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By Mr. Murphy of Springfield, petition of Dennis M. Murphy for

legislation to provide for a risk adjustment mechanism for health care
coverage for elderly persons under Medicare supplemental insurance
plans. Insurance.

Commontoealtf) of iUassacljuSctts

In the Year One Thousand Nine Hundred and Ninety-Nine

An Act to provide a risk adjustment mechanism for health care
COVERAGE FOR SENIORS IN MASSACHUSETTS.

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

1 SECTION 1. Section one of chapter one hundred and seventy-
-2 six K of the General Laws, as appearing in the 1994 Official
3 Edition, is hereby amended by adding the following sentence
4 between the definitions of “community rating” and “eligible
5 person”:
6 “Department”, the department of health care finance and policy

established in chapter one hundred eleven G

1 SECTION 2. Section one of chapter one hundred and seventy-
-2 six K of the General Laws, as appearing in the 1994 Official
3 Edition, is hereby further amended by adding the following sen-
-4 tences between the definitions of “preexisting conditions limita-
-5 tion or exclusion” and “waiting period”:
6 “Product”, each type of policy of medicare select insurance or
7 medicare supplement insurance or policy issued pursuant to a risk
8 or cost contract that has been authorized by the commissioner pur-
-9 suant to section four (a) of this chapter.

10 “Pure premium”, in the case of a medicare supplement insur-
-11 ance policy or a policy issued pursuant to a cost contract, the por-
-12 tion of the rate that represents the expected claims payments per
13 member per month or per contract per month; in the case of a
14 policy issued pursuant to a risk contract, the pure premium equiv-
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15 alent provided by the federal Health Care Financing
16 Administration for use by the carrier issuing such a policy in its
17 adjusted community rate proposal filings, plus the pure premium
18 portion (defined as in the preceding clause) of any supplemental
19 rate charged by such carrier.

1 SECTION 3. Chapter one hundred and seventy-six K of the
2 General Laws, as appearing in the 1994 Official Edition, is hereby
3 amended by adding a section seven A as follows:
4 Section 7A, (a) In order to protect carriers from dispropor-
-5 tionate adverse risks of offering to provide and providing products
6 to ail eligible persons, the following risk adjustment process is
7 established to equalize cost variations among carriers based upon
8 the risk factors of the persons covered that correlate with such
9 cost variations. The department defined in section one of this

10 chapter shall determine a risk factor for each product offered by
11 each carrier, based upon the methodology utilized by the federal
12 Health Care Financing Administration to establish the adjusted
13 average per capita cost for medicare risk contracts pursuant to 42
14 U.S.C. § 1395mm, modified as necessary to represent the supple-
-15 mental rather than the medicare covered portion of the benefits. If
16 the risk factor for a particular product of a carrier is less than the
17 average aggregate risk factor for all products, that carrier shall
18 make payments on account of that product in an amount deter-
-19 mined pursuant to this subsection into a fund administered by the
20 department. If the risk factor for a particular product of a carrier is
21 greater than the average aggregate risk factor for all products, that
22 carrier shall receive payments on account of that product in an
23 amount determined pursuant to this subsection from that fund. In
24 the case of a product for which an amount is to be paid, the
25 amount paid shall be equal to the pure premium for that product
26 multiplied by one minus the quotient of the risk factor of that
27 product divided by the average aggregate risk factor. In the case
28 of a product for which an amount is to be received the amount
29 received shall be equal to the pure premium for that product mul-
-30 tiplied by the quotient of the risk factor of that product divided by
31 the average aggregate risk factor minus one. To the extent that the
32 amounts so determined to be paid into the fund are less than the
33 amounts so determined to be paid from the fund, the payments to
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34 the fund shall be increased by the percentage derived by dividing
35 the shortfall by the sum of the amounts determined to be paid in to
36 and paid out from the fund prior to this adjustment, and the pay-
-37 ments from the fund shall be decreased by that same percentage.
38 To the extent that the amounts so determined to be paid into the
39 fund are more than the amounts so determined to be paid from the
40 fund, the payments to the fund shall be decreased by the per-
-41 centage derived by dividing the excess by the sum of the amounts
42 determined to be paid in to and paid out from the fund prior to this
43 adjustment, and the payments from the fund shall be increased by
44 that same percentage.
45 (b) Every carrier shall report to the department on July thirty-
-46 first of each year for each product that the carrier then maintains
47 the following information:
48 (1) the pure premium for each offered by the carrier in effect on
49 the preceding July first;
50 (2) the number of persons covered by each product on that date;
51 (3) the demographic and other risk data for the persons covered
52 by each such product on that date, in the same categories of such
53 data as are utilized at that time by the Health Care Financing
54 Administration to establish the adjusted average per capita cost
55 for medicare risk contracts pursuant to 42 U.S.C. § 1395mm.
56 (c) The department shall calculate from such demographic and
57 other risk data a risk factor for each product for each carrier. The
58 risk factor shall be determined in accordance with the method-
-59 ology utilized at that time by the Health Care Financing
60 Administration to establish the adjusted average per capita cost
61 for medicare risk contracts pursuant to 42 U.S.C. § 1395mm, modi-
-62 fied as necessary to represent the supplemental rather than the
63 medicare covered portion of the benefits.
64 (d) The department shall also calculate the average aggregate
65 risk factor for all products, weighted by the number of persons
66 covered in each product.
67 (e) On or before the following September first the department
68 shall provide each carrier with the following information for each
69 of its products:
70 (I) the risk factor for the product;
71 (2) the average aggregate risk factor for all products;
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(3) the percentage of shortfall or excess calculated pursuant to
subsection (a) of this section;

72
73

(4) the amount of the product’s payment to or from the fund on
a monthly per capita basis;

74
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(5) the carrier’s aggregate annual payment to or from the fund,
determined by summing the amounts of the carrier’s per capita
payments to or from the fund for each of its products times the
number of persons covered in that product on the preceding July
first, and multiplying that sum by twelve.
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(f) Any carrier that is notified that it must make a payment to
the fund will make such payment in quarterly installments to the
department of one-fourth of the amount of the payment com-
mencing no later than the following December first. From the
amounts so received, the department will disburse to each carrier
that is notified that it is to receive a payment from the fund quar-
terly installments of one-fourth of the amount of that payment
commencing January first. If the amounts in the fund are not suffi-
cient to make such installments, the installments shall be reduced
uniformly in proportion to the amount of the deficiency to the
total payments to be made by the fund, and such deficiency shall
be repaid when amounts subsequently become available in the
fund to satisfy such deficiency.
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(g) The department may audit or cause to be audited any carrier
to assure that the data reported by the carrier to the department as
required by this section are accurate and complete, and may make
such adjustment to a carrier’s payments to or from the fund as
necessary to assure that the carrier pays to or receives from the
fund the amounts determined by this section.
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(h) In the calculation of rates filed pursuant to section seven of
this chapter, the most recently determined amount of a product’s
payment to or from the fund on a per-contract basis shall be,
respectively, added to or deducted from the pure premium pro-
jected by the carrier for that product.

100
101
102
103
104

(i) The department may promulgate regulations to facilitate the
administration and enforcement of this section.
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(j) Any carrier aggrieved of a determination made by the
department pursuant to subsecton (d) of this section may appeal to
the superior court pursuant to chapter thirty A of the General
Laws within thirty days of the carrier’s receipt of such determina-
tion.
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1 SECTION 4. Except as otherwise specifically provided, this
2 act shall take effect on April first, nineteen hundred and ninety-
-3 seven.

1 SECTION 5. The provisions of this act are severable and it any
2 of its provisions shall be held unconstitutional by any court of
3 competent jurisdiction the decision of such court shall not impair
4 any of the remaining sections.
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