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MANDATE SUMMARY

	Unit of Government:
	X
	City;
	X
	County;
	X
	Urban County Government


Program/

	Office(s) Impacted:
	 Local units of government employees, self-insurance programs


	Requirement:
	X
	Mandatory
	
	Optional


Effect on

	Powers & Duties
	X
	Modifies Existing
	X
	Adds New
	
	Eliminates Existing


PURPOSE/MECHANICS

This is a comprehensive health care insurance bill.  Sections 1 through 11 deal with general provisions of insurance law and the requirements for insurance programs for 'eligible individuals.'  The first sections deal with the Individual and Small Group Markets.  The bill places limits on the use of pre-existing conditions clauses, in both the Individual and Small Group Markets.  The bill requires equality of treatment between individuals and small groups.  An insurer may not drop one individual or small group unless it drops all individuals or small groups with those characteristics.  The bill provides for a rate increase review mechanism and requires an equality of rates between groups of similar characteristics.  Lastly, the bill allows insurers that have left the Kentucky market to re-enter this market.

Sections 12 through 23 are the most pertinent to local governments.  These sections terminate the Kentucky Health Care Purchasing Alliance and create the Guaranteed Acceptance Program (GAP): "All insurers, re-insurers, and self-insured employer-controlled or bona fide associations (emphasis added), as a condition of doing business in Kentucky, shall participate in the Kentucky Guaranteed Acceptance Program either as a Guaranteed Acceptance Program Supporting Insurer or as a Guaranteed Acceptance Program Participating Insurer."  Guaranteed Acceptance Program Participating Insurers (GAPPI) participate by providing insurance to GAP qualified individuals and through the assessment and payment program run by the Department of Insurance.  Guaranteed Acceptance Program Supporting Insurers (GAPSI) participate through the assessment and payment program to be run by the Department of Insurance.

The GAP works as follows; the Department of Insurance will create a risk assessment program for the assessment and distribution of losses in the GAP.  The Department will then establish a GAP Program fund account.  The fund account shall be funded through appropriations from the General Assembly, premium and retaliatory tax revenue in excess of the 1997 collection level for these taxes, an assessment of 2% on re-insurer premiums, and an assessment on insurer health benefit plan premiums.  The first health benefit premium assessment  will be based upon the Fiscal Year ending 30 June 1998.  The amount of this assessment shall be $7,800,000.  The rate that this assessment sets shall be the maximum allowable rate for all subsequent assessments.

The Department of Insurance will determine the total GAP losses at the end of each fiscal year.  If the amount of the loss is less than in the program account, then each GAPPI shall be reimbursed up to the amount of its proportional share of program plan losses.  If the losses are greater than the program account, then the Department of Insurance shall levy a second assessment.  The assessment rate may not exceed the first assessment rate.  Further, the second assessment may only equal the amount of the program deficit or a maximum of $7,800,000.  If the second assessment does not relieve the program deficit, then each GAPPI will be reimbursed based its proportional share of losses to the total amount available for payment.

Sections 24 through 36 deal with the issues of managed care and patient privacy and confidentiality. The bill establishes requirements for insurers that operate managed care programs.  

	FISCAL EXPLANATION/BILL PROVISIONS
	ESTIMATED COST


The fiscal effect and cost of this bill is indeterminable.  Local government will be affected to some extent as consumers of insurance and as providers of insurance. The exact effect that this bill will have upon local governments is not clear in either case.

As consumers, local governments and employees will certainly be affected by this bill.  Many local governments provide health care insurance to their employees and their employees' families.  Thus, local governments will be affected by the bill as would any other consumer of insurance.  If the provisions of this bill reduce the cost of insurance or retard the growth rate of premium costs, then the bill will represent a net saving to local governments.

This bill may affect those governments' that are providers of health care insurance.  Several local units of government are self-insurers.  Staff of the Banking and Insurance Committee state that the provisions of ERISA provide local governments with exemption from the provisions of this bill.  The Department of Insurance and the League of Cities do not agree with this statement.  Staff  of the General Counsel of the Department of Insurance state that local governments are not exempt from the provisions of this bill under ERISA.  According to this interpretation of the bill and ERISA, self-insured governments would be considered insurers under the provisions of this bill.  The resolution of this question could result in an expense to local governments in staff time and resources, including possible costs of litigation.

If self-insured local governments are not exempt from the provisions of this bill, then the bill will impose additional costs on these governments.  These governments will be required to participate in the Guaranteed Acceptance Program, either as Participating Insurers or as Supporting Insurers.  If the self-insured local governments chose to be Participating Insurers they will be required to provide insurance for non-eligible persons.  Providing insurance to non-eligible, non-employees may or may not result in an expense for self-insured governments.  If the Guaranteed Acceptance Program Fund exceeds the costs of reimbursement, then the furnishing of insurance will not represent an expense.  If however, the account deficit cannot be erased through appropriations or assessments, then the furnishing of insurance will be a net expense to self-insured local governments.

If these governments chose to be Supporting Insurers, then they will be assessed to support the Guaranteed Acceptance Program.  This will represent a net expense to these local governments.

Finally, self-insured local governments may choose to end their self-insured status, if they are subject to the provisions of the Guaranteed Acceptance Program.  This may result in a one-time net cost to the local government as it  transitions from self-insured status to being an insured entity.  This transition will involve staff time and resources in selecting an insurer and closing down the self-insurance program.

In summary, it is not possible to determine what administrative, legal or fiscal effect this bill will have on local governments.  As consumers of insurance, it may represent a saving. As insurers, it may represent a cost.

General Note/Observation:

A representative of the Kentucky League of Cities notes a possible legal issue associated with this bill; the constitutionality of the Guaranteed Acceptance Program, as it is currently written. Self-insured local governments are insurers under the terms of this bill.  Therefore, they will be participants in the Guaranteed Acceptance Program. There could be a constitutional issue raised by the commingling  private and public funds.  A similar fund in Workman's Compensation Program that was declared unconstitutional because it involved the mixing of private and public entities (funds) within an insurance fund.  The League of Cities questions whether the current version of the Guaranteed Acceptance Program might not be subject to the same difficulty.
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