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At Risk: Small Business Health Coverage in Maine

Executive Summary

Private employers area source of health coverage for more than half of Maine people.
Almost half of al Maine workers are employed at firms with less than 50 employees. Thus, the
ability of small firmsto offer employee health insurance is criticd to assure health care acoess
for Maine citizens. But current trends indicate that small business health coverageis at risk.

Thisreport reviews the results of a 1999 survey of Maine small businesses regarding the
health insurance coverage they offer employees. Four thousand small businesses were sent a
survey, and 381 respondents met the survey criteria of having 2-49 employees.

The survey indicated that the mgjority of respondents still offer health insurance to some
of their workers. They have a strong interest in providing employee health insurance, but future
premium increases amilar to those they have experienced in recent years will likely force them
to decrease coverage. In fact, 64% of respondents who offered health insurance coverage at the
time of the survey reported that a future increase of 20% or less would cause them to reduce their
coverage.

The overall rate (68%) at which firms reported dffering health insurance in this survey is
dlightly higher than in ather Maine and nationa surveys,; however, many of these firm's
employees were not eligible for this coverage. Just over half of thefull-time employess worked
for firms that offered health insurance to dl full-time employees, and less than athird were
associated with firms that offer coverage to their dependents. Theavailability of coverage to
part-time employees and their dependents was significantly less.

Wage rates were also closely related to offer rates. Lower wage workers were more likely
to work for afirm tha did not offer health insurance. Size of firmalso mattered. Firms with
under 10 workers were less apt to offer healthinsurance and only half of the firms with two to
four workers offered any health coverage.

Only athird of the firms that offered health insurance reported that all of their employees
participated in their health insurance program. Many employers believed that most of the
nonparticipating employees were covered by another family members' plan; however, one out of
five firms believed that the cost of their workers' premium share kept them from participating.

The number of employers offering coverage has been declining. Over three-quarters
(77%) offered insurance at some time in the previous three years, versus the two-thirds (68%)
who are currently offering coverage. Half (51%) of those offering coverage in the previous three
years reported that their last premium increase was over 10%. Over half (57%) had changed thar
insurance company in response to rate increases in that time period.



A large majority (81%) of respondents characterized health insurance as very or
somewhat important to their efforts to attract and retain employees, and 87% also believed it was
very or somewhat important to offer coverage as a matter of principle or employer philosophy.

Small business health coverage presents a serious concern for policy makers to address.
In the early 1990s Maine was at the forefront of states’ efforts to make small business health
insurance more available and affordable. It now appears that the benefits of those reforms — such
as community rating, continuity of coverage, and guaranteed issue — are not sufficient to assure
continued widespread coverage of employees through small employers.

This report reviews a number of current policy proposals that might assist small
businesses and their employees with health insurance. One proposal shifts some of the risks and
costs of the small business insurance market onto larger businesses and so-called “ self-insured”
busi nesses through an assessment on larger businesses. These fundscould be used to reduce
costs in the current small business health insurance market or to provide some form of public
coverage. Tax credits and purchasing pools are found to offer relatively little hope for shoring up
current levels of insurance coverage. Various gate models for directly providing publicly
subsidized coverage to small business employees, such as expanding Medicaid coverage to low-
income individuals, are proving to be quite effective.

Helping small businesses secure affordable employee health coverage will help them
attract and retain employees and will also allow them to do what they feel isright for their
workers and their families. To offer no help means that more and more Maine workers will likely
join the ranks of the uninsured.

“Small businesses arekey to job growth in
the United States, accounting for more than
three quarters of job expansion in most
years.... Y et this source of economic
opportunity and growth is also the weakest
link in America s employer-based health
system.”

Changes in Emp loyee Health Coverage by Small
Businesses.1998. Kaiser Family Foundation
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Overview

Glossary of Terms

A pattern of enrollment in a particular health plan, which results in a higher proportion
of high risk enrollees or enrollees presenting higher medical costs than among other
plans.

The federal Children’s Health Insurance Program block grantthat is available for
states to expand health coverage for children.

A fixed amount of health care dollars of which a person must pay 100% before his or
her health benefits begin.

Anindividual who receives health insurance through a spouse, parent, or other family
member.

The portion of the insurance premium paid by the employee.

A form of health insurance in which its members prepay a premium for health
services, which generally includes inpatient and ambulatory care. A Primary Care
Physician (PCP) isdesignated for each patient and a referral from the PCP is required
for most other services.

The percentage of employers offering health insurance to any employees.
The cost of insurance, usually broken down in monthly amounts due.

Employers who cover some employee health expenses through a combination of direct
payments by the employer to providers on behalf of employees up to a certain
threshold, and through a “stop-loss” or excess insurance policy for expenses above the
threshold.

Insuring with athird party against a risk that the plan cannot financially manage. For
example, a health plan can self-insure hospitalization costs, or it can insure
hospitalization costs with one or more insurance companies.

The percentage of employees choosing to accept the offer of insurance from their
employers.

Health care costs continue to dominate headlines and policy discussionsin Maine and
around the country. Although employment has risen to record levels, health insurance coverage
of employees has fdlen to levels not experienced in previous economic recoveries.

The mgjority of Americans have historically obtained health coverage from their
employers; however, employer coverage declined in the 1990s. In 1989, estimates from the US
Census Current Populaion Survey suggest tha 69% of the nonelderly population nationally
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received coverage from private employers. In
1998, the proportion had fallen to 65%
nationally. In Maine in 1998, Current
Population Survey estimates indicated that
69% of the nonelderly population was
insured through private employers, 15%
through public employers, 9% through
Medicaid, and 7% bought individual policies.
Fifteen percent of this population was
estimated to be uninsured.! (See Figure 1)

The source of coverage is not the
same as the source of medical bill payment.
The government covers parts of the
population which are older and sicker
through Medicare and Medicaid and,

therefore, government sources pay about hdf of all health care bills.2

In Maine, small businesses make up the vast mgjority of firms. Employers with less than
50 employees represent 96% of all Maine employers, and they employ 49% of all Maine
workers. (See Figures 2 and 3) The ability or inahility of small businesses to provide employee
health coverage is thus acrucial factor in Maine's overall health access picture.

Figure 2
Maine Private Employers by Firm Size
March 1999
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L EBRI Health Benefits Data Book. 1999. p. 55. Data from the March 1999 Current Population Survey.
Note that percentages add to more than 100% because individuals may receve coverage from more than one source.

2 Trish Riley, National A cademy of State Health Policy, presentation to Y ear 2000 Commission on Health
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In fact, the size of a businessis amajor indicaor of whether or not employee health
coverage is offered. There is considerable evidence that among all employers, other than self-
employed individuals, small businesses are experiencing the most acute problems in sustaining
employee health coverage.

The Maine Small Business Health Insurance Project

The Maine Small Business Health Insurance Project was established to provide current
information about Maine small businesses experience with health insurance and to identify
policy solutions that would improve employee health insurance access. The project isa
collaboration between the Maine Center for Economic Policy and Consumers for Affordable
Health Care Foundation. It has received support from the Access Project, a national initiative of
the Robert Wood Johnson and Casey Foundations, and from the Bingham Program.

The first phase of the project involved a survey of Maine small businesses, which isthe
basis of this report. Subsequent phases will involve small businesses in discussions of the
report’ s findings and policy options. A Maine advisory committee of small businesses and health
care and health insurance professionals have assisted with the project.

Survey Methodology

In the summer of 1999, amail-in survey was sent to a random sample of 4,000 Maine
businesses with fewer than 50 employees. There were 472 respondents. Public and non-prdfit
organizations and self-employed individuds without employeeswere excluded because their
health insurance options are different than small group options. After also excluding those who
now had fifty or more employees, 381 businesses remained in the sample. (See Appendix for
more on sampling methodology.) The results of the survey, hereafter referred to as the Maine
Small Business Survey, are outlined in Part 1 of this report.

Since participation in amailed survey is based on self-selection, non-response bias may
have affected the resuts. For example, budnesses providing health insurance may have been
more likely to respond than those who did not provide insurance. Inferences from these
responses to al Maine small businesses must thus be treated with caution. The results are



therefore compared with other Maine and national data to gain the best possible picture of Maine
small business healthinsurance experience.

Part 2 of the report provides an overview of Maine' s small group reformsto date and
other current events that are impacting the overall health insurance market. Part 3 identifies and
analyzes public policy options being discussed to assist small businessesin their effortsto
provide employee hedth insurance.

“ State demonstrations have shown that in
order to provide coverage to significant
numbers of the uninaured in a voluntary
market, benefits must be comprehensive,
affordable, carefully marketed, and offered
through a simplified accessible, eligibility
process. They have clearly demonstrated
that affordability of coverage poses a
significant barrier to accessing coverage.”

Trish Riley and Barbara Yondorf The Flood Tide
Forum. Access for the Uninsured: Lessons from 25
Years of State Initiatives. National Academy for State
Health Policy. January 2000




I. Employer Offer Rates and Insurance Experience

Employer Health Coverage Offer Rates in the U.S. and in Maine

Several national and

state surveys have studied the Figure 4

number of empl oye's Percentage_uf US Firms Offering Health Benefits
offering health coverage. bw Firm Size, 1996, 1998 and 1999

National employer surveys 1ok 0%, 56%
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3 Kaiser Family Foundation and Health Research and Educational Trust. Employer Health Benefits 1999
Annual Survey. p. 25



offered coverage to some employeesin 1999.* (See Figure 5)

Respondents to the Maine Small
Business Survey reported similar offer Figure &
ratesof health insurance. In 1999, " Respondent Firms Offering Health Benefits
among the 381 respondents, 261 (68%) E100% by Firm Size in 1999
offered a health insurance plan to at T 0% KL
least some of their employees. Sixty- o 60%
two percent (62%) of employerswith2- S 62
10 employees offered health insurance, £ BD%
90% of firmswith 11-25 employees, o
and 93% of firms with 26-50 = A
employees. (See Figue 6) A further £ an9
breakdown shows that the offer rate by
declines to half in firms with 2-4 = 0%
workers. 210 11-25 2B-50

Murmber of Warkers in Firm

Source: Maine Small Business Sunrey

Even though offer rates have
fluctuated over the decade, overal
coverage through private employment isin decline. It appears that fewer employees and their
dependents are eligiblefor their employer’ s health insurance and fewer eligible employees
accept or “take-up” their employers' offersof insurance.

Employee and Family Eligibility

Employers make cha ces about which employees to cover and whether to cover their
dependents. The Maine Small Business Survey revealed that among firms that responded, almost
75% of al full-time employees reported by the survey respondentsworked for firms that offered
health insurance to all full-time employees while very few of the part-time employess worked in
firms offering all part-time employees insurance.

4 Annual Survey Data of Maine Businesses. Augusta: Maine Development Foundation. www.mdf.org.
Market Decisions, Inc. conducted these surveys by mail. The 1999 survey was deliveredto 2095 businesses, and 593
returns were received, for aresponse rate of 28%.



In addition, only about 45% of the
full-time employees worked for firms
which reported contributing to coverage
for employees' families, and fewer than

Figure 7
Employees and Dependents Eligible for
Employers' Health Insurance in 1999
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firm that does not offer health insurance.
A national survey in 1999 found that 36%
of full-time workers with an annual salary
of less than $20,000 were not offered healthinsurance by their employer, while only 3% of those
earning over $60,000 were not offered healthinsurance®
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The evidence from the Maine
Small Business Survey is consistent Figure 8
with these findings. Over one-third (82 Percentage of Workers at Various Wages
out of 220 total) of those with wages of Who Work in Respondent Firms That Offer

$7 an hour or less worked for firms that E 1 00% Health Benefits to All FuII-Ti.mE Wrzrkers
did not offer health insurance to all full- T :
time workers. By cortrast, about one- =] i =
quarter (143 out of 778total) of those E e e
reported to be earning $7.01 to $10.30 2
and only one in seven (106 out of 1,420 T 4o
total) of those who earned over $10.30 =
worked in firms which did not offer E e
health insurance to all full-time 5
workers.” (See Figure 8) * g
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Source: higine Small Business Survey

® 354 out of 381 respondents provided information about the number of employees in their firm, making a
total of 3,380 employees represented by this group.

6 Duchon, Lisaet al. 2000. Ligening to Workers Findingsfrom The Commonwealth Fund 1999 National
Survey of Workers’ Health Insurance. www.cmwf.org.

7319 out of 381 respondents provided employee wage information, making a total of 2418 employees
represented by this group.



Premium Cost Sharing

The amount of the total premium paid by the employer aso has been declining in recent
years, putting greater financial pressure on workerstrying to maintain their insurance. In 1996,
the amount of employee contribution to the premium for single coverage averaged 17% in
Maine, just under the national average. Employee premium contributions for family coverage
averaged 33% ($1,686), which was slightly higher than the national average.?

The Maine Small Business Survey revealed that of the 261 respondents who offered any
employee coverage, only 138 (53%) paid the full premium. Of the 261 offering insurance, the
following employers pay more than 50% of their full-time workes' health insurance premums:

. 177 (68%)  for al full-time employees
. 74 (28%)  for dl full-time employees dependents

For the 245 respondents with part-time employees, the following percentage of
employers pay morethan 50% of their part-time workers' health insurance premiums:

. 19(6%) for al part-time employees
. 9(4%) for al part-time employees dependents

Nationaly, in the late 1980s and early 1990s the percentage of the health insurance
premium that employers required workers to pay increased. This percentage stabilized in the
second half of the 1990s; however, as premiums have risen, the actual dollar amounts paid by
employees hasincreased.® As aresult, the required premium contributions may be too high for
many workers, particularly those at low wages, to take up the offersof insurance made by their
employers.

Eligibility and Take-Up Rates

National surveys show that employee eligibility and take-up rates are, in fact, declining.
According to Census datain 1999, there were 88.2 mil lion workers at fi rms offering some
health insurance. Of those, only 78.1 million were eligible for coverage. Among those €ligible,
66.7 million (85%) acoepted coverage. Among those who were eligible for coverage but rejected
it, almost two-thirdswere covered through another family member. About 22% of the digible

8 James Branscome et al. “Private Employer-Sponsored Health Insurance: New Estimates by State.” Health
Affairs. January/February 2000, X1X:1. p. 145 (analysis of the Medical Expenditure Panel Survey)

% Kaiser Family Foundation and Health Research and Educational Trust. Employer Health Benefits 1999
Annual Survey. p. 60

10 Based on the contingent worker supplement to the Current Population Survey of February 1997, in
Kenneth Thorpe and Curtis Florence. “Why Are Workers Uninsured?’ Health Affairs. March/April 1999, p.213

10



remained uninsured. Over two-thirds (68%) of these uninsured workers said that the cost
prohibited them from accepting the coverage dffered to them by ther employers.™

The Maine Small Business

Survey asked employers who offered Figure 9

Employer Estimates of the Percentage

coverage to eSFi mate the_ percentage of of Their Employees Participating in
employee participation in that the Offered Health Plan in 1999
coverage. Only 91 firms (35% of the R

261 firms with some plan) reported 30°%

100% participation. Another 106 (41%)
reported participation rates between 51-
99%, and 62 (24%) reported

GO
410

% of Employers

40 R
participation rates of 50% or less.*? ;
(See Figure 9) e 0% i
- |
Respondents were asked why Ll P e e

Estimated % of Wodiers in Plan
Solrce  Ane Smal BuEines s Saney

they thought that employees did not
take the coverage offered.** More than
half of those employers offering any
coverage (161 or 62%) bdieved that their workers were declining coverage because they were
covered by another family member’ s plan. A fifth (53 or 20%) of the employers believed that the
premium cost caused employees to decline coverage and 30 firms(12%) suggested that ther
young employees were not interested in coverage.

Why Employers Do Not Offer Coverage

Employers base their decisions to offer health coverage on avariety of factors. Cost is
frequently the critical issue. In 1996, Maine annual premium costs for a single employeein the
private employer insurance market averaged $2,063 and family coverage averaged $5,142.
These averages were slightly higher than the national averages but lower than averages in other
New England states. Inthe summer of 2000, annual premiums are more typically $2,500 for a
single worker and $6,000 for family coverage.**

11 A further note on eligibility and coverage: Of the 10.1 million (12%) workers nationally who were not
eligible for coverage, about 57% were insured through another family member, while one-quarter remained
uninsured. Of those uninsured and ineligible for their employer s coverage, some worked too few hours, some had
not worked for their employer long enough, and some were hired on a temporary or contract basis making them

ineligible for benefits. Thorpe and Florence op cit p. 216.

121 order to secure the protections of community rating, explained in Part II, a75% participation rateis
required.

13 Respondents could select more than one answer.

14 Maine Bureau of Insurance. What Small Employers Should Know About Health Insurance.
http://www .state.me.us/pfr/ins/smallemp.htm
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The amount of employee contribution to the premium for single coveragein Mainein
1996 averaged 17%, jug under the national average. Employee premium contributions for family
coverage averaged 33%, which was dlightly higher than the national average.®

Cost was the principal reason employers gave for not offering coverage in the Maine
Small Business Survey. When asked about their main reason for not offering coverage, the 120
employers who did nat offer cited the following reasons:

. 76 (63%) cost

. 14 (12%) “company istoo smdl” to offer insurance
. 11 (9%) largely have part-timeworkers or a seasonal business
. 9 (8%) all or most employees have coverage elsewhere.

Dealing with Market Changes

The health insurance market place has been changing rapidly in the last few years, with
rising premiums and changing insurance carriers. Small businesses have choices to make almost
every year asto which carier to use, what type of plan to offer, and what, if any, cost share to
require of employees. As costs have increased, many firms must continually decide how much of
apriority health coverage isto the firm, both as a matter of principleand responsibility to
employees but also, in atightening labor market, as a necessity to attract and keep good
employees. The Maine Small Business Survey indicates the premium increases Maine employers
have been dealing with and how they are respond ng to those increases.

15 James B ranscome et al. “ Private Employer-Sponsored Health Insurance: N ew Estimates by State.”
Health Affairs. January/February 2000, XIX:1. p. 145 (analysis of the Medical Expenditure Panel Survey)

12



Large Rate Increases At Last Renewal

Of the total sample of 381 Figure 10
respondents in the Maine Small Percent of Employers Reporting Rate Increases
Business Survey, 295 (77%) provided - atLast Renewal
health insurance at some timein the last
three years. Of those, 249 (84%) 0%

indicated that their premiums had
increased in that time period.*® Of those
who experienced increases, 52%

2067
13%

Percent of Bmployers
a2
=
o

. . 0% 15%
experienced increases of more than - G
10%."" (See Figure 10) 0% l l

. . 0%
Health Care Costs are a Significant 0-5%  B10%  11-20%  2130% > 30%

Financial Concern Eleroiank Rars-inemass
Source  Maire Tmall Business Suaney
A substantial majority (334 or
87%) of respondents sad that health insurance costs were either a major or a moderate financial

concern for their company, while only 28 (7%) reported health costs to be only a minor concern.

16 Of the total sample of 381 respondents, 295 indicated having provided health insurance at sometimein
the last three years.

Y The survey responses were collected in July through September of 1999, before Tufts Health Plan of
Maine announced its departure from the state. Tufts' premiums were among the lowest among Maine carriers; other
carriers suggest that Tufts' losses stemming from inadequate premiums forced them to withdraw from the market.
Thus, when they announced their departure from Maine, small firms were forced to seek higher priced alternatives.
One knowledgeable observer commented in the summer of 2000, “ The situation a year ago when this survey was
done was positively ‘rosy’ compared to today.”

13



Future Premium Increases Would Fi
igure 11

Cause Employers to Decrease Percent of Employers That Would Drop Coverage
Coverage with Further Premium Increases
50%,
Of those currently providing L
health insurance, there was a strong n 40%
indication that further premium 530%
increases would cause the employer to @ i
decrease coverage. When asked to note = 20% ’ 163,
at what level of future premium increase 5 10%
employers would decrease coverage, 47 HE o l ll
(18%) reported a 6-10 percent increase, qa,

113 (43%) reportaj an 11-20 percent Percent IncEfaje Thatﬁi:l.l'[-;:?ld E;J;zeng'nplj;;fI:jDrOJ gg:femge
increase, 41 (16%) said a 21-30 percent

increase, and 25 (10%) reported that a

premium increase of over 30 percent would cause them to decrease coverage. (See Figure 11)

Source e Smal Busiress Suney

Responses to Cost Increases

Many of the 381 respondents had made changes in the last three years in response to cost
increases including:

. 170 (45%)  changed insurance companies

. 160 (44%)  changed to an HMO or other managed plan

. 110 (29%)  raised the plan deductible

. 58 (15%) reduced health benefits

. 55 (14%) shifted part of the premium cost to employees

. 62 (16%) delayed wage increasesas a response to rising health costs.

Many small businesseshave undergone frequent insurance carrier changes either as
carriers left the market or as the business sought lower rates. These changes have caused
incalculable but real costs for employers and employees. Employersincur the cost of researching
and negotiating new policies,; the employees must learn the terms of their new coverage and
sometimes even change providers.

14



The Importance of Employee
Attraction and Retention Figure 12
Importance to Employers of Providing
Health Coverage for Employee Attraction and Retention
100%

When asked how important the

provision of health benefits was to their
company’s attraction and retention of 30%
employees, 309 (81%) noted that it was "
very or somewhat important, while only -l I
55 (14%) said that it was not important. E s
(See Figure 12) 2 B
2% 14%,
The “Right” Thing to Do " . l
Swizry Somewhat Muat
The vast majority of respondents Importart Important Important

SorcE: Bane Smal Business Saney

(324 or 85%) aso said that providing
health benefits was very or somewhat
important as a matter of principle or employer philosophy.

Summary

This survey suggests that many small Maine employers have a strong interest in
providing employee health coverage, but are having an increasingly difficult time doing so. The
majority of these small firms were offering coverage in 1999, but recent reports sugges an
increasing pace of dropping coverage by both employers and employees. Rising premiums have
led some employersto pass increases onto their employees or limit which employees are eligible.
Many workers appear to be declining the offer of insurance because of the rising cost of their
share and low wage rates. The smaller the firm, the less likely it isto offer any health coverage
and small businesses employing low-wage workers are less likely to dffer insurance. Further
increases are very likely to bring further decreases in the rate of insurance offers and take-ups.

IT1. Maine’s Small Group Reforms

Background

In order to understand and provide context for the survey data provided in thisreport, it is
helpful to review the small group reforms enacted in Maine and the impact they have had on
Maine' s small group market. Unlike large groups, small groups suffer from administrative
diseconomies of scde, inability to spread risk broadly, and lack of bargaining power with health
insurance carriers and health care providers. These conditions lead to higher and less stable
premiums for the same or less generous benefits than experienced by larger businesses.

Many states, including Maine, enacted small group reforms during the 1990s in an effort
to make health insurance more affordable and available to small groups with higher risk

15



workers.® In fact, Maine has been aleader in reforming its non-group and small group™ markets
since the early 1990s?°

Maine lawmakers were concerned that without reforms, non-profit carriers like Blue
Cross and Blue Shield of Maine would be in financial jeopardy becausethey did not engagein
the same level of risk selection as other carriers did to differentiate between high-risk and low-
risk groups. Moreover, lawmakers were concerned that competition among health plans was
increasingly based on risk selection rather than service, quality, or health care cost management.

Maine adopted fundamental market reforms to prevent carriers from hiking rates or
canceling coverage when an employee in asmall group becameill or from excluding coverage of
aworker’s medical conditions when she or he changed jobs. These reforms, called “ community
rating”** and “ continuity of coverage,”* put Maine in the forefront of states protecting
employers and workers from discriminatory pricing and coverage practices.

Continuity of Coverage

Maine enacted a comprehensive “ continuity of coverage” law in 1989.% This law enabled
workers to move fromjob to job without fear of losing their or their dependents’ medical
coverage. In most ingances, workers have 90 days within which to obtain new coverage after
their previous coverageends. This period may last up to 180 days if the person is unemployed
and receives unemployment compensation prior to becoming employed and seeking new medical
coverage.®

8 R. Curtis, S. Lewis, K. Haugh and R. Forland, “Health Insurance Reform In The Small Group Market”,
Health Affairs, May-June 1999 at 151-160 states “By the end of 1997 forty-seven states had implemented access and
rating reforms.”

9 Eor purposes of M aine’s community rating laws, small group is defined as “50 or fewer eligible

employees” and allows for groups of one defined as a “sole proprietor, a partner of a partnership or an independent
contractor.” 24-A M.R.S.A. §2808-B(1)(C)

20 The enactment of Public Law Chapter 422 (1989) (24-A M.R.S.A. §2808-A) may have made Maine the
first state in the nation to adopt small group rating reforms. The law applied to all policies executed, delivered,
issued for delivery, continued or renewed in Maine on or after January 1, 1990.

21 24-A M .R.S.A. §2808-B

2 24-A M.R.S.A. §§2849, 2849-A, 2849-B, and 2850

2 public Law Chapter 867 (1989) was enacted in 1989 and had three application dates: October 1990 for
group continuity, December 1990 for limitations on exclusions and wait periods, and April 1991 for individual
continuity. Maineappearsto have been the first state in thenation to enact thistypeof law.

24 24-A M.RS.A. §849-B(2)(B)
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Community Rating

Maine lawmakers wer e concerned that competition among health plans had become
increasingly based on risk selection and risk avaidance rather than service, quality or health care
cost management. However, they were also concerned with the potential effects of proposed
reforms. Some carriers claimed that reforms like “community rating” would drive carriers and
employers from themarket due to “rate shock.” These carriers aso claimed that proposed
reforms would start a“ death spiral,” leaving fewer insured employersin the small group market
facing increasing ratesand an aging workforoe with deteriorating hedth. While these dire
predictions did not come true, a number of profit-motivated carriers did exit the market
primarily, or solely, due to the “guaranteed issue” requirement.?

Because Maine was in theforefront of many reforms, there were few state models to
follow. Maine lawmakers undertook reforms cautiously. They incrementally supplemented or
modified these reforms as they gained experience and observed their effects.

In simple terms, Maine prohibited carriers from using factors likegender and health
status in determining rates, but permitted them to use factors like age and occupation. Under
current law, an older member’ s rates can be 50% higher than a younger member’sratesin a

group.

In 1989, the Maine legidature enacted the firstin a series of small group rating rules as
aprecursor to community rating. For groupswith fewer than 25 insured members, the law
established limits on rate increases based on the groups’ claims experience.?’ It allowed groups
to be divided into tiers for rating purposes. Rates for the highest tier could not exceed the
average rate for all tiersby more than 20%. In 1991, Maine enacted its “community rating” law
covering small groups with “fewer than 25 eligible employees.” This was expanded to “fewer
than 50 eligible employees’ in 1997. The community rating law prohibited carriers from varying
rates based on gender, health status, claims experience or policy duration. It restricted rate
variations based on age, smoking status, ocaupation or industry, and geographic area to no more
than 20% above or below the community rate

% Maine Bureau of Insurance, “The Effects of Maine’'s Health Insurance Reform”, December 1997 at p. 4
states that a “handful of carriers” withdrew from M aine’s small group and individual market.

% Supra, fn 2.

%" |t dso restricted rate increases between different subgroups of a group tha werebased on claims
experience.

28 Maine, like many states, limited the rate variation to apercentage above or below a “midpoint” or
“index” — here the“community rate.” To determine the total variation allowed based on these factors, divide the
higher permitted percentage by the lower permitted percentage (e.g., 120/80 = 1.5 or 50%). In addition, carriers can
vary rates without restriction based on family membership, participation in wellness programs and group size.
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In addition to the rating reforms, Maine adopted access reforms. These laws require
carriers to “ guarantee the issue and renewal”* of coverageto all groups and membersin a group.
A carrier offering small group coverage must offer coverage to all comers and cannot cancel
coverage upon application for renewal except for failure to pay premiums, or fraud.

Impact of Small Group Reforms on Maine’s Small Group Market

In a December 1997 report,* the Maine Bureau of Insurance commissioned Towers
Perrin Integrated Health Systems Consulting to conduct a survey of carriersin the non-group and
small group markets and to evaluate the effects of Maine health insurance reforms adopted in the
early 1990s. The report concluded that:

“Some critics of reform legislation predicted that modified community rating
would cause an assessment spiral. The evidence presented in this report, however,
shows that the demographics of the insured population have nearly reached
equilibrium. The 20% bands within which thesmall group and individual rates
must lie are wide enough to prevent the onset of an assessment spiral.”**

The report also concluded that:

“The proportions of Main€e' s population that are insured and uninsured have not
changed because of reform. However, what has changed are the characteristics of
the insured population. Some healthy persons have dropped their hedth insurance
coverage, while older, less healthy persons make up alarger portion of the
insured population.” %

In 1998, the Blue Ribbon Commission to Study the Effects of Government Regulation
and Health Insurance Costs on Small Businessesin Maine® took no action regarding Maine's
reforms. The commission noted comments by John Benoit of the Holden Insurance Agency,
which he recently recapped asfollows:

“The biggest issues for small business are cost and access. However, because
community rating has diminished the differential in pricing between carriers, the
deciding factor for most small businesses will increasingly become access as
carriers aggressively contract within narrowing networks on price.... Pricing has

29 24-A M .R.S.A. §82808-B (4) and 2850-B
30 Maine Bureau of Insurance. “The Effects of Maine’s Health Insurance Reform.” December 1997.
% 1dat p. 36

32|d

% Final Report of the Blue Ribbon Commission to Study the Effects of Government Regulation and Health
Insurance Costs on Small Businesses in Maine, January 1998
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come into conformity within the community rated market as the result of
spreading a maturing risk across competing carriers.” >

Ongoing Cost Increases and Changes in Maine’s Small Group Market

National health care spending statistics sugges that there has been a period of relatively
moderate growth in health care costs following the effort to adopt major health care reform at the
national level in 1994. But that period appears to have come to an end. Real (inflation-adjusted)
health spending growth, less than 3% each year in 1995-1997, accelerated to 4.5% in 1998.%
While public spending slowed, largely due to Medicare constraints, private health insurance
premium increases rose from 3.5% in 1997 to 8.2% in 1998. These increases raise alarm about
potential further losses in health coverage rates and they show no sign of immediate abatement.

Current market changes are impacting the overall health insurance situation in Maine.
For example, Blue Cross Blue Shield of Maine has the longest record of providing coverage to
Maine businesses and employees and still has the largest market share. Y et the sale of Blue
Cross to Anthem, an out-of -state for-profit corporation, could bring about significant changesin
costs and coverage. Additionally, the 1999 withdrawal of Tufts Health Plan from the Maine
market and the reorganization of Harvard Pilgrim have impacted costs.

While, some for-profit insurance companies are reported to have a claims ratio of 80% or
less — meaning that 20% or more of premiums received are spent on administration, profits, or
costs other than health care claims — that does not appear to have been a aubstantial factor in
recent premium increases for Maine small businesses. News reports suggest that Blue Cross and
other carriers have been underpricing their insurance products to gain market share and have thus
operated with significant losses for several years. This competition may have “ suppressed’
premium increases below the rate of underlying health care cost increases. With fewer carriersin
the market in the last year, the reduced compdtition may be permitting the remaining carriersto
“catch up” with actual health care costs.

Maine health care providers report that their prices have not risen as fast as premiums
have. They note that greater utilization of medical services and very rapid increases in the cog
and use of pharmaceuticals have been significant cost drivers. The Maine State Employee Health
Plan is not necessarily representative of smdl group health insurance, but its experience with
underlying costs offers a useful parallel. The plan’s July 1999 annual report notes that the point-
of-service plan premium increased only 6% in 1999 due to a price cap negotiated with the
carrier, after several years of stable premiums. “If premiums had been determined by actual
claims experience, raes would likely have increased by approximaely 15%.” Among thefactors

ldat Appendix F, p. F-5; remarks reviewed and clarified through personal communication to the authors
from John Benoit, July 11, 2000

5 Katherine Levit e al. “Health Spending in 1998: Signds of Change.” Health Affairs. January/February
2000, XIX:1, p. 124
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cited for the increased costs were an aging population, drug costs increasing 20% in each of the
years 1998 and 1999, and reduced competition in the managed care industry.*

Another related event isthat self-employed business owners have been able to buy “small
group” health insurance products from Aetna and Cigna. In the summer of 2000, those
companies discontinued offering their “group” coverage to “ one-employee groups’, now
matching the Anthem Blue Cross practice of only offering individual policies to such businesses.
The individual market was further rocked when Mutual of Omaha, Washington National and
Conseco announced their withdrawal from the Maine market in the summer of 2000, leaving an
estimated 12,000 policyholdersto search for a different carrier or drop coverage. The resulting
acute problems for sdf-employed individuals and other individual health insurance purchasers
are significant although beyond the scope of this report.

In response to such everts, Maine’ s Governor inearly 2000 formed a commission with
several objectives. to “identify the cost elements of Maine's health care system...; determine the
current allocation of costs and cost shifting...; recommend potential strategies for stabilizing
overall health care costs; and identify payment options for health care services....”* The
commission will report its findings in November 2000.

3 Maine Health Information Center. Annual Report to the Governor on the State Employee Health Plan.
Manchester, ME, July 1999.

37\ ear 2000 Blue Ribbon Commission on Health Care, www.mdf.org/chc/
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III. Current Policy Proposals

Searching for Solutions

A number of public policy interventions are being discussed at both the state and national
levels to address small business health coverage. Maine' s Bureau of Insurance recently revieved
numerous options for addressing problemsin the individual healthinsurance market®® A few of
these proposals could also be applicable to and favorable for the small group market. On the
other hand, some proposals that address problems with individual insurance could cause higher
costs in the small group market.

These proposals can be divided into two groups: those that reduce the cogs of health care
or health insurance coveaage for all purchasers; and those that reduce health insurance costs
specifically for smdl business purchasers. The latter is achieved by shifting some of thecosts
small businesses now bear to either other purchasers or to taxpayers through public programs.

1) The partial integration of the individual and group health insurance market

The Bureau points out that individual health insurance can be purchased by retired and
unemployed individuals who are often at greaer risk for health problems than employed people.
Therefore, there would naturally be “adverse slection” in thisindividual market where those
who are older or have more health problems are more likely to purchase this coverage and bring
higher costs with them. Within the group health insurance market, by contrast, the insured group
members are currently employed, suggesting better health and, therefore, lower costs, and the
employer contribution to cover the cost makes the insurance more afordable for the members.

Presently, carriers pod all individual purchasers together and all small group purchasers
together, resulting in rates that are considerably higher for individual purchasers than for group
purchasers. In turn small groups generally pay higher rates than larger groups for several
reasons: the higher marketing costs to reach many different groups; the stronger bargaining
power of the largest groups which brings their rates down; and the experience that small groups
generally cost slightly more in health costs than large groups.

The Bureau suggests that a “risk adjustment mechanism” could share the risks between
the two markets. The dearest way to do this would be an assessment or fee for all group plan
holders based on the number of covered livesin dl health insurance polides and “ stop-10ss”
policies (purchased by so-called self-insured employer groups) 3 While an assessment on group

3 Maine Bureau of Insurance. “ White Paper: Maine’s Individual Health Insurance Market.” Maine
Department of Professional and Financial Regulation. January 2000. http://ww w.state.me.us/pfr/ins/indiv paper.htm

%9 So-called “self-insured” employers usually purchase a “stop-loss” or excess insurance policy. This means
that the employer pays an employee’s medical claims up to a certain level and anything over that level is billed to the

21



plans for the benefit of individual policies would further increase employer costs generally, it
achieves the goal of sharing some of the risks and costs associated with both the individual and
small group markets with the large group market.

A relatively small assessment on al group pdicies could indeed provide significant relief
to individual policy hdders because the ratio of the size of the number of group market
participants to that of individual insurance purchasersis sixteen-to-one. However, the ratio of the
number of large group market participants to that of small group market participantsis closer to
one-to-one. Therefore, shifting relief proportionately from onegroup to the other appearsto
cause aloss for one of the two groups. If so, thiswould result in a zero-sum situation. This
would be harder to sustan politically, although an argument can be made that sharing all risksin
aslarge apool as possible has the best chance of preserving a viable private insurance market.

2) Assessment on all health insurance and stop-loss policies of the so-called “self-
insured”

An assessment on all gop-loss and group health policies as discussed above would
essentially transfer costs in order to offset the higher costs associated with higher risksin the
small group and individual markets. Another approach would be to use such an assessment more
directly to fund care for uncovered populations.

Increasingly, larger groups are successfully bargaining for prices that do not include the
providers' traditional provision of care to uninsured people. Those costs are then being shifted to
payers (arguably patients who are self-pay or are in individual and small group policies) who are
not in a position to avoid them. If the burden of such cost shifts was more broadly shared among
small and large groups it could reduce costs to those covered in small group insurance policies.

3) “Bare Bones Policies” -- Limiting “mandates”

Some business groups have promoted, and some states have adopted, allowing insurance
carriersto sell policies that are exempt from state benefit mandates as a way to reduce the cost of
coverage. The Maine Bureau of Insurance reviewed the cost of mandated health insurance
benefitsin individual policies. They found:

“It is not possible to predsely measure the impact of mandated benefits. However, it is
possible to estimate an outside limit, the maximum possible increase in health insurance
premiums resulting from mandates.... The true cost impact is less than this for two
reasons. 1. Some of these services would likely be provided even in the absence of a

stop-loss or excess insurance carier. To the extent that such employers are purchasing insurance to cover medical
claims, the term “self-insured” is a misnomer. However, such plans gain remendous advantage for the employer
since the Federal law known as ERISA preempts states from regulating these so-called self-insured plans. While
ERISA preemption has been found to preclude a direct assessment on such plans, courts have pemitted an indirect
assessment that can reach all payers, such as a mandated surcharge on hospital charges.
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mandate. 2. It has been asserted (and some studies confirm) that covering certain services
or providers will reduce claimsin other areas.”*

In the late 1980s and early 1990s several states responded to the theory that bare bones
policies might permit broader health insurance coverage, and by 199, 43 states had passed such
laws. Recent studies found that the resulting bare bones policies were soundly rejected in the
marketplace and failed to deliver expected lowered costs or expanded coverage. In the words of
one study, “Sales of limited benefit plans have generally disappointed insurers, the business
community, and public policy makers... In most states enrollment within the first year of product
sale has been only one to two hundred.”*

4) Purchasing alliances

Over the years, many “purchasing aliance” proposals have been advanced. These might
take the form of pods or co-opsin which small employers could band together to contract with
one or more health plans to provide coverage for members employees. The theory isthat if
enough small groups band together they may gain enough united bargaining power to obtain
better rates than those afforded to any purchase in the small group market through community
rating.*

Maine already has several dozen business associations that have exemptions from the
state’s community rating law to allow the groups to negotiate on thebasis of their pooled groups
own experience. These include chambers of commerce in the Bethel, Greater Portland, and
Boothbay areas, and trade groups ranging from homebuilders and grocers to oil dealers and
innkeepers. Of all respondentsin the Maine Small Business Survey, 56 (21%) purchased their
coverage through an association.

Many of these groups are able to sell insurance at rates their members find acceptable.
However, insurance theory suggests that such groups would need to bemuch larger to have a
pool of covered lives big enough to successfully spread risk. This would include engaging
enough young healthy subscribers who make fewer claimsin order to bring the rates down.
When groups get big enough to attract the number of members needed to get a competitive rate,
they will hold these members only as long asthe members could not get as good a rate on their

0 Maine Bureau of Insurance “White Paper: Maine's Individual Health Insurance Market.” op cit p. 29

4 Butler, Patricia. 1992. “Flesh or Bones? Early Experience of State-Limited Benefit Health Insurance
Laws.” Portland, M E: National Academy of State Health Policy, quoted in Riley, Trish and Barbara Yondorf. The
Flood Tide Forum: Access for the Uninsured: Lessons from 25 Years of State Initiatives. National Academy for
State Health Policy, January 2000, p. 29

42 «Comm unity rating” refersto the requirement of M aine law effective in 1993 that small group health
insurance be rated not based on the claims ex perience of the particular employer group but on the pool of all small
group purchasers of the particular insurer.
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own. Asgroups members age and bring with them higher risk, the ratesinevitably rise and
newer, younger employee groups find it cheaper to buy outside of the pool.

Existing Maine associations typically contract with asingle carrier for a 9ngle product
for all members. The purchasing alliance or co-op model would typically offer more than one
kind of product. Thistheoretical difference may become a hollow distinction in the Maine
market as the number of carriers and produds affordable to smdl businesses continue to
dwindle.

A recent GAO study examined the experience o five of the larger small business health
purchasing cooperatives.” They concluded that while the co-ops offered their members and
employees greater choice of products, they had not succeeded in bringing insurance prices below
what small businesses could obtain on their own outside of the co-ops. The study suggested that
the groups had not been able to capture a sufficient market share to bargain for better rates; that
they did not offer significant administrative savings; and that they were frequently constrained
by state regulations to offer rates based on community experience, rather than specific group
experience. The one co-op that had been permitted to vary its rates significantly from what small
businesses could get outside the group encountered exactly the predicted problem: they attraced
higher risk groups; the prices rose above market rates; they began to lose members; and they
changed their rating practices and eventually dissolved.

Purchasing alliances may still offer some benefit where they can secure the participation
of the majority of employers and providersinadiscreet community, but it will be more dfficult
for alliances operating on a statewide voluntary basis to achieve savings.

5) Publicly funded programs of direct coverage for low-income people

In recent years, the Maine legislature has expanded Medicaid coverage and Medicaid-
like coverage (Cub Care) for children in families with income up to 200% of the federal poverty
level ($28,300 for afamily of three). I n 2000, Medicaid was expanded for parents with income
up to 150% of the federal poverty level ($21,225 for afamily of three). These programsshould
modestly offset some employer cost increases by reducing the number of uninsured people and
the costs hospitals incur to serve them through charity care and bad delt, since these costs are
ultimately shifted onto employers or those privately paying for ther own health care. Addtional
expansions of publicly funded coverage for parents and single adults would provide additional
relief from such cost shifting.

The Cub Care program, pursuant to federal law, is available only for children who have
not been covered in the three months prior to appication. A modest change in federal law coud
make it easier for parents to switch their children from their employers' dependent coverage to
state-provided coverage. Thiswould in turn reduce costs for the relatively few small employers
who still provide any significant contribution to dependent coverage

“3 United States General Accou nting Office, “Private Health Insurance: Cooperatives Offer Small
Employers Plan Choice and Market Prices, March 2000, GAO/HEHS-00-49, www.gao.gov
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For businesses which employ only low-wage |ow-income workers, such programs could
provide alternative coverage for all their employees, and the employers would be relieved of all
health insurance costs. But most employers typically have employees both below and above the
eligibility threshold for publicly funded programs, and thus will not be able to use public
programs as a complete substitute for al of their employee health coverage.

The Center for Studying Health System Change used Community Tracking Study
Household Survey datafrom 1996-1997 and 1998-1999 to show tha while there were gains over
the period in low-income children’ s coverage in public programs, losses in private employer
insurance resulted in no significant change in the uninsurance rate. At the same time, the surveys
showed continued erogon of coverage among low-income parents The study authors
summarized, “ Further increases in health insurance costs — as mary predict will happen — will
only increase the financial burden and, therefore, the pressure on low-income families to find
alternatives to private insurance or do without insurance altogether.” *

6) Tax credits for employers’ health plans

Employer costs for employee health insurance are, of course, presently deductible as
business expenses for purposes of both federal and state business income taxes. They are dso
excluded from income when calculating individual income taxes for employees receiving the
benefits.

Federal law presently allows a deduction of 60% in 1999, going to 70% in 2002 and
100% in 2003, for individual self-empl oyed persons. The state has recently adopted the same
provision. A pending Congressional proposal would accelerate the phase-in to a 100% deduction
of health insurance cods for individual self-employed people.

In addition to the deduction, the Maine legislature added a modest tax credit (maximum
$125 per year) for employers of fewer than five low-income employees who purchase dependent
coverage for those employees. Tax year 1999 isthefirst year in which taxpayers could claim the
credit and thus returns seeking the credit are just beginning to be filed. The Bureau of Revenue
Servicesinforms us that their dataretrieval system allows compiled data on tax credits only for
corporations. Since many of the small companies targeted for thiscredit may not be organized in
corporate form, it is doubtful whether the number of businesses t&king advantage of thiscredit
can be calculated. The deady decline of dependent coverage among small businesses would
suggest that the credit is likely not large enough nor broadly advertised enough to induce the
majority of small employers who no longer provide dependent coverage to change their course
and purchase such coverage.

From January 1991 through December 1993, afederal tax credit for a maximum of $428
was available for families with incomes up to $21,250 to cover part of their costs for dependent
coverage. A study of the credit concluded that “if atax credit program isto be effective, first, the

44 Center for Studying Health System Change. “Recent Trends in Children’s Health Insurance Coverage:
No Gains for Low-Income Children.” Issue Brief Number 29, April 2000
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eligible recipients will need to be educated regarding the program and, second, the tax
credit/subsidy will have to be relatively high compared to the out-of-pocket costs borne by the
target population.”*

This study further noted that existing income tax exclusions and deductions for health
care cost over $111 billion in lost tax revenue to the federal government. An additional $13.6
billion islost revenue for state governments. The biggest share of thistax lossis due to the
exclusion of employer-provided health benefits from income.

Three other tax provisions affect only a minority of taxpayers. Individual taxpayers who
itemi ze deductions may deduct medical expenses including their share of premiumsin a group or
individual policy to theextent that such costs exceed 7.5% of their adjuged grossincome. Mog
taxpayers do not reach this threshold, so only 4% of all taxpayers took advantage of the medical
expense deduction in 1996. About 2.5% of all returnsincluded a claimfor the self-employed
deduction discussed above.

There are three formsof health reimbursement accounts recognized under current federal
tax law that assist another small minority of taxpayers. Some, mostly larger, employers set up a
“cafeteria plan” under which employees may choose between levds of health coverage or other
benefits such as child care, and cash. Employers may also establish a*“flexible spending
account” (FSA) into which either employer contributions or employee payroll deductions are
deposited. These are exempt from taxation and employees may draw from them for their
premium share or deductible health costs. About one in five workersin small firms are edimated
to have an employer sponsored FSA availableto them, while nearly half of all workersin
medium or large firms do.*

Finally “medical savings accounts’ (MSA) may be established by employeesin small
firms with certain high-deductible health inaurance products which are not currently sold in
Maine. Employers contributions to M SAs areexcluded from taxable income as are certain
levels of employee contributions. One of the concerns expressed about medical savings accounts
isthat they provide the greatest benefit to families and individuals that can afford the exposure to
high deductible expenses, while they do not address low- and moderate-income families or
individuals who cannat easily save for emergencies and whose lives could be seriously disrupted
by even $1000 of out-of-pocket costs.

Health insurance tax subsidies have some negative effects. The current system favors
people with employer coverage over individual coverage and offers little help to the uninsured.
The largest subsidies are provided to taxpayers with higher incomes. Nearly 70% of health-
related tax subsidies goto the 36% of the population with incomes over $50,000. The federd

4 Meyer, Jack et al. “A ssessing T ax Subsidies to Cover the Uninsured; Tax Reform to Expand Health
Coverage: Administrative Issues and Challenges” Economic and Social Research Institute for K aiser Family
Foundation. January 2000, p.11

* 1pid. p. 8

26



portion of the tax subsidiesis dightly higher than total federal Medicaid expenditures for low-
income people.*’

7) A sampling of current federal proposals

The federal government is currently considering numerous proposals to address the
growing number of uninsured people. Some proposals expand the level at which health insurance
premiums can be deducted from federal taxes. Others provide additional tax credits for health
insurance purchase.

In January 2000, the Clinton administration announced a four part proposal to expand
coverage to an estimated 5 million uninsured Americans. The administration’s budget included a
proposal to provide higher Medicaid matching funds for state programs to cover parents of
children eligible for the Medicaid or S-CHIP (Cub Care in Maine) programs. The proposal
included the option for states to assist families in meeting their share of premiums for an
employer health insurance plan if that plan meets certain criteria, induding a 50% employer
premium contribution.

Smaller initiativesinthe President’ s proposd included atax credit for small firms that
have not previously offered health insurance that would offset 20% of their premium
contribution if the policy was purchased through a purchasing alliance.

Vice President Gore has included the administration’s proposals in his own and has gone
further to propose expansions of the CHIP program to cover children in families up to 250% of
poverty and to allow “buy-ins’ by individual families above that income level. Gore also
proposes to expand the CHIP program to parents. He proposes a refundable 25% tax credit for
premium costs when small businesses participate in health purchasing co-ops, and a new 25%
tax credit for those buying individual coverage if they have no accessto employer-sponsored
coverage.

The Republican presidential candidate, Texas Governor George Bush, has also proposed
arefundable tax credit of $1000 for individuals and $2000 for families toward the cost of health
insurance. Bush has als proposed an expansion of medical savingsaccounts.

While he was in the presidential primary race former Senator Bradley proposed a more
sweeping plan that woud require parents to cover their own children and provide subsidiesto all
low-income people. The plan would allow low-income people to buy insurance through the
federal employees insurance program, and would provide a new tax deduction for all premium
payments.

7 |bid. pp. 9 and 10
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8) Direct subsidies of small business health insurance

The state of New Y ork adopted at the end of 1999 a comprehensive “Health Care Reform
Act of 2000” which legslative |eaders argued would “ establish the most comprehensive hedth
care program in the nation...,” extending insurance to an estimated 1 million uninsured New
Y orkers. One of the bill’ s provisions creates anew “ streamlined benefits package” for busnesses
with 50 or fewer employees, and at least 30% of employees earning under $30,000 annually,
which had not offered health insurance in the previous 12 months, and which contribute 50% or
more of the premium. The state will require all HMO’ s operating in the state to offer the
package, and will reimburse claims from policyholders between $30,000 and $100,000. Though
the benefit package is described as “ streamlined,” it will include inpaient and outpatient hospital
services, physician diagnostic and treatment services, family preventive and primary care, X-ray
and lab services, and a prescription drug benefit. The state will further subsidize the cost of the
same benefit package for individuals who ae not offered insurance through their employers,
with the state providing stop-loss coverage for claims between $20,000 and $100,000.“¢

The federal State Children’s Health Insurance Program (CHIP) enacted in 1997 enabled
states to provide coverage to uninsured childrenwith a higher federal “match” rate than provided
through Medicaid. Maine used this program to expand Medicaid and adopt Cub Care as
described above. The federal government has also provided guidance to states on how the
program could be used to subsidize employer-based coverage. M assachusetts, Wisconsin, and
Mississippi have been granted approval for various plans to subsidize employer-sponsored health
insurance. Rhode Island permits home-based child care providers to participate in a Medicaid-
like program, while child care centers are eligible for a 50% state subsidy for the purchase of
private insurance.

Finally, the State of Washington has permitted employer groups to “buy into” the
Washington Basic Hedlth Plan, which was funded with state fundsto provide subsidized
coverage for families below 200% of federal poverty income guidelines.*

Conclusion

The range of options currently being discussed are not likely to bring small businesses
significant relief in providing employee hedlth insurance in the short-term. Federal proposals that
would have brought significant savings and choice to small businesses were defeated in 1992
and 1993. The health insurance industry and other strong interests opposed these major changes
by successfully persuading the public and their political representatives that most Americans
stood to lose more than they stood to gain.

8 New Y ork State Senate. Press Release: Senate Gives Final Passage to Historic H ealth Care Reform Biill.
www.senae.state.ny.us/Docs/press99 press100.html

49 Riley, Trish and Barbara Yondorf. The Flood Tide Forum: Access for the Uninsured: Lessons from 25
Years of State Initiatives. National Academy for State Health Policy, January 2000
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Employers like those responding to the Maine Small Business Health Survey may soon
be ready to consider more significant reforms that would truly help them and their employees
maintain and expand health coverage. The chalenge isto identify policy options that offer the
best chance of strengthening the current system of employer-provided coverage, while also
providing coverage to the increasing number of employees left out of that sy stem.

Many observers suggest that more public funds will be required to offset the higher costs
currently borne by most small employers. For taxpayers to assume all of the health care coverage
costs currently provided by employers would require a major shift of resources. If the state is not
ready for such a shift, it will face the difficult question of how to target increased public
spending in ways that will achieve the greatest health coverage for those at greatest risk.
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Appendix
Methodology

The goal of the survey was to find out what percentage of Maine's smdl businesses are
currently offering employee health coverage and what characterizesthose who offer and those
who do not.

In June, 1999, arandom sample of 4000 firms with one to 49 employees was sel ected
using listings from Tower Publishing in Standish, Maine. There were 30,346 listings of firmsin
thissize rangein all, representing about 80% of the state' s firms of this size.™

In order to achieve the most accurate geographic and firm size representation possible in
the sample, specific sampling quantities were requested from Tower for each county by four firm
sizes. 1-4 employees, 5-9, 10-19 and 20-49. These were based on the percentages that each
county and firm size represented of the entire sample.

For example, of the 30,346 total number of firms with 1-49 employ ees, 2070 firms
(6.8%) were located in Androscoggin County; therefore, the sample of 4000 i ncluded 273 firms
(6.8% of the total) from Androscoggin County. Furthermore, there were 1099 firms — 53% of the
total 2070 firmsin Androscoggin County —with 1-4 employees. Thus, the sample included 145
firms with 1-4 employees from Androscoggin County, (53% of 1099).

The 4000 surveys were sent in late June, 1999 with a cover letter signed by three
business and economic development |eaders under the name of the Small Business Hedth
Insurance Project. Regponses were collected through September, 1999. Approximately 100 were
returned with inadequate addresses for forwarding.

There were atotal of 472 respondents. Of these, 48 were eliminated because they were
public or non-profit organizations, were currently out of business, ar now had 50 or more
employees. In addition, 43 individual business owners with no employees were eliminated since
their health insurance options are different from firms with at least one other employee. The total
sample of firmsin the survey then is 381.

Of these, 354 answered the questions regarding their total number of employees. The
total number of employees that were reported by these respondents was 3,380.

A comparison of the number of employers and employees in this sample to the total
number of employe's and employees in firms of these sizesin Mane indicates that the sample is
biased toward larger firms. For example, of the total number of possible firms of thissizein
Maine, 63% are in the 1-4 employee category whereas in this sample, only 35% are of thisfirm

%0 Asof March 1998, there were 37,807 firms of this size in Maine. Maine Department of Labor. 1999.
Maine Employment Statistical Handbook.
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size. Thisis partly because individual proprietors were excluded from the sample, reducing the
percentage in the 1-4 employee category. Likewise, while only 7% of the firms with 1-49
employees in Maine arein the firm size with 20-49 employees, 12% o this sample represents
firms of thislarger sze.

Thus, the total rate of health insurance coverage offering may be higher in this sample
because larger firms offer insurance morefrequently than do smaller firms.
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Comparison of Survey Sample to Statewide Number of Employers and Employees
by Firm Size (of 354 firms identifying number of employees)

Total 1-4 % of 5-9 % of 10-19 % of 20-49 % of
1-49 Total Total Total Total
Total 214,248 | 35,409 | 17% 47,519 | 22% 56,237 | 26% 75,083 | 35%
Maine
Employees
Sample of 3,380 379 11% 745 22% 950 28% 1,306 39%
Employees
_—:—— ——— |
Total 38,923 24,495 | 63% 7,394 19% 4,430 11% 2,604 7%
Maine
Employers
Sample of 354 125 35% 114 32% 74 21% 41 12%
Employers
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