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GROUP INSURANCE COMMISSION
ONE ASHBURTON PLACE

BOSTON, MASSACHUSETTS 02108, OCTOBER 3, 1978

Paul Guzzi, Secretary of the Commonwealth
One Ashburton Place, Boston, Massachusetts 02108

ATTENTION; Ms. Teresa Mustone, Rules & Regulations Division
State House, Room 178

Dear Mr. Secretary; In compliance with General Laws, Chapter 30,
Section 33, we have the honor to submit herewith such portions of the
annual report as embody a recommendation for legislation, accom-
panied by a draft of this proposed measure to cover such recommenda-
tion as requires the enactment of legislation.

Respectfully submitted,

GROUP INSURANCE COMMISSION

WILLIAM A. BURKE,
Executive Secretan

In conformity with General Laws, Chapter 30, Section 33, the
following recommendation for legislative action is respectfully sub-
mitted to the General Court.

tJTfje Commontocaltf) of iHafigadjusiettt

GROUP INSURANCE COMMISSION
RECOMMENDA TION

“an ACT AUTHORIZING THE GROUP INSURANCE COMMISSION TO ENTER
INTO ADMINISTRATIVE SERVICES CONTRACTS ON BEHALF OF ACTIVE
AND RETIRED STATE EMPLOYEES AND THEIR DEPENDENTS AND THE
ESTABLISHMENT OF A REVOLVING CLAIMS FUND.”



HOUSE -No. 112 [January2

1. This legislation proposes that this Commission be granted the
authority to enter into ADMINISTRATIVE SERVICES ONLY
(A.5.0.) contracts, in addition to its present authority for conven-
tional insurance contracts for health insurance, whenever it can be
demonstrated (usually by the public competitive bidding process) that
it would be in theState’s hzsi financial interest to do so. The distinction
between an A.S.O. contract and the conventional health insurance
contract with an insurance carrier, is that the carrier’s risk of potential-
ly inadequate receipt of pre-set or guaranteen premiums (rates) from
this Commission to pay incurred claims and retention expenses would
be shifted from the insurance carrier, or a qualified company that pays
health claim vendors as does an insurance carrier, to the Commission,
and, at the same time shifting the custody, control and maintenance of
all funded RESERVES for INCURRED and UNREPORTED
CLAIMS from the carrier to this Commission. Thus, the millions of
dollars that are held by the insurance carrier would be held by this
Commission, and more specifically maintained by the State Treasurer
in the proposed “Group Insurance Commission Revolving Claims
Fund”, whose investment yield would be greater than the “interest”
credited to this Commission within the carrier’s retention expense. The
end result by this Commission maintaining this fund should be future
lower premium appropriation requirements.

2. The A.S.O. contract as well as the conventional health insurance
contract requires the insurance carrier or other intermediary to pay
claims filed either by vendors, or employees. This Commission would
not enter the business of paying claims to health care vendors, and this
legislation does not provide that we do so. Therefore, this legislation is
not “self insurance” in the technical understanding of that concept.

3. The quality of cost control in the payment of claims by the carrier
would be the same under both types of contracts as described above.
This is particularly important inasmuch as our independent Certified
Public Accounting audit of health insurance claims provides a high
degree of continuing surveillance over the carrier’s claim payment
function.

4. I his legislation has been intentionally drafted so that this Com-
mission would not be restricted solely to its selection of a “carrief'viz.
an “insurance carrier” such as Blue Cross-Blue Shield, or Aetna Life
Insurance Company, but rather to have as wide a field of competent
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and qualified bidders as possible. Therefore the words “or other
intermediary” have been included so that a company such as Arthur D.
Little, and others, would have an opportunity to compete fairly and on
an equal footing. This, we believe, to be in the best interest of the
public.

5. We believe that this is forward looking legislation and represents a
continuing desire to achieve greater efficiency at a lower cost.
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Recommendation of the Group Insurance Commission (House, No
112). Insurance.

In the Year One Thousand Nine Hundred and Seventy-Nine.

An Act authorizing the group insurance commission to enter

INTO ADMINISTRATIVE SERVICES CONTRACTS ON BEHALF OF ACTIVE
AND RETIRED STATE EMPLOYEES AND THEIR DEPENDENTS AND THE
ESTABLISHMENT OF A REVOLVING CLAIMS FUND.

! Whereas, The deferred operation of this act would tend to defeat
2 its purpose, which is, in part, to increase the potential number of
3 qualified bidders invited by the Group Insurance Commission

4 during a period of competitive bidding to submit proposals for the
5 processing and payment of health insurance claims on behalf of
6 active and retired governmental employees and their dependents,
7 therefore it is hereby declared to be an emergency law, necessary
8 for the immediate preservation of the public convenience

Be it enacted by the Senate and House ofRepresentatives in General
Court assembled, and by the authority of the same, as follows:

1 Chapter 32A of the General Laws is hereby amended by insert-
-2 ing after section 4 the following section:
3 Section 4A. The commission, when providing hospital, sur-
-4 gical, medical, dental and other health insurance coverage as
5 authorized by this chapter, and subject to the adequacy of a
6 revolving claims fund as hereinafter described may, in lieu of or in
7 addition to entering into the insurance policies, agreements or
8 contracts described in this chapter, enter into an administrative
9 services or similar contract with an insurance carrier or other

10 intermediary whereby the funds for the payment of claims of
11 eligible persons, including appropriate service charges of the in-
-12 surance carrier or other intermediary shall be furnished by the
13 commission from the revolving claims fund for the payment by the

Commontoealrt) of JHas&adfjusietts;
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14 insurance carrier or other intermediary to the health care vendors
15 or persons entitled to such payment in accordance with the terms
16 and provisions of said contract. Ifdeemed by the commission to be
17 in the best interests of the commonwealth and its active and retired
18 employees and their eligible dependents, the commission may
19 enter into such service-type contracts for a period not to exceed
20 five years
21 Funds made available by appropriations by the general court for
22 purposes of this chapter on the basis of the contributory share of
23 the commonwealth as set forth in section eight shall, upon
24 authorization by the commission and approval by the state
25 treasurer, be deposited from time to time by the state treasurer in a
26 separate fund to be known as the group insurance commission
27 revolving claims fund. Said fund shall be under the general super-
-28 vision of the investment committee established in section nine A.
29 Subject in each instance to the approval of said committee the state
30 treasurer shall invest and reinvest such funds to the extent not
3! required for current disbursement as determined by the commis-
32 sion under this section in those investments as described and
33 limited in section nine A. The commission insofar as practicable
34 shall prepare annually or sooner a schedule for the state treasurer
35 which shall be an estimate of the amounts of anticipated monthly
36 disbursements to be made from said fund and shall as frequently as
37 necessary authorize disbursements therefrom in accordance with
38 the terms and conditions of the contracts authorized by this sec-
-39 tion. The commission shall take measures that will assure a suf-
-40 ficient balance at all times in said fund which shall be calculated on
41 an acceptable actuarial basis to pay for incurred and unpaid claims
42 and other related liabilities.
43 Where an annual or earlieraccounting of claims paid and claims
44 incurred and unpaid discloses that such payment from the fund has
45 resulted in the commonwealth’s and employees’ and retirees’ con-
-46 tribution toward a previously established total monthly premium
47 or rate has been shared on aratio inconsistent with the share of the
48 contributions as provided from time to time by appropriation acts
49 and as provided in section eight, the commission shall adjust the
50 contribution toward the total monthly premium or rate according-
51 ly. Payment to the commission by the employees, retirees and
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52 surviving spouses of their contribution toward the monthly
53 premium or rate shall be to the extent and manner as required in
54 the applicable sections of this chapter.






