SB 160 Health Insurance For All Alaskans

Senators French, Ellis and Wielechowski

Individual Responsibility - Financial Relief

Critics of the new type of universal health care ef-
forts being implemented around the country have
questioned the necessity of requiring that all resi-
dents have some form of health coverage. Yet, judg-
ing from these efforts, a consensus has been
reached: Until something is enacted on a federal
level, mandating coverage is the only responsible
option for promoting universal health coverage in a
state today. Beyond the social benefit of making
certain that all residents have better access to health
care, there are also economic reasons why reform

efforts must include everyone.
Financial Relief For Current Policyholders

In a sense, universal health care is already provided
in America because emergency rooms cannot turn
down a person in need of medical attention. While
this system may provide emergency care for all
Alaskans, it doesn’t equal universal access to health
care in times of need, nor does it protect the finan-
cial concerns of the insured or uninsured alike. In
addition to producing less than ideal health out-
comes for those who lack coverage, it also places an
undue financial burden on people who do buy cover-
age. And this financial burden is large.

The amount of uncompensated care in Alaska is
staggering. Families USA estimate that $125 mil-
lion of uncompensated care is provided each year in
Alaska, and that only 21% of that bill is reimbursed
by federal, state and local governments. That leaves

medical providers with $100 million of unpaid
bills every year. This doesn’t mean that hospi-
tals ‘lose” money every year: To make up for
outstanding bills, hospitals charge more to peo-
ple who can actually pay for services. Since
government health care reimbursement rates are
often at or below the actual price of providing
care in Alaska, nearly the entire burden of un-
compensated care is recouped through inflated
insurance premiums.

How much does the cost of an average plan go
up? Families USA estimates that 13.6% of an
insurance premium in Alaska covers uncompen-
sated care costs, meaning that, for a family of 4
with a comprehensive policy, nearly $1,500 a
year go towards covering uncompensated care.
SB 160 ensures that everyone can afford quality
basic coverage, potentially reducing the amount
of uncompensated care given out by hospitals.
This element of the bill will give much needed
relief to everyone who currently invests in health
coverage.

An estimated 125 million dollars
of medical bills aren’t paid each

year in Alaska.
- Families USA

References/For More Information:
Families USA - “Paying a Premium: The Added Cost of Care for
the Uninsured” - June 2005
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SB 160

Health Insurance For All Alaskans

Senators French, Ellis and Wielechowski

Individual Responsibility - Improving The ‘Pool’

Improving the ‘Pool’ to Increase Affordability

An insurance ‘pool’ is a bundle of risks. It works
this way: for the sake of determining premiums, a
‘pool’ is a group of individuals who are considered
together when determining expected medical costs.
Once anticipated costs are determined, each member
of that pool can be billed for a fair portion of what
expenses the ‘pool’ is likely to incur on their behalf.

Adverse selection occurs when individuals utilize
their private knowledge of their own health when
deciding whether to buy health insurance. Since an
individual has better knowledge of their lifestyle,
habits and health then an insurance company, ad-
verse selection has the potential to greatly affect who
buys insurance. Simply put, people who expect to
be sick want health insurance more than healthy peo-
ple.

Certain pools are affected by adverse selection more
than others. As an example, in the individual mar-
ket, the decision to buy or forego insurance isn’t left
to chance — someone must make the conscious deci-
sion to buy a plan. Employer provided coverage, on
the other hand, doesn’t always require that the em-
ployee opt in: Often coverage is highly subsidized or
provided free of cost.

The best insurance pool includes both healthy and

sick individuals. If pools are structured to distin-
guish between people by health, the cost of in-
surance for those with severe illnesses will be
extraordinarily high, and out of reach for most
Alaskans. Similarly, if a pool only includes
healthy individuals, the costs of a plan may be
lower for those who are included, but the amount
of uncompensated care would be high, since
plans for those with severe health problems
would be cost prohibitive. Today the amount of
uncompensated care is large, and as discussed
earlier, that cost is transferred to Alaskans that
do have coverage.

Adverse selection has undoubtedly raised the
costs of plans in Alaska’s health insurance mar-
ketplace through self selection within the indi-
vidual market. And while the Alaska Compre-
hensive Health Insurance Association (ACHIA)
was created by the state to provide health cover-
age to individuals with pre-existing health condi-
tions, the offered plans are often cost prohibitive
for normal Alaskans. This legislation will re-
duce adverse selection by ensuring that all Alas-
kans participate.

For more information, contact Sen. French’s office:
Phone: (907) 269-0153 E-Mail: Senator Hollis French@legis.state.ak.us
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Individual Responsibility - Avoiding Price Spirals

Damaging price spirals are often caused by adverse
selection in voluntary participation health reform
efforts. When an individual weighs the decision to
buy coverage they consider many factors, including
the cost of a plan, what they can afford, and the
probability of requiring care. This often causes peo-
ple of good health to forego insurance, since they
figure the odds are in their favor. And when health-
ier individuals don’t acquire coverage, the pool of
people who do purchase insurance is more likely to
require health attention. As a result, premiums in-

crease.

The price of coverage in voluntary state reform ef-
forts that include some individual contributions have
often spiraled upward after introduction, with plan
costs increasing when the healthiest individuals de-
cide to hedge their bets on good health. Once the
healthiest people in the pool leave, the expected cost
per member increases. If these price increases are
charged to individuals within the pool, additional
people may reconsider their participation in a volun-
tary plan. Maine’s Dirigo program ran into this
problem, when fewer people than expected signed
up, and once the program began, the spiraling effect
occurred as the participation price increased. If eve-
ryone is required to get ‘in the pool’ this price spiral
will be eliminated.

“The problem is that the individuals in
the insurance pools don't cooperate.
Guaranteed issue and community rating
regulations cause premiums to be higher
than would otherwise be the case. As a
result, the healthiest individuals drop
their coverage, leaving the members with
the highest health care costs in the pool.
As the cost of care rises, premiums also
go up, causing more members to drop out
and creating a rising spiral of cost and
premium increases.”

- Portland Press/Maine Sunday Telegram,
October 28, 2007

References/For More Information:
David U. Himmelstein et al - “Marketwatch: Illness And Injury
As Contributors To Bankruptcy”’-Health Affairs 2005

Martin Jones - “Rules make health insurance in Maine costly” -
Portland Press/Maine Sunday Telegram, published October 28th
2007

Not Socialized Medicine

This legislation does not create a socialized sys-
tem of medicine in Alaska. Socialized medicine
is characterized by government run health care:
Under this legislation, the only role of the gov-
ernment is to guarantee that all residents have
true access to health coverage.

For more information, contact Sen. French’s office:

Phone: (907) 269-0153 E-Mail: Senator Hollis French@legis.state.ak.us
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