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Fiscal Estimate Narratives
OCI 3/4/02

LRB Number 01-4956/2 Introduction Number AB-876 Estimate Type  Original

Subject

Small business health insurance reform

Assumptions Used in Arriving at Fiscal Estimate

LRB 4956/2 removes $850,000 from appropriation 20.145(1)(g) to the general fund for use by the Private
Employer Health Care Coverage Program. The amount transferred to the general fund is in the form of a loan
to be repaid at a time unspecified in LRB 4956/2.

LRB 4956/2 creates a small employer catastrophic care pilot program in an area designated by the
Commissioner. That area must include Winnebago County. The pilot will operate for five years beginning on
January 1, 2003. The pilot program will reimburse small employer insurers for claims paid for covered benefits.
The pilot will be funded through five annual transfers from OCI of $500,000; assessments on small employer
insurers and providers; and premiums paid by small employers. There is also created a small employer
catastrophic care board, under the Office of the Commissioner of Insurance. The board oversees the operation
of the program and shall meet regularly for the purpose of establishing a budget, setting premium and provider
rates, developing rules and contracting with an administrator. Estimated administrative costs are approximately
$4 million annually.

LRB 4956/2 creates a small employer catastrophic reinsurance pool. Bi-annually, small employer insurers will
be required to submit to OCI a report that specifies the small employer insurer's threshold level of covered
benefits; $50,000, $100,000, $150,000 or $250,000. The threshold level will apply to each insurer under every
health benefit plan issued by the small employer insurer. These thresholds will apply for two years. For each
calendar year any covered benefits that exceed the threshold set by the small employer insurer will be
reimbursed by the reinsurance pool for 80% of the amount paid over the threshold level. The reinsurance pool
is funded by additional premium assessments on small employers as determined by the reinsurance board
established in this bill.

Experience in other states have shown that reinsurance pools that did not do well were result of a lack of
activity. These pools were also voluntary. However, the reinsurance pool under LRB 4956/2 is mandatory.
Ongoing claim payments for reinsurance pools have generally cost between .5% to 2.5% of total small
employer health premiums charged. In 2000, $1,037,000,000 in premiums were written by small employer
health insurers in Wisconsin. Estimated losses for a reinsurance pool would range from $5,185,000 to
$25,925,000, annually. In addition, it is estimated that a reinsurance pool for small employers would experience
start up costs of between $3,000,000 and $5,000,000. Administrative costs would include program
adminstration, legal counsel, examination and audit functions to verify compliance by providers and insurers.
OCl was not able to collect data on provider discounts, however there does not appear to be a state fiscal
effect to the provider discounts in the reinsurance pool apart from rule making and audit functions.

LRB 4956/2 requires the reinsurance board to set rates for small employer health reinsurance premiums and
provider discount rates; develop rules and provide oversight to the pool.

In preparing this estimate OC| made the following assumptions.

1. Reinsurance Pool. Start up costs would involve ensuring capacity to process claims, resource and

- infrastructure,and technology to for automated claims processing that would facilitate an expected large volume
of claims to be processed by the pool; establishement of a 15% surplus reserve balance to accomodate early
claims activity or unanticipated high volume claims activity.

OCl would provide staff support to the reinsurance board in carrying their responsibilities, organizing and
participating in board meetings, monitoring the third party consultants/experts needed by the board to carry out
their technical statutory responsibilities. Additionally, pool operations would be administered by the OCI.
Although the bill does not provide for it, the pool operations would need to be segregated from OCl's normal
regulatory functions. '




2. The structure of the Catastrophic Care pilot program is similar to the Health Insurance Risk Sharing Program
(HIRSP), administered by the Department of Health and Family Services. LRB 4956/2 directs the board to
contract with an administrator for program operations as is the case for HIRSP. For 2000, the adiministrative
costs for HIRSP approximated $4 million.

The OCI would provide staff support to the reinsurance board in carrying their responsibilities, organizing and
participating in board meetings, monitoring the third party consultants/experts needed by the board to carry out
their technical statutory responsibilities. It is anticipated that there will be a significant actuarial expense since
the actuary will have to establish premium for coverage for dollar one by health status.

3. Both the reinsurance pool and the pilot project require independent audits to ensure they are in compliance
with the statutes and fiscally sound. This could either be carried out by the Legislative Audit Bureau, outside
independent auditors or the Financial Examination and Analysis Bureau of the OCI.

4. These estimates were assembled over an extremely tight time frame and they should be considered in that
context. Much of the information was relied on from information gathered from other state activities. It should be
noted that those state's reinsurance pools are structured differently from the pool in LBB 4956/2. OCI cannot
guarantee their reliability and would recommend that the be viewed as benchmark data for discussion
purposes. However, a proper actuarial study would yield more reliable information.

Long-Range Fiscal Implications
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Wisconsin Department of Administration
Division of Executive Budget and Finance
DOA-2047 (R07/2000)

Fiscal Estimate Worksheet - 2001 Session

Detailed Estimate of Annual Fiscal Effect

Original [0 Updated L] corrected [0 Supplemental
LRB Number 01-4956/2 Introduction Number AB-876
Subject

Small business health insurance reform

annualized fiscal effect):

$850,000 loan from OCI to General Fund
_ _

l. One-time Costs or Revenue Impacts for State and/or Local Government (do not include in

. Annualized Costs:

Annualized Fiscal Impact on funds from:

Increased Costsl

Decreased Costs

A. State Costs by Category

State Operations - Salaries and Fringes $1,214,768

(FTE Position Changes) (13.2 FTE)

State Operations - Other Costs 34,210,232

Local Assistance

Aids to Individuals or Organizations

TOTAL State Costs by Category $35,425,000 $

B. State Costs by Source of Funds

GPR

FED

PRO/PRS 500,000

SEG/SEG-S 34,925,000

Ill. State Revenues - Complete this only when proposal will increase or decrease state revenues
(e.g., tax increase, decrease in license fee, ets.)

Increased Rev

Decreased Rev

GPR Taxes $ $
GPR Earned
FED
PRO/PRS
SEG/SEG-S 26,425,000
|TOTAL State Revenues $26,425,000 $
NET ANNUALIZED FISCAL IMPACT
State Local
NET CHANGE IN COSTS $35,425,000 $
NET CHANGE IN REVENUE $26,425,000 $
Agency/Prepared By Authorized Signature Date
OCI/ Jim Guidry (608) 264-6239 Connie O'Connell (608) 267-1233 3/4/02




