I. Legislation that Revised Rating Limitations for Individual and Small Group Health
Insurance Coverage and Provides Relative to Cancellation by a Group, Individual, Family
Groups or Blanket Health Insurer and Related Matters (HB 1479, Act 272)

This legislation redefines “carrier” to include HMOs and insurers issuing individual, group or
family group coverage; redefines “health benefit plan” and ‘“health insurance coverage” as
medical care benefits provided through an insurer, preferred provider organization or health
maintenance organization but specifically excludes limited benefit and supplemental health
insurance; provides that an employer group of one shall be considered individual insurance;
increases the amount by which premium rates may vary from 25 to 33 percent of the index rate
and increases the adjustment from 15 to 20 percent but specifies that is the total amount of the
adjustment allowed for claim experience, health status or duration of coverage; makes the
present law prohibition against cancellation applicable to individual health insurers and deletes
present law relative to the portability, availability and renewability of health insurance.

J. Legislation Establishing Standards for Stop-Loss or Excess Policies of Insurance (HB
1498, Act 273)

HB 1498, Act 273 defines stop-loss coverage as insurance covering an insured’s loss above
a specific amount or a self-insurer for losses over a stated amount and specifies that stop-
loss or excess insurance is not equivalent to reinsurance; requires insurers to report any stop-
loss or excess insurance coverage premiums written in Louisiana with their annual
statements to the Department of Insurance and to submit any policy form for prior approval
by the Department of Insurance and further establishes certain requirement on any stop-loss
or excess insurance policy issued to a group health plan in the state of Louisiana.
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Vi. SIXTH ANNUAL HEALTH CARE CONFERENCE
HEALTHCARE IN LOUISIANA
" WHOSE RIGHTS - WHOSE RESPONSIBILITIES?”

On January 30, 2001, the Louisiana Department of Insurance, in conjunction with the
Louisiana Health Care Commission, held its sixth annual health care conference entitled “Health
Care in Louisiana — Whose Rights - Whose Responsibilities?” This conference included over 15
national experts in health care from some of the most recognized health organizations in the country
as well as other distinguished legal, medical and business professionals. This conference also
included speakers and panelist from federal agencies who focused on the political and economic
changes in health care. Through this forum, 800 conference participants were given the opportunity
to discuss key health issues affecting our current health care delivery system.

The Department of Insurance and the Louisiana Health Care Commission addressed the
following health care issues during this public forum:

» Managed Care — “Who’s in Charge?”

> Health Coverage — “Expanding or Shrinking?”
» Employer Benefits — “Right or Responsibility?”
> Health Information Privacy — “What’s Ahead?”

> Health Insurance Agents — “Dinosaur or Business Partner?”

Through this public forum, the participants considered a cross section of perspectives on the
health coverage issues facing our state and focused on the development of solutions to complex
problems in the field of health care.

With the assistance and continuing support of the Louisiana Health Care Commission, the
Department of Insurance has utilized these public forums in the past to increase awareness of
critical issues facing our state and to assist our legislature in developing reasonable and appropriate
standards for health coverage sold in Louisiana. As a result, Louisiana continues to be a national
leader in the adoption of statutory protections provided for residents who have health insurance
coverage.
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Vil. LOOKING RHEAD

While our state has made great strides in the past years, enacting laws that address the state’s
various health care and health insurance difficulties, there is still much work to be done as we proceed
in the future. The Louisiana Health Care Commission has moved forward to continue its efforts in
making substantial reform recommendations that will make health care and health insurance more
affordable and accessible to the citizens of Louisiana. With health care costs increasing, continued
growth in our uninsured population and growing concerns about our health care delivery system and the
quality of our health care, we must aggressively focus on those issues that are attributing to these
problems.

At the time of the writing of this report, the Louisiana Health Care Commission is already six
months into its present study period, and its current agenda includes a comprehensive study of our
uninsured population.

Louisiana is faced with an uphill battle in its attempt to provide health insurance to the
uninsured. There are a number of factors that are unique to Louisiana. Louisiana is the poorest
state in the nation, and its level of poverty creates a burden on the state budget to support the needs
of the poor, whether it is through welfare programs, education or health insurance.

Louisiana has a unique Charity Hospital System that primarily treats the uninsured of our
state. This system is widely used by the uninsured as a safety net in times of need. For many
people, there is no incentive to buy health insurance when they know that free health care is
available for those who have easy access to a charity hospital.

Louisiana also has a largely unhealthy population. Some costs to the state could be deferred
with a preventive care system for the underprivileged of the state. Preventive care does save money
in the long run.

Louisiana has an uninsured population of approximately 22 percent or 984,000 people. This
is one of the highest uninsured rates in America. Of the 984,000 uninsured, approximately 300,000
are children. The federal government’s State Children’s Health Insurance Program (SCHIP) has
given Louisiana the opportunity to expand health insurance coverage to a large number of children
through the Louisiana Children’s Health Insurance Program (LaCHIP). Since the introduction of
the program in 1998, the outreach efforts of LaCHIP have enabled 56,227 children to be enrolled in
the program and 138,000 children to be enrolled in Medicaid.

Another sector of the uninsured population is made up of the working poor who simply cannot
afford a health insurance premium after their basic needs are met. During the 2001 Regular
Legislative Session, Senate Bill 781 was passed, which allows for the expansion of LaCHIP to cover
parents of LaCHIP and Medicaid eligible children whose income does not exceed the federal poverty
level. There is a four to one match by the federal government for this expansion. In order to receive
matching funds, Louisiana would need to appropriate $8,721,751. The expansion would also apply to
pregnant women whose income is greater than 185 percent but does not exceed 200 percent of the
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federal poverty level.

The Louisiana Health Care Commission will continue to monitor further implementation and
funding of the LaCHIP program. Although these proposals reduce the number of uninsured, without
adequate funding and adequate reimbursement levels to providers, they may very well contribute to a
cost shifting problem, making any cost shifting even greater and causing private health insurance
premiums and charges to private patients to rise. Even in a competitive marketplace, where cost
shifting becomes more difficult, if costs cannot be shifted by providers, patients who underpay could
possibly get reduced quality or rationed care.

There are at least six states that have designed programs to provide major-medical health
insurance coverage or premium assistance through private insurance coverage. These programs are
state-funded (without federal financial support). The programs are in the form of an employer buy-
in, direct coverage or a combination of both. Illinois has a program called KidCare, which covers
children who are between 133 percent and 185 percent of the federal poverty level through an
employer buy-in. Rhode Island and Oregon also utilize a program involving an employer buy-in.
Massachusetts and Minnesota offer programs in the form of direct coverage. Massachusetts covers
uninsured children under the age of 19 not eligible for MassHealth. MinnesotaCare, a direct
coverage program, covers adults 21 and over 175 percent of the federal poverty level.

Kansas and Wisconsin also have programs designed to specifically assist the working poor
with access to health insurance coverage. Kansas provides a refundable tax credit to small
employers newly offering health insurance coverage. Wisconsin subsidizes coverage to low income
individuals using state SCHIP funds.

These are just some of the alternative funding mechanisms used by other states. Such
methods will be studied and debated by the commission for possible recommendations to the
Commissioner of Insurance.

The commission will continue in its study this year to address pharmaceutical benefits and the
rising costs of health care. The commission will also monitor all health care proposals in Congress as
well as adopt language and standards to implement any federal requirements.

In order to address some of these important health issues, the following subcommittees were
formed on September 28, 2001: Subcommittee on Covering the Uninsured, Subcommittee on
Pharmaceutical Cost Issues and Subcommittee on Federal Legislation and Regulations.

While the debate continues over our state mandates, the Louisiana Department of Insurance is
conducting an actuarial cost analysis to evaluate the cost and effectiveness of these mandates.
According to Act 1133, the department will report to the legislature its findings prior to the 2003
Regular Session of the Louisiana Legislature. Many questions remain unanswered about our state
mandates. More specifically, “How much do mandates increase the cost of health insurance?” “What
is the impact of mandates on small employers?” “What is the impact of mandates on our uninsured
population?”

During its study, the Louisiana Health Care Commission will monitor the issue of “Balance
Billing” which continues to be debated among the various provider associations in Louisiana as well as
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other policy boards to determine if additional statutory provisions are necessary relative to health care
provider contracts with health maintenance organizations and other managed care organizations with
respect to the billing of enrollees and insureds by health care providers.

Inappropriate billing procedures by physicians may cause many consumers, particularly our
senior population, to make erroneous payments. Consumers may also suffer damaged credit ratings
because of improper billing practices by providers for services that are due and owed by health plans.

In its upcoming meetings, the Louisiana Health Care Commission will debate and study the
issue of “boutique” or “specialty” hospitals and their relationship with government and commercial
health plans in order to determine if these facilities place any burdens on the public in any way. This
commission will also discuss and debate the impact of these new hospitals in a competitive market
environment.

In order for Louisiana to have a healthy population, all citizens must have access to a
primary care physician for their basic health needs. Adequate physician networks need to be in
place in order for carriers to negotiate contracts and sell health insurance products. Throughout
Louisiana there is an ongoing shortage of primary care physicians. Of the 64 parishes, only eight
are not experiencing a shortage in at least one or more areas of the parish. The degree of shortage is
based on the ratio of the population to one full-time equivalent primary care physician and the
presence or absence of unusually high health needs. The majority of the parishes experiencing a
shortage of physicians are the rural parishes.
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CONCLUSION

We hope this report is both informative and enlightening to our state legislators. The
Louisiana Health Care Commission remains committed to addressing the many health issues that
our state is faced with today in the provision and payment of affordable, available, quality health
care. We encourage and summon your help in addressing and solving these issues so that Louisiana

can continue to move forward in a progressive manner to provide affordable and quality health care
to all of the citizens of Louisiana.

==

Donna D. Fraiche, Chair Denise Cassano, Executive Director
Louisiana Health Care Commission Louisiana Health Care Commission

For more information about the Department of Insurance and the Louisiana Health Care
Commission, you may access the Department of Insurance official website at
http//www.ldi.state.la.us. A list of Louisiana Health Care Commission members and meeting
dates are available on the website.
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504/286-5376 fax: 504/286-5387
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Pan American Life Center
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c/o Plantation Management Corporation
301 Highpoint Boulevard
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225/664-6697 fax: 225/665-0510
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Louisiana Physical Therapy Association
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Mr. Charles E. Lea
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Lea and Associates
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Louisiana Pharmacists Association
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Post Office Box 370
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337/363-3456 fax: 337/363-3333

Robert L. Marier, M.D., M.H.A.
Dean
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Mr. Peter F. Maunoir, CLU, HIA, MHP
Pan American Life Insurance Company
Pan American Life Center

601 Poydras Street

New Orleans, LA 70130
504/566-3774 fax: 504/566-3799

Ms. Maddie McAndrew, Director
Department of Health and Hospitals
Division of Research and Development
Post Office Box 2870, Bin 5

Baton Rouge, LA 70821-2870
225/342-8093 fax: 225/342-0080

Alan M. Miller, Ph.D., M.D.
Vice President

Clinical Affairs

Tulane University Medical Center
1430 Tulane University

New Orleans, LA 70112-2699
504/587-7566 fax: 504/587-7644

Ms. Myra Myers
League of Women Voters
7344 Meadowview
Baton Rouge, LA 70810

225/769-9033 or 225/765-7813 fax: 225/765-8706

Mr. Gladden Norris

American Association of Retired Persons
9524 West Tampa Drive

Baton Rouge, LA 70815

225/924-2892 or 225/926-0772 fax: 225/926-2865
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504/837-9300 fax: 504/833-7222
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President and CEO
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LSU School of Medicine
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Margaret Pereboom, Ph.D
Board Chair
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Louisiana Hospital Association
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225/928-0026 fax: 225/923-1004

Mr. Ed Michael Reggie, President
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Louisiana Managed Healthcare Association

650 Poydras Street, Suite 1150
New Orleans, LA 70130
504/561-0600 fax: 504/522-5503

Mr. Louis S. Reine

Assistant to the President
Louisiana AFL-CIO

Post Office Box 3477

Baton Rouge, LA 70821-3441
225/383-5741 fax: 225/383-8847

Mr. George Renaudin, II

Senior Vice President of Administration
Ochsner Health Plans

One Galleria Boulevard, Suite 850
Metairie, LA 70002

504/836-6615 fax: 504/836-5520

William C. Risinger, Jr., O.D.
Legislative Liaison

Louisiana State Assoc. of Optometrists
3908 Parliament Drive

Alexandria, LA 71303

318/445-5319 fax: 318/445-0806
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Louisiana Dental Association
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3227 Williams Boulevard
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Louisiana Department of Insurance

Post Office Box 94214
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225/342-1355 fax: 225/342-5711

Ms. Denise Cassano, Executive Director
Louisiana Health Care Commission
Louisiana Department of Insurance

Post Office Box 94214

Baton Rouge, LA 70804-9214
225/342-0819 fax: 225/342-5711

Ms. Alison Jones, Assistant Director
Louisiana Health Care Commission
Louisiana Department of Insurance
Post Office Box 94214



Ms. Mary K. Scott

Executive Director

Louisiana Primary Care Association
Post Office Box 966

Baton Rouge, LA 70821-0966
225/383-8677 fax: 225/383-8678

Ms. Clara Couvillon

Louisiana Health Care Commission
Louisiana Department of Insurance
Post Office Box 94214

Baton Rouge, LA 70804-9214
225/219-9343 fax: 225/342-5711

Ms. Vanessa Vince

Louisiana Health Care Commission
Louisiana Department of Insurance
Post Office Box 94214

Baton Rouge, LA 70804-9214
225/342-5075 fax: 225/342-5711

Ms. Deborah D. Harkins

Legal Counsel, Louisiana Health Care Commission
McGlinchey Stafford

One American Place

Ninth Floor

Baton Rouge, LA 70825

225/382-3648 fax: 225/343-3076
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Appendix 2

Risk Segmentation and Rating Subcommittee - Additional Items for Study:

Rate Up and Rate Off

Individuals are priced out of the market because the pooling aspect of community rating
is not working. Modified community rating allows segmentation that can become very
finite. Second, small group coverage with few lives cannot effectively absorb exorbitant
claims.

Classic Death Spiral

A death spiral occurs when a block of business closes and the pool eventually shrinks
because the healthy individuals move out, leaving only the sick individuals. The sick
individuals would then experience rising costs and be caught in a “death spiral of adverse
selection.”

Cost Shifti

Cost Shifting can be defined as the act of overcharging some patients in order to finance
the deficit caused when other patients pay less than the real cost of their care. This is
alleged to occur when uninsured people receive free health care and when Medicare and
Medicaid pay physicians and hospitals less than the actual cost of medical care for their
beneficiaries.

Mandated Benefits

State-mandated health insurance benefits laws direct insurers to provide coverage for
services under certain conditions in order to market and deliver health insurance in a
state.

Tax Disi ives/I .

Our present federal tax laws give employers and employees incentives to replace wages
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with non-taxable health insurance benefits. These incentives should help make the
purchase of health insurance more attractive. However, those individuals who do not
have health insurance or the individuals who purchase health insurance on their own have
no opportunity to receive a tax subsidy.

C ifion in the Marketnl

Competition in the marketplace is rivalry in the business of insurance between two or
more carriers.

Benefit Design

Benefit Design is a form or type of health insurance coverage that specifically outlines
the benefit mandates, benefit options and payment mechanisms for accessing coverage.
In selecting a benefit design, the individual or group must determine what type of
coverage is necessary, who is going to be covered, their demographic characteristics and
their health care needs.

Risk Adi Criteri

Risk Adjustment Criteria is used to adjust premiums in order to avoid adverse selection.
Adverse selection occurs when a plan or insurance pool gets a disproportionate share of
sick people. Since plans must charge premiums that cover their costs, plans with a
disproportionate number of sick people will have to charge higher premiums. After the
premiums are increased, more young and healthy individuals may leave the pool,
resulting in a “death spiral of adverse selection.”

Pooling Mechani
Insurance purchasing pools formed by groups of businesses, governments and sometimes
individual persons for the purpose of purchasing affordable health insurance may

decrease costs, provide access for the uninsured, increase choice and continuity of care
and provide competitive opportunities for health plans.
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