
MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
51st LEGISLATURE - REGULAR SESSION 

COMMITTEE ON BUSINESS & ECONOMIC DEVELOPMENT 

Call to Order: By Rep. Bob Pavlovich, on March 20, 1989, at 9:00 
a.m. 

ROLL CALL 

Members Present: All 

Members Excused: None 

Members Absent: None 

Staff Present: Paul Verdon and Sue pennington 

Announcements/Discussion: None 

HEARING ON SENATE BILL 18 

Presentation and Opening Statem~nt by Sponsor: 

Sen. Williams, Senate District 15, presented SB 18 to the 
committee for reconsideration. We had discussed the bill 
quite thoroughly about 6 weeks ago. It got into the House 
and hit a snag of some sort. What I would like to do is 
just go through the title of the bill with you. Within the 
title itself, it is an act to allow the Public Service 
Commission to treat advertising cost that promotes increased 
use of regulated communications services as an expense 
deductible from income or capital assets when setting or 
regulating rates. As far as I am concerned what this does 
is it allows the PSC to do what they are elected to do for 
the state of Montana and for the protection of the people 
within the state of Montana paying the bill. 

Testifying proponents and Who They Represent: 

Dennis Lopach, US West Communications 
Gene Phillips, Northwestern Telephone Systems 

Proponent Testimony: 

Mr. Lopach said that there are a couple of points that I 
want to repeat for openerso First, this applies only to 
telephone communication~ companies. There is no issue 
involving companies like Montana Power, MDU, electric or 
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natural gas companies. The significant distinction between 
telephone companies and energy companies is that what we are 
talking about is increased usage of a network that is 
already in place so that there is no cost to society of 
using additional resources. Secondly, we are talking mainly 
about regulated services. Certain services have been 
deregulated by the PSC and by law and SB 18 will affect only 
those services that remain regulated. 

Mr. Phillips stated that the purpose of this bill is to 
allow only those advertising expenses to be considered in 
the ratemaking process that will result in lower cost to our 
subscribers. Secondly, this is discretionary with the PSC. 
They can allow these advertising expenses to be included if 
they determine that it will, in affect, actually result in 
lower costs to the subscriber. If they don't the PSC 
doesn't have to allow it. We support this bill and urge a 
do pass. 

Testifying Opponents and Who They Represent: 

Rep. Ben Cohen 
Earl Riley, MT Senior Citizens 
Pam Marshall, MT Low Income Coalition 
Bill Thomas, MT Rainbow Coalition 
Terri McBride, Common Cause 
Brant Quick, Northern Plains Resource Council 

Opponent Testimony: 

Rep. Cohen asked who was here to represent the consumers of 
Montana? The Consumer Federation of America? No, they are 
in Washington, DC. You and I are here to represent the 
consumer of communications utilities. That is just about 
every citizen and small businessman, every homeowner in our 
districts. This is an important bill because it is a major 
change in public policy of this state. We do not allow 
advertising to be included in the cost and basically in the 
ratemaking. If we pass this bill then there will be a cost 
to every consumer of communications service in this state. 

Ms. Marshall submitted written testimony. See exhibit 2. 

Mr. Riley said his organization considers this bill an anti­
consumer bill. Why should we pay to have them tell us to 
use US West or the telephone company in our area? Do we 
have a choice? Can I go some place else to another 
telephone company? Nol The cost will corne right back to 
the consumer. My bill has tripled in the past 6 years. I 
never heard of a phone bill going down! This will simply 
add more cost to consumer. I urge you to not support this 
bill. 
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Mr. Thomas said this rate increase is not for better 
service, it just pays for more advertising. This bill is 
bad public policy. See his written testimony, exhibit 3. 

Ms. McBride submitted written testimony, exhibit 4. 

Mr. Quick said his organization does not support SB 18. 
Most of our members live in rural areas and depend heavily 
on the telephone. If the companies are allowed to include 
the cost of advertising in their operating expense, for 
example, if they spend .5 million dollars on advertising 
this would increase their operating revenue by 1 million 
dollars. This is a very anti-business bill. I urge you to 
vote against SB 18. 

Questions From Committee Members: Rep. Thomas asked Rep. Cohen 
if he was on the PSC and a regulated utility came in and was 
able to show that by making this investment whether it was 
the equipment or whatever it might be, a capitol outlay that 
would go into this formula somewhere as an expense but yet 
in having that equipment whether it would save money just by 
having it, getting rid of old equipment or whatever the 
situation was, but by doing that you improved also on the 
other side of the scale your operating revenue would go up 
so that the thing made money. So the expense was less than 
the income, so therefore, the revenue requirement in this 
formula would be less by doing this. Would you vote to do 
that if state law allowed you to do that? Rep. Cohen said 
the first thing he would have to do as a member of the PSC 
and we have never had this kind of a factor tossed into the 
ratemaking, the first thing I would probably do is hire an 
outside consultant and ask the legislature for a larger 
appropriation in the future, then I'm going to expect the 
consumer council to also analyze that proposal. I'll 
certainly want to see some records or history showing me 
this is, in fact, taking place in other states or other 
places. Then if all of that data were available to me and 
the results are what you might claim they might be, I think 
that, yes, I might make that favorable decision. Now, let 
me point out to you that if that were a arguable and easily 
arguable rate and one that could obviously be shown, any 
utility would do it even without adding it to the ratebase. 
Why spend all your money in your advertising revenue on warm 
fuzzy ads when you could be out there getting new customers 
for specific services that are going to benefit the entire 
community? 

Rep. Thomas asked Mr. Lopach what kind of services are we 
talking about that we would advertise to promote versus the 
warm, fuzzy ads? I do not suggest that the warm fuzzy would 
fit under this bill. Mr. Lopach said the warm fuzzy ad is 
what we call institutional advertising which is primarily 
designed to enhance the image of the company. That 
advertising is strictly borne by the shareholders. We are 
talking about promotional advertising directly addressed to 
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services. An example is INTRALATA long distance which is 
just the short rate of long distance that we are permitted 
to carry, for example, between Missoula and Helena or Helena 
and Great Falls. We can't carry from Helena to Billings, 
that has to be by interchange carrier. But that local long 
distance is one example of an optional service that we would 
try to promote. Other examples include custom calling 
services like call-waiting, call-forward, and three-way 
calling. 

Rep. Bachini asked Mr. Lopach that one of the opponents said 
that this would hurt a business that had most of its 
business over a telephone. Don't they have a special rate 
different from a resident phone? Mr. Lopach said that this 
bill would not affect interstate businesses. The companies 
that this would affect are the smaller companies and the 
residential customers. Shareholders are bearing the cost 
while the ratepayers are benefitting. The real argument is 
the fairness, if the ratepayers benefit then they should pay 
the cost as well. The consumer council and the PSC have 
representatives here if you wish to address questions to 
them. Rep. Bachini asked all the opponents why they did not 
appear when the Senate and our committee heard this bill 
before? Why weren't you here before? The meeting was 
advertised and posted in plenty of time for you to be here. 

Rep. Simon asked somebody from the PSC to please come 
forward. Mr. Chuck Evilsizer, staff attorney, for PSC 
answered questions for Rep. Simon. Would you interpret this 
bill that any and all advertising costs could be added to . 
the rate base if this bill passes? Mr. Evilsizer said his 
interpretation of this statute in terms of the expenses 
incurred by the public utility relates to operating expenses 
and what should be or not be considered by the PSC. The 
main difference between the rate base recovery and the 
operating expense recovery, rate base is 12 percent or 13 
percent, whatever you are talking about, return, my 
interpretation is that it would be allowed as an operating 
expense. 

Rep. Bachini asked Bob Nelson, from the consumer council, if 
the people were aware of the bill before it went before the 
Senate? Is this bill going to increase the rates, decrease 
the rates, did you appear before the Senate committee? Can 
you explain whether you oppose the bill or not? Mr. Nelson 
said they were aware of the bill even before it was 
introduced. We looked at what other states were doing, what 
the possible impact of the bill would be and decided we 
would neither oppose or support the bill. We have been 
frustrated and troubled with the fact that as the opponents 
here today that the costs of telephone service have 
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increased dramatically over the last few years. We are 
trying to do everything we can to keep those costs down. It 
is not inconceivable tc us that something like advertising 
would increase revenues that there would be net benefit to 
the consumers. 

Closing by Sponsor: Sen. Wi~liams said he wasn't sure what the 
people were testifying against, I thought this was the same 
bill we heard in this committee 6 weeks ago. In answer to 
Rep. Cohen, I consider myself as being elected here to 
represent the people of Montana and that is what I intend to 
do.' That is one of the reasons that I introduced this bill. 
I am in a small business and if I couldn't write off the 
advertising that I do as a business expense, why be in 
business. People would not know I was in business. One of 
the businesses I'm in involves telephones and I'm in direct 
competition on a small scale with US West and A T & T. The 
low-income people are the ones this bill is intended to 
help. If we can increase the revenue generated by the long 
distance calls, the residential monthly rate today is 
$13.84, this monthly rate can be reduced. The maximum that 
could be added to phone charges is $1.11 per phone, per 
year. I'm glad the opponents are here today, but I would 
like to know where they were for the first hearing and the 
second hearing. I ask you to give this bill a do pass. 

HEARING ON SENATE BILL 182 

Presentation and Opening Statement by Sponsor: 

Sen. Keating said this bill addresses the statutory limits 
on insurance coverage for alcoholism and mental illness and 
also addresses the definition of mental illness. One thing 
that seemed to slip by in the last hearing was that what we 
are dealing with in this bill is strictly group insurance. 
It has nothing to do with individual purchase of insurance 
policies. An employee gets only the benefits provided 
within the particular group policy. 

Testifying Proponents and Who They Represent: 

Steve Waldron, Mental Health Center, Helena 
Cindy Horn, Jackson & Rice, Helena 
Joanne LaMettery, Helens 
Mike Ruppert, CDPM, HelEna 
Greg Campbell, Helena 
John Thorson, MT Mental Health Association 
Ann Scott, Director, Rocky Mountain Treatment Center, Great 

Falls 
Judy Griffith, Helena School District, Helena 
Jim Ahrens, Helena 
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Proponent Testimony: 

Mr. Waldron stated that a compromise has been worked out 
that addresses the concerns of a number of the committee 
members. There have been a number of reductions and 
changes. We suggest that the original definition of mental 
illness be put back in the bill, and secondly we cut the 
requested increase in half to $5,000 for inpatient and 
$1,500 for outpatient services. I have handouts for the 
committee showing the new amendments. 

Ms. Horn said she was raised in an alcoholic home, married 
and divorced twice a man who is an alcoholic. I have 4 
children, 2 sons and 2 daughters, my sons are high 
achievers, good in sports and academics, but my 17 year old 
son is an alcoholic. He has had 3 professionals diagnose 
him as an alcoholic. He needs treatment. My 14 year old 
son has had some serious drinking problems, is right now, in 
a support group through Capitol High School. My kids aren't 
into drugs but do have alcohol problems. I need help right 
now financially, my son is on the brink of going into a 
treatment center. I have had my children into counselling 
because I am trying to bring them into the awareness of what 
the disease is. My children are the next generation. I am 
doing what I can emotionally to stabilize them, to give them 
coping skills and to really help them understand what this 
disease is and the devastation it has brought in to our 
family and home. This increased benefit will help my 
children to have the help they are going to need to get 
their lives back together. 

Ms. LaMettery said she has 2 young boys that are alcoholics, 
one is 24 and the other is 19. When the oldest made it 
apparent to us that he was an alcoholic, we chose to ignore 
it. When the second came along, we put him into treatment. 
We were shocked at the cost of this treatment. If we had 
not had very good insurance we would not have been able to 
do this. He just got out of treatment in December, he is 
now 19. He is dedicated to remaining sober. Our insurance 
covered 90 percent of the cost and did not have the problem 
of coming up with the extra money like some families have. 
I have seen people go into debt for several thousands of 
dollars for this treatment. There is a lot of emotional 
issues involved, to come out owing $5-10,000 on top of the 
treatment is hard for a family to deal with. There is a lot 
of treatment the family needs to learn to reshape their 
lives. We are all under recovery and that takes insurance 
benefits. If we did not have this coverage we could not 
help ourselves. I ask you to give this bill a do pass for 
those people needing treatment. 

Mr. Rupert urges the committee to give SB 182 a do pass. I 
have spoken to this committee and my arguments are the same 
as in the past. 
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Mr. Campbell said he works for Fish, Wildlife and Parks. I 
am also a recovering alcoholic. I went into treatment when 
I was 16 years old at the request of a counselor who said I 
was dependent on alcohol. Had it not been for insurance 
provided by the state of Montana for my parents, I would not 
have been allowed to go for treatment. I am thankful for 
the treatment centers and the money provided by the 
insurance coverage. Alcohol is a disease and my 2 children 
face the possibility of being alcoholics too. I urge your 
support of SB 182. 

Mr. Thorson said his association urges the support of the 
committee for SB 182. 

Ms. Scott gave a brief history of this bill. When it was 
introduced 6 years ago, it equalized the benefits between 
mental illness, alcoholism, chemical dependency, and 
physical illness. There has been a long history of 
discrimination by society, in general, against the mentally 
ill and chemically dependent people. 

Ms. Griffith said she is the chemical awareness coordinator 
for the Helena school district. I ask the committee to 
support this legislation. In working with student assistant 
programs and counselors in the school system in Montana and 
being in touch with those throughout the state, I can't tell 
you how devastated our efforts have been by youngsters 
involved in alcohol and drug abuse. We have kids coming 
into the lOth and 11th grade that already have 3-6 years 
under their belt. We know that the younger kids begin using 
alcohol and drugs the higher the risk that they will be 
addicted. When we can identify these youngsters through 
preassessment process, refer them to professionals, who 
often times see that they get into treatment centers, we 
have a much better chance of avoiding complications and 
problems that can and do occur. When youngsters are not 
treated early and treated well, as they are in some of the 
programs in this particular state, what happens often is 
that they come back into the system often times not 
finishing school, or the cost in terms of lowered standards 
of education, higher law enforcement and mental health costs 
are enormous. In a survey among our 11th and 12th graders we 
found that 53 percent had been drunk 2-10 times or more in 
the 30 days prior to the survey and that 18-20 percent of 
all of our 7th through 12th graders had their first drunk, 
not their first drink, but first drunk at age 12 or before. 
We only asked down to age 7. The reality is that things are 
available out there for kids to get into difficulty with in 
ways that they never have before. We have to be prepared to 
treat these youngsters early. The problems for families 
that are dealing with this are simply enormous, and some 
families are financially devastated by the experience. We 
need this legislation and your support. 

Mr. Ahrens said his association supports this bill. 
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Testifying Opponents and Who They Represent: 

David Evenson, U of M, Missoula 
Tom Hopgood, Health Insurance Associations of America 

Opponent Testimony: 

Mr. Evenson said their major concern is the cost. Our 
second concern is not that drug and alcohol treatment is 
something we don't want to pay for, we do. We feel that the 
testimony we heard is important. 

Mr. Hopgood said the position of his association is that 
they oppose mandatory coverage because it will drive the 
cost of insurance up. 

Questions From Committee Members: Rep. Bachini asked Mr. Waldron 
if we have the treatment facilities here in Montana to take 
care of what we need to do with chemical and alcohol 
dependencies? Mr. Waldron said I believe we do. Second, is 
the concern Rep. Driscoll had with this bill, does it allow 
treatment out of state, would it be very expensive, would 
this bill allow this? Mr. Waldron said there is some 
language in the bill at the request of the state auditor's 
office for consumer protection that says "or a state 
licensed authority". It will not increase cost because you 
still have the limits on the amount of coverage available 
whether in state or out of state. This language is on page 
2, lines 2 and 3. 

Closing by Sponsor: Sen. Keating said in closing that the 
university system, which seems to be the principal opponent 
of this measure, covers probably less than 1 percent of the 
people that would be covered in the state, whereas Blue 
Cross/Blue Shield who support this measure provide coverage 
for about 35 percent of the recipients. When the university 
system begins to be handled by a third party, self-insured, 
they are no longer affected by this measure. In fact, one 
of the principal bidders for this is Blue Cross/Blue Shield. 
They may be taking over the university system before too 
long. I don't understand the attack by the university 
system. The single opponent of this bill. I ask you to 
give this bill favorable consideration. 

DISPOSITION OF SENATE BILL 18 

Motion: Rep. Nelson moved BE CONCURRED IN. 

Discussion: Rep. Bachini asked if the utilities could deduct all 
advertising costs from their taxes, is this included as part 
of their operating expense? Rep. Pavlovich said he thought 
they were allowed a percentage. 
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Rep. Simon said when we talk about taxes paid and the 
allowable deductions we are talking about revenue setting, 
not taxes. I think we should not confuse the two. This 
bill addresses what components go into the revenue setting 
requirements set forth, it has nothing to do with their tax 
structure and what tax they will pay. 

Rep. Bachini said his question was if they are able to 
deduct those costs from their taxes and then we come back 
and the PSC would allow them to put them into ratemaking,. it 
seems like they are able to deduct at tax time and include 
them in the rate base they are getting two benefits. 

Rep. Bachini said if this bill passes and the utility under 
federal law allows them to deduct this expense and then the 
PSC allows these into the rate base how does this affect 
their taxes? Rep. Thomas said if it was allowed and 
increased the rate base with no increased revenue, you would 
have the same taxes as before but the revenue requirement 
would be higher. If revenue would come in which is the only 
way they would approve it then essentially the taxes will go 
up from that corporation because there is more revenue 
exceeding the deductions. So the taxes would go up. 

Rep. Kilpatrick asked what that $1.11 was? Rep. Thomas said 
that is the most we could be impacted as ratepayers. This 
is if there is no return. Rep. Thomas said no one in 
business is going to advertise unless it generates a return. 
That is why you advertise. 

Amendments, Discussion, and Votes: None 

Recommendation and Vote: SB 18 BE CONCURRED IN 11-5 vote. 

DISPOSITION OF SENATE BILL 182 

Motion: Rep. Simon moved BE CONCURRED IN and moved the 
amendments. 

Amendments, Discussion, and Votes: The amendments DO PASS. See 
the attached amendments. 

Recommendation and Vote: SB 182 BE CONCURRED IN as amended 11-5. 

DISPOSITION OF HOUSE BILL 746 

Motion: Rep. Bachini moved the action on HB 746 be reconsidered. 
Rep. Blotkamp moved DO PASS. 
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Discussion: None 

Amendments, Discussion, and Votes: See the attached 3 pages of 
amendments. 

Recommendation and Vote: H2 746 DO PASS as amended 9-6 vote. 

DISPOSITION OF SENATE BILL 87 

Motion: Rep. Thomas moved to reconsider the action on.SB 87. 
Rep. Thomas moved BE CONCURRED IN. 

Discussion: None 

Amendments, Discussion, and Votes: None 

Recommendation and vote: SB 87 BE CONCURRED IN 10-5 vote. 

DISPOSITION OF HOUSE BILL 627 

Motion: Rep. Simon moved the gray bill DO PASS as amended. 

Amendments, Discussion, and Votes: Rep. Bachini said the sub­
committee considered two issues, one was the protection for 
the employees involved in the event of the sale of the 
liquor stores of Montana and secondly the amendments were 
minor amendments. Section 43, a new section protects the 
employee, the department shall give them preference. I have 
tried to provide something for these employees that would 
lose their jobs. I think this is very important that the 
state of Montana do this. The benefit would be the 
severance pay of $50,000 and the proceeds from the sales 
would take care of these severance payments. I have been 
opposed to this bill and the two prior bills because of not 
having any labor protection, that is why these amendments 
are being submitted. These provisions for the employees are 
printed in the gray bill on page 39, section 43, 44, and 45. 

Rep. DeMars asked Rep. Bachini if these amendments could be 
stricken out at any time? Rep. Bachini said it was very 
possible, the subcommittee voted 2-1, with Rep. Simon voting 
against it. He had softer amendments and in looking at 
them, they did nothing for the employees in my opinion. 
There is no guarantee that these amendments will stay in the 
bill but I will do everything I can to see that these 
amendments say in the bill if it goes through. 
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Rep. Nelson had questions on Section 43, lines 27 and 28 of 
the gray bill and asked Rep. Bachini if this was not a 
little hazy and should be defined stronger than it is? What 
do you really mean? Rep. Bachini said he stands to be 
corrected but I understand that there are some provisions 
already, I think they are negotiated. 

Rep. Pavlovich asked Rep. Simon where we are right not. 
Rep. Simon wanted to explain the gray bill as it exists and 
go from there. Rep. Simon explained that one of the major 
provisions is the protection of the employees. Another area 
that was a major concern in the bill is on page 16 and 17 of 
the gray bill, you recall that I proposed a tax by the 
liter, there was some problems involved with that from 2 or 
3 standpoints. So, we adopted some changes in the tax 
structure that will make the tax based on the cost of the 
liquor plus freight. It is based on a different base but 
would still be cost driven rather than volume driven. The 
idea of these amendments is to generate the same amount of 
revenue as currently being generated by the taxes and the 
profits. The bill would end up being revenue neutral from 
the standpoint of taxes and profits. The concern that Mr. 
Lehm had for in state distillers or bottlers is taken care 
of in (2) on page 16 and 17, the first 200,000 gallons would 
be taxed at a rate 10 percent less than the normal rate to 
give them a break which is already provided in existing law. 
We reinserted that in the bill to give them that break. The 
rest of the bill remains largely intact. There are some 
technical amendments. 

Rep. Pavlovich asked Rep. Simon if the state would lose any 
money? Rep. Simon said it would not, that it would balance 
itself out. 

Rep. Thomas asked Rep. Simon if everybody who had a license 
would buy from the state warehouse? Rep. Simon said yes. 
Rep. Thomas asked him if there was a preference for a person 
who operates a state agency store now? Rep. Simon said 
there was not a built-in preference in the bill. 

The gray bill DO PASS as amended. The language will be 
inserted into the original bill. 

Rep. Bachini said everybody knows I am opposed to this issue 
even when Mr. Chairman carried his bill of privatizing the 
liquor business. The outfit isn't broke, so why try to fix 
it with this bill? We have a lot of good people out there 
running the business, they are doing a good job, bringing 
good money into the state. This will open up the liquor 
establishments all around the state. You will have them in 
every place of business and won't be able to stop it. They 
will challenge it if you try to stop them. Rep. Bachini 
said he was opposed to the bill even as amended. 
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Rep. Johnson said I speak in opposition to the bill also 
from the standpoint of the proliferation of package stores 
that would occur. 

Rep. Bachini made a substitute motion to TABLE the bill. 

Recommendation and Vote: HB 627 is TABLED 10-6 vote. 

ADJOURNMENT 

Adjournment At: 1:15 p.m~ 

BP/Sp 

6103.min 
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STANDING COMMITTEE REPORT 

March 20, 1989 
Page 1 of 1 

Mr. Speaker: We, the committee on Business and Economic 

Development report that SENATE BILL 87 (third reading copy 
blue), with statement of intent included, be concurred in • 

Signed: __ ~~~~~~~~ __ ~~ __ __ 
Robert Pavlovich, Chairman 

[REP. WILL CARRY THIS BILL ON THE HOUSE FLOOR] 
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STANDING COMMITTEE REPORT 
\ . 

March 20, 1989 
Page 1 of 3 

Mr. Speaker: We, the committee on Business and Economic 
Development report that HOUSE BILL 746 (first reading copy -­
white), with statement of intent included, do pass as amended. 

Signed: __ ~~~~~~~~ __ ~~ __ ~ 
Robert Pavlovich, Chairman 

And, that such amendments read: 

1. Title, line 10. 
Strike: "AN" 
Insert: "A DELAYED" 

2. Page 2, lines 9, 12, and 17. 
Page 3, line 2, 16, and 20. 
Page 4, line 2 
Page 5, lines 18 and 24. 
Page 6, lines 2, 4, and 25. 
Page 7, lines 3, 7, and 25. 
Page 8, lines 14, 21, 22, and 23. 
Page 9, lines 3 and 15. 
Page 10, line 6. 
Page 12, lines 19 and 21. 
Strike: "12" 
Insert: "13" 

3. Page 2. 
Following: line 12. 
Insert: "(1) "Adjusted gross proceeds· means all money 
collected or received from games authorized by [sections 1 
through 13) minus prizes paid." 
Renumber: subsequent subsections 

4. Page 2, lines 18 and 19. 
Strike: subsection (3) in its entirety 
Renumber: subsequent subsections 

5. Page 4, line 9. 
Following: ·manufacture" 
Insert: "for sale in this state" 

64131BSC.HBV 
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6. Page 4, line 14. 
Strike: "manufacturer's or" 
Following: "license" 
Strike: "shall:" 
Insert: "must" 

7. Page 4, line 15. 
Strike: "(a)" 

B. Page 4, line 16. 
Strike: "," 
Insert: "." 

9. Page 4. 
Following: line 16 

March 20, 19B9 
Page 2 of 3 

Insert: "(3) An applicant for issuance or renewal of a 
manufacturer's or distributor's license shall:" 

10. Page 4, line 17. 
Strike: " (b) " 
Insert: "(a)" 

11. Page 4, line 19. 
Strike: "(c)" 
Insert: " (b) • 

12. Page 4, line 21. 
Strike: "(d)" 
Insert: "(c) • 

13. Page 5, line 5. 
Strike: "(3)" 
In s e r t : "( 4) " 

14. Page 6, line 9. 
Following: "the" 
Insert: "adjusted" 

15. Page 6, lines 24 and 25. 
Strike: "licensed under" 
Insert: "who offer or make available games authorized by" 

16. Page 7, line 4. 
Strike: "$BOO" 
Insert: "$500" 

17. Page 7, line 7. 
Strike: "be a random game" 

64131BSC.HBV 



• 
March 20, 1989 

Paqe 3 of 3 

Insert: -comply with standards promulgated by the department-

18. Page 7, line 8. 
Strike I -80'­
Insert: -70'-
19. Page 7, line 10. 
Strike: 8Gross· 
Insert: 8Adjusted gross-

20. Page 7, line 14. 
Strike: 8a " 
Insert: 8an adjusted8 
Strike: -3'" 
Insert: -5'-
21. Page 8, line 14. 
Following: -12]­
Insert: 8," 

22. Page 9. 
Following: line 10 
Insert: -NEW SECTION. Section 11. Tampering violation. A person 

who purposely or knowingly tampers with or conspires to 
tamper with any game or the play of any game to influence 
the outcome of the game is quilty of a misdemeanor.-

Renumber: subsequent sections 

23. Page 12, line 23. 
Strike: -July 1, 1989-
Insert! -6 months after passage and approval" 
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STANDING COMMITTEE REPORT 

March 20, 1989 
Page 1 of 1 

Mr. Speaker: We, the committee on Business and Economic 

Development report that SENATE BILL 182 (third reading copy -
- blue), be concurred in as amended. 

signed: __ ~~~~~~~~~=-~ __ __ 
Robert Pavlovich, ChaIrman 

[REP. SIMON WILL CARRY THIS BILL ON THE HOUSE FLOOR] 

And, that such amendments read: 

1. Title, lines 5 and 6. 
Strike: wREDEFINING wMENTAL ILLNESS"," 

2. Page 2, line 21 through 23. 
Strike: lines 21 and 22 in their entirety and through 

wASSOCIATION" on line 23 
Insert: *neurosis, psychoneurosis, psychopathy, psychosis, or a 

personality disorder" 

3. Page 4, line 2. 
Page 5, line 5. 
Strike: "$6,000· 
Insert: "'$5, 000" 

4~ Page 4, line 17. 
Following: "~" 
Insert: "35% or" 

5. Page 4, line 18. 
Following: "~reater," 
Insert: "whichever is greater," 

6. Page 4, line 21. 
St ik "$2,000" .. r e: _ 
Insert: "$1,500· 

7. COMMITTEE ON BUSINESS AND ECONOMIC DEVELOPMENT 
STANDING COMMITTEE REPORT OF MARCH 9, 1989 

Strike: Amendment No. 1 in its entirety 

( 

641310SC~llBV 
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STANDING CO~~ITTEE REPORT 
\ . -
I 

March 20, 1989 

Paqe 1 of 1 

Mr. Speaker: We, the committee on Business and Economic 

Development report that SENATE BILL 18 (third readinq copy 
blue) be concurred in • 

Siqned: __ ~~~~~~~~ __ ~~~~ 
Robert PavlovIch, Chairman 

[REP. THOMAS WILL CARRY THIS BILL ON THE HOUSE FLOOR] 

\:':," . 
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ROLL CALL VOTE 

BUSINESS AND ECONOMIC DEVELOPMENT COMMITTEE 
--~~~~~~~~~~~~~~~~---------------

DATE 3 \J.~ \Q~ 
NAME 

BILL NO. __ s....t..-,;'8=-~/...:;;.g __ NUMBER __ 

AYE NAY 
Bob Pavlovich "i-
Bob Bachlni 
Rob Blotkamp 
Gene DeMars "f.. 
Bill Glaser I 

Stella Hansen ~ 

John Johnson 
Vernon Keller 
Tom Kilpatrick -y.. 
Lloyd McCormick "f. 
Thomas Nelson 
Bruce Simon 
Clyde Smith 
Don Steppler 
Fred Thomas 
Norm Wallin 

TALLY /I 

Sue Pennington Bob Pavlovich 
Secretary Chairman 
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Amendments to Senate Bill No. 182 
Third Reading Copy 

For the Committee on Business and Economic Development 

March 17, 1989 

1. Title, lines 5 and 6. 
Strike: "REDEFINING "MENTAL ILLNESS";" 

2. Page 2, line 21 through 23. 
Strike: lines 21 and 22 in their entirety and through 

"ASSOCIATION" on line 23 
Insert: "neurosis, psychoneurosis, psychopathy, psychosis, or a 

personality disorder" 

3. Page 4, line 2. 
Page 5, line 5. 
Strike: "$6,000" 
Insert: "$5,000" 

4. Page 4, line 17. 
Following: "ar" 
Insert: "35% or" 

5. Page 4, line 18. 
Following: "greater," 
Insert: "whichever is greater," 

6. Page 4, line 21. 
Strike: "$2,000" 
Insert: "$1,500" 

COMMITTEE ON BUSINESS AND ECONOMIC DEVELOPMENT 
STANDING COMMITTEE REPORT OF MARCH 9, 1989 

Strike: Amendment No. 1 in its entirety 

1 SB018207.apv 



SB 18 

RR = [ROR(RB) + OE + T] - OR 

RR - Revenue Requirement 

ROR - Rate of Return 

RB - Rate Base (Investment) 

OE - Operating Expenses 

T - Taxes -
OR - Operating Revenue -



· MONTANA· 
LOW-INCOME 

COALITION 

P.O. BOX 1029 ~ 
HELENA, MONTANA 59624 
(406) 449-8801 
(406) 443-0012 

BUTTE 
COMMUNITY UNION 
113 HAMILTON 
BUTTE 59701 • 782-0670 

BOZEMAN 
HOUSING COALITION 
226 EAST KOCH 
BOZEMAN 511715·587-3736 

CONCERNED CITIZENS 
COALITION 
825 THIRD AVENUE SOUTH 
GREAT FAllS 59402' 727-9136 

LAST CHANCE 
PEACEMAKERS COALITION 
107 WEST LAWRENCE 
HELENA 59601 • 44Q.8680 

LOW INCOME 
SENIOR CITIZENS ADVOCATES 
BOX 897 
HELENA 59624·443-1630 

MONT ANA ALLIANCE FOR 
PROGRESSIVE POLICY 
324 FUllER 
HELENA 59601 • 443-7283 

MONT ANA LEGAL SERVICES 
EMPLOYEES ASSOCIATION 
801 N. MAIN 
HELENA 59601 ·442-9830 

MONTANA 
SENIOR CITIZENS ASSOCIATION 
BOX 423 
HELENA 59624'443·5341 

MONTANANS 
FOR SOCIAL JUSTICE 
436 NORTH JACKSON 
HELENA 59601 • 4411-3140' 227-8694 

POWELL COUNTY 
NEIGHBORHOOD 
SUPPORT GROUP 
BOX 342 
DEER LODGE 59722· 846-3437 

TESTJMONY OPPOSING SENATE RILL 18 
Repr.esentative PavlovicJ •. Chair 

G~o~. morning Hr. Chair- and Committee H~mbe!'s. My ·name is 

Pam M ... rshall, and I am here today representing the Montar.a Low 

Income Coalition. As an organization, we oppose ~~n~ te Rill 1! .. 

We feel that the consumer is in no p-::>sition to choose other 

communi':ation utilities and therefore ~:t.ould 110t be forced to 

bear the cost of these utilities' :dv(-rtising. ThE. possession of 

a phone has become a.necessity in this society, ~s it enables 

employers to· reach those seeking employment. Further, as this 

bill is written, the consumer pays not only the cost of use, 

but also the cost of putlic relations. The consumer has no 

option but to purchase fl'Qm the utility the services previded, and 

we feel there is no need to force us to purchase advertising 

that encourages further use. 

We en.:ourage your vote against Senate Bill 18. Thank you. 
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TESTIMONY OF BILL THOMAS FOR THE MONTANA RAINBOW COALITION 

RE: Senate Bill 18 

Mr. Chairman and Members of the Committee: 

The Montana Rainbow Coaltion is opposed to Senate Bill 18. 
We think it is unfair and unwise to include regular advertising 
costs in the rate base. 

The poor and the elderly in Montana are having a hard enough 
time making ends meet without socking them with a rate increase, 
not for better service, for new equipment, for special equipment 
for the handicapped, for safety, or some other clearly beneficial 
public purpose or increased benefit, but for regular advertising. 

The provisions of this bill are clearly a radical departure 
from the type of expenses which are now excluded from the rate 
base in MCA 69-3-307 -- all of which do serve some larger public 
purpose or provide a clear consumer benefit. 

Many people in this state are living hand to mouth every day 
and every month, right on the edge. For these people, paying 
increased monthly bills to cover regular advertising as a result 
of this bill might mean going without a meal, a warm coat or some 
other real necessity. 

We urge you to consider these people in your deliberations. 
SB18 is bad public policy. We urge you to vote it down. Thank 
you. 



P.O. Box 623 
Helena, Montana 59624 (406) 442-9251 

TESTIMONY OF COMMON CAUSE 
AGAINST SENATE BILL 18 

Mr. Chairman and members of the House Business and Economic Development 

Commi ttee, for the record my name is Terri McBride, lobbyist for Common 

Cause/Montana. I am here on behalf of the members of Common Cause. 

We would like to go on record in opposition to Senate Bill 18. 

We believe this legislation, if passed, would harm telecommunications 

consumers. According to information provided by the Public Service Commission 

if SB 18 had been in effect in 1987 more than $450,000 in Montana telephone 

advertising expenses could have been considered by the PSC in rate making. 

Already there are many individuals who have difficulties paying for 

their communications services. This legislation could harm these people by 

putting the burden of additional advertising expenses into their rates. 

I 
I 
12'. , 

I 

We understand the purpose of this legislation is that consumers could 

benefit by increased services and efficiency. However, we are concerned this I 
legislation would impact most everyone's rates while only a portion of the 

consumers will be able to afford the promised increased services. Second, the I 
proposed purpose of better efficiency is unsubstantiated. According to the 

PSC they know of no Montana studies or reports to support this argument. 

We also believe this bill could set a precedent by opening the door to 

allow other utilities the opportunity to consider their increased-use-

advertising expenses in the rate base. Once again this would benefit the I" .. 

utility rather than the consumer. In our opinion, as the cost of telephone 

services continues to rise we stray further and further away from the original I', :." 

goal of universal telephone services. I 
We urge a do not concur on Senate Bill 18. 

I 
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CENTrJI Of' 
., MHOL S1UDI., 

Alcoholism Treatment 
Impact on Total 

Healtli care Utilization 
and Costs . 

Analysis of the Federal Employee 
Health Benefit Program 

with Aetna We Insurance Company 

February 1985 

US. DEI' AkTMENT OF' HEAL'J'H AND HUMAN SERV1~ 
Public Hf4Ilth SMite 

Alcohol, Drug Abuse, ifld MentAl HWth Administration 

NalionallMitutt on Alcohol Abu5e and Alcoholism 
5600 Fishers Lane 

RoclcvilJc, M4ryJand ~7 -
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lnp&\1ont tro&tmont. AmbulatGrf 0lI'O 

Mean l'anefiu ~t.c1r7 .. Bonctl\a 
AdmlMI.ont lqt.h "'0.Itl NIaD pakS .. vlIiti (porotJrlt p&ldu 
(porctDt.or otn.., CI(lCt pet' COlt percent Pi tolal cWn. pan:;6Ut 

1)pe~~ \.oUl) (dI)'I) ~ per., or COlt -..bmttte4) of totAl 
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HocplW~fU.l&\.od .uent.. 
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"~.' . ., 48.' 
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COST BENEFIT OF ALCOHOLJSM TREATMENT ' 
," ,,;,', ,,' 

Harold D. Ho14er, Ph.D., and'Jam" 0., Blose, M.P.P~ 
• '. .' • • I ,.' 

.... :'.< . ' .. ". 
III a .!lUIy baud IIf'OA • rnl,. of ~ fil14 by "'11 ,u"," aSeobqU~. 'ill th~ 'tid,ral 
£lnployu' tf.~ Bclldil 1',0"..,., wiSh the Acaa JJI,'IU'AMe C~r.it w ... fOUll4 tlW. 
on lIIe aVITA, •• aI~b"UCl bu:urr.d ,ta,4\i111.1Y ,",. .. iIIi lOcal !ltalQt' ~o,~ prioJ' &0 
\nawncnl. bul dttli""" durie, IC'Yfral'oll"",·up y ... ,.. ' " " ' " " , 

", .' .. 

In the "vera I studies that have examined the' bnpJCf" of 
alcoholism tr~tmenl on m4:dical care cost and utiliz,tion using 
data from prepaid pllln5 or HMOs (H. Hunter,' unpublished data. 
November 1978). there; has been I cOnsistent dt:cr=e in overall 
health care utilization' followins' aJcoholism'~ trQ\tment. :'Still, 
the general conclusion of the findinas can be 'queStioned because 
of the possibiiity of self-selection in enrollment with: 'HMOs 
ana the concentration of research In's~ific seographic areas.'" 

The study reported herein has followed a 'div~e"approaeb in 
coveting: (1) a lar~c. continuouslY" enrolled treated alcoholic 
population (about 1700 subjtfts). (2) cases ,from it1150states. 
(3) longer ptetreottment and posttreatment time 'periods~ (4) use 
ot multiple c:ost and utilization ~ures to oorroborate any 
observed effects, and (5) U5e 'of a Comparison ,roup. 

Further. the research bas tbe tapacity to extend our knowledge 
in two' directions: 0) ex.plolltory, ~lySC$ to 'Oc, 'cOnd':lctet;1 on 
alcoholiC$ of differing ages; and (2) a longer"and more detliled 
picture of the ptctrcatmcntcos~ patterns of alcoholics'tl}ari has 
been posdble. ' , . " . ,': . 

RESEARC~ APPROACH':' " 
~:. ; .; . : { ... ".~:. ~ ;"" . 

'.' The data' for this study' were! (S~ivedfi~m 'a'review 01 all 
cl~iffi$ filed wHh Aetna Life and Casualty 'Company' during the 

, • . ." : •• ~ I. '..... ; ~ . " • I 

OrieilllUI)' Jlu'oliabtd as" "A1~oboli'lIl Tu.,mpll.l t.Ild Tow Kullb C*r;':U~~1I aM 
COSI •• ,. Pour-Y •• I' LtonaJNdillal ADalr.it ofPcdcraJ ElnpJoJ/Cc.- ill tAC.JflI/offl4l0J ~ 
AtMtl~AAlI.4J~q.l4'..'1:14lJ4fl. 2$6: l456·1"~O.S'PL,I." "".,, 1'''Alnclic~ lohdic:a1 
AnollJIliQII. Diac.l,&d. aAd p",bIahccl: wi&ll ~neUniollo ;' ' .. : :;:.. .. ; j :;.' ~, ' ;: ,; ~ > ; , 

. R.print r.~un" &Q: Ttl. H~ &010&)' JUUM •• 21 J N. ColU!q,~~ St., f!~I~ ,~ CiI&pcl 
Hill. Ne 27514 (Dr. HD~tr). , ., ' ' 
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COST IoENP'IT OF A&.COtfOL.SM TIt£A TMlNT , 

calendar years 1980 throuSh 1983 by all persons insured under 
the Federal Employ~ Health !kneW Program. The Aetna plan 
covued 390,000 enrollees. hllf of whom were !laed 60 or older. 
A total of 2934 individuals, filed claims tor alcoholism 
treatment,each fitting the dt:$Q"iption of "a penon who had 

,recti ved medical treatment under a primary diagnosis of 
lllcoholbm. " 

A randomly selected group of families that had filed no 
claims tor alCOholism treatment were used only to. make 
comparisons with the alcoholic fM'li1ies regatdlns aenml 
medicaJ care utilization patterns. No statistically significant 
diffl:rences in demographic characteristics were found between the 
two fami ly groups. 

All medical cue claim5 for both sroups for sc::rvices rc:ndllred 
during the four-year period Were analyzed. Costs wert dt:!ined 
as unique characs for services submitted to Actna by medical care 
providers, 

Under the Federal Employees H~1th Bcmefit Program with 
Aetna, alcoholism treatment is explicitly covered under the 
surgical and medical expen$CS for mental disorders. About 80% 
of the families in bOlh the alcoholic .and nonalcoholic study 
~roup£ ret~ined hiah-option coverase ($20,000) throuShout the 
four years. 

RESULTS 

The !our-yc:af Ivc:raae per ~pita monthly hClilth care C05ts for 
families with an alcoholic mctnber were $209. 60 C100~ hiaher 
than those with II nonalcoholic member). The mean a.se tor the 
1697 treated alcoholics was 51 years. 65% beina males. 
Primarily, the: favored treatment W&I$ inpatient we, with an 
average lensth of Slay of 21.1 days in a general hospital. 

Costs associated with the first alcoholism claim have been 
excluded from these and all subsequent analyses reported herein. 
Since initial alcoholi£m treatment usually involved an expensive 
inp~tjenl stay, includioB thCic CO$ts in the analysis tended to 
obscure the pattern of ,enenl medical care utilization. All 
sub~equent costs for alcoholism treatment wer~ included, 
however. 

Taken as a whole, results cl<:"4fli' indiQte that mean monthly 
total medical care costs sradual1y increase before the initiation of I} 
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alcoholism tr~tment. decline immediately followina treatment 
ini tialion, and continue to decline at least into the second yrar. 

On the average, from 36 to 12 months before alCoholic. 
bcsin alcoholism treatment their medical care C;OSlS al'1ldually 
increase, with aVQ'age monthly c;osts per per$on risIns from 
approximately $130 to S119. Durina the yrar before treatment 
begins, however, total medical care c;osts rise much faster. The 
average monthly medical care cost rose to $4Sl in the six-month 
period before alcoholism treatment lind to $1370 in the final 
month. 

After trealment bc:gins, total medical care CO$ts drop fairly 
rapidly for about 12 months. This drop continut:$. thou&h 
mort slowly. durins the next two years. Total health care c;osts 
averagtld S294 per month during the six months followin, 
treatment initiation. but only S190 per month by the third 
post-treatment initiation year. 

We ~x!.T.ined three ::,s¢ i'oups: len thin 45 yt:cal"~. 45 to 64 
yean, and 6S years and older. Alcoholics in each aae aroup 
followed the seneral patterns of th~ total sroup. Yet there was 
a cleat 8S5ociation between 82e and the extent M tlll'l "t''='1' in 
medical care costs foUowIns the start of alc:obolimt trQtment. 
By 36 months after the start of treatment: the avenae monthly 
total costs of those less than 45 years (N .. 440) bad dropped to '8 

level companble with that experienced 36 months prior to 
trelitmen t. 

The: middle ase group (4S to 64 years old. NaS23) is most 
lik.e the model ase of groups typically represented in previous 
studies of treated alcoholics. The heahh care costs of tbis sroup 
also dropped sisnificantly foJlowina the start of alcoholism 
treatment, although they did not reach level~ IS Jow as those 
existing several years prior to treatment. The olde:st group 
(N:;434), which consisted primarHy of retiret$. c:xperienced the 
highest overall medical care costs and showtd the least 
convergence to the levels that existed prior to initiation of 
alcoholism treatment. 

COMMENT 

Though no study of a sIngle enrolled population can be 
definitive, given both the diversity of the alcoholic population 
and the diversity of populatio%l$ enrolled under employ" health 
benefit plans, the research is probably more aentralizable than 
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COST BENEFIT 0, ALCOHOLISM TItIA T'J'd£NT , 

many previous studies based on smaller regional'samples. A15o'. 
the Ions term period Ilvililablc for analysis allowed for more 
thorough examinations of pretreatment medical care cost patterns 
of alcoholics,'" "" 

This examination identified more clearly the mturc of the 
rapid increaSe in costs that occurs' in the year, immediately 
p'receding initi~l alcoholism treatment. It appean" tbat within the 
s'ix months pdor to the start of alcOholism" treatment. the 
emotional and physical problems of the average alcoholic 
escalate. These wonenins problems manifest themselvC$ in the 
use of additional health carc services. This 'sharp upward ramp is 
not unique to alcoholism but abo occurs' for other chronic 
diseases. 

Only for penons less than 4S yran of age did posttreatment 
health care costs cventualiy decline to a level as low as that 
experitncc:d $tveral ytan prior to alcoholismtrc:atment. 

The health policy in question, is whether alcohoHsrn 
treatment as 'actually rendered to II 11ll'8c population that, is 
moti v~ted to seek we can result in' reductd overall health care 
costs. The results of this study provide further ~"idcnce that 
this question should be answered affirmatively. 
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Office of the Legislative Auditor 

MONTANA UNIVERSITY SYSTEM 
MENTAL HEALTH BENEFIT INCREASE 

Legislative Request (89L-82) 

March 10, 1989 

This memorandum details expected increases in benefit payments for 
the University System health insurance plan. 

CALCULATION OF 50% TO 80% BENEFIT INCREASE 

FY 1989-90 

Actual FY88 charges less reductions 
X 15% inflation 
Projected charges with inflation 
Less deductible 

Projected FY90 Allowable claims 

Allowable claims X Benefit Payment 

$276,956.46 
41, 543 .47 

$318,499.43 
(39.405.92) 

$280,093.51 

$280,093.51 X 50% - $140,046.76 
$280,093.51 X 80% - $224,074.81 

(current law) 
(proposed law) 

Difference $ 84,028.05 (increase due to proposed law) 

FY 1990-91 

Projected FY90 charges less reductions 
X 15% inflation 
Projected charges with inflation 
Less deductible 

Projected FY91 Allowable claims 

Allowable claims X Benefit Payment 

$318,499.43 
47.774.91 

$366,274.34 
(39,405.92) 

$327,868.42 

$327,868.42 X 50% - $163,934.21 
$327,868.42 X 80% - $262,294.74 

(current law) 
(proposed law) 

Difference $ 98,360.53 (increase due to proposed law) 

ASSUMPTIONS 

1. 

2. 

This calculation includes costs for increasing benefit 
payments, at current claim level, from 50% to 80%. 

A claims manager for an insurance company said mental 
health costs are rlslng 10-20% per year. The 
calculation was made assuming health care costs would 
rise 15% each year, and the 15% inflation factor was 
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added in before calculating increases in benefits fro~ 
50% to 80%. 

3. Fiscal year 1987-88 actual costs were used to projec: 
future costs assuming the number of claims would remai~ 
constant. 

4. We assumed the deductible amount would remain stable. 

ADDITIONAL COSTS 

Senate Bill 182 raises thresholds for maximum benefits in the 
following areas: 

1. Inpatient benefits-the bill would raise aggregate 
maximum benefits for alcohol and drug addiction fro~ 

$4,000 to $6,000 for any 24 month period. This would 
include basic inpatient expense policies and maj 0::­
medical policies. 

2. Outpatient benefits - the bill would raise aggregate 
maximum benefits for mental illness, alcoholism, ar:~ 

drug addiction during a benefit period from $1,000 to 
$2,000. 

These increased threshold amounts could increase costs for the 
University System health plan, but we are not able to estimate ~ 

dollar impact. 

Amending the definition of "mental illness" to encompass al: 
disorders in the Diagnostic and Statistical Manual of Mental 
Disorders published by the American Psychiatric Association coule 
have a dollar impact. It appears this change in definition expands 
coverage 'of illnesses beyond those illnesses which the University 
System health plan currently covers. As a result, there could be 
significant increased costs. 

The calculation on page 1 assumes case load for mental illness 
benefits would remain the same. According to a claims manager fro~ 
an insurance company we contacted, case load would probably increaSe 
due to increased benefits. In other states, when group insurance 
plans have increased mental health benefits to the same level as 
physical illnesses (as in SB 182), mental health costs have almost 
doubled. An increase in caseload, due to expanded coverage and/or 
increased benefits could significantly affect costs for the 
University System health plan. 

For example, current case load data from the Universi~y System health 
plan indicates there were 4855 claims for mental health benefits in 
fiscal year 1987-88. Using the projected benefits payments (at 80%, 
with inflation included) as calculated on page 1, average payment 
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for benefits in fiscal year 1989-90 would be $46 ($224,074,81/4855), 
at current caseload level. The following chart shows proj ected 
benefit payments if case10ad increases by various levels. 

PROJECTED EXPENDITURES WITH CASELOAD INCREASE 
FISCAL YEAR 1989-90 

Increase 
Case10ad % Current Projected Average Projected Current Due to 
Increases Case load Case load Pavrnent Expenditure Law Proposed Law 

10% 4855 5340 $46 $245,663 $140,046 $105,617 
20% '4855 5826 46 267,996 140,046 127,950 
30% 4855 6311 46 290,329 140,046 150,283 
40% 4855 6797 46 312,662 140,046 172,616 
50% 4855 7282 46 334,995 140,046 194,949 
60% 4855 7768 46 357,328 140,046 217.282 
70% 4855 8254 46 379,684 140,046 239,638 
80% 4855 8739 46 401,994 140,046 261,948 
90% 4855 9224 46 424,304 140,046 284,258 

100% 4855 9710 46 446,660 140,046 306,614 

v/u71r.mem 

3 



'f 

1 
I 

...."....., ......................... -~ ........, .... .....v-.,,--...., ...... _ .... "' ........ »IV7.-
r--____ Axes I and II Categories and Codes :;, J:J.0 '67 

-.Cl Copyright 1987. American Psychiatric Aaaociatlon 

At! ~ DSM·IU·R COde. If' inckldld In 
ICD-J.(M. CodeI totIowed by •• ar. uIM lor mot. Ihaf'I OM DSM·m·R diegnolll 0I1Ub­
:l~.c:~ 10 m ........ 11 compMItMllt¥ :m 

A lone d ..... following. dilgnotbC .m; 
IndlClln ehe need 101 • fifth dig" IUbtypa 01 
othW """,.tyIng .m. 
The term tpCl'" ~lcMing the ~ 0' 101M 
di-enoettc: c&1aQ0I1" IMM: .... q4.Ialifylng 
.. rm. thaC clinlCien. m.y With 10 edd In 
~"nll\eM' .hII, chI nem. oIlh' dlWdel'. 
NOS • HoI Olh.rwl" SptlCdlM 
The current ...... rtcy of • al.Ofdlf may be 
.pecllted .,., Ih. dlagnolll a.: 

mild }-:!~~:ClY mod.,. dl'IIMlttc 
HWfI c .... ,.. 

in par, •• 1 remlsllon 
10f,ulduai ... tel 

11'1 compl ... ,.mlUlOn 

MYELOPMINTAL 011011"'" 
Note: ,.......,. ......... .A. ... --311.00 ""lid ment •• rlUrd.11Oft 
318.00 Mode',ee mentll fel.rdltlon 
31 •. 10 Se .... ,. m.ntll f.,.,d.11On 
31 •. 20 Prolound m.nlal ree.,detlon 
311.00 Unapeclll'" ""ntel •• tAldetIOft 

... ",...~DI ...... 
291.00 ~hlltC dilOrd., 

SpecIfy II ChildhOOd onset 
299.80 Perv.llI..,. d.velopm.ntal 

dlIOrlH'rNOS 
IpectftrI De ........... DfMnIMI 

Ac.demlC .kIU, d •• Ofders 
315.10 O' .... lopm.n .. , ,flChmtclc 

d,SQIlMr 
315.10 o. ... etopm.nlll .xpr .. liv. 

W."I"9 dllO.d., 
315.00 O""'lopment .. ,..dutg 

dllOrd., 

Lenguli' .nd .peKt1 dllOrd.r. 
315.31 o.v .. opm.nleJ .ftlCulMlon 

dllO.de. 
315.31· Development., •• pr ........ 

langu. dlSo.der 
315.31· Oe ..... lopmene., recepllWl 

I'nguli' dtlOl"de, 

Moto •• kdls dlso.der 
315:40 O' .... lopmenl .. COOfdfnltlOfl 

dllOl"d., 

111.10· ~hc deve4opfr'l .... 
dl.,_NOI 

=.De r!!OO:::'=.~~OS ---114.01 Anenllon·deltCll.hyper ...... 
dllOlcMr 

Conduct dllOfdlr. 
312.20 IiIroup type 

~a:~ =W:re~C:W"':pe 
313.11 OppcJlltlOMl deftaM dieorcteI 

........ DI ......... ~. -309.2\ S.pallbon en.1eIy diaor.r 
313.2\ A\IOtd.1I1 disorGer of chtlcltloOd Of 

.aolelCtlnctl 
313.00 o....e,.IIX6Ol/.d6lOrder ...... -
101 10 ~nOf'II' nINON 
301.51 &"I.rn .. IlINON 
30152 PICe 
307.53 Rumll'llllOll ailOfdet of intancy 
301.50 Eltll~ dltotd., NOS 
CIHMr .. ndty DIMtWrI 
302.60 Gender Id.nllCy dl"_ 01 

ch.ldhOOd 
302.50 Tr.n .... u.ham 

Spet;"r M.UII hlltory: ... xu.l. 
hOmo'e.u,l. MIIIrOHIlU'1. 
ull'PICdled 

302.IS· Gender IIMnl1tV disorder at 
.dol.lGlnc.OIlC1ulthooct. 
non".I1 .... u., type 

Spea,., ••• uaI hlltory: '''11",,­
homo".u". hemouxu.'. 
un..,.,.hed 

302.15· Gender IdenlltY ditotder NOS 
no_ 
J07.23 ToureM" dllOfftr 
301 22 ChroniC moIO' or VOCIIlllC dtlOl'Ger 
301 ,t "fto.~.'"'"'" rle disorder -~. 

5pw."v Iingl, ,pl.ode or 
r.current 

307.20 TIC dllOfder NOS 
I ........... "....... 
lOnO Functlon.1 .ncopt .... 

SIMCI,.,: pnmtfY or MCOndilry ., .. 
J01.eo Functlon.l.nul .... 

Sine/tv: p"m.ry Of aecol'ld'ry 

~~fv. nocturnal only. cStur".' 
only. nodurnel .nd diurnal =::..---30100· Cluner.,,,, 

301.00" S.utterlng 
OU", DIMnIerI of .......... ~ ... 
-'401 ........ 

313 23 flech .... mullam 
313.82 Id.nlltv d'lOrd.r 
313.89 R .. ctl ..... nilChmenl dltofd ... of 

Inf.ncy or ••• Iy childhOOd 
:107.30 S,.teorvpy habit dilOtdef 
314.00 Undlffer.ntlated .... nllOn-deflctt 

also,der 

OIIGAMC MaNYAL DIaOIIDIlU .,......... ..................... ....... -
Ptlm.ry dege,nereliwl dementIe ~ 
'hi Allh'''''er cy,.. MNIe onIII 

290.30 Wllh deli"um 
290.20 .Ilh d.luSion. 
290.21 with d.p''''1011 
290.00· uncompllce..a 

INoc.: code 331.00 A&atItimeO die­
.... on Axil 1111 

Code In 'ihh d11il11: 1 •• Ith ~"'Ium. 
2 .. Wllh delu .. on •• 3 • WI'" deflruaion. 
O· • ImCOItIplM:eltd. 

280.111 :mA~~:w:,=::I' of 
0""1. __ _ 

INoY: COdII 331.00 AlIMimer" dI .. 
.... on ....... till 

210.4. Mulli·tn'.rd dIm ..... I •• __ _ 

210.00" S,"d. dern.ntl' NOS 
Speci4' llliOWgy on Axi. Itt if 
known 

290.10· Pr'''IIII. dlmentie NOS 

~~I:.~'1.:.~nd=:.: II 
J.kOb-C.INId.1d1 d ...... 1 _ .. _----AI<oIIoI 

303 00 IntO.lCetion 
211.40 I(ho'ynCtI1IC into.iceUon 
211.80 UncOl pllQItId ""!tol wlthCklwll 
291.00 wllhdr ... d,unum 
2S1.JO h.1Iucino,l, 
291.10 .ftlneltlC aUlorUlt' 
':91 0 De .~r ..... -gel' ,td with 

.k..tIoIMTI 
AmpMtemln, or limiItrIY lIC'Iil'lfl 
.ympetnom"",,1C 

30&.10" lntO.lCMlon 
25200" ,,",hO ... a! 
2<J281· d.hllum 
292.11· dekI.iOMI dilOfdtr 

eo ...... 

"JQ6.IO. intoalCllioft _no 
212.00· Wt1hd' .... 

""' ... :105.10· InlOXicetion 
112.00· WltheII_. 

Phencychdlne IPCPI 01 limilarly 
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Health Insurance 

STATE-1UANDATED COVERAGES ADD TO COSTS., 
MAKE POLICIES UNAFFORDABLE BY UNINSURED 

A major reason so many people lack 
health insurance in the United States is 
that state-mandated health coverages are 
increasing the costs of insurance and pric­
ing millions of people out of the health 
insurance market. according to a study by 
the National Center for Policy Analysis. 

John C. Goodman. president of NCPA. 
a public policy research organization 
based in Dallas. Texas; and Gerald L. 
Musgrave. president of Economics Amer­
ica Inc .. a consulting firm in Ann Arbor. 
Mich .. are authors of the study. 

lising an econometric model of the 
• health insurance marketplace. the authors 

estimated that as many as one out of 
every four uninsured people lack health 
insurance coverage because state laws 
mandating specific cowrages have in­
creased the price of health insurance. This 
means up to 9.3 million people lack health 
coverage because of current government 
policies. the authors said. 

The model produces statistical esti­
mates of the factors causing people to be 
without health insurance. .\Ithough cer­
tain information about the market for 
health insurance is not available to re­
searchers. the model explains 94 percent 
of the variation in the percent of the us. 
population without health insurance. ac­
cording to the authors. 

The studv defines mandated health in­
surance be~efit laws as state laws that 
require health insurance policies to cover 
specific diseases and specific health care 
sen·ices. There has been an explosion' of 
these laws-the number has grown from 
:10 laws in 1970 to olSo such laws in 1988. 
the studv said. Collective Iv. these state 
mandate~ have made no-frilis insurance at 
reasonable rates unavailable to individ­
uals. the study said. 

Freedom Of Choice 
Freedom of choice in health insur­

,lOce-being able to buy a policy tailored 
to individual and family needs-is rapidly 
vanishing from the health insurance mar­
ketplace. the authors concluded. 

The number of mandated health insur­
ance benefit laws varies considerablv bv 
state-from a low of four in Delawa~e t~ 
a high of 32 in Maryland. the study 
found. States where mandates are having 
the greatest impact· include Connecticut. 
\1aryland. and Minnesota-where people 

12-16-88 

who lack coverage because of state man­
dates exceeds 60 percent of the uninsured. 
according to the model's estimates. 

For example. the study said 37 states 
require health insurance coverage for the 
services of chiropractors. three states man­
date coverage for acupuncture. 13 states 
limit the abilitv of insurers to avoid cover­
ing people who have acquired immune 
deficiency syndrome or are at high risk 
for getting AIDS. 40 states mandate cov­
erage for alcoholism. 20 states mandate 
cowrage for drug addiction. and 30 states 
require coverage for mental illness. Addi­
tionally, fiw states mandate coverage for 
in vitro fertilization. 

As a result of special interest lobbies 
that represent virtually every disease and 
disability. and important group of health 
care providers. the health insurance mar­
ketplace is being shaped and molded bv 
political pressures. rather than hy com~­
tition and consumer choice in a free mar­
ket. the authors stated. 

Self-Insured Plans 
.\Imost all large employers' and prob­

ahly a majority of medium-sized employ­
ers have turned to self-insured ht'.IIth 
benefit plans. according to the authors. 
While one reason is that companies .He 
better able to manage their own health 
care costs. the most important reason may 
be that employers with self-insured health 
plans have the freedom to bypass state 
mandates and to provide insurance tai­
lored to the wants and needs of their 
employees. the study said. 

The burden of state-mandated Iwalth 
insurance benefit laws f.llls heavilv Oil 

employees of small firms .lnd on p~()ple 
\\ ho purchase individual and f.lmily poli­
des because many employers and individ­
uals are e,empt from the state laws. L'n­
der federal law. companies with self­
insured health care plans .lre exempted 
from state mandates. Plans covering fed­
eral employees. the \tedicare program. 
and many state government employee 
health plans and \Iedicaid programs also 
are exempt from the state mandates, the 
study said. 

The study discusses the Massachusetts' 
universal h'ealth insurance law-which. 
beginning in 1992. will require the state's 
employers to pay a payroll ta, of 12 
percent on each employee's first 514.000 

Benefits Today 
0747-9131/88/$0+.50 

of wages. but would allow them to deduct 
the cost of employer-provided health in­
surance from the tax. 

The law will force employers to spend 
(either in taxes or on health insurance) 
$840 for an employee earning $i.OOO per 
year and $1.680 for employees earning 
$14.000 or more per year. These amounts 
are conSiderably lower than the e.\pecteu 
premiums for indiVidual and family poli­
cies. according to the authors. 

Cnder \lassachusetts' universal health 
care system. strong incentives \\ ill exist 
for employers to choose to pay the oplinn­
al tax and turn the obligation of providing 
health insurance over to the government. 
the study said. 

The state will offer a health insurance 
policy to all uninsured residents with sub­
sidies for low-income people. Howe~er. 
because people will not be obligated tll 
purchase the state's health insurance poll­
ey. it seems likely that the number of 
uninsured people will rise. instead of de­
L·rease. according to the authors. 

In the 100th Congress. Sen. Ec!\\.lrd 
Kennedy (D-\1ass) introduced a btll til 
require employers to provide a specific 
package of health insurance benefIts to 
employe-:-s (S 1265). 

It differs from the Massachusetts plan 
hecause the cost of the health insurance 
would be determined bv the market. .lnu 
it would not allow workers to be ~\ ithollt 
coverage. the authors stated. Since the 
required package of benefits is more gen­
t'rous than policies provided by most em­
plm ers. the cost of the Kennedy propoS.1l 
for private industrv is much higher than 
for the \l.1ssachusetts plan. they added. 

While the Kennedy proposal would 
Il\erride all state mandated benefit !a\\<;. 

the effect of this would be offset b\ the 
bet that special interest groups ~~'()\Ild 
turn their lobbying efforts from the statt­
to the federal level. they further mam­
tained. suggesting that if a federal health 
insurance law were enacted. costs would 
eventually increase as the initial packagt 
of benefits was expanded. 

Copies of the study. Freedom of Choi('t' 
in Health Insurance \:-.iCPA Polic\ Re­
port ~o. 134). are available for $10 eacr 
from ~CPA. 7i01 N. Stemmons. Suitf 
SOO. Dallas. Texas i524i; telephone (:21-t 
951-0006. C 



PART THREE 
STATE MANDATED BENEFITS 

State governments are already familiar with the issue of mandated 
benefits, particularly for health insurance coverage. Every state in 
recent years has enacted legislation requiring either that specific dis­
eases or treatments be covered or that specific health care providers 
be allowed to receive reimbursement. 

State mandates have not extended, however, to businesses that self­
fund their health insurance plans because of federal preemption un­
der the Employee Retirement Income Security Act. As the number 
of mandates increase, it appears that more employers self-fund. The 
trend toward self-insuring is particularly evident in medium to large 
companies. Seventy percent of employers with a work force from 
10,000 to 19,999 employees maintain self-insured health plans; as do 
85 percent of employers with more than 40,000 employees. 

At the state level. about 645 mandated health care provisions are 
in effect today, a majority of which have been enacted since 1980. 
However, proposals for mandates are now facing tougher scrutiny in 
state legislatures. The year 1986 saw the fewest number of state­
enacted mandates (26) since 1972. 

Part Three provides a review of state activity pertaining to man­
dated benefits. Greg Scandlen explains in chapter IX why mandated 
benefits suddenly have become a major concern in the business com­
munity. In an article that appeared in the June 1987 EBRI Employee 
Benefit Notes, Scandlen points to two major developments that have 
led to the current focus on the issue: the June 1985 Supreme Court 
decision in Metropolitan Life Insurance Company v. the Commonwealth 
of Massachusetts, which had the effect of leaving insured health plans 
still subject to state mandates; and the enactment of the 1985 Con­
solidated Omnibus Budget Reconciliation Act, which required con­
tinuation of health care coverage for terminated workers and 
dependents whether they are covered by self-funded or insured plans. 

Scandlen describes four categories of mandated coverage laws: ben­
efits, provider, continuation/conversion, and dependents. Since the 
expansion of all four categories must increase costs, Scandlen argues, 
the question that must be answered is whether the social need justifies 
the potential cost. Since state legislatures are increasingly asking that 
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en

­
ef

it
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ep
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f 
re

fe
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se
ss

in
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bo
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 s
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n
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 f
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m
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ov
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co

rd
in

g 
to
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2 

en
u

m
er

at
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 c
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te
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 T

he
 m

an
d

at
ed

 c
ov

er
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e 
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op
os

al
 i

s 
th

en
 

re
fe

rr
ed

 b
y 

th
e 

le
gi

sl
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iv
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co
m

m
it

te
e 

to
 th
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S

ta
te

 H
ea
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h 

C
oo

rd
in

at
in

g 
C

ou
nc

il
 f

or
 a

n
 i

nd
ep

en
de

nt
 r

ev
ie

w
, 

an
al

ys
is

, 
an

d
 r
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en
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at
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n
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T
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 S
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bo
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of

 a
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it
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of
 c
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ta

te
 h

ea
lt

h 
pl

an
 f

or
 a

ss
es

si
ng

 n
ee

ds
 a

n
d

 g
ui

di
ng

 b
ud

ge
ta

ry
 e

xp
en

­
di

tu
re

s 
in

 t
he

 h
ea

lt
h 

ar
ea

. 
T

he
 h

is
to

ry
 o

f 
th

e 
le

gi
sl

at
io

n 
go

es
 b

ac
k 

to
 1
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w
he

n 
th

e 
go

ve
rn

or
 

ap
po

in
te

d 
a·

he
al

th
 c

os
t c

on
ta

in
m

en
t 

ta
sk

 f
or

ce
 t

h
at

 i
ni

ti
at

ed
 th

e 
id

ea
 

in
 i

ts
 r

ep
or

t 
to

 t
he

 g
ov

er
no

r 
an

d
 l

eg
is

la
tu

re
. r

ec
om

m
en

di
ng

 t
h

at
 t

he
 

le
gi

sl
at

ur
e 

co
nd

uc
t 

a 
sy

st
em

at
ic

 r
ev

ie
w

 o
f 

an
y 

pr
op

os
ed

 m
an

da
te

d 
he

al
th

 c
ov

er
ag

e 
un

de
r 

sp
ec

if
ie

d 
gu

id
el

in
es

 t
o 

de
te

rm
in

e 
w

he
th

er
 t

h
e 

be
ne

fi
t i

s 
in

 t
he

 p
ub

li
c 

in
te

re
st

. T
he

 s
ta

te
 p

re
se

nt
ly

 h
as

 a
bo

ut
 1

4 
su

ch
 

m
an

da
te

s.
 

E
ff

ec
t 

o
f 

In
su

ra
nc

e 
B

y 
w

ay
 o

f 
in

tr
od

uc
ti

on
. 

I 
w

ou
ld

 l
ik

e 
to

 t
ou

ch
 b

ri
ef

ly
 o

n 
th

e 
ef

fe
ct

 
he

al
th

 c
ar

e 
in

su
ra

nc
e 

h
as

 o
n

 h
ea

lt
h

 c
ar

e 
co

st
s 

in
 g

en
er

al
. 

of
 w

hi
ch

 
m

an
da

te
d 

be
ne

fi
ts

 a
re

 b
u

t 
a 

p
ar

t.
 

M
os

t 
fa

m
il

ie
s 

in
 t

he
 U

ni
te

d 
S

ta
te

s 
to

da
y 

ha
ve

 i
ns

ur
an

ce
. 

ei
th

er
 

th
ro

ug
h 

co
m

m
er

ci
al

 i
ns

ur
er

s.
 H

M
O

s.
 o

r 
he

al
th

 c
ar

e 
se

rv
ic

e 
co

nt
ra

c­
to

rs
 (

B
lu

e 
C

ro
ss

 a
n

d
 B

lu
e 

S
hi

el
d)

. 
In

 t
he

 s
ta

te
 o

f 
W

as
hi

ng
to

n.
 8

0 
pe

rc
en

t 
of

 th
e 

po
pu

la
ti

on
 a

re
 c

ov
er

ed
 b

y 
H

M
O

s 
an

d 
"t

h
e 

B
lu

es
."

 
O

ne
 o

ft
en

-c
it

ed
 r

ea
so

n 
fo

r 
th

e 
in

cr
ea

se
 i

n 
he

al
th

 c
ar

e 
co

st
s 

is
 t

he
 

w
id

es
pr

ea
d 

re
li

an
ce

 o
n

 in
su

ra
nc

e 
as

 a
 w

ay
 o

f f
in

an
ci

ng
 a

nd
 p

re
pa

yi
ng

 
he

al
th

 e
xp

en
di

tu
re

s.
 A

bo
ut

 h
al

f o
f c

on
su

m
er

 h
ea

lt
h 

ex
pe

nd
it

ur
es

 a
re

 
pa

id
 t

hr
ou

gh
 p

ub
li

c 
an

d
 p

ri
va

te
 i

ns
ur

an
ce

. 
T

he
re

 i
s 

ge
ne

ra
l 

ag
re

e­
m

en
t 

th
at

 r
el

ia
nc

e 
o

n
 h

ea
lt

h
 i

ns
ur

an
ce

 e
nc

ou
ra

ge
s 

th
e 

us
e 

of
 h

ea
lt

h
 

se
rv

ic
es

. 
an

d 
he

al
th

 i
ns

ur
an

ce
 s

hi
el

ds
 b

ot
h 

pa
ti

en
ts

 a
nd

 p
ro

vi
de

rs
 

fr
om

 t
he

 a
w

ar
en

es
s 

o
f 

co
st

s.
 

T
he

re
 a

re
 s

tr
on

g 
in

di
ca

ti
on

s 
th

at
 t

he
 f

ee
-f

or
-s

er
vi

ce
 f

or
m

 o
f 

re
im

­
bu

rs
em

en
t. 

w
hi

ch
 is

 t
he

 m
os

t p
ro

m
in

en
t s

ys
te

m
 f

or
 r

ei
m

bu
rs

in
g 

he
al

th
 

pr
ov

id
er

s.
 c

re
at

es
 in

ce
nt

iv
es

 f
or

 h
ea

lt
h 

pr
ac

ti
ti

on
er

s 
to

 in
cr

ea
se

 b
o

th
 

th
e 

pr
ic

e 
an

d 
vo

lu
m

e 
of

 s
er

vi
ce

s.
 I

t 
re

im
bu

rs
es

 t
he

 p
ro

vi
de

r 
fo

r 
ea

ch
 

se
rv

ic
e 

re
nd

er
ed

: 
th

e 
m

or
e 

se
rv

ic
es

 t
h

at
 a

re
 p

ro
vi

de
d.

 t
he

 h
ig

he
r 

th
e 

re
im

bu
rs

em
en

t.
 I

n 
ad

di
ti

on
. 

as
 i

ns
ur

ed
 p

at
ie

nt
s 

ar
e 

no
t 

pa
yi

ng
 t

he
 

co
st

, 
th

ey
 a
~
 n

o
t 

li
ke

ly
 t

o
 q

ue
st

io
n 

th
e 

n
u

m
b

er
 o

f 
se

rv
ic

es
 o

r 
th

e 
co

st
. O

n 
th

e 
co

nt
ra

ry
. 

th
ey

 m
ay

 p
re

fe
r.

 e
ve

n 
de

m
an

d 
th

e 
m

ax
im

u
m

 
in

 a
va

il
ab

le
 s

er
vi

ce
s.

 C
on

se
qu

en
tl

y.
 th

e 
fe

e-
fo

r-
se

rv
ic

e 
sy

st
em

 h
as

 n
o

t 
en

co
ur

ag
ed

 e
ff

ic
ie

nc
y 

o
r 

pr
ov

id
ed

 a
p

p
ro

p
ri

at
e 

in
ce

nt
iv

es
 t

o 
re

st
ra

in
 

in
cr

ea
se

s 
in

 t
he

 c
os

ts
 o

f 
he

al
th

 c
ar

e.
 

T
he

 h
ea

lt
h 

pr
ov

id
er

's
 r

ol
e 

co
ns

is
ts

 o
f 

a 
nu

m
be

r 
of

 e
le

m
en

ts
: 

te
ch

­
ni

ca
l, 

pr
of

es
si

on
al

. a
n

d
 e

nt
re

pr
en

eu
ri

al
. T

he
se

 e
le

m
en

ts
 v

ar
y 

be
tw

ee
n 

ph
ys

ic
ia

ns
 a

nd
 o

th
er

 p
ra

ct
it

io
ne

rs
 d

ep
en

di
ng

 o
n 

th
ei

r 
pr

ac
ti

ce
 s

et
­

tin
g.

 s
ty

le
. a

nd
 a

ss
oc

ia
te

d 
ec

on
om

ic
 in

ce
nt

iv
es

. D
ue

 t
o 

th
e 

si
gn

if
ic

an
t 

co
nt

ro
l p

hy
si

ci
an

s 
an

d
 o

th
er

 h
ea

lt
h

 p
ro

vi
de

rs
 h

av
e 

ov
er

 t
he

 m
ed

ic
al
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ca
re

 p
ro

ce
ss

. a
n

d
 t

he
 l

ac
k 

of
 in

ce
nt

iv
es

 i
nh

er
en

t 
in

 t
h

e 
fe

e-
fo

r-
se

rv
ic

e 
sy

st
em

 f
or

 c
on

tr
ol

li
ng

 t
he

 u
ti

li
za

ti
on

 o
f 

se
rv

ic
es

. t
h

e 
en

tr
ep

re
n

eu
ri

al
 

el
em

en
t 

ha
s 

be
en

 a
 m

aj
o

r 
fa

ct
or

 i
n 

h
ea

lt
h

 c
os

t 
in

fl
at

io
n.

 
P

hy
si

ci
an

s 
ge

ne
ra

te
 a

b
o

u
t 

70
 p

er
ce

nt
 o

f 
al

l 
h

ea
lt

h
 c

ar
e 

ex
pe

nd
i­

tu
re

s.
 T

he
 f

ee
s 

o
f 

ph
ys

ic
ia

ns
 a

n
d

 o
th

er
 h

ea
lt

h 
pr

ov
id

er
s 

m
ak

e 
u

p
 2

2 
pe

rc
en

t 
of

 t
he

 h
ea

lt
h 

ca
re

 d
o

ll
ar

 a
n

d
 h

os
pi

ta
ls

 a
lm

o
st

 5
0 

pe
rc

en
t.

 
M

an
da

ti
ng

 c
ov

er
ag

e 
o

f h
ea

lt
h

 b
en

ef
it

s 
pr

ov
id

ed
 b

y
 h

ea
lt

h
 i

n
su

re
rs

 
ha

s 
ex

ac
er

ba
te

d 
th

e 
pr

ob
le

m
. 

be
ca

us
e 

th
es

e 
in

cr
ea

se
d 

be
ne

fi
ts

 w
il

l 
be

 r
ei

m
bu

rs
ed

 l
ar

ge
ly

 t
hr

ou
gh

 f
ee

-f
or

-s
er

vi
ce

. 
an

d
 c

on
tr

ol
 o

v
er

 t
h

ei
r 

ut
il

iz
at

io
n 

is
 m

in
im

al
. C

op
ay

m
en

ts
 a

n
d

 d
ed

uc
ti

bl
es

 m
ay

 a
b

at
e 

so
m

e 
of

 th
e 

pr
ob

le
m

. 
ho

w
ev

er
. a

s 
th

e 
in

su
re

d 
p

at
ie

n
t 

is
 a

t 
ri

sk
 f

or
 s

o
m

e 
o

f 
th

e 
co

st
s 

of
 c

ar
e.

 

R
at

io
na

le
 f

or
 M

an
da

te
d 

C
ov

er
ag

es
 

C
on

st
it

ut
io

na
ll

y.
 t

he
 l

eg
is

la
tu

re
 m

ay
 i

nd
ee

d 
in

te
rf

er
e 

w
it

h
 c

on
­

tr
ac

tu
al

 r
el

at
io

ns
hi

ps
 w

it
h 

in
su

ra
nc

e 
ca

rr
ie

rs
 b

y 
m

an
d

at
in

g
 b

en
ef

it
s 

co
ns

is
te

nt
 w

it
h

 i
ts

 a
u

th
o

ri
ty

 t
o 

re
gu

la
te

 i
ns

ur
an

ce
. T

he
re

 n
ev

er
 h

as
 

be
en

 a
 s

uc
ce

ss
fu

l 
le

ga
l 

ch
al

le
ng

e 
to

 t
he

se
 m

an
da

te
s.

 a
s 

co
u

rt
s 

w
il

l 
re

ly
 o

n 
le

gi
sl

at
iv

e 
fi

nd
in

gs
 o

f 
w

h
at

 c
on

st
it

ut
es

 t
h

e 
b

es
t 

in
te

re
st

s 
o

f 
pu

bl
ic

 h
ea

lt
h.

 w
el

fa
re

. 
an

d
 s

af
et

y.
 B

ey
on

d 
th

e 
qu

es
ti

on
 o

f 
w

h
et

h
er

 
la

w
m

ak
er

s 
ca

n
 i

nt
er

fe
re

 i
n 

th
e 

he
al

th
 i

ns
ur

an
ce

 m
ar

ke
tp

la
ce

. 
th

er
e 

re
m

ai
ns

 t
h

e 
op

en
 q

ue
st

io
n 

of
 w

h
et

h
er

 t
he

y 
sh

ou
ld

. 
In

 c
on

si
de

ra
ti

on
 o

f 
th

e 
le

gi
sl

at
io

n.
 b

o
th

 t
he

 l
eg

is
la

tu
re

 a
n

d
 g

ov
­

er
no

r'
s 

ta
sk

 f
or

ce
 w

er
e 

m
ot

iv
at

ed
 t

o 
ac

t 
pr

in
ci

pa
ll

y 
fo

r 
tw

o 
re

as
on

s:
 

I)
 i

nt
er

es
t 

gr
ou

ps
 w

ill
 c

on
tin

ue
 t

o 
pe

ti
ti

on
 t

he
 l

eg
is

la
tu

re
 f

or
 a

dd
it

io
na

l 
m

an
da

te
s;

 a
nd

 

2)
 
th

es
e 

m
an

da
te

s 
m

ay
 b

e 
co

st
 i

nn
at

in
g.

 r
at

he
r 

th
an

 c
os

t C
on

ta
in

in
g 

an
d 

pr
ov

id
e 

li
tt

le
 b

en
ef

it 
to

 t
he

 p
ub

lic
. 

T
he

 f
ac

to
rs

 t
h

at
 u

nd
er

li
e 

th
e 

ef
fo

rt
s 

to
 m

an
d

at
e 

ar
e 

nu
m

er
ou

s 
an

d
 

va
ri

ed
. 

b
u

t 
le

t 
m

e 
m

en
ti

on
 s

ix
 p

ri
nc

ip
al

 r
ea

so
ns

 w
h

y
 w

e 
se

e 
m

an
­

da
te

d-
co

ve
ra

ge
 p

ro
po

sa
ls

: 

I)
 I

nc
om

pl
et

e 
he

al
th

 i
ns

ur
an

ce
 c

ov
er

ag
e-

ac
ce

ss
 to

 h
ea

lt
h 

in
su

ra
nc

e 
fo

r 
a 

gi
ve

n 
co

nd
iti

on
 m

ay
 b

e 
di

ff
ic

ul
t 

to
 f

in
d 

fo
r 

a 
pe

rs
on

 w
ith

 a
 s

pe
ci

al
 

ne
ed

. 

2)
 
E

xp
an

di
ng

 d
ef

in
iti

on
s 

of
 h

ea
lt

h 
ca

re
 a

nd
 n

ew
 s

er
vi

ce
s 

an
d 

tr
ea

tm
en

ts
 

be
ca

us
e 

of
 th

e 
ne

w
 t

ec
hn

ol
og

y.
 

3)
 A

nt
i-

ph
ys

ic
ia

n 
se

nt
im

en
t-

ph
ys

ic
ia

ns
 a

re
 t

he
 c

or
e 

of
 t

he
 h

ea
lt

h 
ca

re
 

de
liv

er
y 

sy
st

em
, b

ut
 t

he
 m

ed
ic

al
 e

st
ab

li
sh

m
en

t 
is

 s
ee

n 
by

 m
an

y 
as

 to
o 

m
on

op
ol

is
tic

 a
nd

 o
ve

rp
ai

d;
 a

nd
 p

hy
si

ci
an

s 
ar

e 
ge

tti
ng

 c
om

pe
tit

io
n 

£r
om

 
ot

he
r 

no
nm

ai
ns

tr
ea

m
 h

ea
lt

h 
pr

ov
id

er
s.
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4
) 

E
xp

an
si

on
 o

f 
th

e 
nu

m
be

r 
an

d 
ty

pe
s 

of
 h

ea
lt

h 
pr

ac
ti

ti
on

er
s-

th
er

e 
ar

e 
to

da
y 

14
2 

se
pa

ra
te

 h
ea

lth
-r

el
at

ed
 p

ro
fe

ss
io

ns
 w

ith
 2

40
 o

cc
up

at
io

na
l j

ob
 

cl
as

si
fi

ca
tio

ns
. 

5)
 C

ha
ng

in
g 

va
lu

es
 a

nd
 e

xp
ec

ta
tio

ns
 o

f 
SO

C
ie

ty
-h

ea
lth

 c
ar

e 
is

 i
nc

re
as

­
in

gl
y 

co
ns

id
er

ed
 a

 r
ig

ht
 th

es
e 

da
ys

 w
ith

ou
t w

hi
ch

 t
ho

se
 o

f "
lif

e,
 li

be
rt

y,
 

an
d 

th
e 

pu
rs

ui
t 

of
 h

ap
pi

ne
ss

" 
co

ul
d 

no
t 

ex
is

t. 

6
) 

Pe
rc

ei
ve

d 
di

sc
ri

m
in

at
io

n 
ag

ai
ns

t 
ce

rt
ai

n 
pr

ac
ti

ti
on

er
s 

by
 t

he
 "

es
ta

b­
lis

he
d"

 p
ro

fe
ss

io
ns

, 
e.

g.
, 

na
tu

ro
pa

th
s,

 c
hi

ro
pr

ac
to

rs
, 

ac
up

un
ct

ur
is

ts
, 

m
id

w
iv

es
, a

nd
 o

th
er

 n
on

m
ai

ns
tr

ea
m

 p
ro

fe
ss

io
ns

. 

T
he

n'
 a

re
 g

en
er

al
ly

 t
h

re
e 

di
st

in
ct

 t
yp

es
 o

C 
m

an
d

at
ed

 c
ov

er
ag

e 
pr

o­
po

sa
ls

. 
de

pe
nd

in
g 

on
 w

h
o

 i
s 

pr
op

os
in

g 
th

em
: 

1)
 
Th

os
e 

th
at

 a
re

 p
ro

vi
de

r 
ge

ne
ra

te
d-

th
is

 is
 b

y 
fa

r 
th

e 
m

os
t 

nu
m

er
ou

s.
 

H
ea

lth
 p

ro
vi

de
r 
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 c
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 r
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 c
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 c
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 b
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 c
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 c
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w
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e 
fa

st
 a

p
p

ro
ac

h
in

g
 1

2 
p

er
ce

n
t 

of
 th
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 c
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 l
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at
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 c
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 c
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 t
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at
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 c
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 t
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p
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ar

d
sh

ip
? 

(e
) 

W
h

at
 i

s 
th
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 c
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b
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 c
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co
nt
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ng
 c
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na
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s 
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 b
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iv
e 

fo
ru
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o
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d 
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 d
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ib

­
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 t
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u
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 b
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at
e 

of
 W
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m

em
be

rs
 i

n 
as

se
ss

in
g 

w
he

th
er

 p
ro

­
po
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d 
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at
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f 
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 p
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h
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 t
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 t
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guments ror the mandate so it can at least be considered in a rational 
as opposed to an emotional or political setting . 

. MR. SCANDLEN: I think it is also true that most or these laws require 
a social impact statement as well as a financial impact statement. 
So it is not just a matter of counting money. 

The biggest errect is whether there is really a sentinel effect to these 
laws. It is sort or putting the legislature on record as having a certain 
sentiment that is skeptical of mandated benefits. The state of Ne­
braska passed a law that required any mandates that passed to be 
applicable only if they also applied to self-funded groups, which is, 
of course, impossible without congressional action. 

It remains to be seen if the statute passed by one legislature in 
Nebraska will be effective in succeeding legislatures. It may very well 

.not be. These laws are indicative, however, of a trend that is perhaps 
best shown by the number of mandates that have actually been en­
acted. The year 1986 saw the rewest number of enacted health benefit 
mandatory laws since 1972. There were only 26 passed in 1986, which 
is a signiricant dropo££ rrom the previous 14 years. It remains to be 
seen if that decline will continue. The state of Texas right now is 
considering 36 di££erent mandating laws. They are currently just pro­
posals. 

The ·issue or self-funding is a real key one, and somebody made the 
point that it looks like more attention is being paid to Congress getting 
some of these benefits put into employee health benefit packages. I 
think that is in part because even the most desirable mandate on the 
state level can only apply to, in most states, about half or the group 
health market. If you switch your attention to Congress, then you can 
affect all states, all covered employees, with one law. 
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State-Mandated 
Group Health Insurance Coverages 

Mark Power and August Ralston 

The number of state-mandated group health insurance coverages have more 
than tripled since 1975. The most common coverages are mr newborns, alco­
holism, chiropractors, psychologists, mentally/physically handicapped, conver­
sion privilege and optometrists. A significant research question is whether or not 
mandatina health insurance coverages by a state is likely to be an effective 
approach fOr assuring that particular benefits are made available to employees. 

The general conclusions of this study are: (1) mandating health insurance 
coverages will adversely affect health care costs, especially fOr smaller employers; 
(2) state mandatory health benefits legislation does not apply equitably to the 
universe of employers that sponsor health care coverage; and (3) state mandatory 
health benefits legislation does not improve the gaps in health care coverages fOr 
private or public employees. 

The authors cannot support the statement that mandating health insur­
ance coverages by a state is likely to be an effective approach fOr assuring that 
particular benefits are made available to employees. 

Introduction 
Every state in the United States has enacted at 

least one law that mandates a particular coverage in 
each group health insurance policy that is sold or 
offered for sale within the state. The fundamental 
argument for mandating a coverage is that em­
ployees/consumers, by virtue of having the benefit, 
will avail themselves of services they would not seek 
otherwise and/or share the cost of the services with 
their employer through the group insurance mech­
anism. A primary argument against a mandated 
health insurance benefit is that the mandate will 
increase health insurance costs unnecessarily. 

The purpose of this article is to assess whether or 
not mandating health insurance coverages by a 
state is likely to be an effective approach for assuring 
that particular benefits are in fact made available to 
employees. 

Although many of the data for the analysis are 

drawn from the State of Iowa, results presented 
appear to have general applicability. 

The discussion that follows includes the status of 
state-mandated health insurance coverages, a study 
of group health insurance coverages in Iowa in rela­
tion to the mandates issue, an analysis of the cost of 
mandated benefits and conclusions and recom­
mendations. 

The Status of State l"landates 
A mandated health insurance coverage law is one 

that requires insurers and/or health care services 
plans either to include or offer a particular benefit in 
their policies or plans or requires the right of direct 
payment. The right of direct paymenJ refers to pay­
ment to providers, such as marriage and family 
counselors, social workers, midwives and skilled 
nursing or home health aides, for services provided 
independent of referral from a licensed physician or 
psychiatrist. Statutes that require benefits for specific 

MARK POWER, Ph.D., is an associate! professor of risk: and insurance at Iowa State University. 
AUGUST RALSTON, Ph.D., is a professor of finance at Iowa State University. The ~h br this paper was funded by the 
lqisIative Extended Assistance Group (LEAG) of the Iowa General Assembly, the University ofIowa, Oakdale, Iowa. 
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2 BENEFITS QUARTERLY 

Table I 

NUMBER Of MANDATED BENEfITS 
PEllSTATE 

Number 01 M ... ·... Number of States 

1 to 5 3 
6 to 10 21 

11 to 15 14 
16to20 7 
21 to 29 5 

Total SO 

Sourc~: BCBSA Report. 

Flprel 

CUMULATIVE TOTAL OF STATE HEALTH 
BENEm MANDATES 1965-86 

700 ...................................................... . 

600 ..................................................... . 

Mandated 500 
Benefim 

or 400 
Ofrerlnp 

300 

lOO 

100 

65 70 75 80 85 
Year 

Source: Stal~ Malldaied BeM/tls. workina Paper No. S, 
Subcommittee on Labor-Manaaement Relations of the Com­
mittee on Education and Labor, U.S. House ofRepresentatives. 
January 21, 1987. Prepared by Blue Cross and Blue Shield Ass0-
ciation. 

services, categories rL insureds or users, certain dis­
eases or conditions or types of health care providers 
are coverage mandate laws. A comprehensive identi­
fication of the number of states mandating speci.6.c 
benefits or offerings of benefits in laws enacted 
through 1986 was completed recently by the Blue 
Cross and Blue Shield Association (BCBSA).I 

BCBSA Report 

The BCBSA reports the existence of 604 state­
mandated health benefits. Approximately 50 of 

FIRST QUARTER-1989 

these are mandated offerings. The number of bene­
fits mandated per state is summarized in Table I. 
The most common mandates-those occurring in 
30 or more states-are coverage for newborns, alco­
holism, chiropractors, psychologists, mentally or 
physically handicapped, conversion privilege and 
optometrists. A variety of coverages, including psy­
chiatric nurses, physical and occupational thera­
pists, second opinion, diabetic education, long 
term care and catastrophic coverage, were man­
dated by five or fewer states. 

Delaware and Idaho each has legislated four 
health coverage mandates, and Vermont has en­
acted five. California, Connecticut, Maryland, 
Minnesota and New York each has more than 21 
mandates or mandated offerings. Maryland has the 
most with 29. The largest group of states, 21, has 
enacted six to ten mandates or mandated offerings 
for health coverages. 

The number of state health benefit mandates, 
which has increased dramatically over the past two 
decades, is illustrated in Figure 1. The number of 
mandates enacted increased from zero in 1965 to 
approximately 200 by 197 S and then tripled to 604 
through 1986. More mandates were enacted in 
1987, and legislative interest in state-mandated 
health insurance coverages remains high. For ex­
ample, in the fall of 1987, the State ofIowa had 
seven items of proposed mandatory benefits cover­
age pending for the 1988 legislative session. 

Insurance Department Questionnaire Results 

In order to determine in greater detail the nature 
ofbenefit mandates and the insuren and health care 
plans to which the mandates apply, the authors of 
this paper surveyed state insurance commission­
ers.2 The insurance departments in 35 states and the 
District of Columbia responded to the inquiry. 
Three of the states were unable to complete the 
questionnaire because of personnel shortages or 
provided responses that were not usable. Thus, the 
summary below is based on 33 completed question­
naires. 

The commissioners were asked for each benefit 
mandated if their statutes require mandated cover­
age, mandated offer or right of direct payment. The 
responses to this question are reported in Table II. 
Of the 252 total mandates identified by the commis­
sioners, over one-half; 149, fall in the mandated 
coverage category. hi 61 cases, a mandated offer is 
required. For 42 benefits, the mandate is in the form 
of the right of direct payment. 
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TableD' 

NUMBER or STATE MANDATES 
BYTYPE . 

Cateaol1 

Mandated coverage 
Mandated offer 
Right of direct payment 

Total 

. Tablem 

Number of 
MlDdates 

149 
61 
42 

252 

CONTRACTS AND PLANS 
AFFECTED BY MANDATES 

Number of 
Contracts or Plan Type Mandates 

Commercial group only 36 
Commercial group and prepaid 23 
Commercial group and individual 40 
Commercial group, individual 

and prepaid 52 
Individual only 6 
All 5 
Other 14 

Total 176 

It is important to note, however, that for alco­
hol, chemical dependency/drug abuse and mental 
health, a mandated offer is as frequent as mandated 
coverage. Also, with respect to Ilroviders-<ientists, 
chiropractors and podiatrists-the right of direct 
payment is often the form of the mandate. 

The commissioners were asked if each benefit 
mandated is applicable to commercial insured group 
contracts, employer selffunded plans, individual in­
sured contracts or prepaid plans (e.g., HMOs, TPAs, 
PPOs, etc.).1betotalof 176 in Table ill is less than the 
252 total in Table U because all of the respondents did 
not indicate the type of contract or plan to which the 
mandates applied. . 

For the mandated benefits in aggregate, the most 
common practice-52 incidents-is to require the 
benefit for commercial group and individual con­
tracts and prepaid plans. Commercial group and 
individual contracts are next most common at 40. 

In 36 combinations of bepefits and states, only 
commercial group insurers are required to provide 
or offer the stated benefit. Commercial group insur­
ers and prepaid plans are combined in 23 incidents. 

BENEFITS QUARTERLY 3 

In six cases, a particular mandate is limited to indi­
vidual contracts. And in five cases, the mandates 
apply to all insurance contracts and plans, includ­
in~ se~insured plans. The legal basis for the ap­
plicanon of state mandates to selfinsured plans is 
not clear in light of the preemption in the Employee 
Retirement Income Security Act (ERISA) of 1974 
fo~ selfinsured plans. 

Disease benefits, such as alcohol and chemical 
dependency /drug abuse, have not been mandated 
to be included only in individual contracts. It is 
about equally common to require these benefits in 
commercial group insured contracts only, in group 
contracts and prepaid plans or in group, individual 
and prepaid plans. Mandates that relate to pro­
vi~ers, such as dentists, chiropractors and podia­
trists, on the other hand, tend to be required in the 
commercial group insured contract and prepaid 
plan combination. 

Group Health Insurance Coverage in Iowa 
and the Mandates Issue 

In order to profile the scope and nature of health 
coverage in Iowa, a questionnaire was designed and 
mailed to Iowa and non-Iowa insurers and prepaid 
plans. These insurers.and plans represent approx­
imately 97% of the group health care premiums 
written in Iowa for 1986.3 

The insurers and plans were asked to provide 
data on the number of group contracts and em­
ployees and dependents covered, premiums and 
claims, and benefits that are the subject of current or 
potential legislative mandates. The prepaid plans 
were not able to respond because the format was not 
compatible with their data collecting and reporting 
systems. A number of the non-Iowa insurers either 
did not respond, were not able to provide the infor­
mation requested or indicated they prefer to "not 
participate in such studies ... 

The insurers, in the letter transmitting the ques­
tionnaire, were promised that all information 
would be aggregated, and responses by individual 
firms would not be identified. Thus, the usable data 
from the insurers that did respond are aggregated in 
the following analysis of group health insurance 
coverages in Iowa. 

J.. BasicData 

Contract, employee and dependents data gathered 
from the questionnaires are presented in Table rv. 

The insurers for the July 1, 1986 through June 
30, 1987 year had 11,323 group contracts in effect. 
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Table IV 

IOWA GROUP CONTRACI'S, EMPLOYEES AND DEPENDENTS 

Employee 
GroupS_ 

1,000 or more 
s()()'999 
2SQ.499 
1()()'249 
1()'99 

Less~ 10 
Totals 

*Employee and dependents. 

Number of 
Group CODtracti 

S2 
S7 
88 

270 
2,781 
8,07S 

11,323 

Number of 
Covered Employees 

14S,047 
39,834 
31,712 
39,577 
74,566 
28,54S 

359,281 

Number of 
Insureds Covered* 

339,859 
87,974 
78,27S 
93,154 

174,312 
64,432 

838,006 

Table V 

INSURED GROUPS BY SIZE AND EMPLOYEES BY FIRM SIZE FOR IOWA IN 1986 

Covered Employees 
Group or Number of Number of u PerceDtqe 
FIrmSlze Covered Emplorees Employees of Total Employees 

1,000 or more 145,047 217,513 66.7% 
5()()'999 39,834 88,203 45.2 
25Q.499 31,712 102,569 30.9 
1 ()()'249 39,577 138,154 28.6 
1()'99 74,S66 325,245 23.0 

Less than 10 28,545 142,400 20.0 
Totals 359,281 1,014,084* 

*Excludes all self<mployed. Employment in March 1986. 
Sourc~: Iowa Department of Employment Services, Research and Analysis Department. 

I 

The contracts covered 359,281 employees in Iowa 
and 838,006 employees and dependents. The 
359,281 employees covered by the insurers that 
responded are approximately 26.7% of the total 
workforce and 33% of the employed workforce with 
health insurance coverage. The 838,006 insureds 
account for 29.7% of the Iowa population. 

A comparison of the employees by group size in 
Table IV to the distribution of employees by firm 
size within Iowa demonstrates an important rela­
tionship. The data for this comparison are pre­
sented in Table V. 

As shown in Table V, the Iowa Department of 
Employment Services reported 217,513 persons 
employed in March 1986 in firms with employment 
of 1,000 or more. The number of employees 

covered by the insurers in this study for that size of 
employee group is 145,047, as taken from Table IV. 
The comparison is not for the identical time period, 
but the July 1, 1986 to June 30, 1987 contract year 
would not produce any significantly different data 
from a somewhat earlier time period, nor would the 
March 1986 employment data be significantly dif­
ferent for a more recent month. 

For the 1,000 or more category, the number of 
employees covered by the group health plans is 
66.7% of the number employed. The percentage 
declines for each lower size of firm or group of 
insureds. For firms and employee groups of less 
than ten, the employees in the group contracts for 
the insureds in Table V represent only 20% of the 
employees of the relatively smaller employers. 
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Table VI 

IOWA GROUPS, E:\1PLOYEES AND INSUREDS 
DISTRIBUTED BY SUBJECT TO AND EXEMPT FROM MANDATES 

Subject to Mandates 
Employee No. of No. of 

Group Group Covered ~'o.of 

Size Contracts Employees In$~1 - -~.--

1,(0) or more 18 66,461 1:0,814 
500-999 22 15,550 ,'),079 
2S().499 44 15,414 ,.,'5.079 
100-249 155 22,265 ~ 1,336 
10-99 2,194 56,636 1··L323 

Less than 10 7,662 26,935 :,0.705 
~ .. "--

Totals 10,095 203,261 ~i, 1,336 

The comparison and declining percenu,'es sug­
gest that any mandate for the inclusion of ;it>enefit 
in group contracts will affect employees if' :::-eater 
numbers on a relative basis in larger finm rt also 
suggests that, to the extent that group COD:: acts of 
larger employers already include a benefit ;'1at be­
comes mandated, relatively more group p:~:n!) and 
employees of smaller firms will be aff'ecte:: by the 
new mandate. 

The contract, employee and insured..<. data in 
Table IV are separated and presented in ': able VI 
under the headings subject to mandates aD ... exempt 
from mandates. The division reflects the . ::. pact of 
ERISA and the U.S. Supreme Court dc,sion in 
Metropolitan v. Massachusetts (1985). F . SA reg­
ulates qualified employee welfare pi am ,ad pre­
empts the right of the states to regulate ~';)ployee 
welfare plans that fall within the scope or ; ruSA. 

The states, on the other hand, clearly ha the right 
to regulate insurance. The U.S. Supremt Court in 
Metropolitan v. Massachusetts upheld tY: right of 
states by holding that ERlSA did not preec ; ot a Mas­
sachusetts law that mandates that employe ,that pur­
chase group health care insurance or ph. provide 
certain minimum mental health benefits. tS impor­
tant to note that ERISA regulates emplc . ": benefit 
plans directly, whereas state mandate 13 .. regulate 
employee benefit plans indirectly by re:. ,ating the 
insurance coverage or plan that is purch:· 'd to fund 
life or health benefits. ERISA and stateL:1dates, in 
effect. coexist. Consequently: ( 1 ) if a pubi;;" or private 
employer ~insures a health care plan. Ule plan is 
subject to ERISA regulation and state rr .. 'J.lation of 
the plan is preempted; (2) if the plan is ::sured, it is 

Exem2t From Mandates Exempt 
No. of No. of Insureds 
Group Covered No. of uo/tof 

Contracts Employees Insureds All Insureds 

34 78,586 189,045 55.6% 
35 24,284 56,895 64.7 
44 16,298 42,196 53.9 

115 17,312 41,818 44.9 
587 17,930 42,989 24.7 
413 1,610 3,727 5.8 

1,228 156,020 376,670 44.9% 

subject to state mandates. Thus, in Table VI, the 
groups under the subject to heading are affected di­
rectly by Iowa's mandates and the groups under the 
exempt fwm heading are not. 

As shown in Table VI, 44.9% of the insureds in the 
group plans of the insurers that provided usable data 
in the questionnaire are in plans exempted from the 
State ofIowa mandates by virtue of being subject to 
ERlSA regulation and not purchasing insurance. 
That percentage is significant because it suggests that 
state mandates that involve group life and health 
insurance coverages have or will have no effect on 
about 45% of group insureds. Because of market 
forces and employer and employee preferences, the 
benefits in the subject to and exempt/rom categories 
may be essentially the same. Group size may have a 
greater influence on the benefits package than the 
mandates and exemption issues. The larger the finn, 
the more exhaustive the plan coverage. 

The distribution of insureds in Table VI gener­
ally is skewed in the same manner as the distribu­
'tion of employees is skewed in Table V. That is, 
although 44.9% of all insureds are in exempt plans, 
55.6% of those insureds in plans of 1,000 or more 
and 64.7% of those in plans of 500 to 999 are in 
exempt plans as compared to only 5.8% ofinsureds 
in small plans in the exempt category. The percent­
age declines from 64.7% to ~8% consistently as the 
group size falls from 500 to 999 to groups ofless than 
ten. Thus, state mandates could have a differential 
effect, with a disproportionate number of small 
group plans and their insureds being affected as 
compared to large group self.insured plans. 



6 BENEFITS QUARTERLY FIRST QUARTER-1989 I 
Table VII I 

TYPE OF IOWA CLAIMS PAID AS PERCENTAGE OF TOTAL CLAIMS PAID BY GROUP SIZE 

Ill- Oat-.· In- Out- In- Out-
Employee ClaIms padent padent p.dent ,adent ,adent ,adent I 

Group PaId Mental Psytho- Alto- Alto- Chemital Chemltal Total 0/0 
Size (Mll. 52 Health therapy hoUsm holism Depend. Dee!nd. olClms. I 

I 
1,000 

or more $126.70 3.54% 0.15% 
500-999 39.19 4.37 0.11 
250-499 37.S9 3.58 0.14 
100-249 48.80 4.26 0.11 
10-99 95.80 3.10 0.08 
less 

than 10 41.19 3.17 0.10 
Total $389.28 3.57% 0.12% 

Oaims Analysis 

An understanding of group health insurance in 
Iowa is enhanced by analyzing the claims data pro­
vided by the insurers that responded to the ques­
tionnaire. The total claims paid by these insureds 
for the period from JUly 1, 1986 through June 30, 
1987 are shown in Table VII with the percentage of 
the total claims accounted for by each benefit. The 
claims also are distributed by employee group size. 

The claims-paid total of$389.28 million was at 
least 50% of claims paid under all group health 
insurance contracts and prepaid plans in Iowa dur­
ing the claims period.4 The benefits for which per­
centages are shown in Table VII are among those 
that are of current interest for potential legislative 
mandates in Iowa Other benefits, such as podiatry, 
optometry, registered nurse and physical therapy, 
are not shown because each represents considerably 
less than 1 % of claims paid. Chiropractor coverage 
was not included because the insurers providing the 
data felt they did not have sufficient experience with 
this mandated benefit in Iowa for the claims rate to 
be meaningful. 

The data in Table VII indicate that the benefits 
that are being considered for mandates represent a 
measurable portion of the claims paid under group 
health insurance contracts covering a substantial 
segmentofinsuredemployeesand their dependents 
in Iowa Inpatient mental health claims, in par­
ticular, are a significant portion of all claims paid. 
The generally declining percentages for mental 
health and for the total of the rows in Table VII from 

0.94% 0.04% 0.50% 0.03% 5.19% 
1.17 O.OS 0.35 0.04 6.08 
1.33 0.04 0.38 0.01 5.49 
1.24 0.02 0.44 0.01 6.07 
1.37 0.03 0.46 0.02 5.06 

1.07 0.02 0.49 0.01 4.87 
1.16% 0.03% 0.45% 0.02% 5.35% 

the larger groups to the smaller groups do suggest I 
that more extensive coverage is provided for these 
benefits in larger groups than in smaller groups. 

The claims data in Table VII are separated in Table I~ 
VIII in acrord with insured or subject to and se~ 
insured or exemptjrom status. Outpatient and inpa­
tient are combined under each of the two types of I 
plans for ease of presentation. The generally higher ; 
percentages for claims paid under the se~insured or 
exempt plans than under the insured or subject-to- I 
mandate plans are not sufficiently significant to con­
clude that mental health, alcoholism and chemical 
dependency benefits are more extensive under se~ 
insured than under insured plans. The higher per- I 
centages, however, do suggest that possibility. 

The claims data presented above will be consid­
ered further in the section that follows. I 
Cost of Mandated Benefits 

Conceptually, the measurement of the cost of a I" 
mandated benefit is straightforward. The cost 
would be the increase in premium req uired to cover 
claims and expenses that result from the mandated I 
benefit. Practically, however, measurement is diffi­
cult for a variety of reasons. Among the reasons are: 
( 1 ) insurers and prepaid plans may not record and 
monitor claims and expenses according to man- I 
dated benefit categories; (2) procedure descriptions 
and codings of diagnoses used by providers, prepaid 
plans and insurers may vary and are often imprecise I 
orincorrect1y applied; and(3) the benefit mandated 
may have been provided previous to the mandate 
and, thus, the premium associated with a new man- I 

I 
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Table VIn 

PERCENTAGE OF CLAIMS DISTRIBUTED BY GROUP SIZE, 
TYPE OF BENEFIT AND EXEMPTION STATUS 

Subject to Mandates Exempt From Mandates 
Employee Meutal Chemlc:al Mental Chemic:al 

GroueSlze Health AlcohoUsm Dependency Health AlcohoUsm Dependency 

l,(()() or more 2.72% 0.63% 0.28% 4.44% 1.19% 0.70% 
500-999 5.06 1.26 0.17 4.21 1.19 0.50 
250499 2.79 1.10 0.43 4.49 1.59 0.37 
100-249 3.83 1.03 0.52 5.01 1.53 0.36 
l0-99 3.26 1.47 0.50 2.96 1.15 0.41 

Less than 10 3.13 1.12 0.53 6.02 0.56 0.02 
Total 3.25% 1.12% 0.43% 4.30% 1.27% .54% 

Table IX 

MARYLAND BLUE CROSS AND BLUE SHIELD CLAIMS EXPENDITURES 
AS A PERCENTAGE OF ALL CLAIMS FOR GROUP CONTRAcrs 1984 

Coveraae 

Benefit CateBory Hospital Med.lSurg. MajorMed. Total 

Nervous/mental* 5.33% 
Prosthetic device 0.16 
Alcohol rehab. 1.38 
Oeft lip/palate 0.03 
Podiatrist 0.00 
Social worker 0.00 
Chiropractor 0.00 
Psychologist 0.00 
Optometrist 0.00 
Licensed pract. 0.00 
Home health 0.45 
Nurse anesthetist 0.00 

Total 7.33% 

-Includes inpatient and outpatient. 
--Less than 0.001' 

date may not represent its cost. Although costs are 
difficult to measure accurately, a well-defined study 
of the costs of mandated benefits in Maryland is a 
good starting point for an understanding of the 
magnitude of costs. 5 

Maryland 

The Blue Cross and Blue Shield plans serving 
Maryland developed claims and administrative ex­
pense data for 1984 for the mandated benefits in 
that state for mental illness-inpatient, mental ill-

1.58% 19.86% 6.49% 
0.08 4.64 0.84 
0.00 0.00 0.76 
0.02 0.00 0.02 
3.36 0.57 1.07 
0.04 2.05 0.33 
0.01 2.30 0.36 
0.10 5.32 0.86 
0.00 0.00 O.()()** 
0.05 0.02 0.02 
0.00 0.12 0.26 
0.00 0.00 O.()()** 
5.23% 34.87% 11.01% 

ness-outpatient, prosthetic devices, alcohol re­
habilitation, cleft lip and palate, podiatrist, social 
worker, chiropractor, psychologist, optometrist, li­
censed practitioner, home health care and nurse 
anesthetist. The study did not include maternity 
benefits, benefits tha~ are mandated to be offered 
and mandated conversion privileges. 

The claims and administrative expenses for the 
mandated benefits in Maryland covered by Blue 
Cross and Blue Shield for 1984 under group con­
tracts are summarized in Table IX. The claims and 
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Table X 

COST OF MARYLAND MANDATES AS ESTIMATED BY HIAA 

Benefit Catepry 

Mandated 
Nonmandated 

Employee Premium 

$11.0S 

Family Premium 

$ 46.10 
223.90 

$270.00 
83.9S 

Total $9S.00 

Percentage of mandated to total 

expenses are shown asa percentage of the total for all 
. group hospital, medical/surgical and major medi­

. cal. The administrative expenses included in costs 
are approximately 10% of the claims paid.6 

The data indicate that the cost for all mandated 
benefits represents 11% of the total benefit cost of 
Blue Cross and Blue Shield enrollees in Maryland. 
The costliest mandated benefit is mental health at 
6.5% of the claims total. The alcohol rehabilitation 
benefit accounts for only 0.8% of claims. Many of 
the mandated benefits, such as cleft lip/palate, op­
tometrist, licensed practitioner and nurse anesthe­
tist, clearly had a minimal impact on claims costs. 

At the same time that Blue Cross/Blue Shield of 
Maryland was conducting its study, the Health In­
surance Association of America (HIAA) created a 
task force to study the cost of mandated benefits in 
Maryland. The HIAA is the national trade associa­
tion of the private health insurance industry. Its 
members include more than 330 companies writ­
ing over 85% of the health insurance policies sold by 
private insurers. Blue Cross and .Blue Shield plans 
are not HIAA memberi.7 

The benefits mandated by Maryland law were 
priced by an actuarial subcommittee of the HIAA 
task force. The subcommittee used empirical meth­
ods similar to those used to price any health insur­
ance benefit. The estimate of cost as developed by 
the task force's subcommittee was illustrated for a 
typical group plan as shown in Table X.8 

The monthly insurance premium is split between 
mandated benefits and non,nandated benefits. The 
employee premium column shows the premium for 
an employee without dependents. The family pre­
mium column represents the combined premium 
for an employee with one or more dependents. As 
reported in Table X, the cost of mandated benefits 
was estimated by HIAA to be 12-17% of the typical 
total health insurance premium. Thus, the HIAA 
result and the Blue Cross/Blue Shield estimate of the 
cost of mandated benefits for Maryland were similar. 

12% 17% 

Consultants' Findings 

A group ofinsurance and health care consultants 
recently completed a study of health insurance ex­
penses in six states that had mandated mental 
health, alcohol and drug benefits.9 The states stud­
ied-Arkansas, Connecticut, Maryland, Massa­
chusetts, Oregon and Wisconsin-had diverse 
characteristics (e.g., region, population, economy 
and social attitudes). The researchers contacted 31 
sources that have been actively involved in the pric-

. ·ing, administration and marketing of large num­
bers of group health insurance plans during pre­
and postmandate periods. No individual coverage 
expenses were studied. The study covered 84,500 
plans and 8,822, 100 insureds in the six states. to 

In the first 36 months following the enactment of 
a mandate, most employers experienced moderate 
premium increases due to the mandates. Few 
moved to selt:insurance, and no plans were termi­
nated. Thirty-five percent of the sources experi­
enced premium increases in the plans they covered 
of 10-15% attributable to mandates; 50% reported 
premium increases of 5-10%. Eleven percent re­
portedincreasesofl-5%. Approximately 35% of the 
sources found no measurable increase in premiums 
as a result of mandates. The two reasons for the 
limited premium increases were: (1) although indi­
vidual claims for these mandated benefits may be 
extensive, the claims represent a small percentage 
of total claims; and (2) many plans already included 
coverage that approached, equaled or exceeded the 
mandates. 

Ninety-eight percent of the sources indicated no 
movement from insured to self:insured plans solely 
because of mandates. Fourteen percent of the 
sources reported measurable cost reductions in 
other areas of their plans because the implementa­
tion of mandates for plans that previously offered 
little or no coverage in the mandated areas shifted 
claims within the plan; 43% reported no offsetting 
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cost reductions in other areas; 43% said it was too 
early to determine if there were savings in other 

areas· 
The results of the study by the consulting group 

did not support the chemical dependency and men­
tal health providers' assertions that increased use of 
their services would be offset by savings from de­
creased use of general medical and hospital ser­
vices. The study did note increased use and cost of 
outpatient services, decreased inpatient costs and 
decreases in the total outpatient and inpatient costs. 

Iowa Claims Data 

The claims data, exclusive of administrative 
costs, provided by the insurers that issue group 
health contracts in Iowa support the findings in the 
Maryland study and in the consultants' report. The 
Iowa claims experience for one claims year was 
presented in Table VII for mental health, alco­
holism and chemical dependency. Even though 
these benefits are not mandated in Iowa, the data do 
represent useful cost infonnation. 

Both inpatient and outpatient mental health 
coverage provided in the group contracts produced 
claims of3 .69% oftota! claims. (See Table VII.) This 
is a significant cost component of premiums, which 
is comparable to Maryland and the states included 
in the consultants' study. The inpatient and outpa­
tient alcoholism and chemical dependency per­
centages totaled 1.19 and 0.47, respectively, for the 
Iowa insurers in Table VII. These percentages are 
similar to the percentages in the other studies and 
suggest that these benefits produce noticeable costs, 
but not ones as significant as for mental health. The 
percentage of claims in the Iowa data for podiatrist, 
optometry, registered nurse and physical therapy 
each accounted for less than 1 % oftota! claims paid. 
The same result was experienced in Maryland and 
the other states studied by the consultants. 

Conclusions 

The purpose of this study was to detennine 
whether mandating health insurance coverages by 
a state is likely to be an effective approach for assur­
ing that particular benefits are made available to 
employees. In order to answer this research ques­
tion, the authors examined the status of state-man­
dated health insurance coverages, health insurance 
coverages in Iowa in relation to the mandates issue 
and the cost of mandated benefits. 
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The research undertaken allows for the following 
conclusions to be drawn: 

• State mandatory health benefit legislation 
contributes to the already rising cost of pro­
viding health care to employees and will be 
especially burdensome to small employers 
whose plans are most likely not to include the 
mandated benefit. Additionally, employers 
with ten or fewer employees are most likely 
not to cover their em ployees under a qualified 
welfare benefit plan. Although this analysis 
does .not directly support the following, the 
cost impact of mandatory health benefits leg­
islation could result in fewer plan starts or 
increased plan tenninations for this category 
ofinsured plans. 

• State mandatory health benefit legislation does 
not apply equitably to all employers that pro­
vide health care benefits to their employees. 
This is evident from the data on plans ex­
empted from mandates by virtue of being sub­
ject to ERISA regulation because of not pur­
chasing insurance. This means that self,.funded 
plans, in which a majority of covered em­
ployees participate, are not subject to state 
mandatory benefits legislation. 

This finding in and of itself is not alarming, 
because it is typically the larger employer that 
offers a self,.funded comprehensive health care 
plan. This statement is defensible only if the 
comprehensive nature of the plan would in­
clude benefits that are mandated. Unfortu­
nately, the data analyzed in this study do not 
directly support the correlation between plan 
size and comprehensive coverage. 

• State mandatory health benefits legislation does 
not improve the gaps in health care coverages for 
private or public employees. This statement is 
supported by the fact that many small employ­
ers do not currently offer insurance company­
guaranteed health care coverage and that a ma­
jority oflarger employers have seIf,.funded plans 
that are ERISA plans and exempt from state 
mandatory health benefits legislation. 

In summary, the facts presented in this analysis 
of state mandatory health benefits legislation do not 
support the statement that the mandating of health 
insurance coverages by a state is likely to be an 
effective approach for assuring that particular bene­
fits are made available to employees. 
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The Economics and Politics 
of Mandated Health Benefits: 
A Pennsylvania Case Study 

Charles P. Hall Jr. 

In this article, the author discusses some political and economic considerations 
surrounding proposed legislation that would mandate certain health care bene­
fits in Pennsylvania. One major conclusion is that proponents of mandated 
benefits often are special interest groups that have been left out of all or most of 
the conimonly tOund benefit packages in a particular state. In addition, the need 
tOr certain mandated benefits often is insufficiently documented by supporters of 
the legislation. 

Introduction 
The rapid and continuing escalation of health 

care costs has been a major national concern for 
most of the last decade. Responses have been gener­
ated at the federal, state and local levels of govern­
ment as well as throughout the private sector, but no 
one seems yet to have found a totally satisfying 
solution. The purpose of this paper is to examine, in 
political and economic tenns, just one relatively 
specific effort to deal with a portion of the problem. 
Recent legislation enacted in the State ofMassach u­
setts and the Kennedy bill that was proposed in 
Congress dealt with general mandations of an over­
all package of health insurance benefits. The focus 
of this article is, instead, on mandating either a 
single benefit or a narrow spectrum of benefits that 
are seen by some special interest group as having 
been left out of all or most of the commonly found 
benefit packages in a particular state. 

One might view the distinction as the rifle ap­
proach to mandated benefits as opposed to the shot­
gun approach. In one sense, it could be stated that 
the Massachusetts law and the Kennedy bill are 
designed to address a broad social problem, and 

they both advocate a government-mandated pack­
age of privately sponsored benefits to solve it. By 
contrast, one recent study reports a total of 604 
state-mandated health benefits of the single benefit 
variety. I The majority of these mandates require 
that a specific coverage be provided, while some take 
other forms, such as requiring that a particular ben­
efit be offered. 

Arguably, the ~1assachusetts package approach 
makes more sense. in that it theoretically should 
produce a set of benefits that are designed to serve 
the interests of the entire community. The single 
benefit legislation, on the other hand, is designed to 
meet special interests. Indeed, in some cases it has 
been suggested that the special interests that are 
served are those of a particular provider group seek­
ing to have its services reimbursed on a par with 
more traditional providers (typically physicians 
and/or hospitals) rather than the interests of cit­
izens in general. Their argument would be that they 
can provide needed services either better and/or 
more economically than can traditional medical 
professionals. 

Against this backdrop, in 1986 the General As­
sembly of the Commonwealth of Pennsylvania 

CHARLESP.HALLJR.,Ph.D., CLU,CPCU,is professor andchairin the department ofhealth administration atTem pie University. 
The original research ror this paper was sponsored by the Pennsylvania Health Care Cost Containment Council while the author 
~ed as a member of its first mandated benefits review panel. Responsibility ror views presented in this paper, however, rests solely 
With the author. 
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passed Act 1986-89, the Health Care Cost Contain­
ment Act. As stated in the act: 

... there exists in this Commonwealth a ma­
jor crisis because of the continuing escalation 
of costs for health care services. Because of the 
continuing escalation of costs, an increasingly 
large number of Pennsylvania citizens have 
severely limited access to appropriate and 
timely health care. Increasing costs are also 
undermining the quality of health care ser­
vices currently being provided. Funher, the 
continuing escalation is negatively affecting 
the economy of this Commonwealth, is re­
stricting new economic growth and is imped­
ing the creation of new job opportunities in 
this Commonwealth. 
The act went on to attribute the escalating costs 

to a number of factors such as inefficiency of health 
service systems, the system of third party reim­
bursement. cost shifting resulting from a growing 
indigent population and the lack ofadequate effort 
by the health care industry to contain costs. 

Having identified ihe problem, Act 89 went on to 
declare that the policy of the Commonwealth was to 
"promote health care cost containment by creating 
an independent council to be known as the Health 
Care Cost Containment Council" (HCCCC). 
Other stated purposes of the act we~e to promote 
development of competitive health care services, 
assure access to services for all citizens and to facili­
tate the entire effort "by providing data and infor­
mation to the purchasers and consumers of health 
care on both cost and quality ofhealth services .... " 

The composition of the HCCCC was, perhaps 
inevitably, highly political. It consists of 21 mem­
bers: the secretary of health, the secretary of public 
welfare, the insurance commissioner, six represen­
tatives of the business community who are pur­
chasers of health care, six representatives of 
organized labor (the president pro tempore of the 
Senate and the speaker of the House of Represen­
tatives each names half of the business and labor 
representatives) and one representative each of 
consumers, hospitals, physicians, Blue Cross and 
Blue Shield, commercial insurers and HMOs, all 
appointed by the governor. 

While the duties and responsibilities of the 
HCCCC are wide ranging, the focus here is on the 
single issue of mandated health benefits, which, as 
noted above, has been a growing phenomenon 
across the country over the past 15 years. 
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Mandated Health Benefits 

The history of mandated health benefit legisla­
tion across the country has been characterized by 
intensive lobbying efforts by single interest groups. 
The efforts usually are associated with what many 
would identifY as a good cause, but the arguments 
often have been based on emotional appeals to a 
sense of social responsibility and what is right that 
have been presented with an almost evangelical 
zeal. In many instances, the campaign is led by 
victims of a particular illness and/or members of 
their families, and they present poignant evidence 
of their own suffering and how it would be alleviated 
by the benefit in question. In a number of cases, 
though, the most vocal proponents of mandated 
benefits have been health care practitioners who 
might profit directly by having their fees covered by 
the new insurance. Rightly or wrongly, such indi­
viduals inevitably have their motives questioned. 
Seldom, if ever, have definitive cost/benefit studies 
of the economic impact of such legislation been 
conducted prior to its passage. 

I 
I 
I 
I 
I 
I 

The General Assembly tried to insulate itself 
from similar pressures by stating (Act 89, Section 
931.1 (a» "that proposals for mandated health ben-
efi ts or mandated health insurance coverage should I 
be accompanied by adequate, independently cer-
tified documentation defining the social and finan-
cial impact and medical efficacy of the proposal." ,:: 
To this end, the HCCCC is required to create a 
mandated benefits review panel (MBRP) whenever 
such legislation is presented. The panel consists of I" 
three senior researchers, one each from the fields of 
biostatistics, economic research and health re­
search. The MBRP is responsible for the careful I 
review of all supporting documentation, both pro 
and con, that is submitted in connection with any 
proposed mandate. (It specifically is directed not to I~. 
conduct its own research on the matter.) When the 
review is completed, the MBRP submits its findings 
to the HCCCC. , 

In addition to the input from the MBRP, the I 
HCCCC also must solicit the opinions of the secre­
tary of health and the insurance commissioner re-, 
garding mandated benefit proposals. Upon receipt' 
of the comments and findings of these three sources, 
the HCCCC musiforward that material, along with 
its own recommendations respecting the proposectl 
legislation. to the governor, the president pro tern. 
pore of the Senate, the speaker of the House of 
Representatives, the secretary of health, the insurl 

I 
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ance commissioner and all persons who submitted 
material pertaining to the bill. 

Although on the sur&ce the provisions pertaining 
to the review of mandated benefit proposalS seem 
reasonable and: rational, a careful review of the de­
tailed directions provided for the MBRP suggests 
that an extremely heavy burden has been placed on 
the shoulders of anyone sponsoring such legislation. 
Section 931.3(c) directs the MBRP to report to the 
council the following: (1) whether or not the docu­
mentation is complete as defined in paragraph 931.3 
(b); (2) whether or not the research cited in the docu­
mentation meets professional standards; (3) whether 

_ - or not all relevant research respecting the proposed 
mandated benefit has been cited in the documenta­
tion; and (4) whether or not the conclusions and 
interpretations in the documentation are consistent 
with the data submitted. 

In paragraph 931.3(b), proponents/opponents 
of any mandated benefit legislation are required to 
submit documentation that demonstrates the fol­
lowing: 

1. The extent to which the proposed benefit and 
the services it would provide are needed by, 
available to and utilized by the population of 
the Commonwealth 

2. The extent to which insurance coverage for 
the proposed benefit already exists or, if no 
such'coverage exists, the extent to which this 
lack of coverage results in inadequate health 
care or financial hardship for the population 
of the Commonwealth 

3. The demand for the proposed benefit from the 
public and the source and extent of opposi­
tion to mandating the benefit 

4. All relevant findings bearing on the social im­
pact of the lack of the proposed benefit 

S. Where the proposed benefit would mandate 
coverage of a particular therapy, the results of 
at least one professionally accepted, con­
trolled trial comparing the medical conse­
quences of the proposed therapy, alternative 
therapy and no therapy 

6. Where the proposed benefit would mandate 
coverage of an additional class of practi­
tioners, the results of at least one profession­
ally accepted, controlled trial comparing the 
medical results achieved by the additional 
class of practitioners and ~ose practitioners 
already covered by benefits 

7. The results of any other relevant research 
8. The impact of the proposed coverage on the 
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general availability of health insurance in 
Pennsylvania ' 

9. Evidence of the financial impact of the pro­
posed legislation, including at least: 
A. The extent to which the proposed benefit 

would increase or decrease cost for treat­
ment or service 

B. The extent to which similar mandated 
benefits in other states have affected 
charges, costs and payments for services 

C. The extent to which the proposed benefit 
would increase the appropriate use of the 
treatment or service 

D. The impact of the proposed benefit on 
administrative expensesofhealth care in­
surers 

E. The impact of the proposed benefits on 
benefit costs of purchasers 

F. The impact of the proposed benefits on 
the total cost of health care within the 
Commonwealth. 

Mandated l\-Iental Health­
House Bill 1987-364 

The first bill to be reviewed under the provisions 
of Act 1986-89 wasHB 1987-364, to provide certain 
mental health benefits. The author and his two col­
leagues on the first MBRP did not have the luxury of 
a standard pattern to follow in reviewing the docu­
mentation relating to HB 364 and submitting find­
ings. After meeting with staff and some members of 
the HCCCC, it was decided that each member of the 
panel would prepare and submit an independent 
evaluation of the materials sent to the council in 
support of or opposition to the proposed legislation. 
In the end, the conclusions of the three panel mem­
bers were amazingly consistent. 

Of particular interest is the fact that all three 
MBRP panelists felt that both the proponents and 
opponents ofHB 364 consistently failed to meet the 
rigidly stipulated data requirements of Act 1986-89. 
This was true despite the fact that there are more 
mandated mental health benefits laws in force across 
the country than tor any other single benefit, and 
there had been at least four similar bills introduced to 
the Pennsylvania legislature since 1983. 

On the surface, at least, this made it reasonable to 
expect that the documeptation requested could be 
provided and would lead to some definitive recom­
mendations. Indeed, voluminous materials were 
supplied to the MBRP (over 1,000 pages of opin­
ions, articles, consulting reports and several books). 
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A total of six statements were received by the 
HCCCCin responscto its call for comments on HB 
364. Five of the statements opposed the legislation, 
while the remaining one, which was prepared by the 
Mental illness Insurance Coalition (Mile), a con­
sortium of several provider and advocacy groups, 
supported it with great zeal. It became apparent in 
the course of the review that in many instances the 
differences between advocates and opponents were 
based primarily on different values, definitions and 
perceptions. That being the case, they sometimes 
observed and reported the same facts while drawing 
different conclusions about what those facts mean. 
As a reviewer, it was possible to call this to the 
attention of the HCCCC, but it may not be much 
help in resolving the dilemma. 

The following is a summary of this reviewer's 
findings regarding the submitted evidence. pre­
sented in the same order as the provisions stipulated 
in Section 931.3(b) of Act 1986-89. 

I. None of the opponents to the legislation ad­
dressed the basic question of the extent to which the 
mental health (MH) services that the proposed ben­
efits would cover are needed, available or utilized. 
All, in one way or another, felt that adequate bene­
fits are available, though none claimed an identity 
between the specifics ofHB 364 and existing cover­
age. Indeed, the emphasis was on availability, with 
less said about coverage actually in existence and 
utilization. 

The advocates presented some good documenta­
tion on the supply ofMH facilities and professional 
specialists in the state. General NIMH dataon men­
tal health service needs were also presented. 
Nothingdefinitive was said about whether the avail­
able services could fulfill adequately the needs of 
state residents. 

The implication that MH services must be deliv­
ered only by MH specialists was inconsistent with 
reality. A majorconcem of the reviewer throughout 
was that absolutely no clinical evidence was cited by 
anyone to show that patients, once diagnosed as 
having MH needs, are necessarily better off seeing 
an MH professional rather than a "regular" doctor 
who recognizes the problem. It is a well-known fact 
that many persons with minor psychiatric prob­
lems have been successfully served by their family 
doctor, whether a general practitioner or a family 
medicine specialist. 

The proponents' response revealed a lack of un­
derstanding of the economists' distinction between 
need and demand. and some of their assumptions 
raised significant questions in this regard. Natu-
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rally, they felt that the proposed benefits are needed I 
and not available. Opponents again argued that 
benefits were available, and the fact that they are not 
purchased widely suggests the absence of an effec- I' 
tive demand, as opposed to a wish list. They also 
suggested that mandating this benefit could force 
some groups to give up other preferred benefits I' 

because of cost constraints. 
2. In the aggregate, the opponents presented 

strong evidence on the availability of a variety of 
MH coverages. It was claimed that there "is no I; 
evidence that employers cannot get what they 
want." Several insuring groups described what they 
make available in MH benefits, but no information I'" 
was given on the amount of coverage actually in 
existence. 

The proponents of the legislation start with some I: ...•. 
underlying assumptions that are not accepted uni­
versally. If their assumptions are granted. they 
make a strong case. Example: They feel that any-
thing less than identical coverage for MH is defi- I" 
cient. But there are other areas. such as dental bene-
fits, that also get different coverage. Is that neces-
sarily bad? Should private insurance cover MH II 
catastrophes? The proponents say yes, but that has 
not been the historical view either in the U.S .• where 
the state has had that responsibility for over a cen- I; 
tury, or elsewhere. Further, the proponents fail to 
note that HB 364 does not assure increased use of 
benefits. Several studies have demonstrated that the 
existence of insurance alone is not the problem. I 
They do not document inadequate care but make 
their arguments about inadequate insurance. Also 
included are some emotional, but irrelevant. data I'" 
about uninsured children: HB 364 does not address 
this issue. Both sides noted that more research is 
needed. I 

3. The most cogent objection voiced by insurers 
was the fear of the use of diagnostic clusters in 
defining benefits under the bill. The uncertainty of I 
the relationships between diagnosis, treatment and it 
costs in the MH field was cited. It was noted that this 
was precisely the reason that Medicare's ORG pro­
gram waive red MH, and the opponents com- I 
mented on the inconsistency of the proponents in 
supporting the ORG waiver while lobbying in favor 
of HB 364. Insurers also objected because self,.in- I 
sured benefit plans would be exempt from the provi­
sions of the bill. 

Advocates acknowledged that there is less de- I 
mand for MH benefits but rested their case on the 
argument, essentially, that they are better qualified 
than the public to know what the public needs, so I 
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the benefits should be mandated. They attempted a 
detailed, point by point refutation of other objec­
tions that was not convincing. They also put an 
enormous amount of faith in the utilization con­
trols written into the legislation, even though they 
are unproven. The opponents did not accept this 
position, having seen similar controls fail in the 

~ The proponents feared that, without HB 364, 
there would be a continued erosion of existing cov­
erage that, in turn, will discourage utilization. 

5. This point is not applicable, because HB 364 
does not specify particular therapies. One oppo­

. nent, however, expressed a fear that that would be 
the next step. 

6. N/A. 
7. Having responded so extensively to other 

questions posed in the legislation, no specific cita­
tions were presented in this section. While mem­
bers of the MBRP were aware of other statements, 
they were directed not to do anything other than to 
respond to the remarks of the commission on this 
point. 

8. Fairly brief responses to this section were made 
by some of the opponents. They presented no docu­
mentation, but logic suggests some concerns may be 
valid. Four possible consequences include: ( l) Some 
employers may drop their health insurance to avoid 
the mandate (not very likely); (2) some employers 
may reduce the limits on their other coverage in 
order to lower exposure to MH costs or simply to 
control premiums under the mandate (more likely); 
(3) some will change to self:insurance, which is ex­
empt from mandates (a real possibility); (4) some 
firms will move to avoid the mandate (far-fetched, 
unless the firm were already at the breaking point). 
Another opponent (Blue Cross) expressed fears that 
continued loss of its competitive position to self: 
insurance may undermine its ability to continue its 
commitment to insure all comers, because their pre­
mium base will be too smaIl. Though possible, this 
argument was not overly convincing. 

9A. All seemed to agree that hard data were in 
~hort supply on this point. Much of the discussion 
was general. Some oppOnents noted the insurance 
effect-lower out-ot:pocket costs lead to an increase 
in demand, which in turn can have an effect on cost, 
depending on supply conditions. A cogent argu­
ment to support an expected rise in unit costs per 
patient (not per unit of service) was presented by 
o~e ~pponent, citing data showing that partial hos­
PItalization may be used as an additional rather 
than a substitute service. 
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The advocates again put their faith in the belief 
that partial hospitalization and better outpatient 
benefits might lower inpatient costs. Though no 
good studies were available, the weight of existing 
evidence suggests that the insurance effect is more 
likely to dominate. . 

The so-called offset effect-that better MH ser­
vices will result in lower costs for other medical 
services-came up here and elsewhere in the re­
sponses. All of the many studies that have looked at 
this issue have had flaws, mostly methodological, so 
a definitive conclusion is still in the future. The 
weight of authority at this time, however, suggests 
that total costs will rise (MH plus other medical) 
even though there might be some reduction in other 
medical costs. This reduction in other medical costs 
is attributed by most observers to a combination of 
two factors: ( I) Availability ofMH benefits removes 
the need for medical practitioners to disguise the 
diagnosis in order to be reimbursed, thus producing 
more honest reporting of costs; (2) adequate treat­
ment for certain mental problems may result in a 
reduction in consequential medical symptoms, 
e.g., timely treatment for stress may preclude later 
treatment for ulcers. No data, unfortunately, were 
presented to indicate the relative clinical effects on 
patients.2 

9B. What little evidence that does exist suggests 
that costs will rise,3.4 but no other state has benefits 
identical to those in HB 364. and the differences in 
supply and demand of services, practice patterns 
and demographics make any such comparisons 
questionable at best. Furthermore, because of vary­
ing insurer procedures for tracking claims and the 
aforementioned widespread practice of masking 
the diagnoses for social as well as insurance reasons, 
it is difficult precisely to document cost increases, 
some of which simply may reflect changes in report­
ing rather than new costs. 

9C. Virtually no comments were made on this 
point. One opponent expected a 25% increase, "not 
all appropriate," but gave no supporting data. 

90. Only one respondent mentioned admin­
istrative costs, stating that they would rise propor­
tionately. No evidence to support this was pre­
sented. All other statements on this point were 
unconvincing. 

9E. One opponent and the sole proponent each 
came up with precise estimates of costs. Neither 
showed their calculations. One detailed the under­
lying assumptions, but they were, in this reviewer'S 
opinion, very questionable. 

9F. The consensus seems to be that the answer 
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cannot be responsibly addressed, given avcUlable 
data. Several oCthe opponents, though, cl~~y .ex­
pect an increase. 

At least three of the opponents expressed con­
cern about the lack of clarity in the definition of 
maximum liability under Section 603B ofHB 364. 
The concern is real, and the confusion wasjustified. 
Several other minor questions about wording were 
mentioned. 

Conclusions 
This reviewer concluded that the decision on 

whether or not to recommend passage of HB 364 
must rest on criteria other than economic issues, 
even in the event that more definitive economic 
data become available. The controlling issues seem 
to be more philosophical/political in nature. Al­
though there is clearly the potential for a fairly sig­
nificant impact of HB 364 on both the cost and 
quality of MH in the Commonwealth, available 
data simply do not permit precise predictions. 

There, of course, would be some shift from the 
public to the private sector of financial respon­
sibility for covered benefits. The weight of evidence, 
however, suggests that much of the needed MH care 
in this or any other state will not find expression in 
actual demand whether or not insurance benefits 
are available. 

The quality of economic research that was avail­
able to answer the questions posed by Act 1986-89 
was disappointing and may account in part for the 
heavy reliance of the proponents on more emo­
tional arguments. It is also distressing that so little 
has been done to document outcomes ofMH care, 
either by site of treatment or by type of provider. 
This fault rests with MH professionals, who long 
since should have recognized the need for such re­
search. 

Despite passionate attempts by the proponents 
to deny it, the MH field is still different in many 
respects from other medical fields. The relation­
ships between diagnoses, treatment regimens and 
costs remain soft from an insurer's point of view. 
Although HB 364 specifically does contain provi­
sion for utilization review, there is no available his­
tory of its successful application under coverages 
such as those provided in the legislation. 

It was the unanimous conclusion of the MBRP 
panel that neither the proponents nor the oppo­
nents ofHB 364 presented a scientifically supporta­
ble case for their position. In reaching this conclu­
sion, however, the panel was unanimous in the 
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belief that the question of whether or not to man­
date any health insurance benefit is a matter of such 
complexity that it is unlikely that this kind of policy 
decision can or should ever be made solely on the 
basis of scientific evidence as requested in Sections 
9 31.3(b) and 931. 3( c) of Act 1986-89. Nevertheless, 
the data requested could be of assistance in policy 
making, at least to the extent that evidence is avail­
able. 

The panel members believe that, given the ex­
plicit requirements of Act 1986-89, it is unlikely 
that the proponents or opponents of any health 
benefits legislation ever will be able completely to 
fulfill its requirements. In the present instance, the 
quality of the evidence available to support the pro­
posed mental health benefits under HB 364 varied 
considerably. For example, the evidence on the sup­
ply of facilities and personnel was far stronger than 
the data that were provided on projected costs. No 
evidence at all was presented on the clinical out­
comes of treatment by mental health professionals 
versus that of regular doctors. 

In one sense, it is difficult to criticize those who 
submitted position papers on the proposed legisla­
tion for the deficiencies in their presentations since 
in some of the areas specified there is no existing, 
valid research available; indeed, in some areas, it is 
probably not possible to conduct the indicated re­
search because of ethical or moral constraints. Hu­
mans cannot always be researched as if they were 
laboratory rats. In other cases, although a valid 
scientific experiment might be designed. the cost of 
performing it would be prohibitive. 

Oearly, the legislature made it difficult for spon­
sors of mandated health benefits legislation to meet 
all of the informational requirements of the law. It is 
not entirely clear whether this was done in a deliber­
ate effort to discourage any such legislation or 
whether, in setting forth the requirements, the legis­
lature did not realize the weight of the burden they 
were imposing. The suspicion is that the legislature 
knew exactly what would happen. The primary goal 
was to hold the line on costs: Act 1986-89 provides a 
convenient vehicle for accomplishing this, while 
permitting the legislature to assume the high 
ground of protecting the public purse by.req~iring 
the logical process of cost/benefit analysts pnor to 
acting. In theory, of course, the legi.slatu~e could 
enact a particular new benefit even tf sattsfactory 
answers to the questions posed by the law were not 
available, but that seems unlikely under current 
circumstances. 

Regardless of intent, if future mandated benefits 
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legislation in Pennsylvania rests on satisfactory an-
ers to all of the requirements spelled out above, 

:ere will be little ifany new legislation passed. This 
could be good news for benefits managen, at least in 
the short run, but it theoretically could backfire if 
and when a sufficient number of frustrated ad­
voacY groups mount a concerted campaign for 
more radical reform. 

postsCript 
In its final report to the legislature, submitted on 

November 20, 1987, the Heeee, basing its posi­
tion on the findings of the MBRP and the com­
ments received from the secretary of health and the 
.commissioner of insurance, stated that" ... there 
was not sufficient documented evidence presented 
to support a conclusion that near-term health insur­
ance cost increases due to mandated insurance ben­
efits for the treatment of mental disorders would be 
offset by cost savings over the longer term." While 
noting that the opponents also had failed suffi­
ciently to document the negative consequences 
that they projected, the Heeee agreed with the 
position of the MBRP that, ''In advocating a change 
in public policy that would impose new govern­
mental mandates on business and on consumers, 
the burden of proof fairly rests on the proponents of 
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change." Because the proponents failed to meet this 
test with respect to cost effectiveness, the Heeee 
admonished the legislature to recognize in consid­
ering the legislation that "no satisfactory basis has 
been established for the position that such a man­
date will be cost neutral or cost containing." In light 
of the clear legislative history that shows that cost 
containment is currently of paramount impor­
tance to the legislature, it should not be surprising 
that the bill was not enacted into law. 
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Tavern Association 
PROFESSIONAL PLAZA· SUITE AB·2 

900 N. MONTANA AVENUE· P.O. BOX 851 
Helena, MT 59624 I PHONE 406·442·5040 

March 19, 1989 

TO: Rep. Bob Pavlovich, Chairman, ::lnd Members of the 
House Business and Economic Development Committee 

RE: HB 743 

We have been informed that still another series of 

amendments will be proposed to your Committee on subject 

bilL 

The position of the Montana Tavern Association, as 

stated in our previous written testimony, remains in total 

opposition to HB743 and to any amendments that may be 

proposed for the purpose of taking the bill from the table. 

We found no reason to support the bill before and 

we find less now. 

SW/d STEVE WILKEN, President 
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