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lntroduction

Several TNO'mrssions visited Armenia dunng the period of April - October 2000 to provide
assistance to the development of a possible concept and draft Law "on Medical Insurance" in rhe
country. The counterpart in Armenia was the Working Group on Health lnsurance Development.
established by the Ministry of Health in April 2000 with the aim to develop a concepr and Lau,
on introduction of Medical Insurance in Armenia. TNO became involved in this effort shortly
after upon the specific request of the Ministry of Health and the State Health Agency, whose
long-term wish it is to establish a Bismarckian-type of health care financing sysrem in Armenia
replacing the current budget-based system. In April, June and September 2000 TNO-consulranrs
Serge Heijnen and Andre den Exter participated in detailed discussions on the (im)possibilities of
health insurance development in the short- and long-term.

Upon a rapid assessment of the economy's and health system's preparedness in April 2000 (see
"Mission Report l0-18 April 2000", Serge Heijnen) the consultant strongly advised 'not ro opt
for a fast introduction of health insurance in Armenia' as important 'basic pre-conditions for
social insurance implementation are not met at this stage'. The basic pre-conditions being the
current state of the economy with high levels of un-employment, improductivity and low
wages/income of citizens. as well as the inefficient organisation and poor performance of the
health system itself. Next to a needed path of economic growth it was suggested that if the MoH
would like to pursue its goal of a sustainable health financing system based on health insurance it
should ACHIEVE the following in the health sector: l) real improvements in optimisation of the
health system, 2) benefit package more in line with economic reality, and 3) development of a
realistic concept of health financing based on health insurance, as well as Law development.

The Ministry of Health acknowledged the importance of these prerequisites and announced that it
will give an impetus to the rationalisation of the health system and benefit package in addition to

the ongoing work on the development of the health insurance concept and Law. As mentioned in
the April report as well. TNO will be technically and financially supporting the rationalisation
efforts as well as the work on the development of a concept and Law (see section 6).

During a mission in June 2000. the first draft concept of the Working Group was examined and
detai led comments as well as sugsestions forfurther study/analysis were provided to the Work-
rng Group. Also. a meeting was held with all important local and international stake-holders to
rnform them on the on-going activities and to discuss the preliminary ideas on the long-term
model. the transition phase and the prerequisites. In addition, detailed legal comments and rec-
ommendations on the draft Health lnsurance Law were given to the Ministry of Health and the
Working Group by our health legislation expert (den Exter, Legal Review of the draft Law on
Health Insurance).

During June-August 2000, the Working Group developed a second draft concept on Medical
Insurance. This concept has been endorsed by the Government in August 2000. Despite, we were
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inf,ormed tlnt it should still be considered 'work in progress' and that a reaclion to rhe document
would be appreciated. Regarding the Law, we were informed by the Minister of Health that the

Government has requested that the draft-Law on Medical Insurance incl. necessary sub-
regulatory documents shzuld be finalized on 15 November 2O00 fbr Government discussion and,
ultimately, submission to Parliarnent.
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2 Content of the Report

This report compiles the results of the findings of the TNO-Consultants Andre den Exter and

Serge Heijnen when assessing the possibilities for medical insurance introduction in Armenia
and analysing the content of the draft "Concept on Medical lnsurance" and the Draft "Law on

Medical lnsurance" developed by the Working Group and the Ministry of Health. The report
starts with the comments to the latest draft of the Insurance Concept and then compiles the legal
comments to the drafts of the Medical Insurance Law.

The latest version of the "Draft Concept on Medical Insurance", version of September 2000. is

attached as Annex l.

The latest version of the "Draft Law on Medical Insurance", version of September 2000. is

attached as Annex 2.

The earlier comments to the first draft of the "Health Insurance Law (version June 2000)" are

provided as Annex 3.

The earlier comments given to the first draft of the "Health lnsurance Concept" (version June

2000) are provided as Annex 4.
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3 Analysis of the Medical Insurance Concept

The discussion and recommendations on the concept are provided under 4 main 'lines' in this
report:

. comments to the long-term concept:

. comments to the introduction strategy (excl. starting date);

. prerequisites and starting date;
o conclusions.

This part of the report will end with an explanation of TNO's further activities to support the

development of a sustainable health financing system in Armenia. These activities are all very

much related to the main findings in this report.

3.1 The long-term medical insurance concept

Important aims and principles of the long-term medical insurance model chosen are:
o the existence of compulsory and voluntary insurance in one model;
r the notion of social solidarity, health for all, and aiming to increase the level of protection of

citizens from unpredicted cases of disease;
. [o better manage the health financing sector and to increase the 'official' health economy;
. to improve the financial accessibility and utilisation of essential medical services.

There '*,ould be one state insurance company involved in the execution of the compulsory medi-

cal insurance. The statute of this insurance would be defined by the State. Coverage would ulti-
matelv be (close to) universal and contributions to this fund would largely come from employers

and emplovees (through premiums) and state budget resources (that would cover for the contri-
bution of some groups). The program (benefit package). contribution and premium rates are

defined b1' the Government. The concept identifies all groups that should ultimately be covered

b1 health insurance and identifies the ways in which contributions by or for individuals belong-

ing to these groups u'ill be transferred to the insurance fund. The concept mentions that the

prrccs/tariffs to be paid by the health insurance fund to health care services, which fall under the

rn\urance benefit package, should be based on actual costs and prices. No new administrative

srrucrure should be established to implement compulsory medical insurance and to collect premi-

ums. The Lau'on Medical Insurance will define population groups, implementing and supervi-

sron structure. fund collection, basis for premium calculation (price list to become Tariff Act),

benefit package (annually by Government/Parliament etc). The benefit package itself should

contain the kinds of services which are considered necessary to maintain and promote good

health of the Armenian population. services should be based on health policy goals and should be

cosr-effecrive. The health insurance system should protect the population against high and unpre-
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dictable medical expenses but priority should also be given to stimulate utilisation of low cost-

high effect services and technologies. Investing in the opposite can not be justified.

Voluntary insurance would be a commercial activity providing private and voluntary insurance
for individuals and Broups. It can be implemented by insurance companies of different property
types and the statutes of this insurance is defined by the insurance companies. Sources of income
will be personal income of citizens and profit of employers (?). The program and rates of contri-
butions would be set by the contract between the insurer and insured. Legal barriers (part. in tax

le,eislation) will be removed from RoA legislation so that voluntary insurance can be further
developed and the population stimulated to additionally insure themselves outside of the compul-
sory packa-ee.

In general. the broad framework and mainstream characteristics of this model are acceptable and

in fact bear most of the features of the insurance model and traditions prevailing in European

countries (whose health financing systems are based on health insurance). There seems to be

consensus that this model - the social insurance model - should be the long-term aim instead of a
model which will be based largely on private financing and insurance. The arguments for this

choice and the pnnciples on which this social insurance model should be based are sufficiently
described in the first two chapters.

However, it is more difficult at this stage to judge whethercertain aspects of the concept are

realistic long-term targets in economic terrns, such as large/universal coverage and a substantial

benefit package. Long-term problems can be expected in the collection of insurance contributions
and expansion of the benefit package due to the structure of the economy, labour market and

social secunty system (e.g. many unemployed or other groups who will need to be supported,

large'unofficial'economy) in combination with the low average wages, Iow pen-

sion/unemployment subsidies and the financial situation of the state (that is both a major em-

plover and responsible to support most groups in the current concept). Reliable trend figures on

the size and structure of the population (groups) and their income/wage characteristics are un-

avuilable.

Technical and administrative problems can be expected in registration and income assessment of,

particularly. the large group of self-employed and farmers in the Armenian economy. The long-

term desired premium rate of 9cL of the income is based on arbitrary figures (of hospital prices

and utilisation) and methodologl, (weak relation to demographic/epidemiological situation. needs

and benefit package and health svstem). In addition. at central level there is not yet a clear vision

on the scope and content of the compulsory insurance package vis-a-vis the state (budget) scope

and priorities, individual f,inancial responsibility and private/voluntary insurance, the role of co-

payments etc. All mentioned issues have been discussed with the Working Group during this and

previous missions and suggestions for improvements were made. It is clear that the economic and

labour market analysis and overall health financing strategic choices and priorities would still
require substantial attention before any realistic long-term milestones and planning can be devel-

oped.
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3.2 Comments to the introduction strategy (excl. starting-date)

The presented introduction strategy has the following features:
o contribution raising and insurance coverage at first only for the group of official workers and

their relatives for which goups it is administratively most easy to start with while this group
is likely to contain an acceprable risk profile;

r premiums for the group of official workers initially 3Vo (TVa employer - l7o employee).
financed by an additional and compulsory 'tax' on the payroll;

r cor,'ered services by medical insurance would include: primary care diagnostic and therapeu-
tic services. specialist ambulatory-polyclinic diagnostic and therapeutic services, as well as

ambulance services. This should be accompanied by a reorganisation of the State Order Pro-
grams;

. to minimrze admtnistrative costs, no new administrative structure will be created. The SHA
will have separate accounts for state budget and medical insurance programs while the pre-
miums itself will be collected through the Social Fund, which has all mechanisms in place,
and then transferred to the SHA.

The choices and arguments with regard to the first and fourth bullets can be supported. However,
there is one big obstacle related to the collection of contributions from the payroll of workers
which will affect the financial stability of the medical insurance fund. This is the fact that a
significant part of the official workers is paid by the Government. Due to the financial crisis of
the Government salary levels are decreasing annually and are paid at very irregular times. With-
out proper payment of salaries and transfer of premiums to the Fund there cannot be a 'healthy'
insurance fund and realistic insurance planning. The Fund would immediately run into the same
problems and debts as the current State Order.

Collection of contributions through an extra'tax'on the payroll is an acceptable mechanism in
manv countries to develop medical insurance but extra investments should only be asked from
the contributing population if this will be accompanied by an increase in quantity or quality of
services. Hou'ever. given the very inefficient organization of health care provision (large over-
capacitr') and the absence of sound safe-guards that unofficial payments will not be possible
under the insurance program (AND that this can and will be strictly controlled), this measure
scL'tns vcrv controversial in the short-term. It is very likely that this would only lead to an extra
l'inancial burden on the working populatron and companies and that it would even give negative
impetus to efforts to raise the efficiency' of the health financing and health provision system.

On the other hand. the health sector's request for additional funds is justified given the current
discrepancv between Government commitments and resource allocation and the very low part of
GDP spent on health care (less than 37r).

As n'e understand that it is not advisable to decrease social premiums and payments for pen-
sions/unemployment. the only remaining option would then be to introduce an earmarked pre-
mium on the payroll (to be collected by the Social Fund and then transferred to the SHA) for the
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(partial) coverage of the working population accompanied by an equal reduction in tax for those
subjects. At the same time, as indicated in the concept, budget resources for health care should
not decrease in the first stage of introduction so as to ensure essential health needs coverage for
the entire population (but better targeted at the poor/needy) until they can be covered by medical
insurance. If the latter cannot be guaranteed, the introduction of medical insurance will have
detrimental effects as it will weaken the position of the poorand rulnerable in society.

In any case, a significant reduction of the Government's declared responsibilities in health care
guarantees (State Order) should take place in the coming years. starting in 2001. in order to bnng
the commitments more in line with the financial possibilities. This is also an important aspecr for
the development of compulsory medical insurance and voluntary insurance.

Therefore, the Working Group's concept is right to note that it is recommendable to take the
issue of benefit package definition to include all state guaranteed medical services. Within the

financial limits, a BBP should aim to deliver the kind of services people are accustomed to and
which are considered necessary to maintain and promote good health. It should better prevent the
population from falling into poverty because of high medical costs and it should continue to
cover for certain 'uninsurable risks' (e.g. long-term psychiatric treatment). It should also promote
the use of cost-effective services and should promote attainment of health policy goals (e.g.

development of family medicine, stimulation of hospital outpatient treatment and rationalization
of the quantity of facilities, specialties and human resources). So, to be more specific on the

health needs to be covered by compulsory medical insurance specifically, more insight and

consensus is needed on the organization of benefits coverage and the use of official co-payments
under l) Government programs (e.g. public health, health promotion, prevention. coverage of
certain uninsurable risks), 2) compulsory medical insurance programs (e.g. necessary, essential

and cost-effective emergency and non-emergency curative care delivered in PHC and hospitals
for the insured population) and 3) individuals/groups by means of private risks/insurance. From
there on. the desirable compulsory medical insurance package and the planning/development of
coverase and benefits can be better designed.

In case the compulsory' medical insurance will be introduced at a time where the current State

Order Programs are basicallv the same. with no major differences, then the definition of benefits
into the 3 main lines given (PHC-family medicine - specialist care - ambulance services) can

ccrtainlv be preliminary supported with one important amendment regarding specialist care. To
support health care policy and optimisation goals. it is advisable to change 'specialist ambula-
ton'-polvclirric diagnostic and therapeutic services into: specialist diagnostic and therapeutic

services in outpatient hospitaL departments upon reJerraL of PHC.

As there is no information in the concept on the total expected amount of contributions to com-
pulsory medrcal insurance in the introductory phase it is impossible to give any comments on the

scope of any benefit package within any of these lines. It is recommended that the concept will
give some estimates of expected contributions, while further analysis on incomes and costing of
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benefits are essential activities in case the decision is taken (by Law) to introduce medical insur-
ance at any given point in time.

Finally. one should be aware that in the transitional stage - before almost universal coverage and
benefit package can be achieved - some population Eroups (e.g. workers) will have more entirle-
ment to health care than others will. There is a clear tension between the fact that it is in the
Government's interest to treat all citizens/groups equal under its own programs (in this concept
compulsory medical insurance is implemented by the State) and the other fact that, to ensure an
effective insurance system. there needs to be a good balance between 'people who pay more than
they consume' and 'people who consume more than they pay'. The latter means that the Gov-
ernment should be very careful to extend coverage to other $oups.

3.3 About pre-requisites and the starting-date

The concept recognises that there are significant pre-requisites related to medical insurance
introduction as well as substanrial preparations and investments. It mentions:
. acceptance of the Law on Medical Insurance;
. taking steps for complete and real provision of state guaranteed medical services and revision

of the BBP:
o budget allocations to health care should not diminish while insurance premiums are intro-

duced;
. optimisation of the health care system: reduce nr. of facilities, beds according to needs and

actual volumes of medical care and services; privatisation of care provision andtargeted in-
vestments:

. developing and adopting legislationiregulation to establish appropriate payment mechanisms;

. definition of an optimum basic health insurance program in accordance with the social-
economic situation of the countrv and acceptable rates of insurance premiums;

o developmenl of a Charter for the compulsory medical insurance fund;
. training of insurance staff. development of a system of individual registration and other

insurance procedures for registration. claims processing and payment etc.

I u'ould like to underline the notion of thc- Working Group that the introduction of medical insur-
ancc is a nutional matter of polrtical and economic importance. There are three time factors
rnfluencinc the dutc of introduction:
I . time needed for technical preparations before starting-date;
l. preparedness oI the health system:

3. preparedness of the economy.

In the best case scenario. at least one vear is needed for further concept development and techni-
cal preparations after the acceptance of the Law on Medical Insurance by Parliament. The needed
[urther studies on compulsory medical insurance incomes and benefit package, the development
and adoption of further legislation/regulation on payment mechanisms and pricing, as well as the



TNO report

PGNGZ2001.O11 13

development of contribution collection mechanisms and registration sysrems prevent an earlier
start.

Important prerequisites regarding the preparedness of the health system are related to I ) the
success of coming optimisation efforts in the health care delivery sysrem and 2) the progress in a
significant revision of the BBP on the health care financing side. The Ministry of Health is takin_e
its responsibility in these areas very serious. TNO will whole-heartedly support this process. On
the health care provision side it is recommendable to introduce medical insurance once there are
clear signs that optimisation efforts have shown effects in terms of reduction of facilities. serv-
ices. staff and othercapacities and that the optimisation process can be described as 'irreversible'
(important here is the acceptance by Government. (medical) society and population. as well as
the adoption and implementation of a realistic and effective optimlsation plan). In the best sce-
nario. this could be achieved within a 2-3 years time period from now. The adoption and imple-
mentation of a new BBP (organisation) can and should be done within the period needed for
technical preparations.

With re-eard to the economic preparedness decisions on the starting-date should be influenced by
a number of indicators. the most important being:
. 'sustained'economic growth and relative and absolute growth of the'official'economy;
. positive developments in the financial situation of the public sector, allowing a gradual

(relative) increase in public spending on health;
o positive labour-market developments with prolonged growth of nr. of officially-paid jobs and

better balance between economically active and inactive population,
. positive development in income and salary levels of employees in the public-private sectors

and regular paymenr of salaries, particularly in the public sector.

In mt' r'iew. the careful considerations made on 'prerequisites for health insurance introduction
in the concept are contrasting with the proposed date of introduction of medical insurance im-
plementation in the year 200 l. as also proposed in the current concept.

3.4 Concluding

On a conceptual basis. the long-term vision for medical insurance organisation in Armenia can be
supported as well as the proposcd introduction strategy. Suggestions and recommendations to
further lmprove the structure and content of the document have been given in this report and
carlier missions. notably that of iune 2000. From the perspective of feasibility it is very difficult
to gi"'e any argumented judgment given the fact that essential financial-economic data on e.g.
workforce and salary levels. expected revenues /contributions and costs of the benefit package
are not available. However, also without these figures it is clear that there are significant obsta-
cles related to fast implementation of this introduction strategy while particularly the proposed
financing of the compulsor;' medical insurance package is a very controversial issue. An extra
and uncompensated 'tax' on the payroll seems undesirable in the Armenian context due to the
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present inefficient health care organisation (giving little value for money for the contributing

subjects) and the current State Order Programs. AIso, in the short-term the financial stability of
the Fund will be affected by the fact that the Government with its troubled financial situation

would also be the main employer/contributor.

3.5 TNO involvement

As mentioned, TNO has a commitment to support the development of a sustainable financing

system in Armenia. Between May - October 2000 TNO has financially supported the work of the

MoH-established Working Group in the process of concept- and Law-development, we have

given detailed advise on legal aspects of the first draft Medical lnsurance Law developed by the

Working Group and, by means of this document, have completed our advise on the concept of
medical insurance introduction. Based on the outcomes of the April, June and October 2000

missions. TNO will continue our collaboration with the Ministry of Health in this area by means

of the following activities:
. Final advise on the Law on Medical Insurance before l5 October, once the Working Group

has elaborated a second draft. This should enable the Working Group to review them before

the Government's deadlne of l5 November. In this regard it is important to note that it is the

expert's role only to intprove the legal quality of the Inw,. This publicly available report
"comments to the concept of medical insurance concept in Armenia" has sufficiently de-

scnbed our recorrrmendations on further medical insurance development in Armenia. The

nexr stages. the decision on whether to propose and adopt a Law on Medical Insurance, is the

sole responsibility of the Government respectively the Parliament. TNO will continue to give

its support to the Ministry of Health and the SHA in the elaboration of the concept and by-

regulations once a go - no go decision (the Law) has been taken about the further develop-

ment of medical insurance in Armenia. This also means that TNO's technical and financial

supporr ro the work of the Working Group on Health lnsurance Development in this stage

rvill be considered completed after submission of the finaldraft-concept and draft-Law to the

Minister of Health in the coming weeks. but before l5 November.
. Financial and technical support to the establishment of a MoFUSHA Working Group on BBP

dcvelopment u,hrch would at first have the task to review and prepare proposals for the State

Order 2001 . rncl. further introduction of targeted co-payments. The Working Group would

thcn u'ork on a conceptual paper on the role of the Government in health care financing and

irnplicarions for future BBP development. The Working Group willbe established initially
l'oraperiodof -5.-5monthsbetween l-5Octoberand3lMarch.Termsof Referenceforthis
Workrng Group are currently being developed.

. lncreased financral and technical support to the Ministry of Health's optimisation efforts by

sponsorship and technical assistance to 3 Working Groups (on human resource planning, na-

rional guidelines/regulatory framework development and development of the Giumri-pilot).

Detailed information is given in the report of Jan Both (TNO, September 2000).
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4 Final comments on the Draft Law on compulsory Medical
Insurance of the Republic of Armenia and the List of Derived
(Secondary) Legislation

4.1 General remarks

According to the legal consultant. pnor remarks suggested by the team made during the mission
in June 2000 have been adequately transposed into a framework of complementary regulations
and or resulted in necessary amendments of the previous draft.

Hereafter, several detailed remarks that will be described. For this momenr. analysis of the list of
recommended additional acts and/or derived regulations revealed that one governmental regula-
tion seems to be absent in the latest proposal, viz, 'to regulate the conditions of medical insurance
of foreign citizens and persons with no citizenship, temporary staying in the country', (article 40
last sentence). It is questioned if this will be regulated in the near future. Apart from this detail
the list of additional regulations seem to be adequate.

4.2 Substantive remarks

Concerning the latest amendments of the (draft) Law and the list of secondary legislation.l

Article 5:'...its structure and charter will be approved by the Government...

Remark. without having taken notice of the content of the Charter document. a substantive re-
vien' is not possible.

Remark: the Charter should regulate the accountability and the supervisory dimension, which
places the independent function of the Compulsorl,Medical Insurance Fund (CMIF) into per-
spective. Apart from the administrative independence. the Fund is financially accountable to the
Founder Board. supervising the Fund (see also article 6). With regards to the supervisory func-
tion. in order to carry out this function adequately, it is crucial that the Charter clearly defines the
nature and scope of supervisorv functions of the Founder Board.

The final sentence 'legal body with a separate bank account', stresses the importance of CMHI 's
independence from the State Health Agency. Since the CMIF is established by Public Law (and
not b1' Civil Law), the following amendment is suggested: the CMIF of the republic of Armenia
is a legal body established bv public /au,with a separate bank account.

I Remarks will be focussed pnmarily on the latest amendments, respectively additional legal norms.
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article 8: no further corrunents

- article 9: no further comments

- article 10, Rights and duties of the CMIF:

Remark: a possible inconsistency in the English translation concerns the rights and duties men-

tioned in article 10(a). 'Rights' includes the right of the CMIF to contract selectively with (indi-

vidual) providers and the 'duty' to conclude contracts with selectivel), ,onrrrrred providers on

the provisions that are covered by the CMI system. Otherwise, article 10(a) could be interpreted

as both a right and a duty to contract providers which seems not logical.

Remark: selectively contracting, 'the procedure of selection and contracting is established by ...',
article 10(a): The applicable selection critena should be transparent, objective and enable review

by (third) parties. Preferably, the procedure should also include a kind of complaint procedure in

cause of denial of a contract, specifying the rights of the plaintiff.

- article I l. 'basic programme'. Despite prior (opposite) recommendations, the working group

prefers a separate law on 'Compulsory Medical Insurance Annual Programme', ergo inter-

prered as a separate Parliamentary Act which yearly defined the personal and material scope

of services covered. This being the case. it should be mentioned that procedure will take

quite some time due to parliamentary discussions about the contents of the programme. This

is why a governmental regulation (yearly reviewed) is easier to realise.

Remark. here. it srates that 'other rights and duties of the fund are established by the govern-

menr'. Likel1,. this phrase refers to article l0(h) 'rights and l0 (h) 'duties. It is assumed that these

further rights and duties will not exclude the earlier mentioned rights and duties in l0 (b-g).

- article l1: no further comments

- article 27. mutatis tttutandis article 34: 'Model contract'

Rcmark: civen the English translation the precise link between the'model contract'and the
'rndiridual'conrracr is not very clear in this provision. Obviously individual contracts and its

conditions arc bused on the model contract that enumerates the compulsory conditions. That

bcrng the case. u'ould it not be betterto start this article with the model contract. instead with the

rndivrdual contract. From linguistic perspective. this seems more logical.

Question: rhe modelcontract is developed ... by the MoH, CMIF and providers'. What this

provision does nor foresee is a scenario in which there is no consensus within this tnpartite

gremium concerning the model contract and its contents. Probably the government of the MoH

will have a decisive vote but it is recommended to regulate this since consensus is not always the

case. This is even more the case when it concerns the prices of the basic package (article 28).
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- article 28, no consensus about 'prices' : see remark article2T

- article 30, 'refusal of reimbursement'

Remark: the procedure of the order should foresee in a kind of complaint procedure. in case of
disputes concerning reimbursement. Instead of a civil court procedure or a procedure mentioned
in the June mrssion report. a kind of less complicated out of coun, 'arbitration' procedure could
be considered.

This beingthe case, its consistency with article 32'all disputes occurring.... are regulated ac-
cording to court procedures' should be assessed. Sometimes 'arbitration' procedure can be pre-
ferred above court procedures. particularly in case of'overloaded' courts and possible lacking
expertise in this specific field ofjudges.

- Article 37: confidentialitv

Remark: relevant procedures and conditions can be derived from, inter alia, a Data Protection
Law. Of further relevance is the European Data protection Convention No 108, describing the

conditions on disclosure of sensitive (medical) data.

4.3 Concluding remarks

Grosso mode, the latest revisions of the (draft) Law on Compulsory Medical lnsurance, including
the suggested additional regulations provide the necessary legal 'tools' to establish a compulsory
health insurance system in the republic of Armenia based on prior recommendations set in
TNO's mission reports. Apart from some specific remarks or recommendations concerning
technical-legal aspects, some critical aspects concern the enforcement and realisation of individ-
ualcomplaint procedures by this draft Law. A finalcriticalconsideration of the applicable Gov-
ernment regulations regulating this area is therefore recommended.
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Development
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Draft (unofficial translation. version September 2000)

THE LAW OF THE REPUBLIC OF ARMENIA "ON MEDICAL
INSURANCE"

This present law establishes the organizational-legal bases of the medical insurance implementa-
tion in the Republic of Armenia, principles of regulation of medical insurance activities. rights
and duties of the members and regulates public relations in the medical insurance field.

CHAPTER I. GENERAL PROVISIONS
Article l: The Legal Regulation of the Relations in the Medical lnsurance Field

The relations in the medical insurance field in the Republic of Armenia are regulated by the
Constitution of the Republic of Armenia, this present law and other legal acts.

The norms defined in the International Agreements of the Republic of Armenia shall be applied if
thev are other than those stipulated by this present law.

Article 2: Main definitions used in this law

Medical insurance-an insurance directed towards the health protection of the population and

carried out through compulsory and voluntary types.

CotnpuLsort' medicul insurance /hereinafter referred to as CMU - a type of national social insur-
ance set in this present law and other legal acts to guarantee the right of the insured persons of
receiving medical care and services in the scope of the CMI insurance programs.
The CMI is being performed by the principle of universality.

VoLuntun' medical irtsurartce ihereinafter referred to as VMV - a type of medical insurance of
population whrch is carried out by the principle of voluntarism and ensures the provision of the

medical services not covered b1' the CMI programs according to the procedure and volumes
established by the contracts of VMI.
Vlvll is performed by group and individual principles.

Irtsrtrutrt't'rl.s(' - Probability of complete or partial damage to health of the insured person.

Insurance case - A case of referral to medical providers, provision and reimbursement of care for
the insured person in the scope of the health insurance programs.

Health insurance polict - the main individual document to confirm the right of the insured
person to receive insurance medical care.
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Insured person- is considered the physical person, for who the medical insurance contract is
concluded either by him or another insuring.

The insuring - are considered physical persons and the organizations stipulated by the Chapter 5

of the Civil Code of the Republic of Armenia, irrespective of the organizational and property
type of the organization.
The insuring in the CMI system are:
- for the unemployed population- regional structures of state administration at the expense of

the budget of the Republic of Armenia.
- for the working population- organizations registered in the territory of the Republic of Arme-

nia according to the established procedure /irrespective ofthe organizational and property
type/, the individual businessmen, persons engaged in science and creative activities, agri-
culture /hereinafter referred to as organization/.

The insunng in the VMI system are:

Phvsical persons. organizations /irrespective of the organizational and property type/ for the

citizens.

Tlte insurer in case of the CMI is the CMI fund of the Republic of Armenia and its regional
/marzl divisions.
In case of VMI the insurers are medical insurance companies, licensed by the state forcarrying
out voluntary medical insurance activities according to the established procedure.

Insurance prernium - insurance contributions paid by the insuring.

Medical care provider intlte CMI systent /hereinafter referred to as ntedical care provider/-
individual entrepreneurs and juridical persons licensed according to the established procedure by
the le-eislation of the Republic of Armenia who are contracted by the insurers for medical care
and services.

Article -1: The Medical Insurance Subjects

a/ insured pcrson

b/ thc rnsurins

c/ thc insurer

d/ nredical carc provider

Article -l: The Medical Insurance Object

The object of the Medrcal Insurance is the insurance risk related to the reimbursement against
nredical care provided in the insurance case.
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CHAPTER 2. COMPULSORY MEDICAL INSURANCE

Article 5: The Compulsory Medical lnsurance Fund

The compulsory medical insurance in the Republic of Armenia is implemented by the Compul-
sory Medical Insurance Fund of the Republic of Armenia and its regional lmarzJ divisions.
The Compulsory Medical Insurance is established and its structure and charter are approved by
the Government of the Republic of Armenia.

The Compulsory Medical Insurance Fund of the Republic of Armenia is an independent state

financial-credit organization.

The Compulsory Medical lnsurance Fund is accountable to the founder board is supervised b),

the latter.

The Compulsory Medical Insurance Fund of the Republic of Armenia is a legal bod), with sepa-

rate bank account.

Article 6: The Founder Board of the Compulsory Medical Insurance Fund

The management and control of the activities of the Compulsory Medical Insurance Fund is

carried out by the Founder Board.

The Founder Board is in an independent structure with the status of state regulator), bod),.

The establishment. nehts and responsibilities of the Founder Board are set by charter approved
by the Government of the Republic of Armenia.

Article 7: The Financial Basis of the Compulsory Medical Insurance

The financial basis of the compulsory health insurance serves the independent budget of the

Compulsorv Medical Insurance Fund.

Article 8: The Sources of Formation of the Compulsory Medical Insurance Fund Budget

The budget of the Compulsory Medical Insurance Fund is generated from
a/ the compulsory insurance contributions exacted for the implementation of the CHI programs,

b/ funds from the state budget of the Republic of Armenia allocated according to the established
procedure by' this present lau' and other legislative acts of the Republic of Armenia,
c/ funds generated from the independent financial-credit activities of the Compulsory Medical
lnsurance Fund of the Republic of Armenia.

d/ charity donations.
e/ credits of banks and other financial-credit organizations,

f/ state budget subsidies.

The Government of the Republic of Armenia allocates additional funds to the Compulsory Medi-
cal Insurance Fund according to the established procedure if during the formation of the latter

budget the expenditures grow or the receipts decrease for unexpected reasons, bringing to the

inability of the compulsory medical insurance to carry out its duties.
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The charter of the Compulsory Medical lnsurance Fund of the Republic of Armenia, procedure of
the funds collection and main directions of their spending are approved by the Government of the
Republic of Armenia.
The financial-credit activities of the Compulsory Medical lnsurance Fund of the Republic of
Armenia is exempt from taxes.

Article 9: The Bud-eet of the Compulsory Medical Insurance Fund

The budget of the Compulsory Medical Insurance Fund and the annual reports on its realization
are approved by the Government of the Republic of Armenia.
The budget of the Compulsory Medical Insurance Fund is approved per each calendar year. The
bud-eet and the report on its realization is announced according to the procedure established by
the Government of the Republic of Armenia.
The draft budget of the Compulsory' Medical Insurance Fund and the annual report on its realiza-
tion is developed and submrtted to the Government of the Republic of Armenia for approval by
the Board of Founders of the Compulsory Medrcal Insurance Fund.

The procedure of development and realization of the budget of the Compulsory Medical Insur-
ance Fund and its transactions are established by the Government of the Republic of Armenia.

Article 10: The rights and duties of the Compulsory Medical Insurance Fund

The Compulsorv Medical Insurance Fund of the Republic of Armenia has the rights to
a/ selectivelv contract the medical care & services providers. The procedure of selection and

contractins of the medicalcare providers is established by the Government of the Republic of
Armenia.
b/ participate in the process of Iicensing and accreditation of the medical care and services pro-
viders.

c/ create a reservc fund to pror ide for the performance of duties in the system of compulsory
medical insurance.

d/ submit lau'suit to claim reimbursement in case of the damage to the life and health of the
insured person caused by the medrcal provider
e/ submit lau'suil to claim reimbursement of incurred by the insured person costs of medical care

br the responsiblc pcrson /persons/ for the damage to the his/her life and health by the medical
provider /subrogatron/.

17 implement fin:rncial-credit acti vities.

g/ receive free of charge information flrom the ministries, other governmental facilities, marz
administration structures of the Republrc of Armenia required for the implementation of the

Compulsorr N{edical Insurance Fund. The list o[ the above information is defined by the Order
on the Compulsorv Medical Insurance Fund.

hi the Compulsorl' Medical Insurance Fund has other rights set in the laws, orders and legal acts
rclevant to the Compulsory Medical Insurance Fund.

The Compulsorl'N{edrcal Insurance Fund of the Republic of Armenia has the duties to
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a./ conclude contracts with the medical care providers on the provision of medical care and serv-

ices to the insured in covered by the CMI system,

b/ provide the insured persons with insurance policies from the moment signing of medical
insurance contracts,
c/ reimburse incurred by the insured persons costs of the medical care provided to them in the

order and time-period stipulated by medical insurance contracts,
d/ control the volumes. qualiti, and terms of the provided medical care,

e/ protect the interests of the insuring /insured persons/.

f/ register and report the insurance funds,

gl carry out other duties defined by the legislation of the Republic of Armenia,
h/ get free of charge information from state administration republican, regional structures and

bodies of local self- admrnistration required for the implementation of the Compulsory Medical
Insurance Fund charter acti vities.

Other ri-ehts and duties of the Compulsory Medical Insurance Fund are established by the Gov-
ernment of the Republic of Armenia.

Article I l: The Basic Program of the Compulsory Medical Insurance and the Population Cover-

^oP

The basic program of the compulsory medical insurance and the population coverage is estab-

Iished by the law "On Compulsory Medical Insurance Annual Program" of the Republic of
Armenia.

CHAPTER 3. THE COMPULSORY MEDICAL INSURANCE PREMIUMS

Article l2: The Concept of the Compulsorl,Medical Insurance Premiums and the Performers

The rates of the CMI premiums for organizations and managing subjects are defined as a pro-
portion of calculated salary regardless of the propertv tvpe.

l. The CMI contributions are the compulsory pavments forthe financing of the CMI programs

made by the insuring.
l. The CMI premiums are paid in Armenian drams. The currency funds are exchanged to Ar-

menian drams at the rate established by the Central Bank of the Republic of Armenia on the

da1, of the payment.

3. The luridical persons. organizations without luridical status included in the CMI system of
the Republic of Armenia. as well as the citizens of the Republic of Armenia (CMI system

participants) should pay the CMI premiums.

1. The CMI premiums are paid by,

a/ employers,

b/ hired workers.
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c/ individual businessmen,

d/ persons engaged in scientific and creative or free activities,
e/ persons engaged in agriculture,
f/ territorial structures of state administration.

The CMI premiums for the non-working population are transferred by the state and republican
budgets.

The rate of the CMI contributions is annually set by the Government and approved by the Par-

liament of the Republic of Armenia.

Article 13. Calculation Objects of the CMI Premiums

Objects of calculation of the CMI premiums are as follows:
al the salary funds of the employers and the incomes equated with them,

b/ the salary of the hired workin_s physical persons and the incomes equated with it,
c/ the annual income of the individual businessmen , persons engaged in scientific and creative
activities as well as persons not mentioned in this article, afterdeductions (of CMI premiums) set

in the law "On the lncome Tax" of the Republic of Armenia,
d/ the net cadastre income of the land considered as property the agpicultural farms.

Article l4: The CMI Premium Rates

l. The employers make the CMI contributions at the rate of ZVo of the total salary and equated

with them funds. but not less than drams for each hired worker monthly.
). The hired workers pay the CMI contributions at the rate of lVc of salary and equated with it

income. which deductions and transfer to the CMI Fund are done by the employers.

3. The aericultural farms pay the CMI premiums during one year at the rate of 37o of the net

cadastre income of land considered as property and calculated by the established order for
that year. The agricultural farms employing hired workers pay CMI premiums at the rates

also set for employers and hired workers.
.1. The rndiridual businessmen. persons engaged in scientific and creative activities, as well as

pcrsons not mentioned in this article pay the CMI premiums at the rate of 3Vo of their annual

lnconrc but not less than ----- drams monthly.
5 The duties of calculation of the CMI premiums. their deductions and transfers to the CMI

Fund according to this present law are laid on the insuring.

Artrclc l-5: The Order of Calculation and Payment of the CMI Premiums

l. The employers have the duty to calculate and transfer the CMI premiums to the CMI Fund

monthl!, on the day of salary funds expense registration from the bank or cash register.

?. The CMI premiums of the agricultural farms are calculated by the CMI Fund.
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3.

4.

5.

The agricultural farms, individual businessmen, persons engaged in scientific or creative
work pay the CMI premiums calculated for year on monthly basis till rhe 7'h day of the fol-
lowing month.
The employer submits quarterly report to the CMI Fund till the 25'h day of the month fol-
lowing the quarter.
Ir case of delays in CMI payments a penalty at the rate of 0.2Vc daily is exacred from the
insuring from the first to the 365h day of the delay.
In case of concealing the object of CMI premiums or showing it less the above amount of
CMI premrums calculated against the object of the CMI premiums /by the CMI Fund/ as well
as penalty of 50Vc of that amount is exacted from the insuring according to the procedure es-
tablished by this law, but 100 Vc is exacted if another act of concealing occurs during one
year after the registration of the first.
The insuring pay the CMI premiums calculated against the object of concealed CMI premi-
ums as well as penalties set in this law to the CMI Fund in l0 days' time after submission of
the act by CMI Fund.
In case of delays in payments of the CMI premiums the CMI Fund has the right to submit
lawsuit to confiscate the inventory of the insuring. The CMI Fund lays a ban on and ensures
realization of the inventory of the insuring as a means of coercive performance of the court
verdict.

Article l6: The Structures Providing for the Collection and Exaction of the Medical Insurance
Premiums

l. Collection and exaction of the CMI premiums is carried out by the CMI Fund, which directs
the collected funds to the implementation of the CMI programs and the CMI fund activities.
Collection and exaction of the VMI premiums is ensured by the voluntary health insurance
organizations.

1

Article l7: The Order of Registration of the Payers of Medical Insurance Premiums

l. The state registered emplovers, agricultural farms. individual businessmen, persons engaged
in scientific and creative activities or the non-registered in l0 days' time from the first day of
state registration should get registered in the CMI Fund according to the procedure estab-
lished by the Government of the Republic of Armenia.
The emplovers. agricultural farms. individual businessmen are registered according to the
state registered place of activities.

The persons involved in scientific and creative work are registered according to the place of
residence.

3

8.

2
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Article 18: The Departmental Normative Documents on Medical lnsurance Premiums

The departmental normative documents on the application of compulsory health insurance pre-

miums are adopted by the CMI Fund according to the procedure established by the Republic of
Armenia.

CHAPTER 4. VOLLINTARY MEDICAL INSURANCE

Article 19: The Organization of the Voluntary Medical Insurance

The voluntary medical insurance (VMI) of the population of the Republic of Armenia is organ-

ized by this present Law, the Law " On Insurance" of the Republic of Armenia, other legal acts.

The organization of the VMI includes:

a/ concluding of VMI contract between the insuring and insurer,

b/ collection of insurance contributions by the VMI companies,

c/ registration of the insured persons of the insuring,

d/ concluding of contracts between the VMI companies and medical care providers for the or-
ganization of medical care,

e/ Organization of medical care and reimbursement according to the order and conditions estab-

lished by the VMI medical care contracts beyond the CMI progmms.

Article 20: Medical Insurance Company

Medical insurance companies are considered to be the juridical persons carrying out independent

economic activities regardless of the property type licensed by the state to perform voluntary

health insurance activities and having the necessary means of regulations.

The activities of the medical insurance company is regulated by this present law, the law "On

Insurance" of the Republic of Armenia and other legal acts.

The medical lnsurance companies are not included in the health care system of the Republic of
Arnrenia.

The health care administrative bodies and the medical care providing organizations can not be a

founder ot'the medical insurance companies.

The health care administrative bodies and the medicalcare providing organizations of the Re-

publrc ol'Arnrenia are not entitled to obtain /own/ stocks of the medical insurance companies.

r\rticlc 2l : Thc Rights and Duties of the Medical Insurance Companies

I The Medical Insurance Company is eligible to

a./ sclect medical care provider to provide medical care and services by the VMI contracts,

b/ participate rn the process of licensing of the medical facilities,

c/ define VMI premium rates.

d/ participate in the definition of the prices of VMI medical services,
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e/ submit lawsuit to the medical care provider orland health worker for financial reimbursement
in case of causing of physical or/and moral damage to the insured,

f/ submit lawsuit to claim reimbursement for the damage to the life and health of the insured
person caused by the provider of medical care and services.

g/ submit lawsuit to claim reimbursement of the costs /subrogation/ incurred by the insured
person for the damage to his/her life and health from the person /persons/ responsible for that

CASE.

2. The medical insurance company has the duty to
a/ conclude contracts with the providers on the provision of medical care to the insured in the

system of VMI,
b/ provide the insuring or the insured with insurance policies from the moment of signing of the

voluntary medical insurance contract,

c/ partially return the contnbutions to the insuring or insured as stipulated by the VMI contract.

d/ control the terms. volumes and quality of the provided medical care according to the require-
ments of the VMI contract,

e/ represent the interests of the insuring and/or insured and protect their rights.

fl create a reserve fund to smoothly carry out insurance activities.

Article 22: The Premiums of the Voluntary Medical Insurance

The VMI is implemented at the expense of incomes of the organizations and personal funds of
the citizens.

The rates of the VMI premiums. order, conditions and terms of the contributions are set in the

VMI contact signed between the insuring and VMI company.

Article 23. The State Control of the Voluntary Medical Insurance Activities

The state control of the VMI activities in the terntory of the Republic of Armenia is perflormed

by' this present Iaw. the law "On Insurance" of the Republic of Armenia and other legal acts

according to the established procedure.

Artrcle 24: The taxation of the Activities of the Medical Insurance Companies

The taxation of the activities of the medical insurance companies is performed according to the

acting Iegislation in the territory of the Republic of Armenia.

Article 25: The Organization and Elimination of Medical Insurance Companies

The Medical Insurance Companies are reorganized and eliminated according to the procedure

established by the Legrslation of the Republic of Armenia.
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CHAPTER 5. THE ACTTVITIES OF THE MEDICAL CARE PROVIDERS IN THE MEDICAL
INSURANCE SYSTEM

Article 26: The Rights and Duties of the Medical Care Providers

The provision of medical care in the health insurance system by the order set in this law is or-
ganized according to this law, other legal acts of the Republic of Armenia, based on the contracts
signed between the CMI Fund of the Republic of Armenia and the medical providers in case of
CMI and between the health insurance companies and medical care providers in case of VMI.
According to the order established by the legislation of the Republic of Armenia the medical care
providers are entitled to
a/ provide medical care in the system of medical insurance.

b/ be paid against the performed work and services.

The medical care providers have the obligation to

a/ submit the necessary documents on the quantitative and qualitative characteristics of the medi-
cal care provided to the insured. substantiation of the incurring costs upon the demand of the
insurer and insuring,

b/ ensure the performance of the duties laid on them by the contract signed with the insurer on
the provision of medical care and pharmaceuticals.

Article 27: The Contract on the Provision of Medical Care in the System of Medical Insurance

A contract is signed between the insurer /CN'll Fund of the Republic of Armenia, medical insur-
ance companies/ and medical care provider on the organization of medical care in the medical
insurance system.

According (o the contract the medical care provider is committed to provide medical care and
services to the insured in the established volumes and quality,.

The relations of the parties are regulated by' the contract.
The contract includes:

l./ requisites of the parties.
b/ the tl'pes of the medical care and services.

c/ the prices and order of reimbursement of the performed works.
d/ the order of the control of the medical care quality' and usage of insurance funds,
e/ the duration of the contract.
[/ the responsibilitics olthe parties and other conditions set in the legislation of the Republic of
Armenra.

Thc model contract on the provision of nredical care in the CMI system, the order and conditions
of its signing is developed b)' the Mrnistr)' of Health, Compulsory Medical Insurance Fund of the

Republic of Armenia together with representatives of medical care providers and is approved by
the Covernment of the Republic of Armenia.
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Article 28: The Prices of the Medical Care

The prices of the basic program of the compulsory medical insurance system of the Republic of
Armenia are set by the law "On the Annual Program of Compulsory Medical Insurance" of the
Republic of Armenia.
The prices of the medical care provided to the insured by the medical care provider in the scope
of the CMI programs. bein-e a component of the CMI programs are established by the Ministrl, of
Health, CMI Fund of the Republic of Armenia and medical professional associations and ap-
proved by the Government of the Republic of Armenia.
The indexing of prices of medical care provided in the scope of the CMI programs to the insured
is performed according to the procedure and conditions established by the Government of the

Republic of Armenia.
The pnces of the medical care provided in the scope of the VMI programs are established by the

contract between the health insurance company and medical provider.

Article 29; The Order and Conditions of Reimbursement of Medical Care

The reimbursement of the medical ciue by the insurer is made according to the contract- based on

the report submitted by the medical care provider.

The model report of the CMI system is elaborated and approved jointly by the Ministry of Health
and the CMI Fund of the Republic of Armenia.
The reimbursement of the medical care provided to the population in the scope of the VMI pro-
grams is made according to the contract signed between the parties.

Article 30: The Right of the Insurer to Refuse Reimbursement of Medical Care

The order of refusal of medical care reimbursement by the insurer in the CMI system is estab-

lished by the Government of the Republic of Armenia.
The conditions of refusal of medical care reimbursement by the insurer in the system of the VMI
are set in the contract.

Article 3l : Taxation of Medical Care Providers

Thc medical insurance systenr part of the activities of the medical care providers is exempted
fronr taxes.
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CHAPTER 6. THE REGULATION OF THE RELATIONSHIP OF THE PARTIES IN THE
MEDICAL INSURANCE SYSTEM

Article 32:The Regulation of the Relationship of the Parties in the Medicallnsurance System

The relations between the health insurance subjects are regulated by this present law. legislation
of the Republic of Armenia. other legal acts, as well as contracts signed between the medical

insurance subjects.

All the disputes occurring between the parties are resolved according to the Republic of Armenia
legrslation and court procedures.

Article 33: The Responsibility of the Parties in the Medical lnsurance System

In case of the delays or refusals of payment of insurance premiums by the insuring in the CMI
system penalties and sanctions are applied to the latter according to the legislative order.

In case of avoiding to conclude the CMI contract by the insuring the latter is fined the amount

liable to transfer at the established rate of insurance premium.

The funds generated from fines and penalties are directed to the CMI Fund of the Republic of
Armenia.
The medicalcare providers are responsible for the volumes and quality of the care provided to

the insured and for the refusal to provide services according to the procedure established by the

legislation of the Republic of Armenia and contract requirements. In case of violations of the

contract provisions by the medical care providers the medical insurance company is entitled to

reimburse the costs medical service-related costs partially or not reimburse them at all, unless

otheru'ise stipulated by the contract.

In case of non-fulfillment of the contract requirements by the medical insurance company the

latter bears legal and material responsibility in front of the insured or insuring. The material

responsibilitv is stipulated by'the contract signed between the medical insurer and insunng.

The reimbursement of the medical services provided by the medical care providers in the MI
svstcm is carried out according to the order and terms set in the contract concluded between the

part i es.

Artrclc 31: The N{edical Insurance Contract

Thc rnedical insurance is implemented according to the contracts signed between the medical

rn\urancc sublects. The medical insurancc subjects carry out their responsibilities set in the

contract according to the code of the Republic of Armenia.
The Compulsory medical insurance contract is an agreement between the CMI Fund of the Re-

public of Armenia. its regional divisions and the insurer on the organization and reimbursement

ol'medicalcare of established volume and quality to the insured by the CMI Fund of the Repub-

lic of Armenia and its regional divisions.
The contract of the voluntary medical insurance is an agreement between the insuring and vol-

untary health insurance company. according to which the latter must organize and reimburse
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medical care of established volume and quality or other services in the scope of the VMI pro-
grams to the insured.

The medical insurance contract should include:

a./ the names of the parties /requisites/,

b/ the duration of the contract.

c/ number of the insuring.

d/ the rate of insurance premiums and payment terms,

e/ the list of services to be provided in the scope of the CMWMI programs.

f/ the order of making amendments to the contract and its denunciation,
g/ the rights . obligations of the parties and other conditions set in the legislation of the Republic
of Armenia.

The CMI model contract, order and conditions of its signing are established by the Government

of the Republic of Armenia.

The medical insurance contract enters into force from the moment of the payment of the first
premium unless otherwise stipulated by the contract.

In case of re-organization of the insuring organization during the action of the CMI contract, the

contract duties are passed on to its successor. ln case of the elimination the legislative procedure

of the Republic of Armenia is being followed.
If the insuring is found incapacitated or of limited activities by the court during the action of VMI
contract. the nghts and duties set in the contract are carried out according to the Law "On Insur-

ance" and other legal acts of the Republic of Armenia.

Article 35: The Medical Insurance Policy

The medical insurance policy is the document certifying the act of the contract conclusion

Each insured person gets medical insurance policy. The medical insurance policy is being kept
w'ith and considered the propertv of the insured person.

The medical insurance policy is active throughout the territory of the Republic of Armenia. as

u,cll as in those countries with which the Republic of Armenia has concluded contracts on the

medical insurance of citizens.

The form and order of usage of the medical insurance policy issued in the CMI system is defined

b1' the Government of the Republic of Armenia.

Artrcle 36: The Rights of Citizens of the Republrc of Armenia in the Medical Insurance System

The citizens of the Republic of Armenia are eligible to

a/ be engaged in the compulsory and voluntary medical insurance systems,

b/ select the medical insurance company in the system of voluntary health insurance,

c/ select the medical care provider,

d/ receive medical care in the scope of the insurance programs throughout the territory of the

Republic of Armenia regardless of the place of permanent residency,
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e/ receive information on his/her health. anticipated examinations, treatment procedures. selected
mode of treatment and its effects, volumes of the services offered in the scope of CMI and VMI
programs, the place and conditions of their provision from the medical care providing facility
contracted with the CMI Fund of the Republic of Armenia or medical insurance company. Simi-
lar information on the disabled persons are entitled to get their close relatives and legal represen-
tatives.

f/ submit a law-suit to the insurer, the medical insurance company, CMI Fund of the Republic of
Armenia, medical care provider for the reimbursement /material too/ of the damage caused by the
above even if not stipulated by the medical insurance contract. The amount and order of reim-
bursement is defined bi, the legislation and other legal acts of the Republic of Armenia,
g/ be partially returned the premrums in the VMI system if stipulated by the contract.
The ri-ehts of the citizens in the medical insurance system are also protected by the public struc-
tures according to the procedure set in the le-eislation of the Republic of Armenia.

Article 37: Confidentiality (Secrecy) of Medical Data of the Insured Persons

Personal information on the insured persons is kept inaccessible. Familiarization with the data of
the insured persons in special cases is regulated through the procedure established by the Gov-
ernment of the Republic of Armenia.

Article 38: Settlement of Disputes between the Subjects in the Compulsory Medical Insurance

System and Discussion of Complaints

The procedure of settling of disputes between the subjects in the compulsory medical insurance
s)'stem and discussing of complaints is developed and submitted forthe approval of Government
of the Republic of Armenia by the Compulsory Medical Insurance Fund of the Republic of
Armenia.

Article 39: The Ri-ehts and Obligations of the Insuring

The insuring has the right to

a/ partrcipate in all kinds of medical insurance

tr/ select thc insurance company acting in the system of VMI.
c/ carrl' out control of the implementation of conditions set in the medical insurance contract.
d/ bc partiallv returned the insurance premiums in the VMI system if stipulated by the contract,
e/ decrease the insurance premium rate\ in case of stable level or reduction of morbidity /health/
of' the u orkers of the organization in three years.

l/ attract additional funds from the profrt of the facility to insure the workers in the VMI system.

The insuring is committed to

i/ conclude contract with the CMI Fund of the republic of Armenia or its regional divisions on

entering the CMI system,
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bl pay insurance contributions according to this law and the procedure set in the CMI and VMI
contracts,

c/ eliminate the impact of health damaging factors on the citizens in the limits of its authorities,
dl/ provide information to the insurer on the health condition of the persons to be insured.

Article 40: Medical Insurance of the Citizens of the Republic of Armenia in Other Counrries or
Foreign Citizens or Persons with no Citizenship Living in the Territory of the Republic of Arme-
nia

The medical insurance of the citizens of the Republic of Armenia in other countries is realized
according to the legislation of that country and intergovernmental agreemenrs between it and the
Republic of Armenia.
The reimbursement of costs of medical care and services in the scope of CMI programs incurred
by the citizens of the Republic of Armenia in other countries is done according to the procedure
established by the Government of the Republic of Armenia.
The reimbursement of costs of medical care and services in the scope of VMI contract programs
incurred by the citizens of the Republic of Armenia in other countries is done according to the
procedure established by the contract signed between the insuring and medical insurance compa-
nies of the Republic of Armenia.
The foreign citizens and persons with no citizenship having obtained the right of permanent
residency in the territory of the Republic of Armenia have equal rights and duties to use rhe

medical insurance services for the citizens of the Republic of Armenia, unless otherwise stipu-
lated by the international agreements of the Republic of Armenia.
The medical insurance of the foreign citizens and persons with no citizenship temporarily stay-
ing in the Republic of Armenia and without the right of permanent residency is implemented
according to the order established by the Government of the Republic of Armenia.

Article 4l: Entenng into Force

This present law enters into force from the moment of rts publication.
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The List of Sub-legislative Documents to be Approved by the Decrees of the Government of
the Republic of Armenia

Article 5. The Compulsory Medical Insurance Fund

The Compulsory Medical Insurance is established and its structure and charter are approved by
the Government of the Republic of Armenia.

Article 6. The Founder Board of the Compulsory Medical lnsurance Fund

The establishment, rights and responsibilities of the Founder Board are set by charter approved

by the Govemment of the Republic of Armenia.

Article 8. The Sources of Formation of the Compulsory Medical Insurance Fund Budget

The charter of the Compulsory Medical Insurance Fund of the Republic of Armenia, procedure of
the funds collection and main directions of their spending are approved by the Government of the

Republic of Armenia.
The financial-credit activities of the Compulsory Medical lnsurance Fund of the Republic of
Armenia is exempt from taxes.

Article 9. The Budget of the Compulsory Medical Insurance Fund

The budget of the Compulsorv Medical Insurance Fund and the annual reports on its realization
are approved b1 the Government of the Republic of Armenia.
The budget and the report on its realization is announced according to the procedure established

b1' the Govcrnment of the Republic of Armenia.
The procedure of development and realization of the budget of the Compulsory Medical Insur-

ance Fund and its transactions are established by the Government of the Republic of Armenia.

Article l0:The rrghts and duties of the Compulsorl'Medical Insurance Fund

The Compulsorl' lr4edical Insurance Fund of'the Republic of Armenia has the rights to:

a,/ selectivelv contract the medical care & services providers. The procedure of selection and

contractin_s of the medicalcare providers is established by the Government of the Republic of
Armenia.

Other rights and duties of the Compulson' Medical Insurance Fund are established by the Gov-
ernmenl of the Republic of Armenia.
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Article I l: The Basic Program of the Compulsory Medical lnsurance and the Population Cover-
age

The basic program of the compulsory medical insurance and the population coverage is estab-

lished by the law "On Compulsory Medical Insurance Annual Program" of the Republic of
Armenia.

CHAPTER 3. THE COMPIILSORY MEDICAL INSURANCE PREMIUMS

Article l2: The Concept of the Compulsory Medical Insurance Premiums and the Performers

The rate of the CMI contributions is annually set by the Government and approved by the Par-

liament of the Republic of Armenia.

Article 27: The Contract on the Provision of Medical Care in the System of Medical lnsurance

The model contract on the provision of medical care in the CMI system, the order and conditions
of its signing is developed by the Ministry of Health, Compulsory Medical Insurance Fund of the

Republic of Armenia together with representatives of medical care providers and is approved by

the Government of the Republic of Armenia.

Article 28: The Prices of the Medical Care

The prices of the basic program of the compulsory medical insurance system of the Republic of
Armenia are set by the law "On the Annual Program of Compulsory Medical Insurance" of the

Republic of Armenia.
The prices of the medical care provided to the insured by the medical care provider in the scope

of the CMI programs. being a component of the CMI programs are established by the Ministry of
Health. CMI Fund of the Republic of Armenia and medical professional associations and ap-

proved by' the Government ol the Republic of Armenia.

The indexing of pnces of medical care provided in the scope of the CMI programs to the insured

is performed according to the procedure and conditions established by the Government of the

Republic of Armenia.

Article -30: The Right of the Insurer to Refuse Reimbursement of Medical Care

The order of refusal of medical care reimbursement by the insurer in the CMI system is estab-

lished by' the Government of the Republic of Armenia.
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Article 35: The Medical lnsurance Policy

The form and order of usage of the medical insurance policy issued in the CMI system is defined
by the Government of the Republic of Armenia.

Article 37: Confidentiality (Secrecy) of Medical Data of the lnsured Persons

Familiarization with the data of the insured persons in special cases is regulated through the

procedure established by the Government of the Republic of Armenia.

Article 38: Settlement of Disputes between the Subjects in the Compulsory Medical Insurance

System and Discussion of Complaints

The procedure of settling of disputes between the subjects in the compulsory medical insurance

system and discussing of complaints is developed and submitted for the approval of Government

of the Republic of Armenia by the Compulsory Medical lnsurance Fund of the Republic of
Armenia.
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Appendix B Draft Medical Insurance Concept
(Version September 2000)
Prepared by the Working Group on Health Insurance
Development
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l. Basb Problems of the Health Care System and the Present Situation
of the Fiel"d of the Heahh Care Financing

The reforms of the health care system in Armenia started some time after the breali up of
Soviet Union and gaining of independence in 1992-1993. The economrc cnsis of that vears
aggravated the problems caused by the centralized planning of the health care sysrem. In 1993-
1998 several measures were undertaken towards structural. managerial and financial reformins
of the health care system. which led to only partial improvements but to unexpected results in
some cases. For example the changing of the status of medical facilities /to economically inde-
pendent state enterprises and to state closed joint-stock companies afterwards/ and the new
administrative-territorial division of the republic resulted in substantial weakening of the mecha-
nisms of quality control and management of the health care system. A major split between
different levels /republican. regional, rural/ of health care has been created. Accessibilitv of
services has become a most serious problem mainly for the socially vulnerable groups of popula-
tion. having resulted in increase of morbidity and decrease of timely referrals for medical care.
The present system of free medical care / state orderi is mainly declarative and not trusted by the
population and health care workers. There is not enough emphasize on the priority of primary
/out-patient-polyclinic/ medical care. There is excess of number of beds which do not conform to
the real requirements and possibilities of the system. There is also accumulation of problems and
issues in need of strategic clarification.
The health care financing is in quite difficult situation. With the background of debts creared in
1991-1998. the budget under-financing of chronic character continued in 1999. Proceeding on rhe
present social-economic situation it's also clear that an essential increase in the budget financing
of the health care can not be expected in near future. An important source of the payment in the
health care system continue to be direct expenditures by the population for the medical care. The
investisations done with the World bank support show that the real financialflows ro the hospital
sector /including direct expends by the population to pav for drugs. food. medical personnel

services. etc./ 3,-5-4 times exceed the funds allocated from state budget. It was expected that the
above situation could be avoided through introduction of the system of officially paid medical
care and services from 1997. which resulted in otherthings. The proportion of the funds gener-
ated from the officially'paid medical care and services rvas estimated as only l}-l2Vc of the total
income of the medical facilities. u'hereas the shortness of state funds and introduction of paid
services created serious psychologrcal barriers for majority of population in seeking medical care.
Horvever u'ith all its drawbacks thc introduction ol'paid services should be considered as one of
the important phases of the health care financing reform. which experience is essential fortaking
strategic decisions in future.

Thus the results of the reform process initiated rn thc health care system do not meet the main
ob.;ectives of the health care policv- they did not contribute to the decrease of morbidity levels of
population. increase of accessibrlrty of the medical care. ensuring transparency, improvement of
thc activities of health care providing facilities. Some of the contributing factors to the actual
situation are the follou'ing:
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- the rate and deepness of the economic changes in the health care system /in particular struc-
tural changes, including privatization of the state inventory/ falls behind those in the whole
economy,

- the knowledge and skills of the medical providers to manage under new economic conditions
are unsatisfactory,

- the inferiority and non-transparency of the state guarantied free medical care and services

provision mechanisms. Under conditions of incomplete financing of the above programs it
was necessary and expedient to parallel implement some health care pro_srams through com-
pulsory' health insurance system. which would allow to provide medical care and services to
a big number of insolvent population not included in the national health target programs.

- Disparities between the actual network of the medical care providers. existing capacities.
volumes and quality of the provided medical care and the needs and financial feasibility of
separate regions and the republic as a whole. The under-financed medical care providers have

no possibility to provide for appropriate volumes and quality of medical care, apply modern

technologies, equipment. pharmaceuticals and medical devices.

Proceeding on the created situation the taking of practical steps towards the health insurance
introduction becomes an actual problem. During the last years several discussions have taken

place . different documents and often mutually exclusive approaches have been elaborated. In
1999 three documents were submitted to the Government by the Ministry of Health of the Re-

public of Armenia. These were "Conceptual approaches of the Ministry of Health to the compul-
sorl'health insurance introduction in the Republic of Armenia", "The introduction modelof the

compulsory health Insurance in Armenia" and "Proposal on introduction of compulsory health

insurance in Armenia" as well as "Conceptual approaches to the introduction of health insurance"

b1'the State Health Agency. At the same time. during the last months of 1999 the Parliament and

Government considered and approved the document prepared by the MOH "Strategy of the

health care svstem development in Armenia for the years 200-2003", which contents some prin-
crpallv new approaches related to the above issue. This present Concept in broad outline joined
the suggestions made in the above-mentioned documents with the purpose of definition of legis-

lative. financial and organizational approaches and mechanisms to be applied towards the health

insurance introduction.

2. lllain Principles of the Health lnsurance System

Thc cluhoration of this concept is based on the main values of the WHO policy "Health for all for
the ll'' ccntur\'"- health as an important aspect of human rights: equity in health and its protec-

tron: each rndrvidual. family. local community. organization and sphere as active partners in

desrrnrng and implementing health development strategies as well as the WHO fundamental

principles of equity. solidarity. accessibilitv and quality control.

The problem of the health insurance is one of the important elements of the health care system

development and reform process. here it should not be considered solely as a means of attraction

of additional funds into the health care system. but as a major step of national importance to-
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wards making the health care most accessible for population. From this standpoint the introduc-
tion of the health insurance is closely connected both with general trends of the country's social-
economic development and the process of reforms in the field of health care.
The problem of the health insurance is considered in the context of the social insurance policy.
The development and introduction of a functional health insurance system shall allow to:
- create a system of financing of medical services based on the principle of social solidarity.

where the "healthy pays for the sick, the rich for the poor, the young for the old and the
working for the unemployed",

- through civilized measures gradually make legal and manageable the today's "shade" medi-
cal expenditures directly paid by population for their more efficient usage,

- overcome the deepening psychological barrier at population connected with the need to pay
for the medical care at the moment of the illness treatment,

- increase the level of protection of citizens from unpredictable cases of diseases, at the same
time making the payments for medical care predictable, soft and individual, which creates a

perfectly new quality of public consciousness in terms of financial duties and psychology.
- collect additional funds for the health care system.

It is important to note that the introduction of health insurance should be a major but not the only
direction of the health care financing reform. Starting from the year 2000 cerrain steps will be
taken for complete and real provision of state guarantied medical services. Also approaches
towards regulation of the paid medical care are being elaborated.
It is crucial that in the initial stage of the introduction of health insurance system the present state
budget allocations to the health care will principally remain the same. In other words the obliga-
tions of the state in the health care area should not diminish right after the introduction of health
insurance / which may lead to social shocks too/, but be kept at the same level for a while thereby
letting for the health insurance system to establish and function efficiently. Along with the health
insurance introduction the state should continue to cover the primary health care and hospital
care priorities as defined by the annual state health target programs according to the country's
legislation. Thts will allow to fluently replace a part of the above state budget covered programs
r,''ith health insurance programs while gradually increasing the total amount of the state guaran-
tied health funds.

Proceeding on the above-said and considering the currently planned improvements in the primary
health care level / towards family medicine introduction as well/, the anticipated gradual increase
o[ budget funds allocations to that field in the coming years, it is suggested to introduce rhe
health insurance initially for covering a part of hospital services whereas the whole pnmary
healthcare system/including the ambulatory-polyclinic level/ will continue to be financed by the
mechanisms presently in place. So and thus the insurance /compulsory and voluntary/ shall be

directed mainly to the hospital, while the budget -to pnmary care services which mostly con-
forms to the international practice and the essences of insurance and budget.
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3. Introduction of the Health Insurance

Taking into consideration the present social-economic situation of Armenia and the broad range

of problems connected with the introduction of health insurance it is suggested to start it from the

year 2001 after adoption of the law "On the Health lnsurance of the Republic of Armenia".

The introduction of compulsory health insurance system entails a number of serious problems of
political, economic and organizational character. ln particular

it is obvious that the compulsory health insurance premiums will be an additional social tax for

managing subjects and the domestic manpower may become more expensive. Realizing the

importance of the related economic problems /goods and services may go up in pnces. etc./

neverrheless we think that in this case the priority should be given to the need of making worth

its full value the role of the state in the health protection of population. Such an approach issues

directly from the basic Constitutional statute on the Republic of Armenia being a social state.

The introduction of compulsory medical insurance starting from the year 2001 will allow to

collect additional funds for the provision of hospital care and reorient the state budget health

expenditures more and more towards the primary health care /family medicine/ and ambulatory-

polyclinic sysrem. lt is expected that a comparatively long time will be needed to involve the

majority of population in the compulsory health insurance system the process will be imple-

menred gradually. Such aprediction is based on the social-economic situation of Armeniaand

trends of development as well as on the analysis of experience of other countries, which shows

thar even after legalization of compulsory health insurance principles its introduction process

takes time and is associated with certain difficulties.
At the same time it is necessary to encourage the development of voluntary insurance in the

coming vears. which willcontribute to and reinforce the public awareness of the need of medical

i n surance.

We forecasr that in case of encouraging and support of voluntary health insurance by the state the

health insurance coverage will be about 5-7 7c in the years 2000-2001 and abottt20To by the

200-5. These calculations are based on the situation which is anticipated afterthe new national

hospital care policl, implementation in the year 2000. The persons covered by voluntary health

insurance mav receive guarantied medical care in hospitals with mixed financing, which will

slouly alleviate their maintenance burden on the budget. as well as stimulate development of

paid services.

Thus thc ob.jecrive of the suggested approaches to health insurance introduction may be formu-

latcd a.s l'ollou s:

ll'rtltotrt ittcrt,u.titr.q tlte burden on tht stutt'budg,et antl aroiding sharp increase in tcrr hLtrdens

orr tltt, trttttttt.qitt.q .subjt't'ts /economic ntunog,ement/ stcp bt step introductiort of a svstem ud-

tlrt,ssetl to thc srt<'iul prolectiott, to cor'(r sil4ttificant number of population, allowirtg to subslan-

riallt int'reu.re the ac'cessibilin of the mrtst expensive health care level /the hospital care/for the

coveretl nrt'ntbers und direct additional ftrnds into the heaLth care orea.
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4. Pre-conditions and Financial-Organizational Bases for the Introduction of Compulsory
Health Insurance

The scope of problems related to the introduction of compulsory health insurance /CHV may be

tentatively divided into 5 main groups:

l. Pre-conditions for the introduction of compulsory health insurance
2. Rates and mechanisms of collection of insurance contributions
3. Financial stability of the compulsory health insurance system
4. The compulsory health insurance basic program and mechanisms of premium cal-
culation
5. Structures implementing health insurance

4.I . Pre-conditions for the introduction of compulsory health insnrance

The introduction of CHI is a national problem of political and economic importance. In this sense
a number of pre-conditions are necessary for it.
The first and important pre-condition is the taking of political decision about the inrroduction of
CHI as the only realistic mechanism for future to provide accessible, transparent and quality
medical care to each individual. ln favor of such a decision speaks the chapter l, where the
factors influencing the results of the health care reform are stated.

The second important pre-condition is the optimization of the health care system. It is well-
known that the present health system infrastructure /human, material and capital resources/ is
excessively blown up. expensive and essentially surpasses the demand in medical care including
that of the state guarantied programs. There are l8l hospitals in thecountry with 24470 beds.

Their average occupancy rate is 40Vc, in some regions /marzes/ reaching only l0-157o. As a
result. the state budget funds allocated /partially/ to the hospital programs are not being spent for
the provision of quality care but to maintain the whole system. Here the funds are used to some-
how cover the current costs of the medical providers and naturally are not enough for the im-
provement of technical and technological equipment and increasing the salanes of medical
personnel. Additional investments in the health care system /which the health insurance provides
for/ will not bring to the increase of efficiency. On the contrary, the additional funds willcon-
tinue to be spent on the maintenance of huge. inefficient structures and the insured person /the
patient/ will gain nothing. Therefore it is absolutely necessary to implement the following meas-
ures towards optimization of medical facilities in the beginning of CHI introduction:
- reduce the medical care and services providing facilities, especially the number of beds and

personnel according to the expected demand and actual volumes of the medical care and
serv ices,

- speed up the process of privatization of medical facilities /mainly hospitals, health centres/,
while preserving their profile and doing proper investments for some cases.

In parallel with the health system optimization before the introduction of CHI it is necessary to
revise the Basic Benefits Package /especially the list of emergency medical carelin the scope of
the state guarantied free medical care and services in order to make substantial and realistic
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reductions. Such a measure shall guarantee the success of CHI system. as the medical services

to be provided against the insurance of individuals should be more transparent and compulsory
by the law.

The financing of the national health care programs by the state should be divided into two parts:

first- the programs of national priority to be covered completely by the state budget and second-

the programs to be covered partially by the budget funds and co-payments /differentiated system
of co-payments may be established/ of population. The introduction of the co-payment system

will permrt every citizen to share the responsibility in health protection. Such a measure could
make it possible to overcome "shade" payments and legalize them on one hand, on the other -

bring to the conviction that payment for the illness treatment is inevitable and it's more efficient
and expedient if done through the CHI system.

The next important pre-condition is the definition of an optimum basis health insurance program

in accordance with the social-economic situation of the country and acceptable rates of insurance
premiums. Correct solutions to these problems predetermine provision of affordable, quality and

sufficient volumes of medical care in the limits of the CHI system. its perspectives of future
development. The above issues are more detailed in subsections 4.2,4.3 and 4.4..

The training of the CHI system personnel as well as preparation and development of a system for
individual registration are essential to ensure accessibility and transparency of medical care in the

CHI system . Even though the resources and possibilities of already existing structures will be

used the above measures require substantial funds before starting its introduction. Here we seek

the involvement of international organizations/donor countries.

4.2 Rates artd Llechertisms ofCollectiott of Insurance Contributiorts

Taking into consideration the unemployment resulting from the present social-economic situation

of the countrl . big proportion ol "shade" economy and related problems, the mechanism of
covering different population groups by CHI system is of principal importance.

In this sense the population mav be divided into the following groups:

| . Hired *'orkcrs. officially engaged in econom1,. including state servants and workers of the

budget sphere

2. Indrvidual businessmen and persons engaged in the field of agriculture
.1. Children up to l8 vears old

{. Retirees and socially' r'ulnerable groups

-5. Students

6. Officiallv rcgistered unemployed

For each of'the above 6 groups there should be a differentiated approach to insurance coverage

and collection ol' contributions stated below:

I . The officiallr u,orking population will be the basis of the CHI system, as main parts of the

CHI funds u'ill be collected here. The classic approaches of the CHI shallbe applied to this

group, which are individual registration svstem by work place, centralized calculation of
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3.

premiums and payment by the employer, etc.. The premium rate defined by the law is to be
divided between the employer and employee in a correlation of 2/3 - l/3 accordingly.
The coverage of individual businessmen in CHI system should be controlled by the appropri-
ate state structures. The insurance premiums will be calculated from the declared income
based on the rate stipulated by the law. For the persons involved in agriculture the ap-
proaches will be basically the same, with the difference that a basis for premium calculation
will be the amount of cadastral net income of the land
Up to l8 years old children are covered by the CHI system at the expense of stare budget
funds in the mrnimum premium rate

The retirees and socially vulnerable groups are covered by the CHI system at the expense of
state budget funds in the mrnimum premium rate
To students a differentiated approach should be applied as far as state order and paid courses.
For the first category the insurer may be the state with corresponding premiums and for the
second the premiums mav be added to the ruition fee and be collected simultaneously. For
the both categories minimum rate of premium should be applied.
The officially registered unemployed are also covered by the CHI system at the expense of
state budget funds in the minimum premium rate.

It should be noted that there is a group of citizens who's work or unemployment are not officially
registered. This group includes the persons engaged in "shade" economy, as well as the citizens
having other sources of income and not imposed of taxes. Covering this group by the CHI system
is a actual problem as it has a big proportion in Armenia. The mechanism of fixed premiums
/proceeding on the annual volumes of the CHI basic program/ may be considered for this group.
It is expedient to work out mechanisms to indirectly motivate the unofficially working citizens to
be taken in the CHI system. With this regard the Government should define clear mechanisms,
like the CHI membership must be considered compulsory to be able to perform civil-legal
transactions requinng state registration.

1.-l Finottcial stubilin' of tlte Compulsorv Heulth lttsurutrce s\stem

To guarantee the financial stability of the CHI system it is necessary to ensure the timely, com-
plete and constant collection olcontributions as well as financrally substantiate the volumes and
tvpes of the medical care prosrams in the scope of CHI.
Thc guuranties and control mechanisms of the collection of premiums will be dfined by the law
and other legislative documents. That mechanism rvill be principally different from that of tax
and other fees collection. The CHI has an addressed system with individual registration of each
insured person, meaning that in case if the premiums are not paid properly the system provides
for the possibility to cease the action of insurance temporarily, till the complete payment of
premiums along with the fines accumulated during that time-period.
As to the financial substantiation of the insurance health programs which will be the basis of
definition of the premium rate with its minimum and maximum limits, it proceeds on the avail-
able health statistics and average estimated prices of hospital care. For example according to the

6.



TNO report

50 PGNGZ2001 .01 1

statistic data of 1996- 1998 annual number of people applied for hospital care in Armenia was 7-8

of 100 of population /the same indicator was l5-16 in 1985-1986/. The indicator decreased

mainly because of the social hardships and it is anticipated that with introduction of health insur-
ance. in other words with ehmrnation of financial obstacles and establishing accessible and

functional pnmary care system the above indicator will increase to l}Vc of population that will
apply or be referred for hospital treatment. Thus the likelihood of the insurance surrrmary risk is
estimated as l}Vc in average.

The cost of one hospital case reimbursed by the state has been about 65 000 Drams during the

last years. which is three times less than the real price /as mentioned above the difference is

covered by direct expends of population as well as partially by humanitarian aid and other

sources/. The calculations are based on 200 000 Drams- the average real cost of a hospital treat-

ment case.

Here taking into consideration the l}Vc of insurance summary risk average probability, to insure

from all the probable hospital cases. 20 000 drams must be collected annually from each insured

person. or the average monthly premium must be 1700 Drams. To collect this premium from the

income a 9Vc rate must be considered.

Proceeding on the present social-economic condition of the country it is advised to apply the

above rare nor in the first year of CHI introduction, but further on. when the stable growth of
economy is achieved. function mechanisms of the system are in place, the insurance structures

have the necessary expertise and the system accepted by the public.

Therefore to ensure financial stability of the CHI system it is recommended to apply 3%o of
premium rates in the first years to provide for full implementation of the basic progTam of the

year. In this process, the initial program can not cover the all hospital care, but only a part of it,
where the collected contributions will suffice for efficient performance.

4.1 The Compulsort' Health Insurance Basic Prog,ram and Mechanisms of Premium Calculation

Taking inro consideration the social-economic situation of Armenia and with the notion not to

incrcasc significantly'the tax burden on the employers a step by step introduction of the CHI
s\,\tcnt is rccontnrended. Here it is envisioned that the authority of the Govemment to yearly

upprove the CHI basic program will be stipulated by the law.

lnrhcvearl00l -thernitral yearof theintroductionof CHlsystemitisrecommendedtoinclude
rn rhc CHI basic program the types of medical care and services involving major and common

risk facrors. For example emergency care. ambulance services. In doing so it is advisable to start

u'rrh ;r rclarivelv small program. which includes the emergencv care partially /for example, car-

diovascular. respiratorl,. gastrointestinal diseases/ or just ambulance services. This will allow to
applv lou' rates of insurance premiums in the beginning.

Furrher on ir is possible that the Government will take a decision on the expansion of the CHI
basic program. w'hich entails corresponding changes of the premium rate.

The problem of rhe calculation base of insurance premiums and the related questions of their rate

and collection mechanisms are very important in the process of introduction of CHI system. It
w,ill be closelv linked to the approved basic CHI program of that year. It is suggested to apply
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approaches similar to the calculation and collection of social insurance fees. Based on the classi-
fication of the population groups in the chapter 4.2 we anticipate to apply the following mecha-
nisms of premiums' calculation.
l. for the officially employed hired workers the rate of 3Vo of salary fund in the first years of

CHI system introduction will be applied with setting a ceilin-e /as a preliminary option
maximum 5000 Drams per worker per montt/. It is suggested that 213 of this amount is paid
by the employer and l13 by the employee. The calculation and transfer of contributions is
done in centralized order by employers. After the adoption of the law the Government will
define the order of calculation, collection of the CHI contributions and the sysrem of sanc-
tions.

2. For individual businessmen and persons engaged in agriculture two options are applicable: a/
fixed amount of premiums, which order of calculation and collection is defined by the Gov-
ernment. b/ for the individual businessmen a rate of 3Vo of the declared income will be ap-
plied as insurance deductions-minimum l50Drams and maximum 5000 Drams monthly and
the agricultural area workers will be charged 3Vc of the cadastre net income. minimum 150
Drams per month per person / or per farm/

3. For up to l8 years old children the premiums will be paid from the state budget in the mini-
mum amount of 150 Drams.

4. For the retirees and socially vulnerable groups the premiums are suggested to be paid from
the state budget in the minimum amount of 150 Drams. Such an approach will emphasize the
social orientation of the CHI system reflecting the social solidarity between the working part
and indigent group of population

5. Differentiated approach to the students-for the state order students the insurance premiums
will be paid from the state budget in the minimum amount of 150 Drams and for the paying
ones- the premiums in minimum amount of 150 Drams will be added to the tuition.

6. For the officially registered unemployed the premiums will be paid from the state budget in
the minimum amount of 150 Drams.

The minimum size of the insurance premiums is calculated as 3Vo of the minimum monthly
salary'. In future depending on the changes of the size of the minimum monthly salary the mini-
mum of insurance premiums will be changed respectively.
In future it is anticipated to gradually expand the basic program which will require increase of
insurance premiums. its minimum and maximum limits.

1.5 Tlte CompuLson, Healtlt lnsurance lmplententirtg Structure

The compulsory health insurance will be implemented by the corresponding body authorized for
that purpose by the Government of the Republic of Armenia.

5. Legislative Regulation of the Compulsory Health Insurance

The steps towards the introduction of health insurance should have proper legislative foundation.
It should be noted that the presently active "Law on Insurance" provides for necessary /but not
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satisfactory/ conditions to implement voluntary forms of insurance. nevertheless there should be

developed a complete legislative package on health insurance which will be regulating legal
relations of that area /both compulsory and voluntary types/. With this purpose it is suggested to
submit to the Parliament the draft "Law on Health Insurance" by September I, 2000 for consid-
eration.

It should regulate the following issues.

- Clearly specify the notions of voluntary and compulsory health insurance. define the main
concepts to be used in the field of health insurance.

- Define specific mechanisms to develop and encourage the voluntary health insurance / if
necessarv through amendments in the relevant laws of the taxation field/.

- Define the main subjects of the voluntary and compulsory health insurance. their rights and

obligations.
- Regulate mechanisms of involvement of different population groups /citizens occupied in

the field of economy. including workers in the field of agriculture, businessmen, hired work-
ers. etc. state servants. retirees, under legal age children, students, officially registered unem-
ployed, etc/.

- Regulate the procedure of confirmin-g the programs and volumes of medical care to be reim-
bursed by the compulsory health insurance funds. etc.

The draft law will also contain the legislative bases to define the rates of insurance premiums,

mechanisms of their calculation and collection.
The suggested policy of the compulsory health insurance implementation presumes revision of
the statute of the CivilCode according to which " citizen's duty to insure his/her life and health
mav not be stipulated by the law" /article 991, paragraph 2/. The above provision impedes the

introduction of the internationally accepted mechanism of compulsory health insurance according
to which a part /usually a half or 2/31 of the total rate of insurance contribution is paid by the

employer and the remainder by the employee. As mentioned above a similar approach is sug-

gested to appll in Armenia too.

It is important to achieve the adoption of the above legislative package /including the proposed

amendments in the tax legislation/ not later than the third quarter of the 2000. It will allow to take

the necessar\ steps tou,ards the development of the voluntary health insurance. as well as prepa-

ration to introduce compulsory health insurance. It is necessary to emphasize that the latter
proccss rn particular u'ill require joint. sl,stemized efforts of state administrative bodies of all
lcvels for the f'oundation of a principalll' new system of social and economic relations country-
rr idc is planned in a rather limited time-period.

6. Basic problems of the Voluntary Health Insurance Development

The legislation now in force in Armenia has some "necessary but not satisfactory" provisions for
implementing voluntarv health insurance. For example the "Law on insurance" stipulates the

main or-eanizational-legal norms of insurance activities. the subjects acting in that field, their
rights and duties. AII the above norms are extended on to the voluntary health insurance compa-

nies as well. which number is very Iimited lonly 20Vo of about twenty officially registered and
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licensed insurance companies of the republic are en-eaged in voluntary health insurance/. The
above fact is explained by a number of hindering factors, the main of which are as follows:
- the majority of population being well aware of the present situation of cost reimbursement of

the medical facilities predominantly through unofficial payments does not trust the idea of
insured medical care. There is no conviction that without additional payments it is possible
to receive complete treatment.

- the active tax-legislatron /especially the "Law on lncome Tax"/ has provisions which do not
arouse the interest of juridical persons to insure the health of their workers /see detailed be-

low/,
- the majority of population is insolvent and prefers to spend money on every-day needs rather

then insure themselves of possible risks in future, also because they have a poor notion about

the meaning and advantages of health insurance.

Proceeding on the above it is necessary to implement complex measures towards voluntary health
insurance stimulation and development. Among these an important place should be given to the

improvement of tax legislation to eliminate the present obstacles for all the insurance subjects. In
particular, the provision of the "Law on lncome Tax" stipulating that the part of insurance
contributions made by juridical persons for physical persons be included in the gross income of
physical persons (article 6, chapter 2, subparagraph jd/) should be changed. The provision of the
"Law on Profit tax" stipulating that insurance contributions are included in the enterprise expen-
ditures should be stated more clearly with the following words added " including the premiums

for life and health insurance of physical persons".

It is suggested to define some tax privileges for the voluntary health insurance companies too,

and exempt from the profit tax in the amount to be allocated to the financing of additional medi-
cal and preventive measures for the insured persons.

It is also important to create proper mechanisms to interest the medical facilities to work with
insurance companies, that is to sav make the provision of medical care to the insured persons

more profitable for the medical personnel and medical facilities. With this purpose it is suggested

to exempt from income tax the salary of the medical personnel generated from the contributions
of insurance companies and for the profit tax of medical facility apply the same privilege as that

sue-eested for i nsurance companies.

Along with the above measures it is necessary to develop and implement a broad propaganda

campaign to inform the public about the significance and advantages of health insurance with
possible cooperation and support of various international organizations /USAID, UNDP, World,
Bank. etc/. It should include dissemination of published materials /books, handouts, articles/ ,

electronic information. training courses for the stakeholders in the insurance field. The organiza-

tion and implementation of the above campaign requires active involvement of different minis-
tries, governmental and non-governmental organizations. for which reason it is expedient to

create an inter-sector commission to systemize different measures in that field by the Resolution

of Government of the Republic of Armenia.
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Main differences between the Compulsory and Voluntary Health lnsurance

Compulsory Health lnsurance Voluntary Health lnsurance
I Non-commercial Commercial
2. Is a form of social insurance ls a form of private insurance

-). Universal or mass Individual or group

4. Regulated by the Civil Code. the "Law
on Health Insurance of Population" of
the Republic of Armenia

Regulated by the Civil Code, the "Law on
Insurance", the "Law on Health Insurance of
Population" of the Republic of Armenia

5. lmplemented by the state Implemented by insurance companies of
different property types

6. The statutes of insurance are defined

bv the state

The statutes of insurance are defined bv the

insurance companies
7 The insured members- the state and

employees
The insured members- the juridical and
phvsical Dersons

8. The sources of funds- state budget,

contributions by employers and em-

ployees

The sources of funds- personal income of the

citizens and profit of employers

9 Program (the minimum needed

/satisfactory/ from the state) is defined

bv the sovernment bodies

Program is defined by the contract between
the insurer and insured

l0 Rates of premiums are defined by
generallv established method

Rates of premiums are defined by the contract
between the insurer and insured

II The Quality Control system is defined
bv the state bodies

The Quality Control system rs defined by the

contract between insurance subiects

12. The income ma;- be used only for the

main acti vitr'-health insurance

The income may be used for any commercial
and non-commercial purposes
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Appendix C Legal Review of the First Draft "taw on Health
Insurance"
(Version June 2000)
Prepared by Andre den Exter (June 2000)
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Legal review of the draft Law on Health lnsurance (Andre den Exter, June
2000)

1. lntroduction
Armenia is switching its society to a more market driven system. Where health
care is concerned, the current government is planning to introduce a social
health insurance system. Therefore, a newly established health insurance fund
will be authorised to contract with (privatised) health care institutions and individ-
ual providers. The underlying idea is a partially withdrawal by the state from both
the financing and provision of health care.
From a legal perspective, the emerging purchaser-provider split requires major
changes of the current legal framework. One of the main challenges is to draft a
health insurance law that regulates the intended reforms. The project on 'Health
Fund Development in Armenia'is focussed on suppofting the Armenian govern-
ment with the introduction of a new health insurance scheme and subsequent
legislation. Therefore, the objective of this mission was: (i) a legal assessment of
the current draft law on health insurance (ii) to identify missing elements, respec-
tively major legal obstacles, and (iii) to propose recommendations to the Arme-
nian Ministry of Health to solve these problems.
The following set of observations of the key elements of the health insurance
scheme represents an evaluation of the proposed draft law on health insurance2
in the light of the suggested early recommendations by TNO (hereafter, the TNO
Notes)3. A conclusion section summarises the major findings.

2. Constitutional base Health lnsurance Law

The legal base for the draft Law on Health lnsurance is the constitutional right to
health care, reading "Everyone has the right to maintain his health. The system
for medical assistance and seruices is stipulated by law. The state executes
programs for the preseruation of the health of the population .." (Article 34 of the
Armenian Constitution). As such, the future Health lnsurance Act, in combination
with the Health Care Facilities Act reflect the main legislative instruments imple-
menting this constitutional right.

ln the near future this Constitutional right is particularly relevant in case the Ar-
menian government considers the introduction of patients'own payments. Expe-
riences from other transition countries (e.9., Hungary, Czech Republic and Po-
land) show that Constitutional Couds have critised the government introducing
own-payments which had no legal base in the Health lnsurance Act itself. For

! English translation June 2000

'TNO. S. Heijnen. June l9rh, 2000 Yerevan
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instance in 1996, the Czech Constitutional Court considered a Ministerial Decree
- introducing patients co-payments - as unconstitutional since it had no legal
base it the Health lnsurance Act. Patients'co-payments mean a limitation of the
insured's (financial) access to health care and according to the Czech Constitu-
tion such a measure requires an explicit legal base in the Health lnsurance Act.
Consequently, the Czech government had to repair this deficit in order to prevent
its planned reform policy from being annuled by the Court. Such a situation could
be prevented in Armenia by critical consideration of (i) the legal base of the
Health lnsurance Act, and (ii) future patients'own payments. More concrete, in
case the legislature considers own payments for seruices covered by the com-
pulsory health insurance scheme, the legislature should define the principle of
patients'own payments in the Health lnsurance Law and simultaneously dele-
gate the competence of levying own payments to the government or Minister of
Health.

3. Legal status of the Health lnsurance Fund
lnterpreting afiicle 5, the Health lnsurance Fund (HlF) is a public organisation
with certain financial independency, that is, apaft from budget approval (an. 8)
not legally subject to the control and subordination of any ministry. The HIF is
separate from the State Health Agency and established by law (Health insurance
Law). Moreover, the HIF has also some managerial and administrative autonomy
(e.9., monitoring health care transactions, contracting providers).

Recommendation 1. To clarify the legal and institutional setting of the HIF it is
recommended to define the legal status of the HIF by law. For instance, the
following additional statements could be added to article 5 on compulsory health
insurance.

'The HIF is a legal person, that is, a subject of rights and obligations on its own.
The HIF is established by the Health lnsurance Law, seperate from the State
Health Agency (SHA) with a seperate account within the SHA and a seperate
basic benefit package (BBP) from the state order programmes. Mixture of funds
or covered seruices between the BBP and SHA programmes are not allowed.
Furthermore, a Charter - based on the draft Law - will define the structure, role
and responsibilities of the national and regional offices implementing the health
insurance law and will be approved by the Government of the Republic of Arme-
nia.'

4. The insured persons.
Under the draft law, the insured persons are not explicitly defined (Article 2).
According to the TNO concept document, the target group of insured and co-
insured include: (i) employees and their first degree relatives, (ii) other population
groups (e.9., self-employed, farmers, pensioners, students, unemployed). ln the
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initial stage, only employees and their first degree relatives are included in order
to prevent the fund from serious financial-economic problems. From a legal per-
spective such a selection of beneficiaries might cause a problem in view of the
equality principle. However, this can be legitimised by an explicit referral of a
transitory period.

Recommendation 2. The draft Law should specify all the insured groups. Si-
multaneously, an additional provision should be included in the act reading, for
instance,
'for a transitory period of -- years, other groups then the employed and their
relatives are excluded from the insured'.
Preferably, this provision should be added in Chapter Two, defining the basic
elements of compulsory insurance.

Recommendation 3. lt is recommended to specify the temporary period in the
act since an unspecified term may cause legal uncertainty among potential in-
sured persons. Pafticularly when there are differences in entitled benefits be-
tween group (1) and (2), the judiciary will take into consideration the length of the
temporary period. Any inequality due to such a temporary period will only be
legitimised for a strictly defined period. Moreover, it will be likely that a temporary
period of, for instance 20 years will be considered as unacceptable, whereas a
period between 3 and 5 years seems to be more acceptable as a temporary
period.

5. Registration of the insured
Despite the statutory nature of the scheme, to obtain benefits individuals must
register with the HlF, This does not imply entering into an insurance contract,
since insurance cover follow from the legislation itself; rather it is an administra-
tive procedure which must be gone through if effect is to be given to the individ-
ual's statutory rights and obligations. Once an individual is registered the health
insurance fund issues a certificate of registration for use as proof of entitlement
to services (art. 33). Provisional certificates may be issued where the fund con-
siders the individual's status to require further investigation.

Recommendation 4. ln Chapter Two on Compulsory Health lnsurance a provi-
sion on registration should be added in order to obtain benefits.

Moreover, where a change of circumstances means that an individual is no
longer entitled to insurance or joint cover, s/he must inform the HIF directly. lf
this is not done, and the individual remains improperly registered as insured or
jointly insured, the HIF has the right when this becomes known to terminate
registration and require compensation for the period of improper registration.
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This includes compensation for fees paid to individual practitioners, for adminis-
trative costs and for the risks born by the HlF.

Recommendation 5. Besides registration, an additional provision on change of
circumstances should also be included.

6. Basic benefit package (BBP) or core health care entitlements.
A rather controversial issue is the'basic benefit package' (BBP) or core health
care entitlements to be covered by health insurance.o lt is understandable that a
newly developing social health insurance scheme may want to limit the medical
care benefits in an initial stage. The problem with this approach comes from the
weak financial base to cover all the available health care facilities and services.
ln Armenia, the dynamics of change in medical science is not the real problem
although rigidity in defining a core package may ultimately lead to patients using
the conventional measure in the health insurance system, and seeking the'new,
scientific and more sophisticated'measure in the private medical care system.
Rather, the real issue in Armenia is the creation of a list ol essential needs of
health care explicitly defined within the compulsory health insurance scheme.
The TNO concept document identifies'cost-effectiveness' and'medical neces-
sity' as basic criteria for the subsequent definition of medical services as 'core
health care entitlements'. lf accepted by the Armenian government, the out-
comes of these criteria should be stipulated in the draft law.

Recommendation 6. lt is highly recommended that the legislature defines the
three selected health benefits (primary health care diagnostic and therapeutic
services in the community; specialist out-patient diagnostic and therapeutic
seruices in polyclinics and out-patient hospital departments, and ambulance
services) in the draft Law, preferably in Chapter Two on compulsory health in-
surance. ln that case, the statutory base for receiving medical care to which the
insured are entitled to will be provided by the Health lnsurance Act. The details
(what kind of primary health care, out-patient and ambulance services, etc.)
should be set out in a derived Decree, e.g. the 'Health lnsurance Treatment and
Services Decree'. The advantage of this approach is that it enables the govern-
ment to review periodically which medical services should be included, respec-
tively excluded within the compulsory health insurance scheme.

Since the entitlements will be stipulated in the act and derived decree, the in-
sured can claim these services from the health care provider, reimbursed by the
fund. To obtain medical seruices individuals must apply to a practitioner with
whom, the HIF has concluded a contract and who are therefore defined as asso-

t TNO Norcs. p. 5
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ciated with it. They are free to choose whichever practitioner they wish from
among this group (art. 34).

Apart from the contract condition, it is also likely that in certain circumstances the
HIF may authorise treatment by a practitioner with whom, or institution with
which, it does not have a contract. Secondly, in special cases the draft law may
allow for reimbursement of the costs of medical care obtained other than by
prescribed procedure, whether in Armenia or abroad. This could for instance be
the case when the entitled services are not present.
Recommendation 7. lf agreed, it is recommended to include both options in the
draft law, e.g. under article 9 'the rights and duties of the HIF'.

7. Price list of covered services (Health Care Tariff Act).
Fixed tariffs based on a'Health Care tariffs Act'are an essential part of cost
containment policy, lt is therefore crucial that in the initial stage of health insur-
ance covered services will be reimbursed according to tariffs based on a 'price
list'.s ln a latter stage, the legal base of such a price list should be provideO Uy a
seperate act, e.g. an Act on Health Care Tariffs. Whereas a derived decree, e.9.,
Health Care Tariffs Decree specifies the tariffs. The advantage of such a decree
is that is relatively easy for the Minister of Health to modify the tariffs. ln the long
term, such a Health Care Tariff Act may also include tariffs that are excluded
from the the covered compulsory health insurance seruices.

recommendation 8. lt is recommended to add an provision that covered seru-
ices by the draft Law on Health lnsurance will be reimbursed according to the
price list, respectively Health Care Tariffs Act (article 27). Secondly, deviation of
the legally binding tariffs should be forbidden by law. This should prevent provid-
ers f rom asking 'under the table' payments. Simultaneously, the Health Care
Tariffs Act should specify the sanctions in case of irregularities.

8. Contracting health care providers
Under the draft Law, the HIF is entitled to contract health services provided by
health providers (article 25). The core conditions of such individual contracts are
set by law and stipulated in the so-called'model contract'(arlicle 25). According
to the draft Law it is unclear who are the actors defining the 'model contract'. lt is
recommended to specify the key-players in developing the 'model contract'. For
instance, instead of the Government respectively the Ministry of Health, a 'model
contract'can be the result of a national consultation between representative
organisations of health care providers and the HlF. lf the consultation process is
successful, the 'model contract' is drawn up, which then has to be approved by

r TNo Notes p.5
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the Ministry of Health or Health lnsurance Fund Council (hereafter). lf the parties
cannot work anything out, a 'model contract' is drawn up by the Ministry of Health
or Health lnsurance Fund Council. Under the terms of the draft Law on Health
insurance, the'model contract' must contain ceftain contractual conditions
(specified in art. 25). Any other agreements, for example conceming fees
charged, are set down in the individual contracts with health care providers.
Reviewing the contractual conditions it appeared that some conditions are miss-
ing, such as the starting date, ending and duration of the contract; nature and
scope of mutual obligations; possible options in case of dispute. Moreover, the
recommendation on (postponed?) selective contracting6 should be combined
with temporary contracts, periodically re-negotiated. Without specifying the dura-
tion of the contract, it would mean infinite contracts difficult to cancel. This seems
not consistent with the underlying idea of selective contracting. Therefore, the
following recommendation reads as follow:

Recommendation 9. lt is recommended to add the missing elements in the
contractual conditions (ar1. 25). Panicularly, the stafting date, ending and dura-
tion of the contract; nature and scope of mutual obligations, and finally possible
options in case of dispute.

9. Voluntary health insurance
Under the Law on lnsurance, voluntary health insurance is already allowed in
Armenia (travel insurance insuring health care services in foreign countries).
Therefore, the Health lnsurance Law cannot prohibit this type of insurance since
it has a legal base derived from this act. Otherwise, it is recommended that the
government should not stimulate furlher voluntary health insurance (restricted
licensing policy) before the provisions on voluntary health insurance mentioned
in the draft Law on Health lnsurance came into force. Since the draft Law is first
of all focussed on compulsory health insurance, provisions on voluntary health
insurance may only enter into force after a transition period of, for instance, 5
years. During that period, the legislature can focus on the introduction and mod-
ernisation of compulsory health insurance. ln the meantime, private insurance
companies that provide voluntary health insurance should restrict there activities
to private travel insurance.

Recommendation 10. lt is recommended to include an additional provision
postponing the introduction of voluntary health insurance under the draft Law n

Health lnsurance.

10. Supervision, Complaints and Appeal

n TNo Notes. p.6.
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Supervision
Under the draft law, the element of superuision of the HIF is largely missing.
Although the government have an impoftant role in budget approval (afticle 8),
financial, managerial and administrative supervision are not mentioned.

Recommendation 11. Due to the public tasks performed by the fund, it is
therefore highly recommended to define a superuisory body and specify its su-
peruisory competences. There are two main options:
Option 1: a newly established council. Since the HIF is a independent statutory
public body, supervision could be entrusted to a statutory public body, e.g. a
'Health lnsurance Fund Council'(hereafter, the'Council'). Supervision includes
several aspects: (1) finanical superuision, (2) management and (3) administra-
tion.
(1) the financial supervision should include overseeing annual accounting audits,
monitoring the reserue fund, ensuring sound financial planning and defining
parameters on investment and financial management. To certain extent this kind
of supervision ensures the financial vialbility of the HlF. This task could be per-
formed by the Council or the Board of Founders (art. 8). However, under the
draft law, the independency of the Board of Founders remains an open question.
(2) and (3) the tasks of ensuring that the HIF carries out his managerial and
administrative functions in a proper manner can be entrusted to a 'Health lnsur-
ance Fund Council', whose other statutory duties may include advising the gov-
ernment at his request or on its own initiative, on all matters relating to health
insurance under the act. lf the advice relates to policy proposals or proposed
statutory regulations, only the specific implementation aspects will be consid-
ered. The Council should have the power to issue instructions to the HIF re-
garding administrative procedures, the registration and insured persons, the
collection of statistics, annual reports and the conditions of service of staff.
The Council should include -- members of whom -- are appointed by the Minister
of Health, -- by the representative organisations of employers, employees, health
care providers and the HlF, The chairman is appointed by the Minister from
among the members, following consultations with the Council; deputy chairper-
sons are appointed by the Council from each of the other -- groups.
Furthermore, the Council is assisted by a secretariat headed by a general sec-
retary appointed, similar as the rest of the secretariat's staff by the Council.
Whereas the Council is accountable to the MoH, to whom it repofts annually on
its work. The Minister may issue the Council with policy rules concerning the
performance of its duties; the Minister may also influence its work by exercising
his power to reverse its decisions.
Finally, the financial resources made up by a special fund are used to cover the
costs of the Council.
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Option 2: the Social Security FundT will perform the superuisory tasks on the
financing, administration and management of the HlF. The Social Security Fund
already has some advisory and/or superuisory tasks related to other social secu-
rity schemes. But this option depends on the tasks and competences of the
Social Security Fund, and Ministries of Health and Finance concerning supervi-
sion.
The supervisory tasks could be divided among the Social Security Fund and the
Board of Founders. Since it is unclear what should be the role of the Board of
Founders, a clear separation of supervisory powers remains an open question. lt
is however clear that the draft Law and the derived Charter of the Compulsory
HIF should specify the supervisory competences.

Remark. Option t has the advantage of a comprehensive approach where all the
specific knowledge and experience with concem to health care are cumulated in
one independent body. lf necessary, the Council can divide its functions among
several committees (e.9., complaints, superuision). The Council's specific tasks
and competences should be stipulated in the draft Law and a'Decree on the
Health lnsurance Fund Council'.

Complaints and Appeals
Under afi. 34, the individual right to complain can only be realised by means of
(civil) law-suits. ln general, the constraints to initiate a court procedure are con-
siderable. lnstead, a more simple procedure could be included in the draft Law.
Simultaneously, a complaint and appeal procedure should be initiated for health
care providers complaining about the HlF.

Recommendation 12. lt is recommended to define a relatively easy accessible
complaint procedure by law, open for disputes between HIF-insured, respectively
HIF-provider.
Further details may include the following elements: Appeals can be made in
various manners against decisions made by the health insurance fund in appli-
cations of the draft Law. A distinction must be made here between (1) complaints
relating to how the HIF treats insured persons, or to whether the insured persons
are insured under the draft Law, (2) disputes about registration or contribution
and (3) disputes concerning entitlement to benefits under the draft Law.

l. An insured person who has a complaint about his or her treatment by the HIF
must first take the matter up with the HlF. lf the insured and the HIF cannot re-

solve the matter satisfactorily, the person concerned can request for the opinion
of the Complaint Committee of the Health lnsurance Funds Council.

; TNo Nores p.7
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lf an insured person disagrees with the decision of the HIF as to whether s/he is
insured under the draft Law, s/he should first submit a formal objection to the
HlF. lf the HIF upholds the original decision, the person concerned can bring an
appeal to the (administrative law section of the ) district coun, or if s/he wishes,
seek the opinion of the Complaint Committee of the Health lnsurance Fund
Council.

2. Appeals by individuals against decisions regarding the contributions and reg-
istration with the health insurance fund may be made to the district courl in the
area where the person lives. Appeals by employers against decisions on contri-
butions must be addressed to the district coufi named in the document setting
out the decision. Appeals against rulings by a district court (other than rulings on
benefits) may be made to a Final Appeal Tribunal. Anyone who disagrees with a
decision by the HIF must first submit a (written) complaint to the HlF. lf they still
disagree, they can turn to the courts or, if they wish, seek the opinion of the
'Complaints Committee'of the Health lnsurance Fund Council (Arbitration).

3. Different arrangements may apply for disputes relating to entitlement to bene-
fits. The insured must submit a formal objection in writing to the HlF. Before
considering the objection, the HIF must first request the advice of the Council.
After obtaining the advice and sending a copy of it to the insured, the HIF issues
a decision on the objection. lf the fnsured does not agree with the decision, s/he
can bring an appeal to the (administrative law section of the) district court.

ln case of a dispute of a purely medical nature, the court may decide, at appeal
or appeal to a higher court, to bring the case fonrvard if it is urgent.

11. Privacy regulation
The protection of personal data requires legislative protection. Particularly in the
field of health insurance personal data reflect sensitive information that requires
protection f rom unauthorised access.

Recommendation 13. Under the draft law, data protection of the insured's rec-
ords could be added to the Chapter 6 on 'the regulation of the relationship of the
parties in the health insurance system. Apart from an additional provision in the
draft Law, privacy rules could by further defined in a 'Decree on Privacy Rules'.
Suggestions concerning the core content of such 'Privacy Rules', could include: -

definitions (personal data, registration, provision of data, holder of the data, etc.);
- type of registred data and the way personal data can be included in the regis-
ter, by which institutions/organisations)*; - removal and distroyal; - access to
personal data; - access to third persons; - linking of registered data; - information
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of the insured concerning registration; - right to inspection and correction, and -
organisation and management.

* differentation of type of data: (1) insurance technical data (name, address,
etc.); (2) pure technical data (e.9., registration data, changes, data of the em-
ployer); (3) data conceming health benefits (e.9., admission, specialist); and (4)
medical data.

12. Summary and Conclusions.
The draft law on health insurance can be considered as a landmark in the Arme-
nian health care reforms. lt will introduce an statutory social health insurance
fund that will be responsible for contracting individual practitioners and out-
patient clinics. Based on the Georgian experiences, the TNO concept recom-
mends a careful approach starting with a limited group of benificieries and a
restricted number of insured health benefits. ln a latter stage, voluntary health
insurance could be introduced covering supplementary health seruices.
This suggested incremental approach raises several legal questions to be an-
swered. lt appeared however that the suggested step-by-step period can be
realised by adding a transitory period in the draft law or derived decree concern-
ing the covered beneficiaries, nature of benefits and postponement of voluntary
health insurance (recommendations 2, 3, 6, 10).
As concerns the content, grosso modo, the draft law can be characterised as a
feasible and realistic document that includes the main elements necessary to
introduce a social health insurance scheme. However, the evaluation of the draft
law and TNO document showed that some major elements are missing, viz a
defined package of health care entitlements, supervision of the HlF, an accessi-
ble complaint procedure and protection of personal data of the insured are
missing (adequate) legislative support. To improve this situation several legisla-
tive (and regulatory) recommendations were made.
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Comments and Suggestions to "Health Insurance Concept" prepared by the Working Group
on Health Insurance Development (Version June 2000)

Serge Heijnen, June 2000

SUGGESTIONS FOR PROPOSED STRUCTURE AND BUILDING-BLOCKS OF A
MEDICAL INSURANCE CONCEPT

1. Current Situation

l.l Health situation
- life expectancy at birth
- mortality rates, incl. infant mortality and maternal mortality and leading causes

of death
- morbidity rates, incl. overall morbidity patterns and leading causes of morbid-

ity / trends

1.2 Health care organization and utilization
- accessibility, utilization rates declining: this is in sharp contrast with:
- excess capacity, particularly in secondary care

- primary health care underdevelopment
- poor management of services and the system
- free medical care 'declarative', intransparant and inferior
- health services of bad quality and not in line with needs of the population

1.3 Firruncial situation
- real underfinancing due to poor economic situation and not giving priority to
health sector (find figure for 1995- 1999) health as Vo of GDP or Government
budget
- BBP (state order) not in line with the financial situation of the sector and ex-
cess capacities in the hospital sector have not been reduced: this has resulted in
debts for the SHA and health sector, prices in the official health sector which
have lost touch with real economic prices
- financially, official sector in state of crisis as officially paid medical services
are only lO-lZVc of income of medical facilities (have we afigure.for 1990 und
1995??) and under-the-table payments are now estimated at 4x official pay-
ments. lnvestments in the sector are absent : the underfinanced medical care

providers have no possibility to provide for appropriate quality of medical care,

apply modern techniques, buildings and equipment, pharmaceuticals and medi-
cal devices..
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Argument: Health in Armenia is in a bad situation. in real terms. even worse and declin-
ing if one considers that the denominator figures (official population statistics) are
probably largely overstated. Part of the problematic health situation can be attributed ro
the poor performance of the health care organization and medical services, as well as the
underfinancing of services and problems in priority-setting.

2. Objectives and Main Principles of Medical Insurance Development

2.1 Objectives
- Describe history and failures of reform process, contributing factors etc.
- The aim of the medical insurance development is to contribute to the main objectives of
the Government Health Policy for the Republic of Armenia (which document). In par-
ticular it should contribute to:
- strengthening primary health care and increasing accessibility of basic and essential
health services:
- better or-eanization and transparency of health care financing, accountability to the
clients of health insurance (population)
- stimulating effrciency, quality and competition among health care providers.

This should result in increased utilization rates, particularly in PHC and better quality of
services. In the medium-term this should lead to real improvements in health, particular
by a reduction of preventable causes of mortality and morbidity, such as declining rates
of infant/maternal mortality and putting a halt to. or even reversing the trend of increas-
in-c mortalitf imorbidity from cardio-vascular diseases, cancers and some infectious
diseases.

2.2 Prirrciplcs
- HFA principles
- investment in health is investing in one's future
- nredical insurance principles in line with context of social insurance policy and

Arnrenia being a'social state'. The principles on which MI system will be
built are:

- social solidarity and equitl'
- nc\\' role for Government and individuals as to the responsibility of individual
and population health and health care
- legalization and de-criminalization of grey circuit
- psycholo-ey of people and increase health protection of population;
- preserve and. if possible. attract additional funds for the health care system

The scheme will be mandatory for the target population because this option, as opposed
to voluntary insurance. (l)will have the largest impact on reaching the health policy
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goals. (2) improves 'risk pooling' and (3) will be more efficient. -siven the expected
higher coverage in relation to the investments and administration needed to set-up and
maintain the system.

The Armenia 'insurance market' is thought to be too small to justify the operation of
more than one fund which administers the compulsory medical insurance, both in terms
of efficiency and quality. To achieve 'economies of scale' (by reducing administration
costs). as well as to stimulate transparency and accountability and to ensure solidari6,
among various groups with different risk profiles it will be proposed to establish I sin-ele
fund.

The introduction of medical insurance principles in the health system will be accompa-
nied by a review of the state order and gradual introduction of co-payments in the BBP,
already in 2001 as well as real efforts (privatization. optimization) to reduce excess
capacities in particular the hospital sector and to strengthen the quality and utilization of
PHC services.

It is important to note that, due to the very low percentage of GDP spent on health.
budget allocations to the health sector should NOT decrease because of the introduction
of medrcal insurance, as this will seriously endanger the efficient implementation of the
MI system and will widen and deepen the gap between actual population health needs
and public services. Health insurance introduction should stimulate multi-source financ-
ing. Government (budget) resources should be released to develop health care and health
promotion services for people not covered by the scheme, which thus will raise standards
for the people worst off. At the same time the HI system will increasingly invest in health
and (primary) health care for the working population and their relatives and, at a later
stage, for other population -sroups as well. Over time and as coverage expands, medical
insurance will become the largest method of funding basic health care, incl. primary.
secondary and tertiary care.

To stimulate the future development of voluntary insurance next to the compulsory
scheme. all legal obstacles will be taken away for commercial enterprises to engage in
private medical insurance (INCLUDE HERE WHICH). Economically, a market will be
created bv streamlining the State Order and the Medical Insurance benefit package, as

wcll as making the population more accustomed to insurance principles. The differences
between compulsory medical insurance and voluntary medical insurance are summarized
rn the following table (INCLUDE TABLE of your paragraph 6: basic problems of the
vol. Ins. Development)
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3. Medical Insurance Revenues and Population Coverage

In the medium- to long-term, medical insurance should aim to cover for the health care
needs of the majority of the Armenian population, includin-e various groups of self-
employed people and the non-working population. However, international experience
shows that it is very difficult to create a system that covers the entire population right
from the start. In Armenia, the financial-economic situation and labor market does not
permit a large scale implementation. as insurance only works if there is a reasonable
balance between people who pa1, more in contribution than they take out in services to
compensate for those who cost the scheme more than they pay in. In addition, there are
serious technical constraints related to the collection of funds from various self-employed
groups (e.g. farmers, owners of small businesses) as well as problems in ability to pay by
individuals and the Government for the coverage of the non-working population.

Therefore. in the first stage of medical insurance introduction, the target group could be

restricted to employees and their relatives (husband/wife and children) that are officially
engaged in economic activities. incl. state and private sectors. This initial set-up follows
the international experience re_garding the introduction of social health insurance for
various technical reasons. This group is the biggest group with regular wages from which
contributions can be deducted. while registration and monitoring of the collection of
contributions is much easier and economic. Other population groups can be covered with
the growing of the economy and the labor market (which will add more 'good risks') and
when the medical insurance fund has established the administrative capacity to collect
and administer funds efficiently.

Medical insurance will be funded by a deduction of the payroll of officially registered
employees. At present. the deductions to the payroll (before taxes) include a28Va em-
ployer and 39'l employee deduction to the social security fund with a minimum (total) of
2500 Drams per month and a maximum of 20.000 Drams monthly. A large majority of
wases in the public and private sector are such that they fall within the minimum and
maximunr contribution levels (urtt' e-ruct .fi.quras ott tlti.s .frotn tlte social funds? ? ). ln
addition. enrplovees paf income taxes accordin-e to the following monthly scales:

0 - 28.000 Drams: 0q(

Iti.00l - 110.000 Drams: 157
I 10.001 - 310.000 Drams: 25q,

310.001 - >>> 309(

It is su_egested that. io order to place no new burden on the payroll of those workers who
pa1'for social security, medical insurance will be funded out of the current resources for
social securit\, (28% + 37,"). Each emplol'ee for whom contributions have been made to
the social security and medical insurance system will receive an individual policy, aimed
at him/herself and his/her relatives. It is important to note that, initially, only those work-
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ers (as opposed to workers and their families who do not contribute to the social securiry
system) will benefit from the medical insurance coverage. Therefore. it should also be
considered an incentive for employers and (particularly) employees to be en_eaeed in
official economic activities.

In the initial stage. 3Vo of the payroll (ZVo employer contributions and l7o emplovee
contributions) will be allocated to health insurance. In fact, this thus entails the earmark-
in-e of 9.68Vo of income of the social security fund (7.l4Vo of employer contributions and
33.3Vo of employee contributions) to medical insurance. The minimum contribution will
be (09.68Vo * ?500 Drams) 242 Drams monthly and the maximum will be 1936 Drams
monthly.

INCLUDE TABLE WMH STATISTICS AND EXPECTED INCOMES FOR THIS
TARGET GROUP. If not available. we should estimate and indicate that these are esti-
mations only.

In the short-term. an assessment should be made regarding if and how it will be possible
for other employers/employees (those who do not pay for social security) to contract
separately with the medical insurance fund and thus to ensure additional health protec-
tion for more employees and their relatives. In addition, methodologies will be explored
to include other working groups rnto the scheme (e.g. farmers, craftsmen).

4. Benefit Package and Costs

A benefit package should deliver the kind of services people are accustomed to and
u'hich are considered necessary to maintain and promote good health. In addition. the
benefit packa-ee should be in line with the health policy and only those services should be
included that are cost-effective. The medical insurance fund should plan the use of its
scarce resources in order to avoid waste. duplication and inappropriate investment. Given
the financial-economic situation of Armenia. this means that priority will be given ro low
cosl - high (health)effect services and technolo-sies. while investing in high-cost equip-
ment and technologies cannot be justified.

Health Benefits for the tarset population could eventually include:
l)Primary care diagnostic and therapeutic services in the community
2)Specialist out-patient diagnostic and therapeutic services in polyclinics and out-parient
hospital departments
3) Ambulance services
4) Catastrophic illnesses and exceptional medical expenses

In the period until the introduction of medical insurance, (l) a concept should be devel-
oped of the main directions and priorities of the Benefit Package and the diagnostic and
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therapeutic procedures to be covered by medical insurance should be specifically defined
following a positive list, (2) the utilization rates should be estimated (add here already
the average nr. of people applying for hospital care and nr. of primary care consultan-
tions per 1000 population) and (3) the costs per service and the total costs for the target
group should be estimated on the basis of more realistic prices. For this, (4) a price list
should be established and maintained. This is an essential part of medical insurance
development. as it should enable health care organizations and physicians to provide
essential services while not having to ask any more for unofficial payments. The success
of medical insurance development will largely depend on its credibility towards clients
and providers. Therefore, the benefit package can never go far outside the economic
reality, which is the case with the current state order programs. Control over the cost of
services could be achieved by putting initial ceilings on spending per facility, fixed at
e.g. 80Vo of expected spending. When this ceiling has been reached, utilization and serv-
ice delivery profiles would then need to be re-negotiation between the medical insurer
and the health care provider.

5. Registration and Provider Payment Mechanisms

Clients should be individually registered and should receive a personal health insurance
number. Both the client and the treating physician should sign an official form to be
provided by the MI Fund to selected primary health care and hospitals, upon the delivery
of services which will mark the specific diagnostic or therapeutic procedures(s), the
name of the treating physician, insurance nr., the price (and the passport nr. to discourage
fraud??). The medical insurance fund will pay directly to the health care provider based
on the established price list. The price list / health care tariffs may include capitation
payments (e.-s. for primary health care and ambulance services) and fee-for-service pay-
ments (e.g. in for hospital-specialist care). It is recommendable that the price setting and
pa)'ment mechanisms prevailing under the "State Order Programs" will be reformed to
include better and more targeted budgeting practices plus payments based on a less rigid
and morc fair and simple methodology. This could be done either on case/activity-based,
or based on a limited number of DRGs.

As. in anv pavment system. prices should be set that are more based on real costs than in
the currcnt situation. health care providers and physicians are NOT allowed to ask for
undcr-the-table payments to insured patients, only official co-payments are allowed (if
and u'here established within the scheme). This should be sharply monitored by the
Medical Insurance Fund.

To make the scheme attractive to individual physicians, specific incentives need to be

built in the contracts with hospitals and polyclinics to ensure that individual physicians
are stimulated to provide quality care to the insured population. It should be explored
whether it would be possible to introduce certain bonus-payments for the treating physi-



TNO report

PGNGZ2001.01 I

cian. If so, in fact this would create different income mechanisms for doctors within
hospitals and polyclinics. For example. physicians' income would include a salary part
and a fee-for-service part. Official nurses' income will continue to be salary-based only.

Until a good provider's licensing (and accreditation) system has been established in
Armenia. the medical insurance fund would contract selectively with primary care and
secondary care providers in order to control costs and to achieve quality and efficiency

-eains through competition.. ln the period until its implementation (l) the criteria should
be established, (2) then the list of to be contracted facilities will be published. and (3)
contracts will be negotiated with each facility.

6. Medical Insurance Organization and Fund Management

Medical insurance is a mechanism for achieving health policy goals; it is not in itself a

policy. It must be clearly understood that the Ministry of Health will continue to oversee
the medical insurance organization and health care providers. The responsibilities of the
Ministry of Health remain as follows:
- setting overall health policy goals:
- creating the policy framework for the operations and activities of the medical insurance
fund and the providers;
- monitoring the performance of the medical insurance fund and providers;
- ensuring that mechanisms are in place to fund and provide staff training and develop-
ment:
- ensuring that the overall costs of health services are kept undercontrol.

The medical insurance fund must collect contributions from the insured population. and agree on

contracts for the provision of health services to fulfill members' entitlements. As part of this
process. they must be involved in setting priorities for health care, since it will not be possible to

provide entitlements to all services which would benefit patients. The role of the providers of
health services is to produce the quantitv and quality, of health care for the insured population that

is specified in the agreements with the medical insurance fund.

The medical insurance fund could be a separate legal entity with a separate account
uithin the State Health Agency. The MI fund will make use of existing structures and
capacities of the SHA at national and regional level. The roles and responsibilities of the
national and regional offices in the medical insurance implementation should be clarified
before the introduction. A new Charter should be developed and adopted for the State
Health Agency before the introduction of the Medical Insurance. In the MI Law it should
be clear that the medical insurance fund has separate funds and a separate benefit pack-
a_qe from the state order programmes and that there cannot be any pollution of the medi-
cal insurance package or mixture of funds. Specific texts need to direct to the (to be

developed) Charter.
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The medical insurance fund will need to contact and contract with the social security
fund about the specifics of the transfer of funds to its account (periodic transfer) for the
people registered as clients. Also, some personal information about the client should be
available to the medical insurance fund (name, sex, date of birth, known relatives, ad-
dress and tel. nr, employment status, salary, etc.). Another option might be direct transfer
of funds from the employers/employer groups to the medical insurance fund. Over-time
this might be the best option but in the short-term it has the disadvantage of duplication
of social security and medical insurance procedures and higher administration, operation
and monitoring costs. Also, it holds the risk that population coverage will be lower and
less resources can be collected in the first year(s), as the medical insurance company has
to enter into cont(r)act with each individual employer, which takes time.

7. Preparatory Stage of Medical Insurance Development

Substantial investments are needed in staff and procedures before the introduction of the
medical insurance, e.g.
I ) set-up of procedures and systems of registration, pricing, billing and, payment, ac-
counting, financial audit, contracts and negotiations, budgeting, information require-
ments and reporting;
2) training of SHA staff in new procedures and systems;
3) training to health care providers on some new procedures and systems;
4) PR and information to clients, medical community, health care providers, general
public.

In combination with the time and efforts needed to define the benefit package, selective
contracting. the new SHA Charter etc. full implementation of the medical insurance
should definately start not earlier than I January 2002 and preferably later.

In a first step. the basic concept and the draft-Law on Medical Insurance should be ready
for discussion in Parliament and Parliament agreement should be sought. The Law on
Medical Insurance should regulate the following issues:
- specifying notions and objectives of compulsory and voluntary medical insurance,
population groups (introductory phase and long-term objectives), funding mechanisms,
BBP definition. rights and obligations of stake-holders (incl. relation insurance fund -
provider. insurance fund - client and client - provider), payment mechanisms, insurance
organization. implementation schedule, pre-conditions and relation to other MoH policies
and reforms (particularly privatisation and optimisation, BBP review of state order pro-
grammes).

In addition, all legal obstacles for the introduction of MI should be removed with the MI
Law (articles in other Laws which impede MI introduction).
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Upon Parliamental Approval of the Law and Concept, an Investment and PR Plan should
be developed by the Ministry of Health and the SHA, in close coordination with other
stake-holders and (inter)national partners. This Plan should further define the preparatory
phase and deadlines, investments needed and costs, information and PR, and responsi-
bilities of the several actors during the preparatory phase.

8. Main pre-conditions for the Introduction and Success of Compulsory Medical
Insurance

1. Political decision now and political commitment in the fufure to the principles of
medical insurance development;

2. Protect the credibility of the medical insurance scheme among the population,
clients and providers and protect the medical insurance against decisions which
do not respect economic laws and financial reality of the Medical Insurance
Fund. Basic articles in the MI Law should reflect this.

3. Medical Insurance must be part of a broader effort to strengthen the efficiency
and quality of the medical services. In fact, without significant efforts to reduce
the excess capacity within the next 10 years and reduction and review of the
state order programs, its implementation will certainly fail. Therefore, the MI
Law should address the main (intermediate) targets and plans for health serv-
ices optimisation and BBP review (incl. co-payments).

4. The economic situation and labor market should not deteriorate further and, in
fact, should show some signs of revitalization during the coming months/years.

5. Clarification of available resources and definition of the optimum basic health
insurance program in the short- and medium-term.

6. Appropriate time reserved for the preparatory phase, securing funds and other
resources for investment in staff and procedures before take-off.

As can be seen, the pre-conditions and constraints are very serious. It is question-
able whether a system reform is feasible and desirable given the present context.

Serge Heijnen, 19 June 2000.


