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Minutes: HB 1071 Acceptance and expenditurés of funds by the retirement board for the uniform
.’ group insurance program from the third parties and bid negotiations for the health insurance plan

and self-insurance and developed of a uniform group insurance program-specfic health care

provider network.

| 14 members present, 0 absent.

Rod St. Aubyn-Blue Cross-Blue Shield of North Dakota-Oppose parts of the bill-Testimony

Attached.

Sparb Colins-Executive Director of the North Dakota Public Employees Retirement

System or PERS-for-Testimony Attached

Rep. Froseth: The fiscal note shows no impact whatsoever, if you are going to set up and

manage your own health service network, it seems to me it going to be costly and require extra

staff.
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House Government and Veterans Affairs Committee
Bill/Resolution Number HB 1071

2/3/05

Sparb: We just went through a bidding process with Blue Cross and Blue Shield, so we have a
six year contract, we are going to handle the resources that we have, looking at that fiscal note.
Rep. Klemin: You negotiated with Blue Cross and Blue Shield, so that takes care of the next six
years?

Sparb: Out bidding process, we went out a few years ago and we didn’t get anybody, but Blue
Cross and Blue Shield. We do a bid for six years, subject to a two year renewal, two years from
now we do a renewal with Blue Cross and Blue Shield ask them for a premium. We are always
trying to improve the process, so we can get more people. |

Rep. Klemin: Having the ability to be able to set up a new network, would not really take place
until six years from now.

Sparb: Its usefulness would be six years from now. The advantage of doing it now and looking
ahead, it is going to take a long time, it takes a lot of time to do this, so looking ahead, maybe we
would be able to have a network by that time, six years from now. These don’t go fast.
Chairman Haas: Have both of those, the PPO and the EPO that you had established have the
both fallen by the way side now?

Sparb: No, the PPO is very strong, all the providers in our PPO network in the state of North
Dakota. We have new contracts coming in every other week. The EPO, because of the capitated
reimbursements structure we had in place and we have lost providers in some areas, we are now
working with Blue Cross and Blue Shield to evolve.

Chairman Haas: Thank you very much. Anymore questions?

Rep. Grande: I move a Do Not Pass on HB 1071.

Rep. Horter: I second.
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House Government and Veterans Affairs Committee
Bill/Resolution Number HB 1071

2/3/05

VOTE: YES9 NO 5 ABSENT0 DO NOT PASS

Voted three times-—




a FISCAL NOTE
Requested by Legislative Council
12/22/2004

Bill/Resolution No.: HB 1071

1A. State fiscal effect: Identify the state fiscal effect and the fiscal effect on agency appropriations compared to
1 funding levels and appropriations anticipated under current law.

2003-2005 Biennium 2005-2007 Biennium 2007-2009 Biennium
General Other Funds General Other Funds General Other Funds
Fund Fund Fund
Revenues
Expenditures
Appropriations
. 1B. County, city, and school district fiscal effect: Identify the fiscal effect on the appropriate political subdivision.
i 2003-2005 Biennium 2005-2007 Biennium 2007-2009 Biennium
School School School
Counties Cities Districts | Counties Cities Districts | Counties Cities Districts

2. Narrative: [dentify the aspects of the measure which cause fiscal impact and include any comments relevant to
your analysis.

. No Fiscal effect

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue amounts. Provide detall, when appropriate, for each revenue type and
fund affected and any amounts included in the executive budget.

B. Expenditures: Explain the expenditure amounts. Provide detail, when appropriate, for each agency, line
iten, and fund affected and the number of FTE positions affected.

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, of the effect on
the biennial appropriation for each agency and fund affected and any amounts included in the executive
budget. Indicate the relationship between the amounts shown for expenditures and appropriations.

Name: Sparb Collins gency: Public Employees Retirement System
Phone Number: 328-3901 Date Prepared: 12/30/2004

l. -—
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Proposed Amendment for HB 1071
February 11, 2005
Rep. Froseth
Page 1, delete lines 15 — 24,

Page 2, delete lines 1-31.

Page 3, delete lines 1-13.
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REPORT OF STANDING COMMITTEE (410) Module No: HR-28-2531
February 11, 2005 11:14 a.m. Carrier: Grande
Insert LC:. Title:.

REPORT OF STANDING COMMITTEE
HB 1071: Government and Veterans Affairs Committee (Rep.Haas, Chairman)
recommends DO NOT PASS (9 YEAS, 5 NAYS, 0 ABSENT AND NOT VOTING).

HB 1071 was placed on the Eleventh order on the calendar.

{2) DESK, (3) GOMM Page No. 1 HR-28-2531




2005 TESTIMONY

HB 1071



TESTIMONY OF
SPARB COLLINS
ON
HOUSE BILL 1071

Mr. Chairman, members of the committee, good morning. My name is Sparb Collins and
I am Executive Director of the North Dakota Public Employees Retirement System or
PERS. I appear before you today on behalf of the PERS Board and in support of this bill

House Bill 1071 relates to the PERS group insurance plan which includes the PERS
health plan. The provisions of this bill include authority to address the new Medicare Rx
program as it relates to our retiree plan and the other provisions are proposed to increase
the competition to provide group insurance services to the State of North Dakota and to
make the bidding process more effective and competitive. Some of the provisions of this
bill were proposed last session and were unsuccessful. As proposed this session we have

attempted to address those concerns with changes to the bill before you today.

Section 1 of the i}ill provides a continuing appropriation allowing PERS to accept and
expend funds from sources other than premiums. This section is proposed in recognition
of the new Medicare law that may provide subsidies to plans such as PERS for
continuing to providing Rx benefits to our retirees. Allowing PERS to accept these funds

to the extent they are available would reduce the cost to our retirees.

Section 2 of the bill allows PERS to negotiate with bidders on both price and
specifications. According to previous guidance from the Attorney General PERS can
negotiate only on price. As noted in the actuarial and technical review done by the health

consultant on this bill for the Legislative Employee Benefits Committee:

Regarding the provision in the bill to allow PERS to negotiate with bidders on
price and specifications, this is a relatively common among other public sector




_

employers that we have worked with. Some states such as New Mexico, allow a
"best and final” offer after the initial proposal. Others allow the plan sponsor to
negotiate with the finalist or finalists as part of contracting.

The present provision is very restrictive and may not get the best value for the state and

that is why the proposed change is offered

Section 3 of the bill allows PERS to self administer the plan and allows PERS to have an
independent provider network. The self administration provision provides a continuing
appropriation allowing PERS to set up such an operation and is intended to let bidders
know that PERS has additional options available. The thought here is that if bidders
know that they are competing against each other and a self administration option it may
encourage them to put in the most competitive bid possible. In the health plan this is
particularly applicable since there are a limited number of bidders. The second initiative
proposed relates to establishing an independent provider network. PERS presently has a
provider network with BCBS but it is not portable. The health consultant noted the

following in its review of this bill for the Legislative Employee Benefits Committee:

The last provision of this proposed bill would allow PERS to establish its own
proprietary health provider network or work to make its existing network
portable. As Gallagher Benefits Services has very recently experienced while
conducting PERS’ medical RFP project, no managed care organization other
than BCBSND has an established statewide physician and hospital network.
Financially, it is not feasible for other carriers to establish a provider network
unless they were assured of PERS' business. Until such time as BCBSND agrees
to allow other organizations to access the existing PERS PPO and EPQO networks,
it is unlikely that PERS will be able to attract other bidders on its medical plan.
Please note that PERS does presently have its own PPO network and EPO
networks that were developed with BCBS as part of the present PERS/BCBS
insurance plan. Therefore, the issue is not that PERS needs to create its own
PPQO network but rather making its existing PPO network portable.

This initiative if approved and successfully implemented would hopefully attract more
firms to bid on health plan business and therefore make the process more competitive.
This was proposed last session but one of the concerns expressed was that PERS would

allow such a network to be used by other groups besides PERS, therefore in recognition



of this concern we have modified our proposal to specifically state that such a network

can only be used for the benefit of PERS.

The provisions of this bill have been reviewed by the PERS actuary who has determined
this bill would have no adverse financial impact to PERS. In fact the consultant noted,
“to the extent that this bill would create 2 more competitive environment for PERS'
health plan business, it could result in lower costs. These provisions have also been
reviewed by the Legislative Employee Benefits Committee and given a favorable
recommendation. On behalf of the PERS Board 1 would request your favorable

consideration of this bill. -Mr. Chairman this concludes my testimony.
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Testimony on HB 1071
House Government and Veterans Affairs Committee
February 3, 2005

Mister Chairman and Committee Members, for the record I am Rod St. Aubyn,
representing Blue Cross Blue Shield of North Dakota. Iappear before you today to
oppose parts of this bill.

As you may or may not know, BCBSND administers the fully insured health plan for
PERS. For your information, it is important to distinguish between a self funded plan
and a fully insured plan. Ina SWW
claims exceed the prempiums. Employers typically will purchase stop loss mnsurance to
protect themselves from catastrophic losses. If the claims are less than the premiums, the

employer keeps those gains, typically in a reserve fund to use for future losses or to buy
down future rates.

In a fully insured plan, the insurer assumes all risks and rétains all gains. Those gé,ins are
also typically placed in reserves for future losses or to hold down future increases.

The PERS plé.n is actuélly a hybrid of both plans. This has varied from yearto—yeéi
based on bids and negotiations. BCBSND assumes all risks if there are losses. If there
are gains, BCBSND shaxes those gains with PERS, based on a formula.

The first area of concern with this bill is in Section 2. page,2, lines 12-14. Thisis a
significant change from standard government procurement. Let me explain how this
situation could work. Let’s assume you receive bids from three bidders — Bidder A,

" Bidder B, and Bidder C. If Bidder C submits the lowest bid, this bﬁéhgé'ir‘fléwiﬁbma‘

allow PERS to go to Bidder A or Bidder B to see if they would be willing to lower thexr
bids to meet or be lower than Bidder C. This could go on and on until the bidders refuse -
to change their bids anymore. The whole purpose of bidding is to secure each bidder’s
best or lowest bid. How many companies are going to be willing to bid, if they know the
State reserves the right to negotiate the bids, after all bids have been opened? Bids are
just that — bids. Companies offer their prices based on the specifications provided.
Anytime you add uncertainty with bidding procedures, it will only reduce the number of
potential bidders.

The second area of concern we have is in Section 3. One of the new provisions of this
section (page 2, lines 24-28) allows PERS continuing appropriation authority to
“completely self-administer a self-insurance plan under the uniform group insurance
program, if the board determines gne or more of these options is less costly than
contracting with a carrier for underwriting the plan with equivalent contract benefits.”
Those options. include an administrative services only (ASQO) coniraci, a third-party
administrator (TPA) contract, or a self-administered self-insurance plan. We don’t object
to the state having these options. However, please note that on pagg 2, line 26-27, the
words “the lowest bid submitted by” have been deleted. The change in this language
means that if you have 3 bids and the lowest bid was offered by Bidder A and the highest




bid was offered by Bidder C, PERS would have the legislative authority and continuing
appropriation authority to self-administer a self insured plan if they were cheaper than the
“highest” bidder. Even if the lowest bidder could do it cheaper, PERS would have the
legislative authority because PERS could do it cheaper than “contracting with a carriet.
I’m sure that this is not what they were intending, but the language definitely opens the
door to this option.

”

On page 3, lines 2-4, ’m not sure why this is being deleted.

Probably the greatest concern that we have is the new language being added on Page 3.
This basically gives the PERS Board the authority to add whatever staff they wish to
administer their program. What is most distressing for our company is included in lines
9-13. Our company has spent millions of dollars over many years to develop our network
with medical providers of all types. This new language allows PERS to use state dollars
to develop their own network and make that network available to other bidders. ‘Nothing
has stopped other companies from developing their own provider network in North
Dakota over the past many years. Because we have been successful in developing this
network, this bill actually invests state dollars to help out-of-state companies bid against
us. 1 think this is bad public policy. What comes next? Will the state decide to invest in

“new utility lines throughout each community. and offer those lines to other utility

" companies to bid for electrical services in the community? As I indicated, we feel this is

poor public policy.

I think,legislafors could possibly justify this if the state were in fact getting poor service
or too high of insurance rates. However, I would argue neither is true. As evidence, I
have attached a chart from the National Conference of State Legislatures (NCSL). This

~-chart has been updated as recently as 9/28/04. You will-note that North Dakotahasthe -~ .. s

lowest premiums of all the states listed. In fact, our premiums are 58.5% of the national
average. The rates listed range from ND’s at $488.70 to a high of $1,354.68 in Maine.

For all the reasons I have identified, we would urge you to seriously consider these
issues. Mister Chairman and committee members, I would be willing to answer any
questions you may have.
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. Information for Bill 1071

Establishing and maintaining a provider network is very laborious and expensive. A
mutually beneficial relationship exists between the provider community and Blue Cross
Blue Shield of North Dakota. This is based on a long-standing relationship, which has
matured and developed over time. The provider’s benefit from correct and timely
payment of claims. This assures them of needed cash flow for operations. Blue Cross, in
return benefits from lower contracted rates. The providers are willing to negotiate lower
than charge reimbursement based on our claims adjudication accuracy, timeliness and on
the large number of members that carry our insurance.

There are many functions that are necessary to establish and maintain a network: network
contracting, establishment of provider reimbursement, provider relations, and provider
services. I will elaborate on each area and discuss the associated costs.

NETWORK CONTRACTING
Functions:
- Write provider contracts for the following providers:
- Hospital '
- MD
. - Advance Practice Nurse
' - Audiologists
- Certified Diabetic Educator
- Chiropractor
- Dentist
- Licensed Addiction Counselor
- Licensed Independent Social Worker
- Licensed Professional Clinical Counselor
- Licensed Registered Dietitian
- Occupational Therapist
- Optometrist
- Physical Therapist
- - Physician Assistant
- Psychologist
- Speech Language Therapist
- Credential physicians
- Maintain provider information for directorics

Associated Annual Costs = $596,000
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PROVIDER REIMBURSMENT
Functions:

- Develop fee schedules

- Analyze CMS regulations

- Assess claims history

.- Educate providers on payment methodologies

. - Determination of payment levels for new codes
- Perform post impacts of payment methodologies by facility as
requested by providers
- Development and maintenance of provider manuals

Associated Annual Costs = $1,331,000

PROVIDER RELATIONS
Functions:
- Facilitate the relationship with providers
- Service Provider Contracts
- Conduct provider seminars
- Conduct provider educations sessions

Associated Annual Costs = $823,000
PROVIDER SERVICE
Functions:

- Answers providers questions concerning claims
adjudication

Associated Annual Costs = $1,489,000

CUMULATIVE COSTS = $4,239,000



