the Farm Bureau Federation, whose membership is not reflected in the association
data.

The small group market is defined as employers with 50 or fewer employees. The total number
of reported covered lives in the small group market in Kentucky is 231,259.

The large group market is defined as employers with more than 50 employees. The total number
of reported covered lives in the large group market in Kentucky is 751,867. This total includes
257,436 public sector employees which are mandatory Alliance members.

Pagel-1
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SECTION 1
Current Market Statistics

REFORM MARKET

A major component of the health care reform effort was the implementation of modified
‘community rating. Under this concept, the insurance rates of individuals are determined without
regard to health status. The theory behind modified community rating is that the costs of
providing health care to high risk individuals could be lessened by spreading their expenses
across an entire community of insureds. Thus, it is expected that the premium for the young,
healthy insureds would increase slightly while the premium for the older, less healthy would
decrease slightly.

The reform market is composed of the individual, small group, and association markets. The
total number of reported covered lives in the reform market is 444,294. (This number excludes
the public sector employees and is broken down as follows: individual - 122,738; small group -
231,259; association - 90,297.) This represents 37% of the total non-elderly private insurance
market in Kentucky.

Because associations are exempted from the modified community rating requirements and are
allowed to risk rate, healthy insureds covered through association plans will not be transitioning
into the modified community rated market. On the other hand, older and less healthy insureds
are likely to move from associations to the modified community rated market. Thus, of the
444,294 people in the reform market, fewer than 353,997 have the potential of participating in
the modified community rated market. This represents 79% of the reform market and 31%
of the total non-elderly private insurance market in Kentucky.

Of the 444,294 people in the reform market, 176,594 are currently participating in the
modified community rated market. (This total was arrived at by subtracting from the total
number of covered lives in the reform market those covered through non-standard plans. The
number is broken down as follows: non-standard plans - 177,404 (individual - 63,344, small
group 114,059. This total does not include public sector employees.) This represents 39% of
the reformn market and 14% of the total non-elderly private insurance market in Kentucky.

CONCLUSIONS

Identifying those people covered in the market segments targeted by reform (individual and small
group, whether their health benefit plan was purchased through the Alliance, Non-Alliance, or
association market) provides a picture of the size of the anticipated reform market in Kentucky.

The analysis of the available data supports the expectation that given the option of voluntarily
opting out of the reform, healthy individuals would choose associations plans. This opt out
would result in the inability of the modified community rated market to provide a sufficient
critical mass of healthy individuals to sustain itself in the long term.

Page1-2
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SECTION 1
Current Market Statistics

INDIVIDUAL COVERED LIVES (policyholder plus any dependents)
Market Totals for Calendar Year 1996

Standard Plans Percent of Percent of
(plans issued after individual individual
July 15, 1995) Number market Premium market
Alliance 20,776 17%} $ 15,563,584 10%
Non-Alliance 38,618 31%| $ 56,611,032 36%
Subtotal 59,394 48%| $ 72,174,616 46%
Non-Standard
Plans (plans
issued prior to
July 15, 1995)
63,344 52%| $ 83,893,563 54%

TOTAL (standard
and non-
standard)

122,738 100%| $ 156,068,179 100%
Percent Total
Market 10% 10%

Pagel-3
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Current Market Statistics

SMALL GROUP COVERED LIVES (employee pius
any dependents)
Market Totals for Calendar Year 1996

Percent
of Small

Standard Group Percent of
Plans (plans Market Small
issued after Group
July 15, 1995)f Number Premium Amount Market
Alliance 32,063 14% 28,238,907 10%
Non-Alliance 85,137 37% 106,080,213 37%
Subtotal 117,200 1% $ 134,319,120 47%
Non-
Standard
Plans (plans
issued prior
to July 15,
1995)

114,059 49% 152,220,704 53%
TOTAL
(standard
and non-
Standard) 231,259 100%| $ 286,539,824 100%
Percent Total
Market 19% 18%
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LARGE GROUP COVERED LIVES (employee plus any
dependents)
Market Totals for Calendar Year 1996

SECTION 1

Current Market Statistics

Percent

Standard of Percent of
Plans (plans Large Large
issued after Group Group
July 15, 1995) | Number : Market | Premium Amount! Market
Alliance 257,436 34% 349,881,770 34%
Non-Alliance 100,551 13% 164,552,225 16%
Subtotal 357,987 48%| $ 514,433,995 50%
Non-Standard
Plans (plans
issued prior
to July 15,
1995)

393,881 52% 524,674,608 50%
TOTAL
(standard and
non-
Standard) 751,867 | 100%|$ 1,039,108,603 100%
Percent Total
Market 63% 65%
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ASSOCIATION GROUP COVERED LIVES
Market Totals for Calendar Year 1996

SECTION 1

Current Market Statistics

Standard Plans Percent Percent of}
(plans issued of Large Large
after July 15, Group Premium Group
1995) Number Market Amount Market
Alliance - 0% - 0%
Non-Alliance 6,386 7% 3,196,574 3%
Subtotal 6,386 7%| $ 3,196,574 3%
Non-Standard
Plans (plans
issued prior to
July 15, 1995)

83,911 93% 102,652,771 97%
TOTAL
(standard and
non-standard) 90,297 100%| $ 105,849,345 100%
Percent Total
Market 8% 7%
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SECTION 1

Current Market Statistics

TOTAL COVERED LIVES FOR ALL MARKET SEGMENTS
Market Totals for Calendar Year 1996

Standard
Plans (plans Percent of
issued after Percent of Total Total
July 15, 1995) Number Market Premium Amount Market
Alliance 310,276 26% 393,684,261 25%
Non-Alliance 230,691 19% 330,440,044 21%
Subtotal 540,966 45% 724,124,305 46%
Non-Standard
Plans (plans
issued prior to
July 15, 1995)

655,195 55% 863,441,646 54%
TOTAL
(standard and
non-standard) 1,196,162 100% 1,587,565,951 100%
Percent Total
Market 100% 100%
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SECTION 1
Current Market Statistics

TOTAL COVERED LIVES IN MCR MARKET
Market Totals for Calendar Year 1996

Standard Plans
(plans issued Percent of
after July 15, MCR Premium Percent of
1995) Number Market Amount MCR Market
Alliance 52,840 15% 43,802,491 10%
Non-Alliance 123,754 35%| 162,691,245 37%
Subtotal 176,594 50%| 206,493,736 47%
Non-Standard
Plans (plans
issued prior to
July 15, 1995)

177,404 50%| 236,114,267 53%
TOTAL
(standard and
non-standard) 353,997 100%| 442,608,003 100%
Percent Total
Market 30% 28%
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SECTION 1
Current Market Statistics

ASSOCIATION DATA

The 1996 General Assembly passed SB 343 which exempted qualifying associations that sell
insurance to their members from the modified community rating requirements imposed on the
small group and individual markets. An emergency regulation was promulgated requiring all
associations to file specific information regarding membership and health insurance offerings.
This information was required on a monthly basis from January 1996 through September 1996.
The associations also were required to file quarterly updates with demographic data related to
their insurance membership.

Information received through the reports and from discussions with association representatives as
well as some of the third party administrators indicated difficulty in retrieving the breakdown of
demographic data requested in the regulation. The demographic information received was
provided by only a small percentage of the associations and therefore is not useable.

Due to the number of associations not reporting any information and the small number of
associations providing a demographic breakdown, the Department decided to rely instead on the
information reported by the insurance carriers for an assessment of the total association market
(See Current Market Statistics - Section 1).

The information provided in the subsection of Section 1 entitled “The Private Insurance Market
In Kentucky” lists the number of covered lives in the association market as 90,793. This number
was reported by the insurance carriers and represents the number of covered lives as of December
31, 1996. The information contained in Appendix A indicates that the number of covered lives
in the association market totals 151,332. This number was reported by the associations in
response to 806 KAR 18:080E and represents the number of covered lives as of March 31, 1997.

These numbers, if correct, suggest that the association market has grown considerably over a
three month period, and that the numbers contained in this report may be understated.
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Section 2
Rating Issues

SB 343 Rate Filing Requirements

Senate Bill 343 passed by the 1996 General Assembly included significant new requirements for
insurers and HMO’s in regard to rates for health benefit plans effective July 15, 1996. The rate
filing provisions of Senate Bill 343 applied to all health benefit plans, i.e., pre-standard plans,
standard plans, large groups and association business. The following areas were addressed:

Rate guarantee of twelve months;

Rate filing frequency limitation of twelve months;

Automatic public hearings for requested rate increases more than 3% in excess of the
change in medical CPI for urban South region consumers, as published by the Bureau
of Labor Statistics;

Small groups definition reduced from 100 to 50 eligible employees;

Modified community rating;

e Rating for industry and/or occupation with the highest factor no more than
15% of the lowest factor;

e Rating for gender (with 50% limitation);

e Overall maximum ratio for rates based on all case characteristics of 5:1;

e Association business exempted;
Allowed for a phase-in of rates into new rating methodology by allowing a +/-30%
variation from the index community rate between July 15, 1996 and June 30, 1998;
+/-20% on July 1, 1988; +/-10% in 1999 and zero variation in the year 2000, and
Significantly expanded information in the actuarial certification made on behalf of the

insurer regarding expenses, detailed explanation of rate development, provider
discounts, etc.

Emergency regulation 806 KAR 17:140E was promulgated by the Department of Insurance
effective August 23, 1996 containing the requirements for submitting health insurance rates to
the Department.
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Section 2
Rating Issues

NUMBER OF RATE FILINGS UNDER SB 343

There have been 143 health insurance rate filings from approximately 35 different health
insurers for rates filed to be effective July-December, 1996. In addition, there have been 28
such filings for rates filed to be effective in 1997. Some of these represented filings from four
companies that had not filed during the last half of 1996.

This rate filing activity is summarized as follows:

1996 1997 Total
Approved 62% (88) 41% (11) 58% (99)
[n process 8% (11) 55% (15) 15% (26)
Withdrawn 25% (36) 4% (1) 22% (37)
Disapproved 4% (6) 0% (0) 4% (6)
In hearing 1% (2) 0% (0) 1% (2)

While there were some delays initially in reviewing and acting upon rate increases (some up to 6
months), the review process used by the Department has been streamlined with decisions
currently occurring within 30 to 60 days once information required by the regulation is
submitted by the insurer or HMO.

Number of Rate Filings Under SB 343

Disapproved  |n Hearing
4% 1%

Withdrawn
22%

Approved
58%

In Process
15%
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Rating Issues

Rate Increase Requests in Relation to Automatic Hearing Trigger

Excluding the filings that were withdrawn as well as those that are still being processed, the
following summarizes the filings according to whether they were initially filed with a composite
rate (a weighted average rate, for a schedule of rates, based on an assumed distribution of the
insured population among the rate cells) increase not greater than the increase in the statutory
index (medical care consumer price index for all urban consumers for the South region as
published by the federal Bureau of Labor statistics) margin. The filings requesting increases
greater than the statutory index increase margin are split between those that were changed not to
exceed the index margin and those that were not changed (i.e. those filings subject to automatic
hearing). Twelve of the filings were for new products and, therefore, not subject to statutory
index test. For two filings that were disapproved the composite increase was not determinabie.

Rate Increase Requests

1996 1997 Total
Did not exceed index 74% (62) 100% (12) 76% (71)
Exceeded index: Changed 24% (20) 0% (0) 22% (20)
Exceeded index: Not Changed 2% (2) 0% (0) 2% (2)

Rate Increase Requests
Exceeded index. Not
Changed

%

Exceeded index:
Changed
22%

Did not exceed index
76%
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Rate Increases Approved

Appendix B is a listing of the 1996 and 1997 rate filings made by companies reflecting the
company name, the product, the approved composite rate increase or decrease and trend factors
approved, if applicable.

While the rate increases approved after reform appear to be moderate, there isn’t data on pre-
reform rates to analyze how insurers rates increased or decreased due to reform. Any significant
change in rating methodology can be expected to result in a general increase in the overall rate
level with subsequent adjustment as actual experience identifies the true cost of benefits. This is
magnified with the sweeping changes in insurance accessibility and portability, as well as rating
restrictions, introduced with HB250.
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Section 2
Rating Issues

Rate Analysis of Most Popular Modified Community Rated
Health Products Under Reform

INTRODUCTION

The following health benefit plan rate filing data represents an initial attempt by the Department
of Insurance to present the increases or decreases in rates after the Health Care Reforms of 1994
were implemented and subsequently amended by SB 343 of the 1996 General Assembly.
Because it was determined to be of extreme interest to the public as well as to policy-decision
makers, the Department decided to gather and analyze data on the “most popular plans” initially,
and to conduct a similar analysis on all rates at a later date. Hopefully, this will provide useful
information from which a baseline can be established in order to answer questions about the
trends in health insurance rates after reform. Since there is no pre-reform baseline data on rates,
this analysis focuses strictly on rate trends beginning with reform.

As indicated above, the Department collected data for purposes of this report on the “most
popular plans” being sold in the market based on rate filings submitted for approval during the
period of July 1996 - December 1996. For purposes of this analysis, a “most popular plan” was
defined by the Department as any rate filing with a proposed effective date between July 1, 1996,
and December 31, 1996 which indicated that there were 1,000 certificate holders or more.

Unfortunately, since there is no baseline data to compare to, it is difficult to determine
exactly what the effects are of guarantee issue, standard benefit plans, and any shifts in the
way in which particular market segments were subsidizing or were subsidized prior to
reform.

The Department recognizes the inherent limitations of the data presented here, but believes that it
represents a beginning in the effort to collect data and monitor trends in health insurance
premiums for Kentucky’s citizens. The collection of premium and benefit data in the future will
clarify the current uncertainty about the sufficiency or deficiency of premiums.

DATA COLLECTION METHODOLOGY

For inclusion in this report, the Department reviewed all health insurance modified community
rated filings for standard benefit plan products submitted for review by insurers and HMO’s with
proposed effective dates of July 15, 1996 through December 31, 1996. Rate filings which were
disapproved or were withdrawn are not included since our goal was to identify changes in actual
rates used in the market. However, two rate filings which are not yet approved but are currently
in hearing status have been included, because they represent products which have significant
numbers of certificate holders in certain market segments.
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The Department reviewed all rate filings to determine number of certificate holders the insurer or
HMO reported as being covered by the product.’ If the number of certificate holders was equal
to 1,000 or more, this product was selected for inclusion in the analysis. While some might
argue that the selection of 1,000 certificate holders was an arbitrary number, the Department,
through trial and error, determined that a lower threshold did not produce a significant difference
until the number was reduced to about 500 and a higher threshold did not allow for enough
products to be included in the report to make analysis meaningful.

If the rate filing met this 1,000 certificate holder criteria, then any rate filing under reform either
prior to or after the July 1996 - December 1996 rate filing period for this same product was
obtained and information pulled from the filing. Modified community rating filings were first
received in July 1995. It is important to point out that during this twenty-two (22) month period,
the requirements for rate filings changed frequently. Therefore, information contained in the July
1996 - December 1996 rate filing period may not have been provided as a part of prior filings for
the same product. Also, it should be noted that SB 343 instituted significant changes, effective
July 1996, in the rating factors which could be considered. Some of these differences are quite
apparent in the rate data displayed by product.

Since our interest was in analyzing patterns of increases or decreases in the rates of products
affected by the 1994 and 1996 reform legislation, we focused only on modified community rated
filings for small groups and individuals. Rate filings for products sold to large groups and
associations are not modified community rated, but rather use experience rating methodologies.
For large groups, including associations, the rate filings contain the rating formula used by the
insurers that is applied to the experience of the group. Since an actual rate for a group depends
on the previous claims experience, there is no way to determine any group’s rate from data in the
filing. For these reasons, large group product filings were not included in this analysis.

There are limitations in the data which could be obtained from the rate filings. For example, the
filings may have been submitted in July or August of 1996 but were proposed to become
effective in November 1996. The number of certificate holders reported in many cases was the
last month’s enroliment available to the company’s actuary from several months prior to the
proposed effective date. Therefore, significant changes in these numbers could have occurred
from the time rates were proposed and the time they became effective in the marketplace. For
this reason, the number of certificate holders reported in the rate filings was only used to
determine if the product should be selected for analysis. Any other assumptions, calculations,
etc. used in this analysis involving number of certificate holders were derived from up-to-date
sources such as a survey of companies or from the Kentucky Health Purchasing Alliance.

However, while other sources were more current, other limitations were inherent in that data as
well. Numbers of certificate holders obtained from the Alliance used in calculating the average
premium rate by product type, while being more up-to-date than information from the rate filing,

L Carriers/insurers were not required to provide information as to the number of certificate holders as a part of the
rate filing until August 23, 1996.
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had a combined enrollment count including both HMO and POS. The Department developed the
percentage of a company’s business between HMO and POs based on the information in their
July 1996-December 1996 rate filing and then applied these percentages to the Alliance
enrollment counts as necessary.

The rate information shown in the January 1997 period may not represent a new filing. Effective
July 15, 1996, insurers could only file for rate increases once in a twelve (12) month period.
However, the Department interpreted this to mean that insurers could propose a rate increase for
the first six (6) months and then use a trend factor to update rates for the second six month
period. This prevents insurers from front-loading annual increases at the beginning of the rate
period. In allowing the use of a trend factor, the increases over the entire twelve (12) month
period must meet all requirements under the law. If a trend factor was used, the trend rate was
applied to the rate for the first six months to obtain the rate for January 1997.

There are only two (2) products currently being sold in the individual market. Kentucky Kare in
the Alliance (the only individual product in this analysis) and Anthem’s Option 2000 and Option
2000 Advantage products outside the Alliance. Unfortunately, Anthem’s products are not
included in the analysis as the rate filings for these products were submitted and withdrawn.

The Department matched rate filings over a twenty-two month period to a particular company’s
products to the extent possible, however, companies sometimes referred to the same product
differently from one rate filing to the next, making it difficult to track what a company was doing
with its rates over the period.

ANALYSIS

A total of twenty-two (22) health insurance products are analyzed in this report. Since actuarially
there is a difference in the cost of a benefit plan between the four (4) types of products, i.e.,
HMO, POS, PPO and Fee-for-Service, the twenty-two (22) products were segregated by type of
product. Also, products were segregated into Alliance versus non-Alliance filings.

As a condition of doing business, insurers must issue the Basic Plan. Rates analyzed in this
report were rates for the Standard High benefit plan.

The Department selected the under age 30 and the 60-64 age bands for analysis, as these age
bands would reflect the age bands most affected by the rating limitations based solely on age, and
the age band 30-39 because it is a highly populated age band. The rates analyzed are the male
and female rates, as well as the tier rates that must be filed (single, couple, parent-plus and
family).

For non-Alliance filings, the premium rates for each cell in the selected age bands were listed for
each filing period, i.e., July 1995, January 1996, July 1996, and January 1997. The percentage
increase or decrease in the rate from each period to each subsequent period was calculated and is
displayed in the worksheets provided at the end of this analysis.
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Alliance filings were separated into the rating periods used for state employees (January of each
year) and non-state employee groups (July of each year). Alliance rates are negotiated every six
months. Because state employee rates are adjusted in January of each year and represent the
majority of Alliance enrollment, changes in rates for Alliance products sold to state employees
were measured from January 1, 1996 to January 1, 1997. These filings are referred to as “Public”
to denote the general characteristics of the population to which the rate would be applicable. A
small number of non-state public and private employer groups and individuals would also use
these rates as well.

The Alliance July 1995 and July 1996 rates would be used only for non-state public and private
employees and individuals buying or renewing coverage during the months of July through
December and therefore, these filings are separated from the rates used predominantly by state
employees. These filings are referred to as “Private.”

It is important to explain here that rates presented in this report are the monthly list bill rates for
the selected rate cells. For Alliance products, these monthly list bill rates for January 1996 and
January 1997 are not the rates charged to state employees. The Alliance uses these rates to
create composite rates by tiers, using the distribution of state employees in each rating cell.
Compositing the rates in this manner produces a standard rate for each product. State employees
are charged the same composite rate by tier classification (single, couple, parent-plus and family).

At the end of each product type, the weighted average premium rate for each rate cell for each
product is calculated for the July 1996 and January 1997 periods. The rate is weighted by that
product’s proportion of certificate holders to the total number of certificate holders for the
product type. For example, for all Alliance HMO products, the weighted average premium rate
for female single coverage under age 30 is $115 for the July 1996 period and $121 for January
1997, as shown in the rate worksheet contained in this analysis.

FINDINGS

Analysis of the most popular plans shows that insurers generally made adjustments in their rating
methodologies as permitted by SB 343. For example, when premium rates could be varied by
gender, comparisons between the unisex rates for a particular age group and gender-rated rates
for the same age group reflect that rates for females in the child- bearing ages went up
significantly while rates for males in the same age groups were reduced significantly. Eight
Alliance HMO products were analyzed. The range of increase in rates for the females in the
under-30 age group was a low of 0.0% (on a base of $113) to a high of 21.7% (on a base of
$109), while the range of rate reductions for males in the under age 30 category varied from a
low of a 19.16% decrease (applied to a rate of $106) to a high of a 37.86% decrease (applied to a
rate of $140). The same comparison for the 30-39 age category reflects generally the same
outcome, that is the range of increases for females was from a low of a 0.0% increase (on a base
rate of $145) to a high of a 28.95% increase (on a base rate of $114). For males in this age
group, the range of decreases was from a low of a 10.24% decrease (on the base of $127) to a
high of a 30.83% decrease (on a base of $133). In the 60-64 age category, the impact of gender
rating is more moderate and shows that females received moderate decreases while male rates
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increased in the 60-64 age group from the previous unisex rate. Most insurers increased the

male rates in the 60-64 age group from the previous unisex rates. Traditionally, one could have
expected the rates for females ages 60-64 to decrease, and rates for males age 60-64 to increase.

ALLIANCE HMO RANGE OF PERCENTAGE CHANGE

Age Band Females Males
Under 30 0.0% to +21.7% -19.1% to -37.86%
30-39 0.0% to +28.95% -10.24% to -30.83%
60-64 +2.16% to +17.98% +.41% to +26.04%
or or
-2.03 % to -10.32% -.65% 10 -16.57%
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The Alliance POS products reflect the same patterns as the HMO products discussed above.

ALLIANCE POS RANGE OF PERCENTAGE CHANGE

Age Band Females Males
Under 30 +35.9% to +19.8% -18.4 % t0 -37.50%
30-39 +0.67% 10 +19.51% -18.6%to - 31.4%
60-64 +13.1% to +16.1% +1.4% to +23.2%
-2.4% to -22.0% (One decreased
16.9%)

Analysis of all of the remaining products types generally reflects the same increases to females of
child bearing age and decreases to males as shown above.

The change in rates is calculated for each product type and presented in the worksheets at the end
of this section.

TIER RATIO RELATIONSHIPS

Another basis for comparing the consistency of rate factors among products is that used for
determining tier rates. The four tier rating structure (single, couple, parent-plus and family) has
been a long standing, generally accepted practice for large employer groups, but not as much so
for individuals and small groups, and had not been utilized for the state employee group until
mandated by HB 250. With the requirement of HB 250 that modified community rating be
presented in the four tiers, the adjustment forced a redistribution of rates in that the previous
practice, especially for small groups, was to establish the single rate in such a manner as to
subsidize couples and families. Due to reform, rates for couple, parent plus, and family tiers
were higher, indicating a reduction in the subsidy. As an example, for the state employee group
which makes up a significant portion of the Alliance, the redistribution was felt initially by
families in January 1996, and by couples in January 1997.

The average weighted rate tier ratios for the various product types are shown in the following
table. In the younger age brackets the male ratios for couple and family are significantly higher
than the ferale ratios because the male rates for single are significantly less than female single
rates. This also means that the female parent-plus rates in the young age brackets are
significantly higher than the male parent-plus rates.

This variation between male tier ratios and female tier ratios occurred with the onset of gender
rating, as the single rate for females is higher than the single rate for males, requiring an
adjustment to the ratios for the two genders to reflect the costs in couple, parent-plus and family
tiers in relation to the single rate.
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January 1997 Small Group and Individual Average Weighted Rate Tier Ratios

FEMALE MALE
Single Couple P-Plus Family Single Couple P-Plus Family

GROUP

Alliance HMO Under 30 1 20 2.0 29 1 2.8 2.0 4.1
30-39 1 18 1.9 2.7 1 25 20 3.7
60-64 1 22 1.4 2.5 1 1.9 1.3 22

Alliance PPO Under 30 1 21 21 3.1 1 2.7 2.1 42
30-39 1 1.7 19 238 1 23 2.0 4.0
60-64 1 2.1 1.5 2.7 1 1.8 1.3 2.3

Alliance POS Under 30 1 1.7 1.7 24 1 2.6 2.0 3.6
30-39 1 1.7 1.8 25 1 235 22 3.7
60-64 1 2.1 13 23 1 2.0 1.2 2.2

Alliance FFS Under 30 1 1.8 1.7 25 1 25 1.9 34
30-39 1.8 1.6 2.3 1 2.6 18 33
60-64 1 22 1.3 2.5 1 2.0 13 23

Non-Alliance

HMO Under 30 1 1.9 2.0 27 1 3.0 19 43
30-39 1 1.7 1.9 2.6 1 2.6 2.0 4.0
60-64 1 22 1.4 2.5 1 1.8 1.3 2

Non-Alliance

PPO Under 30 1 2.5 2.0 33 1 29 1.8 39
30-39 2.0 19 25 1 24 1.7 32
60-64 1 23 1.6 2.5 1 1.7 1.2 2.0

Hearing Status '

Non-Alliance

PPO Under 30 1 1.7 1.8 29 1 1.7 1.8 29
30-39 1 17 1.6 25 1 1.7 1.6 2.5
60-64 1 1.7 1.6 2.5 1 1.7 1.6 25

INDIVIDUAL

Alliance FFS Under 30 1 1.8 1.7 25 1 2.5 19 34
30-39 1 1.8 1.6 24 1 25 1.8 33
60-64 1 2.2 13 25 1 2.0 1.3 23

! Average Weighted Tier Rate Ratios for Option 2000 and Option 2000 Advantage for July 1996

Kentucky Department of Insurance
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PREMIUM ALLOCATION

In submitting rates to the Department of Insurance for approval, insurers and HMO’s are required
to provide an explanation of the load factors used in pricing, including any assumptions made
that affect pricing. By load factors it is meant the administrative expenses (which include
marketing, advertising, customer service costs, costs of issue, billings, rent, salaries, etc.),
commissions (assumption of commission structures used and the average commission
percentages paid for prior periods), taxes (city, county, state and other premium taxes included
in the cost of the product), and profits (profit margins included in the rate from all sources and
actual profits for prior periods). These load factors are then expressed as a percentage of the total
premium requested in the rate filing. The total of these load factors, which are sometimes
collectively referred to as administration and profit, is the proportion of the premium which is not
anticipated to be used for actual medical claims.

The percentage of the total premium which is anticipated to be used to reimburse providers for
medical claims is referred to as the medical loss ratio. On a pricing basis, the sum of the
administration and profit load and the medical loss ratio combine to establish the total premium.

For analysis purposes, using rate filings of the 22 most popular plans, the statistics were
combined for the load factors and medical loss ratios for all rate filings for product types HMO
and POS and reported in the following tables and chart as “Managed Care”. Reported as
“Indemnity” are statistics for Fee-for-Service and PPO product types. To reflect any differences
in pricing for market segments by the insurers, the statistics are further separated by Alliance
versus Non-Alliance filings, and small group versus individual business. Finally, the requested
premium split for the two rate filings in hearing status are included, again because they represent
large numbers of certificate holders. The statistics presented are the average of all rate filings in
that product type.

The following chart summarizes the average percentage found in the rate filings for
administration, taxes, commissions, and profit margin. The total administration and profit
column is the sum of the first four columns. This total percentage is subtracted from 100% to
obtain the medical loss ratio anticipated in the filings.
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Average Percentage Load by Product Type by Market Segment
Product Type Admini- | Taxes | Commissions | Profits Total Medical Loss
stration Admin .& Ratio
Profit

Alliance- Group-

Mgd. Care

(HMO & POS) 11.7% 35% 3.82% 2.45% 18.32% 81.68%
Non-Alliance-

Group-Mgd. Care

(HMO & POS) 11.56% | .56% 4.89% 3.19%% 20.2% 79.8%
Alliance-Group-

Indemnity .

(FFS & PPO) 8.81% 47% 2.5% 2.75% 14.53%' 85.47%
Non-Alliance-

Group-Indemnity
(FFS & PPO) 13.78% 0% 4.97% 4.0% - 22.75% 77.25%
Alliance-

Individual-

Indemnity 4.91% 1.25% 5.0% 0% 11.16% 88.84%
(FFS & PPO)

Hearing Status

Non-Alliance-

Group (PPO) 13.81% 0% 6.38% 4.0% 24.19% 75.81%
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1997 ALLIANCE GROUP MANAGED CARE - HMO & POS

ADMINISTRATION
12%

%
COMMISSIONS
4%
PROFITS
2%

MEDICAL BENEFITS
82%

1997 NON-ALLIANCE MANAGED CARE (HMO&POS) PREMIUM

ADMINISTRATION
12% TAXES
1%
COMMISSION
5%

PROFITS
3%

MEDICAL BENEFITS
80%
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1997 ALLIANCE GROUP INDEMNITY (FFS & PPO) PREMIUM

ADMINISTRATION TAXES
9% 0%

COMMISSIONS
3%

PROFITS
3%

MEDICAL BENEFITS
85%

1997 NON-ALLIANCE SMALL-GROUP INDEMNITY (FFS&PPO)

ADMINISTRATION

14% TAXES
0%

COMMISSIONS
5%

PROFITS
4%

MEDICAL BENEFITS
77%

Page 2 - 15

Kentucky Department of Insurance



Section 2
Rating Issues

1997 ALLIANCE INDIVIDUAL - FFS & PPO PREMIUM

ADMINISTRATION

5% TF;);ES COMMISSIONS
5 5%

PROFITS
0%

MEQICAL BENEFITS
89%

This means that a male, age 35, who purchases family coverage in January 1997 through the
Alliance as a part of an employer group would pay $373 monthly for a “popular” HMO product.
Of the $373 monthly premium, the average percentage of the premium which is used for
administration and profit is 18.32% of the “average” HMO Alliance product for his age group
which would be $68.33 ($373 monthly premium multiplied by .1832). The remaining amount
($373 less $68.33) of $304.67 is what would be paid out in medical claims.
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Section 2

Rating Issues
CONCLUSIONS
From the rate analysis, the following conclusions can be reached:
. Product premium allocations analyzed are consistent with state and national
trends.
. Significant redistribution of rates occurred among different age bands and by
gender.
. Reform caused a significant redistribution in rates among the single, couple,

parent-plus and family tiers.

Again, baseline data does not exist to allow for comparisons of pre-reform rates to rates after
reform. While the data reveals some general trends, a more extensive analysis will be made as
additional rate information becomes available to determine other trends in progress.
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SECTION 3
Financial Information

FINANCIAL ANALYSIS OF THE HEALTH INSURANCE INDUSTRY IN
THE COMMONWEALTH OF KENTUCKY

There are approximately 1500 insurers licensed in Kentucky. Over 600 of these insurers are
traditional life and health companies and approximately 800 insurers are traditional property and
casualty companies. The 100 other insurers include approximately 20 health maintenance
organizations (HMOs).

Historically, health insurance was sold by life and health insurance companies and property and
casualty insurance companies. The broad classification of health insurance products included
plans such as group or individual medical expense indemnity, dental, disability income, dreaded
disease, workers’ compensation, etc. The marketplace is expanding with HMOs, provider
sponsored networks, and other limited health service type of insurers. "With this market
expansion has come custom-designed health products evolving from expense reimbursement
plans to managed care/cost containment plans.

The industry is changing and redefining itself every day. This creates enormous difficulties for
accountants, actuaries, financial analysts, and regulators who try to measure this moving target.
In addition, it is extremely difficult to anticipate what data and in what formats all these different
companies with their wide variety of products should be reporting to the Department.

Therefore, it should not be surprising that the information and formats required from the different
kinds of insurers is sometimes reported by line of business and sometimes reported by type of
health care services, but it is never reported by specific plan. Furthermore, certain information
by specific policy or plan is proprietary. For these reasons, it is difficult for Department analysts
to determine the profitability of a particular product of an insurer.

The 1996 aggregate statistics will not be available for some time. For 1995, the traditional life
and accident and health insurers doing business in Kentucky had premiums of approximately
$767 million and claims of approximately $530 million for a claims to premium ratio of 68.84%.
For 1995, the traditional property and casualty insurers doing business in Kentucky had
premiums of approximately $45.6 million and claims of approximately $40.6 million for a claims
to premium ratio of 88.91%. However, these figures are inclusive of all accident and health
lines, and it should be further noted that it is not possible from the life and accident annual
statement or property and casualty annual statement to delineate premium and claim information
for the standard plans under HB 250 or as later amended under SB 343.

Today in the Commonwealth of Kentucky, most hospital and medical insurance is being written
by health maintenance organizations. The Department has extracted premium and claims
information from the HMO annual statements of HMO insurers licensed in Kentucky from 1991
through 1996. For comparability purposes, premiums are total revenues minus investments and
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other revenues. The following chart summarizes premiums, claims and claims ratios for years
1991 through 1996 for HMOs licensed in Kentucky on a nationwide and Kentucky-only basis.
The detail information by company can be found in Appendix C.

Premium and Claims Statistics For Licensed HMO’s
For the Years 1991 through 1996

Year Premiums Premiums Claims Claims Ciaims/Premiums | Claims/Premiums
Nationwide | Kentucky-only | Nationwide | Kentucky-only Nationwide Kentucky-only
Business Business Business Business Business Business

1991 1,941,451,167| 719,399,138 | 1,767,391,880 587,878,207 91.03% 81.72%

1992 | 2,530,561,776 773,061,043 | 2,279,292,59% 613,848,260 90.07% 79.40%
1993 | 3,259,919,634( 1,054,288,448 [ 2,733,856,985 844,629,459 83.86% 80.11%

1994 | 3,925,355316( 1,260,260,957 | 3,231,858,233 970,099,502 82.33% 76.98%

1995 | 4,626,532,794| 1,354,828,261 | 4,006,655,927 | 1,146,085,687 86.60% 84.59%
1996 | 6,280,311,990( 1,559,221,920 | 5,534,688,275 | 1i,365,888,485 88.13% 87.60%

Generally, the Profit of an insurance company is determined as total revenues, including
investments, less claims, commissions, administrative expenses, and taxes. In 1996, the gross
profit margin (i.e. net premiums after claims and before commissions, administrative expenses,
and taxes) for nationwide business is 11.897% and for Kentucky-only business is 12.40%.

In Kentucky, HMO premiums have increased from approximately $720 million in 1991 to
approximately $1.6 billion in 1996, an increase of 117%. In Kentucky, HMO claims have
increased from approximately $590 million in 1991 to approximately $1.4 billion in 1996, an
increase of 132%. The Kentucky-only ratio of claims to premiums went from 81.72% in 1991 to
87.60% in 1996. It can be noted for Kentucky-only business, the rate of growth in premiums is
slower than the rate of growth in claims.

Comparing to the licensed HMOs’ nationwide business, HMO premiums have increased from
approximately $1.9 billion in 1991 to approximately $6.3 billion in 1996, an increase of 223%.
Nationwide HMO claims have increased from approximately $1.8 billion in 1991 to
approximately $5.5 billion in 1996, an increase of 213%. The nationwide ratio of claims to
premiums went from 91.03% in 1991 to 88.13% in 1996. It can be noted for nationwide
business, the rate of growth in premiums is faster than the rate of growth in claims. The
nationwide trends are opposite from experience of HMO Kentucky-only business.

Prior to 1994, the year of reform, Kentucky health premium income was increasing. For most of
the companies selling individual coverage, there is a downward trend in total health premium
income beginning in 1994. With the exception of United Wisconsin Life Insurance Company,
which only entered the Kentucky health insurance market in 1993, the bulk of the increases in
total premium income in 1996 were experienced by the Kentucky Blue Cross Blue Shield
companies. It can be assumed from the data that the Blue Cross Blue Shield companies
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experienced significant increased enrollment by those insureds which had to seek coverage
elsewhere as companies exited the market. Companies such as Golden Rule, Principal Mutual
Life Insurance Company, and Time Insurance Company, for example, experienced a 50% or
more decrease in total health premiums beginning in 1994, and extending through 1996. The
remaining companies either show decreases or a leveling off in the total health premium during
this period. In conclusion, the individual market today has been reduced to two (2) insurers; Blue
Cross Blue Shield and Kentucky Kare (a self-insured plan for state employees). The details for
companies can be found in Appendix D.

With regard to claims loss ratios, it is evident that from 1991 to 1994 claims loss ratios were
decreasing. Beginning in 1994, the year of reform and in subsequent years, the companies
experienced significant increases in their claims loss ratios. These trends are reflected in the
following chart.
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SECTION 4
Regulatory Environment

REGULATORY ENVIRONMENT

House Bill 250 and Senate Bill 343 contained many additional regulatory provisions for health
insurance rates, filing procedures, and benefit plans. This shifted the environment of health
insurance from market control towards regulatory control. Understanding how the industry
reacted and is likely to react is important in any search for solutions. The regulatory changes
with the most impact on insurers are summarized below.

RATES

HMO Filings Prior to Reform

Prior to House Bill 250, a HMO could file rates anytime it chose. The HMO only had to
demonstrate the rates were within the broad parameters of the law: not excessive, not
inadequate, and not unfairly discriminatory. According to regulation, that meant demonstrating
the rate would not result in a glut of reserves, would not cause the HMO to be statutorily
insolvent, and would not treat enrollees in similar situations differently.

Further, rates could be deemed approved 60 days after filing unless, during that period, the
Department disapproved the rates, scheduled a hearing, or extended the period an additional 30
days. Although rate hearings were an option, in practice there were no hearings because of the
expense and length of time required for an administrative hearing. As a result, if the rate increase
was not justified, the HMO could choose to modify or withdraw the filing. Otherwise, the
Department disapproved the filing.

Each rate filing was required to include:

cover letter outlining the scope and reason for filing;
actuarial certification;

capitation rates and formula, if community rating;

HMO’s budget;

recent financial data; and

any other supporting data the Department deemed necessary.

Community rating was not mandated, but HMOs which used another rating system had to be
prepared to demonstrate the system was not unfairly discriminatory.
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Indemnityv Insurer Filings Prior to Reform

An indemnity insurer before reform had to file its rates for individual policies but did not have
to have the rates approved if there was no increase or if the insurer guaranteed the loss ratio. By
guaranteeing the loss ratio, the insurer promised that if the projected medical payments for the
block of business were greater than the actual medical payments, each policyholder would
receive a refund for his share of the excess.

Filings with increases but without a guaranteed loss ratio had to be approved before use. In
approving or disapproving the filing, the Department considered

. whether the benefits were reasonable in relation to the premium;
. previous premiums; and
. the effect of the increase on policyholders.

Before reform, the law did not divide the group market into small group and large group. In
addition, rates for group policies of indemnity insurers were neither required to be filed nor
required to be approved -- there was no regulatory oversight of group rates. Rather, market
competition controlled rates in this segment of the indemnity market.

HMO and Indemnity Filings During Reform

Current law subjects all health insurers to the same requirements and restrictions of health
insurance reform. Therefore, the comments in this section concemning health insurers include
both HMOs and indemnity insurers.

FILING FREQUENCY

Under reform, a health insurer is limited to filing for rate increases no more frequently than every
12 months. In addition, the filing must be held for a 30 day waiting period. These provisions
lock-in the rate for at least a 12 month period (a 13 month period under an alternate
interpretation) during which the insurer is required to issue and renew policies at the approved
rate. On top of this, each policy has its own 12 month premium guarantee because of industry
practice and standard plan terms. The premium guarantee in the policy delays the application of
any premium increase to an existing policy until the policy is renewed.
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This means that the rate must be structured for use for a bare minimum of 23 months, or 25
months if a hearing is required for the next rate. This lengthy projection in an environment of
expanding mandated benefits, eroding managed care capabilities, and rising medical cost trends
force insurers to seek greater rate increases than they would if there was a possibility of filing
more frequently.

PRIOR APPROVAL

Rates must be filed with and approved by the Department before use. Unless the Department
disapproves the rates, schedules a hearing or extends the period of con51deratlon 30 more days,
rates may be deemed approved 30 days after filing.

Before a filing may be approved or allowed to be deemed approved, the Department makes a
thorough review of the filing to ensure it meets the strict standards of Senate Bill 343:

whether the benefits are reasonable in relation to the premium,
whether the provider fees are reasonable in relation to the premiums;
previous premiums;

effect of the increase on policyholders;

whether the premium is excessive;

whether the premium is inadequate;

whether the premium is unfairly discriminatory ; and

other factors deemed relevant by the commissioner.

e & &0 & ¢ o o

Under reform, each rate filing must contain more detailed information to demonstrate it meets
the statutory standards and copious documentation to support its actuarial justification. The
specifics are set out in 806 KAR 17:140 and include

Product Information Form - summary of filing with explanation of type of product;
Income and Expense Worksheet - breakdown into detailed categories;

Actuarial Memorandum - details of rate development; and

Annual Report - information provided to shareholders or policyholders.

In addition to this information, modified community rate filings must also contain

. Premium Parameter Worksheets - demonstration of the filings’ relation to standardized
guidelines used by the Department; and
. Modified Community Rates on diskette and in print.

Indemnity insurers no longer have the option of filing individual policy rates with guaranteed
loss ratio and using those rates without prior approval.
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Prior approval of rates causes uncertainty and delay in the implementation of rate increases
which may create unacceptable business conditions for insurers. As a result, prior approval may
lessen competition as it drives insurers from the market and discourages others from entering the
market. For example, Contennial Life Insurance Company, being unable to meet the standards
for prior approval, said it left the Kentucky market because it could not get timely rate relief.

MEDICAL CONSUMER PRICE INDEX PLUS 3%

Rate increases greater than the medical consumer price index plus 3% are subjected to mandatory
public hearings with the Attorney General as a required party. Rate increases in excess of this
amount can be granted if the increases are justified under the standards set out in the previous
subsection. However, the expense and delay inherent in the public hearings procedure,
effectively turn the medical consumer price index plus 3% into a cap on rate increases.

During the period from July through December of 1996, insurers withdrew 37 filings which
exceeded the medical consumer price index plus 3% because the companies wished to avoid the
delay of public hearings. Fourteen of the filings were refiled with a rate increase less than the
medical consumer price index plus 3%.

MODIFIED COMMUNITY RATING

As explained in a prior subsection, health insurance reform treats all insurers the same.
However, health insurance reform treats certain insureds differently. For example, the rate
structure for an insurer is determined by whether the insured is in a small group (an employer
group with 50 or fewer employees), in a large group, or in an association.

The rates for small groups, as well as for individuals and Alliance participants, are based on a
modified community rating methodology, must provide for four family compositions, and have
limited spreads from the highest premium to the lowest. Modified community rating is
determined solely on the basis of:

. age
- with premium variations no more than 300%

o gender
- with premium variations no more than 50%

o occupation or industry
- with premium variations no more than 15%

. geography
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- within Department established guidelines

. family composition
- for single individuals
- for couples
- for single-parent families
- for two-parent families

. benefit plan design
. cost containment provisions

. whether the product is offered through the Alliance

The rates may provide for discounts up to 10% for healthy lifestyles. But, using all of the case
characteristics, the ratio from the highest premium to the lowest cannot exceed 5 to 1.

On the other hand, large groups and associations - including small groups and individuals
covered through associations - are not subject to modified community rating but are allowed to
be experience rated.

FORMS

In the past, an insurer could issue whatever health policies it chose as long as the forms were
filed with and approved prior to use, the policies contained the applicable mandated benefits, and
the policies did not contain prohibited terms. Further, any limit on the insurer’s right to cancel or
nonrenew a policy was set out in the policy, not in the law. An insurer could select its customers
by underwriting and choose for itself which segments of the market it wished to service.

An insurer presently may offer only the five standard plans and must offer the basic plan.
Guarantee issue and guarantee renewal prevent the insurer from selecting its customers and, to
some extent, dictate which segments of the market the insurer must serve. In addition, House
Bill 250 and Senate Bill 343 added more mandated benefits:

. Additional treatments for breast cancer;
. Inclusion of adopted children; and
. Required matemity coverage

- 48 hours hospital stay after vaginal delivery
- 96 hours hospital stay after Cesarean section.
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MISCELLANEOUS

Prior to House Bill 250 and Senate Bill 343, an insurer had considerable freedom in determining
which types of providers and which individual providers would be eligible for reimbursement
under its policies. For individual policies, pre-existing condition exclusion was allowed up to
two years. For other polices, pre-existing condition exceptions were set by market demand.

Now the any willing provider and primary chiropractic provider statutes require the insurer to
accept certain types of providers and certain individual providers into its network. Furthermore,
an insurer participating in the Alliance must require the insurer’s network providers to report
medical outcome information to the Department. Also, all health insurers must report to the
Department various data that was not required before. For example, the insurer must report
demographic and high-cost case data as part of the risk adjustment process. Finally, pre-existing
conditions limitations are currently set by law.

COMPARISON OF PROVISIONS

A chart outlining the major regulatory provisions prior to House Bill 250 and the regulatory
provisions currently in effect are set out in the following chart. Note that prior to House Bill 250,
HMO’s, Indemnity Individual Plans, and Indemnity Group Plans were each regulated differently.
Under current law, all three are subject to the same regulatory provisions.
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SECTION 5
Selected Provisions

RISK ASSESSMENT / RISK ADJUSTMENT

Coopers & Lybrand L.L.P. (C&L) serves as Risk Adjustment System Administrator for the
Kentucky Department of Insurance. The Risk Assessment/Risk Adjustment (RARA) process,
promulgated under Kentucky Regulation 909 KAR 1:090 (Regulation), is intended to equalize
risk imbalances between insurers in Kentucky's guaranteed issue and modified community rating
environment. Specifically, C&L administers the Demographic Risk Fund (DRF) and the High
Cost Case Fund (HCCF). RARA governs only those policies written under the Kentucky
Modified Community Rating (MCR) Rules since July 15, 1995

Demographic Risk Fund

The Demographic Risk adjustment process is based on a calculation of the differences in
expected health care costs that result from demographic and premium characteristics, and for
which rating differences are not permitted under Kentucky's MCR rules. For policies issued or
renewed from July 15, 1995 through July 15, 1996, these rules allow for rating by age,
geography, family size, and benefit plan. During this period, premium rates were not allowed to
vary based on gender, industry, continuation status, or retiree status. Subsequent to July 15,
1996, MCR rules also permit rating, within certain tolerances, for gender and industry.

Prospective Risk Adjustment Factors (PRAF), which represent the expected cost relatively by
age, gender, family size, continuation status or retiree status for the MCR population, serve as the
basis for Demographic Risk adjustment. These PRAF's are applied to plan-specific premium and
demographic data to calculate the difference in expected costs for each carrier as compared to
the average among all carriers.

Funding for the DRF is based on the results of the quarterly calculations discussed above.
Insurers deemed to have a relatively low risk MCR population are required to submit payment to
the DRF. Once these funds are received, they are redistributed to those insurers with a
disproportionately high risk population.

HIGH COST CASE FUND

The HCCEF is designed to limit the liability of the insurers experiencing a disproportionate share
of high cost cases. The HCCF is created so that a carrier can be partially reimbursed if its
experience of caring for high cost cases is greater than the state average. Tables 2 and 2A of the
Regulation list nine specific procedures/diagnoses that are deemed to be "high cost cases" for the
purposes of this program.

The Regulation states that payment to insurers from the HCCF shall be based on the amount that
each insurer's per enrollee payments for high cost cases, adjusted for statewide average payments
per month of exposure, exceeds the statewide average per enrollee payments for high cost cases,
subject to the amount collected in the Fund throughout the time period.
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Funding for the HCCF was provided by all the insurers writing policies under the Kentucky
MCR rules. On a quarterly basis, all insurers were to remit to C&L an amount equal to 1.00% of
the total premium received during the previous calendar quarter to be held in the High Cost Case
Fund. This Fund represents the only money available to compensate insurers who have a
disproportionate share of high cost cases.
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Selected Provisions
1995 HCCF Payouts 1996 HCCF Payouls
Amount Reimbursed to Funds Remitted to | Amount Reimbursed to Funds Remitted to

Carrier "Eligible Insurers” “Eligible Insurers" "Eligible Insuress” "Eligible Insurers”
Advantage Care $260.19 $131,987.49
Aetna ALIC $136.35 $19,843.47
Aetna HMO $136.95 $17,478.44
Allianz $1.35 $842.24
Allmerica $0.00

American Chambers $0.00 $30.08
Anthem (formerly Home Life) $39.62 $1,939.12
Bankers Life $0.00

|Bankers Multiple

|AHDS $914.44 $95,883.67
1BCBS - Community Select $71,051.22 $3,978.56 $1,117,120.80
IBGFH $238.64 $88,423.46 $28,832.36
Centennial $284.48 $25,284.98
Central Benefits $178.45 $1,640.36
CHA Health $103.90 $40,431.73
ChoiceCare $187.44 $8,368.38
CIGNA $0.00

CNA $0.00

Continental General

Continental Life $0.00

CUNA Mutual $64.85 $53,860.46 $1,481.92
EHI $155.86 $9,493.30
IFHP $335.53 $93,265.70 $57,867.95
{General American $17.17 $2,284.48
Great West $0.00

Guardian $14.56 $4,999.91
Healthwise $67.00 $154,470.03
HMOQ KY - BCBS $15,527.49 $172.46

Humana $161.00 $731,697.64 $211,336.56
Jefierson-Pilot $0.00

John Alden $671.32 $11,455.03
John Deere Health Care $56.14 $1,580.72
John Deere HMO (Her. Nat'l) $0.00 $1,938.58
John Hancock $0.00

Kentucky Kare $0.00 $2,681,733.47 $364,774.54
MEGA Life (United Ins. Co.} $92.43 $2,611.76
Mid-West National Life $1,436.43
Nippan
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Selected Provisions
[PFL $141.35 $4,881.25
Pioneer Finanicial (PFS) $0.00 $2,347.98
Principal Financial $0.00
Prudential HealthCare $0.00 $6,695.68
Prudential Ins. Co. of Amer. $2,850.44
Southwestern
|State Mutual $0.00
Trustmark $119.29 $1,888.29
UNICARE (tka Mass Mutual) $0.00
Union Bankers
United Health (fka (Metra Health) $0.00 $50,545.40 $2,519.57
United Wisconsin $3,274.21 $184,484.88 $50,205.80
Washington Nationa! $0.00
TOTAL 86578.71 11803.54 3884011.01 2387244.24
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Kentucky Department of Insurance

DEMOGRAPH!C_E@K FUND
Payment to/(from) [Payment to/(from) DRF| Payment to/(from)
DRF Quarter Ending Quarter Ending DRF Quarter Ending
Carrier November 15, 1995 February 15, 1996 May 15, 1996
Advantage Care ($1,722.48) $5,254.22 $10,605.48
Aetna ALIC ($783.68) ($7,519.41) ($43,277.96)
Aetna HMO $5,412.19 $13,166.67 ($43,612.02)
Allianz $1,980.14 ($1,846.03)
Allmerica
American Chambers $59.72
Anthem (formerly Home Life) $1,056.05 $4,180.52 ($6,381.06)
Bankers Life
Bankers Multiple
AHDS ($2,204.05) ($26,457.96) $98,377.50
BCBS - Community Select $2,168.81 $48,330.34 ($424,503.76)
BGFH ($3,218.23) ($12,257.47) $30,421.03
Centennial ($2,036.38) $30,684.32 ($89,290.19)
Central Benefits ($1,516.76) $2,002.52 ($3,732.61)
CHA Health {$2,036.70) ($4.894.53) $19,185.22
ChoiceCare ($801.51) $12,124.85 ($42,128.98)
CIGNA
CNA
Continental General
Continental Life
CUNA Mutual ($2,725.93) ($3,381.20) $3,825.12
[EHI $544.66 $10,536.72 ($16,758.23)
FHP $1,377.88 {$30,868.22) $45,054.53
General American ($49.18) $3,615.28 ($4,911.17)
Great West
Guardian $724.65 $4,010.33 ($4,089.49)
Healthwise ($2,103.02) ($102,473.24) $246,210.96
HMO KY - BCBS $159.46 $15,834.88 {$70,846.82)
Humana $1,059.05 $24,471.39 $35,225.80
Jefferson-Pilot
John Alden $10,073.35 $94,819.13 ($121,202.04)
John Deere Health Care $4,680.71 $11,354.79 ($29,401.46)
John Deere HMO (Her. Nat'l) ($139.43) $208.16
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John Hancock

Kentucky Department of Insurance

[Kentucky Kare ($258,610.78) $659,211.07

MEGA Life (United Ins. Co.) $1,953.02 $8,017.07 ($15,526.24)

Mid-West National Life

Nippon

PFL i $3,916.65 $17,825.04 ($45,278.54)

Pioneer Financial (PFS) ($8,158.08)

Principal Financial

Prudential HealthCare ($1,393.66) $6,641.83

Prudential Ins. Co. of Amer. ($19,121.42) $38,275.27

Southwestern

State Mutual

Trustmark $2,183.46 $7,972.97 ($7,891.89)

UNICARE (fka Mass Mutual) $1,080.88 ($2,889.67)

Union Bankers

United Health (fka (Metra Health) ($622.35)

United Wisconsin ($15,842.02) $149,855.25 ($210,953.10)

Washington National

TOTAL PAYMENT TO CARRIERS 35309.94 467117.31 1193301.69

TOTAL PAYMENT FROM CARRIERS -35039.94 -467117.32 -1193301.69
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STANDARD HEALTH BENEFIT PLANS

Through HB 250, the 1994 Kentucky General Assembly provided for the creation of standard
health benefit plans'. The theory behind standardization of health benefit plans was to allow
consumers an opportunity for an “apples to apples” comparison of health insurance policies. As
the benefits offered under the policies are required to be identical, consumers only have to
consider premium rates, quality of the carrier, and physician networks when making a decision
on which policy to purchase. Further, standardization of benefits forces insurance carriers to
compete on price and quality, which ultimately benefits the consumer.

Pursuant to the provisions of HB 250, the Kentucky Health Policy Board was authorized to create
no more than five standard health benefit plans. Four plans of varying benefit levels were
created: budget, economy, standard, and enhanced. Each plan was offered with a high and low
deductible level. Additionally, the plans were offered in four product types: fee for service
(FFS), preferred provider organization (PPQO), health maintenance organization (HMO), and
point of service (POS)>. As a requirement of doing business in Kentucky, health insurers were
required to issue the basic plan (defined as the Standard High and Standard Low plans). Insurers
could, at their option, offer any of the other three standard health benefit plans.

After July 15, 1995, no insurer doing business in Kentucky was permitted to issue health benefit
plans other than the standard health benefit plans. Although HB 250 prohibited carriers from
renewing pre-standard health benefit plans after July 15, 1995, two Executive Orders permitted
the extension of pre-standard plans (at the option of the insured) until July 15, 1996. Further, SB
343 (effective July 15, 1996) allowed for the renewal of pre-standard policies until July 15, 1997.

The provisions regarding standard health benefit plans were amended slightly in 1996 by SB 343.
The authority over the plans was given to the Department of Insurance. In addition, the
Department was authorized to create an unlimited number of standard health benefit plans.

To date, the Department has made minimal changes to the standard health benefit plans
originally created by the Kentucky Health Policy Board. The Standard Health Benefit Plan
Subcommittee, a Subcommittee of the Health Insurance Advisory Council, has been created to
review the standard health benefit plans. Their purpose is three-fold: (1) to review requests for
specific benefits to be added to the standard health benefit plans; (2) to compare the current
standard health benefit plans with the most popular pre-standard plans to determine what
amendments, if any, need to be made to the current standard plans; and (3) to review requests for

* This standardization did not affect policies covering only accident, credit, dental, disability income, fixed
indemnity, long-term care, Medicare supplement, specified disease, vision care, coverage issued as a supplement to
liability insurance, workers' compensation coverage, automobile medical-payment insurance, student health
insurance, individual limited guaranteed renewable hospital or medical expense policies issued prior to January 1,
1994, and conversion policies existing on January 1, 1994 (KRS 304.17A-100(4)(b)).

? The budget high and low plans are not available as a point of service plan, and the budget low plan is not available
as a preferred provider organization plan.
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the creation of additional standard health benefit plans. All requests are considered in light of
their rate impact, benefit to all Kentuckians, and viability in the insurance market.

The Department has created one additional standard health benefit plan which was approved on
December 6, 1996. The plan was designed as a catastrophic, high deductible plan which meets
the requirements for participation in the federal medical savings account pilot program under the
Health Insurance Portability and Accountability Act of 1996. As a result of input from agent
forums the Department held across the state of Kentucky as well as input from the Standard
Health Benefit Plan Subcommittee, the Department will be developing a second catastrophic
plan with higher deductible levels.

A copy of the benefits currently available through each of the standard health benefit plans is
included as Appendix E.

According to the Department's survey of all insurance carriers marketing standard health benefit
plans in either 1995 or 1996, the most popular standard health benefit plan in 1995 and 1996 was
the standard high plan. This is likely due to the fact that insurers are required to offer the
standard high (and standard low) health benefit plan as a condition of doing business in
Kentucky. The following table represents the order of popularity of the plans for 1995 and 1996.
Inconsistencies in the reporting of information have prevented including enrollment numbers by

plan type.

1995 1996
standard high standard high
enhanced low enhanced high
enhanced high enhanced low
economy high standard low
standard low budget high
budget high economy high
economy low economy low
budget low budget low

The most popular delivery system for the standard plans in 1995 was a HMO followed by PPO,
FFS, and POS. In 1996 the most popular delivery system for the standard plans was also HMO
followed by PPO, POS, and FFS.

At the end of 1996, 540,966 individuals were covered through standard health benefit plans
(whether through individual, small group, large group, or association policies). This number
represents 42% of the total nonelderly private insurance market (753,712 individuals were
covered through non-standard plans). Pursuant to SB 343, any policy issued or renewed on or
after July 15, 1997, must be a standard health benefit plans. Thus, by July 15, 1998, all health
benefit plans will conform to the standard health benefit plans.
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Reaction from the insurance carriers to the standard health benefit plans has been mixed. In
general, carriers are supportive of standardization to a degree. However, carriers have expressed
that because no other plans may be issued, there should be some flexibility, at least at the cost
sharing level. If no flexibility in the standard health benefit plans is allowed, then carriers should
be allowed to market plans in addition to the standard plans. Additionally, carriers have
expressed that standardization is not necessary for the large group market as larger groups
typically have benefit coordinators to help compare benefit policies and make a decision as to
which policy best suits their needs.

The current standard health benefit plans are all comprehensive plans which contain a high level
of benefits. The high benefit levels, combined with pre-defined cost sharing levels, the fact that
carriers must only offer the standard health benefit plans and are required to take all comers
(guaranteed issue), have been cited as reasons that carriers have withdrawn from the market.

PAGES5-9
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BUY-IN PROGRAM

KRS 18A.2251 permitted Kentucky residents to purchase health insurance coverage under the
same terms and conditions as the coverage provided to state employees. The rates for high risk
individuals (as determined by the Kentucky Health Policy Board) for this coverage could not
exceed 200% of the premium charged to state employees. This “buy-in” program was intended
to provide access to health insurance for medically uninsurable individuals during the interim
period following the effective date of HB 250 (July, 15, 1994) and the date the Kentucky Health
Purchasing Alliance became operational (July 15, 1995). Policies purchased under the buy-in
program were to be effective for one year after which time insureds would become eligible for
participation in the Alliance. Due to the two Executive Orders issued by the Governor and the
extension on pre-standard health benefit plans in SB 343, the buy-in participants were entitled to
renew these policies until July 15, 1997.

The statute provided for an assessment on all health insurers doing business in the
Commonwealth of Kentucky to recoup any losses experienced by insurance carriers as a result of
buy-in participation. In July 1996, the Department of Insurance sent a survey to all health
insurers licensed to do business in Kentucky requesting the following information:

total health insurance premium

total enroliment in the buy-in program

actual claims experience from the buy-in program
premium collected from the buy-in program, and
administrative expense associated with the buy-in program.

This information was collected by the Department and forwarded to Coopers & Lybrand for
calculation of the assessment.

Pursuant to the survey responses, the following carriers participated in the buy-program.

Alternative Health Delivery Systems

Bluegrass Family Health, Inc.

Choice Care Health Plans, Inc.

FHP of Ohio, Inc.

Healthwise of Kentucky, Inc.

Humana, Inc.

Kentucky Kare

Anthem Blue Cross Blue Shield (Southeastern United Medigroup/Southeastern
Group, Inc.)

The report of Coopers & Lybrand, based on the survey responses, indicated that the total
enrollment in the buy-in program (from 7/14/94 - 12/31/95) was 5,148. The Alliance reported
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that as of March 1997, the buy-in enrollees totaled 2,147. There is no information available on
the current insurance status of the 3,001 enrollees no longer enrolled in the program.

In regard to premium, due to inconsistencies in premium and claims reported by the insurers, the
Department is unable to provide accurate data.  The Department is continuing to collect and
analyze necessary data with assistance from Coopers & Lybrand.

Pursuant to KRS 18A.2251, carriers will be reimbursed for any loss they experienced through an
assessment on all health insurance carriers. Any assessment on the participating carriers will be
offset by the amount of their loss to arrive at the carriers’ net amount received or owed. No
carrier participating in the buy-in program will be penalized in the event that their collected
premium is greater than their claims experience under the buy-in program.
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SECTION 6
Kentucky Health Purchasing Alliance

THE KENTUCKY HEALTH PURCHASING ALLIANCE

The Kentucky Health Purchasing Alliance was established by the 1994 Health Reform Act to
enhance the health insurance purchasing power of small employers and individuals by allowing
them to join forces with a very large pool of public sector employees. In the past, small
employers and individuals were often denied health insurance if they had any chronic conditions
or major adverse health events. Although the Health Reform Act's market-wide requirements
have greatly improved access to coverage, individuals and small employers would still have less
bargaining power than larger purchasing groups if they were not able to pool their purchases with
those of hundreds of thousands of state, local, and educational employees. Several other states
have public or private purchasing pools, but Kentucky's Alliance is unique in combining the
public and private sectors.

STATUTORY STRUCTURE

The Kentucky Health Purchasing Alliance operates under a detailed statutory structure set form
in KRS 304.17A-010 through 304.17A-070. In addition, the general provisions of the Kentucky
Insurance Code, KRS Chapter 304, govern Alliance business to the extent that they relate to
health insurance and HMOs.

o Several specific legal requirements and restrictions have broad-ranging effects on the
Alliance (the following selection is not exhaustive). There is only one Alliance that
operates state-wide. KRS 304.17A-020(1), (2).

. The Alliance can only offer fully insured benefits through certified accountable health
plans and is prohibited from contracting directly with health care providers. KRS
304.17A-020(a); see also KRS 304.17A-010(1) (defining “accountable health plan”), (12)
(defining “health insurer”), (13) (defining “health benefit plan”), and 304.17A-070
(setting forth conditions for accountable health plan certification).

. Alliance membership is limited to qualified individuals and to persons entitled to heaith
insurance benefits through the state, school systems, local and district health department,
judicial system, Kentucky Retirement System, Teachers’ Retirement System, cities,
counties, special districts, state universities, employers of 50 or fewer eligible employees,
and associations with 50 or fewer eligible members; Alliance members must meet several
other participation criteria KRS 304.17A-010(17) (defining “mandatory Alliance
member”), (23) (defining “voluntary Alliance member”), 304.17A-020(3) (limiting
Alliance membership to mandatory and voluntary members), and 304.17A-040 (setting
forth conditions for Alliance participation).

. The Alliance is a state agency under the administrative auspices of the Dept. of Insurance
with a voluntary Board of Directors appointed by the Governor, and Directors cannot
have ties with the health care or health insurance industries. KRS 304.17A-020(1), (4);
304.17A-050, 060.
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. The Alliance must review proposals from insurers and HMOs that seek to participate as
accountable health plans and determine whether they meet detailed certification criteria.
KRS 304.17A-070.

. The Alliance must select accountable health plans from among those that meet

certification criteria and negotiate rates for Alliance members aggressively. The Alliance
must offer all plans that are selected to members who live within the plans’ service areas.
KRS 304.17A-030(4).

. The Alliance must use modified community rating for all groups within its membership,
regardless of size. KRS 304.17A-120(1).

CHALLENGES

Association Exemption

The statutory exemption of associations from the rating requirements of the Health Reform Act
seriously jeopardizes the integrity of the Alliance’s individual market segment. If associations
can charge high-risk members higher rates than those members would pay for an Alliance plan,
these individuals will obviously be motivated to buy in the Alliance. As more high-risk than
low-risk individuals enroll, rates are likely to increase even more than at present, forcing the low-
risk enrollee to look elsewhere for coverage. Likewise, if a small employer is quoted a high risk-
based rate for an association plan, they will be likely to bring their high-risk group into the
Alliance. Although this danger exists for non-Alliance plans offered other than through
associations, many carriers can balance the added risk by doing business in the association
market as well.

Market Instability

The atmosphere of instability created by frequent changes, rumors of changes, and lobbying for
changes in the laws goveming Alliance operations is a constant challenge. The appeal of
insurance is its ability to reduce the unpredictable risk of loss to a predictable monthly payment.
Consumer confidence is eroded when the health insurance structure appears to be in perpetual
flux. Insurance carriers have enormous power to create the appearance of instability, for example
by changing provider networks, delaying the issuance of identification cards, delaying claims
payment, or giving incorrect or conflicting information.  Even in the absence of such
provocations, however, an atmosphere of legislative uncertainty undermines the very value that
consumers seek when they buy insurance.

Loss of Mandatory Membership

Senate Bill 343 removed municipal and university groups as mandatory members and added
significant variation and complexity to the previous rating structure, resulting in major increases
in composite rates for the older group of state employees who were enrolled as couples. Groups
of more than 50 employees can be experience rated outside the Alliance, but the Alliance must
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use the same rates for them as for the smallest groups, placing the Alliance at a competitive
disadvantage for larger public sector groups.

Statistics

Exhibit A: Enrollment data by accountable health plan. benefit level. and family.

Note: The apparent decline in small group enrollment is attributable to a change in designation of
small public sector groups. These groups were originally categorized with private sector
employer groups, and are now included in the public sector figures. On the other hand, the
decline in individual enrollees is real, and reflects the decision by Anthem to withdraw its
individual offerings from the Alliance, leaving only Kentucky Kare as an option for the
individual enrollee. A significant number of Anthem individual enrollees chose to renew their
Anthem plans outside the Alliance rather than change to Kentucky Kare.

Exhibit B: Alliance enrollees by employment category

Exhibit C: Alliance volun ublic sector enrollees (larger groups

Exhibit D: Alliance enrollment by market segment
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ALLIANCE ENROLLEES BY EMPLOYER

EXHIBIT B

SECTION 6
Kentucky Health Purchasing Alliance

State 38,333
School systems 75,427
Kentucky Retirement Systems 10,023
Teacher Retirement System 8,726
Health Departments 2,752
Buy-in Enrollees 2,147
Universities 6,277
Cities, Counties, Special Districts 4,231
Small employers 9,370
Individuals 7,283
TOTAL 168,800
Page 6-5
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Exhibit C Kentueky Health Purchesing Alliance

Alliance Voluntary Public Sector Member Activity (groups over 50 enrollees)
Group Enrollees | Date of entrv Date of renawal
Teacher Retirement System 8,726 January [, 1997
Western Kentucky Univ. 1,470 January [, 1997
University of Louisville 4,950 January [, 1996 January 1, 1997
Northemn Ky. Uni.versity 950 January 1, 1996 January 1, 1997
Pike County Fiscal Court 180 April 1996 Apnl 1997
Campbell/Kenton Sanitation Dist. 135 January 1996 January 1997
Barren County Fiscal Ct. 94 October 1995 October 1996
Fayette County Sheriff o1 January 1996 January 1997
Hopkins County Fiscal Ct. 118 January 1996 January 1997
Kenton County Water Dist. 100 January 1996 January 1997
MH/MR Board/Adanta Group 375 January 1996 January 1997
City of Fort Thomas 70 February 1996 February 1997
Carroll County Fiscal Court 60 March 1996 March 1997
City of Jeffersontown 103 March 1996 March 1997
Oldham County Fiscal Court 125 March 1996 March 1997
Knott County Fiscal Court 77 April 1996 April 1997
Housing Authority of Louisville 300 May 1996
Fleming County Hospital Dist. 110 June 1996
Breckenridge County Fiscal Court 69 July 1996
City of Bardstown 95 July 1996
City of Danville 125 July 1996
City of Florence 116 July 1996
City of Maysville 100 July 1996
Madison County Fiscal Court 136 July 1996
Marion County Fiscal Court 62 July 1996
Ohio County Fiscal Court 60 July 1996
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SECTION 7
Analysis of Federal & State Health Care Initiatives

ANALYSIS OF FEDERAL AND STATE HEALTH CARE INITIATIVES

States continue to experiment with insurance reforms designed to enhance the availability of
health insurance coverage to small employers and individuals. The majority of states have
experimented (some more than others) with rating restrictions, guarantee issue, portability,
standard benefit plans, and other mechanisms in some portion of their insurance market. It is
important that we reflect upon the growing trend of both state and federal initiatives that will
have a major impact on the insurance markets in the months ahead.

FEDERAL BUDGET

The President and Congress continue to grapple with how to balance the federal budget and
estimate future Medicare expenditure trends, while at the same time accurately estimating cost
savings of various Medicare proposals being discussed. It is clear that any significant reductions
in these programs to reduce costs will affect providers and insurers. These reductions have a
ripple effect on providers and the insurance market as cuts are absorbed or cost shifted to other
segments of the population.

MEDICAID PROGRAMS REDUCTIONS

There is continued interest and effort to curb the growth of the budget at both the federal and
state levels for this entitlement program. Another emerging trend is states jumping on the
bandwagon of Medicaid managed care to achieve savings, help constrain the rate of budget
growth, and improve access and care for the Medicaid eligible populations. It is still too early to
project with accuracy, however, it can be anticipated that Medicaid managed care programs have
been or will be the impetus for increased penetration of managed care into the insurance markets
and that this significantly increased penetration and maturation of managed care mechanisms
such as capitation, financial incentives for prevention, and other market forces will affect the way
in which markets react and behave. While increased experimentation and regulation by states
continues, it is important to recognize the natural forces at work in the insurance market.

HEALTH INSURANCE PORTABILITY AND ACCOUNTABILITY ACT OF 1996

This legislation recently enacted by Congress and signed into law by President Clinton signifies
an increasing awareness that health insurance access, renewability and continuity present
significant difficulties for small employers and individuals that transcends state concerns and has
become a growing national concern. This legislation represents a significant action taken by the
federal government to provide basic protection to this country’s citizens.

A summary of the Health Insurance Portability and Accountability Act of 1996 can be found in
Appendix F. A timeline for implementation of the Act can be found on page 7-4.
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MANAGED CARE LEGISLATION

There is a growing awareness of the need to set some basic standards with regard to the
significant increases in use of managed care health plans in this country. While many purchasers
of health insurance have actively embraced managed care plans because of the savings they
represent, concerns regarding many of managed care industry’s practices are coming under close
scrutiny due to what is seen as abusive practices by some HMO’s which deny patients’ rights to
adequate, quality care.

The push for HMQ’s to improve their bottom line through more efficient operations, increased
enrollment growth through expansion or merger and acquisition, and need to ‘maintain steady
increases in earnings continue to be challenges for HMO’s.

A flurry of activity in states is occurring to develop and enact patient-protection pieces of
legislation to ensure that industry standards exist for health plans and providers to work together
in the best interest of their patients. Some forty (40) states have either passed or are considering
legislation to protect HMO consumers. Some of the issues being addressed legislatively include:

. Physician “Gag” clauses and an array of provider contracting issues

. “Prudent layperson” standard for HMO coverage of emergency services

. Mandatory disclosure of health plan information

. Appropriate appeal and dispute resolution processes

. Drug formulary issues

. Maternity length-of-stays, hospital stays for surgical procedures such as hysterectomies.

Likewise, at the federal level there are currently five (5) or six (6) bills which are in circulation or
have been introduced to address patient protections in managed care plans. It is fully to be
expected that federal legislation will be enacted in the near future which would have an impact
on the managed care segments of the insurance markets.

CHILDREN’S HEALTH CARE

In the late 1980's and early 1990's, major strides were made in expanding access to health care
coverage to children in the United States. The majority of this coverage resulted from
expansions in state Medicaid programs. Beginning in 1983 with the addition of the “Ribicoff
Kids” program, millions of children in poor families have received coverage under the Medicaid
program. But with the rising costs of health care, state budgets have been stretched to the limit
and major new expansions may be difficult to enact. Coupled with the recent change in federal
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rules which may reduce the welfare roles, there is concern that the nation could see the number of
uninsured children on the rise.

To address these concemns, there has been renewed interest by federal legislators and state
lawmakers in children’s health initiatives. Many of these initiatives propose a mutlifaceted
approach of Medicaid expansions, partnerships with insurers, providers, employers and schools
working together to develop innovative programs for universal coverage for children. It is
expected that this issue will be addressed by federal legislation in the near future.

PAGE7-3

Kentucky Department of Insurance



p—— -’ - | oas W o

asupnsiy fo Juaiavdag oy

b-L4DVd

8661 ') Alnp 8664 ‘1 mdy 1661 ') Ainp

2661 ') Indy

" 1661 '} udy

&

Poluowe|div) eg 1SN Wsjueyaey eAleuselly ejqeidesdy o

sjenpipuy ey

iB113. 0] SUCJipUD BuExeely 0 e

"+ Agqemeusy pesjueieny e

‘ WEBlUBYD8IY 8AjlBULBYY 6]qa)dBaoy UB Jepun Jo
1BYIBW pRInsu) 8yj uf S|enplajpy| B1qiB)j3, i0f enss) pesjueseng e
| BAIl08)i] 6woDBg SWN0jaY 18xiBpy jEnpjApLY

3NNEWLL 10V ALNIBVINAODJY GNY ALIMBVLHO AONVHNSN] HLVIH

- SHH YUM wsjusysey aalieLeiy 6jqeideddy ojid 1snpy Nxo:_:ov__

eAfjoeoIay 8BRIBA0D BqeNpPBID J0 uojiuIf|UeD epjACid JSNY S1BNSS| BIUBINSU| PUE SuBlY yieel dnoip

.

2661 '} Alnp o)

: 8SNiBIS Yl|eay uo paseq peiiq|yolyd UojBuuIIas| -
arl' 1 S60UB|SU| payIBdS U} PBPIACI 8POUBY JUBWI0IUT [ejoeds
Ustwopy jusubeid pue uespiiyd peidopy pue suloqman fo} pepn|ael suo|snjox3 Bu))sixeeld
e ebe10400 8|qpYpaIy Aq peonpey uo(snjox3 Bujis)xesly

. h {uojsnjoxe yluow zj yym ¥38q-{00] Syluow g) suojpuon Bujisxenid uo suoje|wy] .
R ShE leyeyy dnorg eBiey pue joysey dnoig llBWS 8y) uj 8)18nss) sauemsLy

0

yilee pus suelq yieay dnosg of Pieday YIAM 8A)108)13 811008 SUOJS|ADLY LOKBLLYDSIQ-UON 3 Aigenoy

ws|uBIBW eAswielly |qeidaddy uewieidiu of Jwejuj o SHH ANIION O} painbay saje|g)

| luswiuIBAcH) |e1eped ay) Aq pejebinwos g eq o) suojejnBey VVdIH|

SIALVIING 2400 YHVIE DIVIS P [P JO 1Sy

L NOLLOHS



SECTION 7
Analysis of Federal & Staie Health Care Initiatives

PROFILES OF 50 STATES: AN ANALYSIS

INDIVIDUAL MARKET REFORMS

Although it was Congress that passed the Health Insurance Portability and Accountability Act
(HIPAA) in 1996, state legislatures continue to have the major impact on health insurance
markets through legislative mandates, new programs or policies. However, despite much interest
and activity, very few states (if any) have pursued reforms that have the far-reaching impact of
Kentucky’s on the health insurance market.

While 13 states now require guaranteed issue in the individual market and 26 limit exclusions for
pre-existing conditions, only 8 states (including Kentucky) require both guaranteed issue and
modified community rating in the individual market. The combined reforms have been in place
in the individual market no longer than three years in any state, and few are as comprehensive as
Kentucky’s.

For example, Massachusetts passed the broadest reforms in the individual market in 1996. Its
reforms for the individual market are similar to Kentucky’s: guaranteed issue, guaranteed
renewal, modified community rating and limits on the use of waiting periods for pre-existing
conditions. However, Massachusetts’ guaranteed issue provisions do not apply year-round and
do not apply to all products. Its law provides residents with guaranteed issue of three
standardized products and only during an annual 60-day open enrollment period. In addition,
the guaranteed issue provisions do not apply to people who are self-employed or who are eligible
for coverage from an employeer either as an employee or a spouse or dependent of an eligible
employee.

Kentucky’s guaranteed issue and modified community rating laws apply for all health plans for
all individuals all year-round.

Massachusetts’ new law has another significant feature that Kentucky’s doesn’t: It requires all
health plans with 5,000 or more enrollees in the small group market to participate in the
individual market. Other than having the authority under a separate older statute to require
HMOs to conduct an open enroliment period, Kentucky placed no provision in its law to require
group plans to participate in the individual market.

Also in 1996, Massachusetts repealed a “pay-or-play’’ mandate on employers. The mandate,
which required employers to insure their employees or pay a tax, was a pioneering reform when
it was passed in 1988 but it was never implemented.

Massachusetts’ new reforms aligned it with Kentucky and six other states as states that have
some form of modified community rating plus guaranteed issue and limitations on pre-existing
conditions in the individual market as well as the small group market. (See maps 1, 2, 3)
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The other states include:

o Maine: guaranteed issue for all individuals year-round for all products. (1993
law) Maine’s limits on exclusions for pre-existing conditions are somewhat
stricter than Kentucky’s -- 12 months’ “look back™ as opposed to Kentucky’s six
months’ “look back.”

. New Hampshire: guaranteed issue for all products only during an annual 60-day
open enrollment period, for individuals who are not eligible for coverage from an
employer.

. New Jersey: guaranteed issue for five standardized plans for residents who are

not eligible for group coverage. (1992 law)

. New York: guaranteed issue for all products for all individuals year-round (1992
law)
. Vermont: guaranteed issue for all products year-round for all residents who are

not eligible for group coverage. (1992 law)

. Washington: guaranteed issue for all products for all individuals year-round.
(1993 law)

Among these reform states, Washington State has health insurance reforms and demographic
characteristics closest to Kentucky’s. Like Kentucky, Washington stands alone with no
neighboring states that have the individual health insurance market reforms of guaranteed issue
and modified community rating. Washington State’s reforms were passed in 1993. Kentucky’s
comprehensive reforms were passed in 1994.

Washington State lawmakers now are moving forward with legislation to reduce the
guaranteed issue provisions of their law to a once-a-year open enrollment period of 30
days. The bill, passed by the Washington House of Representatives on a vote of 66-32 and
approved by two committees of the Senate, was expected to be voted on by the full Senate by
April 18. State Rep. Phil Dyer said he introduced the legislation, called the Consumer Assistance
and Market Stabilization Act, in response to insurer’s complaints of large losses and predictions
of premium increases.

Washington’s reforms and market are similar to Kentucky’s, but with significant differences. It
has four dominant carriers still competing in the individual health insurance market. (Kentucky
has only Anthem Blue Cross and the state-operated Kentucky Kare plan) Washington’s
population is larger at 5.4 million compared to Kentucky’s population of 3.9 million, creating a
larger health insurance market in Washington State in which insurance carriers can compete.
Kentucky'’s rate of uninsured is 14.6 percent; Washington, which has had a high-risk pool since
1988, has 12.4 percent uninsured. The consumers’ ability to afford insurance is very similar:
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Kentuckians’ average weekly salary is $504; the average weekly salary in Washington State is
$489.

The other six states with guaranteed issue and modified community rating provisions in the
individual market are clustered in one region, the Northeast. The Northeast is an urban, heavily
populated region well penetrated by managed care. The size of the overall health insurance
market for that cluster of reform-state neighbors is many times the size of Kentucky’s. That
market size alone gives health plans reason to continue to compete within the framework of those
states’ reforms. Kentucky, on the other hand, has a relatively small individual market and stands
out like an island with health insurance reforms that reach farther than any of its neighboring
states.

A handful of other states have guaranteed issue laws on the books but with provisions that
seriously limit the guarantees. For example, Iowa has guaranteed issue year-round only for
individuals who have one year of qualifying coverage within the previous 30 days or a qualifying
event in the last 30 days. (1995 law) Idaho’s laws provide for guaranteed issue for all individuals
only during two 45-day open enrollment periods and year-round only for individuals with
qualifying previous coverage. (1994, 1995 laws) In addition, both Iowa and Idaho have bands on
rates but do not have modified community rating in the individual market.

SMALL GROUP MARKET

In the small group market, insurance reforms that address issues such as access, rating
restrictions and limits on exclusions for pre-existing conditions have been in place in some states
for a number of years. Small group reforms address rates (with modified community rating or
rating bands rules), direct access (guaranteed issue and guaranteed renewal laws) and exclusion
clauses for pre-existing conditions. “In fact, only four states have not enacted at least guaranteed
renewal, portability provisions or limitations on pre-existing conditions clauses,” reports the
Health Policy Tracking Service. (See maps 4, 5, 6)

As compared to the general experience in the individual market, the small group market presents
less unknown risk to carriers. Reforms protecting the group market consumers have been easier
for carriers to incorporate in the marketplace. Again, Kentucky’s reforms go farther, many
combining guaranteed issue, modified community rating and limits on pre-existing conditions.

In the past year or two, a handful of states began struggling with how to expand these reforms to
the individual market, which is thought to be about one-tenth the size of the group market. The
passage of the Health Insurance Portability and Accountability Act (Kassebaum-Kennedy law)
appears to have further spurred states to turn their attention to individual market reforms. The
HIPAA also has stirred new interest in high risk pools.
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HIGH RISK POOLS. MODEL ACTS. MSAS

The high risk pools are being considered once again by some states, as a way to comply with the
new federal reforms. Twenty-six states already have high risk pools. (See table)

States also are more seriously considering the National Association of Insurance Commissioners’
Model Acts on Individual Reform and Group Reform. Meanwhile, health purchasing alliances, a
concept that was popular a couple of years ago, now are receiving very little attention from
legislatures. The experience of the Medical Savings Accounts provisions in the Kennedy-
Kassebaum law will be watched by state legislatures, but little change in state laws on MSAs is
expected this year. *

ANY WILLING PROVIDER LAWS

Any willing provider laws exist in 27 states, although only eight states (including Kentucky) have
broad laws that apply to almost any type of medical provider. In most states, the any willing
provider laws apply only to limited categories of providers, such as pharmacists. Two to three
years ago, legislators and consumers considered any willing provider laws to be consumer-
friendly ways to increase provider choice. Insurance carriers and HMOs consider any willing
provider laws to be cost drivers, because the laws limit the operations’ ability to exclude
providers whose practices are not run as effectively and efficiently or whose outcomes fall below
a certain range.

The laws traditionally have been supported by most medical providers. However, the popularity
of any willing provider laws appears to be diminishing some across the nation as more providers
form networks of their own. In addition, any willing provider laws were not the hot topic in
legislatures in 1996 that they were in 1994 to 1995.
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SECTION 8
Nartional Health Insurance Market Trends

MARKET TRENDS IN HEALTH INSURANCE

EMPLOYERS' HEALTH INSURANCE PREMIUMS EXPECTED TO RISE

Across the nation, employers’ health care costs are expected to increase in 1997 and 1998 at a
markedly sharper rate than in the past two years, industry analysts have predicted. I[f this
national trend is borne out in Kentucky, small employers and individuals may miss out
altogether on the savings from the national slow-down in health premium increases in the early
to mid 1990s. Instead, Kentuckians -- especially small employers whose premiums have risen
faster than the national rate in the past two years -- may have unmitigated increases in heaith
premiums for the 1990s.

Across the nation, employers’ health care costs will increase about 5 percent in 1997, analysts
with the benefits consulting firm A. Foster Higgins have said. Small employer groups are
expected to see steeper increases, some as high as 12 percent. An overall increase of 5 percent
would double the national 1996 inflation rate for employers’ health costs, which was 2.5
percent, and more than double the 1995 rate of 2.1 percent.

While there is agreement about the 1997 increase, how steep the increase will be in 1998 is the
subject of debate. Foster Higgins analysts predict that employers’ costs nationally will increase
10 percent in 1998. The Lewin Group expects health insurance premiums to rise more in 1998,
but predicts the rate of inflation will stay in single digits.

Expected rate of increase in health premiums nationally

10.0%

10.0%

1.5% 5.0%
5.0% 21% 2.5%
2.5%
0.0%

1995 1996 1997 1998
A. Foster Higgins

Employers with small group plans (50 employees or less) will see a greater rate of increase than
large groups in 1997. However, rates for large group plans will begin to catch up in 1998,
according to industry analysts.

Health plans which experienced losses in a competitive market nationally and relied on
investment income to balance the books in 1996 seek to boost their income from premiums in
Page 8 - 1
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1997 and 1998. The national trend in the early 1990s of slim annual increases in premiums was
in part an industry response to President Clinton’s health care plan and to public outcry about
health costs, according to analysts with Conning & Co., Hartford, Conn. That trend is reversing,

Total health care costs paid jointly by employers and employees averaged $3,915 a year for each
active and retired employee covered, the Foster Higgins survey of 3,290 employees showed.
HMOs offered the lowest price; indemnity products cost the most. For their part, employers
paid an average of $3,185 for each HMO member and $3,739 for each indemnity member.

LOSS RATIOS HIGH IN 1996 FOR HMO PLANS

Sherlock Co. of Gwynedd, Pa., which tracks 21 publicly traded managed care companies,
reported increases in the average medical loss ratio for HMOs in 1996. The average loss ratio
for the year was 84.3 percent, up from 81.9 percent in 1995. The companies tracked included
United Health Care, Humana Inc., Aetna and Healthsource, which also operate in Kentucky.
Some HMOs saw double-digit increases in their loss ratios, Sherlock reported.

Average loss ratio of 21 publicly traded HMOs

1998 1995

16% L)
D 0% D 0%

84% 82%

Most of the nation’s 64 Blue Cross Blue Shield affiliates lost money on their underwriting in
1995 -- for the first time in seven years -- according to an analysis by Weiss Ratings Inc. The
losses were greatest for Blues affiliates Anthem Insurance Companies in Indiana ($106 million
total company losses reported, including Kentucky’s Anthem), Empire Blue Cross/Blue Shield
in New York ($97 million), Blue Cross/Blue Shield of Texas ($45.4 million), Blue Cross/Blue
Shield of New lJersey ($39 million), and Pierce County Medical in Washington State ($32
million).
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Reasons cited for the increases in loss ratios in 1996 include: fierce competition in the managed
care market, HMOs’ inexperienced forays into risk programs for Medicaid and Medicare, higher
than expected outpatient claims and high pharmaceutical costs.

Sherlock reported that enrollments were up 19.2 percent for the HMO:s it tracks, but operating
margins declined to 0.2 percent. Investment income is what kept the bottom line in the black for
many HMOs across the nation in 1996.

SAVINGS FROM NATIONAL MOVEMENT TO MANAGED CARE MAY END

More than three-fourths of Americans who had health coverage under employers’ health plans
were enrolled in some form of managed care plans last year. Employers’ health plans covered
27 percent of their members through health maintenance organizations (HMOs), 31 percent
through preferred provider organizations (PPOs) and 19 percent through point-of-service (POS)
plans -- for a total of 77 percent in managed care. The numbers rose 6 percent last year from 71
percent in 1995, according to a study by the benefits consulting firm A. Foster Higgins. The
American Association of Health Plans estimates that 150 million Americans are enrolled in
managed care, with 59.1 million of those in HMOs.

Indemnity Managed care dominates
239, employer health plans
nationally, an A. Foster

Higgins  study  shows.
POS Employers' ability to save

costs by moving more

19% l-llV:O employees to managed
27% care is near the limit.
PPO
31% However, it should be

noted that managed care

has developed unevenly

across the country, is still
evolving in Kentucky and has not yet penetrated many parts of the state. Future savings from
increased penetration of managed care in Kentucky is likely, but the amount may be limited
because of Kentucky’s rural nature.

CONSUMERS/EMPLOYEES PERCEIVE HIGH INCREASES IN PAST YEARS

Despite various reports showing that the national rate of increase in health insurance premiums
slowed dramatically after 1990, consumers continued to perceive that the annual inflation rate
was steep for health care.
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A Louis A. Harris and Associates survey showed that 64 percent of respondents reported their
out-of-pocket costs had increased over the past three years and 26 percent said their family
health care costs were out of control.

One reason consumers may be feeling pressed even when inflation was relatively low is that
employees are paying an increasingly greater share of premiums. Employees’ share of the total
health insurance premium rose from 23.6 percent to 28.9 percent between 1992 and 1995,
according to a study by KPMG Peat Marwick. (see chart) That increase coupled with a 5.0
percent average annual increase in the total premium dug deeper into employees’ pockets.

Employee Share of Total Health Premiums, 1990-95

1995 28.9%

1994

Iza.a%

24.0%

1993

1992

23r%

0.0% 5.0% 10.0% 16.0% 20.0% 25.0% 30.0%
Proportion of Total Premium

This trend has an even more significant impact on employees at Kentucky’s small businesses,
where premium increases have been greater than the national average in the 1990s.

RATE OF GROWTH IN HEALTH CARE EXPENDITURES: PAST AND FUTURE

As a percent of the Gross Domestic Product, health care expenditures have increased over the
past decade and are expected to continue to increase. Nationally, health care expenditures as a
percent of the GDP rose from 10.9 percent of the GDP in 1987 to 12.1 percent in 1990 to 13.9
percent in 1993 and are expected to reach 20 percent of the GDP by 2004, according to the
Congressional Budget Office.

However, the annual percent growth in national expenditures for health services and supplies

has slowed since the dramatic increases before 1991. The average annual growth in health

expenditures between 1980 and 1990 was 10.9 percent. But expenditures increased 8.7 percent

in 1991, 8.5 percent in 1992, 7.9 percent in 1993. And a study by Milliman & Robertson of
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provider survey data from 1995 showed only a 3.2 percent increase in per capita spending on
health care that year.

There are indications that the slowdown in the growth of health care expenditures may have been
temporary, and that moderate increases in the rate will be noticed this year.

Certain segments of the health-care industry may see more dramatic increases in costs than
others. A survey of the top 500 drugs dispensed in retail pharmacies showed prescription drug
prices increased by 4.1 percent last year. Results of the survey, conducted for the National
Association of Chain Drug Stores, was reported recently by the Wall Street Journal. Medical
researchers see a tide of new high-tech treatments hitting the market just as waves of baby
boomers’ begin to suffer heart disease and other ilinesses associated with aging. Because of
these and other factors, William B. Schwartz, a professor of medicine at the University of
Southern California, predicts annual double-digit growth in health spending well into the next

century.
DRAMATIC CHANGES WITNESSED IN STRUCTURE OF THE MARKET

Changes have occurred rapidly in the health insurance market in the past 15 years. New players
outside the traditional realm of the insurance industry have gained ground. Some regional HMOs
have proved lean and strong. Some national HMOs have quickly grown to achieve a presence in
nearly every state. Some medical providers have formed networks and are contracting directly
with employers to provide HMO risk products. Mergers, alliances and consolidations among
health care providers have given them more clout to negotiate with health plans and made them
less-inclined to give discounts to health plans. Even public programs, such as Medicare and
Medicaid, are beginning to operate through HMOs. Meanwhile, many traditional nonprofit Blue
Cross/Blue Shield Plans around the country are merging with other Blues and converting to
commercial carriers.

Kentucky’s market has been impacted by these structural changes. Kentucky’s former nonprofit
Blue Cross/Blue Shield plan has been merged with the Anthem Blue Cross/Blue Shield based in
Indianapolis, which in turn has become a national player in the health insurance market. Anthem
has pursued acquisitions of other Blues plans, reaching to the Eastern seaboard. Meanwhile,
national HMOs have moved into Kentucky. United Health Care has purchased the regional HMO
Healthwise. FHP, which recently merged with PacificCare, has been growing rapidly in
Northern Kentucky. As these companies forge their plans to compete on the national scene, their
strategies can have a profound impact on Kentucky’s market. As Kentucky policymakers seek to
restructure and regulate health plans, these signficant changes in the national market must be
considered.

Through corporate and structural changes, providers of health care coverage have been creating a
complex conglomerate of products in which distinctions between types of health plans have
blurred. HMOs, which once by definition had very limited networks of providers, now offer
PPOs (preferred provider organizations) and provide self-insured products. Traditional

Page 8-5

Kentucky Department of Insurance



SECTION 8
National Health Insurance Market Trends

indemnity, or fee-for-service, plans are instituting many of the restrictions and cost-saving
measures of HMOs through point-of-service (POS) plans and by requiring second opinions and
referrals.

Insurance carriers and health plans are developing new relationships with hospitals and
physicians, too. Some collaborate on contracts with major employers. Some have formed
strategic alliances; some create new integrated health systems. These changes are significantly
blurring the lines between insurer and provider.

States that are not flexible and responsive to the changes in the market may find it difficult to
regulate the industry so that it remains viable and to the consumer’s best advantage.

MARKET RESPONSE TO REAL AND POTENTIAL LEGISLATIVE ACTIONS

N ARKAEL Y N N L N e e e ——,—_———————

State and national legislative activities involving health insurance continue to be of preeminent
importance, and complex and volatile in nature. In response, the health insurance industry’s
reaction to legislation or potential legislation is often complicated, conflicting and protective.
When legislative mandates spread rapidly across many states -- as did mandates for maternity
benefits in 1996 -- or when the 50 states enact contradictory laws governing the health insurance
industry, the industry responds with actions that have the potential to drive up the cost of health
coverage.

The current trend in health care/health insurance bills in state legislatures is targeted initiatives to
mandate certain benefits and to give consumers more voice in coverage decisions. In 1996, 477
omnibus patient protection acts were introduced in the 44 state legislatures that were in session,
according to the Health Policy Tracking Service. On the national level, President Clinton has
appointed an Advisory Commission on Consumer Protection and Quality in the Health Care
Industry to develop a “Consumer Bill of Rights” by March 30, 1998. This legislative trend in
Washington and across the nation follows the tremendous growth in managed care in the past
decade, during which managed care gained solid footing in every state and national HMOs
began buying regional operations.

The impact of this legislative trend is a movement by some HMOs and insurance carriers to
address these consumer-driven issues before legislation is passed. Some are meeting with
insurance commissioners and agreeing on administrative regulations. Responding in part to
legitimate consumer demands, in part to extensive media coverage of isolated problems and in
part to ward off unwanted legislation, HMOs and insurance carriers nevertheless are making
changes that may increase the costs of premiums.

MPLOYMENT, ECONOMY IMPACT HEALTH INSURANCE COSTS

UNEMPLOYMENT. ECONOMY IMPACT HBALI L INoURANLELUO2S

Studies by Foster Higgins have shown that since 1992 employees have paid 20 percent to 25
percent of their premiums for individual coverage. A survey by the Robert Wood Johnson
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Foundation found that the average employer contribution to health insurance premiums was 81
percent for individual policies and 68 percent for family policies.

However, the percentage of full-time workers with health insurance declined from 76 percent in
1992 to 73 percent in 1994, reported Princeton University economists Alan B. Krueger and Helen

Levy.
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MEMORANDUM
TO: Don Cetrulo, Director
Legislative Research Commission
- FROM: Ginny Wilson, Ph.D.
LRC Chief Economist
SUBJECT:  Report of Data on the Number and Charactenistics of
Individually Insured, Small-Group Insured, and Uninsured
DATE: March 18, 1997

The purpose of this memo is to report staff analysis of newly available data on three
segments of the Kentucky population — those who reported that they obtain health insurance
policies in the individual segment of the health insurance market, those who reported that they
obtain health insurance policies in the small group segment of the health insurance market, and
those who reported that they have no health insurance, with particular attention given 1o those
who reported being newly. uninsured or having uninsured children in the household. Also
included is a summary of an exploratory mail survey of small employers who offered health
insurance. The data was obtained from three recent surveys of Kentucky households,

Page9-1

LRC Research Memorandum No. 474
Morch 1997
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EXECUTIVE SUMMARY Characteristics of Consumers

Recent policy debates on health insurance reform were hampered by the fact that little reliable
information was available on the numbers and characteristics of Kentuckians in the affected
segments of the insurance market. The 1996 debate on revisions to reforms initially adopied in
1994 was also hampered by the fact that little reliable data existed on the characteristics of the
individual and small-group health insurance markets before any reforms were adopted, and how
those markets were changed when initial reform provisions were implemented.

Since it is likely that the policy debate on health insurance reform will continue in future General
Assemblies, the Legislative Research Commission sponsored 2 telephone survey of Kentucky
households to gather data on the three segments of the insurance market most affected by changes
in insurance laws, along with an additional group in which there is particularly policy interest.
These are: :

e Adults covered under health insurance policies purchased directly from
Insurance companies;

* Adults covered under health insurance policies provided through employers
with fewer than 50 employees;

* The uninsured, particularly those newly uninsured within the past 12 months;

» Households with uninsured children.

Responses to the Health Insurance Survey, and other available surveys, were used to estimate
characteristics of Kentuckians in the four groups of interest at the particular time data was
collected. Significant changes have occurred since the data was collected, particularly in the
individual insurance market, as insurers withdrew from Kentucky and as it was determined that
chambers of commerce and the Farm Bureau could take into account health status in setting the
premium for an individual policy. The only reliable way to assess the on-going changes in these
market segments is to repeat the data collection at some reasonable interval. Thus, survey results
presented in this memo represent a baseline snapshot of the individual and small-group markets
after implementation of most of the provisions of HB 250 and before implementation of most of
the provisions of SB 343. Unforwunately, there is no baseline of pre-HB 250 data jor
comparison. In order to determine how provisions of SB 343 are affecting these markets it
would be necessary 10 repeat the survey, and see how characteristics of policies and covered
adults had changed from the baseline snapshot presented here.
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INDIVIDUALLY INSURED

1. Number

It is estimated that 5.5% of the Kentucky population (or 6.3% of the population under 63) are
covered under health insurance policies purchased directly from insurance companies, Based
on the 1995 Kentucky population, this is about 210,000 individuals.

2. Characteristics of Adults

»  47% were female, and 53% were male

» Average age was 43

= Median household income was between $25,000 and $35,000

* 55% worked outside the home

* 85% scored in the best two out of the four categories of a standard health status index

= 5% scored in the worst category of a standard health status index

= 27% smoked regularly in the past two years

= 60% reported 2 or fewer doctor visits in the previous year, while 12% reported 7 or more
» Nearly 30% were under age 40 and scored in the best category of the health status index.

3. Characteristics of Policies

Percent of
Characteristic Individual Policies
Issuing Company
Biue Cross/Biue Shield 48
Humana 5
American Medical Secunty 3
Golden Rule 3
Kentucky Kare 3
Other 33
Unknown 6
Total 100
Purchased through KY Health Purchasing Alliance 20
Identified as a standard plan 25
Had managed care features : 46
Had deductible ereater than $1,000 25

4. Knowledge of Changes in the Law

 67% had heard of changes in the law

*  37% thought the changes would directly affect them

*  28% said they were familiar with standard plans

- Slightly less than 20% correctly knew that, under standard plans, anyone could buy a
policy no matter how sick, and that individuals with similar characteristics would pay the

same no matter whether they were healthy or sick
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SMALL-GROUP INSURED

1. Number

It is estimated that 9.3% of the Kentucky population (or 10.7% of the population under 65)
are covered under health insurance policies purchased through an employer with fewer than
50 employees. Based on the 1995 Kentucky population, this is about 360,000 individuals,

2. Characteristics of Adults

« Females and males each accounted for about half these respondents

« Average age was 39

= Median household income was between $25,000 and $35,000

» 62% worked outside the home

* 90% scored in the best two out of the four categories of a standard health status index
* 2% scored in the worst category of a standard health status index

= 29% smoked regularly in the past two years
+ 67% reported 2 or fewer doctor visits in the previous year, while 9% reported 7 or more
< Nearly 40% were under 40 and scored in the best category of the health status index.

3. Characteristics of Policies

Percent of
Characteristic Small-Group Policies
Issuing Company
Blue Cross/Blue Shield 49
Alternative Health Delivery Systems 4
Humana 8
Aetna 2
HealthWise 2
Other 28
Unknown 7
Total 100
Purchased through K'Y Health Purchasing Alliance 17
Identified as a standard plan 18
Had managed care features 58
Had deductible greater than $1,000 9

4. Knowledge of Changes in the Law

» 65% had heard of changes in the law
= 24% thought the changes would directly affect them
* 21% said they were familiar with standard plans

 Approximately 13% correctly knew that, under standard plans, anyone could buy a policy
no matter how sick, and that individuals with similar characteristics would pay the same

no matter whether they were heaithy or sick
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UNINSURED

Number

» There has recently been some confusion about various estimates of the number of
uninsured in Kentucky and whether different estimates can be used to gauge changes in
the number of uninsured since new laws governing health insurance were enacted.
Generally, differences in the estimates offer no reliable measure of changes in the number
of uninsured in the state.

 The most recent point estimates of the percentage of uninsured in Kentucky by the Bureau
of the Census from the CPS were 15.2% in 1994 and 14.6% in 1995. This gives a 1995
point estimate of about 560,000 uninsured in Kentucky. .

*  The standard error on either of the estimates is +/- 1.3 percent. Therefore, the Bureau did
not find a statistically significant change in the state’s percentage of uninsured from 1994
to 1995.

- This does not mean that it is safe to conclude that there was not a change in the number of
uninsured in the state. It means that, if changes occurred, they were not large enough to be
identifiable using the Bureau of the Census’ current methodology for estimating the
number of uninsured by state.

Characteristics

= Uninsured aduits were significantly more likely to be younger, have less family income
(median was $10,000 - S15,000), and not be currently employed than the privately
insured.

* Uninsured adults were significantly more likely to have worse scores than insured adults
on two items of a standard health index..

= 68% said they did not have health insurance because they could not afford it; 5% said a
medical condition prevented them from getting coverage.

= 40% had been uninsured for a year or less, while 42% had been uninsured for S years or
more. It is likely that effective policy proposals for the temporanly uninsured would be
different than those for the chronically uninsured.

= Ofthose previously insured, 74% said coverage ended with a change in either employment
or family status (such as divorce or reaching adulthood).

= 18% of the previously insured said they dropped coverage because the premium became

too expensive.

Newly Uninsured within the Past 12 Months

< Average age was 37, -

» Median household income was $15,000 - $25,000.

= 69% said previous coverage was through an employer; 24% had held an individual policy.

+ 58% of the previous policies covered 1-2 adults, and no children. )

» 66% said they dropped coverage because of a change in employment or family status.

»  18% of these households said they dropped coverage because they could no longer afford
it. This response was given by 50% of those who had previously held an individual policy.

*  29% had heard of changes in the law but only 3% were familiar with standard plans.
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UNINSURED CHILDREN

13% of Kentucky’s children, or 125,000, are uninsured, based on an average of the estimates
by the Census Bureau for 1991 - 1995.

43% of uninsured children live in families with incomes below 100% of the federal poverty
level,

86% of uninsured children live in families with incomes below 250% of the federal poverty
level.

25% of uninsured children are under 5, and 31% are between 13 and 17.

20% of uninsured children live with an adult who has insurance, usually through an employer.
82% of uninsured children live with 2 or more adults.

The median amount adults in families with uninsured children said they would be willing to
pay for one basic child’s policy was $30.

There are approximately 600,000 children in Kentucky covered by private insurance.

Although “only” 18% of privately insured children live in families with incomes below the
federal poverty level, compared to 62% of uninsured children, there are approximately
108,000 insured children in this income class, compared to about 77,000 uninsured children.
The cost of subsidizing insurance for currently uninsured children is likely to be significantly
underestimated unless the estimate incorporates the large number of insured children in the
income classes deemed eligible for a subsidy. Many families with currently insured children
who meet income criteria would be expected to drop current coverage to avail themselves of

an income-based subsidy.
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SECTION 10
Kentucky Demographics

DEMOGRAPHICS OF KENTUCKY RESIDENTS
Much has been written about the relative ability or inability of Kentuckians to purchase

insurance. National and Kentucky specific demographic characteristics relative to demographic
profiles impacting the purchase of health insurance are presented in Appendix H.
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SECTION 11
Intent of HB 250/SB 343

INTENTION OF HB 250

In 1992, Governor Brereton C. Jones appointed the Task Force on Health Care Access
and Affordability to analyze the challenges in Kentucky’s health care market. The Task Force
found that health care reform in Kentucky needed to address:

Access

Quality

Affordability

Workforce

Malpractice reform )
Medicare & workers compensation reform

Vulnerable populations :

® & O o o o o

In 1994, legislation to reform Kentucky’s health care market (HB 250) was introduced to
the Kentucky General Assembly. On April 15, 1994, the Kentucky Health Care Reform Bill (HB
250) was enacted by the Kentucky General Assembly and signed into law.

In enacting HB 250, the General Assembly responded to the following problems in the
Kentucky health care system a referenced in ‘Kentucky Health Care Reform: A Citizen’s

Handbook”:'

Lack of insurance and inadequate access to health care:

o Lack of health insurance largest barrier to receiving care;

e 429,000 Kentuckians are uninsured - 63% of this group are employed;
70% of uninsured workers are employed by firms with fewer than 25 employees; 27%
of businesses with 10 or fewer employees provide health insurance;

e Nationally, three out of five uninsured workers earn less than $10,000 per year;

e Uninsured persons are three times more likely than insured persons to obtain
inadequate medical care and experience adverse health outcomes;

e Some persons fail to obtain adequate health care out of inconvenience, ignorance, or
inability to pay up front costs, such as deductibles.

Financial barriers to access:

e Uninsured workers are more likely to earn lower wages and be employed by small
firms that offer no health benefits;

o 19% of Kentuckians are below the poverty level;

e Over 24% of people below poverty are uninsured

' Source: “Kentucky’s Health Care Reform: A Citizen’s Handbook™; Legislative Research Commission; May
1994.
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e About 17% of those between 100% and 200% of poverty are uninsured (100 percent
of the federal poverty level is $6,970 for one person; 200 percent is $13,940).

Insurance marketplace practices:

e Competition by health plans on the basis of risk selection and exclusion, rather than
on quality, price, and service;

e Lack of available and renewable coverage due to medical underwriting practices that
deny coverage based on occupation or health condition;

e Coverage gaps, exclusions, and discontinuities in care (includes job-lock and medical
exclusionary riders for specific conditions);

e Risk-based rating. This causes wide variation in premiums in the individual and
small group markets.

Administrative costs in private insurance policies:

e 40% of premium in individual market;
o 30% of premium in small group market.

Market fragmentation and purchaser confusion:

e Most insurers control only a small share of the market, making it difficult to exercise
effective cost control over the system, and contributing to higher administrative costs.

e Small groups and individuals tend to pay higher premiums than large groups because
of higher administrative costs, lack of purchasing power, and the tendency for
providers and health plans to offset cost reductions given to large groups by
increasing charges to small groups and individuals.

Poor allocation of health care providers in the state:

e 45 counties (37%) have a shortage of primary care physicians (based on a physician-
to-population ration of 1:3,000).

In 1996, there was a movement to amend HB 250 as some did not feel that the provisions
adequately addressed the challenges in Kentucky’s health care system. SB 343 was enacted by
the 1996 General Assembly. The most notable changes to HB 250 included the abolishment of
the Kentucky Health Policy Board, the enhanced regulatory insurance rate approval process, the
exemption for associations from the modified community rating provisions, and changes to the
modified comjmunity rating methodology. A timeline reflecting key implementation dates for
HB 250 and SB 343 follows.
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ASSOCIATION REPORTING

Association Name

Covered Lives

Kentucky Business Group

e Associated Industries of Kentucky

e Kentucky Automobile Dealers
Association

¢ Kentucky Alternative Wholesalers
Association

e Kentucky Lumber & Building Material
Dealers Association

e Kentucky Petroleum Marketers

Association 15,409
Community Bankers of Kentucky 827
Alliance for Affordable Health Care 3,112
Independent Insurance Agents of Kentucky,

Inc. 797
Wholesale Trade Industry
e Kentucky Beer Wholesalers

Association 5,375
National Association of Independent
Truckers 2,117
National Federation of Independent
Business -0-
Kentucky County Judge/Executive
Association -0-
Kentucky Credit Union League -0-
Kentucky Environmental Marketing
Association -0-
Kentucky Coal Association -0-
Homebuilders Association of Kentucky 6,789
The Physicians Network -0-
Louisville Board of Realtors -0-
Kentucky Auto & Truck Recyclers
Association -0-
Kentucky Communications Industry
o Kentucky Broadcasters Association
e Kentucky Cable TV Association
e Kentucky Press Association 2,494
Kentucky Medical Association 1,463
Community Action 4,546
Funeral Directors Association of Kentucky 912
International Legal Fraternity Phi Delta Phi 27




Towing & Recovering Association of

Kentucky -0-
American Veterinary Medical Association 1,077
Kentucky Gasoline Dealers Association -0-
National Association of Rural Co-operative
Members -0-
Kentucky Dental Association 1,872
Municipal Electric Power Association of
Kentucky -0-
Kentucky Construction Industry Trust
e Builders Exchange of Louisville
e Associated General Contractors of

Kentucky
e Consulting Engineers Council of

Kentucky
e Kentucky Association of Highway

Contractors
e Kentucky Association of Plumbing-

Heating-Cooling Contractors
e Kentucky Crushed Stone Association
e Kentucky Ready Mix Concrete

Association
e Kentucky Society of Architects

Western Kentucky Construction

Association 32,575
Jeffersontown Chamber of Commerce 189
Northern Kentucky Chamber of Commerce 3,544
National Association for the Self-
Employed 4,158
Louisville Area Chamber of Commerce 116
Kentucky Association of Counties 4,803
Kentucky Growers Association, Inc. 367
Kentucky Motor Transport Association,
Inc. -0-
Kentucky Speech-Language-Hearing
Association -0-
Council of Metro United Way Agency
Executives -0-
National Ground Water Association 401
Kentucky Association of Life Underwriters -0-
Kentucky Florists Association -0-
Greater Lexington Club of Printing House
Craftsmen, Inc. 3,310




Kentucky Farm Bureau Federation

24,833

American Soybean Association -0-
Better Business Bureau -0-
Communicating for Agriculture 198
Danville-Boyle County Chamber of

Commerce -0-
Frankfort Area Chamber of Commerce 550
Greater Lexington Chamber of Commerce -0-
American Society of Association

Executives 1,088
Kentucky Fertilizer & Agricultural

Chemical Association 735
Kentucky Optometric Association 661
Kentucky Retail Federation 5,786
Kentucky Thoroughbred Owners &

Breeders 4,053
Mining Industry 6,159
Kentucky Feed & Grain Association 265
American College of Physicians 34
American Optometric Association 22
Kentucky Pharmacists Association 267
Kentucky Small Grain Growers

Association -0-
Kentucky Society of CPA’s 2,804
Kentucky League of Cities 5,171
Kentucky Oil & Gas Association, Inc. -0-
Kentucky Regional Business Association -0-
Kentucky Sheet Metal Contractors

Association -0-
Louisville Chapter of the National Tooling

& Machining Association -0-
Elizabethtown-Hardin County Chamber of

Commerce Association -0-
Consumer Benefits of America 88
Kentucky Restaurant Association 200
Louisville Bar Association -0-
Metro Seniors Association -0-
Murray-Calloway County Chamber of

Commerce -0-
National Association of Wheat Growers -0-
National Contract Poultry Growers

Association -0-
National Electrical Contractors Association 576




National Tire Dealers & Retreaders

Association 1,562
Kentucky Corn Growers Association -0-
Owensboro-Daviess County Chamber of

Coramerce -0-
Printing Industry Association of the South -0-
Professional Insurance Agents 58
Southeastern Lumbermen’s Association,

Inc. 297
Kentucky Bankers Association *
Wine & Spirits Wholesalers of Kentucky -0-
Associated Builders & Contractors, Inc. -0-
Kentucky Lumber & Building Material

Dealers Association -0-

*Did not report covered lives. Specified only groups (352).

COMPANIES IDENTIFIED AS UNDERWRITING ASSOCIATION PLANS

Anthem Blue Cross Blue Shield
Humana, Inc.

U N —

Company

New York Life Insurance Company
John Deere Insurance Company

Mega Life and Health Insurance Company/Midwest National Life Insurance

Continental General Insurance Company

e PO

SRR

John Hancock Mutual Life Insurance Company
ChoiceCare Health Plans, Inc.

COMPANIES IDENTIFIED AS UNDERWRITERS OF NATIONAL TRUST
ASSOCIATION BUSINESS

American Pioneer Life Insurance Company

First National Life Insurance Company

Provident American Life & Health Insurance Company
Congress Life Insurance Company
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1997 HEALTH RATE FILINGS
LIFE &HEALTH DIVISION
DEPARTMENT OF INSURANCE
1996
Final 1997
Company Name P r o d u c Compogite Trend
Aetna Life Ins, Co. Group POS Alllance new n/a
Aetna Life Ins. Co. Group Mang Care Large Grp na 2.60%
Prudential Health Care Group Mang Care Large Grp 320% 3.00%
Prudential Health Care Group Mang Care Large Grp 1.80% 3.00%
Southeastern United Medigroup, inc. Group POS Alliance n/a 2.50%
Southeastern United Medigroup, inc. Group Mang Cere PPO  Pre Stand 10.36% 0.00%
Southeastern United Medigroup, Inc. Group indemnity FFS  Pre Stand 10.36% 0.00%
Southeastern United Medigroup, inc. Group POS Alliance new 2.50%
Southeastern United Medigroup, inc. Group PPO Alllance -2.84% 250%
Southeastern United Medigroup, Inc. Group PPO Alllance new 2.50%
Southeastern United Medigroup, Inc. Group Mang Care POS  Pre Stand 10.89% 0.00%

"

0s/1497
0428 Put
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HMORAT96.XLS

Recap Claims for Licensed HMO's
For the Year 1996
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domestic | All Co's
Domestic Companies:
Blue Cross - Blue Sheild Plans:
Fee-for-
American Health Network, Inc. 0 0 {service only
Alternative Health Delivery System 102,941,785 87,746,322
Anthem Health Plan 145,959,563 145,959,563
Anthem Blue Cross and Blue Shield| 554,627,304 554,627,304
Subtotal 803,528,652 788,333,189 60.58%| 57.72%
Humana Plans:
HMPK, Inc. 39,915,515 39,616,976
HPLAN, Inc. 5,063,662 5,057,540
Humana Health Plan 1,035,741,756 276,699,842
Subtotal 1,080,720,933 321,374,358 24.69%| 23.53%
Other Plans:
Advantage Care, Inc. 37,664,805 37,664,805
Bluegrass Family Health 21,792,608 21,792,608
CHA HMO, Inc. 14,747,883 14,747,883
Healthsource Kentucky, Inc. 21,453,271 21,453,271
Healthwise of Kentucky 04,468,084 94,468,084
Owensboro Community Health Plan 1,554,651 1,554,651
Subtotal 191,681,302 191,681,302 14.73%| 14.03%
Total Domestic HMO's ™" 7~ "~ 2,075 930,887 " 1,301,388,849 [ 100.00%| 95.28%
st =
Foreign Companies:
AETNA Health Plan 109,535,380 8,820,401
Choice Care 235,566,758 17,185,294
FHP of Ohio 69,589,264 29,227,491
Heritage National Health Plan 233,244,321 280,723
MetraHealth Care Plan 0 0
Prucare 2,195,278,626 8,985,727
United Healthcare of Ohio . 615543039 0
Total Foreign HMO's "~ 3458757388~ 64,499,636 4.72%
Grand Total ANHMO's """ 5, 534,688375 1,365 888,485 100.00%
|
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Recap Premium Income for Licensed HMO's
For the Year 1996
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domestic | All Co's
Domestic Companies: ;
Blue Cross - Blue Sheild Plans:
Fee-for-
American Health Network, Inc. 6,591,037 6,591,037 |service only
Alternative Health Delivery System 123,534,663 105,299,440
Anthem Health Plan 187,069,847 187,069,847
Anthem Blue Cross and Blue Shield 588,231,689 588,231,689 E
Subtotal 905,427,236 887,192,013 59.52%] 56.90%
Humana Plans;
HMPK, Inc. 43,246,058 42,969,916
HPLAN, Inc. 5,582,614 5,576,749
Humana Health Plan 1,211,642,037 341,276,739
Subtotal 1,260,470,709 389,823,404 26.15%| 25.00%
Qther Plans:
Advantage Care, Inc. 43,194,039 43,194,039
Bluegrass Family Health 23,436,878 23,436,878
CHA HMQO, Inc. 12,554,857 12,554,857
Healthsource Kentucky, Inc. 22,989,447 22,989,447
Healthwise of Kentucky 109,541,271 109,541,271
Owensboro Community Health Plan 1,769,489 1,769,489
Subtotal 213,485,981 213,485,981 14.32%| 13.69%
Total Domestic HMO's - ' - 2,379,383,926+:1,490,501,398 | 100.00%| 95.59%
AETNA Health Plan 121,451,500 8,628,063
Choice Care 276,609,016 18,407,985
FHP of Ohio 74,280,426 31,188,170
Heritage National Health Plan 282,683,337 264,519
MetraHealth Care Plan
Prucare 2,442,019,625 10,231,785
United Healtheare of Ohio 703,884,160 -
Total Foreign HMO's X 5757 73,900,928,064 - - - 68,720,522 4.41%
|Grand Total A HMO's " . 6.380,311,990-71,559,221930 100.00%
{__ :
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Recap Claims Loss Ratios for Licensed HMOQ's

For the Year 1996
Company-Wide | Kentucky-Wide
Name of HMO Business Business
Domestic Companies:
Blue Cross - Blue Sheild Plans:
Fee-for-

American Health Network, Inc. 0.00% 0.00%|service only
Alternative Health Delivery System 83.33% 83.33%
Anthem Health Plan 78.02% 78.02%
Anthem Blue Cross and Blue Shield 04.29% 94.29%

Subtotal 88.75% 88.86%
Humana Plans:
HMPK, Inc. 92.30% 92.20%
HPLAN, Inc. 90.70% 90.69%
Humana Health Plan 85.48% 81.08%

Subtotal 85.74% 82.44%
Qther Plans:
Advantage Care, Inc. 87.20% 87.20%
Bluegrass Family Health 92.98% 92.98%
CHA HMO, Inc. 117.47% 117.47%
Healthsource Kentucky, Inc. 93.32% 93.32%
Healthwise of Kentucky 86.24% 86.24%
Owensboro Community Health Plan 87.86% 87.86%

Subtotal 89.79% 89.79%
Total Domestic HMO's - S gT05% 1 8131%
Foreign Companies:
AETNA Health Plan 90.19% 102.23%
Choice Care 85.16% 93.36%
FHP of Ohio 03.68% 93.71%
Heritage National Health Plan 82.51% 106.13%
MetraHealth Care Plan
Prucare 89.90% 87.82%
United Healthcare of Ohio 87.45% #DIV/0!
Total Foreign HMO's ~ ™.\ “5-%7588.66% . .~ 93.86%
Grand Total ANHMO's | "EEEI3% Y7 87.60%

HMORATS6.XLS - Page 30f 3
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Recap Claims Paid for Licensed HMO's
For the Year 1995
Company-Wide | Kentucky-Wide |KY-Wide | KY-Wide
Name of HMO Business Business Domestic | All Co's

Domestic Companies:;
Blue Cross - Blue Sheild Plans:
American Health Network, Inc. 160,339 0
Alternative Health Delivery System 115,838,956 101,185,328
Blue Cross & Blue Sheild of Kentucky 213,165,859 213,165,859
Southeastern United Medigroup 306,815,244 306,815,244

Subtotal 635,980,398 621,166,431 | 56.23%| 54.20%
Humana Plans:
HMPK, Inc. 46,939,662 46,939,662
HPLAN, Inc. 31,801,957 31,470,248
Humana Health Plan 899,811,666 283,154,884

Subtotal 078,553,285 361,564,794 32.73%| 31.55%
Qther Plans:
Advantage Care, Inc. 24,826,708 24,257,005
Bluegrass Family Health 13,149,231 13,149,231
CHA HMO, Inc. 87,229 87,229
Healthsource Kentucky 7,463,398 7,463,398
Healthwise of Kentucky 77,050,791 77,050,791

Subtotal 122,577,357 122,007,654 | 11.04%] 10.65%
Total Domiestic HMO's *" " " - " 371, 737,111,040 = 1,104,738,879 | 100.00%| 95.39%
Foreign Companies:
AETNA Health Plan 63,019,753 852,069
Choice Care 229,467,921 15,122,939
FHP of Ohio 46,878,035 20,168,077
Heritage National Healthplan 163,733,481 -
Prucare o 11,766,445,697 5,203,723
Total Foreign HMO'S” - 2.7 % .72,269,544,887 41,346,808 3.61%
Grand Total All HMO'S %1 S5 T 006,655,927~ 1.146,085,687 100.00%

HMORAT95.XLS Page 10of 3 aNn4/97



Recap Premium Income for Licensed HMO's
For the Year 1995
Company-Wide | Kentucky-Wide {KY-Wide | KY-Wide
Name of HMO Business Business Domesdc | All Co's

D ti mpanies:
Blue Cross - Blue Sheild Plans:
American Health Network, Inc. 0 0
Altemnative Health Delivery System 129,295,557 112,939,669
Blue Cross & Blue Sheild of Kentucky 245,964,991 245,964,991
Southeastern United Medigroup 362,009,026 362,009,026

Subtotal 737,269,574 720,913,686 | 55.58%| 53.21%
Humana Plans:
HMPK, Inc. 52,640,437 52,640,437
HPLAN, Inc. 32,414,424 32,070,813
Humana Health Plan 1,075,485,097 342,652,525

Subtotal 1,160,539,958 427,363,775 | 32.95%| 31.54%
Qther Plans:
Advantage Care, Inc. 29,030,823 28,165,392
Bluegrass Family Health 15,469,682 15,469,682
CHA HMO, Inc. 90,300 90,300
Healthsource Kentucky 8,010,501 8,010,501
Healthwise of Kentucky 97,053,991 97,053,991

Subtotal 149,655,297 148,789,866 | 11.47%| 10.98%
Total Domestic HMO's - 2,047,464,829 - 1,297,067,327 | 100.00%] 95.74%
Foreipn Companies:
AETNA Health Plan 74,025,691 1,022,348
Choice Care 252,678,386 24,891,834
FHP of Ohio 53,876,610 23,181,240
Heritage National Healthplan 155,678,755 -
Prucare ‘ 2,042,808,523 8,665,512
Total Foreign HMO's ~*~ "~ '~ 2,579,067,965 - - - 57,760,934 4.26%
Grand Total All HMO's =% 5-74,636,532,794 * 71,354,838,261 100.00%
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Recap Claims Loss Ratios for Licensed HMO's

For the Year 1995
Company-Wide | Kentucky-Wide
Name of HMO Business Business
Domestic Companies:
Blue Cross - Blue Sheild Plans:
American Health Network, Inc.
Alternative Health Delivery System 89.59% 89.59%
Blue Cross & Blue Sheild of Kentucky 86.67% 86.67%
Southeastern United Medigroup 84.75% 84.75%
Subtotal 86.26% 86.16%
Humana Plans:
HMPK, Inc. 89.17% 89.17%
HPLAN, Inc. 08.11% 98.13%
Humana Health Plan 83.67% 82.64%
Subtotal 84.32% 84.60%
Qther Plans:
Advantage Care, Inc. 85.52% 86.12%
Bluegrass Family Health 85.00% 85.00%
CHA HMO, Inc. 96.60% 96.60%
Healthsource Kentucky 93.17% 93.17%
Healthwise of Kentucky 79.39% 79.39%
Subtotal 81.91% 82.00%
Total Domestic HMO's. """ F T RIEIH T 85179
Foreign Companies:
AETNA Health Plan 85.13% 83.34%
Choice Care 90.81% 60.75%
FHP of Ohio 87.01% 87.00%
Heritage National Healthplan 105.17%
Prucare o 86.47% 60.05%| -
Total Foreign HMO's . .~ 7" 7% 8800% . 7158%
Grand Tofal AITHMO'S™ 1 " S HER0% 5 - 84.59%
HMORAT95.XLS Page3of3
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Recap Claims Paid for Licensed HMO's
For the Year 1994
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domestic| All Co's

Domestic Companies:
Blue Cross - Blue Sheild Plans:
Alternative Health Delivery System 99,611,208 85,795,133
Blue Cross & Blue Sheild of Kentucky| 209,254,382 [ 209,254,382
Southeastern United Medigroup 257,274,664 | 245,243,844

Subtotal 566,140,254 | 540,293,359 | 58.01%| 55.69%
Humana Plans:;
HMPK, Inc. 29,948,439 29,948,439
HPLAN, Inc. 25,777,709 25,375,029
Humana Health Plan 750,377,075 250,354,065

Subtotal 806,103,223 | 305,677,533 | 32.82%| 31.51%
Qther Plans:
Bluegrass Family Health 3,441,368 3,441,368
Healthwise of Kentucky 70,662,556 70,662,556
Lexington Health Advantage, Inc. 11,340,895 11,340,895

Subtotal 85,444,819 85,444,819 9.17% 8.81%
Total Domestic HMO's .1,457,688,296 931,415,711 | 100.00%| 96.01%
Foreign nies:
AETNA Health Plan 22,142,472 13,252
Choice Care 203,622,152 14,058,335
Metlife Healthcare Network (4,663) (4,663)
Prucare 1,504,114,443 5,569,707
Takecare Health Plan Ohio 44.295,533 19,047,160
Total Foreign HMO's ™ 5™ 7/5371,774,169,937. % 738,683,791 3.99%
Grand Total All HMO's 743,231,858,233 277070,099,503 100.00%
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Recap Premium Income for Licensed HMO's
For the Year 1994
Company-Wide | Kentucky-Wide | KY-Wide [ KY-Wide
Name of HMO Business Business Domestc| All Co's

Domestic Companies:
Bi ross - Blue Sheild Plans:
Alternative Health Delivery System 120,274,769 103,592,659
Blue Cross & Blue Sheild of Kentucky| 273,259,286 273,259,286
Southeastern United Medigroup 339,514,014 339,514,014 .

Subtotal 733,048,069 716,365,959 | 59.28%| 56.84%
Humana Plans:
HMPK, Inc. 38,927,861 38,927,861
HPLAN, Inc. 26,379,767 26,085,983
Humana Health Plan 914,167,629 320,868,845

Subtotal 079,475,257 385,882,689 | 31.93%| 30.62%
Qther Plans;
Bluegrass Family Health 3,894,208 3,894,208
Healthwise of Kentucky 88,124,558 88,124,558
Lexington Health Advantage, Inc. 14,219,949 14,219,949

Subtotal 106,238,715 106,238,715 8.79% 8.43%
Total Domestic HMO's 1,818,762,041 - 1,208,487,363 | 100.00%| 95.89%
Foreign Companies:
AETNA Health Plan 29,194,332 17,201
Choice Care 235,665,702 21,813,783
Metlife Healthcare Network 0 0
Prucare 1,788,792,846 7,178,240
Takecare Health Plan Ohio . 52,940,395 22,764,370
Total Foreign HMO's ™% 5 72 706,593,275 = 51,773,594 4.11%
Grand Tofal AUHAMO's” - “3§353355,316 " 1.360,260,057 100.00%
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Recap Claims Loss Ratios for Licensed HMO's

For the Year 1994
Company-Wide | Kentucky-Wide
Name of HMO Business Business

Domestic Companies:
Blue Cross - Blue Sheild Plans:
Altemative Health Delivery System 82.82% 82.82%
Blue Cross & Blue Sheild of Kentucky 76.58% 76.58%
Southeastern United Medigroup 75.78% 72.23%

Subtotal 77.23% 75.42%
Humana Plans:

{HMPK, Inc. 76.93% 76.93%
HPLAN, Inc. 97.72% 97.27%
Humana Health Plan 82.08% 78.02%

Subtotal 82.30% 79.22%
QOther Plans:
Bluegrass Family Health 88.37% 88.37%
Healthwise of Kentucky 80.18% 80.18%
Lexington Health Advantage, Inc. 79.75% 79.75%
Subtotal 80.43% 80.43%
Total Domestic HMO's '80.15% - 77.07%
Foreign nies:
AETNA Health Plan 75.85% 77.04%
Choice Care 86.40% 64.45%
Metlife Healthcare Network
Prucare 84.09% 77.59%
Takecare Health Plan Ohio e 83.67% 83.67%
Total Foreign HMO's -+ 55 e i3 584206, 574,129
Grand Total ANHMO's " .. - FTETRIRI0 T 96 08
(__—-——_
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Recap Claims for Licensed HMO's

For the Year 1993
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domestc| Al Co's
Domestic Companies:
- Bl il

=te o van = DG DNCII] ElAng
Alternative Health Delivery System 88,977,738 76,197,140
Blue Cross & Blue Sheild of Kentucky 116,913,027 116,913,027
Southeastern United Medigroup 264,749,507 | 255,755,438 | -

Subtotal 470,640,272 448,865,605 | 55.48%| 53.14%
Humana Plans:
HMPK, Inc. 27,515,960 27,515,960
HPLAN, Inc. 25,772,104 25,377,951
Humana Health Plan 690,239,763 247,371,791

Subtotal 743,527,827 300,265,702 | 37.12%| 35.55%
Qther Plans;
Advantage Care, Inc. (Lexington Health) 148,382 143,892
Bluegrass Family Health - -
Healthwise of Kentucky 59,718,641 59,718,641

Subtotal 59,867,023 59,862,533 7.40% 7.09%
Total Domestic HMO's . 1,274,035,122 808,993,840 | 100.00%| 95.78%

Foreign Companies:

Choice Care 199,162,162 | 14,902,164
FHP of Ohio (Takecare) 41,974,397 | 17,629,247

Metlife Healthcare Network (50,374) (50,374)

Prucare 1,218,735,678 3,154,582

Total Foreign HMO's -+ -=<-7::1,459,821,863 = .-35,635.619 4.22%
Grand Total ANHMO's |~ " =" 2,733,856,985 - 844,629,450 100.00%
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Recap Premium Income for Licensed HMO's
For the Year 1993
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domestdc| All Co's
Domestic Companies:
Blue Cross - Blue Sheild Plans:
Alternative Health Delivery System 99,788,539 85,455,097
Blue Cross & Blue Sheild of Kentucky 153,345,123 153,345,123
Southeastern United Medigroup 327,755,626 327,755,626
Subtotal 580,889,288 566,555,846 { 56.05%| 53.74%
Humana Plans:
HMPK, Inc. 34,200,897 34,200,897
HPLAN, Inc. 28,175,928 27,890,642
Humana Health Plan 825,112,961 304,666,612
Subtotal 887,489,786 366,758,151 | 36.28%| 34.79%
Qther Plans: ~
Advantage Care, Inc. (Lexington Health) 238,682 238,682
Bluegrass Family Health - -
Healthwise of Kentucky 77,248,449 77,248,449
Subtotal 77,487,131 77,487,131 7.67% 7.35%
Total Domestic HMO's 1,545,866,205 1,010,'801,128 100.00%] 95.88%
Foreign Companies:
Choice Care 237,204,107 18,424,238
FHP of Ohio (Takecare) 49,720,296 20,882,524
Metlife Healthcare Network 796 796
Prucare _ 1,427,128,230 4,179,762
Total Foreign HMO's 1’ 7 “47.71 714,053,429 1+~ 43,487,320 4.12%
Grand Total AUHMO's . . .. 3259910,634 *' 1,054,288,448 100.00%
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Recap Claims Loss Ratios for Licensed HMO's

For the Year 1993
Company-Wide | Kentucky-Wide
Name of HMO Business Business
Domestic Cornpanies:
Blue Cross - Blue Sheild Plans: .
="2lan - DIC ONCHG Tians:
Aliernative Health Delivery System 89.17% 89.17%
Blue Cross & Blue Sheild of Kentucky 76.24% 76.24%
Southeastern United Medigroup 80.78% 78.03%
Subtotal 81.02% 79.23%
Humana Plans:
HMPK, Inc. 80.45% 80.45%
HPLAN, Inc. 91.47% 90.99%
Humana Health Plan 83.65% 81.19%
Subtotal 83.78% 81.87%
Qther Plans:
Advantage Care, Inc. (Lexington Health) 62.17% 60.29%
Bluegrass Family Health #DIV/0! #DIV/0!
Healthwise of Kentucky 77.31% 77.31%
Subtotal 77.26% 77.25%
Total Domestic HMO's SN T8 A3% TN 80.03%
Foreign Companies:
Choice Care 83.96% 80.88%
FHP of Ohio (Takecare) 84.42% 84.42%
Meitlife Healthcare Network -6328.39% -6328.39%
Prucare 85.40% 75.47%
Total Foresgn HM(_)_L el 81.94%
Grand Total ANl HMO's. "7 " 05503860 77 | 80.11%
.
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Recap Claims for Licensed HMO's
For the Year 1992
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domesdc| All Co's
Domestic Companies:
Bluy - Blue Sheild Plans:
Alternative Health Delivery System 60,109,832 50,492,259
Southeastern United Medigroup 219,921,134 | 218,099,256
Subtotal 280,030,966 268,591,515 | 45.83%| 43.76%
Humana Plans:
HMPK, Inc. 5,117,350 5,117,350
HPLAN, Inc. 4,144 918 4,144,918
Humana Health Plan 667,142,087 | 259,015,087
Subtotal 676,404,355 268,277,355 45.77%| 43.70%
Other Plans;
Healthwise of Kentucky 49,240,049 49,240,049
Subtotal 49,240,049 49,240,049 8.40% 8.02%
Total Domestic HMO's '1,005,675,370 . 586,108,919 [ 100.00%] 95.48%
Foreign Companies:
Choice Care 185,630,554 10,653,276
FHP of Ohio (Takecare) 39,267,603 16,389,711
Metlife Healthcare Network 70,505 70,505
Prucare I 1,048,648,567 625,849
Total Foreign HMO' Sih- o c+1,273,617,229 . - 27,739,341 4.52%
Grand Totai A HMO's” % T35 75,775 793,599 5 613,848,260 100.00%
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Recap Premium Income for Licensed HMO's
For the Year 1992
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domestic| All Co's
Domestic Companies:
1 TQSS - heild Plans:
Alternative Health Delivery System 68,745,830 57,746,497
Southeastern United Medigroup 271,711,523 271,711,523
" Subtotal 340,457,353 329,458,020 | 44.60%| 42.62%
Humana Plans:
HMPK, Inc. 5,809,419 5,809,419
HPLAN, Inc. 4,652,459 4,610,849
Humana Health Plan 658,723,515 335,350,632
Subtotal 669,185,393 345,770,900 | 46.80%{ 44.73%
QOther Plans:
Healthwise of Kentucky 63,525,467 63,525,467
Subtotal 63,525,467 63,525,467 8.60% 8.22%
Total Domestic HMO's 1,073,168,213 738,754,387 | 100.00%| 95.56%
Foreign Companies:
Choice Care 219,196,653 14,461,421
FHP of Ohio (Takecare) 45,490,504 18,651,107
Metlife Healthcare Network 72,541 72,541
Prucare Loy ony | 1,192,633,365 1,121,587
Total Foreign HMO's -. " "."."71,d57,393,563 . . . 34,306,656 4.44%
Grand Total All HMO'S ™27 =72530,561,776 - 773,061,043 100.00%
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Recap Claims Loss Ratios for Licensed HMO's

For the Year 1992

Company-Wide | Kentucky-Wide
Name of HMO Business Business
Domestic Companies:
Blue Cross - Blue Sheild Plans: ‘
Altemnative Health Delivery System 87.44% 87.44%
Southeastern United Medigroup 80.94% 80.27%
Subtotal 82.25% 81.53%
Humana Plans:
HMPK, Inc. 88.09% 88.09%
HPLAN, Inc. 89.09% 89.89%
Humana Health Plan 101.28% 77.24%
Subtotal 101.08% 77.59%
QOther Plans:
. {Healthwise of Kentucky 77.51% 77.51%
Subtotal 77.51% 77.51%
Total Domestic HMO's - 9371%  7934%
Foreign Companies:
Choice Care 84.69% 73.67%
FHP of Ohio (Takecare) 86.32% 87.88%
Metlife Healthcare Network 97.19% 97.19%
Prucare » - 87.93% 55.80%
Total Foreign HMO's ~- 87.39% 80.86 %
Grand Toial AUHMO's ~ ~ 250079 © T 7.4g
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Recap Claims for Licensed HMO's
For the Year 1991
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domestdc! All Co's

Domestic Cornpanies:
Blue Cross - Blue Sheild Plans:
Alternative Health Delivery System 47,910,054 40,778,854
Southeastern United Medigroup 220,878,265 | 220,775,453

Subtotal 268,788,319 | 261,554,307 | 46.22%| 44.49%
Humana Plans:
Humana Medical Plan 15,636,259 15,636,259
Humana Care Plan 89,945,029 85,769,523
Humana Health Plan 456,789,270 153,195,233

Subtotal 562,370,558 254,601,015 | 44.99%| 43.31%
Qther Plans:
Healthwise of Kentucky 37,611,277 37,611,313
HMO Kentucky 18,343,018 12,170,959

Subtotal 55,954,295 49,782,272 8.80% 8.47%
Total Domestic HMO's 887,113,172 565,937,594 | 100.00%| 96.27%
Foreign Companies:
Choice Care 8,398,506 8,398,506
Lincoln Nat. Health Plan Ohio 34,682,393 13,674,965
Metlife Healthcare Network (132,858) (132,858)
Prucare 837,330,667 -
Total Foreign HMO's 880,278,708 21,940,613 3.73%
Grand Total All HMO's | . " "71,767,391,880 " 587,878,207 100.00%
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Recap Premium Income for Licensed HMO's
For the Year 1991
Company-Wide | Kentucky-Wide | KY-Wide | KY-Wide
Name of HMO Business Business Domestc|{ All Co's
Domestic Companies:
Blue Cross - Blue Sheild Plans:
Alternative Health Delivery System 56,703,056 47,810,049
Southeastern United Medigroup 264,479,976 | 264,479,976
Subtotal 321,183,032 312,290,025 44.86%! 43.41%
Humana Plans:
Humana Medical Plan 17,381,620 17,381,620
Humana Care Plan 110,942,040 104,561,635
Humana Health Plan 433,827,589 191,628,779
Subtotal 562,151,249 313,572,034 | 45.05%| 43.59%
Qther Plans:
. |Healthwise of Kentucky 50,254,226 50,254,225
HMO Kentucky 20,099,123 19,960,439
Subtotal 70,353,349 70,214,664 10.09% 9.76%
Total Domestic HMOQ's _ 953,687,630 696,076,723 | 100.00%| 96.76%
Foreign Companies:
Choice Care 10,609,056 10,609,056
Lincoln Nat. Health Plan Ohio 40,866,930 12,662,500
Metlife Healthcare Network 50,859 50,859
Prucare 936,236,692 -
Total Foreign HMOQ's | 987,763,537 23,322,415 3.24%
Grand Total AUHMO's ™ " "T,941451,167 719,399,138 100.00%
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Recap Claims Loss Ratios for Licensed HMO's
For the Year 1991
Company-Wide | Kentucky-Wide
Name of HMO Business Business
Domestic Companies:
Blue Cross - Blue Sheild Plans:
Alternative Health Delivery System 84.49% 85.29%
Southeastern United Medigroup 83.51% 83.48%
Subtotal 83.69% 83.75%
Humana Plans:
Humana Medical Plan 89.96% 89.96%
Humana Care Plan 81.07% 82.03%
Humana Health Plan 105.29% 79.94%
Subtotal 100.04% 81.19%
Qther Plans:
Healthwise of Kentucky 74.84% 74.84%
HMO Kentucky 91.26% 60.98%
Subtotal 79.53% 70.90%
Total Domestic HMOQ's 93.02% 81.30%
|
Foreign Companies:
Choice Care 79.16% 79.16%
Lincoln Nat. Health Plan Ohio 84.87% 108.00%
Metlife Healthcare Network -261.23% -261.23%
Prucare 89.44% #DIV/0!
Total Foreign HMO's - 89.12% 94.08 %
Grand Total All HMO's T el 3% T 8192%

HMORAT91.XLS
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MEDICAL SAVINGS ACCOUNT (MSA) PLAN

BENEFIT

FEE FOR SERVICE

(IN-NETWORK)

PPO

PPO
(OUT - OF - NETWORK)

COST SHARING'

Deductible
(single)?

$1,500

$1,500

$2,250

Deductible
(family)?®

$3,000

$3,000

$4,500

Maximum Out-
of - Pocket
(single)*

$3,000

$3,000

$3,000

Maximum Out-
of -Pocket
(fFamily)?®

$5,500

$5,500

$5, 500

“IN HOSPITAL
CARE

Provider
Services,
Authorized
Inpatient
Care, Semi-
Private Room
and Misc.
Hospital
Services,
Intensive/Car
diac/Neonatal
Care,
Ancillary
Services,
Surgical
Services,
Pre-Admission
Testing

20% coinsurance

20% coinsurance

40% coinsurance

! All covered services are subject to the deductible.
Amounts applied to meet the deductible do not accrue to the
With regard to family plans, one

maximum out-of-pocket limit.

person must meet the single deductible.

family expenses accrue to the deductible.

Thereafter, all eligible

2 The allowable range for a federal MSA is $1,500 - $2,250.

® The allowable range for a federal MSA is $3,000 - $4,500.

* This amount is prescribed by the Kennedy-Kassebaum Bill.

 This amount is prescribed by the Kennedy-Kassebaum Bill.




Transplant
Coverage
(limited to
kidney,
cornea, bone
marrow,
heart, liver,
lung,
heart/lung,
and pancreas)

20% coinsurance

20% coinsurance

40% coinsurance

OUTPATIENT
SERVICES

Provider
Office Visit,
Diagnostic
Testing

20% coinsurance

20% coinsurance

40% coinsurance

Ambulatory/
Hospital
Outpatient
Surgery

20% coinsurance

20% coinsurance

40% coinsurance

CARE .

Prenatal,
labor and
delivery, and
postpartum

20% coinsurance

20% coinsurance

40% coinsurance

Pregnancy of
dependents
other than
spouse

not covered

not covered

not covered

EMERGENCY
SERVICES

Hospital
Emergency
Room
(coinsurance
waived if
admitted)

20% coinsurance

20% coinsurance

40% coinsurance

Ambulance

(Ground only)

20% coinsurance

20% coinsurance

40% coinsurance

 PREVENTIVE
'SERVICES

Early
Detection
(Mammogram
only)

20% coinsurance

age and
periodicity
limits may apply

20% coinsurance

age and
periodicity limits
may apply

40% coinsurance

age and
periodicity limits
may apply




MENTAL HEALTH

Inpatient

20% coinsurance

Maximum 5 days/
plan year

1 admission/
plan year

Day treatment or
Intensive
outpatient can be
substituted for
inpatient days on
a 2 for 1 basis

20% coinsurance

Maximum 5 days/
plan year

1 admission/
plan year

Day treatment or
Intensive
outpatient can be
substituted for
inpatient days on
a 2 for 1 basis

40% coilinsurance

Maximum 5 days/
plan vear

1 admission/
plan year

Day treatment or
Intensive
outpatient can be
substituted for
inpatient days on
a 2 for 1 basis

Outpatient

20% coinsurance

10 visits per
plan year

20% coinsurance

10 visits per plan
year

40% coinsurance

10 visits per plan
year

'OTHER
'SERVICES

Physical/
Occupational/
Cardiac
Rehabili-
tation
Therapy

20% coinsurance

13 weeks plan
vear limit

20% coinsurance

13 weeks plan year
limit

40% coinsurance

13 weeks plan year
limit

Speech
Therapy

20% coinsurance

13 weeks plan
yvear limit

20% coinsurance

13 weeks plan year
limit

40% coinsurance

13 weeks plan year
limit

Skilled
Nursing
Facilities

20% coinsurance

14 days plan year
limit

20% coinsurance

14 days plan year
limit

40% coinsurance

14 days plan year
limit

Home Health

Covered in full
when substituted
for
hospitalization

10 visits plan
vear limit

Covered in full
when substituted
for
hospitalization

10 visits plan
yvear limit

Covered in full
when substituted
for
hospitalization

10 visits plan
yvear limit

Hospice

Medicare Hospice
Benefit

Medicare Hospice
Benefit

Medicare Hospice
Benefit




Kentucky Department of Insurance

APPENDIX F




THE HEALTH INSURANCE PORTABILITY AND ACCOUNTABILITY
ACT OF 1996 (KASSEBAUM-KENNEDY)
AND
RELATED FEDERAL LEGISLATION AFFECTING
THE INSURANCE MARKET



Tabie of Contents

TiTLE 1 - HEALTH CARE ACCESS. PORTABILITY AND RENEWABILITY
—_— e T AL AVLEIS. FURITADILITY AND BENEWABILITY

SUBTITLE A - GROUP MARKET RULES
ERISA PROVISIONS 4

TITLE XXVII - ASSURING PORTABILITY, AVAILABILITY AND RENEWABILITY OF HEALTH INSURANCE COVERAGE

PART A - GROUP MARKET REFORMS

SUBPART 1 - PORTABILITY, ACCESS AND RENEWABILITY

2701 - PREEXISTING CONDITIONS
HMO AFFILIATION PERIODS
RELATED DEFINITIONS
COUNTING CREDITABLE COVERAGE
CERTIFYING CREDITABLE COVERAGE
SPECIAL ENROLLMENT PERIODS
2702 - INDIVIDUAL ELIGIBILITY TO ENROLL
PREMIUM CONTRIBUTIONS

WoOW~N~NOWL

SUBPART 2 - PROVISIONS APPLICABLE ONLY TO INSURANCE ISSUERS

2711- SMALL GROUP GUARANTEED AVAILABILITY 9
LARGE GROUP MARKET 9
NETWORK/FINANCIAL CAPACITY RULES 8

2712- GUARANTEED RENEWABILITY AND RULES
FOR DISCONTINUANCE 10
UNIFORM MODIFICATION OF COVERAGE 10

2713 - DISCLOSURE TO SMALL EMPLOYER 10

SUBPART 3 - EXCLUSION OF PLANS, ENFORCEMENT, PREEMPTION

2721 - EXCLUSION OF CERTAIN PLANS 11
2722 - ENFORCEMENT/STATE ENFORCEMENT 11
2723 - PREEMPTION, STATE FLEXIBILITY,

CONSTRUCTION 11

PART C - DEFINITIONS
2791 - DEFINITIONS 12 (DEFINITIONS NOT RESTATED)

2792- REGULATIONS 12 (INCLUDES TIMELINES)



SUBTITLE B - PART B - INDIVIDUAL MARKET RULES

2741- GUARANTEED AVAILABILITY OF INDIVIDUAL
COVERAGE TO CERTAIN INDIVIDUALS WITH
PRIOR GROUP COVERAGE
PREEXISTING CONDITIONS - ELIGIBLE
INDIVIDUALS
RULES FOR STATES WITH NO “AAM”

2744 - RULES FOR STATES WITH “AAM”

2742 - GUARANTEED RENEWABILITY AND RULES
FOR DISCONTINUANCE
EXCEPTION FOR MODIFICATION OF COVERAGE

2743 - CERTIFICATION OF COVERAGE

2745- ENFORCEMENT

2746 - PREEMPTION

2747 - GENERAL EXCEPTIONS

TITLE Ili - TAX RELATED PROVISIONS

REVISIONS TO {RS CODE
220(c)(2) - HIGH DEDUCTIBLE HEALTH PLAN

15

12
13
13

14
14
15
15
15

15 (NOT DISCUSSED iN DETAIL)

15

TITLE IV - APPLICATION & ENFORCEMENT OF GROUP HEALTH PLAN REQUIREMENTS

SUBTITLE A - ADDS NEW CHAPTER TO IRS CODE

9801 - INCREASED PORTABILITY
9802- DISCRIMINATION BASED ON HEALTH STATUS
9803 - GUARANTEED RENEWAL IN MEWAS AND
MULTIEMPLOYER PLANS
9804 - GENERAL EXCEPTIONS
9805 - DEFINITIONS
89806 - REGULATIONS
402 - PENALTIES

15

16
16

16
16
16
16
16

SUBTITLE B - CLARIFICATION OF CONTINUATION OF COVERAGE REQUIREMENTS

421- COBRA

OTHER
NEWBORNS AND MOTHERS PROTECTION ACT

MENTAL HEALTH PARITY ACT

16

17

17

vl



KASSEBAUM-KENNEDY:. -

REQUIREMENT. &3S S 3 S mmmiiias L L0 ol a s we it ™, o

Title | - Health Care
Access, Portability, and
Renewability

Subtitle A - Group Market
Rules

Part | - Portability, Access
and Renewability

Section 101, ERISA

Section 701 - Increased
Portability Through Limitation
on Preexisting Condition
Exclusions

Section 702 - Prohibiting
Discrimination Against
Individual Participants and
Beneficiaries Based on
Health Status

Section 703 - Guaranteed
Renewability in
Muitiemployer Plans and
MEWAS

Section 704 - Preemption,
State Flexibility, Construction

Section 705 - Special Rules
Relating to Group Health
Plans

Section 706 - Definitions

Section 707 - Regulations

ALL REFERENCES APPLICABLE TO ERISA ONLY

Amends ERISA by adding a new Part 7, Group‘ Plén Portability, Access and
Renewability requirements.

Requires employer group plans to comply with the following provisions as applicable to
insurers and discussed in detail in the Group Market Reform Section 2701:

» Preexisting conditions;

+ Recognition and calculation of prior creditable coverage;

« Certification of prior creditable coverage;

« Special enroliment periods; and

« HMO affiliation periods to the extent that employers are enabled to

purchase such plans.

Requires employer group plans to comply with the following provisions as applicable to
insurers and discussed in detail in the Group Market Reform Section 2702:
« Health factors may not be considered as a basis for eligibility or continued
eligibility; and
» Higher premiums may not be charged to similarly situated individuals
based on health status.

Requires multiemployer plans and MEWAS to guarantee to renew under the same
provisions as Group Market Reform Section 2712, (except association membership)
and adds:
« additional language regarding service areas; and
» a nonrenewal provision regarding failure to comply or renew collective
bargaining agreements and related agreements.

Applies the requirements of Group Market Reforms Section 2723, to multiemployers
plans and MEWAS.

Omits references in Group Market Reforms Section 2721, to governmental and
nongovernmental plans and otherwise applies Section 2721 provisions to
multiemployer plans and MEWAS.

Omits definition of Individual Heaith Insurance and provides ERISA related definitions
not discussed in Group Market Reforms Section 2791.

» Provides for the Secretary to promulgate regulations and otherwise enforce
provisions specific to ERISA; imposes reporting requirements, imposes penalties,
and enables coordination of implementation.
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Title XXVII Assuring
Portability, Availability and
Renewability of Heaith
Insurance Coverage

Part A - Group Market
Reforms

Subpart 1 - Portability,
Access and Renewability
Requirements

Section 2701 - increased
Portability Through Limitation
of Preexisting Condition
Requirements

(Rules Apply to Small and
Large Group)

ALL REFERENCES APPLICABLE TO GROUP MARKET ONLY

PREEXISTING CONDITION PROVISIONS

Groups may impose a preexisting exclusion only if such exclusion relates to “a
condition (whether physical or mental}, regardless of the cause of the condition, for
which medical advice, diagnosis, care or treatment was recommended or received
within the 6 month period ending on the enrollment date.”

The preexisting exclusion is not more than 12 months or 18 months for late
entrants.

Preexisting is reduced by aggregate period of creditable coverage as later defined,
applicable as of the enroliment date.

The term preexisting condition exclusion means, with respect to coverage, “a
limitation or exclusion of benefits relating to a condition based on the fact that the
condition was present before the date of enroliment for such coverage, whether or
not any medical advice, diagnosis, care or treatment was recommended or
received before such date.”

Genetic information not be to considered without a diagnosis.
A newborn child, or a child under 18 adopted or placed for adoption may not be
imposed a preexisting waiting period if covered under creditable coverage as of the

last day of the 30 day period beginning with the date of birth, adoption or
placement.

Pregnancy is not a preexisting condition.

AEFILIATION PERIODS IN LIEU OF PREEXISTING CONDITIONS (HMOS ONLY)

A HMO that imposes no preexisting condition can impose an affiliation period
which is defined as “a period which, under the terms of the heaith insurance
coverage offered by the HMO, must expire before the health insurance coverage
becomes effective. The organization is not required to provide health care services
or benefits during such period and no premium shall be charged to the participant
or beneficiary for any coverage during the period.”

Affiliation period may be imposed only if: (a) the period is applied uniformly without
regard to any health status related factors and (b) the period does not exceed 2
months (3 months for late entrants).

The affiliation period begins on the enroliment date and run concurrently with any
waiting periods.

Other alternatives can be approved by the Commissioner
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DEFINITIONS APPLICABLE TO THESE AREAS

Enroliment Date: {With respect to an individual) “The date of enroliment of the
individual in the plan or coverage or, if earlier, the first day of the waiting period for such

enroilment.”

Late Enrollee: “A participant or beneficiary who enrolls under the plan other than during
(a) the first period in which the individual is eligible to enroll under the plan, or {b) a
special enrollment period...".

Waiting Period: “The period that must pass with respect to the individual before the
individual is eligible to be covered for benefits under the terms of the plan.”

Creditable Coverage: “Coverage of the individual under any of the following: (a)a
group health plan; (b) health insurance coverage (per definition does not include shor-
term/HIAA repont says should be considered per conferees); (c) Part A or B of title XVII
of the Social Security Act; (d) Title XIX of the Social Security Act, other than coverage
consisting solely of benefits under section 1928; (e) Chapter 55 of title 10, USC; (f) a
medical care program of the Indian Health Service or of a tribal

organization; (g) a state risk pool; (h) a health plan offered under chapter 89 of title 5,
USC; (1) a public health plan (as defined in regulations); and (j) a heaith benefit plan
under section 5(e) of the Peace Corps Act.

Creditable coverage does not include “excepted benefits” under one or more (or any
combination of):

« Benefits not subject to requirements:

(a) Accident only or disability income or combination thereof.

(b} Supplements to liability insurance.

(c) Liability, including general and automobile kability.

(d) Workers compensation or similar insurance.

(e) Automobile medical payment insurance.

(f) Credit-only insurance.

(g) Coverage for on-site medical clinics.

{h) Other similar insurance, specified in regulations, under which
benefits for medical care are secondary or incidental.

« Benefits not subject to requirements if offered separately:
(a) Limited scope dental or vision benefits.
(b) Benefits for long term care, nursing home care, home heaith care,
community based care, or any combination thereof .
(c) Such other similar, limited benefits as are specified in regulations.

+ Benefits not subject to requirements if offered as independent,
noncoordinated benefits:
(d) Coverage only for a specified disease or illness
(e} Hospital indemnity or other fixed indemnity insurance

* Benefits not subject if offered as a separate insurance policy:
(f) Medicare supplement and similar coverage provided under a
group health plan.
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COUNTING PERIODS QF CREDITABLE COVERAGE

» A period of creditable coverage will not be counted if after the period of coverage,
and before the enroliment date, there was a 63 day period during which the
individual was not covered under any creditable coverage.

»  Waiting periods or affiliation periods (HMO) are not taken into account in
determining continuous coverage.

TWO METHODS FOR COUNTING PERIODS OF CREDITABLE COVERAGE

Standard Method: Count a period of creditable coverage without regard to specific
benefits covered during the period.

Alternative Method: Plan or issuer can elect to apply aggrégate period of creditable
coverage to coverage of benefits specified in regulations rather than without regard to
specific benefits. ’

¢ Must be uniform for all participants.

« Under such an election, the health pian or issuer shall count a period of
creditable coverage with respect to any class or category of benefits if any
level of benefits is covered within such class or category.

= Mustdisclose to the beneficiary and plan sponsor the election of the
alternative method at the time of enroliment and describe the effect of the
alternative method.

REQUIREMENTS FOR CERTIFICATION OF PERIODS OF CREDITABLE
COVERAGE

 Periods of creditable coverage through certifications or in other manners as may be
prescribed by regulations.

» The period of coverage and COBRA (if applicable) and the waiting/affiliation
periods (if applicable) are to be certified by the plan or issuer:
(a) when plan coverage ceases and COBRA is available;
(b) when COBRA ceases; and
(c) on request made not later than 24 months after the end of these
coverages, whichever is later.

« Notices can be consistent with the time frames of COBRA notices 1o the extent
practical.

e The certifications should include:
(a) the period of coverage under the plan and COBRA (if applicable);
(b} the waiting period (if any) and the affifiation period (if applicable) imposed
on the individual;

= Anissuer which elects to implement the Alternative Method of crediting coverage
(discussed above) can request, from the entity issuing the centification, information
on the coverage of classes and categories of health benefits under the prior plan.
This information should be disclosed promptly. The requesting plan can be
charged reasonable costs for disclosing the information.
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Section 2702 - Prohibiting
Discrimination Against
Individual Participants and
Beneficiaries Based on
Health Status

(Rules Apply to Smalil and
Large Group)

SPECIAL ENROLLMENT PERIODS

Individuals who lose other coverage (eligible employees or eligible dependents)
may enroll in a plan at a later date if:

(a) They were covered under a group health plan or had other heaith
insurance coverage at the time the plan was offered:

{b) They stated in writing (if written statement required and the consequences
of rejection were disclosed) that other coverage was the reason for
declining;

(c) The other coverage was COBRA which is exhausted or not COBRA and
loss of coverage resuited from separation, divorce, death, termination of
employment, reduction in hours or termination of empioyer contribution:
and

(d) The request is made not later than 30 days after the date of exhaustion of
previous coverage.

A special enroliment for dependent beneficiaries exists if the plan provides
dependent coverage:

(a) An eligible employee and/or spouse may enroll upon acquiring a new
dependent through marriage, birth, adoption or placement for adoption.

(b) The special period is not less than 30 days from the later of (1) the date
coverage is made available or (2) the date of marriage, birth, adoption or
placement for adoption.

(c) The effective dates are (1) marriage - 1* day of the 1* month after receipt
of the request for enrollment and (2) the date of birth, adoption or
piacement for adoption.

Special enrollees are exempt from the definition of late enrollee.

ELIGIBILITY TO ENROLL

A group health plan or insurance issuer may not establish rules for eligibility or
continued eligibility of an individual or dependent based on the foliowing heaith
factors:

(a) Health status;

(b) Medical condition (physical and/or mental);

(c) Claims experience;

(d) Receipt of health care;

{(e) Medical history;

(f) Genetic information;

{(9) Evidence of insurability (including domestic violence);

(h) Disability.
To the extent consistent with preexisting rules, this does not require the inclusion of
special benefits or prevent establishing limits or restrictions on benefits or coverage
for similarly situated individuals.

PREMIUM CONTRIBUTIONS

[ ]

A higher premium or contribution may not be charged to similarly situated
individuals based on health status.

This is not intended 1o restrict the amount charged by a health plan or to prohibit
discounts or rebates or other modifications, copayments or deductibles in refation
to healthy lifestyles.




KASSEBAUM-KENNEDY -

o > = B e I Zarsa.

REQUIREMENT -7 - 20iiidia=ssvyisg.

PART A - Subpart 2
Section 2711 - Guaranteed
Availability of Coverage for
Employers in the Group
Market

(Technical Rules Apply to
Small Group Only)

PROVISIONS APPLICABLE ONLY TO HEALTH INSURANCE ISSUERS

SMALL GROUP MARKET

Subject to network rules, application of financial capacity limits, failure to meet
participation or contribution rules or association exceptions, issuers in the small
group market must:
(a) accept every small employer (as later defined) in the state that applies;
(b) accept every eligible individual who applies during the period in which the
individual first becomes eligible without imposing any restrictions
inconsistent with Section 2702; except
(c) as provided in Section 2711(f}, this does not apply to an issuer who offers
small group coverage only through one or more bona fide associations.

» An eligible individual in refation to a small employer is determined:
(a) in accordance with the terms of such plan;
(b) as provided by the issuer under its rules which are applied uniformly to
small employers in the state; and
(c) in accordance with state laws.

LARGE GROUP MARKET

* The Governor shall submit to the Secretary of HHS by 12/31/2000 and every 3
years thereafter a report on the availability of coverage for large employers,

« The Secretary of HHS will report to Congress.

» The GAO will study and report to Congress not later than 18 months from the
effective date of this Act.

NETWORK RULES/FINANCIAL CAPACITY RULES

* Inthe small group market, an issuer may:

{a) limit employers to those with individuals who live, work or reside in the
service area;

(b} deny coverage if the issuer does not have the capacity to deliver services
to new groups and this is applied uniformly to all new applicants and is not
based on medical experience;

{c) which must be demonstrated to the appropriate state authority; and

(d) if coverage is denied due to network capacity, the issuer may not offer
coverage in the small group market in that service area for 180 days.

(e} deny coverage based on financial capacity if applied uniformly and
demonstrated, if required, to the state authority; and

(f) if coverage is denied due to financial capacity, issuers may not issue
coverage in the small group market for 180 days or until financial ability is
demonstrated.

e Exceptions:
(a) issuers are not precluded from establishing employer contribution or group
participation rules as allowed by state law and as defined.
(b) issuers to associations only do not have to comply with 2711 (a).
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Section 2712 - Guaranteed
Renewability of Coverage for
Employers in the Group
Market

(Rules Apply to Small and
Large Group)

Section 2713 - Disclosure of
Information

(Rules Appiy to Small
Group)

GENERAL RULES FOR DISCONTINUANCE

« Coverage in the small or large group market must be renewed or continued in force
except for one or more of the following reasons (defined more explicitly in the bill):
{a) nonpayment of premiums;
(b) fraud;
{c) violation of participation or contribution rules;
(d) termination of coverage;
(e) movement outside the service area;
(f) association membership ceases.

Discontinuance of a Type of Coverage

« When an issuer determines to discontinue the offer of a particular type of coverage
in the small or large group market, the type of coverage can be discontinued in
accordance with state law if:

(a) notice is providedto each plan sponsor, participant and beneficiary at least
90 days prior to the date of discontinuance;

(b) the issuer offers to each plan sponsor the option to purchase ali (or in the
case of a large employer, any) other coverage currently offered by the issuer in
the group market;

(c) when exercising discontinuance and offering other coverage, the issuer
acts uniformly without regard to claims experience of sponsors or health
factors of participants or beneficiaries.

Discontinuance of All Coverage

« When an issuer determines to discontinue offering all health insurance coverage in
the small or large, or both markets in a state, coverage must be terminated in
accordance with state law and if:

(a) notice is provided o the applicable state authority and to each plan
sponsor, participant and beneficiary at least 180 days prior to the date of
discontinuance;

{b) all health insurance issued or delivered for issuance in the state in such
market or markets is discontinued and not renewed; and

{c) when coverage is discontinued in 2 market, the issuer may not reenter the
market for a period of 5 years beginning on the date of discontinuance of the
last coverage not renewed.

EXCEPTION FOR UNIFORM MODIFICATION OF COVERAGE

« Atthe time of renewal, an issuer may modify the coverage of a product offered to a
group health plan:
(a) in the large group market; or
(b) in the small group market if, for coverage that is available other than only
through one or more associations, the modification is consistent with state law
and effective uniformly among group heaith plans with that product.

INFORMATION TO BE DISCLOSED WITH THE OFFERING OF COVERAGE TO A

SMALL EMPLOYER

« The following information is to be provided as part of sales and solicitation
materials and upon the request of a small employer:
(a) provisions concerning the issuer’s right to change premiums and the
factors that would affect premium changes;
(b) renewability provisions;

10
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PART A - Subpart 3
Exclusion of Plans;
Enforcement; Preemption
Section 2721 - Exclusion of
Certain Plans

Section 2722 - Enforcement

Section 2723 - Preemption;
State Flexibility; Construction

(c) information concerning preexisting conditions; and
(d) the benefits and premiums of all coverage for which the employer is
qualified.

+ The information should be made available in a manner determined to be
understandable by the average small employer and sufficient to advise the small
employers of their rights.

= This section does not require the disclosure of information that is proprietary or
trade secret under state law.

 The requirements of Subparts 1 and 2 do apply to nonfederal governmental plans
(defined as a governmental plan established or maintained for its employees by the
U.S. Government, etc.)
+ The requirements of Subparts 1 and 2 do apply to chuch and governmental plans.
< The sponsor of a nonfederal governmental plan may elect, in a form and manner to
be prescribed by regulations, 10 be excluded from the Provisions of Subparts 1 and
2:
(a) for a single specified plan year which may be extended through
subsequent elections; or
(b) for the term of a collective bargaining agreement if applicable.
« If such election is made, the plan must provide for:
(a) notice to enrollees (annually and at enrolimenit) of the fact and
consequences of the elections; and
{b) certification and disclosure of creditable coverage as discussed in Section
2701.
« Subparts 1 and 2 do not apply to the excepted benefits enumerated in Section
2791 and listed earlier under Section 2701.
< Parnerships are to be considered as group health plans.

STATE ENFORCEMENT

Subject to Section 2723, each state may require that health insurance issuers that
issue, sell, renew or offer health insurance coverage in the small and large group
markets meet the requirements of this part (Part A).

< li the Secretary determines that a state has failed to substantially enforce this Pan
the Secretary may undertake enforcement. Limitations, liabilities, penalties,
administrative and judicial review are discussed in detail in this Section.

« ' Except as noted, no provision of state law is superseced which establishes,
implements, or continues any standard or requirement solely relating to health
insurance issuers in the group market (unless the state law prevents the
application of this Part).

< Nothing in this part affects or modifies Section 514 of ERISA with respect to group
health plans.

« Inrelation to health insurance coverage offered by an issuer, this part does not
supersede state law 1o the extent that state law:

(a) substitutes a preexisting “lookback” period of less than 6 months:

(b) substitutes a preexisting waiting period of less than 12 months or18
months for late entrants;

(c) substitutes a number of days greater than 63 concerning breaks in
coverage;

(d) substitutes a period greater than 30 days for adding an adopted child;

(e} prohibits the imposition of preexisting exclusions in cases not described in
2701(d) or expands the exceptions of that section;

11
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PART C - Definitions;
Miscellaneous provisions
Section 2791 - Definitions

Section 2792 - Regulations

Section 103 - IRS Code

Section 104 - Assuring
Coordination

Subtitle B-Part B -
Individual Market Rules
Section 2741 - Guaranteed
Availability of Individual
Health Insurance Coverage
to Certain Individual With
Prior Group Coverage

(f) requires additional special enrollment periods;
(g) reduces the period of time applicable to HMO afiiliation periods.

Nothing in this Part shouid be construed to require a group health plan or insurance
issuer to provide specific benefits.

This section defines numerous terms in addition to those defined throughout the
bill.

The HMO Act is amended to enable affiliation periods.
Except as provided, Part A of Title XXVII shall apply to group heaith plans for plan
years beginning after 6/1/97.
No period before 7/1/96 shall be taken into account in determining creditable
coverage, but the Secretary of HHS will establish a process where individuals can
be credited for such coverage through documents, etc.
Certification requirements apply to event occuring after 6/30/96.
Centification is not required 10 be provided before 6/1/97.
For events occuring after 6/30/96 and before 10/1/36 cetification is not required
unless requested in writing.
Except for certification requirements, collective bargaining agreements are not
subject to Part A of Title XXVII until plan years beginning before the later of:
(a) the date when the last collective bargaining agreement relating to the
plan terminates (without regard to any extension agreed 1o after the date of
this Act; or
(b) July 1, 1997.
The Secretary of HHS will issue regulations not later than 4/1/97.
No enforcement actions will be taken regarding violations before 1/1/98 if the plan
or issuer has made a good faith effort to comply.

References 1o revisions of the IRS Code and cross references.

Enables Secretaries of HHS, Treasury and Labor to co-administer and coordinate
efforts of implementation.

ALL REFERENCES APPLICABLE TO INDIVIDUAL MARKET ONLY

Issuers that offer individual coverage may not:
(a) decline coverage to an eligible individual under the fallback provisions; or

(b) impose a preexisting condition exclusion as defined in Section
2701(b)(1)(A) on an eligible individual.

Preexisting exclusion is defined in the area noted above as: “... a limitation or
exclusion of benefits relating to a condition based on the fact that the condition was
present before the date of enroliment for such coverage, whether or not any
medical advice, diagnosis, care or treatment was recommended or received before

such date.”
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Sections 2742 and 2743

Section 2744 - State
Flexibility in Individual Market
Reforms

Rules for States With No Acceptable Alternative Mechanism (AAM)

L

Rules for State Which Adopt An Acceptable Alternative Mechanism (AAM)

An eligible individual:
(a) has 18 months aggregate prior creditable coverage as deiinad in Section
2701(c), the most recent of which was with a group, government or church
plan, or coverage offered in connection with such plan;
(b) is not eligible for group coverage, Medicare, Medicaid, and does not have
other health insurance coverage. :
(c) did not lose the most recent coverage for “a factor described in Section
2712(b), paragraphs (1) and (2) relating to fraud and nonpayment of premium.
(d) was offered COBRA or state continuation, elected such coverage and such
coverage is exhausted.

If a state elects not to implement an AAM (later defined and discussed), an
individual heaith insurance issuer may elect to limit the coverage offered to eligible
individuals, it may limit the offered coverage so long as it offers at least two
different policy forms which:

(a) “are designed for, made generally available to, and actively marketed to,

and enrail both eligible and other individuals by the issuer;” and

(b) are either the most popular policy forms or are policy forms which provide

representative coverage as defined; and

(c} this election is applied uniformly and for a period of not less than 2 years.

If an Acceptable Alternative Mechanism is not adopted and the previous rules are
followed, the following apply:
(a) Speciat Rules for Network Plans as described for the Small Group Market;
(b) Financial Capacity Limits as described for the Small Group Market:
(c) Issuers selling group only and/or through bona fide associations are not
required to offer to individuals;
(d) Issuers offering conversion policies are not required to offer to individuals;
(e) The rules do not restrict the premium charges or the opportunity to offer
healthy lifestyle discounts, etc.

These sections are outlined following Section 2744,

Section 2741 requirements are waived for states that implement an AAM which:

(a) provides a choice of health insurance to eligible individuals;

(b) does not impose a preexisting exclusion on such coverage; and

{c) includes at least one form of coverage which is comparable to

comprehensive health insurance offered in the group market or that is

comparabie to a standard group or individual option available under state iaw;
and

{d) the state must implement either:

* the NAIC Small Employer and Individual Health Insurance Availability Act
or the NAIC Individual Health Insurance Portability Model Act, both adopted
6/3/96;

« aqualified high risk pool which provides coverage to all eligible individuals
that does not impose a preexisting exclusion for eligible individuals and
provides for premiums and benefits consistent with the NAIC Model Health
Plan for Uninsurable Individuals; or

< anaiternative mechanism which provides for risk adjustment, risk
spreading or a risk spreading mechanism.

13
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+ The fcllowing are discussed as potential AAMs /or a combination therzof):
(@) a private or public individual health insurance mechanism:
{b) mandatory group conversion plans;
(c) guarantee issue of one or more plans;
(d} open enroliment.

» Thetime frame to implement an AAM is discussed in this section but is not outlined
in this document.

GENERAL RULES FOR DISCONTINUANCE

one or more of the following reasons (defined more explicitly in the bill):
(a) nonpayment of premiums;
(b) fraud;
(c) termination of coverage;
(d) movement outside the service area: or
(e) association membership ceases.

Discontinuance of a Tvoe of Coverage

+ When an issuer determines to discontinue the offer of a particular type of coverage
in the individual market, the type of coverage can be discontnued in accordance
with state law only if:

(a) notice is provided to each covered individual at least S0 days prior to the
date of discontinuance;

(b) the issuer offers to each individual the option to purchase all other
coverage currently offered by the issuer in the group market; and

{c) when exercising discontinuance and offering other coverage, the issuer
acts uniformly without regard to claims experience of individuals enrolied or
who may become enrolled.

Discontinuance of All Coverage
= When an issuer determines to discontinue offering ail health insurance coverage in
the individual market in a state, coverage must be terminated in accordance with
state law and only if:
(a) notice is provided to the applicable state authority and to each individual at
least 180 days prior to the date of discontinuance;
(b) all health insurance issued or delivered for issuance in the state in such
market or markets is discontinued and not renewed; and
(c) when coverage is discontinued in a market, the issuer may not reenter the
market for a period of 5 years beginning on the date of discontinuance of the
last coverage not renewed.

EXCEPTION FOR UNIFORM MODIFICATION OF COVERAGE

= Atthe time of renewal, an issuer may modify the coverage of a product offered to
an individual:
(a) if the modification is consistent with state law and applied uniformiy; and
(b) the reference to “individual” includes a reference to the association of which
the individual is a member.

» Coverage in the individual market must be renewed or continued in force except for

14



KASSEBAUM-KENNEDY .

REQUIREMENT =~ 2y 3eTaalasife smir i im0

Section 2743 - Certification
of Coverage

Section 2745 - Enforcement

Section 2746 - Preemption

Section 2747 - General
Exceptions

Title il - Tax Related Health
Provisions

Sections 300, 301 and
220(a) through (c)(1) -

= The provisions of Small Group Market Section 2701(e) are applicablz to the
individual market.

» Except as provided in Section 2746, each state may require that health insurance
issuers meet the requirements of Part B - Individual Market Rules. If the Secretary
determines that a state has failed to enforce the requirements, the Secretary can
enforce the requirements.

* Nothing in this part affects or modifies Section 514 of ERISA with respect to group
health plans.

« The Individual Market Rules do not apply to the excepted benefits for Small Group
Market outlined in Section 2791.

« Except as provided in Title XXVH, Part B(a), this Part is effective for coverage
issued, sold, offered or renewed after 6/30/97, regardless of when a period of
creditable coverage occurs. (Note (a) discusses the application of an AAM).

« Section 102(d)(2) of this Act applies to Section 2743 in the same manner as it
applies to Section 2701(e).

Most of Title lil, Subtitles A&B, discusses the manner in which the IRS will evaluate tax
deductions for MSA plans (exempt payments, qualified employers/beneficiaries,
transfer of account due to death, divorce, etc., what may or may not be reimbursed by

Revisions to IRS Code
Unless Otherwise Provided, | the spending account, reporting requirements, penalties, limitations on spending
Subtitles A&B, accounts, etc.
» Defines High Deductible Heaith Plan (HDHP):
Single Deductibie - $1500 - $2250
Family Deductible - $300 - $4500
Single OOP - $3000
Family OOP - $5500
= The definition of HDHP does not include coverage for:
(a) any benefit provided by permitted insurance; or
(b) coverage (whether through insurance or otherwise) for accidents,
disability, dental care, vision care, or long term care.

¢ Permitted insurance means:

(a) medicare supplemental insurance;

(b) insurance coverage if substantially all of the coverage relates to liabilities
incurred under workers comp, tort, ownership or use of property, or similar
liability as the Secretary may prescribe by regulation, insurance for a specified
disease or iliness or insurance paying an indemnity for hositalization.

» HDHP does not fail to qualify as a MSA if it does not have a deductible for
preventive care as required by state law.

+ Small employer means, in general, any employer who employed an average of 50
or fewer employees during either of the preceding 2 calendar years. Exceptions
are made for employers not in business during the preceding year and employers
who later exceed 50 employees.

Section 301 « Study effects of MSAs on small group market

» Monitoring of participation in MSAs

KASSEBAUM-KENNEDY:# % | REQUIREMEN I ee S sismimiseces:




Title IV - Application &
Enforcement of Group
Health Plan Requirements
Subtitle A, Sec. 401(a)

Chapter 100 - Group Health
Portability, Access and
Renewability Requirements

Section 8801 - Increased
Portability Through Limitation
of Preexisting Condition
Exclusions

Section 9802 - Prohibiting
Discrimination Against
Individual Participants and
Beneficiaries Based on
Health Status

Section 9803 - Guaranteed
Renewability in
Muitiemployer and Certain
MEWAS

Section 9804 - General
Exceptions

Section 9805 - Definitions

Section 9806 - Regulations

Section 402 - Penalty On
Failure to Meet Certain
Group Health Plan
Requirements

Subtitle B - Clarification of
Certain Continuation
Coverage Requirements
Sec. 421 - Cobra

Adds a new Chapter 100 to Subtitle K of the |RS Code. This chapter reiieratas the
provisions of Title XXVII except as noted.

« Basically restates the provisions of Title XXV, Section 2701, with wording changes
specific to the IRS Code.

« Omits the requirement of issuer notice of Alternative Method of crediting prior
coverage.

« Omits references to HMO affiliation periods.

« Basically restates the provisions of Title XXVII, Section 2702, with warking changes |
specific to the IRS Code.

« Requires multiemployer plans and MEWAS to guarantee renewal under the same
provisions as Title XXVII, Section 2712, {except association membership) and
adds:

(a) additional language regarding service areas; and
(b) a nonrenewal provision regarding failure to comply or renew coliective
bargaining agreements and related agreements.

« Basically restates the provisions of Title XXVII, Section 2712, with working changes
particular to the IRS Code.

e Omits references to church and nongovernmental plans.

« Omits references to treatment of partnerships.

Omits definition of group health insurance, individual health insurance, appropriate
state authority, beneficiary, bona fide association, employee, employer, church plan,
tederal government plan, nonfederal government plan, health status related factor,
participants, plan sponsor, state and other market related terms.

« Provides for the Secretary to promulgate reguiations and otherwise enforce the
provisions required to implement this Title.

Specifies tax penalties.

Provides exception for church plans.

Allows for correctional periods.

Addresses unintentional failures to comply.
Not applicable to certain small employer plans.

s 8 0 & @

Makes clarifications to COBRA and ERISA by inserting revisions to referenced federal
statutes. The full impact is not stated in the bill. HIAA Report “Implementing Kasse-
baum-Kennedy,” September 11, 1996, discusses COBRA changes effective 1/1/97:

« The extended maximum coverage period (29 months) due to disability applies to

Clarifications disabled qualified beneficiaries.
o Extended disability coverage applies if disability exists at any time during the first
60 days of COBRA (previously at time of gualifying event) - determination still must
be made and notice given during the period of COBRA coverage.
.KASSEBAUM-KENNEDY:3%| REQUIREMENT SIS R RsE il s
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Newborns and Mothers
Health Protect Act
Effectiive 1/1/98

Mental Health Parity Act
{(Amends HIPAA)
Effective for plan years

beginning 1/1/98 and
Sunsets 9/30/2001.

COBRA can be terminated if beneficiary becomes covered under another group
plan with a pre-existing clause if the new plan exclusion does not apply by reason of
prior creditable coverage.

Qualiiied beneficiary includes adopted children, enabling plan changes upon
adoption of a child.

Group health plans/insurers may not:
(a) restrict benefits for any hospital stay in connection with childbirth for the
mother or the newborn to less than 48 hours for a normal vaginal delivery or 96
hours for a cesarean section although the provider and mother in consuttation
may agree to an earlier discharge;
(b) require that a provider obtain preauthorization to assure these tengths of
stay;
(c) deny eligibility to avoid this Act;
(d) provide payments or rebates to mothers to accept less limits;
(e) penalize or reduce reimbursement to providers due to compliance;
(f) provide incentives to provides to encourage noncompliance; or
(g) restrict benefits.

The Act does not:
(a) require the mother to give birth in a hospital or fo stay in the hospital for the
specified times;
(b) prevent the application of deductibles, coinsurance, copays, etc., although
the deductibles, coinsurance, etc., related to the extended stay may not be
greater than the basic charges; or
(c) prohibit negotiation of provider charges.

Group health plans which provide medical, surgical and mental health benefits may
not impose an aggregate dollar lifetime limit on mental health benefits if it does not
impose such a limit on medical and surgical benefits.
If there is an aggregate dollar lifetime limit on substantially alt medical and surgical
benefits, the plan must either:

(a) apply one limit equally to all benefits; or

{b) use equal limits for medical-surgical/mental health benefits.
Group health plans which do not impose an annual dollar limit on medical and
surgical benefits may not impose an annual limit on mental health benefits.
Group health plans which do impose an annual dollar limit on substantially all
medical and surgical benefits must either;

(a) apply one limit equally to all benefits; or

(b) use equal limits for medical-surgical/mental heaith benefits.

If none of the above apply, the Secretary will estabiish rules for compliance.

The Act does not require that mental health benefits be provided.
The Act does not affect the terms and conditions (including cost sharing, limits on
numbers of visits or days of coverage and medical necessity) except as expressed
above regarding parity in aggregate/annual benefit limits.
The Act does not apply to small employers (2-50) and rules are provided for
computing employer status.
The Act does not apply to a group health plan if application would result in a cost
increase of at least 1% .
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MEMORANDUM
To: Members of the General Assembly
From: Ginny Wilson, Ph.D:
LRC Chief Economist
Subject: Health Insurance Data
.Date: August 12, 1997

The purpose of this memo is to present data that members of the General Assembly may find useful in
considering further changes to laws governing health insurance in the individual and small-group
markets. Data on three topics is presented. First is an estimate of the current insurance status of
Kentuckians, and how that might have changed in the last two years. Next is a summary of available
data on those who purchased insurance through the buy-in program, which predated implementation of
the provisions of HB 250. Last is a summary and analysis of data for state high-risk pools in operation
for at least three years. These topics were not chosen for any particular policy reason, but because they
represent areas where staff has obtained data not yet reviewed by most legislators. Data on other topics
will be presented, as it becomes available.

Current Insurance Status

The Legislative Research Commussion, in conjunction with the Survey Research Center at the
University of Louisville, is now completing an enhanced replication of the Health Insurance Survey that
was first conducted in the summer of 1996.' Collection of data for the 1997 Health Insurance Survey
began in May, and is proceeding in two stages. In the first stage, data on health status, health insurance,
and demographics was obtained from a random telephone sample of approximately 1200 Kentucky
households. That stage of the data collection was just completed and is the data used to make the
preliminary estimates presented below.

! Legislative Research Commission, Number and Characteristics of the Individually Insured, Small-Group Insured, and
Uninsured in Kentucy, Research Memorandum No. 474, March 1997.



The individually insured, small-group insured, uninsured, and newly uninsured are groups about which
there is intense policy interest, yet they represent relatively small proportions of the total population.
This means that, unless it is extremely large, a random sample of the population will not yield enough
cases to allow reliable estimation of the characteristics of these groups. Therefore, the second stage of
the data collection is designed to obtain additional sample responses only from members of these
groups. The “oversampled” responses will not be used to make estimates of population proportions,
but only to describe group characteristics. That stage of the data collection is still in progress;
therefore, it should be understood that the estimates presented below are preliminary, subject to further
analysis of the final sample. A complete and formal report of the 1997 Health Insurance Survey will be
published as soon as possible after data collection and analysis is finished.

Table 1 presents the preliminary estimate of the insurance status of Kentuckians. Note that the estimate
of the percentage of uninsured is from the Census Bureau, rather than the 1997 Health Insurance
Survey. It has been shown that the characteristics of those without a telephone are, in many respects,
similar to those who do not have health insurance.> Thus, there was some concern that estimates from
the telephone survey would understate the number of uninsured in the total population. For this reason,
the estimate of the number of uninsured is taken from the 1996 Current Population Survey (CPS),
which was an in-person survey conducted by the Census Bureau.

Uninsured

Based on the CPS conducted in March of 1996, the Census Bureau estimated that 14.6% of
Kentuckians were uninsured in 1995.> When applied to the official 1996 estimate of the Kentucky
population, this represents about 570,000 individuals. This estimate is not significantly* different from
the estimate derived from the 1995 CPS. Note that the 1996 CPS collected data on insurance status in
1993, prior to enactment of HB 250. While telephone surveys may not accurately reflect the absolute
number of uninsured, the telephone bias may not be as serious a problem for estimating changes over
time. Estimates of the percentage of non-elderly Kentuckians, with telephones, who were uninsured
were taken from the 1994 - 1996 Health Polls conducted by the University of Kentucky Survey
Research Center, and from the 1997 Health Insurance Survey. All of these estimates ranged from 16%
to 17%, a vanation not statistically significant. Thus, the available data does not show evidence of a
large change in the percentage of the non-elderly population without insurance. Results from a fuil
population sample would be expected to be different only if the uninsured who do not have telephones
act in a manner very different from the uninsured with telephones.

Table 2 shows the weighted average age and health status distributions of the uninsured found in the
annual 1991 - 1995 Health Polls, compared to the distributions found in the 1997 Health Insurance
Survey. There was not a significant difference in the age distribution of the uninsured between the two
time periods. However, those uninsured in 1997 were significantly more likely to report that their
health status was excellent, and less likely to report that it was fair, than in previous years. This is

*U.S. Bureau of the Census, Phoneless in America, July 1994 and Who Goes without Health [nsurance?, September,
1996. T

*Estimates from the March 1997 CPS, with data for 1996 will be released this fall.

* Throughout this memo the term “significant” is reserved for those cases where a difference has been found to be
statistically significant at the 0.05 level.



consistent with the expectation that changes in health insurance laws may have made health insurance
less attractive for healthy individuals, and more attractive for those who consider their health only fair.

Privately Insured

Data from the 1996 and 1997 Health Insurance Surveys indicate that the percentage of the population
with individual health insurance policies has declined from 5.5% to 4.3%. This decline is significant.
Conversely, the percentage with small-group insurance significantly increased, from approximately 9%
to 12%.°

One explanation for the decline in the percentage of individually insured might be the general disruption
in that market, and the withdrawal of all but two insurance carriers, Anthem and Kentucky Kare. An
explanation for the increase in the small-group percentage could be the relative stability of that market
and the possibility that the insurance reforms made insurance more affordable for those firms.

However, caution should be used in attempting to explain the changes only in terms of the insurance
legislation. Other factors, particularly the strong growth of the Kentucky economy, could account for
some of the change. For example, it is estimated that total state employment in Kentucky will be 4%
higher in 1997 than in 1995, a gain of about 66,000 employed persons.®

Approximately 46% of the state’s population is insured through employers with 50 or more employees,
based on the 1997 Health Insurance Survey results (this group was not surveyed in 1996.) Using the
assumption that most self-insured firms have 50 or more employees, it is estimated that nearly half of
the large-group insured, or a third of all privately insured, are covered under self-insured plans.

Buy-In Group

HB 250 established the “CommonHealth of Kentucky” program (more commonly known as the “buy-
in” program), which allowed any Kentucky resident to purchase health insurance as part of the state
employee group. Applications were to be accepted only between the time the law became effective in
July 1994, and the time that the Kentucky Health Purchasing Alliance was to become operational in July
1995. At that time, those in the buy-in group were to be transferred to the individual segment of the
Alliance group.

Applicants to the program could not be refused a policy, but those with medical conditions considered
high-risk were to be charged a premium not to exceed 200% of the premium charged for state
employees. It is staff’s understanding that members of the buy-in group who were classified as high-risk
were charged 150% of a state-employee premium until they were moved into the Alliance. At that time,
the excess premium was dropped in accordance with the requirement of HB 250 that health status not
be used to price health insurance. The buy-in group was never transferred to the individual segment of
the Alliance, and remains as part of the state group for insurance purposes.

According to data provided by both the Department of Personnel and the Alliance, just under 5,000
policies, covering about 6,400 individuals, were ever issued through the program. Slightly over 43% of
those policies were designated as high-risk.

* SB 343 defined small employers as those with fewer than 50 employees.
®Manoj Shanker, Kentucky Economic Outlook, presented at a seminar held by the Office of Financial Management and
Economic Analysis, August 5, 1997.



As of March 1997, approximately 2,200 of the buy-in policies were still active. These policies provide
coverage for nearly 3,300 individuals. The policyholders, themselves, account for about two-thirds of
the covered individuals, while spouses and covered children make up about 14% and 17%, respectively.

If dependents of an original policyholder chose to stay in the program after the policyholder did not,
then the high-risk status of that contract was not noted in the data.” Just over two hundred contracts
fall into this category. For those contracts where the designation is known, 42% of the currently active
policies were originally classified as high-risk. Thus, it does not appear that policyholders classified as
high-risk were less likely to drop out of the program than those not so classified.

The average age of current buy-in policyholders is 55, compared to 45 for insured state employees; and
59% are female, compared to 49% of insured state employees. A comparison of the purchasing
behavior between those in the buy-in group who were classified as high-risk and those not so classified
indicates that the high-risk group was significantly more likely to purchase an enhanced plan, and
significantly less likely to purchase a standard, economy, or budget plan. The high-risk group was also
more likely to purchase an indemnity plan and less likely to purchase an HMO or PPO plan. Finally,
34% of the high-risk group chose a Kentucky Kare plan, compared to 22% of the non-high-risk group —
a significant difference and likely related to their preference for indemnity plans. The situation was
reversed for Alternative Health Delivery Systems, where the percentages were 3% and 8%, respectively.
No other carrier had a difference that was significant. For example, Anthem was chosen by 29% of the
high-risk group, and 32% of the non-high-risk group.

A final point to note about the Buy-in policyholders still included in the state employee group is that
they come under the same pure community rating system used for all state employees. The General
Assembly appropriates the same dollar amount for the health insurance purchases of all state employees,
without regard to the age, gender, or health status of particular individuals. The premiums for
dependent coverage are also set without regard to individual characteristics. Thus, the premiums
observed by those in the state group vary only by the richness of the plan, and the type of coverage
(such as single or family) that is chosen.

However, the premium paid to the insurance company by the Alliance for an individual employee is
adjusted for age and gender, as was allowed by SB 343. Because of the fact that the buy-in group was
maintained in the state employee group, the premiums paid by these policyholders were also not
adjusted for age and gender, as they would have been had they transferred to the individual segment of
the Alliance. Analysis of the data indicates that the state pays approximately $1.6 million per year more
Jor this group of policyholders than it receives from them in premiums. Note that this amount is solely
due to the fact that they are not rated for age and gender. In order to estimate the full amount of their
cost to the state, it would be necessary to add to the $1.6 million any additional amount by which their
claims exceed their age-and-gender-adjusted premiums. This information would only be available from
insurance carriers. To the extent that total claims exceed total age-and-gender-adjusted premiums, then
the buy-in group increases the average premium charged for the community-rated state employee group.

" Examples of when this situation could occur would be if the original policyholder became eligible for another form of
insurance, such as Medicare, or was no longer a member of the family, such as through divorce or death.



High-Risk Pools

Establishment of a state high-risk pool is an option mentioned frequently in the policy debate over
alternatives for changing the current insurance laws. Communicating for Agriculture publishes an
annual edition of Comprehensive Health Insurance for High-risk Individuals, which contains a wealth
of current and historical data on the operation of all state high-risk pools. The most recent edition
contains data for 1995 and previous years. A summary and analysis of this data was performed to
address questions legislators may have about how such pools are functioning in other states.

1995 Operations

Twenty-three state high-risk pools had sufficient data to be included in the analysis (Table 3). These
pools had 91,000 participants in 1995. Fifteen of the pools had maximum lifetime benefits of $500,000
or less, and only one had unlimited lifetime benefits. Twenty had waiting periods of six months or less,
and all but one had a condition exclusion period 6 months or less. About half set maximum premium
caps at 150% of the standard premium or below. Just over half devoted some state funds to the pool,
either through a direct appropriation or through a state tax credit against premium assessments.

For all of the pools, the per capita premium received was $2,458, which left a per capita deficit of
$1,984 after payment of all claims and administration costs. On average, premiums equaled 55% of the
total costs of operation (Table 4). In every state, the number of pool participants was less than 1% of
the state population. This is not surprising since the text quotes the estimate that, nationally, only 1% of
the non-elderly population is uninsured and has a medical condition that makes them uninsurable in an
experience rated market. Given that estimate, pool participation equals about 8% of that group.

Premiums in high-risk pools are usually set at some percentage above the comparable “standard”
premium for a similar person without a high-risk condition. Table 6 summarizes the pricing factors used
by several pools. Examples of the actual premiums charged are shown in Table 7. For companson
sake, only premiums for states offering plans with a $1,000 deductible are displayed. It is clear that the
variation in high-risk premiums is a function of three primary factors -- variations in the level of the
“standard” premium, variations in the non-health factors of age and gender, and variations in the
additional percentage charged for the “high-risk” designation. The interaction of where these three
factors are set determines, in large measure, how many participants will join the pool, and how much of
their costs will have to be subsidized by non-premium receipts. The lower the high-risk premium, the
greater the number of individuals who will be able to join the pool, but also the more of their costs that
will have to be covered through some other means.

Changes in Operations

Historical data was analyzed to show changes in the operation of state high-risk pools between 1990
and 1995. In general, both the number of pools and the number of participants in those pools increased
between 1990 and 1993. Florida, which closed its pool, Iowa, and North Dakota were the only states
to show consistent declines in the number of participants over most of the period. Conversely, about
two-thirds of the states experienced reductions in 1994 or 1995, or both (Table 8).

The national trend in increases in-per capita premiums was in the neighborhood of 10% per year
through 1994, when the rate fell back to 3% (Table 9). About half of the states had actual decreases in
per capita premiums in 1995. Premiums as a percent of total costs increased from 51% in 1990 to 60%



in 1993, then dropped to 55% in 1995 (Table 10). Per capita deficits moved in the opposite direction -
increasing in every year except 1993. Most of the decline in that year was from a 55% reduction in
claims paid by the closed Florida pool (Table | 1). For those states which impose an assessment on
premiums to fund their deficits, there was no clear pattern of increases or decreases apparent in Table
12. Collections in many states appeared to be erratic from one year to the next. Minnesota was the
only state that showed a consistent increase in assessments over the period.

[ hope you find this data useful as you continue your deliberations. Please let me know if you have
questions about the information presented here, or if there is other data you would like me to seek. As
additional data is acquired, it will be made available to you as soon as possible.



Table 1

Insurance Status of Kentuckians

Number Percent

Population: 7/1/96° 3,880,000 100.0%

Less: Uninsured” 570,000 14.6%

Total Insured 3,310,000 85.3%

Less: Government insured® 880,000 22.7%

Privately Insured 2,430,000 62.6%
Insurance Companies®

Individually Insured 165,000 4.3%

Small-Group Insured 465,000 12.0%

Large-Group Insured 1,000,000 25.8%

Self-Insured® (assumed to be mostly large groups) 800,000 20.6%

Total Large-Group Insured 46.4%

1,800,000

Source: LRC staff estimates based on notes below.

Notes:

a. U.S. Census Bureau.

b. Estimate from the 1996 Current Population Survey (CPS), published by the Census Bureau.

¢. Rounded estimates of Medicare, Medicaid net of Medicare, and other govermnment coverage

(such as CHAMPUS & VA) net of all other coverage, from 1997 Health Insurance Survey.

d. Rounded estimates from the 1997 Heaith Insurance Survey except for the estimate of associations

which was taken from the Department of insurance, Market Report on Heafth insurance .

e. Estimated by applying national percentages, published by the Bureau of Labor statistics,

to the distribution of KY firms by size, and updated from the 1993 base.

l




Table 2

Age and Health Characteristics

of the Uninsured

!
Difference
Average | Statistically
Age Category | 1991-1995 | 1997 Significant
under 30 31.3% 30.1% No
30-39 25.5% 26.7% No
40-49 19.4% 23.3% No
50-59 16.2% 15.3% No
60-64 7.7% 4.6% No
100.0% 100.0%
Sample Size) (326) (327)
Self-Reported Health Status
Excellent 17.6% 24.5% Yes
Very Good , 24.8% 29.8% No
Good 27.6% 25.8% No
Fair 20.0% 11.0% Yes
Poor 10.0% 8.9% No
100.0% 100.0%
(Sample Size) (290) (327)
Notes: i

1. The 1991 - 1995 data is from the annual heaith polis conducted by the

University of Kentucky Survey Research Center. | |

2. The general health status question was not asked on the 1994 Health Poil,

3. There were no significant differences between the data for any years of the

Heatth Poll, so using the average of all years 1o increase sampie size should

not give spurious resutts, | | I

4. The 1997 data is from the Heaith Insurance Survey conducted by the

University of Louisville Survey Research Center. | i
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Table 7

Standard and High-Risk Monthly Premiums
’ State High-Risk Pools-

1895
Males
$1,000 Deductible Policy
Under Age 30 Age 60 -64 High Risk Premium
State Standard High-Risk  Standard High-Risk as % of Standard
Minnesota* $ 54 §- 67 $ 151 8 189 125
Oklahoma 76 96 344 430° 125.
lllinois - 150 203" 608 B2t 135
North Dakota*™ 80 108 249 336° 135
Montana* 110 165 348 522 150
New Mexico* 89 133 381 571 150
Louisiana** 78 156 303 6058 200
Females
$1,000 Deductibie Policy
Under Age 30 Age 60 - 64 High Risk Premium
State Standard High-Risk  Standard High-Risk as % of Standard
Minnesota® $ 54. & 67 $ 1517 § 189~ 125
Oklahoma- 115 143 315 - 394- 125
lllinois 1887 254 496 670- 135
North Dakota* 80 108 249 336-. - 135.
Montana= 110" 165 348 522 150..
New Mexico™ 114 171 323 484.- 150"
Louisiana™ 108 216. 268 536 200

Source: LRC staff analysis of data in Communicating for Agriculture,
Comprehensive Health Insurance for High-risk Individuals, 1996.

Notes

1. LA, MN, MT, NM, ND & OK - All age categories under 30 averaged {o obtain the under 30 premium.
2. Smoker premium rates used for LA::

3. Premiums by region: IL - rates for Chicago used; LA - rales for New Orleans usad.,

4. New Mexico - rates with optional matemity benefits used.

5. North Dakola - rates without optional chiropractic benefits used.
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Table 10

Premiums as a Percent of Total Costs
State High-Risk Pools

1990 - 1995
Premiums as a Percent of Total Costs

State 1990 1991 1992 1993 1994
Alaska 38% 59%
California 44% 56% 56% 67%
Colorado 257% 123% 98% 82%
Connecticut 46% 45% 49% - 51% 47%
Florida 41% 43% 36% 65% 50%
Ilinois 46% 50% 56% 64% 64%
Indiana 47% 50% 40% 51% 63%
lowa 84% 74% 76% 71% 80%
Kansas 72% 63%
Louisiana: - 2% 44%-° 44%
Minnesota: 48% 55% 53%- 56%.- 55%:.
Mississippi 70% 167%. 85%
Missouri 108% 81% 68%
Montana 101% 88% 81% 92% 111%
Nebraska 63% 64% 80% 62% 61%
New Mexico 65% 63% 65% 61% 57%
North Dakota - 57% 52% 66%- 70% 87%-
Oregon 88%- 72% 73% 60% 63%
South Carolina- 77% 61% 73% 84%. %
Utah 81% T7%: 61%
Washington 61% 69% 54% 57% 33%
Wisconsin 62% 54% 50% 64% 56%
Wyoming 132% 127% 73% 66%
Total 51% 52% 54% 60% 59%

Source: LRC staff analysis of data from Communicating for Agricuiture,
Comprehensive Health Insurance for High-risk Individuals, 1996

1995
23%
63%
58%
55%
48%
58%
438%
85%
64%
50%
52%
75%
68%
89%
58%
62%
47%
58%
73%
64%
21%
48%
50%
55%
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The purpose of this memo is to report staff analysis of newly available data on three
segments of the Kentucky population — those who reported that they obtain health insurance
policies in the individual segment of the health insurance market, those who reported that they
obtain health insurance policies in the small group segment of the health insurance market, and
those who reported that they have no health insurance, with particular attention given to those
who reported being newly uninsured or having uninsured children in the household. Also
included is a summary of an exploratory mail survey of small employers who offered health
insurance. The data was obtained from three recent surveys of Kentucky households.



EXECUTIVE SUMMARY

Recent policy debates on health insurance reform were hampered by the fact that little reliable
information was available on the numbers and characteristics of Kentuckians in the affected
segments of the insurance market. The 1996 debate on revisions to reforms initially adopted in
1994 was also hampered by the fact that little reliable data existed on the characteristics of the
individual and small-group health insurance markets before any reforms were adopted, and how
those markets were changed when initial reform provisions were implemented.

Since it is likely that the policy debate on health insurance reform will continue in future General
Assemblies, the Legislative Research Commission sponsored a telephone survey of Kentucky
households to gather data on the three segments of the insurance market most affected by changes
in insurance laws, along with an additional group in which there is particularly policy interest.
These are:

* Adults covered under health insurance policies purchased directly from
insurance companies;

* Adults covered under health insurance policies provided through employers
with fewer than 50 employees;
The uninsured, particularly those newly uninsured within the past 12 months;

¢ Households with uninsured children.

Responses to the Health Insurance Survey, and other available surveys, were used to estimate
characteristics of Kentuckians in the four groups of interest at the particular time data was
collected. Significant changes have occurred since the data was collected, particularly in the
individual insurance market, as insurers withdrew from Kentucky and as it was determined that
chambers of commerce and the Farm Bureau could take into account health status in setting the
premium for an individual policy. The only reliable way to assess the on-going changes in these
market segments is to repeat the data collection at some reasonable interval, Thus, survey results
presented in this memo represent a baseline snapshot of the individual and small-group markets
after implementation of most of the provisions of HB 250 and before implementation of most of
the provisions of SB 343. Unfortunately, there is no baseline of pre-HB 250 data jor
comparison. In order to determine how provisions of SB 343 are affecting these markets it
would be necessary 1o repeat the survey, and see how characteristics of policies and covered
adults had changed from the baseline snapshot presented here.



INDIVIDUALLY INSURED

1. Number

It is estimated that 5.5% of the Kentucky population (or 6.3% of the population under 65) are
covered under health insurance policies purchased directly from insurance companies. Based
on the 1995 Kentucky population, this is about 210,000 individuals.

2. Characteristics of Adults

o 47% were female, and 53% were male

» Average age was 43

» Median household income was between $25,000 and $35,000

e 55% worked outside the home

e 85% scored in the best two out of the four categories of a standard health status index

« 5% scored in the worst category of a standard health status index

e 27% smoked regularly in the past two years

o 60% reported 2 or fewer doctor visits in the previous year, while 12% reported 7 or more
» Nearly 30% were under age 40 and scored in the best category of the health status index.

3. Characteristics of Policies

Percent of
Characteristic Individual Policies
Issuing Company
Blue Cross/Blue Shield 48
Humana 5
Amernican Medical Security 3
Golden Rule 3
Kentucky Kare 3
Other 33
Unknown 6
Total 100
Purchased through KY Health Purchasing Alliance 20
Identified as a standard plan 25
Had managed care features 46
Had deductible greater than $1,000 25

4. Knowledge of Changes in the Law

e 67% had heard of changes in the law

e 37% thought the changes would directly affect them

» 28% said they were familiar with standard plans

« Slightly less than 20% correctly knew that, under standard plans, anyone could buy a
policy no matter how sick, and that individuals with similar characteristics would pay the
same no matter whether they were healthy or sick
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SMALL-GROUP INSURED

1. Number

It is estimated that 9.3% of the Kentucky population (or 10.7% of the population under 65)
are covered under health insurance policies purchased through an employer with fewer than
50 employees. Based on the 1995 Kentucky population, this is about 360,000 individuals.

2. Characteristics of Adults

Females and males each accounted for about half these respondents

Average age was 39

Median household income was between $25,000 and $35,000

62% worked outside the home

90% scored in the best two out of the four categories of a standard health status index
2% scored in the worst category of a standard health status index

29% smoked regularly in the past two years

67% reported 2 or fewer doctor visits in the previous year, while 9% reported 7 or more
Nearly 40% were under 40 and scored in the best category of the heaith status index.

3. Characteristics of Policies

Percent of
Characteristic Small-Group Policies
Issuing Company
‘ Blue Cross/Blue Shield 49
Alternative Health Delivery Systems 4
Humana 8
Aetna 2
HealthWise 2
Other 28
Unknown 7
Total 100
Purchased through KY Health Purchasing Alliance 17
Identified as a standard plan : 18
Had managed care features 58 .
| Had deductible greater than $1,000 R : 9 -

4. Knowledge of Changes in the Law

65% had heard of changes in the law :

24% thought the changes would directly affect them

21% said they were familiar with standard plans

Approximately 13% correctly knew that, under standard plans, anyone could buy a policy
no matter how sick, and that individuals with similar characteristics would pay the same
no matter whether they were healthy or sick



UNINSURED

. Number

There has recently been some confusion about various estimates of the number of
uninsured in Kentucky and whether different estimates can be used to gauge changes in
the number of uninsured since new laws governing health insurance were enacted.
Generally, differences in the estimates offer no reliable measure of changes in the number
of uninsured in the state.

The most recent point estimates of the percentage of uninsured in Kentucky by the Bureau
of the Census from the CPS were 15.2% in 1994 and 14.6% in 1995. This gives a 1995
point estimate of about 560,000 uninsured in Kentucky.

The standard error on either of the estimates is +/- 1.3 percent. Therefore, the Bureau did
not find a statistically significant change in the state’s percentage of uninsured from 1994
to 1995.

This does not mean that it is safe to conclude that there was not a change in the number of
uninsured in the state. It means that, if changes occurred, they were not large enough to be
identifiable using the Bureau of the Census’ current methodology for estimating the
number of uninsured by state. '

. Characteristics

Uninsured adults-were significantly more likely to be younger, have less family income
(median was $10,000 - $15,000), and not be currently employed than the privately
insured. ‘

Uninsured adults were significantly more likely to have worse scores than insured adults
on two items of a standard health index..

68% said they did not have health insurance because they could not afford it; 5% said a
medical condition prevented them from getting coverage.

40% had been uninsured for a year or less, while 42% had been uninsured for 5 years or
more. It is likely that effective policy proposals for the temporarily uninsured would be
different than those for the chronically uninsured. :
Of those previously insured, 74% said coverage ended with a change in either employment
or family status (such as divorce or reaching adulthood). _ '
18% of the previously insured said they dropped coverage because the premium became
too expensive. ' :

i New_ly Uninsured within the Past 12 Months

Average age was 37. ¢ . i

Median household income was $15,000 - $25,000.

69% said previous coverage was through an employer; 24% had held an individual policy.
58% of the previous policies covered 1-2 aduits, and no children. i

66% said they dropped coverage because of a change in employment or family status.
18% of these households said they dropped coverage because they could no Ionger afford
it. This response was given by 50% of thoseé who had previously held an individual policy.
29% had heard of changes in the law but only 3% were familiar with standard plans.

iv



UNINSURED CHILDREN

13% of Kentucky's children, or 125,000, are uninsured, based on an average of the estimates
by the Census Bureau for 1991 - 1995.

43% of uninsured children live in families with incomes below 100% of the federal poverty
level.

86% of uninsured children live in families with incomes below 250% of the federal poverty
level.

25% of uninsured children are under 5, and 31% are between 13 and 17.

20% of uninsured children live with an adult who has insurance, usually through an employer.
82% of uninsured children live with 2 or more adults.

The median amount adults in families with uninsured children said they would be willing to
pay for one basic child’s policy was $30.

There are approximately 600,000 children in Kentucky covered by private insurance.

Although “only” 18% of privately insured children live in families with incomes below the
federal poverty level, compared to 62% of uninsured children, there are approximately
108,000 insured children in this income class, compared to about 77,000 uninsured children.
The cost of subsidizing insurance for currently uninsured children is likely to be significantly
underestimated unless the estimate incorporates the large number of insured children in the
income classes deemed eligible for a subsidy. Many families with currently insured children
who meet income criteria would be expected to drop current coverage to avail themselves of
an income-based subsidy.



INTRODUCTION

HB 250, enacted by the 1994 General Assembly, mandated that health insurance policies sold by
insurers directly to individual policyholders (meaning they were not purchased . through
membership in any group), and group policies sold to employers with fewer than 100 employees
be priced according to a modified community rating system.! The modified community rating
structure enacted in HB 250 no longer allowed health status or gender to be considered in setting
the price charged for health insurance policies sold in these segments of the market. The price
considerations for age were limited by a provision that the oldest policy holder could be charged
no more than 3 times the premium charged the youngest adult. The only other factors which
could be considered were geographic location and, for small employers, type of industry.
However, the effect of these last two factors on premiums was limited to 15% when comparing
the highest to the lowest.

The 1996 General Assembly enacted SB 343, which made significant modifications to the
insurance provisions of HB 250. First, policies sold to employers with 50 to 99 employees were
no longer subject to the rating restrictions. Second, the bands allowed on premium rates were
widened so that females of a specific age could be charged a premium 1.5 times as much as males
of the same age, and the oldest policyholders could be charged a premium greater than that of the
youngest adults, but the highest premium for a particular policy could be no more than 5 times the
lowest premium, considering all demographic factors. Finally, insurance plans sold by
associations of small employers and individuals were exempt from the restrictions set in the
modified community rating structure.

The policy debate on both of these bills was hampered by the fact that little reliable information
was available on the numbers and characteristics of Kentuckians in the affected segments of the
insurance market. The debate on SB 343 was also hampered by the fact that little reliable data
existed on the characteristics of the individual and small-group health insurance markets before
the passage of HB 250, and how those markets were changed when its provisions were
implemented. '

Since it is likely that the policy debate on health insurance reform will continue in future General
Assemblies, the Legislative Research Commission sponsored a telephone survey of Kentucky
households to gather data on the three segments of the insurance market most affected by the
changes.in the insurance laws - policyholders in the individual market, policyholders in the small-
group market;’ and the uninsured. Because legislators had expressed particular interest in the’
characteristics of uninsured children, information on this group was sought as well.

Responses to survey questions are used to estimate the characteristics of Kentuckians in the four
groups of interest at the particular time the data was collected. Significant changes have occurred
since the data was collected, particularly in the individual insurance market, as insurers withdrew
from Kentucky, and as it was determined that chambers of commerce and the Farm Bureau could

' Provisions of the 1994 and 1996 legislation discussed here also applied to policies sold to various public
employee groups. However, because relatively more data either was available at the time, or could be obtained in a
fairly direct manner likely to be more reliable than these surveys, public employees are not discussed in this memo.



take into account health status in setting the premium for an individual policy. The only reliable
way to assess on-going changes in these market segments is to repeat data collection at some
reasonable interval. Thus, the survey results presented in this memo represent a baseline
snapshot of the individual and small-group markets after implementation of most of the
provisions of HB 250 and before implementation of most of the provisions of SB 343
Unfortunately, there is no baseline of pre-HB 250 data Jor comparison. In order 1o determine
how provisions of SB 343 are affecting these markets it would be necessary o repeat the survey,
and see how characteristics of policies and covered adults had changed from the baseline
snapshot presented here.

The memo is organized in the following manner. First is a description of each of the surveys from
which the data is drawn. Then analysis results are presented for policyholders in the individual
market, policy holders in the small-group market and, finally, for the uninsured.

DATA SOURCES

Data on insurance status and demographic characteristics was collected in three separate random
surveys of Kentucky households. These surveys were conducted at different times, asked
different questions and have different strengths and limitations for the analysis. Therefore, the
decision was made to draw on each data source as it was judged to provide a more reliable
estimate of the characteristics of the population of interest. Results from the three sources are not
always strictly comparable, and may even provide substantially different estimates because of their
differences in timing, methodology, and content. The three surveys are denoted as

1. 1996 Health Insurance Survey,
2. Spring 1996 Kentucky Survey,
3. Current Population Survey for various years (CPS).

1996 HEALTH INSURANCE SURVEY

The 1996 Health Insurance Survey was targeted to Kentucky households with members who
obtained health insurance in the individual market, or in the small-group market, or who became
uninsured within the past 12 months, or who were uninsured children. The survey was conducted
by the University of Kentucky Survey Research Center. Dr. Glenn Blomquist, Professor.of
Economics and Public Policy at the University of Kentucky, supervised the-design and
implementation of the survey. Between June 20, 1996 and August 22, 1996, the Survey Research
Center (SRC) made 13,354 calls to Kentucky telephone numbers generated from a random digit
dialing routine. Of these calls, 8,173 households were determined to be ineligible to participate in
the survey because they had no members who fell into one of the groups of interest, or for other
reasons, such as language problems or that no one was available who could answer questions
about household insurance policies. Another 3,543 respondents refused to participate in the
survey. Completed interviews were obtained from 1,638 respondents, for a response rate of
31.6%. The overall margin of error on the estimates from this survey is plus or minus 2.5%.



Content

The survey questions addressed to each respondent depended on whether members of that
household fell into one or more of the targeted groups. Those who reported having uninsured
children were asked questions about the number and ages of those children, and the amount the
respondent might be willing to pay to purchase a basic health insurance policy for each child.
Uninsured adults were asked whether they had been covered within the past 12 months and, if
they had, the characteristics of that coverage and why it had lapsed.

Respondents with household members insured under a policy obtained directly from an insurer or
through an employer with fewer than 50 employees were asked a more detailed set of questions.
First, respondents were questioned about the characteristics of each individually purchased or
small-group health insurance policy held by members of the household. Information requested
included the name of the insurer, the benefits covered by the policy, the cost-sharing provisions of
the policy, and the amount of the premium paid for the policy. Those holding small-group
policies were asked the amount, if any, the employer contributed to the premium. Respondents
were also asked whether the policy was one of the standard plans mandated under the insurance
reforms and whether the policy was obtained through the Kentucky Health Purchasing Alliance.

Next, respondents were questioned about characteristics of each adult in the household covered
under each policy. The characteristics of interest were age, gender, occupation, number of
physician visits in the last 12 months, and measures of health status, The respondent was also
asked whether any individual (adult or child) covered under the policy had been previously
refused health insurance, suffered from one of a list of serous medical conditions generally
considered uninsurable (such as heart disease, diabetes, and cancer), or had been newly insured in
the past 12 months. :

Finally, respondents were questioned about their knowledge of the enacted changes in health
insurance laws and how they thought their families would be affected by those changes.
Information about total household income was also requested.

Limitations

In any research on the characteristics of a particular subset of the population, it is preferable to
have information about how that subset compares to the larger group. In this instance it would
have been preferable to collect comparable survey data on individuals insured through large
employers, who comprise thé majority of insureds. “However, because the primary policy focus
was on the individual and small-group segments of the market, and because these segments
represent such a small percentage of the insured market, the decision was made to expend all
available resources on increasing the sample size of the target groups rather than collecting data
on other insured. Generally, the number of respondents insured by large employers is sufficient in
other surveys, such as those discussed below, to allow adequate estimation of the characteristics
of that group. : S



Just as resource limitations force priority-setting for sample selection, time constraints force
restrictions on content. Survey participation was entirely voluntary on the part of respondents.
To hold down the number of respondents who might refuse to participate, or who might drop out
before the interview was completed, the time questions took to complete was restricted to about
20 minutes. Because the pricing of insurance policies is usually based on the characteristics of
adults, but only on the presence and number of children (unless they have a high risk condition,
which was captured in the survey), information about the characteristics of children insured in the
individual and small-group markets was not sought in the survey.

In this survey, the RAND 5-Item Health Index was used as a measure of the health status of
adults insured in the individual and small-group markets. The total score on the index was
determined by asking respondents if they agree or disagree with several questions about their
health, such as, “I seem to get sick a little easier than other people.” Answers for each question
were ranked from healthy to unhealthy and then all responses were summed to get the final index
score.” Respondents with low scores had relatively good health, while those with high scores had
relatively poor health. This is a widely used and well-validated index of self-reported health status
that has been shown to be highly correlated with actual utilization of health services and with
independent assessments of health status by health care professionals.’ The American Academy
of Actuaries has even suggested the index as a possible method for calculating risk-adjustment
factors for insurance carriers.*

However, it should be understood that, in this survey, the respondent who answered the survey
questions was asked to answer the RAND Index questions not only about themselves, but also
about any other adults in the house who were covered under the target policies. The
methodology of having one respondent answer health status questions about other members of the
household was used by the federal Agency for Health Care Policy Research in the National
Medical Expenditure Panel Survey, and by the Bureau of the Census in the supplement to the
March 1995 CPS.’ The health index scores based on reports by the respondent for other
members of the household are thought to be generally reliable, as it is expected that respondents
would be fairly well-informed about the health characteristics of other household members. The
fact that the distribution of responses on the health status questions using the respondents’
assessment of other household members does not differ significantly from the distribution that
other recent SRC polls have obtained using only self-reported responses is an indication that the
use of this approach is not a serious source of error.

Finally, due to an error in the structure of the data collection program, the total number of people
in the household was not obtained for those with individual or small-group policies, and total
household income was not obtained for those with uninsured children. Because federal poverty

? Aday, Lu Ann, Designing and Conducting Health Surveys, Second Edition. San Francisco: Jossey-Bass
Publishers, 1996. Fe .

? Hornbrook, M.C., and Goodman, M.J. Assessing Relative Health Plan Risk with the RAND-36 Health Survey.
Inguiry 32:56-74, Spring, 1995.

* American Academy of Actuaries, Health Risk Assessment and Health Risk Adjustment: Crucial Elements in
Health Care Reform. Monograph Number One, May 1993.

* Medical Expenditure Panel Survey, Family Medical Expenditure Survey, Programming Specifications, Rounds
1-3 Consolidated Instrument, Round 1 Main Study, Agency for Health Care Policy Research, March 22, 1996.



levels are determined by both household income and household size, it was not possible to use this
data to determine the poverty characteristics of these groups. However, as noted below, data
from other sources were used to make these estimates.

SPRING 1996 KENTUCKY SURVEY

The Survey Research Center at the University of Kentucky conducted a random telephone survey
of Kentucky households from May 21 to June 11, 1996. Of the 1278 eligible respondents, 658
(52%) completed interviews. The margin of error on the survey results is +/- 4 percentage points.
The number of respondents in this sample who fell into a target group of interest is generally
small, which increases the error of the estimates regarding the characteristics of these population
segments. Therefore, estimates from this data are used only if comparable data were not available
in the 1996 Health Insurance Survey. This data is primarily used to develop comparisons of the
target groups with other groups of Kentuckians, and to address limitations noted in that survey.

MARCH SUPPLEMENT TO THE CURRENT POPULATION SURVEY

In March of every year, the Census Bureau supplements the monthly current population survey
(CPS) with an extensive set of questions regarding household income and benefits for the prior
year. In some years, the Census will add or modify certain questions to better collect information
on a particular policy issue of interest. The March 1995 Supplement to the CPS included
questions designed to obtain more complete information on the source of health insurance
coverage.

The March 1995 CPS sample was about 57,000 households nationwide. Since information was
collected for each member of the household, the sample includes over 150,000 individuals. The
sample was designed to be nationally representative of the civilian noninstitutional population of
the United States. The March 1995 CPS sample includes 632 Kentucky households with 1,650
individuals. Results from other years of CPS data are reported as noted.

There are two reasons selected results from CPS data are reported here. First, the U.S.
Governmental Accounting Office used this data source in a recently published report on those
insured in the individual health insurance market. Since that is one of the targeted groups, the
decision was made to address the results of that report. Second, where possible, data from this
source was used to address a limitation of the 1996 Health Insurance Survey. o
It was not possible to use the CPS data to describe the characteristics of those insured in the
small-group market. -The CPS categories for' employer size include only one category for
employers with 25 - 99 employees. Since SB 343 redefined the affected small employers as those
with fewer than 50 employees, it was determined that the CPS data could not be used for
estimating the characteristics of that group. ; ' .



DESCRIPTION OF INSURANCE MARKET SEGMENTS

The market for health insurance in Kentucky can be separated into several distinct segments for
the purposes of analysis. The first segment is comprised of those who obtain coverage for
medical services through a government program, such as Medicare or Medicaid. Because that
group was not affected by changes in the Kentucky law, it is not considered here. Also, since
there is nearly universal coverage of those 65 and older under Medicare, estimates for relevant
categories of the privately insured and uninsured are presented both as a percent of the total
population and as a percent of the non-elderly population.

The individua] segment of the market is composed of policyholders who do not obtain health
insurance as a member of an employee group, but who purchase it directly from an insurance
carrier. Information on that market segment is presented in the memo. Next is the segment of the
market comprised of those who obtain health insurance as part of an employee group. In this
segment of the market, the employer negotiates with an insurer for plans to offer eligible
employees. Employers may or may not contribute to the employees’ premiums, but the pricing of
the policy is such that the premiums for the policies usually reflect the average health
characteristics of the group, rather than the individual. SB 343 restricted the limits on the factors
which can be used to price health insurance policies to employers with fewer than 50 employees,
so only the small-employer segment of the market is discussed in this report. The final segment is
the uninsured, also discussed here.

INDIVIDUAL MARKET

The individual health insurance market is comprised of those who purchase health insurance
directly from an insurer, rather than purchasing it as a member of an insured group.

Number Covered Under Individual Policies

It is estimated that, in the summer of 1996, approximately 6.3% of the Kentucky non-elderly
populatlon (or 5.5% of the total population) was insured under a policy purchased directly from
an insurer.® The standard error on the estimate is +/- 0.4%, so there is 2 95% probability that the
actual percentage is between 5.9% and 6.7%. When these percentages are applied to the Bureau
of the Census estimate of the 1995 non-elderly population for Kentucky, the estimate of the
number of individuals is between 200,000 and 225,000, with the point estimate at 210,000.
Estimates from the Spring 1996 Kentucky Survey were not significantly different from this.

In its report on those who purchase individual policies, the GAO estimated that, in 1994, 2.3% of
the non-elderly population of Kentucky was exclusively covered under such policies during the
year.” This means that the policyholders only held an individually-purchased health insurance
policy during 1994. However, the report also noted that the individual market is fluid. Individual

 The U.S. GAO reports the number of individually insured as a percent of the non-elderly population to control for
the effects of the provision of Medicare to most individuals 65 and older. This convention is followed in the
dzscussxon of the individually and small-group insured in this report as well.

"U.S. General Accounting Office, Private Health Insurance, Washington, D.C., November, 1996.



coverage is often purchased for temporary periods when policyholders lose employment-based
policies through layoffs or job changes. Early retirees may purchase policies until they are eligible
for Medicare, while young adults may purchase individual policies as they exceed the age at which
they can be covered under a parent’s policy but have not obtained their own coverage. Also,
insurance policies are not always sold on a calendar-year basis. A policyholder may have had an
individually-purchased policy for the 12 months from August of 1993 to August of 1994, then
switched to some other source of coverage (or dropped coverage) for the remainder of 1994.
The CPS estimate would not have counted such a policyholder as being “exclusively” covered
under such policies for the year. Thus, during any calendar year, many more individuals may be
covered under an individual health insurance policy than are covered exclusively during the year.
The 2.3% estimate by GAO reflects only those who reported having been covered exclusively by
an individual policy during 1994.

Additional analysis of the March 1995 CPS data yields the estimate that approximately 7.2% of
the 1994 non-elderly population was covered under an individual health insurance policy at some
point during the year.® This 7.2% figure is comparable to the 6.3% estimate derived from the
Health Insurance Survey. Because the difference between the 1996 estimates and the 1994
estimate is within the margin of error for the CPS estimates, it is not possible to determine
whether there was any change in the percentage of the non-elderly population covered by
individually purchased policies from 1994 to 1996. It is believed that either the estimate of 6.3%
from the targeted sample, or the estimate of 7.2% from the CPS is more relevant to state policy
makers than GAO's published estimate of 2.3%, because the larger figures give a more complete
estimate of the number of people who might be affected during any year by changes in the laws
governing the individual health insurance market.

In a November, 1996 report, The Employee Benefit Research Institute, using the March 1996
CPS, estimated that roughly 200,000 individuals in Kentuc , or 5.9% of the non-elderly
population, were covered under individual policies during 1995.° After adjusting for differences
in degree of rounding, these estimates were very similar to those obtained from the Health
Insurance Survey. . :

®In its analysis of the CPS data, LRC staff obtained the result that 2.8% of the Kentucky sample was covered
exclusively by an individual policy during 1994. In consultation with John Dicken of the GAO, LRC staff
determined that the analysis procedure was similar to that used by GAO to generate its estimate. - Mr. Dicken
believes that the small difference in the estimates is due to the fact that GAO used a preliminary version of the
data, while LRC analyzed the final dataset that was made available to the public. The 7.2% figure is the sum of
the LRC result that 2.83% of the non-elderly Kentucky sample in the Supplement to the March 1995 CPS
exclusively had individual policies in 1994, and the finding that 4.4% had individual policies along with some
other form of coverage during the year. Because of the small sample size for the Kentucky estimates, the
difference between the LRC and GAO estimates is well within the fairly large margin of error for the GAO
estimate,

° Employee Benefit Research Institute, Sources of Health Insurance and Characteristics of the Uninsured, EBRI
Issue Brief Number 179, November 1996. : .



Characteristics of Adults Covered Under Individual Policies

The GAO report also included a description of the characteristics of those who were covered
under individual insurance policies. GAO reported that, nationally:

Most adults who purchase individual insurance are employed and often work in
particular industries. For example, about 17 percent of farm workers and 7
percent of construction workers rely on this market for coverage. In contrast, less
than 2 percent of workers in the durable goods manufacturing and public
administration sectors purchase individual plans....Those with individual health
insurance tend to be older than those with employment-based coverage but are
similar in their self-reported health status. People between 60 and 64 years of age
are nearly three times as likely to have individual insurance as those 20 to 29 years
old. Also, a disproportionate share of early retirees and people who have been
widowed participate in the individual market...Because of the often transient
nature of this market, some of these people may have held individual insurance
tempo%uﬂy and then had another source of coverage during the remainder of the
year...

Characteristics of adults covered under individual health insurance policies in Kentucky are shown
in Table 1. Approximately 47% of this group was female. Respondents were fairly evenly
distributed among the relevant age categories. The average age of individually insured adults was
43. The median household income category for the group is $25,000 - $35,000 per year.
Approximately two thirds of the CPS sample had family incomes less than 250% of the federal
poverty level. In the Spring 1996 Kentucky Survey, just over half reported working outside the
home and, of those, about a fourth worked part-time.

Scores on the 5 items of the RAND Health Index were summed, then the total scores were
divided into four categories, with category I indicating the best overall health score and category
IV indicating the worst overall health score (Table 2). Approximately 5% of the individually
insured adults in this sample had overall health scores. in the worst category, while 85% had
scores in the two best categories. Twenty-seven percent of the sample smoked regularly in the
last 2 years. Sixty percent of the adults in the sample went to the doctor no more than twice in
the last year, while 12% went 7 or more times.

One of the major unanswered questions during the policy debate on SB 343 was the distribution
of individual policyholders by age, gender, and health status. While there was data on the age and
gender distribution of the Kentucky population, there was no data which coupled age and gender
information with that on source of insurance and a measure of health status. One of the major
goals of the Health Insurance Survey was to capture such data. Table 3 shows the percentage of
the total sample of individually insured adults which fell into the various age, gender and health
status categories. While the percentage for any particular cell may have substantial error, the

1°U.S. General Accounting Office, Private Health Insurance, Page 3.



Table 1

Demographic Characteristics of Individually Insured Adults

Characteristic Percent Characteristic Percent
1. Gender 6. Occupation
Female 47% Managers & professionals 30%
Male 53% Technical, sales, & administrative support 5%
2, Age Service 6%
Less than 30 23% Agricultural 7%
301039 20% Precision production, craft & repair 5%
40 to0 49 23% Operators, fabricators & laborers 5%
50 to 59 22% Unemployed 4%
60 to 64 11% Other 38%
3. Annual Household Income 7. Health in General
Less than $10,000 8% Excelient 33%
$10,000-$15,000 6% Very Good 30%
$15,000-$25,000 19% Good 21%
$25,000-$35,000 24% Fair 10%
$35,000-$45,000 13% Poor 6%
$45,000-$55,000 9%
More than $55,000 21%
8. Smoked regularly in last 2 years. 27%
4. Family Income as a Percent of the :
Federal Poverty Level (FPL)
Less than 100% of FPL 10% 9. Number Dr. visits within last year
100% to 149% of FPL 10% 0 20%
150% to 249% of FPL 44% lto2 40%
250% or more of FPL 36% 3to4 21%
S. Work Status 5t06 7%
Work outside home 55% More than 6 12%
If yes, work part-time 23% :

Source: 1996 Health Insurance Survey, with 609 individually insured aduits, except for work status, which was
taken from the Spring 1996 Kentucky Survey, with 56 individually insured respondents.

Health Status of Individually Insured Adults

Table 2

Gets Sick | Healthy as | Health Expected | In Excellent Overall Health :
Response Easier Anyone to Worsen Health Index Score Percent
Definitely True 4% 56% 5% 47% I (best health) 57%
Mostly True 8% 26% 17% 35% )i | 28%
Mostly False 20% 11% 25% 11% 113 10%
Definitely False 68% 7% 53% 7% IV (worst health) 5%

Source: 1996 Health Insurance Survey, with 609 individually insured adults.




Table 3

Distribution of Individually Insured Adults by
Age, Gender, and Health Status

Percent of Total
(* denotes less than 1/2 of one percent)

Health Status Category
MALES
I i I v
Age (best health) (worst health) Total
Under 30 8% 3% 1% 1% 12%
30-39 7% 3% 1% * 11%
40 - 49 7% 3% 2% * 13%
50 - 59 4% 4% 1% 1% 11%
60 - 64 2% 3% 1% i 6%
Male Totals 28% 16% 6% 3% 53%
FEMALES
Age
Under 30 7% 2%  * * 10%
30 -39 7% 2% 1% 4 10%
40 - 49 8% 2% 1% * 11%
50 -59 5% 4% 1% 1% 11%
60 - 64 2% 1% 1% 1% 5%
Female Totals 29% 11% 4% 3% 47%
Overall Totals | 57% 27% 10% 6% 100%

Note: Column and row totals may not exactly equal summary figures shown in other tables due to rounding.
Source: 1996 Health Insurance Survey, with 609 individually insured adults.

overall distribution of percentages should be a fairly accurate depiction of the distribution of
adults covered under individual policies by age, gender, and health status. .

Characteristics of Individual Policies

Blue Cross/Blue Shield accounted for 48% of the individual policies held in these households,
while Humnana accounted for about 5%. American Medical Security, Golden Rule, and Kentucky
Kare each issued about 3% of the policies (Table 4). In 6% of the cases, survey respondents
could not name the issuing company. The remaining 33% of the policies held were distributed
among about 75 other issuing companies.
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Respondents reported that 20% of the individual policies discussed had been obtained through the
Kentucky Health Purchasing Alliance. They were also asked whether a policy was one of the
standard plans. However, because there was substantial concern that respondents not familiar
with changes in the law might not understand what a “standard” plan was, a follow-up question
asked which standard plan (such as economy or enhanced-high) they had. Of the plans discussed,
respondents identified 25% as being one of the specific standard plan types.

About one-fourth of the households with individual policies reported that an insured member had
suffered from a serious iliness (such as heart disease, diabetes, or cancer) in the past 10 years and
8% reported that an insured member of the household had previously been refused health
insurance coverage. Approximately one third reported that a member was newly insured in the
last 12 months. The distribution of policies by company among households who answered yes to
one of these three questions is largely similar to the distribution of policies by company among all
households with individual coverage. The only differences large enough to be statistically
significant (given the number of respondents for each question) is that Blue Cross/Blue Shield was
given as the issuing company for significantly more of the policies sold to households with a
newly insured member than it was for all policies, while companies in the “other” category were
given as the issuing company significantly less often. Similarly, significantly more of the
households with newly insured members reported obtaining a policy through the Kentucky Health
Purchasing Alliance than did all individually insured households.

Of the individual policies sold to these households, 54% allowed the same payment for any
physician selected by the policyholder (Table 5). This is taken as an indication that non-managed
care plans comprise a slight majority of the individual health insurance market. One-fourth of the
policies permitted a reduced payment to physicians not on the plan’s approved list, and about one
fifth would only pay for physicians on the approved list. Of the approximately 80% of the
individual policies with a deductible, somewhat less than half had an annual deductible of $400 or
less, while one fourth had an annual deductible greater than $1,000. This indicates that high-
deductible, or “catastrophic” plans accounted for a non-trivial share of the individual market at
the time the survey was conducted.

Nearly all of the plans paid at least 80% of the allowable cost for approved medical services, once
any applicable deductible had been met. Forty-four percent of the plans imposed a fixed
copayment for doctor visits. Of these plans, 70% had copayments of $10 or less. In-patient
hospital services were covered by virtually all individual policies, while out-patient doctor visits
were covered by most. Prescription drugs and at least some mental health services were covered
by approximately two-thirds of the policies. Vision and dental services were included in 20% and
14% of the policies, respectively. ' '

The average monthly premium for all of the individual policies in the sampig was $173. The
median monthly premium was $142."' While an overall measure of premium amount for these
policies offers some information about rates in the individual market, it should be understood that

"' The median prcnuu.m amount is that aiﬁounl at whiél_l'half of the prcrh.iums in the sample are above that amount,
and half are below. The median is a useful measure because it is not affected by a few very high or very low
amounts, as is the average premium.,
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the significance of that information is severely limited by the complexity of factors which
determine the premium for any single policy. Even for a single insurer in a stable insurance
market, the premium charged for any particular policy is affected by the age, gender, location,
occupation, and (when allowed) health status of the individuals covered under the policy. The
premium also reflects the scope of the medical services covered, the amount of co-insurance paid
by the insured, and the size of the deductible. In the individual insurance market in Kentucky in
1996, premiums were also likely affected by whether the policy was a standard or non-standard
plan, whether it was purchased inside or outside the Kentucky Health Purchasing Alliance, and
whether it was a new policy or a renewal. Increase this complexity by the business strategy
particular to each insurer, and the fact that the overall market was undergoing considerable
change, and the limited usefulness of a measure of the “average” premium should become
apparent.

Table 4

Market Share of Companies Offering Individual Policies

Percent of Policies Sold to Respondents
Reporting that an Insured Member...*
Had A Had Previously Was Newly
Percent of Serious Health Been Refused Insured within
Company All Policies Problem Health Insurance Past 12 Months
Blue Cross-Blue Shield 48% 41% 50% 63%
Humana 5% 8% 3% 5%
American Medical Security 3% 5% 8% 4%
Golden Rule 3% 1% 3% 1%
Kentucky Kare 3% 4% 3% 1%
Other 33% 35% 31% 18%
Unknown 6% 7% 3% 6%
KY Health Purchasing
Alliance 20% 22% 32% 29%

*The only percentages in these three categories that were statistically significantly different from the distribution
of companies for all policies at the .01 level were the 63% for BCBS and 18% for other companies among the
newly insured, and the 29% for the Kentucky Health Purchasing Alliance in the same category.

Source: 1996 Health Insurance Survey, with 439 individual policies.

Even with the relatively large sample size obtained in the 1996 Health Insurance Survey, it was
not possible to control for all of the factors which affect the amount of premium charged for a
particular policy. For example, this sample did not contain enough higher-deductible, basic-
coverage, non-standard policies covering single males under age 30 who scored in the best half of
the health index, to reliably estimate what the average premium for that group might actually be in
the overall individual market. Because the sample would have to be divided into so many small
pieces to estimate the average premium for any particular group of policies, none of the groups
was large enough to allow reliable estimation of the average premium. The implication is that
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collection of survey data, while valuable for describing and tracking many aspects of the health
insurance market, is unlikely to be a reliable method for gauging and monitoring market premiums
unless the sample size is significantly increased, the same households are surveyed repeatedly, or
the number of factors used to set premiums on individual policies is reduced.

Table 5

Characteristics of Individual Policies

Characteristic Percent Characteristic Percent
1. Physician Choice 4. Copayment for Doctor Visits
Same amount paid all physicians 54% Yes 44%
Smaller amount paid physicians not on plan list 25% If Copayment Assessed:
Only paid physicians on plan list 21% Amount of Copayment
$51t0 89 18%
2. Annual Deductible Included in Plan $10 52%
Yes 79% $15 15%
If Deductible Assessed: More than $15 15%
Amount of Deductible
Less than $200 21% S. Services Covered by Plan
$201-$400 23% Hospital stay 98%
$401-$800 22% Outpatient doctor visits 89%
$801-$1,000 8% Prescriptions 70%
$1,001-%2,500 19% . Mental health 66%
More than $2,500 6% Vision 20%
: Dental 14%
3. Percent of Medical Costs Paid by Plan
Less than 80% 4%
80% 79%
More than 80% 17%

Source: 1996 Health Insurance Survey, with 439 individual policies.

Ignoring the myriad factors which determine individual premiums, one question which can be
addressed is what percentage of household income the premium paid represents. It is estimated
that premiums for individual policies range from a high of 26% of the midpoint of the household’s
income range, for households reporting an income under $10,000, to a low of 3% or less, for
households reporting an income over $55,000.> The weighted average percentage for all
households with individual policies was approximately 8%. Two points should be made about
this estimate. First, 8% is not an estimate of what percentage of income households spend for all
insurance coverage, but only for coverage obtained under individual policies. Many households

2 To increase willingness to respond to the question, the Survey Research Center does not usually ask respondents
for their exact household income, but whether the household income falls within some range, such as $25,000 to
$35,000. In order to estimate premium as a percent of household income, the midpoint of the household’s income
range was used. For households reporting incomes above $55,000, the figure $75,000 was arbitrarily selected to
represent the midpoint.
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with some members covered under individual policies also had other members covered under an
employment-based policy from either a large or small employer. While the 1996 Health Insurance
Survey obtained information on coverage in the household obtained through small employers, no
information was obtained for coverage obtained through large employers. Also, it may seem
inconceivable that households with less than $10,000 in gross income dedicate approximately 26
percent of that amount to health insurance premiums. It should be remembered that measures of
income do not capture the amount of wealth available to the household. Many of the individually
insured are likely to be early retirees who have lower-than-average incomes but who are drawing
on accumulated wealth to pay for on-going living expenses. This is not to say that there are no
poor households who are dedicating a significant share of their incomes to insurance premiums,
but that not all households with low incomes are without financial resources,

Knowledge of Changes in the Law

In the Spring 1996 Kentucky Survey, respondents were asked to list the three most important
problems facing Kentucky. Ten percent of all respondents mentioned heaith care or its cost as an
important problem, compared to 20% of the individually insured. When asked if they had heard
about the changes in the health insurance laws in Kentucky, 67% of individually insured
respondents in the 1996 Health Insurance Survey indicated that they had (Table 6). Of those,
74% heard about the changes through the media, while 45% said they received a letter from their
insurance carrier.

Among respondents who had heard about the changes in the law, only 62% (or 37% of the total)
believed those changes would directly affect their family. In actuality, when fully implemented,
the changes in the law would have some type of effect on every holder of an individually
purchased insurance policy. It is clear that about half of these households either did not know
about the changes, or did not understand that they would be affected in some way. Of those who
did think that they would be affected, the most frequent expectation was that premiums would
increase. It should be understood that the fact that people had the expectation that their
premiums would increase is not a reliable indication that their premiums actually did (or will)
increase. Their expectations may have been formed by factors such as biased media ads,
incomplete information, or the typical cynicism of many citizens that any government or industry
change is likely to cost them more money. It is also important to note that, while they were a
large share of those who believed their family would be affected by the changes in the law, the

number who said they expected a premium increase comprised only one-fourth of the total

households with an individual health insurance policy.

That the affected population was not fully informed about the changes in the law affecting their
insurance coverage in the summer of 1996 is evidenced by the fact that, although 67% had heard
of changes in the law, fewer than one-fifth knew that the reforms meant that a person in good
health would pay the same premium for insurance as someone with a serious health condition or
that a person who could afford the premium could buy a health insurance policy, no matter how
sick they were.



Table 6

Knowledge of Changes in Kentucky Insurance Laws
Individual Policyholders

Percent Percent
1. Heard about changes in the law 67% [2. Familiar with standard plans 28%

Of those who said yes:
Source of Information
Letter from insurance company  45%, |3. Correctly knew features of

standard plan:

Newspaper or televisionads 699, Healthy and sick people pay the same 179,

News reports  74% Can buy a policy no matter how sick 18%
Friends/family 299 Family could purchase standard plan 259,

2. Believe changes directly affect 37%
family
Source: 1996 Health Insurance Survey, with 513 households with individual policies.

SMALL-GROUP MARKET

The small-group market consists of those who obtain a health insurance policy through an
employer with fewer than 50 employees. In this segment of the market, the employer negotiates
with an insurer for plans to offer eligible employees. Employers may or may not contribute to the
employees’ premiums, but the pricing of the policy is such that the premium for the policies
generally reflects the average health characteristics of the group, rather than the individual.

Number Covered Under Small-Group Policies

Based on the Health Insurance Survey, it is estimated that 10.7% of the non-elderly population in
Kentucky (or 9.3% of the total population) were covered under a health insurance policy obtained
through a small employer, in the summer of 1996, The standard error of the estimate is +/- 0.5%,
meaning that there is a 95% probability that the actual percentage is between 10.2% and 11.2%.
If these percentages are applied to the Bureau of the Census estimate of the 1995 non-elderly
population in Kentucky, the estimate is that between 340,000 and 380,000 non-elderly residents
were covered in the small-group market at the time the survey was conducted. The point estimate
is 360,000. Estimates from the Spring 1996 Kentucky .Survey were not significantly different
from these. Because the CPS aggregates employers with 25-99 employees into one category, it
was not possible to use that data to estimate the number of Kentuckians with policies obtained
through employers with fewer than 50 employees.
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Characteristics of Adults Covered Under Small-Group Policies

Adults insured in the small-group market tended to be concentrated in the below-50 age
categories (Table 7). The average age of this group of adults was 39. Males and females were
distributed about equally. Approximately half of the households with small-group insureds had
incomes below $35,000 and half had incomes above. Sixty-two percent of small-group insureds
in the Spring 1996 Kentucky Survey reported being employed, 15% of those part-time.

Ninety percent of this group scored in the two best categories of the health index, while 2%
scored in the worst health category. Two thirds of the group visited a doctor no more than twice
in the previous year, and 9% had 7 or more doctor visits. Twenty nine percent smoked regularly
in the last two years. Table 9 shows the distribution of adults insured under small-group policies
by age, gender, and health status category.

Characteristics of Small-Group Policies

The small employers offering these policies were predominantly private firms, with public and
non-profit organizations accounting for 20% of the total. Blue Cross/Blue Shield issued 49% of
these policies, while Alternative Health Delivery Systems, an independent licensee of Blue Cross,
issued 4% (Table 10). Eight percent of the policies were issued by Humana and 2% each by
Aetna and Healthwise. Issuers of 7% of the policies could not be identified. The remaining 28%
of the policies were distributed among more than 100 other insurers, Respondents indicated that
17% of the small-group policies discussed had been obtained through the Kentucky Health
Purchasing Alliance, and could identify 18% as one of the standard plans.

Twenty-three percent of the households with a small-group policy contained an insured member
who had had a serious health problem in the last 10 years, and 3% an insured member who had
previously been refused health insurance. A third of the households had members who were
newly insured within the last 12 months. There were no statistically significant differences in the
distributions of insurers for these three categories of households and the distibution for all
households with small-group policies.

The majority of small-group policies contained some form of restriction on the payment of
physicians not on an approved list (Table 11). Ofthe policies in which a deductible was imposed,
9% had a deductible greater than $1,000. Virtually all of the small-group policies covered at least
80% of allowable medical services. Slightly more than one-half imposed a fixed copayment for
each doctor visit and, of those, nearly 80% were $10 or less. Nearly all small-group policies
covered a hospital stay and out-patient doctor visits, over 80% covered prescription drugs and
some mental health services, and approximately 30% covered vision and dental services.

' Estimates of family income as a percent of the federal poverty level for the individually insured were derived
from the CPS data. However, because the CPS data on employer size aggregates employers with 25 to 99
employees, it was not possible to use that data to make similar estimates for those insured through an employer
with fewer than 50 employees.
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Table 7

Demographic Characteristics of Adults Insured Under Small-Group Policies

Characteristic Percent Characteristic Percent
1. Gender S. Occupation
Female 50% Managers & professionals 45%
Male 50% Technical, sales, administrative support 8%
2. Age Service 4%
Less than 30 23% Agricultural 2%
30039 32% Precision production, craft & repair 9%
40 to 49 26% Operators, fabricators & laborers 9%
50 to 59 14% ' Unemployed 1%
60 to 64 4% Other 23%
3. Annual Income 6. Health in General
Less than $10,000 2% Excellent 39%
$10,000-$15,000 6% Very Good 32%
$15,000-$25,000 15% Good 21%
$25,000-$35,000 22% Fair 6%
$35,000-$45,000 18% Poor 2%
$45,000-$55,000 12%
More than $55,000 26% 7. Smoked Regularly within Last 2 Yrs.
Yes 25%
4. Work Status
Work outside home 62% 8. Number of Visits to Doctor within
Last 12 Mos.
If work, part-time 15% 0 21%
1to2 46%
304 17%
5t06 8%
More than 6 9%

Source: 1996 Health Insurance Survey, with 1,231 adults covered under small-gro

which was from the Spring 1996 Kentucky Survey.

Table 8

- Health Status_of Adults Insured Under Small-Group Policies

up policies, except work status

Gets Sick | Healthy as | Health Expected | Excellent Overall Health | Percent
Response Easier Anyone to Worsen Health Index Score
Definitely True 3% 59% . 5% 55% I (best health) 64%
Mostly True 6% . 30% 14% 33% I 26%
Mostly False © 23% 7% 22% 9% m 8%
Definitely False 69% 4% 59% 4% IV (worst health) 2%

Source: 1996 Health Insurance Survey, with 1,231 adults covered under small-group policies.
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Table 9

Distribution of Small-Group Insured Adults by
Age, Gender, and Health Status

Percent of Total
(* denotes less than 1/2 of one percent)

Health Status Category
MALES
I )1 m v
Age (best health) (worst health) Total
Under 30 8% 2% 1% * 11%
30- 39 11% 4% 1% 1% 17%
40 - 49 7% 4% 2% * 13%
50 - 59 4% 2% 1% 5 7%
60 - 64 1% 1% * * 2%
Male Totals 31% 13% 5% 1% S0%
FEMALES
Age
Under 30 10% 2% * 5 12%
30 -39 11% 4% & . 15%
40 - 49 8% 5% 1% * 14%
50-59 4% 2% 1% s 7%
60 - 64 1% * * & 2%
Female Totals 34% 13% 2% 1% 50%
Overall Totals 65% 26% 7% 2% 100%

Note: Column and row totals may not exactly equal summary figures shown in other tables, due to rounding.
Source: 1996 Health Insurance Survey, with 1,307 adults covered under small-group policies.

The average monthly premium for the small-group policies, not including any employer
contribution, was $77 per month, and the median premium was $24 per month. The premium
paid as a percent of the mid-point of the household’s income category ranged from 0% for those
with incomes above $55,000 to 5% for those with incomes below $10,000. While households
with incomes below $10,000 allocated a larger share of their income to health insurance than
other households, they actually contributed less than most other income categories, in terms of
actual dollars. The median contribution for households with incomes below $10,000 was $240
annually, while the median contribution for households with incomes between $45,000 and
$55,000 was $312. The weighted average premium as a percent of the mid-point of the
household’s income category was 1% for all the households with small-group policies.
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Table 10

Market Share of Companies Offering Small-Group Policies

Percent of Policies Sold to Respondents
Reporting that an Insured Member....
Percent of] Had A Had Previously Was Newly
All Serious Health  Been Refused Insured within
Company Policies Problem Health Insurance Past 12 Months
Blue Cross-Blue Shield 49% 51% 60% 46%
Humana : 8% 7% 5% - 9%
Alternative Health 4% 5% 10% 3%
Aetna 2% 2% 0% 2%
HealthWise 2% 2% 5% 1%
Other 28% 26% 20% 30%
Unknown 7% 6% 0% 9%
KY Health Purchasing
Alliance 17% 18% 27% 23%

Source: 1996 Health Insurance Survey, with 786 small-group policies.

Knowledge of Changes in the Law

In the Spring 1996 Kentucky Survey, 15% of the respondents insured through a small employer
mentioned health care or its cost as an important problem facing Kentucky. In the 1996 Health
Insurance Survey, 65% of respondents with small-group policies said they had heard of changes in
the health insurance laws in Kentucky. Most of these learned of the changes through the media,
while 29% said they had received a letter from their insurance carrier. Twenty-four percent
thought the changes would directly affect their family. Half of those who expected their family to
be affected (13% of all respondents with a small-group policy) thought the effect would be an
increase in premiums. Only one-fifth of these respondents said they were familiar with standard
plans and 13% correctly answered that a person’s health status would not affect whether an
individual would be allowed to purchase a policy or-how much that policy would cost.. As with
the previous group, this group of insureds was not generally knowledgeable about recent changes
in the laws governing their health insurance pohc:es i ,

EmployerMazISurvey T | : S

Respondents who said they had health insurance coverage through an employer with fewer than
50 employees were also asked if they would provide the name and address of that employer, on
the condition that their participation in the survey would remain confidential. ' Employer names
were provided by 393 of the respondents. . Of these 393 identified employers 106 were found to
employ. more than 49 .persons, 33 were out-of-state, 5 did not provide insurance, 16 were
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duplicate listings, and 53 could not be reached by phone to determine the name and address of an
individual who would best be able to answer questions about insurance coverage. A mail survey
was sent to the remaining 180 employers, who were contacted by phone and determined to be
eligible to participate in the survey. Responses were received from 70 of them, for a response
rate of 39%. ¢

Table 11

Characteristics of Small-Group Policies

Characteristic Percent Characteristic Percent
1. Physician Choice 4. Copaymeat for Doctor Visits
Same amount paid all physicians 42% Yes  56%
Smaller amount paid physicians not on plan list 31% If Copayment Assessed:
Only paid physicians on plan list 27% Amount of Copayment
$51089 24%
2. Annual Deductible Inciuded in Plan S10 54%
Yes 81% $15 13%
If Deductible Assessed: More than $15 9%
. Amount of Deductible
Less than $200 26% 5. Services Covered by Plan
$201-$400 33% Hospital stay  100%
$401-$800 27% Outpatient doctor visits  96%
$801-%1,000 5% Prescriptions  88%
$1,001-$2,500 8% Mental health  84%
More than $2,500 1% Vision 31%
Dental 28%
3. Percent of Medical Costs Paid by Plan
Less than 80% 2% 6. Type of Employer
’ 80% 80% Private 79%
More than 80% 19% . Non-profit 8%
E : Public 12%
Other/unknown 2%

Source: 1996 Heaith Insurance Survey, with 835 small-group policies.

Because of the small size of the employer sample, and the fact that the sample was generated from
the telephone survey of insureds rather than a direct random sample of small employers, it is not
appropriate to conclude that Jesponses from these firms are representative of all Kentucky stall
firms which offer insurance.’® Basic descriptive results from the sample are presented as an mmal

' If it was determined that the employer had more than 49 employees, no further information was obtained from
that employer and the individual respondent who had provided that employer’s namie was reioved from the
analysis of the small-group insured.

** The federal Agency for Health Care Policy Research uses a similar methodology to identify employers for the
National Health Insurance Study; the major difference is that their household survey is conducted in person, and
they obtain a written release from the respondent allowing them to get detailed inforinationi from béth the
respondent’s employer and insurance company. The attempt here was to see whether a similai methodology could
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exploratory investigation of this population. For results that are generalizable to all small firms, it
is recommended that a much larger direct random sample of small employers be used.

Table 12

Knowledge of Changes in Kentucky Insurance Laws
Small-Group Policyholders

Percent Percent

1. Heard about changes in the law 65%  |3. Familiar with standard plans | 21%
If answered yes:

Source of Information
Letter from insurance company 29%  |4. Correctly knew features of

standard plan:
Newspaper or televisionads  62% Healthy and sick people pay the same 13%
News reports 75% .+ Can buy a policy no matter how sick 12%
Friends/family  25% Family could purchase standard plan 199

2. Believe changes directly affect
family 24%

Source: 1996 Health Insurance Survey, with 841 households with small-group policies.

The majority of the firms responding to the mail survey had 15 or fewer full-time employees, with
the average number at 15 (Table 13). More than half the firms were classified as either services
and trade, while manufacturing and construction together accounted for about one-fourth. On
average, it was reported that 82% of eligible employees actually enrolled in the offered plans. All
but two of the respondents reported that they contributed some amount to the employee
premium.

Conventional indemnity plans and preferred-provider plans (PPO) were the types offered most
often by these firms. Only three respondents indicated that they offered employees a choice of
more than one plan. Nearly one-third of the firms said they obtained health insurance coverage
through a trade association, while only two said they were self-insured. One-fourth reported that
the plan they offered was one of the standard plans, while 5 respondents said they had a policy
which allowed the insurer to refuse to cover an employee on the basis of the individual’s health
status. Blue Cross/Blue Shield was the insurer for 52 of the firms.

be used in a telephone survey, without the benefit of having the respondent’s social security number or a signed
form authorizing release of more detailed information.. The approach is judged to have been inadequate in this
attempt. ’ c .
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UNINSURED

Three groups of uninsured were investigated. These groups included all of the uninsured, those
who were newly uninsured in the last 12 months, and households with uninsured children.

Number of Uninsured

There has recently been some confusion about various estimates of the number of uninsured in
Kentucky and whether they can be used to gauge changes in the number of uninsured since
revisions were made in the laws governing health insurance. A brief summary of the source and
timing of the various estimates may serve to clarify the differences in the numbers commonly
quoted, and the implications of those differences for evaluating the effect of changes in the law on
the number of uninsured.

On June 17, 1993, Professors Berger, Black, and Scott appeared before the Task Force on Health
Care Reform and presented an estimate that 429,000 Kentuckians were uninsured. They based
the estimate on the 1991 and 1992 Health Surveys and the 1992 Spring Poll conducted by the UK
Survey Research Center. Their point estimate was that 11.6% of the state's population was
uninsured and they applied that to the 1991 population estimate for'the state,'® However, they
noted that the margin of error on the estimate meant that the range on the estimate was from a
low of 382,000 to a high-of 537,000.

A March 1996 memo by LRC staff gave a point estimate of the number of uninsured as 530,000.
This estimate was generated using a rounded average of the 1992-1993 estimates of the uninsured
in the state from the Census Bureau (13.6%) and the most recent estimate from the Employee
Benefits Research Institute (14.7%). This average estimate of 14% of the population uninsured
was applied to the Bureau of the Census estimate of the 1993 Kentucky population to derive the
point estimate of 530,000.

The most recent point estimates of the percentage of uninsured in Kentucky by the Bureau of the
Census from the CPS were 15.2% in 1994 and 14.6% in 1995."7 Taken at face value this would
indicate that the percentage of Kentuckians who are uninsured declined from 1994 to 1995
However, because the percentages represent estimates of the characteristics of the state’s
population based on a sample of about 650 respondents, the standard error on either of the
estimates is 1.3 percent.. This means there is a 90 percent chance that the 1995 rate of uninsured
could range from 13.3% to 15.9%... Based on the estimated 1995 Kentucky population, this
means that there is a 90% probability that the actual number of uninsured in the state is between
510,000 and 610,000 people, with the 1995 point estimate at 560,000. (This represents 16.7% of
the non-elderly population.) . R S S Ly

' Because the SRC surveys were conducted by phone, households without phones were not included.
Approximately 10% of Kentucky's households do not have phones. . Because these are likely to be low income
households, estimates of the number of uninsured based on such surveys may be lower than those based on in-
Pexsonintervicws, such as those used by the Bureau of the Census in the CPS.

7 The 1994 estimate is from the 1995 CPS, and the 1995 estimate is from the 1996 CPS.



Table 13

Characteristics of a Non-Random Sample of 70 Small Employers
Who Offer Health Insurance

1. Type of Business Percent 6. Number of Plans Offered to Percent
. T Employees
Forprofit 86% One 96%
Not for profit or government  14% ' : Morethan One 4%,
2. Industrial Classification 7. Plan(s) Offered Is a Standard Plan
Service  30% Yes 27%
Trade 24%
- Manufacturing ~ 11% 8. Insurance Company . :
Construction 11% ) Blue Cross/Blue thcld" 74%
Public administration 6% Other or Unknown 26%
Transport, communications, & utilities 1%
. : Agriculture 1% 9. Plan Can Refuse an Individual
Unknown 149, " Employee Based on Health Status
Yes 7%

3. Number of Full-Time Employees

ltwo9 40% 10. Type of Plan
10t0 15 23% HMO 16%
16 to 25 17% PPO 43%
26 to 49 14% POS 10%
Unknown 6% Indemnity 30%
Unknown 1%
Average 15

11. Employer Contributes Some
i Amount to Employee Premium

4. Self-insured o i ‘ Yes  97%
Yes 3% ' vid Srzes NO T~ 2:43%
5. Insured Thmugha'l‘rade Association 3% 12. Average Percentage of Eligible ! 82%

Employees _Enrolled in the Plan

* Includes Altemauvc Health Dehvery Systems poht:les D ae R

Source: Results from a mail survey of 70 small employers who oﬁ'er insurance. Bwause of the small sample size
and the fact that the sample was not a directly selected random sample, results may not be generalizable to the
whole pOpu.lanon of sma]l cmployers who offer hea.ll.h insurance. . _ : ;

. o veo -
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Thus, there are three factors which can cause pomt estimates of the number of uninsured to be
different when the estimates are made at (different times and are based on different sources of data.
First, the size of the population changes over time, so number estimates like 429,000, from 1991,
aren't valid for 1997, even if the esumate of the _percent of the population which is uninsured does
not change. ' Second, the margins of error on the estimates are relatively large, so that it is not
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possible to tell whether small variations from year-to-year are the result of real changes or the
result of random sample vaniations. Third, it was estimated above that 5.5% of the population in
the state was covered under an individual policy, while 9.3% was covered in the small-group
market. This means that less than 15% of the population had insurance in the segments of the
health insurance market most affected by changes in the insurance laws. Nearly 10% of the
individuals covered in those two segments of the insurance market would have to drop coverage
before the change in the number of uninsured would be large enough for the methods used by the
Bureau of the Census to show a statistically significant change. The Bureau did not find a
statistically significant change in the state’s percentage of uninsured from 1994 to 1995.

This does not mean that it is safe to conclude that changes in the law had no effect on the number
of uninsured in the state. It means that the changes would have to be very large before they would
be identifiable using the current standard methodology for estimating the number of uninsured. If
there is great policy interest in tracking the number of uninsured more closely, there would need
to be additional resources devoted to increasing the size of the Kentucky sample on which such
estimates are based. A major problem, even with that approach, is that, to our knowledge, there
is no large pre-1994 sample of Kentuckians which captures insurance status. Without baseline
data from a period prior to initial changes in the law, it would be difficult to estimate how changes
in the law might have affected insurance status. About the only method available would be to ask
individuals now about their insurance status in 1993 and every year since, and to ask why changes
in their status had occurred. Such information would be expected to be significantly less accurate
than if it had been collected at each point in time.

Characteristics of the Uninsured

Three topics are addressed in regard to characteristics of the uninsured - how they compared to
the privately insured, questions of how long and why they lacked insurance; and the particular
characteristics of uninsured children. Based on data from the Spring 1996 Kentucky Survey
(Table 14), non-elderly uninsured adults were significantly more likely to be younger, have less
family income, and not be currently employed than were the privately insured. They were also
significantly more likely to have worse scores on the two items included in the poll from the
RAND 5-Item Health Index.

Most uninsured respondents said they did not have coverage because they could not afford it,

while 5% said a medical condition prevented them from getting a policy. Two-thirds of the
uninsured reported that they had previously been covered under a pnvate health insurance policy.

Of those, nearly three-fourths had either been uninsured for less than a year, or for 5 years or
more. - This means that the uninsured is largely comprised of two groups, the chronically
uninsured and those who temporarily lack coverage. It is likely that differences in the
characteristics of these two groups of uninsured would affect the success of any single policy
developed to address the plight of all uninsured. N _

Of respondents who had previously been pnvately insured, 74% reported that their previous

coverage ended with a change in either employment situation or family status, (such as divosce or
no longer a covered chzld) Eighteen percent reponed having dropped coverage becauge the
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premium became too expensive, while 7% said increases in other expenses caused them to drop
coverage. Two percent of the respondents said they lost coverage because of a health condition.
When asked the maximum premium per month they would be willing to pay for health insurance,
10% said zero, 35% said less than $100, and 33% said they didn’t know.

Characteristics of the Newly Uninsured

One of the groups captured in the 1996 Health Insurance Survey was the uninsured who had
dropped their health insurance coverage within the past 12 months. The attempt was to examine
the characteristics of the newly uninsured, the type of coverage they had had, and why that
coverage was dropped. -

The newly uninsured generally reported higher family incomes than did the uninsured in general.
While 44% of all uninsured reported family incomes below $10,000, only 13% of the newly
uninsured fell into that income category. The majority of the newly uninsured reported incomes
of $15,000 to $35,000. The newly uninsured were more likely to be under 40 and less likely to be
over 50 than all uninsured. The average age of the newly uninsured was 37. The distribution of
genders was not significantly different for the two groups.

Sixty-nine percent of the newly uninsured indicated that their last health insurance coverage had
been obtained through an employer, while 24% said the policy had been purchased directly from
an insurance carrier. Forty-four percent of the previously held policies were for single aduit
coverage, 14% for couple, 7% for one adult plus child(ren), and 35% for family coverage. Blue
Cross/Blue Shield had issued 30% of the lapsed policies, with Humana, Aetna, and Time
accounting for 8%, 5% and 3% respectively. Nearly half of the policies were distributed in very
small percentages among a large number of insurers.

When asked why they no longer had that insurance policy, 54% of newly uninsured respondents
said it was because they no longer worked for the employer through which the coverage had been
obtained. Four percent said they still worked for the same employer, but that the employer had
stopped providing coverage. - A change in life situation, such as divorce, widowhood, or
becoming ineligible for. coverage under a parent’s policy, was the reason given by 12%.
Dissatisfaction with the coverage delivered for the premium was mentioned by 6%, while 4% said
they lost coverage when.their insurer stopped doing business in the Commonwealth. Slightly less
than one fifth of the newly uninsured said they dropped coverage because they could no longer,
afford the premium. . ; , : : : il :

There was a significant difference in the reason given for no longer having a policy depending on
whether. the previous policy-was obtained through an employer or directly from an insurance
company. - Nearly. three-fourths. of the households with previous coverage through an employer
said coverage was dropped because of a change in employment, while 6% said it was because"
they could no longer afford the premium and 20% gave other reasons. In contrast, half of
households with individual policies said they dropped coverage because they could no longer
afford the premium, while only 5% reported dropping because of a change in employment
situation, and 45% gave other reasons.
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Table 14

Comparison of Characteristics of Uninsured and Privately Insured Adults*

Percent Percent
Percent of Percent of
of Privately of Privately
Characteristic Uninsured | Insured Characteristic Uninsured | Insured
1. Gender 6. Number of Employees
Female 51% 48% Less than 50 56% 19%
Male 49% 52% 501099 11% 12%
More than 100 33% 69%
2. Age
Less than 30 34% 20% 7. If not working, currently
looking for a job
301039 22% " 27% - No 68% 87%
40 to 49 24% 26%
50to 64 21% 26% If not, why not:
Student 4% 4%
3. Marital Status Homemaker 33% 36%
Married 34% 68% Disabled 46% 14%
Single 66% 32% Retired 4% 30%
Home business 8% 12%
4. Household Income Other 6% 4%
Less than $10,000 44% 5%
$10,000 to $15,000 14% 7% 8. General Heaith Status
$15,000.t0 $25,000 19% 17% - Excelient 19% 27%
$25,000 to $40,000 15% 30% Very good 22% 33%
$40,000 to $50,000 4% 10% Good 22% 28%
More than $50,000 4% 31% Fair 20% 7%
Poor 16% 5%
5. Employment Status
Employed 47% 77% 9. Am As Healthy as
Unemployed 53% 23% Anyone
Definitely true | ~ 28% - 35%
If working: Mostly true 38% - 48%
_ full-time 7% -90% Mostly False 11% 6%
part-time 23% 10% Definitely False 18% 6%
Not sure 6% 5%

* Except for gender, the distributions on all these characteristics were different by a statistically significant amount

at the .01 level.-

Source: LRC staff analysis of the Spring 1996 Kentucky Survey,
privately insured respondents.

with 149 uninsured respondents and 390

The newly uninsured were generally unfamiliar with changes in laws governing health insurance.

Only 29% were aware that any changes had taken
respondents thought their family might be directl

familiar with the features of standard plans.
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Table 15

Duration and Reasons for Periods of Uninsured Status

1. Reason Not Insured Percent 3. Length of Time without Insurance | Percent
Medical condition 5% Lessthan I year | 30%
Could not afford premium | 68% lyear | 10%
Other | 27% 2 years 7%
i 3 years 7%
2. Previously Had Private Insurance 66% 4 years 4%
If answered yes: Syearsormore | 42%
Reason Coverage Dropped 3 .
Change in employment status [ 41% 4. Maximum Monthly Premium
Change in family status | 33% Willing to Pay for Coverage
Could not afford premium | 18% $0 10%
Other expenses too costly 7% $1t0850 | 20%
Health condition 2% $51 to $100 15%
$101t0 8150 ] 11%
More than $150 11%
Don'tknow | 33%

Source: LRC staff analysis of the Spring 1996 Kentucky Survey, with 149 uninsured Tespondents.

Uninsured Children

Except where otherwise noted, data for this section comes from the 1996 Health Insurance
Survey. Of the 7,400 Kentucky households who were asked the question, 7.4 % reported having
uninsured children. Based on an average of figures reported in the 1991 - 1996 CPS, it is
estimated that roughly 13 percent, or 125,000, of Kentucky's children are uninsured. The
Governmental Accounting Office estimated that, in the U.S. as a whole, 30 percent of uninsured
children are actually Medicaid eligible.'® If the Kentucky percentage is similar to that of the U.s,
then about 38,000 uninsured children could potentially be covered by Medicaid, leaving about
87,000 children uninsured. *

The estimate is that roughly 43% of uninsured children in Kentucky live in families with incomes

below 100% of the federal poverty level, and 73% live in families with incomes below 200% of

the federal poverty level (Table 17). Most families (86%) with uninsured children have incomes
below 250% of the federal poverty level. Bl H8 WG LR

About 75% of survey respondents with uninsured children who answered the question said they

would be willing to pay some amount for a basic insurance policy for one uninsured child. The

mean amount they said they would be willing to pay was $48; however this amount is skewed by

large amounts given by.very few respondents. The median was $30, meaning that half said they

would be willing to pay less than $30 and half said they would be willing to pay more. Seventy-

. s St
bt PR - -

P taeme

'* “Health Insurance for Ciﬁldren:— Liany Rcmam Uni IicsplteMedlwd Expansion,” Governmental
Accounting Office, July 19, 1995. (GAO/HEHS-95-175, July 19, 1995).
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five percent of the respondents indicated an amount $50 or less, and 23% said they would (or
could) pay nothing for such a policy.

Table 18 shows a comparison of estimates of the family incomes, represented as a percent of the
federal poverty level (FPL) for children in Kentucky who are either uninsured or are covered
under a private insurance policy, whether employer-provided or purchased directly from an
insurer. Children covered by any government-provided medical coverage, such as Medicaid, are
excluded from the table. This table shows the different information which can be obtained by
examination of rates, or percentages, compared to actual numbers of children. For example,
nearly two-thirds of uninsured children were estimated to live in families with incomes below
150% of the FPL, compared with “only” 18% of insured children. However, because there are
about 5 times as many insured children as uninsured children in Kentucky, taking the smaller
percentage of a much larger number means that there are actually more insured children in the
lowest family income categories than there are uninsured children.

Table 16

Characteristics of Newly Uninsured Adults

Characteristic Percent Characteristic Percent
1. Gender 6. Previous Insurance Company
Female 52% Blue Cross-Blue Shield 30%
Male 48% Humana 8%
2. Age Aetna 5%
Less than 30 30% Time 3%
301039 33% Other 48%
40 1049 22% Don't know 16%
50 to 59 11%
60 1o 64 5% 7. Reason No Lenger Insured
3. Annual Income Change in employment status 54%
Less than $10,000 13% Change in life situation 12%
$10,000-$15,000 17% Employer dropped coverage 4%
$15,000-$25,000 29% Could not afford premium 18%
$25,000-$35,000 24% Dissatisfied with coverage 6%
$35,000-$45,000 6% Company left state 4%
More than $45,000 10% Other/unknown 2%
4. Source of Last Insurance " 8. Knowledge of Changes in Law -
' Provided by employer 69% ; Yes| 29% -
Purchased from insurance company 24% Of those reporting yes:
Otber 7% Source of information:
Letter from insurance company 20%
S. Type of Previous Coverage ' Newspaper or television ads 51%
Single 44% News reports 0%
- Couple 14% : " Friends/family | - 18%
Parent Plus 7% . '
Family 35%
9. Believe changes affect family 17%
10, Familiar with standard plans 3%

Source: 1996 Health Insurance Survey, with 265 uninsured adults.
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Table 17

DEMOGRAPHIC CHARACTERISTICS OF UNINSURED CHILDREN

Characteristic Estimate Source
1. Number of uninsured children in Kentucky 125,000 A
2. Percent of children uninsured in Kentucky 13% A
3. Percent of KY households with uninsured children 7.4% B
4. Number of uninsured children in household: B
1 51%
2 31%
3 14%
4+ 4%
5. Number of adults in households with uninsured children: B
1 18%
2 64%
3 11%
4+ 7%
6. Ages of uninsured children: B
Otod 25%
5t08 23%
9to0 12 21%
13t0 17 31%
7. Insurance status of aduits with uninsured children: B
No adult family members insured 80%
One or more aduit family members insured |  20% (mostly employer-provided)
8. Family income as a percent of poverty level: A
Families with uninsured children Category .  Cumulative
Percent Percent
010 99% 43% 43%
100 to 149% 19% 62%
150 t0 199% |- 11% 73%
200 to 249% 13% 86%
250 to 299% 6% 92%
300% or more 8% 100%
9. Amount adult respondents with uninsured children would B
be willing to pay per month for a basic health
insurance policy for one child:
Number of respondents answering question 340 respondents
Mean amount (affected by a few very large responses) $48
Median amount (half would pay more and half would pay less) $30
Amount greater than 75% of responses $50
Percent of respondents who would (or could) not pay any amount 23%

Sources: A

B 1996 Health Insurance Survey, with 548 households with uninsured children.
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The implication is that estimates of the cost of policy proposals to subsidize the purchase of health
insurance policies by low-income families with uninsured children are likely to significantly err on
the low side unless they take account of the large number of insured children in the same income
class whose families might drop current coverage to avail themselves of an income-based subsidy.
According to estimates from the CPS, there are nearly 2.5 times as many children privately
insured and living in families with incomes below 250% of the FPL as there are uninsured
children. Although data on the topic is sparse, figures from the Census Bureau indicate that the
majority of privately insured children are covered under policies obtained through a family
member’s employer.”” No data could be identified which would allow an estimate of what
percentage of the costs of child insurance are currently subsidized by employers.

.

Table 18

Family Incomes as a Percent of the Federal Poverty Level
Uninsured and Insured Children

Uninsured Children Privately Insured Children

Percent of Cumulative Cumulative Cumulative Cumulative

the FPL Percent Percent Number Number Percent Percent | Number Number
less than 43% 43% 53,750 53,750 7% 7% 42,000 42,000
100 '
100 - 149 19% 62% 23,750 77,500 11% 18% 66,000 108,000
150 - 199 11% 73% 13,750 91,250 13% 31% 78,000 186,000
200 - 249 13% 86% 16.250 107,500 13% 44% 78,000 264,000
250 - 299 6% 92% 7,500 115,000 8% 52% 48,000 312,000
300+ 8% 100% 10,000 125,000 48% 100% 288,000 600,000

Totals 100% : 125,000 100% 600,000

Source: LRC staff estimates from the March 1991 - 1995 Current Population Surveys of Kentucky households
conducted by the U.S. Bureau of the Census. Each annual survey includes approximately 630 Kentucky
households.

' Census Bureau, “Health Insurance Coverage Status by State: Number and Percent of Persons Under 18 Years
Old by Type of Coverage: 1987 to 1995.”
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MEMORANDUM
To: Representative Jim Gooch
From: Ginny Wilson, Ph.D.
LRC Chief Economist

Subject: Information Regarding Effects of HB 250 and SB 343
on the Individual Insurance Market

Date: April 3,1997

Per your request this memo presents information staff was able to develop regarding the effects
of HB 250 and SB 343 on the individual insurance market in Kentucky. Specific attention was
given to the issues you raised, as well as several others. As you know, this effort is greatly
hampered by the fact that staff does not have access to complete baszline data on the
characteristics of this market prior to implementation of HB 250. Thus, the estimates presented
below should be considered as suggestive only.

Three major areas have dominated the discussion of possible negative effects associated with
implementation of HB 250 and SB 343. These include significant rate increases for individual
policyholders, an increase in the number of uninsured because of rate increases, and a
deterioration of the business climate for insurance companies who marketed health insurance to
non-group policyholders. This memo presents the data staff was able 10 obtain relating to each
possible effect. Where no data was available, staff presents a brief discussion of the economic
incentives which would lead to an expectation about the nature of a particular effect.

Background

During World War II a wage freeze was imposed on U.S. employers. Employers who wanted to
attract good employees attempted to circumvent the freeze by offering health insurance coverage
as a benefit. This allowed employers to increase total compensation without violating the freeze.
It also allowed employees to shift part of the cost of health insurance to the government.
Employees benefited from the arrangement by being able to purchase health insurance at group



rates, which are usually lower than individual rates, and because payments for health insurance
were not taxed as employee income. Larger employers benefit because they may improve the
health, and therefore, the performance of employees. Employers are able to deduct premium
payments from gross income for tax purposes. However, it is also'true that any contribution to
total compensation for employees would be similarly deductible, whether in the form of direct
cash payments or health insurance premiumns.! This arrangement has proven so atiractive to
employees that, in 1995, employment-based health insurance was the norm in the U.S. and
Kentucky. It was estimated that 63.8% of all non-eiderly residents in the U.S., and 62.4% in
Kentucky, were covered under health insurance policies obtained through an employer. Over
90% of the privately insured non-elderly in Kentucky and the U.S. obtain their coverage through

an employer.?

Employers who predominantly hire low-wage workers do not have the same incentive to offer
health insurance because its cost represents a much Jarger share of total compensation, and may
be more than they are willing to pay. Small employers, in particular, often do not have the
resources to fund employee health insurance, particularly since their average premiums are
higher than large employers because there are fewer policies over which to spread health risks.

Individuals not able to obtain health insurance through an employer must bear the full cost of the
premium in after-tax dollars. Their premiums are often higher than for the same coverage
obtained under a group policy because individual policies are more costly to administer,
individual purchasers have less bargaining power, and their health nsks are not spread over a
larger group. The higher prices faced by individual purchasers, the fact that they have to research
and evaluate their own coverage options, and that premiums are paid with after-tax dollars,
combine to make them generally more responsive to price changes than those with employer-

based coverage.

Because of perceived problems of accessibility and affordability in the small-group and
individual markets for health insurance in Kentucky, the 1994 General Assembiy adopted HB
250, which established rules of issue and pricing in these markets, and for a mandated group of
public employees. The law required that health insurance products sold into these markets be
issued to all comers, be guaranteed renewable, limit pre-existing condition exclusions to the first
six months of the policy, require credit against any new-policy pre-existing condition period for
time covered under a previous policy if there was no more than a 60-day lapse between
coverages, and mandated that policies conform to one of a set of pre-defined standard benefit
plans. HB 250 also required that the pricing of policies sold in these markets not reflect the
particular health status or gender of the individuals covered under the policy, and reflect a
maximum 300% variation regarding age. A small vaniation was allowed for geographic region

and industry.

1U.S. General Accounting Office, Employment-Based Health Insurance: Costs Increase and Family Coverage

Decreases, February 1997, GAO/HEHS-97-35.
2Employee Benefit Research Institute, Sources of Health Insurance and Characteristics of the Uninsured, EBRI

Issue Brief Number 179, November 1996.
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The 1996 General Assembly amended the law to allow pricing of policies in these markets 1o
reflect a maximum 150% variation for gender, and a variation for age such that the total vanation
from the lowest to highest premium could be no more than 500%. It reduced the size of groups
subject to community rating from 100 to 50 persons, exempted associations from community
rating, and allowed a phase-in of community rating until July 1, 2000. It also extended the
allowable pre-existing condition period from six months to one year. The Commissioner of
Insurance was also authorized to approve the issuance of additional standard benefit plans.

Based on a survey of residents, it is estimated that approximately 5.5% of the total Kentucky
population, or about 210,000 individuals, were covered under a non-group private insurance
policy in the summer of 1996. The group was found to be 53% male, with an average age of 43
and a median household income between $25,000 and $35,000. Eighty-five peréent scored in the
best two out of the four categories of a standard health status index, while 5% scored in the worst
category. One-fourth of the individual policies reported by respondents were identified as a
standard plan, meaning that three-fourths of the policies did not conform to the provisions of HB

2503

That most individual policies did not reflect the provisions of the new law in the summer of 1996
was not surprising because both Executive Orders and SB 343 granted consumers the right 10
renew existing non-standard policies through July 15, 1996. Staff currently has no information
about the percentage of policies which are standard plans at the current time, (a guess of 40-50
‘percent is believed reasonable, but is supported by no data.) However, unless the Governor or
General Assembly takes additional action, all individual policies sold or renewed outside of an
exempt association afer July 15, 1997 are subject to the rating and benefit provisions of SB 343.

The rest of the memo presents information staff was able to obtain about possible effects these
provisions may have had on the market for individual insurance in Kentucky. In analyzing the
effects of changes in the law, it is critical to remember that the relevant comparison 1s not
between the status of the market at the current time and what it was prior to the implementation
of the changes. The relevant comparison is between the status of the market at the current time
and what it would have been at the current time if no legislative changes had been made. 1t is
important to remember that many other forces are affecting insurance markets besides legislative
actions. To isolate the effect of legislative actions it is necessary to consider those actions
holding all other factors constant. That this is extremely difficult to do, even with complete
historical and current data, does not negate the fact that it is the only correct method to accurately
estimate such effects. In the absence of complete historical and current data on the features of
the individual health insurance market in Kentucky, staff has drawn on the available data to make
its best estimates regarding the issues of interest to you.

Rate Effects
By far, the most frequent complaint policymakers heard regarding legislative changes in the laws

governing individual health insurance was that the changes resulted in large increases in

3 Legislative Research Commission, Number and Characteristics of the Individually Insured, Small-Group Insured,
and Uninsured in Kentucky, Research Memorandum No. 474, March 1997.
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premiums. The two critical questions are whether similar increases would have occurred in the
absence of legislative action, and, if not, how much of the increase can be attributed to changes
in the law and what percentage of the market was affected. The two major problems with making
a reliable assessment of premium increases is that there is little uniform data on premiums prior
to July 1995, when HB 250 took effect, and staff has access to little uniform data on current
premiums (although several attemnpts are under way to gather such data). The approach used was
10 isolate possible reasons premiums may have increased over what they would have been and to
evaluate each reason separately.

Change in Rating Provisions
Based on the data reviewed, there is general consensus among researchers and actuaries that

utilization of medical services is greater for women in the childbearing years than for men of the
same age, greater for older adults than for younger adults, and greater for those with poor health
status than for those with good health staws. In an insurance market where premiums are set to
reflect the claims experience of the insured, such as in the individual market in Kentucky prior to
legislative action, women, older adults, and individuals with poorer heaith status generally faced
higher premiums reflecting the expectation that they would have higher claims costs. Men,
younger adults, and individuals with better health status were generally able to obtain insurance
with lower premiums because of the expectation of lower claims costs. Holding all other factors
constant, a change in the pricing of health insurance premiums to disallow gender and health
status, and limit age variations, would be expected to decrease premiums for younger women,
older adulss, and those with poorer health status. Since, for any insurance market to be
financially viable, total claims costs cannot exceed total premiums in the long run, reductions in
premiums for the groups mentioned above would have o be offset with increases for young men,
younger adults, and those with better health status.

Table 1 shows some information related to that effect. The table compares premium rates for
individual health insurance policies which were approved by the Kentucky Department of
Insurance prior to July 15, 1995, with those actually paid by policy holders who purchased
individual policies through the Kentucky Health Purchasing Alliance in 1995. The selected
premiums are shown for the gender, age, and family combinations previously recommended by
the Consumer - Provider Task Force on Individual Coverage.

Three filings were selected for comparison to the premiums paid by Alliance members. They
were chosen because the companies were thought to have a significant share of the 1994
Kentucky individual market. The premiums quoted for companies A and B were for policy
forms still being sold to new entrants just prior to implementation of HB 250.

The premiums quoted for company C are for a policy form that was closed to new entrants in
1988. It is a common practice among insurance companies pricing policies in an experience-rated
market to sell a particular policy form as a guaranteed-renewable product. However, they
generally only allow new entrants into the covered group for a limited period of time. Itisa
normal panern that, for any static group of policyholders, the amount of claims will tend to
increase over time because the probability that any particular individual will experience an illness
or injury is greater over a period of several years than it is for any single year.



As the natural claims experience of the static group worsens over time, premiums of the whole
group must increase o cover €osts. As premiums increase, those with few claims find that they
can purchase health insurance in a newer policy form at a lower rate. When they leave to take
advantage of the lower rate, those left in the static group experience an additional increase in
premiums. This process continues until the only ones left in the old policy form are those who
have health conditions that make it impossible to purchase insurance in any new policy form. As
premiums continue to increase, even most of those individuals are forced to drop their policies
because they do not have sufficient income to cover their own high-cost medical claims. (This is
the classic death spiral in rates that was given as a reason for the initial legislative actions.) It
was believed that premiums in the closed policy form of Company C would be an acceptable
proxy measure of the rates faced by those in poor health prior to 1995. (There were 453
Kentuckians in the policy form at the time of the rate filing.)

Since the rates from Companies A, B, and C are from the most recent filing prior 10
implementation of HB 250, they should be a reasonable example of the premiums which existed
at the time of the change. It is clear from the table that the extent to which any particular
policyholder might have experienced a significant rate increase or decrease because of the rating
provisions of HB 250 is almost entirely dependent on where the policyholder falls in the age,
gender, and health status matrix. Also of note is the difference between percentage changes and
dollar changes. For example, the table shows that a 25 year-old non-smoking male would have
experienced a 98% increase in premium in moving from Company B to an Alliance policy, while
one moving from Company C’s closed form would have seen a 70% decrease. Based on the
percents, the former had a larger price change than the latter. However, the 98% increase
represents an additional cost of $30, while the 70% decrease represents a savings of S141,
reflecting the much higher initial price.

Table 1 provides no information about the distribution of policyholders in the individual market
on these characteristics so it cannot be used to estimate how many policyholders might have
experienced a particular change. To make such an estimate staff used data collected in the survey

of Kentuckians with individual policies.*

Model Estimates
During the 1996 regular session a premium pricing model was developed, and provided to LRC

staff, by an actuary working for the governor's office. The purpose of the model was to provide a
rough indication of the feasibility of various rate band requirements. The bands that could be
‘tweaked' in the model were those being considered in the reform effort—-age, gender, and health
status. Key assumptions underlying the model were 1) the distribution of the insurable market in
terms of age and health status; 2) the pre-reform relationship between health status and premium
for those who were insurable; 3) pre-reform ratios of premium rates for men compared to
women, and the elderly compared to the young; and 4) the pre-reform premium for a young
healthy male.

SLegislative Research Commission, Research Memorandum No. 474.



In its first use during the 1996 regular session, the model's underlying assumptions were provided
by the actuary based on experience or published estimates for the nation. Kentucky-specific
figures did not exist in most cases. This lack of supporting figures for some of the underlying
assumptions limited the extent to which the model could be used with confidence. However, in



Table 1
Monthly Premiums for Non-Group Health Insurance Policies
from the 1994 Rate Filings of Three Companies
and Actual 1995 Rates Paid by Individual Members
of the Kentucky Heaith Purchasing Alliance

Monthly Premium and Percent Difference from Alliance Premium
(Non-Smoker) I (Smoker)
Policyholder Alliance Company A Company B Company C
Single Female s S % S % S % S %
Age 25 S61 S35 10% $33 74% $50 22% 3249 -76%
Age 40 90 103 -13 63 43 90 0 382 -76
Age 55 133 146 -9 113 17 162 -18 645 -79
Single Male .
Age 25 $61 38 59 31 98 44 38 202 -70
Age 40 90 64 41 47 90 68 33 341 -74
Age 35 133 141 -6 113 18 161 -18 705 -81
Single Parent
Age 25 99 148 -33 60 64 86 15 420 -77
Age 40 144 196 =27 88 63 126 14 558 -74
Age 55 2]2 239 -11 138 33 198 7 823 -74
Couple
Age 25 129 93 3 65 98 94 38 392 -67
Age 40 189 167 i3 110 71 138 20 676 -72
Age 55 279 287 -3 226 23 32 -14 1307 -19
Family
Age 25 148 197 -25 91 63 130 14 593 -75
Age 40 216 214 1 136 39 194 1t 876 -75
Age 55 319 303 5 251 27 360 -1] 1302 -76

Notes: Rates for Companies A, B, and C are for indemnity policies with 80/20 co-payments and $2,500 deductibles.
Rates for the Alliance are actual rates paid by representative policyholders for a budget high indemnity plan (which
had a 5,000 deductible for families). Policy forms of A and B were still sold to new entrants, while that of C was
closed in 1988. Although deductibles are comparable, other features of covered benefits are not completely uniform.
Source: LRC staff analysis of premium data supplied by the Kentucky Health Purchasing Alliance, and pre-7/95
rate filings supplied by the Department of Insurance.

the interim, additional Kentucky-specific information has become available from both the
Department of Insurance and the Health Insurance Survey. This additional information has been
used to somewhat improve confidence in the model. However, it must be noted that the key
assumptions in the previous paragraph will never be "nailed down" because of the lack of base-
line data and the complexities of the insurance market. Given this, the model is best used for
illustrating general effects and relative magnitudes of increases and decreases in premiums as
opposed to providing specific dollar estimates.



Figure A, derived from the premium model, provides an illustration of the pure effect on
premiums of changes in the rating structure. The chart provides an estimate of the share of the
individual insurance market that would have experienced a given percentage change in premium
when moving from pre-reform to HB 250 (dark bars) or when moving from pre-reform to SB
343 (white bars). Movement from pre-reform to either of the reforms is assumed to take one
year (an underlying inflation rate of 5% is included in the figures). Reading down the chart in 20
percent increments one moves from high price increases to lower price increases, through the
gray area of little change, to low price reductions and large price reductions at the bottom of the
chart. So, the bars above the grayed area indicate the share of the market experiencing premium
increases and the bars below the grayed area indicate the share of the market experiencing

premium decreases.

Most noteworthy in the chart is the large share of the market that experienced premium increases.
If it was assumed that all 210,000 individually insured had come under the provisions of the two
laws, then the bars above the gray line would represent about 130,000 individually insured who
would have experienced increases from moving to the HB 250 rating structure, and 155,000 from
moving to that of SB 343. In contrast, the bars in the section below the gray line represent about
40,000 individually insured who would have experienced premium decreases under HB 250 and
20,000 who would have experienced decreases from SB 343. The effect of widening the rate
bands in SB 343 (white bars) is very apparent in the chart relative to HB 250 (dark bars). The
distribution of the bars is important here; while the rating structure of SB 343 would have caused
more people to experience rate increases, the increases would have been smaller.

Finally, it must be noted that this chart does not indicate what actually happened in Kentucky's
health insurance market, because 1) it assumes events that never happened--complete coverage of
the market by either of the two reform efforts, and 2) it does not recognize the effects of other
aspects of the reform, such as standard plans and guaranteed issue, which are covered in other

sections of this memo.

From the Health Insurance Survey, it was estimated that about 35,000 individually insured had
policies meeting the provisions of HB 250 in the summer of 1996. If the model results are
applied to this group then it is estimated that about 22,000 would have had higher premiums
because of the change in rating structure, and about 7,000 would have had lower premiums, ail
else held equal. Based on the unsupported guess that another 30-35,000 may have come under
the provisions of SB 343, then about 22,000 of that group would have experienced moderate-to-
large increases, compared to about 3,000 who would have experienced decreases, all else held
equal. (Staff is currently working on an estimate of the effect of moving from HB 250 to SB

343.)

While the estimates are thought to be a reasonable representation of the pure effects due solely to
changes in rating structure, it is important to remember that the "all else held equal" assumption
means that they are not an accurate reflection of what actually happened to premiums. In
particular, the existence of the association exemption makes it much less likely that those with
lower premiums under experience rating would voluntarily accept their portion of the subsidy
required by a change to modified community rating.



Figure A
Pricing Model Estimates
of Share of Individual Insurance Market Experiencing Given Percent Changes in Premium
Due Solely to Changes in Rating Structure
Imposed Under HB 250 and SB 343

- Percent Change in Premium
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Note: The following rate band assumptions were used:

Characteristic Pre-reform HB 250 S8 343
Maximum Age Band 45 3.0 4.0
Maximum Gender Ditference 1.5 1.0 1.5
Heatth Status Band 25 1.0 1.5

Change in Benefits
In addition to restrictions on the rating factors which could be used to price individual insurance

policies, HB 250 also limited policies which could be sold, to one of the pre-defined standard
benefit plans. There has been criticism that the standard plan with the lowest level of benefits
was still much richer than some policyholders had purchased in the individual market in 1994,
There have also been complaints that restrictions imposed by standard plans did not allow
policyholders to tailor their benefits to their own particular preferences.




To get a rough approximation of the effect of a mandated change in benefits, irrespective of other
changes, a comparison was done of the rates listed in the filings of Companies A, B, and C for
the same policy forms but with different covered benefits. For the company whose filing was for
a policy form still accepting new applicants and who offered a policy with a $5,000 deductible,
the increase in premiums for an upgrade to a policy with a S2,500 deductible ranged from 15% to
30%. Thus, those who had previously purchased "catastrophic” coverage and who were forced to
upgrade to a standard plan, may have seen a premium increase in the neighborhood of 25%, just
because of that benefit change. No new standard plans have been adopted since implementation
of HB 250, so this effect is still being felt under SB 343.

Guaranteed Issue

The effects of changes in the rating provisions discussed above only take into account the effects
on policyholders who had previously been insured in the individual market. Under the
provisions of guaranteed issue, those who had previously been denied access to health insurance
because they had high-cost medical conditions were able to purchase a policy at modified
community rates which did not reflect the cost of treatments for their medical conditions. In
hearings before the various legislative committees at the time the two bills were under
consideration, actuaries estimated that guaranteed issue requirements, in the absence of being
able to set premiums based on health status, would add, on average, 8% to the price of insurance
in the individual market.

Staff analysis of the operations of all high risk pools operating in the couniry in 1993 indicated
that the weighted average per-person costs were about 34,500 per year. Weighted average
premiums paid per person were approximately $2,500, leaving a deficit of $2,000 per year per
person.’ Since high risk pools generally impose a 25% 10 50% increase in the standard premium
for poor health status, the expected per-person deficit of individuals with a high-cost condition
under Kentucky's modified community rating system would likely be higher and is estimated to
be around 52,500 per year. Depending on the number of individuals with a high-cost condition
which are assumed to have entered the individual market after HB 250 was implemented, staff
estimates that guaranteed issue added an average of 5% to 9% to the premiums of those who had
individual coverage in 1994, compared to what they would have paid without the guaranteed

1ssue provision.

Some have expressed the concem that guaranteed issue plus modified community rating may
have provided sufficient incentive for non-state residents with hi gh-cost medical conditions to
move to Kentucky. Over 2.5 million residents of contiguous states live in a county bordering
Kentucky, so this concern is not trivial. Three of these states have high risk pools, one requires
guaranteed issue in the individual market, and none Impose rating restrictions.5 There is no
available data regarding how many people might have moved for this reason, or the total costs
they might represent. The six months pre-existing condition exclusions specified in HB 250 may
have reduced the incentive for adverse selection by those with conditions requiring more

3 LRC staff analysis of data contained in Comprehensive Health Insurance for High-risk Individuals: A State-by-
State Analysis, Tenth Edition, Communicating for Agriculwre, 1996.
€Health Policy Tracking Service, Major State Health Carre Policies: Fifty State Profiles, 1996, January, 1997.
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immediate treatment. SB 343 added a residency requirement of 12 months and also extended the
pre-existing condition exclusions to 12 months, further reducing the incentive for relocation.
However, those with chronic high-cost conditions, such as quadriplegia or multiple sclerosis
(MS), may have made such a decision if they were willing to go without insurance coverage of
their condition for six months to two vears in hopes of obtaining affordable coverage thereafier.

Change in Pricing for Families

Review of the pre-HB 250 rate filings of the three companies noted above indicated that there
were variations in the number of pricing options (also called tiers) for various categories of
families. Company A listed rates for single males, single females, and families. However, the
rate for a single male plus that for a single female was less than the family rate, so it is likely that
a couple would have chosen the two single rates. Similarly, the rate for a female plus two
children under age 20 would have been lower than the family rate. So it was possible for
policyholders 1o tailor a premium to their situation. Companies B and C had similar structures.

HB 250 required a four-tier structure with pricing for singles, couples, parent plus child(ren), and
families (two adults plus one or more children). Rates were not generally affected by how many
children were included. This means that single parents, and families, with fewer children would
have paid higher premiums, and those with more children would have paid lower premiums, all
else held equal. No data is available regarding what the magnitude of this effect might have

been.

Market Uncertainty

While it is not possible to estimate the magnitude of this effect, it is important to remember that
insurance providers have had to price individual policies in the presence of two major revisions
in the rules under which they operate in Kentucky. This dramatically increased companies'
uncertainty regarding the demographic mix and claims experience of the group who would
choose to purchase their policies, the strategies of competitors, the operation and efficacy of risk
adjustment mechanisms, and the duration of particular features of the laws which were

implemented.’

Some have accused companies of intentionally inflicting premium increases and policy changes
on policyholders in an attempt to gain their support in efforts to repeal changes in the law. Staff
can make no assessment of the reasons for which company managers have made particular
business decisions. However, mraditional economic theory is completely compatible with the
expectation that efficient managers might set prices higher (or lower) in a short-run period of
disruption than they would when the market moves to a long-run equilibrium. The individual
insurance market in Kentucky did not have time to make long-run adjustments to HB 250 before
SB 343 was enacted. Some company managers appear to believe that SB 343 will be amended
before long-run adjustments to its provisions can be achieved. Thus, it is considered highly
unlikely that average premiums which existed in the market subsequent to the adoption of HB

While it could be argued that the total cost of delivered medical care was already in the system, in the form of cost
shifting and uncompensated care, 1o remain financially viable, individual companies must price for the share of the
market for which they are responsible.
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250 and SB 343 are as low as they would have been if company managers had been operating
with much greater certainty about how the changes would play out over the long-run.

Exemption of Associations from Rating Provisions

SB 343 specifically exempted associations from the rating provisions imposed on the rest of the
individual market. While this provision would not have affected premiums in force under HB
250, and should have only begun to affect those under SB 343, it is expected that the effect will
grow in significance as long as modified community rating is imposed on the rest of the

individual market.

.

This effect derives from the existence of adverse selection in the market for heaith insurance.
This means that those most willing to purchase health insurance at a higher price are those who
believe they are likely to use more health services than the cost of the insurance. Purchasers who
believe they are unlikely to consume a significant dollar amount of health services are only
willing to pay a lower price, or none at all. Given free choice between rating provisions,
purchasers with an expectation of low utilization will generally select an experience-rated
premium, while those with an expectation of higher utilization would prefer a community-rated
premium. This results in a situation exactly analogous to the death spiral descnibed above. Over
time, premiums in the community-rated section of the market will increase in such a fashion that
the entire market will revert back to a pure experience-rated market. It is not possible to estimate
exactly what magnitude of effect the exemption had on current community-rated premiums, but it
is likely that companies who chose to remain in that market set premiums which reflected
expected instability due to the exemption.

Other Factors
Factors unrelated to the provisions of either bill also affected changes in premiums over the

period. These changes may have augmented, or offset, the effects on premiums discussed above.
Overall increases in the cost of medical services, measured by the medical CPI were 4.5% in
1995 and 3.5% in 1996. The reviewed rate filings approved prior to implementation of HB 250
reflected increases in average premiums of 12.4% (Company A), 11.8% (Company B), and

42.9% (Company C).

General movement to a managed care environment would have reduced average premiurms in
1995-97, compared to 1994, although the *“any willing provider” provision in Kentucky law may
have reduced savings achievable from managed care. The general aging of the population and
the demand for more sophisticated medical and pharmaceutical treatments would have increased
premiums. State and federal mandates for coverage of specific benefits, such as 48-hour
maternity stays, would also have increased premiums, all else held equal.

The point is that, even in the absence of HB 250 and SB 343, average premiums in the individual
market would have shown significant increases over the period since 1994. It is incorrect to
assume that all increases are attributable to legislative changes.



=y

Increases in the Number of Uninsured

The Census Bureau did not find a statistically significant change in the number of uninsured in
Kentucky between 1994 and 1995, based on its analysis of the Current Population Survey (CPS).
When applied to the 1990 census count of the Kentucky population, the percentage estimates of
the uninsured in 1991-1995 are either within, or very close to, the margin of error on the 1990
estimate. This means that most of the variation in estimates from year-1o-year are attributable to
normal sample variations and changes in estimates of total population. Because the size of the
Kentucky sample in the CPS is relatively small, nearly 10% of policyholders in the small-group
and individual markets would have to drop coverage before the method used by the Census
Bureau would be able to identify that any change had occurred.®

According to the U.S. General Accounting Office (GAQO), from 1989 to 1995 there was a
national decline in the percentage of the non-elderly population covered under private insurance.
They estimated that 70%-90% of this decline was due to reduced coverage of dependents through
employer-based policies.

In the Jate 1980’s, the cost of employment-based health insurance premiums
significantly outpaced inflation. Between 1988 and 1989, emplover costs for health
insurance rose 18 percent in one year. By contrast, general inflation was under 5
percent. Health insurance premium costs began to stabilize recently. However,
health insurance continues to be a2 major portion of employers’ total compensation
to employees — 7.3 percent of payroll costs in 1993, compared with 4.4 percent in
1980....Between 1989 and 1996, cost increases for family premiums were 13 to 23
percent higher than cost increases for empioyee-only premiums, depending on the
type of health plan...With the surge in health insurance premium costs, some
companies began 1o reevaluate their obligation to provide coverage to employees
and especially their dependents. A recent survey...found that...employers viewed
their role in providing coverage to employees and their dependents as diminishing.?
(Pages 3-7)

This should not be taken to mean that no individual policyholders have chosen to drop coverage
in the face of premium increases (whatever the reason). A basic tenet of economic theory is that,
as the price of a product increases, demand for that product decreases. Since the analysis above
indicates that more policyholders in the individual market were likely to have experienced rate
increases than decreases from the change to modified community rating, it is also likely that
more people dropped than added coverage. In the Health Insurance Survey, half of the newly
uninsured whose previous coverage had been in the individual market reported that they dropped
coverage because they could no longer afford the premium. However, because the individually
insured comprise only about 5.5% of the total population, changes in their insurance status are
not easily captured in overall estimates of the uninsured.

8 See Legislative Research Commission Research Memorandum No. 474 for a more complete discussion of this

1ssue. ;
9 U.S. General Accounting Office, Employment-Based Health Insurance: Costs Increase and Family coverage

Decreases, February 1997, GAO/HEHS-97-35.



In general, most people are uninsured because they lack sufficient incomes to purchase heaith
insurance in addition to the other goods and services they feel they need. The uninsured have
lower incomes compared to the privately insured, which explains much of their mnability to
purchase insurance (Table 2). For most uninsured the basic reason for lack of health insurance is
affordability - whether affordability is constrained by low income or by high premiums due to a
health condition. In surveys which ask the question, very few respondents say they don’t have
health insurance because they don't think they need it. Less than 8% of the uninsured live in
households with incomes above $40,000, compared to 41% of the privately insured.

An attempt to reduce the number of uninsured through changes in rating structure really only
benefits the small number of uninsured with high-cost medical conditions and sufficient income
10 pay an average premium; may cause those without such conditions, and without sufficient
income to absorb their share of the subsidy, to drop insurance; and has no affect on the low-
income uninsured. Discussions about community rating versus experience ratin g are really about
the basic policy issue of who should pay for medical services for those with hi gh-cost conditions.

Table 2

Household Incomes of the Uninsured and Privately Insured

Percent of Percent of

Household Income  Uninsured Privately Insured
Less than $10,000 44% 5%
$10,000 to S15,000 14 7
$15,000 to $25,000 19 17
$25,000 1o $40,000 13 30
$40,000 to $50,000 4 10

More than $50,000 4 31

Source: LRC staff analysis the Spring 1996 Kentucky Survey.

Under an experience-rated pricing system for health insurance, the health risks associated with
particular policyholders are segmented. What this means is that those with similar risk
characteristics are placed in one category and charged a low price reflecting their similar level of
risk, while those with higher risks are placed in another category and charged a higher price
reflecting their similar level of risk. Thus, those with different risks are segmented into defined
categories, with differing prices attached to each category according to the average level of risk
the category represents. It is also important to understand that the categorization of risks for any
policyholder only covers the time period covered by a specific contract -- usually a contract year.
At the time the contract is renewed, the risks of each policyholder are re-evaluated, and
policyholders may be assigned to a new category if their risk status has changed.
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Economists might term this arrangement "efficient” and actuaries mj ght term it "equitable" and
they would both mean the same thing -- that those who are asking insurance companies to
assume a greater magnitude of financial risk should pay more than those who are asking
Insurance companies to assume a smaller magnitude of financial risk. Two points should be
made here. First is that, under this form of “efficient” or "equitable" risk segmentation, the
market tends toward an arrangement where insurers prefer to offer health insurance only 10 low-
risk policyholders and where income limitations prevent many higher-risk policyholders from
paying premiums in line with the risks they represent. Second is that the technical terms of
“efficient” and "equitable" should not be taken to imply anything about "faimess" or "equity" in a
public policy sense. Judgments about "fairness" and “equity” represent value Judgments and are
outside the normal realm of positive economics and actuarial science, but are strictly within the

realm of public policy decisions.

There are many who would characterize experience rating as "unfair" and characterize the
insurance company as unscrupulous for pricing insurance in this manner. They raise the problem
that few families have sufficient resources to pay for very expensive medical procedures.
However, the point is made that this situation is simply the end result of the process of using risk
segmentation 1o price health insurance. Those who believe the insurance company has somehow
violated the rules misperceive the product of health insurance in a market based on risk
segmentation which is re-evaluated at the beginning of each contract period. Under these
conditions risk is not pooled across different categories of individuals, and the premiums paid in
one period offer no protection for health conditions encountered in a subsequent period. For
example, some people think it is not "fair" if, after paying insurance premiums for 10 years
without filing a significant claim and then, in the 11th year, having a significant claim for a
chronic condition, they face a large increase in the 12th year reflecting their changed risk status.
Under a pricing strategy based on risk segmentation this occurrence is logically consistent and
does not reflect unscrupulous business practice because the premiums paid in the previous 10
years were set low s0 as to only cover the expected risk at that time. If, in the 1 1th year, the risks
have increased, it stands to reason that the price must also increase.

If the situation just described is judged "unfair”, then it implies a policy judgment that pricing
based on risk segmentation is "unfair”. The alternative pricing structure is risk pooling. Under
this structure, everyone pays a premium closer to the average for the whole group and those who
move into a different risk category do not see a directly parallel increase in premiums. This, of
course, is also known as community rating. In pure community rating, risks are pooled across all
insured individuals in the market segment subject to the rating restrictions. However, there are
those who argue that such a system is also "unfair" because those with lower risks, who tend to
be younger and often have less income, generally subsidize those with hi gher risks, who tend to
be older and may have more income. This pricing structure yields a price that is more stable
across subsequent periods for all policyholders, but which is higher in some periods for those
who would benefit from risk segmentation. Modifications to pure community rating, such as
allowing adjustments for age, gender, or other factors simply restrict the risk pooling to
categories of individuals who share some demographic characteristic.



Others would argue that insurance subsidies, no matter whether for those with expensive madical
conditions or those with limited incomes, are more properly funded by all citizens, rather than
Just those insured in a particular market, since the judgment that they should be subsidized
reflects a social policy decision. In particular, it can be questioned whether individuals with
lower incomes, but who still manage to purchase health insurance, can equitably be asked to
subsidize those with higher incomes, but with expensive medical conditions, when those without
sufficient income to pay a premium (whether a high-cost or low-cost premium) are not
subsidized at all.

Change in Business Conditions

According to the Department of Insurance, 42 carriers have withdrawn from the Kentucky
individual insurance market since 1994. Staff has no data regarding whether these companies
withdrew because of changes in the law, or for other reasons. It is likely that a combination of

factors was considered in the decision.

Principal Mutual Life Insurance Co. one of the nation’s largest individual health
insurers, is leaving that market altogether. The company cited low profitability,
problems with state health reform laws and its ongoing consolidation around other lines
of insurance... The individual market made up only 3% of Principal Mutual's health
insurance business and was not as profitable as other lines of business, according to
company officials. The firm says it will focus on group policies and managed care. !¢

Companies unable t0 secure an adequate share of the exempted association-rnarket for individual
coverage would have seen their healthier customers flee seeking lower premiums and may have
concluded that staying in the Kentucky market was a losing proposition in the long-run.

No matter why companies left the market, there have been questions regarding how many
policyholders were affected. Staffis aware of no complete enumeration of market share for all
companies in the individual market in 1994. However, information was obtained from
policyholders in the Alliance regarding their previous type of coverage (individual, group, or
other) and their previous company.

Staff analysis of the Health Insurance Survey indicated no significant difference in the age and
gender of individually insured inside and outside the Alliance. However, those in the Alliance
were found to have significantly worse scores on a standard measure of health status than those
outside. Thus, the distribution of Alliance members among insurers in 1994, may not be
completely representative of all individually insured. Stll, because it is the only relevant data
staff could obtain at the present time, the results are presented here.

Of the policyholders with individual coverage through the Alliance in 1995 or early 1996 who
reported having an individual policy as their previous coverage, 36% said their previous
company was one of the companies listed by the Department of Insurance as having withdrawn

10 Page, Leigh, “Major insurer exits individual market, citing low profit,” American Medical News, March 3, 1997,
pp 6.
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from the Kentucky market. Eighty percent of those were insured by one of six companies (Time,
Golden Rule, Continental, Mutual of Omaha, John Alden, and Shelter.)

Other carriers may not have left Kentucky entirely, but may have stopped selling policies in the
individual market. At the current time only Anthem and Kentucky Kare are selling policies in
the individual market (excluding HMOs who were recently required to implement 30-day open
enrollment periods.) Kentucky Kare was not allowed to sell insurance to non-public employees
prior to passage of HB 250. So another way to examine the question is to see what percentage of
Alliance individual policyholders reported having previous individual coverage under Anthem.
One-fourth of the group reported that their previous individual coverage was an Anthem product.
This means that three-fourths of the group no longer has access to their former carrier.

Kentucky Kare is all that prevents a monopoly situation in the community-rated individual
market. Given that its reserves have declined by $50 million since it began selling private
individual coverage, it is questionable as to whether it can long remain financially viable in its
current form. According to traditional theory, companies with an unregulated monopoly set
prices higher than they would in the presence of effective competition. That, plus the pricing
spiral related to the association exemption, holds out little hope that premiums in the individual
community-rated market will stabilize at some efficient level in the absence of further legislative

action.

I hope this memo provides the information you need. If I can answer questions or be of further
assistance, please let me know.
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NATIONAL DATA

Every year in March, the United States Census Bureau completes the Current Population Survey
(CPS). This is a monthly survey of approximately 50,000 households conducted for the Bureau
of Labor Statistics (BLS). This survey has been produced for over 50 years. It is the primary
source of labor force characteristics of the United States population. While statistics are gathered
on individuals over 15 years old, published statistics primarily focus on those 16 and older. The
major drawback to the use of this survey for summary statistical data arises from the fact that a
very small sample (approximately 700 households in the state of Kentucky) is utilized to acquire
data. To help alleviate some of the problems arising from a small sample, the Bureau of the
Census aggregates annual data into two year averages to help stabilize annual swings. The
survey provides estimates for national demographics and is part of the model-based estimates for
individual states.

Among estimates gathered by the CPS are employment, unemployment, earnings, hours of work,
insurance coverage, and other relevant economic indicators. They are available by some
demographic standards as age, sex, race, marital status, and educational achievement. Other
demographics measured include categories such as occupation, industry, and class of worker
(blue or white collar, technical, professional, etc.). Supplemental questions such as income,
school enrollment, work schedules, and employee benefits are sometimes added to the survey.

The following statistics come from the March 1996 Supplement to the survey, which measures
1995 data. These data are released in the year after they are generated. For example, the 1993
survey data are released in 1994. According to this survey data, 223,733,000 people, or 84.6% of
the national population, had some form of health insurance coverage during part or all of 1995.
Citizens may have more than one kind of insurance at the same time. For example, someone
may have purchased private insurance provided by an employer and also be covered by
Medicare. . They may have Medicare and a supplemental policy purchased on the individual
market. Therefore, care must be taken when trying to add the various types of insurance in
anticipation of totals adding up to 100% of the insurance market.

There were 40,582,000 people, or 15.4% of the population estimated to be without insurance
during 1995. This is approximately 15.4% of the nation’s population. Of those individuals with
insurance, 70.3% had private insurance, either employer provided or individual policies. Of
those with private insurance, 61.1% of these individuals had employer provided insurance, with
the rest utilizing the individual insurance market. Government insurance accounted for insurance
coverage for 74,908,000 people. Medicare covered 34,655,000 persons, or 13.1%. Medicaid
was utilized by 31,877,000 people, or 12.1%. Military insurance such as CHAMPUS,
CHAMPVA, veterans, and active military health care covered 9,376,000 people, or 3.5%. There
were 40,582,000 people, or 15.4% of the population estimated to be without insurance during

1995.

It was estimated by the Legislative Research Commission that 5.5% of the population, or about
210,000 people, had purchased individual policies in the insurance market in Kentucky during
1995. Durng that same time period, approximately 9.3% of the population, or 360,000



individuals, were insured by firms with less than 50 employees. They also estimated that
14.65%, or about 560,000 people, were uninsured in 1995. Of those uninsured in Kentucky who
responded to the Legislative Research Commission survey, over two-thirds said they were
uninsured because of cost, while only 5% said they were uninsured because of a medical
condition. It is worth noting here that the survey took place after implementation of the 1994
reforms and before the 1996 reforms were in place.

KENTUCKY DEMOGRAPHICS

The Commonwealth of Kentucky is primarily a state with 2 workforce consisting of many small
employers, a workforce lower than the national average in educational achievement, and
containing a population that is substantially less healthy than the national average. Each of these
factors will have an adverse effect upon the population to have, or afford, private health
insurance. Each factor will be analyzed from the viewpoint of impact of providing affordable
insurance and insurance reform for the citizens of Kentucky. National data as well as the
Legislative Research Commission survey released in march 1997 will be utilized.

POPULATION

According to the State Data Center at the University of Louisville, both the United States and
Kentucky have traditionally had a pyramid shaped population demographic where the younger
generation is larger and better educated than the one preceding it. Currently, those Kentuckians
in their 30°s and 40’s are greater in number than the younger generation. The “baby boomers™
waited longer to have children, and had fewer per household than older generations. This
phenomenon, coupled with the fact that Americans are living longer and healthier, has resulted in
a squaring of the population pyramid. Consequently, the younger generations are significantly
smaller in number. This decline will impact our social and economic policies in several ways.

A national study was released using data gathered between 1982 and 1994 which shows the
percentage of adults over 65 considered disabled has dropped from 24.9% to 21.3%, or an
estimated difference of 1.2 million people. This study was produced by the National Long Term
Care Survey and Duke University looked at chronic disability among a sample of more than
20,000 persons aged 65 and older. This study, if corroborated, may have important implications
for Social Security and expenditures for Medicare and private insurance coverage. According to
this study, published in the Proceedings of the National Academy of Sciences in March, 1997, if
the percentage of elderly persons in institutions in 1982 remained the same, the 1994 population
would total 2.1 million individuals in nursing homes or other facilities. Instead, there are 1.7
million individuals in these institutions. If it is assumed that the nursing home cost per person is
approximately $43,300 per year in 1994 as stated in the report, the 400,000 fewer persons in
these facilities results in a savings to the nation of $17.3 billion in nursing home costs.

Technology and the employment market are rapidly changing, and our work force will change
with it. Today, the employed worker is the worker who continues their education, either in school
or on the job. Older workers, combined with fewer children, will dramatically affect the
educational, medical care, and insurance delivery systems of the state in the future.



Along with the changing workplace, people are living longer. They are also faced with older
retirement ages. As people work longer, they have more insurance options. Medicare eligibility
continues to become effective at age 65, while many employees are working well into their
seventies and beyond. These workers will have, as long as Congress does not change the
eligibility criteria, more insurance coverage options from which to choose.

EDUCATION

The people of Kentucky have traditionally viewed the educational process as a tool to provide
needed skills for the workplace. With the economy centered primarily around manufacturing and
mining, these jobs have provided high wages for individuals with a high school diploma or less.
This economic mix has not provided an economic incentive for continuing educational

achievement.

According to the 1996 Current Population Survey from the U.S. Census Bureau utilizing 1995
data, the Commonwealth placed in the lower end nationally for high school graduation rates.
The high school graduation rates for individuals 25 years of age and older ranged from a low of
72.7% (with a standard deviation of plus or minus 1.8%) for West Virginia to a high of 92.1%
(with a standard deviation of plus or minus 1.3%) for Alaska. Kentucky had a high school
graduation rate of 76.7% (with a standard deviation of plus or minus 2.3%). At the 90%
confidence level, this means the percentage of Kentuckians completing high school ranged from
74.4% to 79.0%. The 90% confidence level is a statistical tool used to determine the probability
that the findings would reflect the survey results if the entire population of Kentucky were
questioned. With the relatively small sample size, in 18 out of 20 cases, it can be assumed the
findings of the poll would have shown high school graduation rates would be between 74.4% and

79.0%.

According to the same Census Bureau survey, those individuals with a bachelor’s degree or
greater ranged from a low of 12.7% (with a standard deviation of plus or minus 1.8%) for West
Virginia to a high of 38.2% (with a standard deviation of plus or minus 3.0%) for the District of
Columbia. Kentucky had a bachelor’s degree or greater completion rate of 19.3% (with a
standard deviation of plus or minus 2.2%). At the 90% confidence level, this means the
percentage of Kentuckians completing a bachelors degree or greater ranged from 17.1% to
21.5%.



For comparative purposes, the following table shows the relative high school and bachelor’s
degree completion rates for the states contiguous to Kentucky:

STATE HIGH SCHOOL BACHELORS DEGREE
COMPLETION RATE COMPLETION RATE
IN 81.6 16.9
IL 82.3 24.6
OH 83.4 19.7
VA 82.7 26.0
NC 76.3 20.6
TN 77.4 17.8
MO 82.2 21.9

High school and college graduation rates, while showing the emphasis placed on education, only
start to explain the relationship between and education and ability to purchase insurance. The
relationship between educational achievement and earnings potential is well documented. It has
been well documented that the ability to purchase insurance is relative to earnings. According to
the Bureau of Economic Analysis, in 1980, high school dropouts earned 17.3% less than high
school graduates and they earned 32.2% less than college graduates. In 1990, high school
dropouts earned 15.9% less than high school graduates and they earned 59.5% less than college
graduates. So while the 1980’s provided little incentive to complete high school, it provided a
great incentive to attend college. This survey was based on 1800 interviews during the decade
and was controlled for race, marital status, and time of interview.

EMPLOYMENT

As important as the educational achievement of Kentuckians is, the types of jobs available to
Kentucky's residents are equally important. The Bureau of Economic Analysis has made
estimates of the job structure in Kentucky by industrial classification from 1989 to 2005. Among
those industries expecting to show gains are all government (a gain from 298,000 to 345,000),
services (410,000 to 625,000), financial, insurance, and real estate (95,000 to 111,000),
wholesale and retail (397,000 to 491,000), and the construction industry (99,000 to 125,000).



Those industries expecting to show declines are manufacturing (a decline from 291,000 to
217,000), coal mining (31,000 to 17,000), and farming (127,000 to 115,000).

As evidenced above, the manufacturing and coal mining industries, traditionally utilizing low
skill and low educational achievemnent workers making high wages are expected to experience a
significant decline. Experience since 1989 has tended to prove these predictions accurate. The
service, wholesale and retail, and service industries tend to use higher educated workers but
traditionally do not pay as well as mining or manufacturing. With under-education and a
changing education-earnings ratio, Kentucky could conceivably lose ground in its attempt to
improve its economic condition in relation to other states. Less income can translate into less

ability to afford insurance.

According to the 1994 County Business Patterns, Kentucky has a workforce that works
predominately for small employers. This survey, taken each year during the week of March 12th,
attempts to measure employment by size of employer and industry division on both the statewide
and county levels. Kentucky has 26.32% of its workers employed by firms with 19 or fewer
employees. This segment of the workforce earns only 22.74% of the estimated $28,324,513,000
paid in 1994. Employers with 49 or fewer employees make up 43.04% and they eam only
37.39% of the payroll. Those who work for employers of 500 or greater make up only 17.86% of
employees and eamn 24.36% of the payroll of Kentucky. This study does not include most
government employees, railroad employees, and the self employed. The employment size class
that measures | to 4 employees includes establishments who have payroll but no employees

during this mid-March pay period.



HEALTH OF KENTUCKIANS

1996 ReliaStar State Heaith Rankings

The ReliaStar State Health Rankings are an annual study that uses 17 components to measure the
overall health rankings of each state according to such factors as prevalence of deadly diseases,
lifestyle factors, access to health care, occupational safety and disability, and mortality. Prior to
1995, this study was known as “The NWNL State Health Rankings”. Kentucky’s ranking has
remained relatively unchanged since 1990. In 1990, Kentucky was rated the 39th healthiest state
in the nation. In 1995, Kentucky was tied for 38th, along with Florida, New York, and
Tennessee. Tennessee and West Virginia were the only contiguous states to Kentucky to rank
lower in overall health. In the 1996 study, Kentucky was rated the 40th healthiest state. For
comparative purposes, Virginia was rated 10th, Ohio was tied for 14th, Indiana was tied for 17th,
Illinois was tied for 24th, North Carolina was rated 28th, and Missouri was rated 34th in the
nation. The following states were rated lower than Kentucky: Tennessee was rated 42nd and
West Virginia was rated 47th healthiest state in the nation.

Kentucky was rated in the bottom 10 in the nation for the following measures:

. Prevalence of smoking - 25.5 % of Kentucky’s citizens are smokers. This is measured by
the percentage of the population over 18 that smokes tobacco products regularly.

. Risk for heart disease - This is a measure of three criteria: obesity, hypertension, and
sedentary lifestyle. All three factors are known to contribute to heart disease.

o Support for public health care - we rank 45th in the country. This measure is derived by
calculating the percentage of the state budget spent on welfare, health care, and related
services divided by the percentage of the population with an annual income of less than
515,000.

. Worker Disability Status - Kentucky ranks 48th in the country with 7.3% of the
population with disabilities severe enough to prevent employment.

. Heart Disease - Kentucky is ranked 46th in the United States with 171 deaths per 100,000
population. This measurement is derived by using a three year average, adjusted for age
and race, death rate due to heart disease.

. Cancer Cases - This factor utilizes copyright information from the American Cancer
Society. It reports the number of projected cases for the current year divided by the
estimated total population of the state to get a rate of cancer cases per 100,000
population. Kentucky is ranked 44th in the United States with 601 deaths per 100,000
population. :



Kentucky Department of Insurance

APPENDIX 1




INSURANCE COMPANIES REPORTED KENTUCKY BUSINESS
AS OF THE DATE OF WITHDRAWAL FROM THE MARKET
(in response to Bulletin 95-10 and
(subsequent requests from the Department of Insurance)

Aid Association for 27 54
Lutherans
American National 6/26/95 402 804 | participated in the
Insurance Co. individual market
only
American National 6/26/95 66 132 | participated in the
Insurance Co. of individual market
Texas only
American Pioneer Life 7/6/95 108 216 | (the date refers to
insurance Co. a letter in which
: they stated they
would non-renew
if they were not
permitted to
continue their
existing business)
American Republic 6/21/95 180 360 | participated in the
Insurance Co. individual market
Bankers Life & 7/13/95 4 8 | participated in the
Casuaity Co. individual market
only
Life Insurance Co. of 9/26/395 0 0
North America
(CIGNA)
Insurance Co. of 9/26/95 4 8 these policies
North America were group
(CIGNA) policies
Central Reserve Life 8/11/95 369 738
Insurance Co.
Continental Life 6/27/95 29 58 | participated in the
Insurance Co. individual market

Revised 9/9/97
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Celtic Life Insurance 9/3/96 561 1122 | no new business
Company issued since
7/15/95;
participated in
both group and
individual
markets
Centennial Life 12/31/96 2,233 4466
Insurance Company
Central Reserve Life 8/11/95 369 738
Insurance Co.
Community National 5/95 3119 6239
Assurance Co.
Cuna Mutual 2/25/97 19 36 participated in
insurance Society the group market
only
Fortis Benefits 5/25/96 6458 12916
Insurance Company
(Time)
General American Life 8/28/96 participated in
Insurance Company the group market
Golden Rule 6/11/96 5869 11738
Insurance Co.
The Guardian Life 8/14/96 95 190 | participated in
Insurance Co. the group market
only
Heritage National 17 34
Healthplan, inc.
Life of Georgia 9/13/95 8 16
Hartford Life & 7/12/94 10 20 these are
Accident Co. individual
policies
John Alden Life 12/28/95 3383 6766
Insurance Co.
John Hancock 3/97 0 0| business sold to
Unicare
Metropolitan Life 11/30/95 338 676
Insurance Co.
MidAmerica Mutual 3/19/96 57 114
Life Insurance
Company
Mutual of Omaha 777195 917 1834 participated in

the individual
market only

Revised 9/9/97
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The Mutual Life 7/5/95 0 0
Insurance Co. of New
York
New York Life 1995 69 138 | these are group
Insurance Co. policies (sm, Ig,
and assn. They
did not
participate in the
individual
market)
National Financial 8/16/95 20 40
Insurance Co.
National Casuality Co. 8/22/95 711 1422
Nationwide Life 7/10/95 300 600 participated in
Insurance Co. both group and
individual
markets
Nippon Life Insurance 6/10/96 10 20 participated in
Co. the group market
only
Pan American Life 7/3/95 52 104 participated in
Insurance Co. the group market
only
Philadelphia American 7/14/95 28 56
Life Insurance Co.
Physicians Mutual 7/6/95 227 454
Insurance Co.
Phoenix Home Life 6/30/95 4 8
Mutual Insurance Co.
PM Group Life 7/14/95 27 54 participated in
Insurance Co. the group market
only
Preferred Risk Life 7/26/95 15 30 participated in
Insurance Co. individual market
only
Principal Mutual Life 7/14/96 1677 3354 participated in
Insurance Co. the individual
and group
markets
Pyramid Life 6/29/95 387 774
Insurance Co.
Provident Indemnity 7/14/95 133 266
Life Insurance Co.
Revised 9/9/97
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Security Life 8/24/95 9 18 participated in
Insurance Co. of the group market
America only
Sentry Life Insurance 7/12/95 90 180
Co.
Shelter Life Insurance 2/17/95 500 1000
Co.
State Farm Mutual 4/94 8923 17846
insurance Co.
The Travelers 7/17/94 518 9672 participated in
Insurance Co. group market
only; sold
business to
MetraHealth
(now United
HealthCare)
Trustmark Insurance 4/19/96 248 496 participated in
Co. the group market
only
Union Bankers 6/29/95 104 208 | participated only
Insurance Co. in the individual
market
United World Life 7/12/95 172 344
Insurance Company
Washington National early 1995 2,380 4.760
Life Insurance Co. ’ i _ ’
TOTAL .. 40,906 Rl
Revised 9/9/97

Kentucky Department of Insurance
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George Nichols III, Commissioner
Department of Insurance
P.O.Box 517

Frankfort, KY 40602-0517

Dear Mr. Nichols:

Thank you for the opportunity to provide feedback regarding the Individual Health
Insurance market in the commonwealth of Kentucky. As you know, AAL no longer
offers medical insurance to individuals under age 65 in Kentucky. We do, however,
market other forms of individual health insurance including long term care insurance and
disability insurance. You may wish to keep in mind that health insurance is more than
just major medical insurance.

AAL decided in 1993 to discontinue sales of major medical insurance in all states. Our
decision was not directly related to the reform measures being contemplated in Kentucky.
However, the various state reform measures did contribute to our decision since it was
becoming more and more difficult to be a nationwide provider of individual major
medical insurance. It is unlikely that any changes to your current law would lead us to
consider reentering this market.

I regret that we will be unable to be present at your meeting. We wish you the best of
luck as you deliberate the future of medical insurance in your state.

Sincerely,

o ol

Leonhardt
Director and Assistant Actuary
Health Solutions

April 14, 1997

. A fratemal benefit society of Lutherans joined together for
insurance, investment, educational and volunteer opportunities.
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Commissioner George Nichols IIT
Commonwealth of Kentucky
Department of Insurance

P.0. Box 517

Frankfort, Kentueky 40602-0517

Re: United Wisconsin Life Insurance Company / American Medical Security
Dear Commissionr Nichols:

Thank you for your leter dared March 21, 1997, We enjoyed having an Opporiunity to speak
with you at the recent NAIC meeting in Orlandc.

As you are aware, American Medical Security (AMS) designs, markets, and adminisiers
group health instrance plans that arc underwritten by United Wisconsin Life Insurance
Company (UWLIC).  Please note UWLIC has not withdrawn from the individual health
insurance market in Kentucky. As conveyved in our mesting on February 14, 1997, sve are
supportive of your efforts rowards legislative reform in the health insurance market, and hope
10 remain in the market unti] we have an Opportunity to evaluaie these efforts and their impact
on us,

Even though UWLIC has not withdrawn from the individual markes, it is probable we share
many of the same conceres of the departed carriers. Obviously, the primary concern of all
carriess is an apparent lack of ability to obiain a reasonable rate of return.  Most carriers,
including UWLIC, ateribute this to the present mechanism for £ranting premium rate changes,
The requirement that public kearings be conducted for every rate filing exceeding the medica)
CPI plus 3 percert has created a two-fold dilemma. It has been effective ip reducing carriers
average renewal premium rate sdjustments. On the other hand, it is the primary reason nearly
40 companies have left the health insurance market, As we have oreviously discussed, the
lack of competition i the individual market is already having a detrimenta] impact on the
insurance consumer ig Kentucky.

Al our meeting on February 14, 1997, you presented an imteresting “rebuttal” to rmany
carrier’s demands for Iegislative relier on rating restrictions. We concur with your statements
that some of the carriers are blarning their dismal ratz of requrns on the legislative restrictions,
rather than their own pricing inadequacies. Obviously, UWLIC wishes it would have been
ablz to establish 2 higher “floor®, so it could better operate under the furrent rating
mechanism. However, the ability to compeansate for uneXpected losses is a basic principle
which pezds to be employed so any carrier can remain in anv givep marker. We strongly urge

LHOCS6-05-3-9 1,82
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you, vour task Zorce, and the lagislators to amend the rating criteria so carriers, including
UWLIC, may re-establish itself in the marketplace.

We realize rating restrictions are necessary in a market where insurance coverage is guaraniee
issued. If ccrtain restrictions are not implemented, the cost of Coverage may increase to the
point bealth incurance becomes inaccessible to the insurance consumer (especially in a market
that lacks competition). However, if the guaranteed coverage mechanism is changed from
guarant2e issuance in the individual market to a high risk pool, the need for such stringent
rating restrictions is alleviated. Therefore, we are supportive of a high risk pool. Based on
Our previous meestngs, you seem 10 be heading in this direction.

Obviously, we would prefer the high risk pool be supported by general revenue dollars. This
weuld mean all citizens of the siate would ba supporting the high risk puol. Assessments on
carriers would mean only a small portion of the stare’s population would be suppozrting the
pocl. The uninsured and those plans governed by ERISA would pravide no support.

If carricr assessments are used. the assessments should be proportionate to their participation in
the market. There should be some protection against cxcess assessmenzs against carriers in the
event of unusually large claims.

We are sure our concerns due not differ greatly from many other carrjers, However, the one
thing that sets s apart is our intentions to “stay and wait”, We currently have nearly 3,800
total individual insured lives in the statc of Kentucky. Hopefully, the market will change to
such zn cxtent that we can expand on this block of business, and re-establish a strong
marketing force in your state.

Again, we are supportive of your efforts, and are willing ro assist you in any way we can.

If you should have any questions or comments, please feel free to contact me at 1-800-232-
5432, extension 13327.

Sincerely /
z &7 o

rd
‘Joseph W. Keen
Direcior, Regulatory Affairs

¢c: Timothy J. Moore, Senior Vice President & General Counsel
Edward R. Skoldberg, Executive Vice President & Chief Operating Officer

TOTRL P.B3
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CHARLES J. JONES, RHU, HIA, ALHC, VICE PRESIDENT, HEALTH UNDERWRITING AND NEW BUSINESS ISSUE

ONE MOODY PLAZA GALVESTON, TEXAS 77550-7998 BUS: (409) 766-6657 FAX: (409) 766-6646

March 25, 1997

Mr. George Nichols, I /

Commissioner
Department of Insurance
P. 0. Box 517

Frankfort, KY 40602-0517

Dear Commissioner Nichols:

This information is being provided in response to your request for an outline of the
reasons that the Company withdrew from the individual health insurance market in
Kentucky.

1. Modified community rating.

2. Renewing plans to one of the prescribed health plans on a guaranteed
renewable basis.

3. Guaranteed issue of prescribed health plans.

4. Change in the pre-existing condition period.

5. Portability and its impact on the pre-existing provision of the policy.

If you require any further clarification, please contact me.

o

t
\

o S
Sincerely, oo ":,'
Charles J. Jones, RHU :E Z—
Vice President &= -
Health Administration
ClJ
cc: G. Noelle
G. Tolman

4717



American Republic Insurance Company

NATIONAL HEADQUARTERS DES MOINES, IOWA 50334
WATSON POWELL. JR., CHAIRMAN OF THE BOARD
AND CHIEF EXECUTIVE OFFICER

RODERICK E TURNER, FSA . MAAA.
VICE PRESIDENT
A&H PRODUCT MANAGER

April 15, 1997

Mr. George Nichols, ITI, Commissioner

Co-Chair, Task Forces on Individual
Health Insurance

State of Kentucky

Department of Insurance

Post Office Box 517

Frankfort, KY 40602-0517

Dear Mr. Nichols:

Since a representative from American Republic Insurance Company will be unable to attend the
Joint Task Force meeting on April 18, 1997, the following reasons outline why we left the health
insurance market in Kentucky.

1. Renewability - Need the ability to change the policy to implement changes in the ever

changing healthcare environment; i.e., changes in network or required benefits provided by

a managed care network. HIPAA addresses this issue by allowing a company to offer a
replacement policy or modify a policy at renewal.

2. Limiting rating to 300% for age forces younger people in their early earning years to
subsidize people who in most cases have been in the workplace for years and have

established careers.

3. Not allowing substandard rating or waivers.

4, Limitation on rate variation to 30% above or below the index community rate, reducing to

no deviation after July 1, 2000.
5. Excessive municipality taxes.
Comment: All of the above restrict the ability of a company to make the product

affordable. If an individual health product is not affordable, people in the individual
market simply choose not to buy the product. They don't see the "value."



Mr. George Nichols, III, Commissioner Page 2 April 15, 1997

6. Standardized plans restrict innovation and the ability of a company to meet the needs of an
individual. Individual purchasers make decisions to buy based on many factors. They
cannot be pigeonholed into plans that may not fit their needs, or that are too expensive for
them.

7. Guaranteed issue further reduces the incentive to purchase insurance while healthy.

The experience in other states has shown a company cannot offer a health insurance product
profitably in the individual marketplace under these conditions listed above.

1 apologize for the brevity of this letter, but I wanted to get it to the committee before your
meeting.

Sincerely,

Rod E. Turner, F.S.A.,, MAAA.
Vice President
Product Manager

RET/meh
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BANKERS LIFE AND CASUALTY COMPANY

PO.Box 1915 » Carmel, IN 46032-4915
(317) 817-6500

April 18, 1997

s ;4
Honorable George Nichols III ; S s
Commissioner of Insurance 5 2%
Kentucky Department of Insurance = 2°
215 West Main = =
P.O.Box 517 - ™
Frankfort, Kentucky 40602

Dear Commissioner Nichols:

We appreciate the opportunity to explain why our company has had to withdraw from the major
medical health market in Kentucky. The continued de-emphasis of this product within our
company and the changes to the product and rating requirements as a result of the Kentucky

legislation led to our decision to withdraw.

Bankers Life and Casualty Company’s primary market has been Medicare Supplement, Long Term
Care and other senior marketing products. However, we have had a market for INDIVIDUAL
comprehensive health products for many years. (We are not in the small group business in
Kentucky.) But in recent years, we have reduced our presence in the major medical market. In
1994 we issued 174 comprehensive or hospital-surgical policies in Kentucky. These policies were
first developed and sold on a nationwide basis in 1989. By so doing, we could spread development

costs based on nationwide production levels.

HB 250 required changes to our product, limited our ability to underwrite the risks we were to
assume, and provided further restrictions of premium rate structures.

Based on projected sales volume alone, it was difficult for us to justify the cost of developing and
maintaining a product with specified benefits, different from our nationwide product.

In addition, HB 250 has mandated a guaranteed issue situation. When we can underwrite our poli-
cies, we have some control over the risk we assume. We understand that the Kentucky Health
Policy Board has set up a risk adjustment mechanism so that no carrier will have a disproportionate
share of the unhealthy risks. However, because the Board sets the risk sharing rules and standards,
the Board basically exercises control over our profits in Kentucky.



Honorable George Nichols III
April 18, 1997
Page 2

The Rate Filing Procedures under 806.KAR 17:140E which implements SB 343 Section 16,
require very detailed information. The data would be extremely difficult to provide and would lead
to considerable administrative expense. The profit information requested is proprietary. Providing
such numbers is not public domain, nor should they be. In addition, the providing of loss ratios,
expense levels, and profit margins would allow the state to control a carrier’s profit levels.

SB 343 subsection 16(2)(c) requires a hearing for any rate increase which exceeds Medical CPI
plus 3%, which would essentially require rate hearings for every rate request. Even without the
special requirements of guaranteed issue and modified community rating, we would expect trends
to generally exceed this guideline. It does not consider increases that occur due to the additional
risk that a carrier assumes when writing new business under reform. The claim costs and loss ratio
experience under the inforce medical plans is not indicative of what experience will be under the
standard plans. Initial pricing of the standard plans is very difficult. This makes the limits on rate
increases especially onerous as rate problems cannot be easily corrected.

Therefore, in summary, the provisions of HB 250 required significant enough changes in product
and our ability to manage the risk to cause us to withdraw. The additional restrictions imposed by
SB 343 only reinforced that decision. We would have strongly preferred to stay in the market in
Kentucky. But, we believe it is extremely difficult, if not impossible, for any insurance carrier to
successfully manage their products under such severe rating restrictions.

Sincerely,

onaldF. G ngat/am/—/

President

DFG/cin
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March 25, 1957 Sears Toswer

233 South Wacher Dyive, Suite 700
George Nichols IIT (::liu.g.r:',l.um"i“ 60605 6393
Commissioner of Insurance Ma:388e03
Department of Insurance
Post Office Box 517
215 West Magin Street

Frankfort, Kentucky 40602
Re:  Kontucky Health Care Reform
Dear Commissioner Nichols:

This is in response to your letter, dated March 21,1997. Iam attaching a copy of a letter
thet I sent to you on January 10,1997, That letter briefly offers a critique of Kentucky
insurance reform. Given this opportunity, I will reiterate some of the thoughts and
erguments contained in that letter. We, in the insurance industry, face tremendous
pressure from consumers, health care providers and politicians to provide universal,
affordsble health insurance coverage. In attempting to implement this goal, we need to
acknowledge the lessons afforded by the implementation of other govemment programs
such as public education. If politicians create a public health insurance entitlement while
prohibiting the private health insurance market, standards of care will suffer, consumer
choice will be curtailed and costs will go unchscked At the root of any public entitlement
program is the problem of efficiency. Simply put, the free market acts more efficiently
than does a controlled marked.

Rate guaranteos, rete restrictions and a restricted rate approvai process are the features of
the Kentucky health insurance reform that we weighed most heavily in our decision to
stop the solicitation of health insurance in Kentucky. Guaranteed issuance of mandated
plans, guaranteed renewablity and guaranteed portability were factors that we very
seriously considered in our analysis

Celtic Life Insurance Company stopped issuing mejor medical health insurance coverage
in Kentucky because the market reforms that the Kentucky legislature enacted, eliminated
free market efficiency. Health insurance carriers could no longer underwrite risk, price for

. tisk or even choose which benefits to offer in Kentucky. Such a health insurance marke:
cannot hope to attract profit making enterprises.  As we stated in our prior
correspondence, the particular reforms enacted in Kentucky, taken individually, serve to
impair the efficiency of the heslth care markst. Taken together, the reform packsge
creates & virtual public heslth insurance entitlement program that iacks the roorn for
insurance companies.

We cannot too greatly emphasize our support for the goal of universal, affordable health

.

insurance coverage. We recommend the utilization of a health insurance safety net,



LIFE ID:Z124410822 MSR 25’37 15:14 N9.008 P.0OZ

(@]

CELTI

Goorge Nichols I11
Commissioner of Insurance
Page 2

funded by general revenues 1o accomplish this goal. We commend the approach taken by
a number of states, who have implemented comprehznsive health insurance pools. Such
markets offer the best of both worlds. On the one hand, such markets efficiently handle
health insurance by encouraging competition in the health insurance market, while on the
other hand, those who truly need but cannot afford or qualify for health care are able to
obigin it via the comprehensive heslth insurance pool. We hope that 'the Kentucky
legislature opens the Kentucky health insurance market to competition and concurrently
provides for those in need by Creeting a comprehensive health insurance pool funded by
general revenues.

We appreciate the opportunity you have provided us to express our views on Kentucky
health insurance reform. Thank you.

Very truly yourD ﬁ

Ronald D, Sojka
Assistant Vice President, Counsel
Legal and Regulatory Matters

RDS/rs
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233 South Wieker Drive, Suire 709

Celiie Life Insarunan Lompany

. * Chirago, Hinaix 60666-6353
George Nichols 11} 12.332.546)

Commissioner of Insurance
Department of Insurance
Post Office Box 5§17

215 West Main Street
Frankfort, Kentucky 40602

Re:  Kentucky Health Care Reform
Dear Commissioner Nichois:

At the Winter NAIC meeting, you met with members of the insurance industry to discuss
Kentucky health care reform. This letter is 1o follow up that discussion. As we noted at the
meeting, it is the general consensus of the insurance industry that Kentucky politicians have
faced the politician’s health care dilemma and opted to force the insurance industry o
subsidize health care. The problem with health care is thet everyone agrees that everyone
should have it, but nobody wants to pey for it. The political dilemma then, is 10 choose
between raising taxes to find an eatitlement program for those who cannot obtain or aford
health care coverage in an open market or pushing insurance “reform” that ultimately raises the
cost of coverage for the average consumer. Sirce the points we wish to make are not new arnd
have been made better by others, our discussion of the specific deficiencies of the Kentucky
reform package are very briefly outlined below, elong with our recommendation.

Mandated Plans

Kentucky requires insurers to offer only its mandated plans. Legislators substituted their
choice over consumer choice. This sttitude. that big brother knows what is bsst for the
consumer, pervades many entitlement programs and once pervaded some guite large economic
systems. Consumers who may be happy with their healih insurance coverage are forced to
obtain coverage that does not mect their needs. Jnsurers are thus forced to sell policies that do
not satisfy consemer demand.

Guaranteed Issuance of Mandsted Plaas

' Kentucky requires insurers to Buarantee issue its mendated plans. The analogy oft used to
illustrate the problem with guarantes issue, relates it to home owners coverage for fire. That
is, guarantead issue of haalth insurance is like allowing a homeowner to buy fire insurance
while the homeowner’s house is on fire, People will not buy health insurance in a guaranteed
issue market until they need it. This will undoubtedly raise the claims experience, in turn
raising loss ratios and the cost of the insurance.  Guaranteed issue eliminates good
underwriting, the proper assessment of risk, and the heart of the insurance industry.
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George Nichols III
Commissioner of Insurance
Page 2

Modified Community Rating and Rate Guarantees

Community rating, however it is modified, simply shifts the cost of coverage to the people
least able to pay it. That is, community rating forces the young, heslthy population to
subsidize the older, Jess healthy population. This public policy choice too often is driven by the
group who stands to gain by being subsidized. The closer a rating system gets to true
community rating, the closer it gets to becoming an entitlement program. In a free market
system, people pay for what they get. Most people consider i only fair to get what is paid for.

Rate guarantees penalize an insurer for making bad predictions sbout the cost of future medical
services or future claims, The longer the rate guarantee the greater the penalty. Reality
dictates that rates that hope to take into account future projected increases in the cost of
medical services or increases in claims experience cannot hope to pass insurance department
scrutiny, Balancing an acceptable loss ratio egeinst the risk of unknowable expenses has in our
New Jersey experience taught us a very expensive lesson. We have lost money attempting to
edminister products with 12 month rate guarastees. We do not believe it can be done, We ase
not in business to lose money. At this time, we will not attempt to do business in a Jurisdiction
that does not allow rate flexibility.

Guaranteed Renewability

In & guaranteed issue market there is no need for guaranteed renewability. If someone is not
renewed they can obtain insurance coverage from another insurer.

Pre-existing Conditions

The shorter the time period allowed for exclusion of pre-existing conditions, the more likely it
is that a sick individual will wait unil they begin incurring claims to cbtain insurance coversge.
Couple this with an insured’s ability to switch plans at will and one can see that the cheapest
plans wili afiow access to the market for those at high risk, who will switch to the richest plan
&8 soon as they begin to incur claims As rates increase, healthy individuals become less

inclined to subsidize the sick and eveniually the entire macket may enter a death spiral.

Portability

Credit for time already spent under a prior insurance policy forces an insurer to live with
someone else’s underwriting. In a guaranteed issue market, portability of coverage like
renewability of coveraga is of very little practical imporance.

.04
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not consider most of them, on an individoal basis, to prevent the functioning of the health
insurance market, Rating inflexibility snd rating restrictions, for us, are key features that do
weigh heavily in our analysis of market profitability. Teken in the aggregate, however, we
believe that the entire Kentucky reform package is unworkahle.

From the prior discussion, our pre-disposition to 2 free market insurance market should be
clear. No matter how hard the Kentucky Jegisiature tries, it cannot reform the Jaws of
economics. One need only recail college economics to be reminded that & free market, as if by
an “invisible hand,” rations carce economic resources. The entitlement program implemented
by the Kentucky legisleture has already shown the kind of rationing of resources that it will
engender. Turning the entire health insurance market into an entitlement program will
inevitably iead to shortages of needed medical services and the highest possible costs,

Recommendation

We support the public policy goal of providing s safety net for those peopie who cannot ¢btain
healtk insurance coverage. We belisve that such = safety net, should be funded by general
Tevenues, since 8 safety net by its very nature needs 10 be some form of entitlement program,
The program that we believe best suits the needs of the public is some form of comprehensive
health insurance pool. Such & pool should be ¢pen only to those people who meet strict
qualifications for health status, residency and income. Otherwise, the pool will fail to serve its
intended purpose,

We believe that Kentucky consumers demand a free market and we believe that a free market
best serves consumers. We hope that you are able 10 persuade the Kentucky legisiature 1o
open up the Kentucky heaith insurance market 10 competition. We look forward to re-
establishing a profitable presence in the Kentucky hesith insurance market. Thank you for
affording us the Opportunity to express our views on Kentucky health cars reform.

Ronald D. Sojka (-
Assistant Vice President, Counse|
Legal and Regulatory Matters

MAR 25797 15:1¢ No.0n3 F.



Joan A. Markoe, Esq.
Senior Counsel
CIGNA Group Insurance

CIGNA
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April 17, 1997 21TLP
Two Liberty Place
1601 Chestnut Street
P.O. Box P.O, Box 7716
Philadelphia, PA 19192-2211
Telephone 215.761.1980
Facsimile 215.761.5563

George Nichols 111, Commissinner

Co-Chair, Task Forces on Individual Health Insurance
Department of Insurance

P.O. Box 517

Frankfort, KY 40602-0517

Dear Commissioner Nichols:

I 'am responding to your letters of April 3, 1997 to John Leonard, President, Life Insurance
Company of North America (LINA) and Richard Franklin, President, Insurance Company of North
America (INA), in which you inquired why these companies left the health insurance market in
Kentucky and what changes would need to be made to the current law for the companies to re-
enter.

In recent years, health insurance has not been a core product line for LINA and INA. The
companies wrote health insurance in a few niche group markets; they did not write at all in the
individual market. The proliferation of new health insurance requirements in a number of states,
including Kentucky, prompted the companies to evaluate whether they could afford the
significant compliance and actuarial resources necessary to support the health insurance business,
given the relatively small amount of business which they wrote. This evaluation resuited in a
decision to withdraw from the health insurance market in certain states.

Since LINA and INA were never in the individual market, their withdrawal would have had no
hmpact on e individual market in Keamacky, Aad, since LINA aind INA wee stk a saehl, nichs
writers in the group market, it is unlikely that their withdrawal had much impact in the group
market in Kentucky. The companies have recently revised their business strategy and they are not
going to focus on the health insurance market in the future, with the possible exception of
student health insurance. In light of this strategic direction, there is no change in the current law

which would cause LINA and INA to re-enter the health insurance market.

The companies will not be represented at your meeting, but they do appreciate the opportunity to
share these thoughts with you.

cc: John Leonard, Richard Franklin =
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Timothy J. Ring
Government Relations Assistant
Government and Endustry Relations

Via Overnight Mail

Hon. George Nichols III
Commissioner
Department of Insurance
215 West Main Street

Frankfort, Kentucky 40602-3630
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Dear Commissioner Nichols:

I'am glad we had an opportunity to meet at the recent NAIC meeting. As I mentioned to you
when we spoke, your recent letter to Harry Kamen, the Chairman, President and Chief Executive
Officer of MetLife, has been forwarded to me. In your letter, you requested our assistance in
providing information about our withdrawal from the health insurance market in Kentucky, in an

effort to create a comprehensive market study that may lead to regulatory reforms in the health
insurance market.

MetLife did not actually withdraw from the health insurance market in Kentucky. Rather, we
entered into a transaction with Travelers whereby the health insurance business of each company

was combined into a new company, MetraHealth. That company has subsequently been acquired
by United Healthcare.

The decision to enter into this transaction was not motivated by the laws and regulations
governing health insurance in any single state. It was a strategic corporate decision based on
financial considerations and a desire to focus our resources on what we consider our core
business - the sale of life insurance and annuity products. Also, in the formation of MetraHealth,
most of the individuals at MetLife knowledgeable about health insurance issues left and became

employees at the new company. As a result, we simply no longer have the expertise and
experience in the health insurance area that we once had.

While we support your efforts, and commend your progressive and forward-looking approach,
we are unable to provide you with the type of assistance you are requesting.

You also asked about the number of non-standard health insurance plan contracts and covered

lives in effect for our company as of May 1, 1997. At that time, there was only one contract in
effect in Kentucky, representing one life.



If there is anything I may be able to do, or if you have any questions, please feel free to contact
me directly.

Sincerely,
Timothy Ring

June 13, 1997



Galen F. Ullstrom
Vice President
State Government Relations

MutuarOmasa (402) 351-5235
Companies Fax: (402) 351-5710

April 16, 1997

via: Facsimile and Post

The Honorable George Nichols III
Commissioner of Insurance
Kentucky Department of Insurance
P.O. Box 517

Frankfort, KY 40602-0517

* Dear Commissioner Nichols:

This letter is in response to your letters of April 3, 1997, to John Weekly, President
of Mutual of Omaha Insurance Company and Thomas Sawicz, President of United
World Life Insurance Company.

=™
=

Unfortunately we will be unable to attend the joint task force meeting on A'ﬁil 1§
1997, but please feel free to share our letter to you of March 25, 1997 (cop_za
attached) with other members of the task force. If you would like us to @(pancl on
any of the information provided, we would be happy to do so.
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If you have any questions, please contact me.

Very truly yours,

Nl ) (O An
Galen F. Ullstrom

G0411197/sam
Attachment

MuruarrOmata ComPanies « MUTUAL OF OMAHA PLAZA » OMAHMA, NE 68175 » 402-342-7600



Galen F. Ulistrom
Vice President
Sitate Government Relations

Mutuarr Omaua (402) 351-5235
Comeanies Fax: (402) 3515710

March 25, 1997

The Honorable George Nichols |l
Commissioner of Insurance
Kentucky Department of insurance
P.O. Box 517

Frankfort, KY 40602-0517

Dear Commissioner Nichols:

In response to your letter of March 21, 1997, the following are the primary reasons why
our company chose to withdraw from the health insurance market in Kentucky effective
July 15, 1995.

The primary reason was the requirement that we guarantee issue up to eight
standardized health plans and that no other health plans could be offered. We were
concerned that certain of the plans included low deductible options and unlimited
lifetime benefits which were plans that our company was not offering in the individual
market at that time. We were very concerned about the anti-selection which would
occur by requiring guarantee issue of these plans in a voluntary environment (as
opposed to a mandatory universal environment) which would aliow individuals to stay
out of the market until they became sick.

In addition, based upon our experience in other states, we were concerned that the
requirement that the insurance commissioner hold a public hearing on every rate filing
proposing a rate increase exceeding the percentage change in the Medical Care
Consumer Price Index plus 3% would create a political atmosphere that would not allow
appropriate or justified rate increases to be granted or at least be an expensive process
and could result in considerable delay.

I hope the above provides the information you requested, however, if | can provide any

further information, please let me know.

‘'
—

Sincerely,

- '." "’ P el vt STy

Galen F. Ulistrom

G0325197/sam

MUTURLV Omnua Cnmpames * MUTUAL OF OMAFA PLAZA ¢ OMAHA, NE #3173 ¢ 400 5427000



NATIONWIDE
INSURANCE

» Nationwide is on your side

Nationwide Life Insurance Company April 16, 1997
One Nationwide Plaza

Columbus, Ohio 43215

The Honorable George Nichols III, Commissioner
Department of Insurance

PO Box 517

Frankfort KY 40602-0517

Dear Mr. Nichols:

. Thank you for extending an invitation to our president to speak at your Joint Task Force for
Individual Health Insurance. He will be unable to attend but asked me to share our thoughts and
concerns. We respect the important responsibilities and goals which you are pursuing. We
believe that affordable health care for all is very desirable.

From an insurer’s view, it has become very difficult to make even a small profit in health
insurance. Volatility is unnerving and losses are frequent. In spite of this, it is common for
insurers to be blamed for high costs and it is implied that they are making big profits a:.tat‘he

expense of sick people. =

™
=2
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It is rudimentary that investors will only support businesses that are expected to be adequatel§=
profitable. Rating agencies such as Moody's and Standard & Poors generally give mush lowera
ratings to insurers involved with health. The present regulatory environment makes {nost ]
probable that insurers will lose money in the Kentucky market. This is true both for @ines;s' ©

sold in years past and for prospective sales. Note the following: S =
—

1. Recent rate regulation has ignored the cost increases which insurers face. Denied rate
increases guarantee losses for insurers who need long term stability and fairness in rate
regulation. Insurers will have to be convinced that they will be permitted to charge adequate
premiums to sustain profitable operations or they will be forced to invest their capital in
products that will, at a minimum, assure some level of profitability.

2. Requirements to issue insurance coverage, regardless of health, both helps people with above
average health care needs to obtain insurance and encourages healthy people to delay the
purchase of insurance until a claim seems likely. Both of these cause claims costs to increase
significantly and decrease the number of persons covered. Premium rates would decline if
all healthy people purchased insurance. As a practical matter, however, universal coverage
will not happen in a voluntary market.
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3. In Kentucky, municipality taxes as high as 14% siphon off policyholder premiums from their
intended goal of health care coverage. They also give insurers a very difficult administrative
problem which further increases costs. Tax compliance is far more complex in Kentucky
than in any other state.

4. While we may all prefer lower costs, individual solicitation, sale, enrollment, billing and
administration is more expensive for an individual than for a member of a large group.
Adverse selection causes claims costs to be higher for individuals, too. The regulatory
environment must accommodate this in some manner or insurers will gravitate to more
profitable opportunities.

5. Itis important to adequately recognize in premium rates those factors which influence costs.
Such factors include age, sex, location and health status.

I hope your task force is successful in the pursuit of its laudable goals.

ack Howarth, FSA
Vice President - Agency Life and Health Actuary
Nationwide Life Insurance Company

P.S. Please accept these comments on behalf of our sister company, National Casualty Company
for which I have related responsibilities for Individual Health.
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April 16, 1997

George Nichols, III
Commissioner of Insurance
Department of Insurance
P.O. Box 517

Frankfort KY 40602-0517

Dear Commissioner Nichols,

I am responding to your April 3, 1997, letter to John Roberts inviting a representative
from Pan American to speak at an April 18 Joint Task Force meeting. We thank you for
your invitation but feel we would not be an ideal choice to speak because we are not in the
individual health insurance business.

We did withdraw our small group product from the Kentucky market in 1995. We did so
because we believed that the requirements of Kentucky’s small group law were so
restrictive that the potential existed to lose significant amounts of money by remaining in
the market. In particular, we were concerned with the combination of guaranteed issue,
severe restrictions on the use of pre-existing conditions exclusions and no latitude in rates
to compensate for the resultant anti-selection.

We appreciate your asking for our input and would be more than happy to discuss our
concerns with respect to the small group law in more detail.

Sincerely,

S. e(’@/%?

oy S. Jakels, F.S
Vice President & Actuary

JSJ:bjp/41697.doc

cc: John K. Roberts, Jr., FSA, President and Chief Executive Officer
Ronald MaclInnis, Executive Vice President, Health Insurance Operations

Home Office * Pan-American Life Center + New Orleans, Louisiona 70130 * (504) 566-1300



SHELTER SHELTE’R
B | INSURANCE
w| COMPANIES

JAMES A. OFFUTT
EXECUTIVE VICE PRESIDENT

(314) 874-4271
April 10, 1997

George Nichols III, Commissioner
Co-Chair, Task Forces on Individual Health Insurance
Department of Insurance

P. 0. Box 517
Frankfort, K'Y 40602-0517

Dear Commissioner Nichols:

Shelter Life Insurance Company has received your letter of April 3, 1997, addressed to
Mr. Robert Maupin, concerning the Industry Task Forces on Individual Health meeting of April18,
1997. We will not be attending the meeting and would like to provide you with the information you
requested concemning its withdrawal from the health insurance market in Kentucky.

In 1990, Shelter Life Insurance Company discontinued the sale of its principal individual
health insurance policy in ail thirteen of the states in which it operates. Shelter Life Insurance
Company had not been a significant writer of health insurance in Kentucky or elsewhere. We did
continue to renew the existing Comprehensive Health insurance policies, but upon the passage of

House Bill 250, this was no longer feasible because it would have required us to re-enter the active
insurance market. For this reason, Shelter Life Insurance Company withdrew from the health
T

insurance market in Kentucky.

0f,
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Sincerely,

A 41.31:-:_771

Niup
a:

oD
(23]

[61 Hd 22 £ hi 4
Sti

JAMES A. OFFUTT

1817 WEST BROADWAY + COLUMBIA, MISSOURI - 65218
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Time Insurance Company
£01 West Meenigan

Y el P.2, Box B2¢
r Milwaukee, /1 33201-0624

Teli (414, 271-3:m

Dirzct Number.
(#13 299-7722

VIA FACSTMILE (302) 564-6090

March 24, 1927

The Herorable (eorge Nichols I
Comissioner of Insurance
Kentucky Depariment of Insurance
P. O Bex 517,

Franidort, Kentucky 40602-0517

Re: Reasons for Withdrawing from the Individval Health Insurance Market in Kentucky
Dear Commissicner Nichols:

In response 10 your lerter of March 21, 1997, the following represernts an outline of the reasons why
Time Insurance Corpeny (Time) withdrew from the individual health insurance markes in Kenn:cky

1. Guarastee Issue Environment

In analyzing House Bill 250 and Senate Bili 343, Time officials were concerned with the provision
in those laws which would restrict the compaay 1o seliing culy standardized puarantee issued
products in Kentucky.

As an individual insurer licensed in 47 states, Time has z sipnificant amount of cxperience in
guaratee-issug only sates, and the results have not always been very credible. The following chart
shows Time’s loss ratio cxperience in two guaramee issuc enviromments, Mains and New Jersey.

Vear Maine New Jersey
1994 346.9% 98.8%
1955 72.8% 117.3%
Taru /96 89.0%% 148.3%

Iz Maine, Time was alfowed 1o markes its own products, but they were guaranise issued. In New
Jersey, Time could only offer five sizie designated guaranzee issued plans

2 .'?UJ" Tir Ecmnam
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Commissiorer Nichols
Reasoas for Withdrawal
March 25, 1997

Page 2

As the chert demonstrates, a guaranice issue requiremsnt in the individual medical marketplace
causes severe prissures onthis market. This is due to ihe individual market being smaller in size to
the small group market and much mors vulnerable 10 Auctuations in premium increases, largely
because conswmers who purchase individual medical products pay the entire cost of their health
Insurzmee preritrns as opposed to small employers, who generally pay the largest proportion of small
Sroup pPremivms.

Inan guaraniee issue envirorment, individuals, previousty denied coverage, sudderly have the ability
10 purchase individual medical coverage. It is not long before these individuals tegin incurring
claims, which adds to the block’s overall loss ratio. As premiums increase, healthy individuais tend
12 leave the mariet because they o loager can afford the premiums. Those who remain generally
are those individuals incurring the most clams, thus creating a “death spiral” for the block of
businsss.

Maine provides 2 very good case study it this reeard. On Febrary 2€, 1006, the state of Maine
zpproved 2 rate increase for Time of 44 percent oa average to uccount for the repidly wersening
sxpenence the company was mourring in that state. The effect of the rare in~rease was 2 65 percent
decrease in covered fusureds in one year's time

2 Community Rating

Time iy of the opinion that community raring doas not work in the individual marketplace. Ifa
company is forced to charge the same rate to its insureds, regardless of age, the net result is that
younger, healthier individuels end up subsidizing the prermiums of clder, and generally less heatthy
individuals. This may not cause a disruption ir: the marketplace untii suck time 2 the claims
experience begins to worsen. Whe. that happens, a carrier will generally seck a rate increase, which
mzan: that yourger insureds will bear a disproportionate shace of those increases. With legs
discretionary ncome than older individuals, younger insureds tend to simply exit the market because
they can no longer afford the premiums.

3. Rate Approval Process

Time is of the opinion :hat 10 be successfil in 2 given market, the company must have the ability ta
adjust its price to the developing experience of its block of busincss. If the trend rate used in pricing
a product is nor estimated properly, a company needs the ability to correct its rates for any
deficiencies. In snalyzing Houss Bill 250 and Scnatc Biil 343, Time officials had a concern that the
laws did not give the company the opportunity to make rating adjustments in a timely fashion,
particularly with the rate approval process being scrutimized by the Aricrney Genaral's office,



HAR-25-87 TU: 13126 TINE INS. _ECAL DEFT, FAX NO. 4142936168 P. 04

Commissioner Xichois
Reasons for Withdrawal
March 25, 1997

Page 3

Thope this Jetier explains some of the reasons behind Time's decision to withdraw from the individual
marke: in Kentucky This was not an easy decision on Time’s part, but giver its experience in other
states, the company concluded that it could no longer successfully compete in the individual market
in Keatucky. Time is hopeful the recommendations vou may make in your whitc peper and any
subsequent legislation o amend current law will cause Time to re-consider its degision 10 wrize
individual insurance in Kentucky.

1fT can be of zny farther help in tis matter, please Jet me know.
Very truly vours,

Dol 5. Redd

David B. Reddick
Govemroent Relations QOfficer



3 : Katherine McG. Sullivan
TravelersLife and A'Imulty Senior Vice Presidgnt apd General Counsel

AMemberof TravelersGroup . Law and Regulatary Afidirg £+, £
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One Tower Square 9 [7
Hartford, CT 06183 &7 4
860277-1716 ; i fyﬁ
FAX. 860 277-7631 /

April 17, 1997

George Nichols III, Commissioner
Commonwealth of Insurance

State of Kentucky

P. 0. Box 517

Frankfort, Kentucky 40602-0517

Dear Commissioner Nichols:

The Travelers Insurance Company appreciates your invitation to be a guest
speaker at the April 18, 1997 Joint Task Force meeting regarding Travelers reasons for
leaving the health insurance market in Kentucky and provisions of current law that would
need changing for Travelers to reenter the market. Travelers is no longer engaged in the
health insurance market in Kentucky or anywhere else in the United States. We sold that
line of business in 1995. Accordingly, Travelers is unable to accept your offer to be a
guest speaker or to attend the task force meeting.

Sincerely,

Katherine McG. Sullivan

KMG:ac



Trustmark
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INSURANCE COMPANY
Arnold I. Munson, JD

Qeat
400 Field Drive * Lake Fot'eﬂ!-‘ dl 60045

Phone (847) 610-1%}0 * FAX ( t?@;&f.".’;?OQ
X0~

Assistant General Counsel April 18, 1997
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George Nichols I
Commissioner/Co-Chair

Task Forces on Individual Health Insurance
Kentucky Department of Insurance

PO Box 517

Frankfort, KY 40602-0517

Dear Mr. Nichols:

In response to your letter dated April 3, 1997 to Donald Peterson I have prepared the following comments for
consideration by you and the Task Force.

The main reasons for leaving the Kentucky individual health insurance market place start with the
requirement that all plans are guaranteed issue. This takes away any control over the risk assumed. The second
reason relates to rate controls. Rates are a function of health care provider charges and actual utilization by our
insureds. We may exert limited influence on both of those factors through managed care programs, however, we
must still be allowed the ability to adjust our rates to meet our costs. In addition, community rating, as it may limit
the variation in rates by age, will tend to drive young healthy lives out of the market due to lack of affordability and
thus rates for the remaining insureds will be driven higher. If community rating requirements are too severe many
insurers will withdraw.

In order for Trustmark to reenter the market I urge the following two suggestions. First, underwriting must
be allowed. Mandating guaranteed issue policies is not the only way to accomplish the goal of coverage for
everyone. The best approach to the problem can be found in Illinois for example where a high risk pool was
established allowing anyone rejected for individual insurance to purchase coverage for a modest surcharge. Even
though only a small percentage of applicants are denied coverage by individual insurers the risk represented by this
small segment must still be spread in some manner, and there is no way to price for this risk in a guaranteed issue
market place. The second suggestion is that rates may be regulated, but not completely controlled or mandated.

1 offer this further comment which I trust will be helpful. Creation of a uniform market by allowing only a
few specified plans limits consumer options and innovative product development and improvement. Consider
requiring all carriers to offer specified plans, but at the same time allow other alternative products as well, which
would be priced consistently with the specified plans.

Thank you for giving me this opportunity to comment.

Very truly,

Arnold L. Munson, JD
AlM/as
cc: E. Fattes

R. Solomon
K. Schmidt
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Security Life
Insurance Company of America

SECURITY AMERICAN FINANCIAL ENTERPRISES, INC

Congress Life
April 21, 1997

Insurance Compuany

Mr. George Nichols lll, Commissioner
Commonwealth of Kentucky
Department of Insurance
P.O. Box 517

Frankfort, KY 40602-0517
Dear Commissioner Nichols:

Thank you for your April 3, 1997 letter. Security Life Insurance Company of
America elected to withdraw from Kentucky due to our company's plan to
withdraw from the medical insurance business throughout the country. |
appreciate your offer as a guest speaker, but | am passing on that offer.

} hope these comments are helpful.

President and CEO
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Financial
Group

April 16, 1997

The Honorable George Nichols ITI
Commonwealth of Kentucky

PO Box 517

215 West Main Street

Frankfort, KY 40602

Dear Commissioner Nichols

Government
Relations

Thank you for including us in your on-going effort to implement reforms to Kentucky’s health

laws. We appreciate the opportunity to express our views.

Enclosed please find a copy of a March 24, 1997 letter to you from our company which
outlines The Principal’s concerns. Our position is unchanged from that stated in the letter and

we continue to have the same concems.

Please contact me at the number listed below if I can be of assistance to you on this or any

other matter.

Sincerely

"~ Debra West
Counsel
Government Relations
1-800-325-2532 Ext. 7-0962

DKW:vic

S§:\h022\vic\dkw\l0415gn

Enc

cc David Drury
Tom Graf
Lucia Riddle
Merle Pederson
State File

Home Office: Des Moines, lowa 50392-0220 (515) 247-5111/FAX (515) 248-84569
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March 24, 1997
VIA FACSIMILE and REGULAR MAIL

The Honorable George Nichols I
Commissioner

Kentucky Department of Insurance
P.O. Box 517

Frankfort, Kentucky 40602-0517

Re Your March 21, 1997, Correspondence

Dear Commissioner Nichols

Thank you for your letter dated March 21, 1997, addressed to Ms. Deb West in our department. Since Ms.
West is out of the office and because your correspoadence required immediate response, I have taken the liberty
to respond to your request to outline Principal Mutual’s reasons for withdrawing from the individual health

insurance market in Keatucky.

As you will recall, representatives from Principal Mutual discussed these reasons in detail with you at the
December 17, 1996, meeting in Atlanta, There are two primary reasons for Principal Mutual’s decision to
withdraw from the Kentucky individual health insurance market, First, the Kentucky reform law required that
companies guarantee issue their individual health insurance plans in the state. And more specifically, the
guarantee issue period was not limited but rather a continuous year around open enrollment with no risk
adjustment mechanism. This, in essence, means that carriers with richer benefit plans, excellent customer
service, and superior claims paying capabilities are very much adversely selected against and have no
mechanism to share their disproportionate share of high claims. Second, Principal Mutual was concerned about
the new rate approval process in the Kentucky law which permits rate increases not to exceed CPI + 3%.
Anything above that would have required expensive rate hearings with what appeared 1o be an adversarial
involvement on the part of the Attorney General's Office. This perceived rate cap in combination with
continuous guarantee issue and no risk adjustment mechanism made the Kentucky health insurance market a
tenuous place to continue doing business. Despite that, our decision to withdraw from the Keatucky market

was not an easy one.

Finally, Principal Mutual has just recently made a strategic business decision to withdraw from the individual

health insurance market on a pationwide basis. This, obviously, bad nothing to do with Keatucky's new
insurance reforms, but rather was based on The Principal’s decision to focus its health insurance business on

employer group sponsored managed care products.

I hope this information is helpful to you in creating your white paper. Please contact me at 1-800-325-2532 ext.
82186 if you have any questions.

incerely .

’

\ L)
Merle T. Pederson =
Counsel

.
MTP:cld = S
~o el
cc Lucia Rjddl} ~No =
Deb West :3 >
Kentucky State File — fug
S:AM022\td\mip\10324gn :‘ §£
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Home Office: Des Maines, lowa 50392-0220 {515) 247.511 1/FAX (515) 248-8469
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PREFERRED RISK LIFE INSURANCE COMPANY

515-267-5000

111 Ashworth Road

West Des Moines, JA  50265-3537

—— s

April 8,1997

George Nichols 1lI, Commissioner
Commonwealth of Kentucky
Department of Insurance

PO Box 517

Frankfort, KY 40602

RE: Kentucky Health Insurance Market

Dear Commissioner Nichols:

Thank you for your kind request to speak at the Joint Task Force Meeting on
4/18/97. We respectfully decline, but would be happy to explain the reasons for
Preferred Risk Life Insurance Company’s withdrawal from Kentucky. In reviewing
our Kentucky Insurance Department file, it appears that we withdrew our Major
Medical and Medicare Supplement products both when legislation was enacted in
1986 requiring long term care coverage to be provided in conjunction with any
expense incurred health insurance product. Since that time, we have not filed or
sold any health insurance product in Kentucky. We are not currently marketing any
expense incurred health insurance products in any state, and have no plans to do so
in the future. If further information is needed, please feel free to contact me at
800-688-3640.

Sincerely,

Carla Meiners
Staff Attorney
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Physicians Mutual Insurance Company”
Physicians Life Insurance Company-
2600 Dodge ® Omaha, Nebraska 68131-2671

l'r-;
tr

April 10, 1997 . VR
PR [

Honorable George Nichols Ill 215 py 97

Commissioner

Commonwealth of Kentucky
Depariment of Insurance

P.O. Box 517

Frankfort, Kentucky 40602-0517

Re: Your Letter of April 3, 1997 to Robert Reed, President
Dear Commissioner Nichols,
Mr. Reed has asked that | respond to your recent letter.

At the time legislation was enacted to reform the individual health care market in
Kentucky, the types of policies that we sold that were affected by the law had to
be nonrenewed and, by law, we could not sell them. They did not comply with
the mandates for standardized products.

We chose not to stay in this market because we would have been prevented
from underwriting and because we would not have been allowed to sell our own
products.

We know from other states passing health care reform legislation that we
probably would have remained in this Kentucky market if we could have
continued to sell our own product, rather than a standardized product, and if we
would have been allowed to underwrite. We have been able to remain in
business with the products affected and still comply with limits on preex,
portability for preex, modified community rating and limits on renewals.

| hope this provides you with the information you need. If not, please do not
hesitate to contact me for anything additional you feel would help.

Sincerely,

7;&/ Qa»&{'//

Phil Powell CLU
Vice President, Compliance
(402) 633-1096

Board ofDirectors: ARNOLD W. LEMPKA, M D., Chairman WILLIAM R HAMSA M D JOHN D. WOODBURY, M.D JOHN B DAVS 1D
ROBERT A REED. President & CEO H W MC FADDEN MO DCNALD J PAVELKA 11D
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PM GROUP “&7 ~¥

A Pacific Mutual Company j

WILLIAM L. FERRIS, FSA
Presidlent & CEO

April 10, 1997

George Nichols III, Commissioner

Co-Chair, Task Force on Individual Health Insurance
Department of Insurance

P.O.Box 517

Frankfort, Kentucky 40602-0517

Dear Mr. Nichols:

Thank you for your letter of April 3, 1997 regarding the Industry Task Force on
Individual Health Insurance. PM Group Life Insurance Company does not plan to attend
the April 18, 1997 Joint Task Force Meeting. PM Group Life Insurance Company does
not write individual health insurance. Historically, PM Group Life Insurance Company
has had very limited market presence in Kentucky. As a matter of our limited resources
and market priorities, we decided to leave the Kentucky health care market.

Primarily our concerns are centered on the limitations in the current reform law to offering
only the statutory plans and the modified community rating provisions. We find that in the
small group guarantee issue environment, we must have plan design flexibility and more
rating flexibility to offer competitively priced products without unduly endangering
underwriting results.

Thank you for offering us the opportunity to come and for your consideration of our
response.

Sincerely,

12///7{/;/?{‘(/
W. L. Fernis

WLF:ro

wifkentucky

PM Group Life Insurance Company
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- PHILADELPHIA
k AMERICAN

LIFE INSURANCE COMPANYsu

P.O. Box 2465 ® Houston, Texas 77252 « (713) 8§71-46C
April 16, 1997

Honorable George Nichols III, Commissioner
Co-Chair, Task Forces on Individual Health Insurance
Kentucky Department of Insurance

P. 0. Box 517

Frankfort, Kentucky 40602-0517

RE:  Your letter dated April 3, 1997
Dear Mr. Nichols:

s el . . . . .
Thank you for the invitation to voice our concerns and reasons for leaving the health insufgrice

market in Kentucky. :é:

—
"~
=
-

Our decision to leave was in large part due to 1994 House Bill 250. It was our desire to cz\xlntinuq_i’i':_{;'
marketing health insurance in your state; however, we did not feel we could effectively nggcct angi;'z_z;

administer products at a reasonable cost to comply with these regulations. ~ S
=z 3z

The main concern affecting our decision deals with your requirement to offer mandﬁ@ hegjt-h
benefit plans on a guaranteed issue basis with restrictive rating methodologies.

Please do not hesitate to let me know if there are any questions or if you need additional
information by contacting me at 800-713-4680.

Respectfully,

G L Y

Bill S. Chen, Ph.D., FSA
President/ Chief Executive QOfficer
Philadelphia American Life Insurance Company

HB2S0LT.DOC
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