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Health plansBill Number: 160-Office of Insurance 

Commissioner

Title: Agency:5605 S SB

 

Part I: Estimates

No Fiscal Impact

Estimated Cash Receipts to:

ACCOUNT 2017-192015-172013-15FY 2015FY 2014

(1,670,000) (7,023,000) (10,138,000)(1,670,000)General Fund-State 001-1

Total $ (7,023,000) (10,138,000)(1,670,000)(1,670,000)

Estimated Expenditures from:

FY 2014 FY 2015 2013-15 2015-17 2017-19

FTE Staff Years  2.4  0.8  1.6  0.2  0.0 

Account

Insurance Commissioners Regulatory 

Account-State 138-1

 485,079  273,041  758,120  37,216  0 

Total $  485,079  273,041  758,120  37,216  0 

Estimated Capital Budget Impact:

NONE

 The cash receipts and expenditure estimates on this page represent the most likely fiscal impact.  Factors impacting the precision of 

these estimates, 

Check applicable boxes and follow corresponding instructions:

If fiscal impact is greater than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note

form Parts I-V.
X

If fiscal impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I). 

Capital budget impact, complete Part IV. 

Requires new rule making, complete Part V.                                     X
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Part II: Narrative Explanation

II. A - Brief Description Of What The Measure Does That Has Fiscal Impact

Briefly describe by section number, the significant provisions of the bill, and any related workload or policy assumptions, that have 

revenue or expenditure impact on the responding agency.

Section 2 amends RCW 48.21.010 to define Association Health Plans (AHPs)  as large group plans, and reviewed as 

negotiated large group plansif they meet the following definition:

-- be a single state AHP, enrolling only member companies with a registered WA business identifier

-- comply with all state/federal laws applicable to fully insured large group health plans

-- can't health underwrite individuals

-- can't bar an entity based on age, health status or claims experience

-- must offer coverage w/out screen for age, health status or claims experience.

 

Sections 3 and 4 extend the same protection for HCSCs and HMO association plans.

The bill establishes a separate rating marketplace for small employer groups that under current federal regulation does not 

exist beginning in 2014.  Although the bill specifically prohibits "health underwriting" of individuals, the measure does not 

preclude the ability of Association health plans to health underwrite each employer group member as a separate plan.  

Thus, if the group has a member with high claims, that group is still subject to receiving a large rate increase at renewal 

that is not shared by other member groups.  The end result will be high rates for AHP-insured employer groups that have 

one or more sick members, which will motivate those employers to return to the community rated pool or drop coverage 

altogether.  In addition, AHPs that qualify under this legislation will not have to offer the essential health benefits package.

This is the basis for the assumption that the measure preserves the present trend of small group employers with higher 

risk employees purchasing in the community rated pool, and a continuation of the decline of enrollment in the small group 

community rated pool.  Given the consistent trend since 2006, OIC assumes that continued health underwriting by 

employer group would result in continued enrollment and premium losses in the overall small group market (particularly 

the community rated small group market), with a related loss in premium tax income to the general fund.

In order to determine whether the association qualifies for the safe harbor from community rating requirements, the OIC 

will need to review whether the association meets the four part test set forth in the bill.  The bill does not define "health 

underwriting by individual". Because it is unclear exactly what is prohibited, rulemaking would be required to establish a 

definition of this term that would make this prohibition effective. 

The national SERFF filing system does not currently support the additional information that would need to be filed under 

the bill's provisions to justify treating a given AHP as a large group plan; this will also require additional rulemaking. Any 

rulemaking would need to be done on an emergency basis to be effective in time for the 2014 benefit year, then followed 

by permanent rulemaking and would be complex in nature.  Other rating rules may also require revision to be considered 

compliant with federal law and regulations.

In order to determine whether this legislation is preempted by the Federal laws, OIC’s legal staff would have to complete 

a preemption analysis and continue to work on the legal aspects of this preemption question.  The NAIC has gathered a 

work group for the preemption analysis and OIC will need to participate actively if this bill is enacted.
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II. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts 

provisions by section number and when appropriate the detail of the revenue sources.  Briefly describe the factual basis of the 

assumptions and the method by which the cash receipts impact is derived.  Explain how workload assumptions translate into 

estimates.  Distinguish between one time and ongoing functions.

This bill establishes a new safe harbor for health plans provided to small employer groups through associations or 

member-governed groups, to be treated as large groups as long as the asoociation/group entity operates only within 

Washington, has only Washington employers as members, does not health underwrite individuals and does not base 

eligibility on health factors. 

The safe harbor status results in a competitive advantage for these types of small group health plans against the 

community rated marketplace.   The anticipated result is a drop in enrollment, which is the basis for the OIC projection 

that these actions will result in a loss of premium tax income to the state general fund.  The justification for this projection 

can be found in small enrollment data filed by the insurance carriers since 2006 and the Mathematica report requested by 

the legislature in 2010.

Data from these sources show that, although overall small group AHP enrollment in Washington state has increased by 

21% since 2006, the overall small group market has declined by 25% because the community rated small group pool 

enrollment fell 53%. The vast majority of the coverage losses were from employers with less than 25 employees.   This 

market dynamic exists because associations currently have a safe harbor from small group community rating 

requirements.  The measure seeks to perpetuate this dynamic, which otherwise will end beginning in 2014 when 

association plans that do not meet federal requirements for large groups must be community rated, offer the essential 

health benefits, and contribute to the federal risk adjustment programs. 

As of 2011, the most recent full year of data, AHPs had a 22.5% lower medical cost per member month than the 

community rated market; the dominant AHP insurer (Premera with over 44% of the AHP small group market) had 35% 

lower medical costs per member month.  Based on this history and, in particular, the most recent enrollment years' data, 

OIC projects that this legislation will result in a loss of approximately 21,500 enrollees in the small group community 

rated market in CY 2014 while the AHPs will gain about 5,400 enrollees.  Assuming no inflation and using the 2011 

differential in health premiums between the AHP and community rate markets, this would result in $83.5 million less in 

collected premiums for CY 2014 and, therefore, $1,670,000 million less per year in general fund income from the 2% 

insurance premium tax. In subsequent years, OIC projects that the small community rated market enrollment will continue 

its decline, with smaller AHP counterbalancing enrollment gains, resulting in general fund losses of $2,998,000 in FY 

2016, $4,025,000 in FY 2017, $4,792,000 in FY2018, and $5,346,000 in FY2019. 

These revenue projections are OIC’s current best estimates.  The following factors could alter them:

A) Adding in a health care inflation rate.  Based on recent history OIC consistently assumes a 4% inflation rate.  

Applying this to the estimate above would increase the revenue loss estimate by 12.5% in FY2015, rising to 31.5% in 

FY2019.    

B)  No slowdown in the decline in the small group market.  OIC’s estimate assumes the small group community rated 

market, which lost 36,000 enrollees in 2010 and 34,000 enrollees in 2011 (dropping to 139,000 enrollees) will decline 

at only an average of 17,000 per year rather than  continuing the recent trend or just collapsing in a particular near future 

year due to lack of critical mass.  If the losses to the broad market continued at the 2010-2011 pace, the projected 

FY2018 decline in revenues would actually occur by FY2016. 
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C)  Lower rates charged by the primary associations (and insurers) that will most benefit from this proposed legislation.   

OIC’s estimate assumes that the premium differential between the small group market and the overall AHP small group 

market is 22.4%, based on the most recent data (2011).  However, Premera’s average small group AHP premium is 

another 12.6% lower.  If associations linked to Premera (the dominant small group AHP insurer) are the prime 

beneficiaries of this legislation that could result in a 3.9% additional revenue loss for each year.  

D) These estimates also ignore the loss of a potential revenue increase that would come from requiring AHPs to meet 

federal EHB requirements; such a requirement would most likely to result in 5-10% higher premium collections (and 

premium taxes) from the least expensive small group AHPs because of the increased insurance coverage provided.

E) Some small group community rated enrollees who lose their coverage as the small group market declines could be 

motivated by ACA penalties and subsidies to re-enroll via the individual market.  Historically, there has been little 

movement in this regard—for example, in 2011 the individual market declined by 8,000 enrollees despite the potential of 

enrolling the 54,000 Basic Health Plan enrollees who lost coverage, the 46,000 enrollee decline in the large group market 

and the 20,000 enrollee loss in the overall small group market.   Current national and state projections for 2014 

anticipate that the uninsured level will remain at 70% of the current level, despite nearly 10% of the uninsured becoming 

covered by Medicaid. Those projections would imply that, at best, 25% of the projected newly uninsured from the small 

group market would become insured in the year they lost coverage.    Because the new individual enrollment is likely to 

be at silver, bronze or catastrophic levels (compared to the nearly gold level of the current community rated small group 

market), the replacement insurance will probably result in at least 10% lower premiums per newly enrolled person.    

These assumptions about individual re-enrollment result in a 21% reduction in the projected revenue loss for all years. 

Even if 100% of the newly uninsured individuals re-enrolled within two years, the state would still suffer at least 30-40% 

of the revenue decline projected in this fiscal note.

II. C - Expenditures

Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), 

identifying by section number the provisions of the legislation that result in the expenditures (or savings).  Briefly describe the factual 

basis of the assumptions and the method by which the expenditure impact is derived.  Explain how workload assumptions translate 

into cost  estimates.  Distinguish between one time and ongoing functions.

In order to determine whether the association qualifies for large group definition required under the measure, the OIC will 

need to review whether the association meets the six part test set forth in the bill.  

The national SERFF filing system does not currently support the additional information that would need to be filed under 

the bill's provisions to justify treating a given AHP as a large group plan; this will require additional rulemaking. Any 

rulemaking would need to be done on an emergency basis to be effective in time for the 2014 benefit year and would be 

complex in nature.  This means that permanent rule making is also required.  Other rating rules may also require revision 

to be considered compliant with federal law and regulations.

In order to determine whether this legislation is preempted by the Federal laws, OIC’s legal staff must complete a 

preemption analysis and continue to work on the legal aspects of this preemption question.  The NAIC has gathered a 

work group for the preemption analysis and Legal will need to participate actively if this bill is enacted.  This will require 

.75 FTE Staff Attorney for FY2014 and FY2015 and .30 FTE Staff Attorney for FY2016.  To assist in the preemption 

analysis and based on the strong probability that a legal resolution as to the application of federal and state law may be 

requried,  one full time Assistant Attorney General will also be needed for FY2014 and FY2015.
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 Part III: Expenditure Detail 
III. A - Expenditures by Object Or Purpose

FY 2014 FY 2015 2013-15 2015-17 2017-19

FTE Staff Years  2.4  0.8  1.6  0.2 

A-Salaries and Wages  191,742  58,293  250,035  23,317 

B-Employee Benefits  52,321  16,140  68,461  6,456 

C-Professional Service Contracts

E-Goods and Other Services  241,016  198,608  439,624  7,443 

G-Travel

J-Capital Outlays

M-Inter Agency/Fund Transfers

N-Grants, Benefits & Client Services

P-Debt Service

S-Interagency Reimbursements

T-Intra-Agency Reimbursements

9-

 Total: $273,041 $485,079 $758,120 $37,216 $0 

 III. B - Detail:   List FTEs by classification and corresponding annual compensation.  Totals need to agree with total FTEs in Part I

 and Part IIIA

Job Classification FY 2014 FY 2015 2013-15 2015-17 2017-19Salary

Functional Progam Analyst 4  66,420  0.3  0.2 

Senior Policy Analyst  84,996  1.3  0.7 

Staff Attorney  77,724  0.8  0.8  0.8  0.2 

Total FTE's  2.4  0.8  1.6  0.2  0.0  229,140 

Part IV: Capital Budget Impact

NONE

Part V: New Rule Making Required

 Identify provisions of the measure that require the agency to adopt new administrative rules or repeal/revise existing rules.

Sections 2, 3 and 4, as well as section 7, which requires immediate implementation, require rule changes.  The national SERFF 

filing system does not currently support the additional information that would need to be filed under the bill's provisions to 

justify treating a given AHP as a large group plan; SERFF filing instructions are currently established by rule, and will need to 

be updated.  This will additional rulemaking would also need to be done on an emergency basis to be effective in time for the 

2014 benefit year and would be complex in nature.  It would then be followed by a permanent rule set as well.
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