The Council for Affordable Health Insurance

FAX

Council for
Affordable Health

Insurance

Highrisk health insurance plans: Past, Present and Future
November 9, 2004

Overview

Comprehendve Hedth Insurance Plans (CHIPs), commonly known as state high risk pools, are specid state
hedlth insurance programs established by date legidatures. CHIPs, which should not be confused with the
children’s hedlth insurance plans contained in the Baanced Budget Act of 1997, have been around for over 25
years — the firgt plans were established by Connecticut and Minnesota in 1975. The Nationd Association of
Insurance Commissioners (NAIC) has developed mode legidation for states to consder when establishing a
high-risk hedlth insurance pool. Mogt states laws establishing high-risk pools are based on the NAIC modd.
The current Model Health Plan For Uninsurable Individuals Act has been revised and updated to be
consstent with the Hedlth Insurance Portability Act (HIPAA).

Risk pools are non-profit entities overseen by appointed diverse boards with consumer, insurance industry,
medica, and state insurance department representation.  State high risk hedlth insurance pools are designed to
sarve a smdl, but very important segment of the individua insurance market — those few individuas who are
uninsured and have a high-risk hedlth condition, such as cancer, diabetes, heart disease or other chronic illness
that causes them to be turned down when they try to buy insurance. Pools generdly serve the sdf-employed,
employees of smal businessesthat don't offer hedlth insurance, people that formerly were in the employer group
market but came into the individud market digible with portability under HIPAA, young people coming off their
family’s coverage, and workers who are not a part of alarge employer plan. Thisgroup is estimated a one to
two percent of the uninsured population.

Thirty-three states have created state high-risk hedth insurance programs which serve as a safety net to
guarantee access for the uninsurable population. These plans are providing hedth insurance to over 181,000
individuals who otherwise would not be able to find coverage in the private, underwritten market. High-risk
poals firgt drew nationd atention for their role in state implementation of the Hedth Insurance Portability and
Accountability Act of 1996 (HIPAA). They recently have attracted attention during debate on hedlth insurance
assgance for displaced workers. Landmark provisons in the Trade Act of 2002 provide federal funding
assgance for high-risk pools.
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How do these planswork?

Enrollees pay a premium for their hedth insurance, and these premiums are usudly capped so the enrollee has
price protection. Since the program is designed to operate a a loss, most states make up the shortfdl by
assessing the insurance companies (non-ERISA plans) based on the amount of businessthey do in that Sete.

Whoisédligiblefor coverage?

Generdly spesking, in mogt dates any individua who has been denied coverage in the underwritten hedlth
insurance market is digible for coverage under the high risk pool plan Some dates dso specify that an
individua who has been offered coverage a a rate higher than that offered by the pool dso is digible for the
plan. Structuring digibility in this way helps protect consumers by discouraging insurance agents from
automatically sending an applicant with a hedth problem to the pool without firg attempting to find less
expengve coverage for that person in the underwritten market. Mogt states dso limit digibility to individuas
who are not digible for employer group coverage or coverage through a government program such as
Medicaid. In dtates that have dected to use their plan as an “dternative mechanism” for ensuring group-to-
individua portability under HIPAA, individuds who satisfy HIPAA's digibility requirements are automaticaly
digiblefor coverage.

Why isa state high-risk health plan an attractive policy option?

State high-risk pools serve those that fal through the cracks and can’t buy insurance due to a pre-exising
condition, or can only get limited coverage or coverage at extremely high rates in the private market. Risk pools
guarantee access to reatively affordable, comprehensive mgjor medical plans. Enrollees pay somewhat higher
rates for the coverage, but there is a cap on premiums, and the programs are subsidized. Although the number
of persons who fdl into this category is fairly smal, the cost of covering such individuds is disproportionately
high since they have the mogt serious of medica conditions. The benefits and coverage are generdly designed
to mirror what is offered in the individua market. Findly, sate high-risk pools have played a critical role in
dabilization of the individua hedth insurance market in gaes decting them as an HIPAA dterndive for
guaranteed access.

How doesrisk spreading work in the pools?

High-risk hedlth insurance plans inherently lose money since risk spreading doesn’t work when al participants
are in poor hedth. With premium rates for coverage capped, the plan inevitably will run a deficit, as premiums
collected from enrollees will not suffice to pay incurred medical clams.  Premiums cover only 40 to 60% of
cods incurred. The shortfal typically is covered by an annuad assessment on hedlth insurers doing business in
the state, which dlows the cost of guaranteed access to be spread broadly across both the individua and group
hedlth insurance markets. A large portion of the tota market for hedth benefits coverage, however, is missng
from this picture: Under ERISA’s federal preemption provisons, sdf-funded employer hedth plans are exempt
from direct assessment by a state. In any dtate, such plans typicaly represent 30 — 40% of the total market for
hedlth benefit coverage.

A few dtates have adopted other ways to spread the cost of guaranteed access-for example, by funding a high-
risk pool in whole or in part with revenue from tobacco or other excise taxes, tapping generd revenues, or
placing a surcharge on hospitd services. The lagt two funding mechanisms spread the cost of coverage much



more broadly by assessing not only insurers that provide primary hedlth insurance coverage, but adso those that
furnish stop-loss coverage to self-funded employer hedth plans.

The NAIC modd legidation provides the following suggestions for dternative additiond revenues (other than
premiums):

1. Assessment of hedlth insurers based upon their hedlth insurance premiums written in the State.

2. Assessment of hedth insurers and reinsurers based upon the number of persons they cover through
primary, excess and stop loss insurance in the state. (Note: This method is beginning to come under
court chalenge as violaing ERISA.)

3. Service Charge on Hospita and Surgica Centers.
4. Appropriation of generd revenue.
How much does cover age cost?

Premiums for high-risk pool plan coverage can range from 125% to 200%; however they are typically capped
at 150% of the average rate for underwritten coverage in the individua hedth insurance market, as determined
by palling the largest individua insurers in the state. Some dates have capped premiums at less than 150%. A
few permit premiums of up to 200% of standard rates.

Recent Federal Action to help state high-risk pools
Trade Adjustment Assistance Reform Act

On August 6, 2002, President Bush signed the Trade Adjustment Assistance Reform Act (TAA Act). Thelaw
provides for two grant programs to asss states with start up funding of new sate high risk hedth insurance
pools, and another with operationd funding of exigting qudified risk pools.

Start-up grant program

Twenty million for fisca year 2003 was gppropriated for high-risk pool start-up grants. Grantsof up to $1
million are avalable to Sates for the crestion and initid operations of a qudified high-risk pool. To bedigiblea
date must create a “qudified” high-risk pool that meets the criteria specified in the Trade Act. The criteria for
“qudified” risk pool are taken from the Public Hedth Service Act which requires among other things, that the
pool provide coverage to dl individuds who are guaranteed coverage through the Hedlth Insurance Portability
and Accountability Act (HIPAA).

The deadline for gpplying for agrant isMar ch 30, 2004. Without federd action, the funding for the start-up
grant program expireson September 30, 2004.

Start-up grant program: Experienceto date



Four gtates have received the maximum award amount of one million dollars. These states are Maryland, New
Hampshire, South Dakota and West Virginia. Ohio received afeasbility study grant for $150,000. Grand totd
of start-up grant awardsis $4.2 million.

Operational grant program

Eighty million over two years was gppropriated to offset a portion of losses incurred by states from operating
qudified high-risk pools. Forty million was appropriated for FY 2003 and FY 2004. In order to be aqudified
program, the pool must be deemed “qualified” as defined in the Public Hedlth Service Act. Additiondly, States
that meet the following requirements may receive a grant from the State of up to 50% of the losses incurred by
the Sate in connection with the operation of the pool. The amounts appropriated for afiscd year and made
available to the States are in accordance with a formula based upon the number of uninsured individuas in the
States.

Requirements.
A. Redtricts premium to no more than 150% of premium for applicable standard risk rates.
B. Offersachoice of two or more coverage options through the pool; and
C. Has in effect a mechanism reasonably designed to ensure continued funding of losses incurred by the
State after the end of FY 2004 in connection with operation of the pool.

Putting the numbersin perspective

The federd grants program provides up to $40,000,000 to cover up to fifty percent of the losses incurred by
the state high-risk pool. Overdl enrollment reported as of June, 2004 for thirty-one risk poolsin operation was
181,441. Tota combined claims reported for 2004 for the 31 risk pools was $1,258,789,054 (increase of
20.9% from a year earlier). Tota combines losses requiring subgdies for dl operating State risk poolsin 2004
was $539,802,547 (increase of 15.2% from ayear earlier).!

Operational grant program: Experienceto date

Fiscal year 2003, operationa grants to offset losses incurred by quaified state high risk poolsin 2002 are listed
below:

Alabama - $2,800,000 Kentucky - $2,297,008
Alaska - $495,769 Minnesota - $1,710,789
Arkansas - $1,764,129 Missssppi - $1,890,350
Colorado - $2,945,322 Montana - $638,228
Connecticut - $1,460,719 Nebraska- $719,841
lllinois- $7,451,658 New Hampshire - $224,559
Indiana - $2,889,802 North Dakota - $310,349
lowa - $1,018,945 Oklahoma- $2,681,597

! Comprehensive Health Insurance for High-risk Individuals, A State-by-State Analysis, Eighteenth Edition, 2004/2005, page4.




Kansas - $1,337,299 | Utah - $52,618

High-risk pools and the Federal Health Care Tax Credit

The TAA Act provided afederd Health Care Tax Credit (HCTC) to people participating in the Trade
Adjustment ass stance program, and people age 55 to 64 who receive pension payments from the Pension
Benefit Guaranty Corporation (PBGC). Those digible for assistance receive aHCTC equd to 65% of the
premium paid by the individud and qudifying family members for qudified health insurance coverage. The TAA
Act specified types of coverage that would automaticaly qudify for tax credit assstance. Additiondly, seven
specific types of coverage options were specified inthe TAA Act that states can choose to serve astheir
HCTC acceptance program. Coverage through a state high-risk pool is one option states can use to provide
hedlth insurance coverage for individuas digible for the HCTC.

Over thirty states offer state-qudified options for those digible for the HCTC under the TAA Act. Sixteen
states chose a coverage option through a Sate high-risk pool. Those States are:

Alaska, Arkansas, Colorado (also uses state continuation), Connecticut (also uses state continuation), 1daho,
lllinois, lowa, Maryland, Minnesota, Montana, New Hampshire (also uses state continuation), North Dakota,
South Carolina and Texas (also uses Blue Cross/Blue Shield of Texas).

Federal Risk Pool Legislation in 108" Congress

H.R. 1110, the State High Risk Pool Funding Extension Act of 2003

The hill was introduced on March 6, 2003 by Representative Ed Towns (D-NY). H.R. 1110iscontanedin

bills addressing the uninsured: The “Hedth Insurance Certificate Act of 20037, H.R. 2698 by Representative

Mike Bilirakis (R-FL) and the “Fair Care for the Uninsured Act of 2003”, S.1570 by Senator Rick Santorum
(R-PA).

S. 2283, the State High Risk Pool Funding Extension Act of 2004

The bill was introduced on April 5, 2004 by Senator Judd Gregg (R-NH) (Chairman of the Senate Hedlth
Education, Labor and Penson (HELP) Committee) and Senator Max Baucus (D-MT) (Ranking, Senate
Finance Committee). S.2283 extends seed grant funding through FY 2005 and increases the operationa
funding to $75 million per year through FY 2009. The legidation was amended etablishing a“ bonus fund”
within the operational grants program. One-third of operationa fund money would be available to sates to be
used to provide supplementa benefits. The program is voluntary and any bonus fund money unspent is
redistributed to Sates for operational offset funding. The Senate HEL P Committee unanimoudy gpproved the
amended bill on September 22, 2004.

H.R. 5341, the State High Risk Pool Funding Extension Act of 2004

The bill was introduced on October 8 by Representative John Shadegg (R-AZ) and Representative George
Nethercutt (R-WA). Like S.2283, this bill extends funding for the seed grant funding through FY 2005.
Operationd grant program isincreased to $50 million and extended for one year, through FY 2005. It
increases the dlowable premium to 200%, consstent with the NAIC Model Health Plan for Uninsurable
Individuals. It does not include a*bonus fund.”



The “State High Risk Pool Funding Extensgon Act” would extend funding for state high risk pools created
through the Trade Adjusment Asssance Reform Act (TAA Act). The law amended the Public Hedth
Services Act (PHSA) establishing two federd grant programs to assst states with start up funding of new date

high risk hedth insurance pools, and another with operationa funding of exising qudified risk pools. Please
refer to the October 12 side-by-sde for details.



