“For 2-50 Employee Dealerships it’s critical to stay under the protection of AB1672, and it’s critical to play R.A.F Strategy”

California Law AB 1672 Explained: 

Small business owners in California received extra protection under the law for their rights with group health insurance when the law AB 1672 was passed in 1992. However, many business owners do not understand what this law entails and how it can provide them protection when they are seeking a new group health plan or dealing with a current group health plan. 

Let's take a look at what changes law AB 1672 brought to the insurance industry and small business owners. 

Portability - This new requirement forces group health insurance carriers to provide coverage for employees covered under a group health plan, even if they have a pre-existing condition. In addition, exclusion periods for coverage for a pre-existing condition were quite long before 1992. This new law means that insurance companies may not deny coverage, and if there is an exclusion period for a pre-existing condition, it must be kept to six months to one year. If an employee was covered by a health plan before joining the group health plan offered by their new employer, this coverage must count towards this exclusion period, as long as the employee's coverage was enacted within 62 days of losing the previous policy. 

Guaranteed Issue - In the past, insurance companies did not offer small business owners many alternatives when it came to group health plans, and in many cases, refused to offer small business owners any type of group health plan. This is due to the fact that small business insurance plans are considered risky and more costly than large group health insurance plans. Under law AB 1672, this can no longer take place. An insurance company must provide a small business with a group health insurance policy if they request one. 

Guaranteed Renewal - Under law AB 1672, a group health insurance provide must renew a group health plan for a small business, as long as two conditions are met: 1. There has been no fraud with the policy and 2. All the premiums have been paid. This prevents insurance companies from offering a small business a group health plan and then arbitrarily canceling it later on. 

Now that we've covered what changes have taken place within group health plans, we will move on to how they have changed financially since 1992. 

Rating Protection - Although California does not regulate or set down what a group health insurance provider can charge a small business for a group health insurance policy, law AB 1672 did set limits on how much can be charged. In the past, insurance companies could set different rates for different businesses, based on the health of their employees. These rates are now set to a standard, which is figured by the use of allowable factors. A plan cannot cost more than 10% of the standard rate under this new law. 

Allowable Rating Factors - We mentioned above that standard rates are figured by using allowable factors. These factors are: age, geographic location and family size. This prevents insurance companies from using the health status of employees to determine the rates for a group health plan. 

Marketing Provisions - Currently, an insurance company must offer access to all of their available group health plans to small businesses. Previously, insurance companies did not provide information on certain plans that they did not want to offer to small business owners. 

Enforcement - The above new provisions are enforced by the use of a regulatory board. Insurance companies must submit reports and documentation on the plans they offer, and how they determined specific rates. The penalties for failing to file this information are steep and are used to prevent insurance companies from abusing this new law

Using Risk Adjustment Strategy to maintain your rating advantage.

So we understand that California employers that have 3 to 50 employees eligible for benefits are protected from adverse underwriting and severe rate levies by AB1672.  Carriers are prohibited from levying any more than 10% R.A.F in any given renewal year due to adverse health or underwriting conditions within a group, and furthermore the maximum rate tables they can use are 10% above standard rates.

The majority of small group medical carriers have been offering R.A.F deals over the past five year in order to entice new business their way.  An employer with 15 or more employees enrolled will find it easy enough to get a Guaranteed R.A.F of 10% below their renewing RAF provided their renewing R.A.F is less that 1.05 ( no more than 5% above standard rates).  

In recent months I have come across one too many small groups that fall into this category where their renewal RAF was 1.0 but they chose to remain with their current carrier.  This is not a smart play, and opens the group to the vulnerability of incurring heavy claims against limited premium and therefore adverse underwriting for their next renewal.  The renewing carrier may then increase the R.A.F to 1.10 or 10% above standard.

At a 1.10 R.A.F the group becomes unmarketable.  It can take years to get this Risk Adjustment removed and your benefit rates remain stuck at 10% above standard rate tables, whereas this situation could have readily been avoided by moving carriers when the Risk was at Standard Rate Tables 1.0 to a carrier offering the 10% discount.

If you have to move yearly during a heavy claims period, then do so.  There is a 20% rate difference between .90 R A F and 1.10 R A F.  It is critical that you understand RAF strategy and play the R A F game to maintain decent rates during a time when health insurance rates are escalating and auto dealer business is suffering.

For those of you with multiple locations, if you have a choice to keep each location under a separate tax Id # and your total number of employees eligible for benefits are less than 130 then consider doing that.  There are no rate protections in large group, and adverse claims can severely affect your rates.  

Exercise:  Pull out your most recent medical bill, and calculate how much premium you pay annually and how many members are covered under your insurance.  Then run the scenario of incurring a heavy claims year against those premiums collected.  Do you have enough premium on your books to absorb a heavy claim?  If not then do not place your group at risk.  To avoid this situation if you can – keep your medical group to fewer than 50 eligible.  This can be done by keeping separate locations under separate tax Id numbers, you do not necessarily have to file taxes separately or by maintaining staffing levels that do not exceed 50 eligible lives.

I hope this article serves as a quick reminder of the important to understanding how your group is underwritten and how claims affect your rates.

Should you need any further review of assistance, please do not hesitate to call me, 949-294-5814 Cell.
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