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INDODUCl10N

In recent years, IndividUals with chronic health problems have found It Increasingly difficult
to obtain health Insurance coverqe as Insurance companies have found It Decessary to chall8e
the manner In which they underwrite risks because of dramatic Increases In health care costs.
several states have attempted to solve the "uninsurabillty" proble~ through the Implementation
of health lasurance ·poollq mechanisms which provide compreheDSlve hospital and medical
coverqe for these hllb risk Individuals. .

In an effort to learn more about the health Insurance coverqe available in Virginia for
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individuals who are significant health and thus underwriting risks and to consider the feasibility
of the Commonwealth's Implementing a health insurance poollnl mechanism, a joint
subcommittee was established, pursuant to House Joint Resolution No. 69 of the 1984 General
Assembly, a copy of wblcb Is attacbed to this report as Appendix I.

Delepte Joan H. Munford of Blacksbura served as Chairperson of the subcommittee. Other
members of the House of Deleptes appointed to serve were: Frank D. Hargrove of Glen Allen
and Mary Sue Terry of Stuart.

Senator Frank W. Nolen served as Vice-chalrperson of the subcommittee. Other members of
the Senate appointed to serve were: E. M. Holland of Arlington and Robert C. Scott of Newport
News.

Mr. B. Michael Herman with Blue Cross and Blue Shield of Southwest Virginia from Roanoke
and Dr. Stephen L. Pohl. Assistant Professor in the Department of Internal Medicine at the
University of Virginia School of Medicine, from Charlottesville were appointed citizen members
of the joint subcommittee.

C. William Cramme', III and Terry Mapp, Research Associate, with the Division of
Legislative Services served as legal and research staff to the subcommittee. J. Lester Fitzgerald,
Deputy Clerk of the House Clerk's Office, provided administrative and clerical duties for the
subcommittee.
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W0Rl. OF mE SUBCOMMllTEE

ID aD effort to bear as much testimony as possible regarding the problems individuals with
cbronlc bealth conditions have In obtalnllll bealth insurance, the bealth insurance coverage
available In VIrginia for sucb Individuals, and the feasibility of the Commonwealth's
implementllll a health insurance poollll8 mechanism, the joint subcommittee held three meetings
In 1984. The meetlnp were held on July 11, OctOber 3, and November 15.

Prior to the subcommittee's first meeting, its staff furnlsbed eacb member with a copy of a
staff report wblch provided a brief overview of the health Insurance coverage available In
VIrginia for Individuals with chronic health problems, health insurance pooling mechanisms, and
other states' experiences with such pools. A copy of this report minus its lengthy appendices is
attached to this report as Appendix II.

The Joint subcommittee beard a large amount of oral testimony during their meetlnp and
also received position papers and other written materials from a number of organizatiODS
Includlna: the Bureau of IDSUraDCe, AETNA Ufe and casualty, Prudential Insurance Company,
Blue Cross and Blue Shields of VIrginia and Southwest VIrginia, Blue Cross and Blue Shield
Association In Washlqton, Metropolitan Life lDsurance Company, the Health Insurance
Association of America, American Heart Association, American Luna Association, American
cancer SocIety, Juvenile Diabetes Foundation, American Diabetes Association, National
Foundation for Ileltus and Colitis, Mental Health Association of VIrginia, "We care", VIrginia
Alliance for the Mentally Ill, Association of Retarded Citizens In VIrginia, Independent Resource
Center of Charlottesville, Friends of Endependence Center in Northern VIrginia, Supported Work
services Employment Project, Richmond Psychiatric SocIety, and the Deparbnent for the Visually
Handicapped. A number of telephone calls trom various other health associations were received
by the subcommittee's staff.

DuriDa ODe of the subcommittee's meetings, the patron of the resolution, Delepte C. Richard
Cranwell of Roanoke, testified that the genesis for the resolution was the number of people who
had Informed 111m that many people with chronic health conditions were unable or felt that they
were unable to ObtaiD health IDSurance coverage which ·would help defray the costs of a
catastrophic medical problem In the event that one would occur. Mr. Cranwell explained that the
resolution was Introduced to encourale the Commonwealth to look at the problems these people
are havllll as they have the right function normally in society without the fear of bavllll their
financial resources depleted because of their health care costs.

The subcommittee heard from several health associations concerning the problems and
concems of their members reprdlq Insurance and poolilll mechanisms. Testimony revealed
that some people, because of their chronic conditions, have not been able to obtain coverage or
have Dot been able to afford It and that many of those who have health insurance through their
employers or their spouses' feel they are locked Into their positions as they may not be able to
obtain coverage throup a new employer. Other concerns expressed were that an Individual
would lose his coverage If he had to stop worldlll because of his condition and that even It an
Individual had IDSurance, one lengthy Illness could exhaust this coverage and his own and his
family'S financial resources. It was stated that patients in state-supportecl hospitals continue to
receive care even after their Iasuraace ruDS out, yet the hospitals will not absorb these costs
until they have taken the patient and bis family through the courts for payment. It was pointed
out that those who cannot obtain Insurance have to live with the anxiety of not having the
means to pay for medical care In the event of a serious illness or accident.

The Association of Retarded Citizens expressed its concern over the mentally retarded being
Inappropriately classified, for insurance purposes, with those who have medical conditions. It was
explained that mental retardation is not a medical problem but a deficit at whicb one acquires
skills. They also expressed concern over families who wish to adopt retarded children not being
able to obtain Insurance for the children and therefore not beilll able to complete the adoption
process. The VlrglDla Alliance for the Mentally III testified that Insurance coverage for the
mentally III Is grossly inadequate.

The health associations Indicated that they support poollq as it would be a means tbroup
wblch their members would have comprehensive health coverage and that their members would
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more than likely be happy to pay higher premiums for coverage which would prevent them
from emaustllll their financial resources. .

Representatives of private insurance companies testified that they provide health insurance to
many Individuals who have physical Impairments and that they believe they are classifying risks
In a non-cllscrlmlnatory manner based on an equitable appraisal of the risks such individuals
represent. They explained that Individuals with chronic health problems present additional risks
to them and that the Insurance companies must determine the amount of risk they are willing to
assume In order to set fair and competitive premiums. They stated that this· cannot be
accomplished without careful selection and classification of risks and explained that the selection
and classification process Is based on a number of factors Including medical history, physical
condition, and type of employment and that many decisions are based on the results of
morbidity studies. Tbey explained further that depending on the degree of risk, they may charge
an additional premium, may limit benefits, or In extreme cases, may not ofter insurance at all.

The joint subcommittee learned that exclusion waivers are used in those cases where an
additional premium would not be eno. to cover the amount of risk Involved. It was pointed
out that those Individuals with the most severe condltioDS wbo bave had recent illnesses cannot
be covered at all because their 10111 run medical expeases will be greater than those
contemplated by the hlpest rates and that the use of exclusion waivers would be impractical as
such conditions otten lead to other compllcatioDS. The Insurance representatives stated that their
premiums for hlp risk individuals Which generally range between 125 and 200 percent of the
averqe aroup rate depend on the type and severity of the conditions.

One of the major concerns of the subcommittee members of whether a child (diabetic, for
eDlDple) wbo W88 DO 10Dler covered under his parent's policy would be able to obtain bealth
IDSurance was addressed by several Insurance representatives. They stated that _f the parents'
had their policy with their company, the child COUld, within thirty days, convert to an Individual
polley without havllll to show evidence of Insurability. They noted, however, if the child's
parents policy was Dot with their company the cblld most likely would not be accepted. They
exp1alned that the child would be able to obtain iusurance through Blue Cross and Blue Shield
yet would be subject to a twelve-month waitllll period. It was pointed out that the child could
apply for Blue Cross and Blue Shield coverage one year prior to the date when he would no
lonaer be eillible for coverage under his parents' policy which effectively would provide him
with continuous coverqe since his parents' policy would be In effed during the waiting period.

Reprdllll the poolllll mechanisms, the Insurance representatives pointed out that there was
no need for such a mechanism as Blue Cross and Blue Shield of Virginia acts as an insurer of
last resort and· accepts all applicants reprdless of their physical condition. They stated that the
pool premiums In other states ranged from 125 to 200 percent of the standard individual rate
which was higher than what Blue Cross and Blue Shield would charge. They explained that if a
poolllll mechanism was used to solve this sodal problem, it would translate back into higher
Insurance rates for those wbo already have coverage, and that the Commonwealth would have to
share In the respoDSlblUty by foregollll premium taxes from insurance companies or by
subsldlzllll the pool In some other way. They Indicated that the Health Insurance Association of
America endorses pooling provided It Is deslped In certain ways and that their companies are
lenerally supportive of the poollnl arrangements In other states.

The Bureau of Insurance Informed the joint subcommittee that it had no opinion on pooling.
They pointed out that with the recent establishment of HMOs and PPOs, a new competitive era
In health care has begun. They stated that they had received very few complaints about the
availability of Insurance but many about the affordability.

Blue Cross and Blue Shield testified that they are the "insurer of last resort" in Virginia as
they will accept anyone, regardless of his physical condition, at the standard individual rate
durlDl open enrollment perlods SUbject only to any applicable waiting period. It was pointed out
that Blue Cross and Blue Shield of Virginia offers open enrollment year-round and that Blue
Cross and Blue Shield of Southwest Virginia currently offers it during certain periods yet is
worklq on a year-round plan. They explained that the rationale behind the waiting period was
that, If there was none, people would walt until they needed insurance to obtain it. Blue Cross

I
and Blue Shield explained that they bave offer~d this as a community service since 1941 as a
justification for their tax-exempt status.
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Blue Cross and Blue Shield testified that although the National Association of Insurance
Commissioners came out with a model pooling bill. a copy of which is attached to this report as
Appendix III. the Association evidenced its own misgivings about the pools by attaching the
following two caveats to its model:

-Adoption of the model bill does not constitute NAIC endorsement of the pooling concept, nor
is it recommended for enactment in all states. Each state is urged to determine, through
Independent study, whether a pooling mechanism is needed, and whether enactment of the
model would be cost-effective.

-Enactment of the model bill by states is not recommended unless and until a viable solution
is secured, through federal law or otherwise, under which pools for uninsurables can operate
on a universal basis including all health care financing mechanisms (self-insureds).

Blue Cross and Blue Shield explained that if a state has an insurer of last resort that
provides adequate coverage at, or near, the standard rate and with little or no underwriting,
there Is no need for a pool. They stated that pools help only a very sman percentage of people
and tbat those in other states have only a small number of members. They explained that pools
do not hold down health care costs yet add to the cost of coverage of existing insureds and that
pools only guarantee product availability but do nothing to assure that people can afford to
participate. They pointed out that. in most cases, it is the artordabuttv of coverage that is
probibltlve not the availability and that the major problem regarding the availability Issue is the
lack of information to consumers about where rnev can obtain coverage.

During its final meeting the joint subcornrmttee discussed and carefully considered the
recommendations to make to the 1985 General Assembly. Arter reviewing the joint
subcommittee's recommendations. the Bureau ot Insurane Indicated in a memorandum that they
support the joint subcommittee's recommendations and suggested additional legislation which they
felt would more fully address the "availability" problem, The study group included the Bureau's
suggestions in their recommendations.

RECOMME~p.~rIO~S

The subcommittee offers the ronowmg recomrnenuauuns to tne Generui Assemnty:

L Funher mlSU: of health Insurance poolln8 mecnanlsms ~ not needed as 4 ~l)UrCe of healtb
insurance coverage for people with chronic health problems exists in \r1rginla.

Testimony received during [he meetings revealec that Blue Cross and Blue Shield or Virginia
acts as tbe "insurer of last resort" In Virginia as they WIll accept anyone at anytime regardless
of bis physical condition and that the average premiums of pools In other states are greater
than those charged by Blue Cross and Blue ~hield. Testimony also revealed that a pooling
mechanism would translate back Into higher Insurance rates for those who already have
coverage, and that the Commonwealth would have to share in the responsibility by foregoing
premium taxes or by subsidtzing the pool In some other way. The :nint subcommittee
determined, therefore, that further study of health insurance pooling mechanisms at this time
was unnecessary.

~ : Blue~ and Blue Shield plans should be required n law to have open enrollment
programs under Which at all times any resident of Virginia, reprdless of bis physical
condition. can obtain health insurance coverage. Contracts issued pursuant to the prgmm
IDd any related advt:rtising shall advise purchasers that coverage ~ available for anyone.

Blue Cross and 31ue Shield of Virginia tesnned that this would put into law [heir practice
since 1941. The JOInt subcommittee felt that the inavaI1ability problem resulted from the lack of
communtcation nv the Insurance industry and Blue Cross and Blue Shield that such coverage is
avatlable ann rhat "v putting this into law and by encouraging health associations and insurance



brokers to inform people of thls coverage, much of the availability problem would be cured.

3. Blue~ ADd Blue Shi§J.d I&mI I!lmWl be required til notify certain &tim and IggU
agencies of Ulc availability gf bealtb insurance tbroup their mum enrollment promms.

Notification by the Blues, through their contracts or any advertising related to the programs,
would not be adequate enough to reach those individuals with DO Imowledae of the Blues open
enrollment program. The study group, therefore, felt that the Blues should be required to notify
all state and local agencies whose regular course of business includes working with individuals
with health problems of their open enrollment programs.

!& Commercial insurers IIlmWl K required to inform llUB. who are rejected for healtb
insurance coverage gf U!I availability g1 insurance tbrouBh tB mum enrollment grooms.

In addition to requiring the Blues to provide and the advertise open enrollment programs
and to notify certain state and local agencies of such programs, the joint subcommittee felt that
in order to ensure that information regarding tbe open enrollment programs reaches as many
people as possible commercial insurers, through their adverse underwriting decision notification,
should inform the people who are being turned down for insurance coverage tbat health
insurance coverage is available through open enrollment programs of the Blue Cross and Bleu
Shield plans.

Enclosed as Appendix IV of this report is a copy of the legislation recommended by the
subcommittee to effect the additions of recommendations 2, 3 and 4 to the Code.

i : The BwII IhmIId K continued 111 monitor Dlc dissemination of information about the
coverage provided b! BIB QDII aDd. Blue SbUWl and mlook into additional II:CI& such II
~ structures and waitiga periods which !!B broupt m1M subcommittee's attention 1&
needing smdL

The joint subcommittee felt tbat the dissemination of information should be monitored to
ensure tbat people become aware of the open enrollment program.

Testimony received during the meetings revealed that additional study is needed in otber
related areas, including rate structures and waiting periods. Several people pointed out that even
if insurance Is available, many people will not be able to afford it and that while waiting for a
twelve-month waiting period to expire all or most of an individual's financial resources could be
depleted. As explained earlier in the report, the Bureau of Insurance has received many
complaints about the affordability of insurance coverage.

Enclosed as Appendix V of this report is a copy of the resolution recommended by the
subcommittee to accomplish this.

CONCLUSION

The joint subcommittee expresses its appreciation to all parties who participated in this
stUdy. The stUdy group's recommendations bave been offered only after careful and thorough
stUdy of the information. The subcommittee believes that Its recommendations are In the best
interests of the Commonwealth, and it encourages the General Assembly to adopt its
recommendations.

Respectfully submitted,
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HOUSE JOINT RESOLUTION NO. &9

AMENDMENT IN THE NATURE OF A SUBSTITUTE

(Proposed by the House Committee on Rules on
February 12, 1984)

(Patron Prior to Substitute-cranwell)

APPENDIX I

LD4168406

1

2

3

4

5
8 Requesting the establishment of a joint subcommittee to study health insurance coverage

.7 available lor people in the Commonwealth with significant risks and the feasibility of

8 the Commonwealth's implementing health insurance pooling mechanisms.

9 WHEREAS, in recent years, the cost of health care has risen an alarming fifteen to
10 twenty percent annually; and
11 WHEREAS, this dramatic increase in health care cost has led insurance companies to
12 re-evaluate how they underwrite risks; and
13 WHEREAS, such changes have resulted in many Americans, especially those with
14 chronic health problems such as diabetes, no longer being able to obtain health insurance;
15 and
11 WHEREAS, although Congress has debated the feasibility of some form of national
17 health insurance, it has focused primarily on insuring against catastrophic losses; and
18 WHEREAS, many states have taken initiatives to overcome the uninsurability problem
19 by implementing health insurance pooling mechanisms: and
28 WHEREAS, there is a need for Virginia to look into the uninsurability problem, since it
21 affects many of its citizens; now, therefore, be it
22 RESOLVED by the House of Delegates, the Senate concurring, That a joint
23 subcommittee be established to study health insurance coverage available for people in
24 Virginia who may be significant underwriting risks and the feasibility of the
25 Commonwealth's implementing health insurance pooling mechanisms. The joint
28 subcommittee shall be composed of eight members, five of whom shall be appointed by the
27 Speaker of the House. and three of whom shall be appointed by the Senate Committee on
28 Privileges and Elections. The appointments shall be made trom among the membership of
28 the House Committee on Corporations, Insurance and Banking and the Senate Committee on
30 Commerce and Labor as well as from among persons representing commercial insurance
31 and prepaid health plans, health care providers. and organizations concentrating on the
32 study of such chronic health problems.
33 The Bureau of Insurance and the Department of Health are requested to assist the joint
34 subcommittee in its study,

35 The joint subcommittee shall complete its work by and make any recommendations it

38 deems appropriate to the 1985 session of the General Assembly.
37 All direct and indirect costs of this study are estimated to be $15,700.
38

39

48
41

42
43
44
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AUTHORITY FOR STUDY

Pursuant to House Joint Resolution No. 69 of the 1984

General Assembly a joint subcommittee was established to

study health insurance cover~ge available for people in the

Commonwealth with significant health risks and the

feasibility of the Commonwealth's implementing health

insurance pool~ng mechanisms. A copy of this resolution is

attached as Appendix 1 to this r~port.

OBJECTIVES

It would appear that ~he Joict subcommit~ee should

strive to achieve the fo:~oNi~g uoj~~tives:

(1) A clear understa~di~; of ~ea~~h ~~s~~a~=e :~veraqe

available in the Commonwea:~h :or ~~di~~idua~s ~_~h

significant health risks;

(2) An understanding of how ~ealth insurance pooling

mechanisms work and how they ca~ ce ~mplemen~ea ~o s~lve the

uninsurability problem;

(3) An understanding of ether sta~es' expe=ience with

pooling mechanisms; and

(4) The ~raf~inq of app=cpr~a~e leg~slation to effect

any changes in or additions to the law which the joint

subcommittee deems appropriate.



SCHEDULE

The subcommittee will hold its first meeting of the

year at 10 a.m. July 11 in House Room C, General Assembly

Building and is requested to complete its work by November

15.

House Joint Resolution No. 69 states "the joint

subcommittee shall complete its work by and make any

recommendations it deems appropriate to the 1985 Session of

the General Assembly." If the subcommittee concludes its

deliberations by November 15; its staff will have ample

time, prior to the beginning of the 1985 Session, to draft

any legislation or reports desired by the subcommittee and

its members will have more time to devote to their other

studies.
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GENERAL OVERVIEW

Individuals with chron1c health p=oblems such as

diabetes have found it inc~easi~gly di=ficult in recent

years to obtain health insurance as insurance companies have

found it necessary to change the ways in" which they

underwrite risks be~ause of dramatic increases in health

care coscs.: ~h~se lndiv~duals who are able to obtain

coverage often have ~o pay very ~igh prern~~ms c= have

trouble getting their insurers to pay ~or impor~ant

expenses. 2

possible harm from:

1. forego1ng ne~essar~ medlcal cara :n crjer ~o

meet everyday i~~1ng expenses;

bec ause ~~~~'--~ :-~--~-~::- .. "-'...., ...,. ....,..... .- '::

medical attentiv~: 3nd

means to pay fer med.i c , _ c a r e ::1 ~~e everrt o r a

serious ~l:neaa ~r an accide~~.3

currently ~overage is a··ai~able ~~ ~~e is empl~yed, old

enough, poor enough, disabled e~ouqh. ~as ac=ess to

extensive resources, or lives in a sta~e which has a

pooled-risk insurance plan.4 A chart outlining the types of

coverage avai~~ble is at~a=~ed ~~ ~::~Z ~eport as ~ppendix 2.

f\'la~:' ·;roup insurance pc l i c i e s ,:,::e:.--=d through work are

open to all ~mployees regardless of ?~eexisting medical

­oJ



conditions.5 Most insurance companies however require that

the group consist of at least ten employees. For groups of

fewer than ten, insurance companies require that each

individual demonstrate evidence of insurability. Group

policies usually can be converted to individual plans

without evidence of insurability within a specified time

period (usually one month) at the standard rate regardless

of condition. Thereafter, the person may not be able to

obtain coverage or may have to pay exorbitant premiums.

A relatively new type of group insurance, health

maintenance organizations, provide a wide range of medical

services for a fixed fee, yet may not be the answer for high

risk individuals. One of the drawbacks of HMOs is that a

member can use only the doctors and facilities connected

with it. Therefore, if an individual needs to see a

particular type of specialist, and there is none on the HMO

staff, he will have to pay to see one. The fact that an

individual has a preexisting condition may affect his

ability to join an HMO and could raise his fee.6

People over 65 years old or who are disabled are

eligible for federal health insurance under Medicare.

Medicare, however, covers only a portion of hospital and

doctors' bills, and other expenses. Low-income families may

qualify for Medicaid, a federal and state assistance

program. 7

Pooled-risk insurance is available for those who are

having difficulties in obtaining coverages in several

states. This concept is discussed later in this report.
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All of the types of coverage listed in Appendix 2

e~cept for pooled risk 1nsurance are available in Virqinia.

In order to dete~lne the actual coveraqe available through

private insurers for high risk individuals, info~.t1on w••

obtained through conversations with agents and managers of

80me of the companies represe~ted in Virginia. Table 1

cc~sists ef a brief summary of ~~e i~=o~ation. From ~h.

i~formation received one ca~ make ~~e !c:lowinq

genera11~ationB c:ncerning ~ns~ra~ce coveraqe available for

such high r1sk indiv1duais:

1 - Insurance .:or:pall~c!.a wi:':' ~s~ci::~i cc~s1der in8u:':'n~

pecple wi~h preexlE~~~q co~=~~:~~s. So~e l~ok at each

(lists) they follcw.

excluded irom covera.;r-! =~r ell =-==:~,j,':'=: :e.:~;th of time

(usually ~aries =e~~een ni~e~7 ~a~3 ~: ~wel~e months).

3 - Prem1ums qenerally depend ~n ~~e ~~~e and severity

of the condition. ~hey, hc~ever ~_e ~ot necessarily

higher ~ilan s'Canda:d pl"emit:c. ./--: __ :a-:- be as hiqh .s 250

percen~ ~f ~he s~andard ra~~

qrea~er (fi:~ee~ and co~e i~ =~rne :aaes' ~egardles8 of

any preexisting conditions its memrers may have if they

enroll in the plan during the enrollment period. If

coveraqe is no~ obtained dur~&~ ~::s pe~~od, ~ne

!:)e a==epted. .. . . ..
:~=~a~1ea ~ave wa~~~~~ pe~lc~3 ~n

7



~raYeler8

TABLE 1

Prudential
Mutual of

Omaha
T.ife of

Vl1'Jl1nia
Blue Cross
Blue Shield

Individual
Coverale

.In mRny cases will
consider people with
preexistinl conditions.

.Look at each case indi­
vidually - the experi­
ence, severity medica­
tion taken. duration.

.May ezclude coaditioD
from caverase for a
certain 1easth of time
(usually 1 year)

•Do not charse eztra
premiUD18

•Have individual
qual1fyina criteria

.Condition treated
within 2 years of
application Dot
covered. If indi­
vidual received no
actual t~eat.ent

vithin 2 years ..y
be covered

.May charle hlsher
premiulls

.Coverage depends on Do DOt offer
dearee of l11nes8

.1f bad eaouah -
rejected
..., exclude con­
dition fr01l
coverase

.may cover condi­
tion after certain
1eulth of ti1lle ­
depends on type of
condition

.Premtu. depends OD

condition - not
Dece8sarily hilber
than standard rate
1101 of standard for"
moderate condition
1251 for more severe
1501 for BUltip1e
conditions
2501 for multiple
conditioDs in 12 moB.

"Insurer of last
resort" in Virliai,

.Will cover anYODe,
any sroup

.PreDIiuDlS are
community based.
Ri8k i. spread
across the cOIDUnit

.Bave a 1 year
.aitins period OD

preezistiDI
conditions (base
coverase)

.with major-medical
90 day waltilll
period

Group
Coverale Groups of 2 to 15

(old coverale)
2-10 (new coverase)
must fill out limited
medical questioDnaires
(see Individual
coverale)
Groups of mare than 15
old coverale or more
thaD 10 - new cover_Ie ­
all accepted

Groups of 2-9 Groups of 2 to 9
sl1bject to tudfvl- evalllRtt!d on an
dual qualifying individual baals.
criteria may not Bave no rate-wTite
accept all or ..y ups or ezcluslofts -
charge hlsher preBiUBS Accept at standard
for some coverase rate or
Groups of 10+ reject
All accepted Groups of 10+ -
resardle88 of pre- No individual eval-
exi.tinR conditions uation - accept all.

have a 90 day pre­
existina clause

GrOtipR of ] to
15 evalilated on
aD 1lldiv1dl.a1
basis
Groups of 16+
preexistin. con-
ditions i8 1iaited
to $500 at first-if
bave not been siek due
to condition for 3 to 6
months (dependin~ on type of
conclition) it will b~ cO"ered
tr have heen covere:l for 12 mOR.
c-.lnc.11 t ieln rN 11111 I minI "-:1 J l v rr',·"'rl"l"



pr•••l.tlDCJ coDcllt1oD8 (11_ tho•• OD lDc11v!dual

polici••) for vroup pol1cl•••

5- K.mber8 of 9r~. containing 1... ~aD ~.D •.mber.,

(1a .am. c•••• fift••a) are .v.lu.ted OD aD individu.l

b••i.. Rat all • .mber. are D8c••••rily .cc~ted.

& - Ma8t vraup polici.. ar. convertible to ~Ddlvldu.l

pollci••, if done .0 v1~ln a ~~1rty-on. day period.

After ~. expiration of ~. per10d, acceptance i. ba••d

OD iD.urab:Lli1:y. Mutual of OIIIaha offer. con-t1nu=u8

policle.. ~or ••-.pl., if an ninet.en y.ar old

diabetic decide. DOt to 90 to colle.,., he 1. no lODpr

caverllCl by hi. parent.' tiutua1 of OIaaha pa11cy, yet

1:I1rouVb 11II1:'1&1 of OIIIahaI. =ontinuaU8 policy .:'an, he

aay obt.1D hi. own policy .~ ••~.r~.~ adu:: =ate

r.9.~1••• of hiB condition.

7. Many C~aDi.8 have no la••. no qain pro~1.ion.

which ••aDB ~.1: if • qrcup -:ransfer. 1 '1:. co·...r.q. frOll

aD. company to .no~.r, ~~.Y will not 10•• a~y benefit.

beeau.e of ~ .vltchove~.

It i. evident fro. th1. i=.format:.an -:hat an ~~e=ployed

~r.oD who i. trylnv to obtaic health 1n8urance from ­

private In.urer ••y not have 7ery Much .ucc••••

&BALTa INSURANCE POO~:~G ~m:BAN:SMS

Al~Gb Coav~e•• ha. dab.ted ~ f •••ib1111:y of .am.

1:yp_ af Dat:LODal .al1:11 :lul!luranc:e :1.1: !la. foc:u••d primarily

aD in8ur:l.DV avain.t eata.trophic 10..... S...ral .tat•••

ho.,.ver, haWl taken the initiative :l.D 801v:l.av 1:hII

·uainBur&b1l1ty· probl•• by cr••~1n9 h••lth in.uraac8
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pooling mechanisms. These mechanisms "provide comprehensiv~

ho~pital and medical coverage for persons who are unable to

obtain adequate standard health insurance in the private

market due to physical or mental disability."S Thus far, six

states,.Conneticut, Indiana, Minnesota, North Dakota,

Wisconsin, and Florida have implemented some type of pooling

mechani sm.9

Prior to the enactment of its health pooling mechanism

!lr 1981, North Dakota's Legislative Council's Health Care
. -

","
Committee conducted an interim study on uninsurable pooling. .
mechanisms~O A copy of the minutes taken during several of

their meetings and of the 1981 Legislative Council Report is

attached as Appendix 3.

The pooled risk insurance programs which have been

implemented in the six states are very ·similar. Table 2

contains a summary of what the state and model proq~ams

offer.
t.J
c..

General provisions of these programs include:

1 - The establishment of a state association or pool in

which providers of. health ~n~~rance and self-insurers

are members. Every participating insurer shares in the

administering expenses and losses on an equitable

proportinate basis. Most of the states subsidize their

programs through income or premium tax credits to

offset the shortfalls in revenues needed to meet claims

expenses.

2 - Coverage consisting of very broad comprehensive

benefits. Applicants have the chQice of high or low

9
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deductibles.

3 - Limited lifetime benefi~s range from $250,C:C

North Dakota and Wisconsin ~o Sl,OOO,OOO in

Connecticut.

4 - Limited cost of coverage range from 135 to 200

percent of standard rates.

5 - Coverage limited to the residents of ~he s~ate ~ho

are under sixty-five years old. Additional eligibility

requirements exist in four of the six states.

6 - Coinsurance of twen~y percent until the ~~sured has

paid the maximum out-af-pocket expenses (from S500 to

$3,000), after which the plan covers 100 percent.

7 - Preexisting clauses. In Minnesota, N==~~ ~akc~a

and Wisconsin conditions treated within ~~=~e -"'~-."C::,.,"'. _..-
(MN & ND) and six months (Wis.) prior to ac=e?~a~ce

into the plan are excluded from coverage for s~x

months. Connecticut a~d ~lorida have t~el~e mo~~h

exclusion periods. Indiana had an exclusic~ pe=icd

identical to Wisconsin, but fo~nd that i~s s~bscribers

were u~~appy with it. To =esolve ~his problem, ~hey

allow the condition to be covered immediately if a

s~rcharge of ten percent is paid. The 5~rcha~ge,

however, is in effect for the duratio~ of ~he coverage.

8 - The selection of the administering carrier through

bids in four of the six states.

Most 0= the plans cover ~he usual and customary charges

for the follcw~ng services:

10



Services Prescribed by a Licensed Physician

.. Hospital services

.. Basic medical-surgical services including both

in-hospital and out-of-hospital medical and s~rgical

services, diaqnostic services, anesthesia services and

consultation services

.. In-hospital treatment for 30 days per calendar year

for alcoholism and druq abuse and 60 days for mental

and nervous disorders

.. Outpatient services for alcoholism, drug abuse and

mental and nervous disorders (to a maximum of $3,000

per year)

.. Prescription drugs

•• 40 home health care vistis per year (365 visits for

persons on Medicare when combined with Medicare

benefits)

.. Radium or other radioactive materials

.. Oxygen

.. Anesthetics

.. Prosthesis other than dental

.. Durable medical equipment other than eyeglasses and

hearing aids

..Diagnostic X-rays and laboratory tests

.. Some oral surgery

.. Physical therapy

.. Ambulance service

.. 30 days of skilled nursing care following a

hospitalization (120 days for persons on Medicare)

11



.. Processing charges for blood

Other Services

.. Chiropractic services 11

However, most plans will not cover:

.. Experimental treatment

.. Cosmetic treatment

· . Custodial care

.. Private room if not medica::y ~e=essary

· .Eyeglasses and hear~ng a~ds

· . Dental care

.. Routine physical exams

.. Illness or injury due to a=~s of war

.. Replacement fees for the .,;- .. -c: ...4._ .... __ 'three pi!"...~5

.. Charges in excess of usua: and cus~offiar'l =~a~ges

.. Charges for care wh~=h ~s ~=~ ~edica:ly ~e=essary

.. Expenses incurred before ~=:e=~~ve date c= cc~erage

.. Expenses for whi~h bene=~~s a~~ ~ayab~e u~der a

worker's compensation ~r o~~er 5:~~:ar ~aw

.. Expenses for wh~ch bene=~ts a~e ;a~able ~~der =~~er

Pamphlets describ~ng the sta~e ~~a~s more =ompletely

are attached as Appendix 4 and copies of the legislation

enacted by the states are attached as Appendix 5.

Included in Minnesota's Comp=e~e~s:~e Health Insurance

Ac~ ~s a ca~astrophic i::ness program whi~h lS designed to

cover i~frequent and =cstly illnesses. ~he s~a~e/insurance



company pays a certain percentage of "qualified" medical

expenaes above a certain figure which depends on the

individual's income. Five other states and numerous

insurance companies have implemented catastrophic illness

programs. 13

UPDATE ON THE HEALTH POOLING PROGRAMS

Indiana has encountered some problems with its program

since it has been in effect. As originally drafted, its law

called for a six"month coverage exclusion for conditions

diagnosed or treated within six months prior to acceptance

into the program. When Indiana began enrolling people into

the program they found that subscribers were not happy with

the preexisting condition clause. In order to resolve this

problem they made immediate coverage available if

subscribers pay a surcharge of ten percent. The surcharge,

however, remains in effect for the duration of the coverage.

The success of this solution has yet to be determined as it

has not been in effect long enough to determine its

financial impact.

Indiana's other problem involved its eligibility

requirements. In order to be eliqible for coverage,

applicants had to be "turned down" for coverage by two

insurance companies. Applicants were having trouble getting

turned down because agents were prohibited from sendinq

applications in for review if they knew the applicant had a

certain condition. To resolve this problem, Indiana has

developed a "laundry list" of health conditions, a copy of

which is attached as Appendix 6. If an applicant suffers

13



from any of the conditions on the list he is eligible to

obtain coverage without having to submit the two rejection

notices. This has allowed applicants to obtain coverage

more quickly and easily.14

In 1982, Wisconsin's Health Insurance Risk Sharing

Plan's Board of Directors sent questionnaires to all of its

plan's subscribers in order to learn about their

characteristics and satisfaction. The resul~s i~d~cated

that sixty percent of the respondents were satis=ied with

the coverage and felt the plan was affordable. One third of

the respondents noted their concern over the ~~gh cost of

the plan and only a small number of respondents indicated

they had filed claims. A copy of survey and res~l~s is

attached as Appendix 7. Altho~gh most of the ~eplies to the

survey revealed overall sa~isfaction ~i~h the plan, the

Board of Directors felt that additional st~dy ~as warran~ed

by the number of negative comments.

Minnesota experienced some problems concerning the

legality of its plan. Included in Appendix "B", pp. 3-5 of

the North Dakota minu~es (Appendix 3 of this repor~) is a

more complete explanation of their problems.

Connecticut currently has 30,000 policies in force;

Wisconsin 1,798; North Dakota 365, Minnesota 6610, and

Florida 158. In 1983, Wisconsin experienced a forty-one

percent increase in the number of policies issued over the

previous year, however they also experienced a 439 percent

increase in the number of policies terminated. The increase

in cancellations was contributed to their rate increase,

14



from 130 percent of the standard rate to ISO percent, and to

plan modifications. A copy of the 1982 Annual Report of

Wisconsin's Health Insurance Risk - Sharing Plan is attached

as Appendix 8.

Several major points of concern have beeen raised

concerning the pools. These are:

"1. Pools provide a ready means for insurers to avoid

the natural, adverse consequences of their way of doing

business. By selecting only the better risks and

engaging in rigid underwriting practices, many

commercial carriers have tended to create substantial

social problems. Public policy should be directed not

at accommodatinq those practices, but toward altering

them. Decision-makers might more properly focus on

providing incentives for insurers to address the

problem of uninsurables as a part of their normal line

of business.

2. Pools do not deal effectively with the

affordability issue, which may be the major impediment

to coverage for the unemployed, poor, near poor, left

dependents and others.

3. By addressing only one symptomatic aspect of the

problem, there may be a tendency to ignore the causes,

including insurance industry practices and dramatic

rises in the cost of health care.

15



4. Equal apportionment of risk by the pools may

penalize responsible and desirable corporate behavior.

It would be questionable public policy, for example, to

treat carriers with open enrollment or very minimal

underwriting standards the same as carriers writing

only group coverage with strict"underwriting rules.

Good public policy would apportion pool liability in a

manner consistent with the contributing cause, and

should recoqnize and reward those carriers whose

operations tend to contribute to ~he solution, not ~o

the problem.

5. State proposals should remain flexible ~o

adequately meet the differing s~ate needs and

contributing factors to ~he problem of ~he uninsured

population without inadve~~ently p~omp~ing fede=al

preemption. ,,15

16



CONCLUSION

In their March 19, 1984 Legal Affairs Bulletin on

pooling mechanisms for uninsurables, Counsel for Blue Cross

and Blue Shield emphasized that "where plans (or other

carriers) already provide a reasonable level of benefits

with little or no medical underwriting on a direct pay basis

and with liberal open enrollment opportunities, there is

little or no justification for a pool arrangement."

17
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BE IT ENACTED BY THE STATE OF (insen state).
(adapt caption and formal portions to local requirements and statutes)

Statement 0 rPrinciples

The State and Federal HeaJth Insurance Legislative Programs (86) Task Force was charged
to develop model state legislation for the establishment of health insurance pooling mechan­
isms for uninsurabJes. The Task Force has developed the anached Model State Health
Insurance Pooling Mechanism Bill and recommends its fmal adoption by f\AJC subject to
the foUowin& principles:

1. Adoption of the model bill does not constitute NAJC endorsement of the pooling
concept, nor is it recommended for enactment in aD states. Each state is urged to
determine, through independent stud>· I whether a pooling mechanism is needed and
whether enactment of the model would be cost effective.

2. Enactment of the model bill by states is not recommended unless and until a viable
solution is secured, through federal II,,' or otherwise, under which pools for unin­
surables can operate on a universal basis including all health care financing mech­
anisms.

These recommendations and principles are consistent with NAle slrate~' (or alternatives
to national health insurance which embrace the interrelated goals concerning the federal
ERISA preemption problems, state pooling mechanisms, adequate health insurance avail­
ability and cost containment. The interrelationship of these initiatives is exemplified by the
ERISA barrier to universal participation in such pools and ovcrall concerns about health
care cost containment.

Although much bas been accomplished with the enactment of P.L. 97-473 subjtcting
multiple employer trusts to state jurisdiction, and by the adoption of the NAIC model
··Jurisdiction to Determine Jurisdiction" bill, these measures win not, in and of themselves,
establish universal participation in state pools for uninsurables.

1'15-)



. Uninsurable pools rna)' not be needed in every state, nor present the most effective answer
to questions of availability of health insurance in every statc. The establishment of such
programs is eestly and their cost effectiveness should be weighed in relation to whether
there is a demonstrated need for a pool in a given state. Their cost effectiveness can be sub­
itantiaUy impaired in the absence of universal participaticn, for without the inclusion of

. self-insured plans, the financial base necessary to suppon the pooling mechanism will lend
to progressively diminish. The purpose of the attached model bill is to establish a meeh­
anism through which adequate levels of health insurance coverages can be made available to
residents of the state who are otherwise considered uninNrablc. The bill would establish
• State "association" or pool in which all health care fmancing mechanisms (insurers, Don­
profit service plan corporations, HMOs and sclf-insuren) would be members.

The pool coverage consists of very broad comprehensive benefits with a choice of a "high"
and a ."10\\,11 deductible. Each state is cautioned that the scope of coverage ma)' not be
appropriate. In such case, the benefit levels should be adjusted. or the bill should include
the Alternative Section 6 under which the Commissioner is authorized to establish by

-regulation actual pool benefits commensurate with the prevailing levels of lfouP coverages
. provided in that state.

By definition, I pool consisting of uninsurable risks will necessitate premium rates sub­
stantially greater than applicable for standard risks. The bill establishes an· initial minimum
rate at 150% of applicable standard risk rates. Thereafter rates are expected to fluctuate
according to experience, however, in no event shall rates exceed 200% of standard risk rates.
The minimum rate of 150% is admittedly inadequate for the risks insured. and the 200%
maximum will prevent the rates from becoming prohibitive. Pool losses in excess of the
200% maximum rate will be assessed to each member of the pool in proportion to the
volume of business done in the state. Eligibility (or pool coverage is not established by ai­
leria such as the incurring of • catastrophic condition. the expenditure of a prescribed
amount of earnings for health care, or the rejection of the applicant by any specified num­
ber of health insurance carriers. Such crireria may not apply equitably to .11 uninsurable~

and ma)· neither be cost efficient nor practical to administer. Practical considerations of
price will serve to discourage individuals from buying pool coverage when it is available to
them in the standard marketplace at a lesser rate,

For obvious cost containment reasons, the pool coverage is the coverage or IIlast resort"
and it docs not duplicate coverages (rom any other source. private or public. The mech­
anics of the pool. its operations and functions must all be established under a plan approved
b)' the Commissioner. The pool is subject to the requirements of the insurance code and
has the general powers and authority of an insurer licensed to transact health insurance.

Section 1. Definitions.

(1)

(2)

(3)

(4)

"Peel" means the State JJcaltb Insurance Pool as created in Section 2 of this Act.

"Board" means the Board of Directors of the pool.

"Insured" means any individual resident of this state who is eligible to receive bene­
fits (rom an)' insurer or insurance arrangement as defined in this section.

"Insurer" means any insurance company authorized to transact health insurance
business in this state. any (reference state: nonprofit health care service plan act and
if appropriate 11~10 law).



(5) "Insurance arrangement" means any plan, program, eona-act or any other arrange­
ments under which one or more employer.., unions or other organizations provide to
their employees or membcn, either diree:tly or indiree:tly through a trust or third
pany administrator. health care services or benefits other than throulh an msurer.

(6) -1fealth insurancc" means any hospital and medical expense incurred poliC)', non­
profit health care service plan contract and health maintenance organization sub­
scriber contract. The term does not include shon term, accident, fixed indemnit~v t

limited benefit or credit insurance, coverage issued 15 • supplement to liability insur­
ance, insurance arising OUI of • workers' compensation or similar law, automobile
medicaJ-pa)·ment insurance, or insurance under which benefits are pa>9able with or
without ttgard to fault and which is statutorily required to be contained in an)'
liability insurance policy or equi'9aJcnt self-insurance.

(7) "Medicare" means coverage under both pan A and B of Title XVIII of the Social
Securit)9 Act, 42 USC 1395 et seq., as amended.

(8) ··Ph)9sicianII (reference applicable state laws)

(9) "Hospital" (reference applicable state laws)

(10) "Health maintenance organization" (reference applicable state laws)

(11) "Plan of operation" means the plan of operation of the pool, including articles,
bylaws and operating rules, adopted by the board pursuant to Section 3 of this act.

(12) "Benefits plan" means the coverages to be offered by the pool to eligible persons
pursuant to Section 6 of this act.

(13) "Department" means the Insurance Department.

(14) "Commissioner" means the Insurance Commissioner.

(15) ·'Member" means all insurers and insurance arrangements participating in the pool.

Section 2. Operation or the Pool.

(1) There is hereby created a nonprofit entity to be known as the (State) Health Insur­
ance Pool. All insurers issuing health insurance in this state and insurance arrange­
ments providing health plan benefits in this state on and after the effective date of
this Act shall be members of the pool.

(2) The Commissioner shall give notice to all insurers and insurance arrangements oftbe
time and place for the initial organizational meetings. The pool members shall select
the initial board of directors and appoint one or more insurers to serve IS administra­
tor. Both the selection of the board of directors and the administering insurcr(s)
shall be subject to approval by the Commissioner. The Board shall at all times, to the
extent possible, include at least one domestic insurance company licensed to transact
health insurance and one domestic nonprofit health care service plan.

(J) If, within sixty (60) days of the organizational meeting, the board or directors is
not selected or the administering insurer is not appointed. the Commissioner shall
appoint the initial board and appoint an administering insurer.



(4) The pool shaD submit to the Commissioner a plan of operation for the pool and any
amendments thereto necessary Dr suitable to assure the fair, reasonable and equit­
able administration of the pool. The Commissioner shaU, after DOtice and hearing,
approvc the plan of operation provided such is determined to be suitable to assure the

. lair.· reasonable'and equitable. administration of the pool, and providesfor the sharing
of·pool gains or losses on an equitable proportionate basis.The plan of operation $hall
become effective upon approval in writing by the Commissioner consistent with th
the date on which the coycrllC: under this Act must be made available. If thc pool
fails to submit I suitable plan of operation within 180 days .fter the appointment
·of the board of directors, or at any time thereafter fails to submit suitable amend­
ments to the plan, the Commissioner shall, aftcr netiee and hearing. Idopt and
promul~ate such reasonable rules as arc necessary or advisable to effectuate the
provisions of this seerion. Such rules shaD continue in force until modified by the
Commissioner or iuperscded by • plan submined by the pool and· approvcd by the
Commissioner. ·

(5)· In its plan the pool shall,

(a) Establish procedures for the handling and accounting oC ISKU and monies
. of the pool. .

. (b) Select an administering insurer. in accordance with Section 4 of this act, and
e~~ablish procedures for fillingvacancies on the Board of Directors.

(c) Establish procedures for the collection of asscssments from all members to
provide for claimspaid under the plan and for I:dministrativc expenses incurred
or estimated to be incurred during the period for which the assessment is
made. The level of payments shaD be established by the -board, pursuant to
Section 5 of this aet. Assessment shaD occur at the end of eacb calendar year.
Assessments are due and payable within 30 days of receipt of the assessment
noticc.

. (d) Develop and implement • program to publicize the existence of the plan, the
eligibility requirements, and procedures (or enroUment.and to maintain public
awareness of the plan. .

(6) Powers and Authority of the pool. The pool shall have the general powers and author­
ity granted under the laws of this state to insurance companies licensed to transaa
the kinds of insurance defined under Section 1.(1)(6) and in addition thereto, the
specific authority to:

(.)

(b)

(c)

Enter into contracts as are necessary or proper.to carry out the provisionsand
purposes of this Act, including the authority. with the approval of the Insur­
ance Commissioner, to enter into conlracts with similar pools of other states
(or the joint performance of common administrative functions, or with persons
or other organizations (or the performance of administrative functions.

Sue or be sued, incJuding taking any legal actions necessary or proper for
recovery of any assessments (or, on behalf of, or against pool members,

Take such legal action IS necessary to avoid the payme~t or improper claims
against the pool or the coYcrag~ provided by or through the pooli .
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(c!) Establish appropriate rates, rate schedules, rate adjustments, expense allow­
ances, agents' referral fees. daim reserve formulas and any other actuarial
function appropriate to the operation of the pool. Rates shall not be unreason­
able in relation to the coverage provided, the risk experience and expenses of
providing the coverage. Rates and rate scbedules may be adjusted for appro­
priate risk faaors such as age and area variation in claim costs and shall take
into consideration appropriate risk factors in accordance with established
actuarial and underwriting practices.

(e) Assess members of the pool in accordance with the provisions of this section,
and to make advance interim assessments as may be reasonable and necessary
for the organiz.ational and interim operatina expenses. Any such interim assess­
ments to be credited as offsets against any reJUlar assessments due foUo"ping
the close of the fIScal year.

(f) Issue policies of insurance iD accordance with the requirements of this Act.

<I) Appoint from amoDg members appropriate legaJ,aetuariaJ and odier commit­
tees as necessary to provide technical assistance in the operation of the pool,
policy and other contract design, and any other function within the authority
of the pool.

Drafting Note • Optional Paragraph

A state may wish to provide members of the pool with the option of utilizing their
existing distribution systems for the issuance of pooJ coverage. If so, such. provision
should authorize the establishment of specific rules under which the pool would
approve and serve as a reinsurer for coverage issued by members in their own names.
Paragraph (b) is designed to aUo\\' states to implement this option.

(h) Establish rules, conditions and procedures for reinsuring risks of pool members
desiring to issue pool plan coverages in their own name. Such reinsurance
facility shall not subject the pool to an)' of the capital or surplus requirements,
if any, otherwise applicable to reinsurers.

Drafting Note - Section J

It is intended that only those unable to purchase bealth insurance coverage in the
marketplace at' a reasonable price will apply (or pool coverage. The higher cost of
pool coverage should accomplish this result. However. to assure that the pooJ eev­
erage does not compete with availablc coverage in the marketplace. I state may desire
to include as a criterion (or pool coverage the requirement of rejection of coverage ,by
• specified number of hC'alth insurancr carriers. This que~tjon is discussed fully in the
attached Synopsis.

Section 3. EJiaibility.

(1) Any individual person, who is • resident of this state shall be el~ljble for pool cov- _
erage, except the following:
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<.> persons who havc on the date of issue of coverage by the pool coverage under
health insurance or an insurance arrangement.

(b) any person who is It the time of pool application eligible for health care
benefits under (references state Medicaid law).

(e) any person having terminated coverage in the pool unless twelve months have
lapsed since such termination.

(d) &11)9 person on whose behalf the pool has paid out St.OOO,OOO in benefits.

(e) in~ates of public institutions an~ persons eligible (or public programs.

(2) Any person who ceases to meet the eligibility requirements of this section may be
terminated It the end of the policy period.

(3) Any person whose health insurance coverage is invoJuntaril}· terminated for any
reason other than nonpayment of premium and who is not eligible for conversion,
may apply for coverage under the plan. If such coverage is applied (or within 60 days
after the involuntary termination and if premiums arc paid (or the entire coverage
period, the effective date of the coverage shall be the date of termination of the
previouscoverage.

Section 4. Adminislcringlnsurer.

(1) The board shall select an insurer or insurers through a competitive bidding process
to administer the pool. The board shall evaluate bids submitted based on aitcria
established by the board which shall include:

<.> The insurer's proven ability to handle individual accident and health insurance.

(b) The efficiency of the insurer's claim paying procedures.

(c) An estimate of total charges for administering the plan.

(d) The insurer's ability to administer the pool in a cost efficient manner.

(2) <a> The adrninstering insurer shaD serve for a period of 3 years subject to removal
for cause.

(b) At least 1 year prior to the expiration of each 3--year period of service by an
administering insurer. the board shall invite aU insurers, including the current
administering insurer, to submit bids to serve as the administering insurer for
the succeeding ]-year period. Selection of the administering insurer for the
succeeding period shall be made at least 6 months prior to the end of the
current 3-ycar period.

(3) <a> T~e administering insurer shan perform all eligibility and administrative claims
paynlcnt (unctions relating to the pool.

1'f5~

(b) The administering insurer shall establish a premium billing procedure (or col­
lection of premium (rom insured persons. BiJlinKs shall be made on a periodic
basis as determined by the board.



(c) The administcring insurer shaU perform all necesW)· functions to assure timelv
payment ofbenefits to covered pcrsons under the pool includinJ:

1. Making Ivailable information relating to the proper manner of submitting
• claim (or benefits to the pool and distributing forms upon which submis­
sion shall be made.

2. EvaJuating the eligibility ofeach claim for payment by the pool.

(d) The administering insurer shan submit regular reports to the board regarding the
operation of the pool. The frequency, content, and form of the report shall be
as determined b)· the board.

(e) Following the close ofeach calendar year, the administering insurer shall deter­
mine net written and earned premiums, the expense of administration, and
the paid and incurred losses for the year and report this information to the
board and the department on a form as prescribed by the commissioner.

(0 The administering insurer shan be paid as provided in the plan of operation for
its expenses incurred in the performance of its services.

Section 5. Assessments.

(1) FoUo\\'ing the close of each fiscal year, the pool administrator shall determine the net
premiums (premiums less administrative expense allowances). the pool expenses of
adminisuation and the incurred losses for the year, taking into account investment
income and other appropriate gains and losses. Health insurance premiums and benefits
paid b)· an insurance arrangement that are less than an amount determined by the
board to justify the cost of collection shaU not be considered for purposes of deter­
mining assessments,

<.> Each insurer's assessment shaU be determined by multiplying the total cost of
pool operation by a fraction the numerator of which equals that insurer's
premium and subscriber contract charges for health insurance written in the
state during the preceding calendar year and the denominator of which equals
the total of all premiums, subscriber contract charges written in the state and
110% of all claims paid by insurance arrangements in the state during the pre-
ceding calendar year. .

(b) Each insurance arrangement's assessment shaD be determined by multiplying
the total cost of pool operation by a fraction the numerator of which equals
J 10% of the benefits paid by that insurance arrangement on behalf of insureds
in this state during the preceding calendar year and the denominator of which
equals the total of all premiums. subscriber contract charges and 110% of all
benefits paid by insurance arrangements made on behalf of insured in this state
during the preceding calendar year. Insurance arrangements shall report to the
board claims payments made in this state on an annual basis on I form pre­
scribed by the commissioner.

(2) If assessments exceed actual losses and administrative expenses DC the pool, the excess
shan be held at interest and used by the board to offset future losses or to reduce
pool premiums. As used in this subsection, "future losses" incJudes reserves for in­
curred but not reported claims.
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(3) (a) Each member's proponion of participation in the pool shall be determined
annually by the board based on annual statements and other reports deemed .
DCCCssary by the board and flied by the member with it.

(b) An)' deficit incurred by the pool shalJ be recouped by assessments apponioned
under subsection (1) of this section by the board among members, •

(4) The board rna)' abate or defer, in whole or in pan, the assessment of a member if,
in the opinion of the board, payment of the assessment would endanger the abiliry
of the member to fulfill its contractual obligations. In the event an assessment against
• member is abated or deferred in whole or in pan. the amount by which such assess­
ment is abated or deferred may be assessed against the other members in a manner
consistent with the basis (or assessments set forth in subsection (1) of this section .

. The member receiving such abatement or deferment shall remain liable to the pool
for the deficiency for 4 years. .

Drafting Note • Section 6

Section 6 deals with the coverage to be issued by the pool. The original draft bill
established a comprehensive and specific plan of coverage. However, this plan rna}·
not be appropriate to the needs of all states. Thus, the model bill provides two al­
ternative approaches to Section 6.

Alternative 1 spccificaU)" establishes I broad, comprehensive plan of coverage in the
form of a detailed schedule of benefits, exclusions, limits.deductibles and coinsur­
ance factors.

AJrerantiyc 2 vests authority in the Commissioner to promulgate, with the advice and
recommendations of the pool members, a level of pool coverage determined to be
commensurate ·with those typically provided by I representational number of large
employers in the state.

It should be pointed out that most carriers will be members of the pools in more than
one, and perhaps all, of the states that enact pooling legislation. The administration
of these pools will be greatly facilitated if those provisions of the model bill dealing
with pool (ormation. operation and administration remain uniform. This uniformiry
will all0\\' each state pool to benefit Crom the operational experience of the others
and will facilitate monitoring of the efficiency of pooling mechanisms. There is not
the same necessity, however. regarding the actual plan benefits or coverage and the
scope of coverage could \'ary according to individual state needs.

ALTER.~ATIVE 1

Section 6. Minimum Benefits • A,·ailability.

(1) The pool shan 'offer major medical expense coverage to every eligible person who is
not eligible for ~'cdjcarc. Major medical expense coverage offered by the pool shall
Pi)· an eligible person's covered expenses, subject to limits on the deductible and co­
insurance payments authorized under paragraph (4)(d) of this section, up to a life­
time limit of $1,000,000 per covered individual. The maximum limit under this para­
graph shall not be altered by the Board, and no actuarial equivalent benefit may be
substituted by the Board.



(2) Covered Expensese Covered expenses shall be the prevailing charge in the Iocaliry for
the following services and anicles when prescribed by • physician and determined by
the pool to be medically necelsaI)'.

(I) Hospitalscrvices.

(b) Professional services for the diagnosis or treatment of injuries. Illnesses, or
conditions, other than mental or dental, which arc rendered by • ph)'sician, or
by other licensed professionals at his direction.

(c) Drugs requiring a physician's presaiption.

(d) Services of I licensed skilled nursing facility for not more than 120 days during
• policy year.

(e) SCl'\ices o( a home health agenC)9 up to a maximum of 270 services per year.

(0 Use of radium or other radioactive materials.

(g) Oxygen.

(h) Anesthetics.

(i) Prostheses other than dental.

(j) Rental of durable medical equipment, other than eyeglasses and hearing aids,
for which there is no personal use in the absence of the condition for which is
prescribed,

(k) Diagnostic X-rays and laboratory tests.

(I) Oral surgery (or excision of partially or completely unerupted, impacted teeth
or the gums and tissues of the mouth when not performed in connection with
the extraction or repair of teeth.

(m) Services of a physical therapist.

(n) Transportation provided by a licensed ambulance service to the nearest facility
qualified to treat the condition.

(0) Services for diagnosis and treatment of mental and nervous disorders, provided
that an insured shall be required to make I 50 percent copayment, and that the
payment of the pool shaD not exceed $4,000 for outpatient psychiatric treat­
ment.

(J) Exclusionse Covered expenses shall not include the following:

(a) Any charge for treatment ror cosmetic purposes other than surgery (or the repair
or treatment of an injury or a congenital bodily defect to restore normal bodily
functions.



(b) Care which is primarily for custodial or domiciliary purposes.

(c) Any charge for confinement in a private room to the extent it is in exeess of the
institution's charge for its most common semiprivate room, unless a private
room is prescribed as medically necessary by a physician.

(d) That pan of any charge for services rendered or articles prescribed b)' a phy­
sician, dentist, or other health care personnel which exceeds the prevailing
charge in the locality or {or any charge not medically necessary.

(e) Any charge (or services or articles the provision of wh;ch is not within the
scope of authorized practice of the institituion or individual providing the ser-
vices or articles, .

(0 Any expense incurred prior to the effective date of coverageby the pool for the
person on whose behalf the expense is incurred.

(g) I?ental care except as provided in subsection (3)(1) of this section..

(h) E)'cglasscs and hearing aids_

(i) Illness or injury due to acts of war,

(j) Services of blood donors and an>- fee for failure to replace the first 3 pints of
blood provided to an eligible person each policy year.

(k) Personal supplies or services provided by I hospital or nursing home, or an)·
other nonmedical or nonprescribcd supply or service.

(4) Premiums. Deductibles, and Coinsurance.

<_> Premiums charged for coverages issued by the pool may not be unreasonable in
relation to the benefits provided, the risk experience, and the reasonable ex­
penses of providing the coverage.

(b) Separate schedules of premium rates based on age. sex, and gecgrapblcal lccaticn
may apply for individual risks.

(c) The pool shall determine the standard risk rate by calculating the average indi-
vidual standard rate charged by the five largest insurers offering coverages
in the state comparable to the pool coverage. In the event five insurers do not
offer comparable coverage, the standard risk rate shall be established using
reasonable actuarial techniques and shall reflect anticipated experience and ex­
penses {or such coverage. Initial rates (or pool coverage shall not be less than
150'0 of rates established as applicable for individual standard risks. Subsequent
rates shan be established to provide fully for the expected costs of claims in­
cluding recovery of prior losses, expenses of operation. investment income of
claim reserves, and any other cost (actors subject to the limitations described
herein. In no event shall pool rates exceed 200% of rates applicable to individual
standard risks. An rates and rate schedules shall be submitted to the Commis­
sioner (or approval.
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(d) The pool coverage defined in Section 6 shall provide optional deduetibles of
SSoo or 11,500 per annum per indi\;dual, and coinsurance of 20%, such co­
insurance and deduetibles in the aggregate not to exceed 53.500 per individual
Dor 55,000 per family per annum. The deductibles and coinsurance factors may
be- adjusted annualJ)· according to the Medical Component of the Consumer
Price Index.

(5) Preexisting Conditions.

Pool coverage shall exclude charges or expenses incurred during the first twelve months
following the effective date of coverage as to any condition, which during the six­
month period immediately preceding the effective date of coverage, (i) had manifested
ioelf in such a manner as would cause an ordinaril)- prudent person to seek diagnosis,
care or treatment or (ii) for which medical advice, care or treatment was recommended
or received, Such preexisting condition exclusions shall be waived to the extent to
which similar exclusions, jf any, have been satisfied under any prior health insurance
coverage which was involuntarily terminated, provided, that application (or pool
coverage is made not later than thirty-one (31) days following such involuntary ter­
mination and, in such case, coverage in the pool shall be effective (rom the date on
which such prior coverage was terminated.

(6) NondupUcation of Benefits.

(a) Benefits otherwise pa}9able under pool coverage shall be reduced by all amounts
paid or payable through any other health insurance, or insurance arrangement.
and by all hospital and medical expense benefits paid or payable under any
workers' compensation coverage, automobile medical payment or liability insur­
ance whether provided on the basis of fault or nonfault, and by an)' hospital or
medical benefits paid or payable under or provided pursuant to an>· state or
Federal law or program except Medicaid.

(b) The insurer or the pool shaD have I cause of action against an eligible person
for the recovery of the amount of benefits paid which arc not coverage expenses.
Benefits due (rom the pool may be reduced or refused as a set-off against any
amount recoverable under this paragraph.

ALTER.\1ATIVE 2

Section 6. Minimum Benefits • A,wailability.

(1) The pool shall offer major medical expense coverage to every eligible person who is
not eligible for Medicare. The coverage to be issued by the pool, its schedule of bene­
fits, exclusions and other limitations, shall be established through regulations promul­
gated by the Commissioner taking into consideration the advice and recommendations
of the pool members,

(2) In establishing the pooJ coverage, the. Commissioner shall take into consideration the
levels of health insurance provided in the state, medical economic {actors as may be
deemed appropriate and promulgate benefit levels, deductibles, coinsurance (actors,
exclusions and lirnitarions determined to be genera1J)' reflective of and commensurate
with health insurance provided through a representative number of large employers
in the state.



(3) Pool coverage established under this Section shall provide: both an appropriate "high"
and a "low" deductible to be selected by the pool applicant. The deduetibles and co­
insurance factors mal: be adjusted annually according to the Medical Component of
the Consumer Price Index. "

"(4) Premiums and Assessments.

(a) Premiums charged for pool coverage may not be unreasonable in relation to the
benefits provided. the risk experience and the reasonable expenses of providing
the coverage. Separate schedules ofpremium rates based on agc. sex and geogra­
phical location may apply for indi"idual risks.

(b) The pool shaD determine the standard risk rate by calculating the average indi­
vidual standard rate charged b)' the five largest insurcrs offering coverages
"in the state comparable to the pool coverage. In the event five insurers do not
offer comparable coverage, the standard risk rate shan be established using
reasonable actuarial techniques and shall reflect anticipated experience and
expenses for such coverage. Initial rates (or pool coverage shall not be Jess than
150% of rates established as applicable (or individual standard risks. Subsequent
rates shall be established to provide fully for the expected costs of claims in­
cluding recover); of prior losses, expenses of operation. investment income of
claim reserves, and an)' other cost (actors subject to the limitations described
herein" In no event shall pool rates exceed 200% of rates applicable to individual
standard risks. All rates and rate schedules shall be submitted to the Commis­
sioner (or approval.

(S) Preexisting Conditions.

PooJ coverage shall exclude charges or expenses incurred during the first twelve months
following the effective date of coverage as to any condition, which during the six­
month period imrnediatelv preceding the effective date of coverage, (i) had manifested
itself in such a manner as would cause an ordinarily prudent person 10 seek diagnosis.
care or treatment or (ii) (or which medical advice, care or treatment was recommended
or received as to such condition. Such preexisting condition exclusions shall be waived
to the extent to which similar exclusions. if an)', have been satisfied under an>· prior
health insurance coverage which was involuntarily terminated, provided, that applica­
tion for pool coverage is made not later than thirty-one (31) days following such invol­
untary termination and, in such case, coverage in the pool shall be effective from the
date on which such prior coverage was terminated.

(6) Nonduplication of Benefits.

<a> Benefits otherwise payable under pool coverage shaD be reduced b)' aU amounts
paid or payable through any other health insurance, or insurance arrangement,
and by all hospital and medical expense benefits paid or payable under any
workers' compensation coverage, automobile medical payment or liability insur­
ance whether provided on the basis of fault or nonfault, and by any hospital or
medical benefits paid or payable under or provided pursuant to an)' state or
Federal law or pro~ram except Medicaid.

(b) The insurer or the pool shall have I cause or action against an eligible person (or
the recovery of the amount of benefits paid which arc not for covered expenses,
Benefits due from the pool n1a)' be reduced or refused as a set-off against any
amount recoverable under this paragraph.
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Section 7. CoUecbYe Action.

Neither the panicipation in the pool as members, the establishment of rates, forms or proce­
dures nor an)' other joint or collective action required b)· this Act shall be the basis of any
lelaJ actioDi aiminal or civil liability or penalty against the pool or any of its members.

Semon 8. Taxation.

Thc pool established pursuant to this Act shall be exempt from any and all taxes,

Drafting Note • Optional Section

A state ma~· wish to provide (or some form of offset against applicable taxes in the
amount of the assessments incurred b)' the members of the pool. If so, such a provision
should all0'" appropriate reductions in assessments as to pool members not subject
to the taxes against which offsets are allowed,

Section 9. Effective Datc.

The provisions of this Act shall become effective _
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2 SENATE BILL NO HOUSE BILL NO.

3 A BILL to amend and reenact § 38.1-57.13 of the Code of
4 Virginia, and to amend the Code of Virginia by addinq
5 sections numbered 38.1-818.2 and 38.1-818.3, providing
6 for open enrollment for Blue Cross and Blue Shield
7 plans; notification. .

8

9 Be it enacted by the General Assembly of Virginia:

10 1. That § 38.1-57.13 of the Code of Virginia is amended and

11 reenacted and that the Code of Virginia is amended by adding

12 sections numbered 38.1-818.2 and 38.1-818.3 as follows:

13 § 38.1-57.13. Notice of adverse underwriting decision;

14 furnishing reasons for decisions and sources of information.

15 A. In the event of an adverse underwriting decision l

16 including those which involve policies referred to in

17 paragraph (1) of subsection (c) of § 38.1-371.2 and in

18 paragraph (3) of subsection (f) of § 38.1-381.5, the

19 insurance institution or agent responsible for the decision

20 shall give a written notice in a form approved by the

21 commissioner of insurance which:

22 1. Either provides the applicant l policyholder l or

23 individual proposed for coverage with the specific reason or

24 reasons for the adverse underwriting decision in writing or

25 advises such person that upon written request he may receive

26 the specific reason or reasons in writingi aBS

27 2. Provides the applicant, policyholder, or individual

I'}
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1 proposed for coverage with a summary of the rights

2 established under subsection B of this section and §§

3 38.1-57.11 and 38.1-57.12 ~ i and

4 3. Provides, in the event of an adverse underwriting

5 decision involving a policy relating to accident and

6 sickness insurance as defined in § 38.1-5, written

7 notification of open enrollment programs as described in §

8 38.1-818.2.

9 B. Upon receipt of a written request within ninety

10 business days from the date of the mailing of notice or

11 other communication of an adverse underwriting decision to

12 an applicant, policyholder or individual proposed for

13 coverage, the insurance institution or agent ahall furnish

14 to such person within twenty-one business days from ~he date

15 of receipt of such written request:

16 1. The specific reason or reasons for ~~9 adverse

17 underwriting decision, in writing, :! such i~=~rma~ion was

18 not initially furnished in writi~g pursuant to paragraph 1

19 of subsection A of this section;

20 2. The specific items of personal and privileged

21 information that support those reasons ~ ~~ev~ae8 , however:

22 a. The insurance institution ~r agent shall not be

23 required to furnish specific items of privileged information

24 if it has a reasonable suspicion, based upon specific

25 information available for review by the Commission, that the

26 applicant, policyholder, or individual proposed for coverage

27 has engaged in criminal activity, fraud, material

28 misrepresentation, or material nondisclosure, and

.,
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1 b. Specific items of medical-record information

2 supplied by a medical-care institution or medical

3 professional shall be disclosed either directly to the

4 individual about whom the information relates or to a

5 medical professional designated by the individual and

6 licensed to provide medical care with respect to the

7 condition to which the information rela~es, whichever the

8 ins~rance institution or agent prefers; and

9 3. The names and addresses of the institutional sources

10 that supplied the specific items of information given

11 pursuant to paragraph 2 of subsection B of this section;

12 however, the identity of any medical professional or

13 medical-care institution shall be disclosed either directly

14 to ~~e individual or to the designated medical professional,

15 whichever the insurance institution or agent prefers.

16 C. The obligations imposed by this section upon an

17 insurance institution or agent may be satisfied by another

18 insurance institution or agent authorized to act on its

19 behalf.

20 D. When an adverse underwriting decision results solely

21 from an oral request or inquiry, the explanation of reasons

22 and summary of ~~ghts required by P8~8~~8pft subsection A of

23 this section may be given orally.

24 § 38.1-818.2. Open enrollment.--A corporation licensed

25 under this chapter, and subject to § 38.1-828, shall make

26 available to citizens of the Commonwealth an open enrollment

27 program under ~he terms set forth in this section. The

28 program shall be available at all times to any person
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1 residing in Virginia, regardless of the person's health

2 history. The sUbscription charge for contracts issued

3 pursuant to the program shall be the current standard

4 individual rate. Any contract issued pursuant to the

5 program, and any advertising related to the program, shall,

6 in a prominent fashion, advise the purchaser that the

7 coverage provided is available to anyone who aoolies,

8 subject only to payment of subscription charges and

9 applicable waiting periods, if any_ Contracts issued

10 pursuant to the program may i~clude waiting periods for up

11 to twelve months following enrollment du~inq which time no

12 benefits are available for pre-existi~q mea~cal conditions

13 manifesting signs or symptoms pr~or ~: ~~e e==ec~:~e date of

14 coverage.

15 If a corporation licensed ~~der ~~~3 :~ac~e~ elects .to

16 discontinue its program for indi~:d~a:3 :~ ~a~ d= so only

17 after giving written notice to the ~:~m~=s~c~ at least

18 twelve months in advance of the e=fec~~v= ja~e of

19 termination. Upon termination 0= the ~~d::~=~al ~rogram, §

20 38.1-828 shall no longer be apolicable to such coroo~ation,

21 and such corporation shall be s~bjec~ ~o the provisions of §

22 58.1-2501.

23 § 38.1-818.3.. Notification of open enrollment programs

24 to state and local agencies.--Every corporation licensed

25 under this chapter, and subject to § 38.1-828, shall notify

26 all state and local agencies whose regular course of

27 business incl~des working with i~di7~duals with health

28 problems of the availability of insurance through open
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1 enrollment programs as described in § 38.1-818.2.
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2 HOUSE JOINT RESOLUTION NO .....

3 Continuing the joint subcommittee of the House Committee on
4 Corporations, Insurance and Banking and the Senate
5 . Committee on Commerce and Labor studying the health
6 insurance coverage available in Virginia to people with
7 chronic health problems.

8

9 WHEREAS, House Joint Resolution No. 69, passed by the

10 1984 Session of the General Assembly, established a joint

11 subcommittee to study the health insurance coverage

12 available to Virginia residents with chronic health problems

13 and the feasibility of the Commonwealth's implementing a

14 health insurance pooling mechanism; and

15· . WHEREAS, the joint. subcommittee met several times in

16 1984 to hear from various health associations and insurance

17 companies regarding the availability and pooling issues; and

18 . WHERE~S, testimony revealed that although health

19 insurance coverage is available in the Commonwealth for

20 anyone, reqardless of his physical condition, it is not very

21 well known; and

22 .WHEREAS, testimony also revealed additional issues,

23 including rate structures and waiting periods, that needed

24 to be studied; and

25 ·WHEREAS, the joint subcommittee determined that further

26 study of pooling mechanisms is not needed since there is a

27 source of health insurance coverage for people with chronic

48
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1 health problems, yet further study is needed for other

\. insurance-related issues such as rate structures and waiting

3 periods; now, therefore, be it

4 RESOLVED by the House of Deleqates, the Senate

5 concurring, That the joint subcommittee of the House

6 Committee on Corporations, Insurance and Banking and the

7 Senate Committee on Commerce and Labor studying the health

8 insurance coverage available to Virqinia -residents with

9 chronic health problems is hereby continued. The present

10 members of the joint subcommittee shall continue to serve

11 and any vacancies in the membership shall be filled in the

12 manner-provided in House Joint Resolution No. 69 of the 1984

13 Session of the General Assembly.

14 The joint subcommittee shall conclude its work and

submit any recommendations it deems appropriate to the 1986

16 Session of the General Assembly.

17 The costs of this study, includinq direct and indirect

18 costs, are. estimated to be $16,410.
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