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ANALYSIS

This bill establishes the New Hampshire voluntary small employer purchasing alliance to provide,
on a voluntary basis, health insurance coverage to member small employers and their employees in
New Hampshire.

............................................................................

Explanation; Matter added to current law appears in bold italics.

Matter removed from current law appears [in-brackets-and-struekthroush:]

Matter which is either (a) all new or (b} repealed and reenacted appears in regular type.
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STATE OF NEW HAMPSHIRE

In the Year of Our Lord One Thousand Nine Hundred and Ninety-Nine
AN ACT establishing the voluntary small employer health insurance purchasing alliance.

Be it Enacted by the Senate and House of Representatives in General Court convened:

1 New Chapter; The Voluntary Small Employer Health Insurance Purchasing Alliance Act.
Amend RSA by inserting afier chapter 420-J the following new chapter:
CHAPTER 420-K
THE VOLUNTARY SMALL EMPLOYER HEALTH
INSURANCE PURCHASING ALLIANCE ACT
420-K:1 Purpose. The purpose and intent of this chapter is to:

I. Increase the affordability, efficiency, and fairness of health care coverage for small employers
by providing for the establishment of a statewide purchasing alliance through which small employers and
their employees may purchase health coverage in the manner of large employer groups.

II. Allow small employers and their. employees to obtain better value in purchasing health
insurance by consolidating purchasing responsibilities and resources, thereby increasing bargaining
power and purchasing expertise and reducing the administrative cost of health plan contracting,
enroliment, premium collection and payment for multiple employers.

III. Provide small employers and their employees a meaningful choice of health carr’ers and
health benefit plans through an open and fair process in which qualified carriers compete to provide
health coverage to alliance members.

IV. Foster competition based on value by:

(a) Providing consumers with clear information about health carriers and coverages,
including performance measurement and consumer satisfaction data;
(b) Requiring carriers to offer standardized coverages for meaningful comparison; and
(c). Reducing the incentive and opportunity for health carriers to engage in risk selection
and cost-shifting from other purchasers.
420-K:2 Definitions. In thig chapter:

I. “Commissioner” means the insurance commissioner.

II. “Eligible dependent” means “eligible dependents” as defined in RSA 420-G:2, V.

ITI. “Eligible employee” means “eligible employees” as deﬁned in RSA 420-G:2, V1.

IV. “Employee enrollee” means an eligible employee, self-employed individual or an eligible
dependent of an eligible employee who is enrolled in a health benefit plan offered through the
alliance by a participating carrier. .

V. “Health benefit plan” means “health coverage” as defined in RSA 420-G:2, IX.

V1. “Health carrier” means “health carrier” as defined in RSA 420-G:2, VIII.
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VII. “Member small employer” means a small employer who enrolls in the alliance.

VIII. “Participating carrier” means a carrier deemed by the alliance as meeting the requirements
of RSA 420-K:6 and in contract with the alliance.

IX. “Purchasing alliance” or “alliance” means the New Hampshire voluntary small employer
purchasing alliance, a non-rigk bearing, nonprofit corporation that provides, on a voluntary basis,
health insurance coverage through multiple unaffiliated participating carriers to member small
employers and their employees throughout New Hampshire.

X. “Small employer” means “small employer” as defined in RSA 420-G:2, XVI.

420-K:3 Jurisdiction of the Commissioner.

I. The commissioner shall have the authority to regulate the establishment and conduct of
the alliance authorized under this chapter.

II. Nothing in this chapter shall be deemed to be in conflict with or limit the powers granted
to the commissioner under the laws of this state.

420-K:4 Alliance Establishment and Oversight.

I. The commissioner shall:

(a) Issue a request for proposals that solicits nonprofit entities established under
RSA 292 to submit bids to assume administrative and fiscal responsibility for the operation of the
alliance. The commissioner shall assess bidder’s qualifications in the areas of administrative
capacity, financial responsibility, and demonstrated ability to fulfill the purposes and requirements
of this chapter. Within 6 months of issuing the request for proposals, the commissioner shall select
from among the qualified bidders and award administrative and financial responsibility for the
operation of the alliance to the selected nonprofit entity. If no qualified nonprofit entity submits a
bid pursuant to the commissioner’s request for proposals, the commissioner may reissue a request for
proposals at any time if the commissioner has reason to believe that there is a possibility of a
response from a qualified nonprofit entity.

{b) Include in the request for proposals issued pursuant to RSA 420-K:4, Ka), a requirement
that applicants submit at least the following informatioh and documents with their response:

(1) A business plan consisting of a detailed, written plan of operations explaining
how the applicant intends to fulfill the purposes and requirements of this chapter. Material changes
in policy or operations of the business plan are subject to the prior approval of the commissioner on
the same basis as the original business plan;

(2} The applicant’'s nonprofit articles of incorporation, bylaws and other formation and
business operation documents. An applicant shall demonstrate to the satisfaction of the commissioner
that its corporate governance makes it an appropriate and effective representative of small employers
and their eligible employees’ interests. An applicant shall demonstrate that it is not merely a
marketing or distribution channel for a single product or the products of a single carrier and that it will

organize and facilitate meaningful competition between multiple unaffiliated carriers;
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(3) A list of officers and directors of the applicant and the contract administrator, if
one is employed, and personal biographical information or firm descriptions for each. The personal
biographical information and firm descriptions shall demonstrate that those involved in the
operation of the alliance have the expertise, experience, and character to effectively and
professionally represent small employers and their eligible employees in a fiduciary capacity;

(4) Evidence of adequate security and prudence in the accounting, deposit, collection,
handling, and transfer of moneys. An applicant shall affirmatively demonstrate adequate financial
controls to the satisfaction of the commissioner; and

(5) Any other information required by the commissioner and deemed pertinent to the
policies and operation of the alliance,

(¢} Specify the information and documents that the alliance will be required to submit to
the commissioner on a periodic basis to enable the commissioner to perform its oversight function,
This shall include at least the following information and documents:

(1) Quarterly financial statements and annual reports designed to ensure that the
alliance is fulfilling the purposes and requirements of this chapter, is adequately representing the
interests of small employera and their eligible employees, is operating in a sound financial fashion, is
not a risk-bearing entity, is utilizing sound financial controls and money management, and is not
mismanaging or misappropriating funds either through neglect or malfeasance;

(2) Proposed material changes in the policy or operations of the business plan. Such
proposed changes are subject to approval by the commissioner prior to implementation by the
alliance; and

(3) Any other information required by the commissioner and deemed pertinent to the
policies and operation of the alliance.

{d) Develop standard procedures for the resolution of disputes hetween the alliance and
participating carriers, and between the alliance and member small employers or their eligible employees.

{e) Prepare an annual report on the operations of the alliance for the governor, the
presiding officers of the legislature, the commissioner of health and human services, and the
commissioner of insurance including program and ﬁnancial operations and an accounting of outside
revenues received and all internal and independent audits.

II. The commissioner may:

(a) Approve all assessments made upon member small employers by the alliance for
costs incurred or anticipated in connection with the operation of the alliance.

(b) If review by the commissioner reveals that the entity selected to administer the
alliance is not in compliance with the provisions of this chapter or is not acting in the best interests
of its enrollees or has failed to comply with a lawful order of the commissioner, relieve that entity of
its duties and in the interim may assume, or appoint another entity to agsume, the duties of the

alliance until a new administrator is appointed.
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(c) In the event the alliance becomes insolvent, the commissioner may place the alliance
in receivership for the purpose of protecting the interests of alliance enrollees.
(d) Exercise all other powers reasonably necessary to carry out the provisions of this
chapter.
420-K:5 Powers and Duties of and Restrictions on the Purchasing Alliance.
I. The entity selected by the commissioner to assume administrative and fiscal responsibility
for operation of the alliance shall:
(a) Establish and operate the alliance as a statewide entity offering health benefit plans
that are available to all small employers in the state.
(b) Establish administrative and accounting procedures for operating the alliance, for
providing services to member small employers and enrollees and for preparing an annual budget.
() Develop standard enrollment procedures for enrolling small employers and their
eligible employees and dependents.
{(d) Establish procedures for annual or rolling open enrollment periods during which:
(1) An enrollee may elect to enroll in any other health benefit plan that is available

through the purchasing alliance and that provides health coverage where he or she lives or works;

" and

(2) Any late enrollees may elect to enroll in any health benefit plan that is available
through the purchasing alliance and that provides health coverage where he or she lives or works.
A {e) Establish procedures and mechanisms for billing and collection of premiums from
member small employers, including any share of the premium paid by employee enrollees.

(f) Establish conditions of participation for small employers which conform to the
requirements of this chapter and RSA 420-G and include, but are not limited to, the following.

(1) Assurances that the member small employer is a valid small employer group and
is not formed for the purpose of securing health benefits coverage.

(2) Prepayment of premiums or other mechanisms to assure that payment will be
made for coverage.

(g) In enrolling member small employers, the alliance shall provide that each eligible
employee is permitted to enroll in any health benefit plan offered by any participating carrier so long
as the health benefit plan provides coverage where he or she works or lives,

(h) Establish conditions of participation for participating carriers.

(i) Develop model contracts which detail for potential contractors the requirements of the
alliance and provide a copy of the contract to interested carriers.

(j) Develop and make available a list of objective criteria that shall be met by
participating carriers in order to be eligible to participate in the alliance. -

(k) Establish conditions of participation for agents or brokers.
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(1) Define a set of standardized health benefit plans which the alliance will contract to
purchase from participating carriers. A participating carrier contracting to provide one or more such
benefit plans through the alliance shall be deemed to be in compliance with the guaranteed issue
and renewability requirements in RSA 420-G:6, III with respect to such benefit plan or plans so long
as it actively markets, issues, and renews such plan or plans to all eligible employees of all member
small employers of the alliance.

(m) Except as provided herein, contract, through an open and fair competitive process,
with at least 3 unaffiliated participating carriers in each regional service area of the state to ensure

that enrollees have a choice from among a reasonable number of differing types of competing carriers

. and health benefit plans. The alliance may contract with less than 3 participating carriers in a given

service area if the commissioner determines that it is impracticable or otherwise inconsistent with
the interests of enrollees to attempt to contract with 3 or more participating carriers.

(n) Place into its contracts between the alliance and member small employers the following:

(1) For administrative purposes, the alliance shall be the policyholder or contract
holder of the health benefit plan on behalf of member small employers, their eligible employees and
eligible dependents;

(2) Provide that the participating carrier shall issue a certificate of coveragé,‘ or
equivalent document, specifying the essential features of the health benefit pldn's coverage to each
enrolled eligible employee; and

{0) Provide to alliance members clear, standardized information on each partivipating
carrier and the qualified health benefit plans offered by each participating carrier, including
information on price, benefits, enrollee costs, quality, patient satisfaction, enrollment, grievance
procedures and rights and responsibilities. Furthermore, the alliance shall provide qualified health
benefit plan comparison sheets to participating members and their employees with information
regarding coverage that may be obtained through the participating carriers.

{p) Transmit enrollment and eligibility information to participating carriers on a timely
basis.

{(q) Provide that in the event a member small employer terminates coverage purchased
through the alliance, the former member small employer shall be ineligible to purchase a health benefit
plan through the alliance for a predetermined period of time to be established by the commissioner.

(r) Develop uniform standards for data to be provided by participating carriers. In
formulating such standards, the alliance shall strive for consistency with health care data collection
activities underway in New Hampshire and nationally. Any data collection requirements promulgated
by the commissioner shall be based on a determination of their feasibility and cost-effectiveness,
including their consistency with national standards for electronic data interchange, and their necessity
for supporting the evaluation of participating carriers and their provider networks with respect to cost

containment, quality, control of expensive technology, and customer satisfaction.
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(s} Specify in contracts with participating carriers how all premiums shall be
transmitted and the frequency of that transmission, along with appropriate language for penalties
and grace periods on late payments of premiums.

{t) Request from the commissioner certification that all participating carriers are
licensed small group carriers and that the carriers satisfy the financial requirements established
under state law. |

(u) Maintain a trust account or accounts for deposit of all moneys received and collected
for the operation of the alliance. The alliance, its board members, employees and agents shall have a
fiduciary duty with respect to all moneys received or owed to it to assure payments of its obligations
and a full accounting to its members and the commissicner.

(v) Assure the offering of the same premiums and prices on negotiated health care
coverage to all member classes equally, and treat all members within a class equally with regard to
membership and administrative fees and benefits of membership.

{w) Review information and recommendations from consumers, employers, participating
carriers or health care providers and other sources and, as appropriate, issue periodic reports or
recommendations to the commissioner to improve the delivery of health services and the purchasing
of health coverage.

(x) Submit to the commissioner, on a periodic basis as determined by the commissioner,
quarterly financial statements, annual reports, proposed material changes in the pelicy or operations
of the business plan, and any other information required by the commissioner regarding the policies
and operation of the alliance.

II., The entity selected by the commissioner to assume administrative and fiscal
responsibility for operation of the alliance may:

(a} Receive, review, and act, as appropriate, on grievances against participating carriers
by member small employers or enrollees.

(b) Undertake any activity necessary to administer the alliance, including marketing
and publicizing the alliance, and assuring that participating carriers, participating small employers,
and enrollees are in compliance with alliance requirements.

(e} Establish contracts with participating carriers to provide health coverage to alliance
members. The alliance shall not be required to specify the amounts encumbered for each contract,
but may allocate funds to each contract based on projected and actual subscriber enrollments. The
alliance may establish performance standards for specific contractual elements and penalties for
failure to fulfill contractual obligations.

(d) Establish contracts with small employer members.

(e) Contract with qualified, independent third parties for services necessary to carry out

the powers and duties of the alliance.
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(f) Enter into all other contracts as are necessary to carry out the powers and duties of
the alliance. ,

(g) Appoint a beneficiary advisory couneil to evaluate alliance functions and the performance
of participating carriers in order to assess the efficacy of the operations for member small employers and
enrollees.

(h) Appoint advisory committees, as necessary, to provide technical asgsistance in the
operation of the program and in carrying out the purposes of this chapter.

() Assess member small employers a reasonable fee for costs incurred or anticipated in
connection with the operation of the alliance.

| () Require as a condition of membership that all employers include all their eligible
employees or a minimum percentage of employees in coverage purchased through the alliance. The
alliance may require an employer making membership application to the purchasing alliance that
would entail entering fewer than 100 percent of the employer’s eligible employees or dependents to
demonstrate that the resultant membership will not result in an adverse selection group being

brought inte the alliance or that the action would otherwise function as a form of risk selection or

" risk avoidance.

(k) Reject or.allow a carrier to reject an employer from membership or drop or allow a
carrier to drop a member small employer if the member employer or any of its eligible employees fail
to pay premiums or engage in fraud or material misrepresentation in connection with a health
benefit plan purchased through the alliance. If a member smatll employer or enrolle< is dropr.od from
coverage, the enrollee shall be entitled to continuation and conversion coverage to the extent
provided for under applicable state and federal continuation laws and the state conversion law.

() Contract with licensed insurance agents or brokers to market and service coverage
made available through the alliance to its members. Compensation for agents and brokers may not
vary based on the actual or expected health status or medical utilization of the group to which
coverage is sold.

{m) Exclude a carrier or freeze enrollment in a carrier for failure to achieve established
quality, access or information reporting standards of the alliance. ‘

(n) Require that member employers and their eligible employees continue to pay

administrative fees that are part of the contract with the alliance if a member employer or enrollee

‘cancels prior to completion of a contract period.

(0) Negotiate with participating carriers the premium rates charged for coverage offered
through the alliance consistent with RSA 420-K:6. _

(p) Request such information from participating carriers as is necessary to carry out the
powers and duties of this chapter. )

(@) Sue or be sued, including taking action necessary for securing legal remedies on

behalf of the alliance, member small employers, or enrollees.
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(r) Apply for loans or loan guarantees from the New Hampshire business finance
authority under RSA 162-A for the purpose of funding startup costs.

(8) Receive and accept loans, grants, funds, or anything of value from a public or private
entity. This shall include:

{1) Employer premiums;

{2} Employer participation fees;

{3) Employer late fees;

{4) Employer reinstatement fees;

(5) Agent and broker fees paid by the employer;

{6) Interest earned on accounts;

{7} Funds paid by the participating carriers for a pooled marketing effort;
{8) Public sector and private sector grants, gifts, loans or donations; or
{9) Other lawful sources.

(t) The alliance may also receive and accept contributions from a legitimate source of
property, labor, or any other thing of value. The alliance, however, shall not accept anything of value
from a person or entity that has a vested interest in its decisions.

(u) Expend funds to pay:

{1) Participating carriers under their contracts.

(2) Third parties for services provided under contract.
(3) Employer billing adjustments.

(4) Agent and broker fees.

(5) The alliance’s administrative expenses.

{6) All other expenditures duly authorized by the board.

{v) Exercise all powers reasonably necessary to carry out the powers and duties granted
or imposed under this chapter.

HI. The entity selected by the commissioner to assume administrative and fiscal
responsibility for operation of the alliance shall not:

{a} Purchase health care services, assume risk for the cost or provision of health care
serviceg, or otherwise contract with health care providers for the provision of health care services to
enrollees.

{b} Exclude from membership in the alliance a small employer, eligible employee or
eligible dependent of an eligible employee who agrees to pay fees for membership and the premium
for health coverage through the alliance and who abides by the bylaws and rules of the alliance.

(c) Prohibit the participation of small employers, or differentiate classes of membership,
based on industry type, experience, gender, family status, education, health status, income, or other

medns in conflict with the rating methodology specified in RSA 420-G:4.
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(d) Charge a fee not directly related to the operation of the alliance or for non-health
coverage related activities.

(e) As a condition of membership, require a small employer, eligible employee, or eligible
dependent to subscribe to lihited health coverage or non-health coverage related products or services.

(f) Operate the alliance or market the alliance in a county or primary urban statistical
area in a way which would cause the alliance to select a risk pool with actuarially projected health
care utilization over a 2-year period which is below the projected average for all individuals residing
in that county or primary urban statistical area. The measurement and composition of projected

utilization by members of the alliance to all individuals shall be done on a county or primary urban

~ statistical area basis and not across all members of the alliance,

{(g) Engage in any competitive act or practice that results in the selection of member

small employers and enrollees based on any of the risk factors specified in this paragraph or based

_on small employer size.

{h) Require or take any action inconsistent or in conflict with state laws or regulations.
420-K:6 Requirements for Participating Carriers.

I. In order to qualify as a participating carrier, a carrier must be able to satisfactorily

" demonstrate all the following operating characteristics to the alliance:

(a) The carrier is licensed and in good standing with the department of insurance.

(b) The ability to administer health coverage, to provide adequate service, and to.comply
with all contractual requirements of the alliance. |

(¢) The ability to provide enrollees with reasonable access to covered services,

(d) The ability to provide coverage for enrollees in any regional service area in which the
carrier plans to participate through the alliance,

(e) The ability to arrange and pay for the appropriate quality, level, and type of health
care services.

(f) The ability to provide standard data required by the alliance, in a manner prescribed
by the alliance, including information on plan performance, enrollee satisfaction, provider payment

and incentive structures, and such other standard surveys as may be prescribed by the alliance, and

~ to meet reasonable satisfaction measures as may be established by the alliance.

(g) The ability to meet quality of care standards established by government and industry
authorities.

(h) A strong financial condition.

(1) Adequate administrative management.

(j) A procedure to address énrollee grievances and appeals.

(k) The ability to achieve satisfactory enrollment levels within the service area in which
the carrier is licensed. 4

(1) All other criteria established by the alliance,
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II. In evaluating which carriers may participate in the alliance, the alliance shall consider,

among other factors:

(a) Minimum geographic service area and participation requirements, maximum thresholds
for premium rates, and standards for determining whether a carrier operates efficiently.

(b) The ability of a carrier to provide high quality services within a regional service area.

(¢) Pricing and the competitiveness of each bid from a carrier.

(d) The effect of contracting with additional carriers on the administrative costs of the

alliance and member small employers, the efficiency of the alliance, and the competitiveness of the

premiums that will be paid to participating carriers.

II. Participating carriers that contract with or employ health care providers shall have
mechanisms to accomplish all of the following, in a manner satisfactory to the alliance, in consultation
with the carrier's licensing agency:

(a) Review the quality of eare covered.
(h) ‘ Review the appropriateness of care covered.
(c) Provide accessible health care services.

IV. Every participating carrier shall:

(a) Meet the standards established by the alliance pursuant to this chapter.
(b) Provide data and information as required by the alliance.

(c) Comply with all laws and regulations regarding underwriting, rating, claims

handling, sales, solicitation, licensing, fair marketing, unfair trade practices, the provisions of thig

chapter, and other applicable state statutes.
(d) Enroll and dis-enroll individuals in the manner specified by the alliance.
{e) Comply with other requirements established by the alliance pursuant to this chapter.
V. Nothing in this chapter shall prohibit participating carriers from contracting with
particular health care providers or types, classes, or categories of health care providers, or setting
reimbursement methodology.
VI. Notwithstanding anything to the contrary in RSA 420-G:6, in the event the participating
carrier elects to terminate its contract with the alliance, the participating carrier shall:
(a) Provide advance notice of its decision to the alliance; and
(b) Provide notice of the decision at least 180 days prior to the nonrenewal of health
coverage to the member small employers and employee enrollees. A participating carrier that elects

not to renew a health benefit plan with the alliance shall be prohibited from writing new business

through the alliance for a period of 3 years from the date of the notice to the alliance or until the

alliance, with the concurrence of tlie commissioner invites the former participating carrier to renew
participation, whichever is sooner,
420-K:7 Marketing Health Benefit Plans.

1. The alliance shall establish marketing standards for use by participating carriers.
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II. Any marketing, advertisement, or educational material for health coverage sold through
the alliance shall be approved by the alliance prior to its use. The alliance shall review all materials
submitted to it and the materials shall be deemed approved if not disapproved within 30 days. The
alliance may, through its contracts with participating carriers, deem certain classes of materials to
be approved.

HI. The alliance shall make approved marketing materials available to member small
employers in an efficient and standardized manner. These materials shall include, but not be
limited to, an accurate summary of benefit plans, rates, cost, and accreditation information relating
to the offerings of the participating carrier.

IV. This section shall not be construed to prehibit or to compel the alliance or a participating
carrier from using the services of an agent or broker.

V. A participating carrier, agent, broker, contractor, or producer of a participating earrier, or
independent insurance agent, broker, contractor, or producer shall not engage, directly or indirectly,
in an activity or marketing practice that would encourage member- small employers or eligible
employees to:

(a) Refrain from enrolling in a health benefit plan offered through the alliance because of
their health status or claims experience;

(b) Seek coverage fram other participating carriers because of their health status or
claims experience; or

{c) Enroll or fail to enroll in the alliance because of their health status or claims

" experience,

VI. Alliance members shall be encoyraged ta notify the commissioner of marketing practices

- or materials that are contrary to the provisions of this section. The commissioner shall monitor

compliance with this section and investigate possible violations of the provisions of this section or
other related unfair trade practices.

420-K:8 Risk Adjustment Mechanism. In order to reduce the incentive for risk selection and to

- improve fairness and efficiency, and in the absence of a risk adjustment mechanism established by

regulation or order for the entire small group market, the alliance may establish a payment
mechanism to adjust payments to participating carriers prospectively or retrospectively based on the
amount of risk covered by each participating carrier. To establish such a mechanism, the alliance
may appoint an advisory committee composed of individuals that have risk adjustment and actuarial
expertise to help establish the risk adjusters.

420-K:9 Conflict of Interest. No officer or board member or director or contract administrator of
the entity selected by the commissioner to assume administrative and fiscal responsibility for
operation of the alliance or merabers of their households may be employed by, be a consultant for, be
a member of the board of directors of, or be affiliated with, an agent of, or otherwise be a

representative of a carrier or other insurer, a health care provider or agent or broker. This provision
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shall not preclude an officer or board member or director or contract administrator of the entity
selected by the oversight board to assume administrative and fiscal respensibility for operation of the
alliance from purchasing health coverage through the alliance,

420-K:10 Purchasing Alliance Distinguished From Multiple Employer Welfare Arrangement.
The alliance shall not bear risk therefore, pursuant to RSA 415-E:2, I1, shall not be subject to the
requirements of RSA 415-E,

420-K:11 Minimum Participation Requirements. The provisions of RSA 420-G:9 permitting
carriers to impose minimum participation requirements on small employer groups shall not be
applicable to the alliance or to member small employers, and health carriers may not impose
minimum participation requirements, either on an employer-by-employer basis or as a percentage of
all alliance enrollees, as a condition of becoming a participating carrier.

420-K:12 Purchasing Alliance Evaluation. The alliance shall make a report not later than
January 1, 2001 to the governor, the commissioner of insurance, and the presiding officers of the
legistature which shall include at least the following:

I. The progress achieved in making affordable health care coverage available to employees of
member small employers.

II. The progress achieved in assuring choice of health carriers and health care coverage to
employees of member small employers.

II. The need, if any, for financial incentives or other mechanisms to increase participation
in the alliance.

IV. Other changes in the law or procedure needed to accomplish the goals set out in
RSA 420-K:1.

2 Effective Date. This act shall take effect 60 days after its passage.
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Explanation: Matter added to current law appears in bold italics.

Matter removed from current law appears [mirackets-and-struckthrowsh:]

Matter which is either (a) all new or (b) repealed and reenacted appears in regular type.
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STATE OF NEW HAMPSHIRE
In the Year of Our Lord Two Thousand

AN ACT authorizing licensure and regulatory oversight of voluntary small employer health insurance
purchasing alliances,

Be it Enacted by the Senate and House of Representatives in General Court convened:

2:1 New Paragraph; Definition Added; Purchasing Alliance. Amend RSA 420-G:2 by inserting after

http://www.state.nh.us/gencourt/bills/00bills/sb0162 . html 10/24/2000



SB 0162 Page 2 of 2
paragraph XIV the following new parag-raph:

XIV-a. "Purchasing alliance" means a non-risk bearing corporation or other entity licensed pursuant
to RSA 420-G:10-a that provides, on a voluntary basis, health insurance coverage through multipl
unaffiliated participating carriers to member small employers and their employees within a defined service
area authorized by the commissioner.

2:2 New Section; Voluntary Small Employer Health Insurance Purchasing Alliances. Amend RSA 420-
by inserting after section 10 the following new section:

420-G:10-a Voluntary Small Employer Health Insurance Purchasing Alliances; Rulemaking.

I. The commissioner shall have the regulatory oversight authority to set standards for the licensure
and conduct of purchasing alliances authorized under this section and to enforce such standards.

II. Each applicant and each duly licensed purchasing alliance shall file with the commissioner such
information or documents as the commissioner shall adopt by rule as necessary to perform oversight
function.

III. A purchasing alliance shall offer health benefit plans and establish conditions of participation for
small employers, employees, and participating carriers that conform to the requirements of this chapter.

IV. Nothing in this section shall require 2 or more small employers to join a purchasing alliance as a
condition of jointly purchasing health insurance coverage. Any such coverage jointly purchased by 2 or more
small employers who do not join a purchasing alliance shall conform to the requirements of this chapter.

V. The commissioner shall adopt such rules, under RSA 541-A, and issue such orders as may b
necessary to carry cut the commissioner's oversight responsibilities under this section.

2:3 Repeal. The following are repealed:
I. RSA 420-G:2, XIV-a, relative to a definition of "purchasing alliance".
II. RSA 420-G:10-a, relative to voluntary small employer health insurance purchasing alliances.

2:4 Contingency. If during the month of January, 2006, the commissioner of insurance certifies to the
secretary of state that no entity has been licensed as an alliance pursuant to the provisions of this act and is
actively offering coverage and enrolling employees of member small employers, then section 3 of this act
shall take effect on the date of certification. If no such certification occurs during the month of January,
20086, section 3 of this act shall not take effect.

2:5 Effective Date.
I. Section 3 of this act shall take effect as provided in section 4 of this act.
II. The remainder of this act shall take effect January 1, 2001.
(Approved: Febfuary 2, 2000)
(Effective Date: I. Section 3 shall take effect as provided in section 4.

II. Remainder shall take effect January 1, 2001)
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Date: April 12, 1999
Time: 8:50AM
Room: LOB Rooms 206-208

The Senate Committee on Insurance held a hearing on the following:

SB162 establishing the voluntary small employer health
insurance purchasing alliance.

(New Title) providing for the licensure and regulatory
oversight of voluntary small employer health insurance
purchasing alliances.

Members of Committee present: Senator Wheeler
Senator Fraser
Senator Hollingworth
Sen. J. King
Sen. McCarley

Senator Squires

The Chair, Senator Katie Wheeler, opened the hearing.

Senator Katherine W, Wheeler, D. 21:

I'll call the hearing on SB162 to order and announce that I have an
uncontrollable watering eye and I've made an appointment with my
ophthalmologist and I'm not really that unhappy. It has nothing to do with
the way I feel I'm just apologizing for the way I look. But we are very glad to
have the Governor here and welcome.

The Honorable Governor Jeanne Sheehan:

Thank you Madame Chair, Members of the Committee it’s nice to be in the
same shell race and I'm glad it wasn’t something I said. I'm pleased to be
here in support of Senate Bill 162. As most of you know I believe Senate Bill
162 will allow small business to group together to form purchasing alliances
to purchase heaith insurance.




(Governor Shaheen continues)

This is really a bill that was, is revised from a bill that was intruded into the
legislature last session. I think this is the new and improved version. The
bill last session was sent to a study committee. The study committee, some of
you served on, worked very hard and recommended that we pass this
legislation and set-up small business purchasing alliances.

This is really a continuation of a number of the reforms that this legislature
has passed in recent years. Beginning in 1994 with Senate Bill 711, which
set-up small group reforms in the insurance market. In 1996 passed
legislation that made it exclusive contracts on health maintenance
organizations. Both of those pieces of legislation really designed to better
have access and affordability for people in this State for health insurance.

I think Senate Bill 162 is another effort to do that. Much of, there’s a real
need I think for this legislation for two reasons right now. First of all this bill
1s really aimed at small businesses. And as we know small business’s really
provide the backbone of New Hampshire, 98% of our business’s employee 100
or fewer people. Much of the rejuvenation of the New Hampshire economy in
this decade has been because of the new small business’s that have been
grown. Much of the new employee growth has been in those small
businesses.

One of the difficulties that people, we've heard by small business, have is in
getting health insurance. In fact as we look as what’s happened in the
economy as a whole in the last 5 years or so, the number of people without
health insurance has been going down rather than going up. And that’s in
large part do to the fact that much of the employee growth has been in small
business. And those small businesses by the fear of nature have had a much
greater time in offering health insurance to their employee’s.

!
The other reason that this legislation is particularly timely right now is
because with the reforms that have been passed and;the growth in HMO's
and Managed Care coverage in the State, has been vléry effective in the past
several years in keeping the cost of health insurance down. We're beginning
to see that change right now. And in fact many businesses in the State are
seeing fairly dramatic increases in the cost of their insurance premiums.

What this small business purchasing alliance legislation would do would be
allow those businesses to get together to purchase health care at a cost that
would be more affordable.



(Governor Sheehan continues)

One of the interesting pieces of information, as I was doing some background
reading over the weekend on this, is looking at some of the States that have
formed effective alliances and seeing what the benefits in those States have
been. California’s experience for example, looking at one of there health
purchasing alliances showed that one of the reasons they've been able to keep
the cost down is because they can administer the cost of the health insurance
prémiums so much more cost effectively.

What they found, in California, with this purchasing alliance was that the
cost averaged only about 3% to 10% for administration. Where as if you
looked at the health insurance market as a whole the cost of administering
plans with fewer than 50 employee’s averaged anywhere from 25 to 40%. So,
one of the significant saving that happens because of these purchasing
alliances is that they can administer the plans much more effectively.

One of the other benefits to the purchasing alliance is that, because of their
bargaining power in the marketplace, they can provide more plan options for
employees. So that as we see most employers can only offer 1 and sometimes
maybe 2 plans to their employees. With purchasing alliances they can make
more options available to the employees within the plans.

One of the other side benefits of purchasing alliances is that they can very
often help mediate disputes between employers and health plans, which has
proved to be very effective. So that they serve almost as an umbersman for
1ssues that arise from businesses. Now, I'm sure as with many of the other
efforts to reform or make changes in the health insurance market, we're
going to hear from people who think this would be costly, who have concerns
about how this would work. who think that this is another bureaucracy. In
fact it’s none of those.

This will be an opportunity for private entities; the government would not be
involved except to the extent of the legislation to allow the alliances to
operate and the Insurance Department would be involved with great relation.
I think, what options we have as a State to continue to increase access and
affordability in health care. This is one of the tremendous opportunities that
we have. I would urge the committee to support the legislation and allow us
to give the marketplace as many options as possible to deal with price and
choice 1ssues tha‘t consumer's have.

" Thank you very much Madame Chair and I would be happy to answer any
questions.



Senator Katherine W. Wheeler, D. 21: ‘

Thank you very much Governor. Are there any questions for Governor
Sheehan? See none. Thank you very much. I will call on the prime sponsor
Senator Fraser.

Senator Leo W. Fraser, Jr.. D. 4:

Good Morning Madame Chair, Members of the Committee for the record I'm
Senator Leo Fraser, I represent Senate District 4. I do have some prepared
comments to make but before in doing so I just wanted to thank the Governor
for appearing here in support of 162.

(See attached written testimony, Document #1).

That’s my direct testimony Madame Chair before I; I will just tell you a few
technical aspects of the bill and several people here that know a lot more of
the bill after you hear from them then than you will from me. But at any
rate you should understand this is a non-profit alliance regulated by the
Insurance Department. The Commaissioner will approve of rates and it's
going to be a statewide program. There will be criteria, for qualification, to
become a member of the alliance; those qualifications will be established by
the Department.

The Department will also be responsible for the standardized health plan.
The alliance itself will be the policyholder. The duties of the participating
carrier are all in the bill. In other words what their dues and responsibilities
are as far as record keeping, financial statements all of that. It's a rather
lengthy bill, Madame Chair, I don’t seem to over simplify it but I think, to put
it in perspective, this is a good 1dea. I think that it will probable help the
small employers and giving them a more, as the Governor suggested, an
opportunity, more choices in optioning a health delivery system number one.

3
Secondly that I think that under the terms of the; the bill is currently written
there maybe times when a small employer will be able to afford insurance,
health insurance he hasn’t been able to do so in the past. That concludes my
testimony Madame Chair, [ would be glad to answer any questions but as you
now there are a number of people here, who have a lot more technical
expertise on this, then do L.

Senator Katherine W. Wheeler, D. 21: .
Thank you Senator Fraser. Are there any questions for Senator Fraser? See
none, thank you very much. Alex Feldvebel would you like to explain the bill
a little?




Alex Feldvebel - New Hampshire Insurance Department:

Sure, I would be happy to. Thank you Madame Chairman my name is Alex
Feldvebel I represent the Insurance Department. We're here today to
support this legislation. We were involved in the drafting of it. What I'd like
to do 1s just take a couple of minutes to talk about the reasons why it’s
needed, what it tries to do and then I'd like to hand out some materials that
sort of talk about the structure of the bill.

(See attached Documents #2 and #2a).

The basic reason for this bill is to address certain problem today the health
insurance market operates. So it’s similar to the “711” reforms that we
passed a couple of years back. Let me; just mention briefly, some of the
problems with the health insurance market that we think are addressed by
this legislation. One of the most compelling issues is the issue Senator
Fraser already mentioned to you, the consolidation of the market on the
supply side.

Both insurers and providers continue to consolidate their market power and
you see the market heading in the direction of “oligopoly of power” on the
supply side. So, for health insurer’s it’s been mostly consolidating, mergers
and acquisitions. We also have market departures, so for example in the
smaller group market, we're down to 5 HMO’s with alliance share of the
market going to 3 of them.

Health care providers, what's been happening, is that Hospitals and Doctors
have been busy forming members and PHO’s and Mega-PHO’s (PHO —
Physician/Hospital Organization). For the same reason, basically to get
bigger, everybody wants to get bigger. For the Hospitals and Doctors that's
for the purpose of getting a better negotiating position with the large MCO’s.
(Managed Care Organization).

At the same time employers that from the purchaser’s side of the employers
market position is eroding. At the National level now, private employers pay
for just 21.2% of the Nations total health care spent. That was a surprise to
me when I first read that. We think of ourselves as having an employer
based health care system but there’s been continuing erosion in that.

Government now pays 47% of all health care spending and individuals pay
more than employers, individuals pay 26%. So, 4 out of every 5 dollars spent
on health care is individuals or government. So you've got a situation now
where health insurers are the final power because their bigger and fewer.
And health care providers are more powerful because of their hiring network.



(Alex Feldvebel continues)

Market healthcare services continue to go up as well as utilization. Therefore
market forces are not very well aligned with consumers and purchaser
interests. And consumers and purchasers are likely to be paying the line; we
see that happening now with significant increases in the cost of health
insurance. This year the increases are, in the first quarter of this year to be
35%.

Other problems with the market, consumer choice is in the middle. I recently
heard a figure that nationally 60% of people with employers sponsored health
insurance have no choice of health coverage. In a small group market, for
small employers it’s much worse, 80% of small employer’s offer only 1 plan, of
those who do offer coverage and only 40% offer coverage. So there’s no choice.
That’s not good for the market if you want competition the end user, the
consumer needs to have a choice.

In addition consumers don’t have very good information. Even though they
do have a choice they can’t exercise that choice meaningfully because they
don’t have good information about what the plan is, what's covered. Because
the products are pretty, are sometimes pretty inscrutable. So we have these
things going on all of which would be addressed by the formation of a
purchasing alliance for small employers.

I would like to at this point, handout some materials. So, basically this small
employer purchasing alliance is intent to address this issue of imbalance in
market power by letting the small employer’s get together, for the purpose of
purchasing as a unit and increasing their bargaining power.

I will ask you to look at this first one, it says SB162 on it, (Handout, see
attached Document #2) and also to offer choice. Those are the 2 basic
reasons for the formation of purchasing alliance. The basic structure is this
little picture on the front. Multiple employers get together through the single
entity of the purchasing alliance, which turns around and contracts, with
multiple plans.

Here are the basic functions of an alliance, on the second page it list them.
(See Page 2 of attached Document #2).

The alliance, once it’s formed, turns around and negotiates and contracts
with multiple insurers. They do the Marketing of the coverage, Enrollment,
Premium collection and distribution. They supply Consumers with
information about the health plans. They do the Data analysis to supply the
consumer with information. They also pay attention to quality and they do
plan performance measurement and Quality improvement.



(Alex Felduvebel continues)

That’s the basic functions the alliance performs. There are a number of
things that they don’t do that distinguishes from MEWA’s and other entities
that have existed and also looked like group purchasing.

(See Page 2 of attached Document #2)

They don’t bear risk, so they buy fully insured products. They’re not a self-
insured entity; they don't directly pay health care providers. So they’re not
like an insurance company themselves. They don’t market for just one
carrier; they don’t directly provide healthcare services.

There’s an analysis in the materials I gave you which, precisely how
purchasing alliances go about conferring their benefits that we're planning
on. One benefit is lower costs. And there are basically 2 mechanisms
beginning, bargaining on behalf of large groups for producing more group
bargaining power. And also when you perform these functions of marketing
enrollment, payment collection and distribution for a large group you achieve
certain economies of scale and therefore can reduce the cost of coverage in
that manner as well.

You offer choice simply by marketing, by contracting with more than one plan
and then providing good information for “apples to apples” comparisons and
you also ask the carriers to offer their benefits in a standardized format. So,
you define, like the 3 or 4 most popular plans, coverage options and the
carriers all offer their coverage according to that standardized format. So you
end up being able to produce minimal marketing materials, that some of the
purchasing alliances have used.

['d like to get these back, but there’s one from Colorado, California and
Connecticut. They basically layout a pretty easy to read format of what the
options for coverage are. And you can easily comparison shop for price and
quality. So the basic idea is to get insurer’s peak based on value and not such
things as risk selection. We don’t want insurer’s competing on who can get
the healthiest groups. We want them competing on who can offer the best
product at the best price.

And by bringing employers together and setting up the purposing through
mechanisms like that, what you get is competition based on value. You also
enhance quality because quality becomes more of a factor to the consumer.
Because the consumer has choice and the consumer is well informed as to
what he or she is buying.



(Alex Feldvebel continues)

I wanted to mention that there’s sort of an outstanding issue about the way
this legislation should be structured. This came up over the summer in the
study committee and was discussed last year. The question is whether the
legislation ought to allow for more than one purchasing alliance in this State.
And I think it’s very possible that it would be a good idea to do that. And I
just wanted to let you know that that issue has been out there. That the
legislation could be, that you have before you, contemplates “one person
alliance” only.

The reason for going for a one-person alliance is you want to get bargaining
powers, in a small State like New Hampshire you may have one small
employer purchasing alliance. The, I think, would is there to recommend
multiplies? Well in a situation when the State is not it’s self putting up the
money for the start-up cost for this organization, which we're not planning to
do in this legislation, I think it could make sense to allow for more than one.

And have the oversight function of the Insurance Department be in the form
of certifying these things. So any group that meets the right qualifications in
the Legislation can come forward, ask for certification and if they are deemed
to meet the requirements they’ll get certified.

So [ think there is some sense to that and that's an issue that’s still
outstanding. The Insurance Department would be happy to work with the
Committee if you felt it was a good idea to change the Legislation to allow
more than one purchasing alliance. That could be done relatively easily. The
Legislation you have before you is based on a NAIC model. There is more
than one model. One of the other models is this concept I have just been
talking about that would allow more than one small employer purchasing
alliance in this State. I'd be happy to answer any questions.

Senator Katherine W. Wheeler, D. 21:
Any questions? Senator Squires.

Senator James W. Squires, D. 12:

I have a question about you're statement that 4 out of 5 healthcare dollars
are spent by Government and individuals. Would you not agree that while
that may be true for a Nation as a whole, you look at the population being
served by an environment like this, which would be non-Medicaid working
people up to 65. That there’s a much higher fraction of employer contribution
in that group then there maybe nationwide?




Alex Feldvebel:

Oh, yes. This Legislation is aimed at employer sponsored health insurance
coverage. The only point I'm making in siting that statistic is that there is;
employers need help there’s been an erosion that the market forces have been
pushing, have been really squeezing the whole institution of employer
sponsored coverage. And it’s in danger of getting too weak that’s the only
reason I'm making that point.

Senator James W, Squires, D. 12:

So then it’s your assertion that the heart of this bill reduces the cost to
employers?

Alex Feldvebel:

It makes it easier for small employers to offer coverage. They are not in good
position to contract nor negotiate like large employers. It through greater
bargaining power it offers a price advantage, not necessarily a great pricing
advantage, but a marginal, comparable price advantage.

(Alex Feldvebel continues)

And allows the small employer to offer choices, something almost no small
employers can now manage at this point and time. So, somewhat of a price
advantage, offering choice and a lot less hassle to the small employer in
offering a reduced sign-up.

Senator James W. Squires, D. 12:

Would you agree that in certain parts in the State, particularly to the north,
why you may conceivably offer coverage choice, the fact is it’s difficult to offer
provider choice because there’s a very limited number of providers in the first
place? So, in fact that's somewhat to New Hampshire that even though you
have multiple plans you have fixed number of providers? So you're not in fact
offering provider choice your simply offering more of a plan choice?

(Tape Change)

Alex Feldvebel:
So any plan choice couldn’t give you provider choices that you won’t otherwise
have.
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Senator Katherine W. Wheeler, D. 21:
Further questions Senator Squires?

Senator James W. Squires, D. 12:
No thank you.

’

Senator Katherine W. Wheeler, D. 21:
Further questions from the Committee for Mr. Feldvebel? Senator McCarley.

Senator Caroline McCarley, D. 6:
In terms of the concept they.adopt the fact that it would be possible to have

several alliances rather than simply one? In a State of this size is that a, do I
assume that this model will show that because that doesn’t seem to be quite
the same kind in the State of our size?

Alex Feldvebel:

Right. You need a certain size to make these alliances able to deliver the
benefits that we’re talking about. It would be like 20,000 (someone from the
audience states 20,000 is the critical threshold), maybe less but you need,
that’s fairly a significant number and it would be hard for to have. Multiple
alliances are able to get that kind of enrollment. On the other hand if you let
anyone who meets the qualifications give it a shot maybe you’ll have a better
chance at having one of them succeed. So that’s sort of the thinking of
allowing for multiplies.

Senator Katherine W. Wheeler, D, 21:
Senator Hollingworth.

Senator Beverly A. Hollingworth, D. 23: '

Alex, last year there was sort of, the Senate passed it and I know the House
had some problems and it was, it seemed that some the argument that they
had against it was they were afraid that it would cut into they’re market.
Now there is no exclusion is there so that, if somebody offered a good plan,
one that has choices and one that’s within the market, price market, would
there be no reason why they couldn’t be in involved in the alliances, is there?
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Alex Feldvebel:
Yeah. Who's the they?

Senator Beverly A. Hollingworth, D. 23:

* There were a couple who came before us and testified, HMO's and the
insurance groupies that came in. I could never understand and I guess I'm
asking you to help me understand why they would oppose this if they write
for this can’t they? We aren’t excluding anybody from being involved in and
being selected if they the right choice and the right price?

Alex Feldvebel:

The reason for the Legislation is that the alliances are suppose to offer as

" much choice as possible. So it should contract with a large array of plans to

© offer as much choice as possible. Yet the companies that expressed concern I
don’t think, it hasn’t been expressed to me that there're concerned about

- being closed off. We have a lot of the good quality carriers in the State. What
was expressed to me was fear that the way they market now, they basically
sell to the employer and they get the whole group.

(Alex Feldvebel continues)

If the alliance exists like this they wouldn't necessarily get the whole group.
They might get some of the people. There’s a group of small employers say 10
people they might get 3 and they prefer to get the whole group, they prefer to
' deal with the employer not the employees. That’s one perspective up north

' the consumer’s need to have choice and they don’t get very much weight.

Senator Beverly A. Hollingworth, D. 23:

Follow-up question. Can they then pick companies who have healthy

employees, rather than wait for all small groups were involved? Say you

might have one that has older employee’s or young women who maybe

pregnant so that they can say we're going to select this company because it’s
what we know to be a good, almost like a “cherry” type group?

Alex Feldvebel:
I believe that still goes on to a certain extent. We address a lot of the risk
selection with the “711” reform with regards to rating health, health
underwriting, health based underwriting. But you can do risk selection in
this market. You do it mostly through benefit design. So you structure your
benefits so it looks less attractive to say people more affected health people.
More through marketing, the way that you market.
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(Alex Felduvebel continues)

You can emphasis healthy people. So there’s a lot of evidence that that kind
of risk selection still does go on through those two mechanisms plan design
and marketing. And the existence of a purchasing alliance will help prevent
that and also if the person wants to exercise the option to adjust their risk
and therefore compensation the plans that aren’t giving risk selection and
getting more sick people. It sort of eliminates that market incentive to risk
select and what (inaudible) gets is competition based on value.

Senator Katherine W. Wheeler, D. 21:
Thank you. Senator King.

Senator John A. King, D. 18:
What is the dedication of the, either the companies that are going to be

involved or the health agencies. Can the leave anytime they want? Can they
change from one to the other in same lines, what is there for stability as far
as that’s concerned?

- Alex Feldvebel:

The companies?

" Senator John A. King, D, 18:

The companies and the employees that are going to be involved and the

- employers, can they back out at anytime they want to?

Alex Feldvebel:
The companies can back, they have to give certain notice, I think it might be

. 90 days before the back out. Then, I don’t know, if they want to come back in

I don’t know if the Legislation address that issue or not. Employers can back
out as well. There is some provision in the Legislation about if they backed

~out.can they immediately get back in? And there’s an issue there as well but

I'm not sure. That's something I need to address with an amendment because
the Legislation currently allows, says if an employers back out they may have
to have a waiting period before they can come back in. I'm not sure that's
consistent with our guarantee issue law. So that’s something we still need to
pay attention to. So there are certain restrictions but basically an employer
can come in or back out and the plans can come in and back out.
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Senator Katherine W. Wheeler, D, 21:
Senator King.

Senator John A. King, D. 18:

So it's all voluntary? That’s even for the companies? If they don’t want to
join up and end up with an alliance there’s no cost?

Alex Feldvebel:

Yes. You can start one of these things and the company could boycott it.
They could say “we don'’t like this kind of thing” and we don’t want to let it
happen. That’s been attempted in ‘other States and generally they seem to, if
they are setup properly they seem to work. The companies don’t want to miss
the opportunity of that business,

Senator Katherine W. Wheeler, D, 21:

Any further questions for Alex Feldvebel? See none, thank you very much.
I'm going to call on John Bresler now and then I'm going to start alternating
testimony.

John Bresler - Suncook Trim Corporation:

Thank you Madame Chair I appreciate the opportunity to speak early. AsI
look around the room I may be the only employer here and I sit here and
discuss this bill the question in my mind is who's watching the store so I
would like to get back to work. I came before the Committee last year but I
didn’t get the chance to speak because I had to leave after a couple of hours,
so once again thank you.

I want to thank Senator Fraser. In his district is Pittsfield Weaving, I run a
similar business in Suncook. I also wanted to thank Senator Trombly, who I
spoke to over the weekend, as co-sponsor. I said people do not realize that
the health care cost is a bigger single increase. Therefore a bigger problem
for our employees and our bottom-line many of the tax issues going through
the State.

We recently did our purchasing processing. We had Harvard, Tufts,
Matthew, and Healthsource, who was our supplier. The smallest increase we
were able to limit our new contract to was 35%. Having roughly 50
employees and revenue slightly over 4 Million in 1998 [ can tell you the cost
of our health care in 1998 was 2 % of gross revenues.
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(John Bresler continues)

And with the increase of, that was roughly $104,000.00 in checks that I wrote
to Healthsource. And this year our bill came in, the lowest bill we could get
was $139,000.00 for the same services. So once again that $35,000.00
mcrease 1s a lot more than the BET, the BPT and any other group of taxes
that were coming up.

What I would like to simple lay out, it will take about 5 minutes, and I will
finish this competitive model for business. 2.9% of unemployment the
greatest need is to recruit, hire, train and retain good employees. It is
basically impossible for us to retain high quality employees when benefits are
the 1ssue.

Over the last 4 or 5 years since NAFTA we have had the competitive nature
of our business has changed. In a non-intuitive way in that we have seen
many companies from outside the United States come in and open-up new
businesses in our business. People from China, Columbia, Argentina, Iran
basically with NAFTA, everybody recognized you have to be in Canada,
Mexico, the United States to sell our markets which are deplored in the
world.

Specifically we have competitors in New Brunswick in Eastern Canada that
brought in firms from China. They currently pay an industrial rate. Canada
pays for the health care, the current wages are about 20% less and with the
Canadian dollar they can essentially ship-in freight prepaid at our
manufacturing costs. So we certainly now what competition is and if we are
the “Canary in the coal mine”, I would suggest to you folks here that
manufacturing is not a given.

So, we look at what is the contract between us and our employers.
Essentially we feel that to provide at least catastrophic health care is
something we must do. And in return for our risk and our possible reward
we're going to make the money, they're going to do the work. They deserve to
have the knowledge that they can have their kids and themselves covered.

Under the new increases, specifically, for some reason single moms are the
ones who get hit. And there’s a big cost to society there because the incentive
for them is to go back on welfare to get the health care. So we see people
struggling to have day to day, go to work, pay for their health care and their
not asking for much. '
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(John Bresler continues)

So, I would say to you again, to follow what Senator Fraser said, it's a good
idea. I think for many of the insurance companies, the argument that I hear,
is somewhat circular. Which is it’s a bad idea because it won’t work because
it's a bad idea. I think that if they felt their revenues would go up under this
plan, they'd think it’s a good idea.

It’s not simply the insurance companies who are at fault certainly there’s the
whole issue of health care and the delivery of health care and the cost of
health care. Let me just ask a question and I didn’t see it in the bill. And
that is, is there any sense that this is a high cost option for the State of New
Hampshire? I don’t think it is.

I think that in a “state of flux” certainly now as we know our tax structure is
in a “state of flux”. Anything that government can do to create a competitive
advantage for small business who employs more than 50%, sometimes 75% of
everyone in the country. Gives us the opportunity to higher, train and retain
good employees by providing them the basic, simply health plans at a
reasonable cost.

My final suggestion might be this and I'm not sure it makes sense to you in-
light of the bill but I will offer to you. There is no suggestion that there is
any cost to companies for being involved in the alliance. For my personal
point of view there’s a great benefit to spreading the risk of analysis the
plans. And the “apples to apples” situation is the hardest for small
companies.

It takes one fulltime person about 3 months to spreadsheet and understand

~ the differences, the little hooks, that the varies company put in or things you
didn’t know was a trap door that you only find out later because you were
focused on the cost. Your focused on trying to make a profit and you don’t
have the time to figure out this ones hospitalization is better than this ones
but over here you get a better prescription plan. There’s got be an economy of
size in this alliance. I'm paying for people to do this fulltime.

If 4 or 5 companies could get together, there’s defiantly a cost savings. And
perhaps the businesses in the alliance could bare some percentage of the cost
because they certainly get the benefit in either cost reduction and/or better
benefits for their employers. That'’s basically my position and I very much
appreciate the opportunity to share it with you.
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Senator Katherine W. Wheeler, D. 21:

Any questions for Mr. Bresler? See none. Thank you very much for coming
and testifying we appreciate your time. David Larrivee, from Tuft's Health
Plan wishing to speak in opposition to the bill.

David Larrivee ~ Director of Market Relations, Tufts Health Plan:
(See attached written testimony, Document #3).

Senator Katherine W. Wheeler, D. 21:
Any questions for Mr. Larrivee? Yes, Senator Hollingworth.

Senator Beverly A. Hollingworth, D. 23:
Yes, Mr. Larrivee do you have a copy of your speech?

David Larrivee:
Yes I do and I would be happy to leave it.

Senator Katherine W, Wheeler, D. 21:
Further questions?

Senator Beverly A. Hollingworth, D. 23:
Yes. Do you write for any States or does your company write for any States?

David Larrivee:
To my knowledge Maine is the only one where there is a current Statute
passed or actually in place.

Senator Katherine W. Wheeler, D. 21:
Senator Fraser.

Senator Leo W. Fraser, Jr., D. 4:

Mr. Larrivee first of all I totally disagree with you that this may not reduce
cost. I don’t know and I don’t think you know either whether that’s a fact or
not. That’s not a question that’s a statement, I apologize for that. I will ask
you a question. '
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(Senator Fraser continues)

I assume that if Senate Bill 162 is enacted and the Governor signs it that
Tuft's Health Plan would not be one of the participating carriers? Is thata
fair statement? '

David Larrivee: A

I think we’d need to evaluate the specifics of the Legislation that actually
gets passed. There are certain components of this that make it very difficult
I think for us to entertain participating, although we are committed to the
small group market place. The small group market place makes up more
than 80% of our total business in the State. That’s the way the State
operates, is the small employers as other people have mentioned. So we
would want to be at the table as it relates to small employers, it’s that that
it's viable to us.

Senator Leo W. Fraser, Jr.. D. 4:
Thank you.

Senator Katherine W. Wheeler, D. 21:
Further questions? Senator King.

Senator John A. King, D. 18;
You said there was 89%"?

David Larrivee:
In policies, I believe.

Senator John A. King, D. 18:

Where, what states we're they?

David Larrivee:

In this State, in the state since the small employer accomplishments there’s
been a dramatic increase in the number of policies, small group policies. I
can tell you that just from a personal experience at Tufts Health Plan. We've
seen over 5,000 new small employers with an average size of 2.
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(David Larrivee continues)

Meaning a lot of small employers, some of them I think probable were in the

individual market, have become part of the small group market because they
are licensed businesses and because the current legislation allows us to offer
a competitive package which they can compare, use brokers and agents to do
so and to increase the best value for their dollar.

Senator Katherine W. Wheeler, D, 21:
Further questions? Senator Fraser.

Senator Leo W. Fraser, Jr., D. 4:
Mr. Larrivee is it a fair statement that Tufts Health Plan vigorously opposed
711 when it was being legislated.

David Larrivee:
No, I believe actually we we're not in the State at the time. This was back in
1994; we were licensed in 1995. So we were not part of that.

Senator Leo W. Fraser, Jr.. D. 4:
Thank you.

Senator Katherine W. Wheeler, D. 21: :
Any further questions? See none. Thank you very much. Karen Hicks has
asked for a minute or two to be able to explain something.

Karen Hicks — Governor’s office:

Thank you Madame Chair, I really only want to take one minute to address
something Alex meant to speak too in his explanation but David also
reminded me we need to address this.

One of the issues the opponents of this Legislation have raised is the whole
idea of risk segmentation in the market. I want to say that, first of all that is
obviously not the intent. The Governor is a strong proponent and protector of
the small group and individual market reforms. And we really kept that in
mind when drafting this Legislation. It is meant to take the next step that
we started on when we enacted the reforms.
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(Karen Hicks continues)

The alliance would have to play by the same rules as everybody else in terms
.of community rating, guarantee issue, all of those things. Which really apply
to the insurance side of this. This enables small businesses to come together.
It will not allow the purchasing alliance to prohibit any company that wants
to from joining, so long as they adhere to the group size. So, I just want to
get that out on the table right now, it’s something people have raised over
and over again. I just think the argument doesn’t have any merit.

The second thing that [ wanted to address is one of the issues that the
Legislature thought was very important in the enactment of Senate Bill 711
in 1994 was the need to really increase the predictability of health insurance
prices for small business. I think over the, certainly the Legislation helped to
‘do that, but one of the things we've seen over the past 3 or 4 years is intense
competition in the health insurance market. Where many companies
purposely chose to under-price their product, write the product at a risk and
now I think we're seeing, in the so-called market adjustment, them exacting
their price for that under-pricing. '

One of the things the health insurance purchasing alliance would do is even-
out competition so that we don’t have this phony competition. We don’t have
significant under-pricing only to have carriers get a significant share of the
market and raise prices again. It will help keep downward, consistent
pressure on premiums so that it’'s more predicable for small businesses. They
need that level of assurance and predictability. So I just wanted to address
those two issues. Thank you.

Senator Katherine W. Wheeler, D. 21:
Any questions for Karen Hicks? Senator Squires.

(Tape Change)

Senator James W. Squires, D, 12:
I just realized, until I read this report here. That if the alliance is going to

define a set of standardized health benefit plan?

_Karen Hicks; ~
Right.
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Senator James W. Squires, D. 12:
Does that mean that the alliance will decide on a benefit plan, will decide if a

. benefit is covered or not covered?

Karen Hicks:

The alliance would come up with a standardized benefits package. The
reason for that is so that companies can actually compare “apples to apples”.
And so there won't be just one benefit offered but rather, if it’s functioning
properly, you could have a minimum of 3 carriers offering as many as 9
different products. So the goal in that is to really facilitate comparison so
that we have competition not only based on price but also based on value.

Obviously, because it's purchasers who would be driving the benefit selection
rather than those offering it, I would assume they're really going to keep an
eye on cost since they’re footing the bill. The other compelling reason I think
that’s linked to that is one of the things Rick Curtis, who's a expert nationally
on health and has put these things together. One of the issues that he spoke
to that I think is very compelling is that this will stabilize coverage for the
employees.

Since small businesses who are offered health insurance are so cost sensitive
they're in and out of the market with very short turn around because of a 10
or 15 or 20% cost increase tips it over the edge. So one of the ways this helps
to decrease the number of uninsured is allowing employers to offer a
contribution. So if the baseline price for a product is $150.00 the employer
can choose to pay only $130.00 and the employee can make up the remainder
and have greater choice. '

So if they want to choose up they can add their own dollars in and experience
the benefit of that choice. Not only will it allow families to have one health
plan where as right now both parents are employed by a small business they
can be in as many as 2 or 3 health insurance plans. It will allow the families
to stick together but also help to stabilize it. So that they’re not being driven
so much by the cost sensitivity but with they’re own resources they can help
provide some stability there on.

Senator James W. Squires, D. 12:

You think that you or the Insurance Department could obtain an example of
this?
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Karen Hicks:
Of the standardized benefit product?

Senator James W. Squires, D. 12:
Yes.

Karen Hicks:
Certainly.

Alex Feldvebel:
I think it's those booklets that are in your binder.

Senator James W. Squires, D. 12:

I guess I; just a follow-up. If there is such a concept if it’s consistent, I'm not
sure the Legislature couldn’t require the Insurance Department to develop
such a plan. And then make sure each carrier offers it among their other
offers. I don’t know why we would want to single out a new corporation to
define a benefit plan. I understand it in an Indemnity setting that’s sort of
what Medicare does. There is a set of benefits and everybody has to live by
them. But in a Managed Care setting a standardized set of benefits being
offered by every plan is something I want to see.

Karen Hicks:

Senator Squires it is my understand that right now that many employers
choose they’re own benefits plan, this in this out, based on what the needs of
they're employees are. And so what this would simply do is extend that to
the Health Purchasing Alliance about the member employers to really have a
lot of input into what those benefits packages look like. Rather than having
the plans dictate, which they do for small businesses I don’t think that small
businesses currently have the market power or clout to really alter the
benefits plans to the same extent their large employer/counterparts do. And
so I think that again this is trying to provide some equity in the market
between large and small employers.

Senator Beverly A. Hollingworth, D, 23:
(Senator Hollingworth has temporarily taken the chair)
Further questions for Karen Hicks? See none. Thank you. Bill Bartlett.
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William Bartlett Jr. - S&H Murphy:

Good Morning Madame Chairman, Members of the Committee I'm William
Bartlett from S&H Murphy we represent Harvard Pilgrim HealthCare. With
due respect to the Governor we formally appear in opposition to SB162. I
have a prepared statement by Tom Gough who is the Director of New
Hampshire Operations and Development.

(See attached written testimony, Document #4).

Senator Beverly A. Hollingworth, D. 23:
Thank you. Any questions for Mr. Bartlett? See none, thank you.

Senator Katherine W. Wheeler, D. 21:
George Bald.

George Bald — Department of Resources and Economic Devglogment:

Madame Chair, Members of the Committee, Good Morning my name is
George Bald, Commissioner of the Department of Resources and Economic
Development.

{See attached written testimony, Document #5).
Senator Katherine W. Wheeler, D. 21:

Any questions for Commissioner Bald? See none, thank you very much for
coming. Harold Sullivan.

Harold Sullivan - NHALU:

Thank you Madame Chairperson, my name is Harold Sullivan I'm the
Legislative Chairperson for the New Hampshire Association of Life
Underwriters. We're approximately about a 600-member organization of
agents and brokers producing life and health insurance in the State of New
Hampshire.

In contrary to what the gentlemen said before many of our members are self
employed individuals who do provide for their own employees. It effects us in
2 ways when this type of legislation comes in. As the Govern said this is
Legislation that is very similar to SB494 which was proposed last year.

Many of you know we opposed that bill and most of our concerns continue
with this bill.
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(Harold Sullivan continues)

The only significant improvement we see is that now this would be
supervised by the Insurance Department rather than the Department of
Health and Human Services, which is an improvement in the Legislation.
However the rest of the concerns remain unchanged.

Qur associates with the health underwriters will give a more specific
testimony of our concerns so I won't duplicate their testimony. But I would
just say that not much has changed since last June. I don’t think the State of
New Hampshire has grown any larger, not that large of an increase in
population.

It's been shown in other States that these Purchasing Alliance work best in
large States with significant pools to bring together so there is some economy
of scale. I think you would need to involve the entire small market. Pulling
the whole small group market into the alliance if you're going to work this
alliance efficiently. As Senator Fraser said you haven’t proved there’s any
increase in cost but we haven’t proved there’s any decrease in cost either. So
our concern from last year remains unchanged. Thank you Madame Chair.

Senator Katherine W. Wheeler, D, 21:
Thank you. Any questions for Mr. Sullivan? See none thank you for coming.
Jonathan Stuart. '

Jonathan Stuart - North Country Health Consortium:

Good Morning, Madame Chair, Members of the Committee. I'm Jonathan
Stuart I represent the North Country Health Consortium, which is a
collaborate of 10 Health and Human Service Organizations providing health
care services north of the Notches. I'm here today to speak in support of
Senate Bill of 162. [ have handed out a prepared statement and summary,
which I will go through for you.

(See attached written testimony, Document #6)
Senator Katherine W. Wheeler, D. 21:

Thank you very much. Any questions for Mr. Stewart? See none thank you
for coming to testify. Lori Real. :
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Lori Real — Director of Planning and Research, DHHS:

(See attached written testimony, Document #7).

Senator Katherine W. Wheeler, D, 21:
Thank you very much. Any questions for Ms. Real? Senator Squires.

Senator James W. Squires, D. 12:

Lori, your statement about choices certainly has to be true but I keep coming
back to the cost question. And if you were to ask the question in a particular
manner, does an employee want more choice and willing to pay for it them
selves you might get a different answer.

My question is health care cost fundamentally; I relay it to the benefit
structure, despite all of that about administration the fact remains that the
driver in health care cost is the benefits. '

So my question is why do we need an alliance to define a set of benefits? Why
would it not be just as possible to say the Insurance Department who know
more about benefits then seems to me a newly created alliance you will
design a baseline set of benefits and compel every carrier in New Hampshire
to offer it. Then you know whose claims are whose. What is the advantage of
doing it this way?

Lori Real:

I think that the Department of Insurance is very capable of doing that but
the New Hampshire way is less Government proposing and complying and
mandating then it is involvement from the community and the employers.
And that they employers participate in that development where they'll feel
that they better understand what their employees needs are. Then they will
be more likely to enter into a purchasing alliance than if it was mandated, [
think it’s that philosophical involvement.

Senator James W, Squires, D. 12:
That elusive New Hampshire way, thank you.

Senator Katherine W. Wheeler, D. 21:
Yes Senator Fraser.
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Senator Leo W. Fraser, Jr., D. 4:

Lori would you agree with me that in all likely hood that using the same
standardized product that in all likely hood an employer, a small employer
with 50 employees goes to market, he in all would probable get a higher price
for his product than if there's 5,000 members to insure? Is that a fair
statement?

Lori Real:

People from the Insurance, I think, industry could speak better to that than I
but my past experience on the insurance side of the market is that it does
cost more administratively for small groups individually than it does for large

groups.

Senator Katherine W. Wheeler, D. 21:

Any further questions? See none thank you very much. I have a card for
people who do not wish to testify. Paula Rogers has signed up in opposition
and has submitted written material. (Each Senator received their own
letter). Katharine Eneguess has signed up in support, representing BIA not
wishing to testify. Senator McCarley signed up supporting the bill not and
not wishing to testify. Tom Harte wishing to testify in opposition.

Tom Harte - NHAHU:

Good Morning Madame Chairwomen, Committee Members my name is Tom
Harte and I with Landmark Benefits Group in Salem New Hampshire. I
have submitted written testimony, which I hope you have time to review.
(See attached written testimony, Document #8).

But instead of me reading from my testimony I will talk to you about a few
points I've heard today that I wanted to provide verification for. The
organization I represent today is New Hampshire Association of Independent
Insurance Agents and also The New Hampshire Association of Health
Underwriters.

The first thing I want to talk about is who is the broker? I've heard some
people come up today and talk about different roles that the alliance would
perform, different roles the Department of Insurance would perform. But I
run a very small practice in Salem. We have one employee who represents
maybe 20 small employers in the State of New Hampshire and thousands of
our insured population.
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(Tom Harte continues)

My job everyday is to go through those spreadsheets from that gentleman
who comes from Suncook. My employer clients don’t need someone working
fulltime for 3 months to shop all the different benefit in the State of New
Hampshire and all the plans that are within those companies.

My job is to do the people who work for me, that is our job to do that and in
addition to the shopping that we do, as that gentleman referred to it, we take
care of consumer complaints, everyday. That instead of going through the
Department of Insurance, consumers advocate, we take care of that for them.
Not only can we perform those tasks we take care of full Cobra compliance;
we take care of take-over benefits. We insure that the provisions of the
Federal Government are protected. We make sure that if the employer has
questions regarding provisions we take care of them right there.

So instead of passing that over to the Health Insurance Purchasing
Cooperative we would take of ourselves and for what a very, very, low fee.
We are aloud to charge fees in our practice, but we do not charge fees, we
solely take commaissions from Health Insurance Companies. We take care of
benefit education, marketing, we do the physician matching. :

Before we even go into an employer, especially a small employee less than 10
employees, we go to the employees and ask them who your PCP? If you had a
choice of a hospital to go to what hospital would that be? One of the best
things that has happened over the past couple of years, since Tufts Health
plan and Harvard and Blue Cross has improved their benefits in Mass,
Mathew Thornton and other plans, we have access to Boston facilities.

We have excellent hospitals in the State of New Hampshire who have had
person problems in members, where as there is a lack of coverage amongst
the hospitals. So our insured population if they feel better about it have full
access to Boston Hospitals where as prior to 1995 with the health plans that
were 1n the State at that time, to be very difficult to do so.

Now I will talk about consumer choice. Last year in August, Legislation was
passed that prevented any employer who had 3 employees to offer more than
one health plan. There’s a 37-%% requirement for employee participation
and in the event a 3-person employee wanted to over 2 medical plans they
can not do it. It’s impossible to do it, you have 2 employees choice 1 health
plan the other employee choices the other health plan, because their
physician is in there, they can’t do it, 33%.
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(Tom Harte continues)

So, that’s been a huge challenge for us in the past year. And in certain
situations you have a 10 person employer and only 1 or 2 people want to have
a Blue Cross policy and everyone else wants to have a Harvard plan, you can
not do it, it’s impossible. So, the Legislation historically has shown that
employee choice is not a big a concern to Legislators as are other concerns.

But it’s a concern for us, the Health Underwriters, the Life Underwriters, the
Insurance Agents and our consumers, want to have that choice. Do we need
to go to a Health Insurance Purchasing Cooperative to do so? I don’t think
so. I think that the repeal of the 37 %% requirement is a huge step in the
right direction to provide employee choice and consumer choice.

Even the State of New Hampshire, the State of New Hampshire in a recent
decision to have their own medical plan the took one medical plan. They
didn’t have to choose they could have chose 2 or 3 or 4 medical plan that are
insured in the State. They chose one; there is a reason for that, I can’t tell
you what the reason was.

But 1t kind of disturbs me that the State of New Hampshire in a purchasing
made one health care decision for all their employees as opposed to just one.

I know that members of the Department of Insurance don’t appreciate that as
well, they'd like to have some options.

The comparison between other States, Colorado, California and Connecticut
and looking at the State of New Hampshire, New Hampshire is one of the
healthiest States in the country. They also have the best medical insurance
plans available to employers and consumers. If you look at, use Newsworld
report back in October or Newsweek, I presented you with those articles; we
have the absolute best health insurance plans. We have the best access to
physicians, the healthiest State. So we can not compare the demographics or
the characteristics of the State of New Hampshire to those 3 other States.

And if it works in those States does that necessarily mean that it’s going to
work in our State? I don’t think so. It may, I don’t know, it could. But that’s
the big question everybody is saying today, it might work but we're not sure.
Nobody can give us any guarantees. One of the real interesting concepts I'm
thinking about as I'm sitting back here is that the Department of Insurance
and the Governor’s office, I thank them very much for making a stand to
include brokers and agents in this bill, because last year it was questionable,
are brokers going to be considered in this blll" It changed earlier this year to
include brokers and agents.
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(Tom Harte continues)

And I'm still sitting here today, even though that I know that I can be paid
and compensated for it and health plans know that they can possible increase
their market penetration, but we are still opposing it. Not because I don’t
think that I'm going to get paid and that I'm going to be compensated fairly
or that the health plan is going to increase their market share but rather
because we think that it’s not going to work.

That the Alliance is not a necessary component of the health care
marketplace in the State of New Hampshire today. IfI could make my life
easler, I have 3 little kids; I want to be home with those kids as often as I
possible can. If it makes my life easier it can make the lives better for my
consumers and my clients I would love to do it.

But I don’t think that the lack of employee choice as it stands today, there is
a reason for the 30% rate increase that we've seen. I don’t like to see it, I
don’t like going to my employers and saying, “here you go, here’s a 35% rate
increase”. Those are other problems, those are other health problems that we
have across the State, with the hospital competition and prescription cost
increase of 16% over the past year. I think the individual health care is a
larger concern than trying to focus on a Health Insurance Purchasing
Cooperative.

The North Country, another gentleman brought that up, I think that’s a
problem. But Tufts, Harvard Pilgrim....(Tape Change)...end of testimony.

Senator Katherine W. Wheeler, D. 21:
Thank you, any questions? Senator Hollingworth

Senator Beverly A. Hollingworth, D. 23:

You said you could charge fees for your services but you don’t you take the
cost from........., I didn’t hear what you said. How do you...?

Tom Harte:
I solely get compensated from the health plans.

Senator Beverly A. Hollingworth, D. 23:
So the health care plans they increase their cost so that they can provide to
re-coop they salary.......
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Tom Harte:

That’s not necessarily true. Health care plans today when they file their
rates with the Department of Insurance include a component of compensation
for brokers and agents.

{

Senator Beverly A. Hollingworth, D. 23:

But that does in fact, the cost, include the cost delivering health care?

Tom Harte:
It does, but under the HCPC plan the same rules also apply.

Senator Beverly A. Hollingworth. D. 23:
Thank you.

- Senator Katherine W. Wheeler, D. 21;
Any further questions? Senator Squires.

Senator James W. Squires, D. 12:
The testimony before, the individual who I think ran a manufacturing firm,

alluded to the necessity to clean the house as it were to exam all these plans.
But what prevents him from hiring you, or somebody to do that for him?

Tom Harte:

Excellent question. As I said before I have a very small practice and our
clients really appreciate the work we do for them. Most of our clients don’t go
out to bill to all other health insurance brokers through the course of the year
because we do a really good job for our clients. I think for that gentleman, if [
could had him a business card and say my name is Tom Harte from
Landmark Benefits I can save you time, we can do that job for him he just
needs to find the right person to do that.

Senator Katherine W. Wheeler, D. 21:
Further questions? Senator King.
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Senator John A. King, D. 18:
If it's not mandatory you don’t even have to participate, why all the concern?

Tom Harte:

Why am I alarmed? Well I first say the bill last year, when it was in the
House of Representative, I thought that it was an interesting concept. I also
thought it was interesting because it would offer for multiple HCPC's. So
that my company could actually start there own HCPC’s and go to Tufts
Health and Harvard and Blue Cross.

But then I looked into it further and I said “well right now we are in
guarantee issue State” and we’re community rated across the board. In the
event that we were to pull from the million dollar pool of individuals, let’s
just say 30,000 people, how would that adversely effect the rates in a
community rated pool?

Insurance works on being able to determine the risk. The greater the pool
the better the insurance companies get to determine that risk. You pull those
30,000 people out then that would adversely effect their ability to calculate
the risk across the board.

So that was my first concern, the other concerns that I have are related to “is
it really cost effective for the State of New Hampshire to” and I am not an
expert in policy I'm only an expert in consumers, I deal with them every
single day. Is it cost effect for them to setup a new system a Health
Insurance Purchasing Cooperative, duplicating what I do everyday and
duplicating what the health care plans do everyday? Does that answer your
question?

Senator John A. King, D. 18:
I gather from your testimony you look at the whole picture?

Tom Harte:
Yes.

Senator John A. King, D. 18:

Is it a better thing for the people; the small companies of New Hampshire or
1sn’t a better thing? Everybody, companies can join this, insurance
compantes can join this. They all take that risk one way or another.
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Tom Harte:

I don'’t think that the State of New Hampshire needs to set up the lengths
that they are looking at for a Cooperative to be able to do that. I think that a
simple solution such as a bill dealing with the 37 %% requirement, to go back
to allowing me to offer choice to my employees.

Senator Katherine W. Wheeler, D. 21:
Questions? Senator Fraser.

Senator L.eo W. Fraser, Jr., D. 4:

I ask this question of the last speaker, would you agree with me, in your
capacity as a consultant, that in all likely hood that if you had employer with,
who wanted 50 life’s insured versus an employer that wanted 5,000 life’s
insured that in all likely hood you'd be able to better price per life for that
5,000 block of business versus the 50 live block of business? Is that a fair
statement?

Tom Harte:

I don’t claim to be an expert in actuarial sciences but what I do know is that
we have a lot of employer clients in New Hampshire and through out New
England and New York, that are larger clients that may at times, and I don’t
the percentage but it’s pretty well balanced, at a higher price per capita then
our smaller employer clients. All of my smaller employers might be a
younger group with an average age of 30-35 years of age. Where as an _
established employer, a larger employer, have an older practice. So, by

- having a 5,000-group pool doesn’t necessarily help my small company.

Senator Leo W. Fraser, Jr., D. 4:

I guess maybe it’s not a fair question. But if you had the same, you could
offer the same product, it seems to me in my experience would you believe,
that someone goes to market with an offer to insurance 5,000 life’s in all
likely hood there going to get a better price than someone goes to market -
trying to insure 50 life’s, using the same product.

Tom Harte;
Exactly. If your questions is if I had a group of 5,000 with similar
demographics as the 50-person group, then to answer that question, yes.
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Senator Leo W. Fraser, Jr., D. 4:
Thank you very much.

Senator Katherine W. Wheeler, D. 21:

Any further questions? Seeing none, thank you very much. Qur last two
speakers would be Suzanne Amidon first, then Yvonne Nanasi. After that
the Committee is going to carry out its hearings in Rep’s Hall for the next
bill. So there will be a change of venue after these two people testify. [ am
going to ask Senator Hollingworth to deal with this and I am going to go work
on my eye.

Suzanne Amidon - General Counsel - NH Hospital Association:

Good Morning, Madam Chairman, my name is Suzanne Amidon, General
Counsel for the New Hampshire Hospital Association.
(See attached written testimony, Document #9).

Senator Beverly A. Hollingworth, D. 23:

Questions from the Committee? See none, thank you very much. Yvonne
Nanasi.

Yvonne Nanasi- Director of Government Relations— BCBSNH:
Thank you very much Madame Chair, Members of the Committee I will be
very brief, as I understand you have chiropractor next.

(See attached written testimony, Document #10).

Senator Beverly A. Hollingworth, D. 23:

Thank you very much. That ends those who have submitted a card wishing
to speak. We do have a card from Judith Ryan in support of the bill but not
wishing to speak. Thank you all for coming, I will close the hearing on
SB162.

Hearing closed on SB162 at 10:30am.

Respectively submitted,
Linda Brosseau, secretary



SB 162

This bill establishes standards for a voluntary health insurance
purchasing alliance. The alliance would be run by a nonprofit
corporation and would be available to small employers statewide. The
operation of the alliance would be overseen by the Insﬁrance

Department.

Small employers need help providing health insurance coverage
for their employees. On an individual basis, small employers simply
do not have the resources to effectively shop around and negotiate and
contract with health carriers. By consolidating purchasing
responsibilities and resources, small employers will gain much-needed
bargaining clout and purchasing savvy. They will also be able to give
their employees something they do not now have but greatly
desire-namely, choice of health plans. An added benefit is that certain
administrative costs, such as costs associated with contracting,
enrollment, and premium collection and payment, will be reduced

through economies of scale.

Over the summer, I participated in the SB 494 study committee
on purchasing alliances. We heard from experts on the subject and
collected a great deal of information on the operation of purchasing
alliances in other states. What I have concluded is that, if properly
structured, a health insurance purchasing alliance can provide

significant benefits to small employers and their employees with no
| significant downside.
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The health carriers have mostly opposed and lobbied against this
idea, and there is something very interesting about that. What is
interesting is that, for at least the l%st five years, the health carriers have
‘been trying desperstely to grow or,lconsolidate_. The reason they have
given for wanting so very much to do this is the importance of market
strength and economies of scale. And, indeed, there has been a great
deal of market consolidation on the supply side of the health insurance

market.

Unfortunately for the purchaser, there has been very little
consolidation on the demand side. Today, with this bill, I put forward
the old notion that what’s good for the goose is good for the gander.
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SB162:

An act establishing the voluntary small
employer purchasing alliance
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‘What is a Health Insurance Purchasing Alliance (HIPA)?

A HIPA is a private organization through which businesses join forces to purchase health
insurance for their workers. The primary goal of a HIPA is to obtain better value in purchasing
health insurance by consolidating purchasing responsibilities and resources, thereby:

» increasing bargaining clout and purchasing expertise

¢ reducing the administrative cost of health plan contracting, enrollment, premium
collection and payment for multiple employers, and

e giving consumers a meaningful choice of competing health plans.
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New Hampshire Insurance Department Oversight

Employer 1 Heélthp]an 1
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Insurance
Purchasing |
2 .
Employer 2 Alliance Healthplan 2
' Subcontractors *
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What a HIPA does | What a HIPA doesn't do

v" Negotiating and contracting x Bearrisk _

v Marketing ' x Directly pay individual health care providers
v "Enrollment x Market for just one carrier

v" Premium collection and distribation X Provide health care services

v" Consumer information x Function as a health plan (HMO, PPO, etc)
v' Data analysis and evaluation

v" Plan performance measurement -

v Quality improvement
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A HIPA can help us achieve the folloWing
important health goals:

Reduce costs for health insurance by:

e aggregating purchasing power to negotiate with health plans
e reducing administration costs

Enhance employee choice of plans by:

e encouraging participation of multiple health plans
» allowing employees to choose among health plans available through the HIPA

Foster competition based on value by:

. ® ensuring consumers receive clear information about plans including plan quality
* requiring plans to offer standardized benefit packages for "apples to apples"
comparisons i
* reducing the opportunity for health plans to engage in risk selection and cost-shifting
from other purchasers '
o reducing the incentive for health plans to risk select by risk adjusting rates

Enhance guality by:

» providing consumers with information to compare plans for best value
» negotiating with plans to set specific quality improvement goals

Reduce the overall level of uninsurance by:

* making insurance more affordable
e discouraging risk selection -



Why organize a HIPA for small employers?

Small employers have the most difficulty covering their employees.
An alliance will facilitate:the purchase of health insurance for small
employers. '

e Of the 54 million Americans between the ages of 18 and 65 who are employed in businesses
with 100 or fewer workers, only 40% obtain health insurance from their employer compared
with 83% of employees in firms employing 1,000 or more workers.

A HIPA will increase choice of plans available to its members

* Workers in small firms tend to have little choice of plans. :
* In 1996, 80% of the small firms that offered coverage offered only one plan.
* Only 6% offered choice from 3 or more plans.

A HIPA can increase the efficiency of the health delivery system

» . The cost of health insurance as measured by the difference between premiums and benefits
paid (the "loading charge") is greater for small firms than for large firms. This is due to the
fact that administrative costs involved in insuring a small employer can be high.
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SB 162: Questions and Answers

Why is a small employer purchasing alliance needed?

Small employers have an especially hard time providing insurance
coverage for their employees. They are much less likely than large
employers to provide any coverage at all to their employees or to
provide employee choice of plans. In addition, employee’s out-of-
pocket costs tend to be higher for small employers. This bill would

_provide a mechanism for small employers to band together, thereby

giving them the same purchasing advantages (e.g., economies of scale
increased purchasing power) that large employers now enjoy.

Also, the health plans themselves are busily banding together for
improved market position. This in itself increases the need for small
employers to improve their own market position.

Why do we need this kind of alliance? Why aren’t the existing trade
associations and trusts enough?

The existing group purchasing mechanisms are not available to most
small employers.

The many of the existing group purchasing mechanisms are not large
enough to get the kind of bargaining clout we are looking for and at the
same time to offer choice of plans.

How is it.going to help us to create another government bureaucracy?

This is not a government bureaucracy. This bill simply sets
groundrules whereby a private nonprofit corporation will administer
the purchasing alliance. The oversight function is performed by the
Insurance Department.

Isn’t the small group market functioning well i‘ight now in the sense
that there has been a lot of competition? If it ain’t broke, why should
we fix it?
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In the last few years, there has indeed been a fair amount of price

‘competition in the small group market. This is because the name of the
- game has been market share. Health plans have opted for reduced

margins and even significant losses in exchange for a chance at
improved market share. But this is changing and plans are beginning
to implement large price increases as they seek to recover from the
rigors of vying for market share. At the same time, the market
continues to consolidate on the supply side with only three plans
having the lion’s share of the market. '

Even with the increased price competition in this market in the past
few years, things have still been far from adequate for the small
employer. Many small employers cannot offer coverage or choice of
plans to their employees. This puts them at a competitive disadvantage
relative to employers in other states and in the world economy. The
New Hampshire small employer could truly benefit from the
economies of scale and increased bargaining clout that a purchasmg
alliance would offer.

Isn’t it true that small employers already have choice of plans and that
an alliance would not improve this?

Certainly small employers have a choice in the current market. They
can choose to contract with any of a number of health plans. But that
is not the choice that we are talking about. We are talking about the
ability of small employers to offer choice of coverage to their
employees. Because of the.administrative difficulty of contracting
with health plans and because of health plan conditions about .
participation rates, most small employers who do offer coverage offer
only one plan. So the only choice that is given to the employee is of
the “Take it or leave it” variety. We will not have true competition in
the small group market until we have consumer and not just purchaser
choice of plans.
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Teshmon for SB 162 — an act to establish the volunta snﬁall emplover
health insurance purchasing alliance

Good morning Madame Chairwoman and members of the Committee, my name is David
Larrivee and I am the Director of Market Relations for Tufts Health Plan. On behalf of
Tufts Health Plan I thank you and your committee for the opportunity to testify on Senate
Bill 162.

Tufts Health Plan is oppased to SB 162 because it is duplicative and unnecessary and
potentially threatening to the healthy, competitive small group market presently existing in
New Hampshire. Therefore, we do not see the need for yet another layer of bureaucracy.

In 1994, the New Hampshire Legislature passed small group market reform and since that
time, a competitive environment has formed among the small group carriers. Small group
carriers have seen a steady growth in the market, the number of small group policies has
increased by 89%, the number of covered lives has increased by 31%, the average group
size has declined, and the number of carriers writing in the small group market has grown.1
- Given the growing small group market in New Hampsiure Tufts Health Plan opposes to
SB 162 for a number of reasons.

First, the introduction of a Purchasing Alliance will not reduce costs. Fees assessed in
connection with the operation of the Alliance will negate any cost savings to the small
group employer and/or the consumer.. For example, the proposed model calis for all
member employers to pay the costs incurred or anticipated by the Alliance in connection
with the operation of the Alliance.

Health plans would also incur costs should the Alliance develop uniform standards for
data to be collected and provided to it and its members. New Hampshire HMOs already
answer to a broad range of organizations that measure health care quality. These
organizations include federal and state government agencies and independent not-for-
profit review groups. One of these review groups, the National Committee for Quality
Assurance (NCQA) serves as the national accrediting body for HMOs. The standards set
by NCQA are purposely set high to encourage health plans to continuously enhance their
quality of care.

In order to assure high quality patient care, Tufts Heaith Plan already maintains internal

- quality assurance and utilization management systems. These systems afford our members
a level of accountability and protection. Tufts Health Plan’s quality assurance programs
also allow us to evaluate health outcomes and collect data in order to identify areas of
strength and target resources to those areas that need improvement.

! Senate Bill 711 final report, An Investigation Into the Effects of the New Hampshire Health Insurance
Reform Law, RSA 420-G, pp. 47-48 (1977).



* Health plans also collect and report HEDIS data (Health Employer Data and Information
Set). HEDIS data is a core set of performance measures used to assist employers and _
other health purchasers in understanding the value of health care purchases and evaluating
health plan performance. HEDIS measures are constantly being refined and updated to
meet the changing needs of employers and other purchasers.

" SB 162 also calls for any marketing, advertisement, or education matenals for heaith
coverage sold through the Alliance to be approved by the Alliance prior to its use. At the
moment, health plans have marketing materials that are approved both by their legal
counsels as well as the Department of Insurance. Alliance approval of these marketing
materials just adds another layer of administration, not to mention more costs for the
health plans participating in the Alliance who would be required to pay funds into
marketing pools. .

If a Purchasing Alliance were to develop, two risk pools would be created in the current
small group market. From here, there is potential for negative impacts on the existing and
successful risk pool established by the small group law. For example, the small employers
who did not belong to this Alliance could end up paying a higher cost for

health care because of the risk selection imbalance. Furthermore, by requmng a standard
product, there will be no incentive on the part of health plans to be creative in what they
can or cannot offer to a small employer. From the employee’s perspective, what is the
incentive to chose one plan over the other? How does this foster a competitive
environment in the marketplace? How will the Alliance explain the differences between
the health plans?

Tufts Health Plan also believes that SB 162 would be harmful to those individuals who are
already struggling to afford health insurance for themselves and their families. If the
purpose of the proposed legislation is to lower costs, thereby increasing access for some
portion of the presently uninsured segment of the population (the working poor), the
proposed legislation is the wrong method. For example, other states which have enacted
purchasing alliance legislation in the early 1990°s faced enormous problems of adverse
selection. The standardized products offered through the health insurance purchasing
cooperatives were more expensive than the more innovative and streamlined products that
could be offered outside of the cooperatives. Employers with health employee
populations forced to the non-cooperative products, leaving those with disabilities and
chronic illnesses to flood the cooperatives pool.

Furthermore, the current Alliance also allows any late enroliees to enroll in any health
benefit plan that is available through the Alliance. This would mean an employee can
choose not to enroll during standard open enrollment, find out they have a condition or
+ illness that requires medical treatment later in the year and enroll to have the claims paid.

Finally, vmhout knowing what level of enrollment is anticipated, it is difficult to predict
" the viability of the Alliance. Experience in other states demonstrates that states such as
New Hampshire, with small populations, are inappropriate forums for the purchasing



alliance model. For example, Maine passed a purchasing alliance statute in 1996 and no
voluntary pools have been created since the passage of these laws.

For these reasons, Tufts Health Plan opposes SB 162. I thank you and your Committee for
this opportunity to address this very important issue this morning. I would be happy to
answer any questions the Commlttee may have at this time.
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April 12,.1999

The Honorable Katherine Wheeler
Chair, Senafe Committee on Insurance
Legistative Office Building

Room 102

Concord, NIT 03301

RE:  Senate Bill 162
Dear Senator Wheeler:

I am writing to express Harvard Pilgrim 1lealth Care of New England’s opposition to Senate Bill 162 — An Acl
.. .Distablishing the Voluntary Small Employer Health Purchasing Alliance,

Purchasing alliances, often referred to as Health Insurance Purchasing Cooperatives (HEPCs), have been tried in
otlicr slates. Experience shows that, in alf but the largest states, carricrs offering coverage through the alliances lose
moncy and cannot miaintain thomselves in the marketplace. In the smaller staics, coverage offered through the
HiPCs has typically been morc cxpensive than other coverage available in the marketplace. Harvard Pilgrim
belicves that the rosult-in New Hampshirc would be the same, particularly given the number of requirements which
would be applicable to carriers offering coverage through the HIPC,

In addition to opposing purchasing alliances in general, Harvard Pilgrim has scrious concerns about many of the
specific components of the proposed alliance. These concerns include: ’

* The eligivility requirements for coverage offered through the HIPC would be different than those applicable to
the small group market, resulting in adverse selection against the HIPC products.

* The alliance could limit participation in the alliance to three (and possibly fewer) carriers, resulting in less
choice for consumers. '

*  The lack of detail regarding the proposed risk adjustment mechanism.

The small group health insurance market in New Hampshire is functioning well. Many carriors are offering a

. variety of health plans to small businesses at competitive rates. In large par, this is the cosult of previous reforms
enacied by the Legisiature. Harvard Pilgrim does not believe that further legislative intervention in this market is
warranted at this time, ;

For all of the above reasons, Harvard Pilgrim urges you to oppose Senate Bill 162. Thank you for your
"consideration.

Sincerely,

Thomas Gough
Direction, New Hampshire Operations and Development



STATE OF NEW HAMPSHIRE
- DEPARTMENT of RESOURCES and ECONOMIC DEVELOPMENT
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: _ 603-271-2411
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CQI__nmlssioner . e—mail g bald@dred state.nh.us
April 12, 1999

Members of the Insurance Committee

1 am in support of SB 162 establishing a voluntary small employer health insurance
purchasing alliance. Small businesses truly need this legislation. They typically have
the most difficulty in obtaining health coverage for their employees. It would alsodake it
more affordable for small businesses.

We deal with many small businesses on a daily basis, and the current number one
problem is attracting and hiring qualified employees. Having the opportunity to provide
health insurance will allow them to compete for experienced employees.

This is a reasonable proposal to assist small business owners to be more competitive and
have the opportunity to grow and create new employment. I urge the committee to
support the bill. :

Sincerel

George M. Bald
Commissioner
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SENATE BILL 162: Health Insurance Purchasing Alliance
Summary of Testimony to Senate Insurance Committee

1.

We have a potentially serious situation developing in the health insurance market for
Northern New Hampshire. '

Many employers have been faced with severe health insurance premium rate increases
in recent months. This situation has created a scramble to find new, affordable sources
of coverage within a market that already has very limited choice.

The proposed small business purchasing alliance offers an importaht vehicle for
addressing this problem, particularly for Northern New Hampshire.

Northern New Hampshire communities are characterized by inter-related
circumstances of lower median household income, greater self- and small-business
employment, and higher rates of uninsurance or under-insurance relative to the rest of
New Hampshire.

High rates of uninsurance and underinsurance are undoubtedly correlated with the
higher rates of small business and self-employment. Among smail employers (under 50
employees), 51 to 58 percent of businesses offer health insurance to their workers in
contrast to large employers, of which 91 to 96 percent are estimated to offer insurance.

The difficulties faced by small employers in purchasing insurance are also factors that
inhibit small purchasers' ability to use their purchasing dollars to improve quality or to
participate meaningfully in the marketplace.

A group purchasing alliance could yield significant community benefit by:

A) facilitating broader and more informed consumer choice;

B) expanding access by making available more affordable health insurance
options; and

<) encouraging greater community involvement in health care issues by

disseminating information on quality, cost, and outcomes to support value-based
decision-making.

Such a plan could have widespread impact in Northern New Hampshire where small
businesses are - prevalent, plan choice is currently limited, and rates of uninsurance and
underinsurance are high.
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TESTIMONY TO SENATE INSURANCE COMMITTEE

Good Morming. My name is Jonathan Stewart. Iam the General Manager of the
North Country Health Consortium - an organization formed by ten health and human service
organizations serving Northern New Hampshire. The organizational members, which are

- listed on this handout, include four community hospital systems, two home care organizatio

two community health centers, a mental health and developmental service agency, and a
community action program. I am here today because I believe we have a potentially serious
situation developing in the health insurance market for Northern New Hampshire. Iam also
here because I believe the proposed small busmess purchasing alliance offers an 1mportant
vehicle for addressing this problem.

As you are aware, many employers have been faced with severe hcalth insurance
premlum rate increases in recent months. Among our own consortium members, premium
hikes are ranging from 30% to 49% for their employee health benefits. As heaith providers,
we also encounter many examples of employers and employees facing similar difficulties fo
maintaining adequate health coverage. This situation has created a scrambile to find new,
affordable sources of coverage within a market that already has very limited choice. The
affect of the rate adjustment and limited choice in the health insurance market is a particula:
hardship for the many individuals and families employed in small businesses or who are self
employed. :

Northern ampshire Concern

Northern New Hampshire communities are characterized by inter-related:

- circumstances of lower median household income, greater self- and small-business

employment, and higher rates of uninsurance or under-msurance relative to the rest of New.
Hampshire. :

] Residents of Northern New Hampshire towns are nearly 4 times more likely than
residents of other New Hampshire towns to live in a federally-designated
underserved area due to limited access to care and poor economic conditions.

®  Compared to the rest of New Hampshire, the northern region exhibits significantly
higher incidence rates (i.e. >10% higher) for important preventable indicators such a
mortality due to external causes (e.g. motor vehicle accidents, other accidents,
suicide), maternal smoking, cancer of the lung, breast and colon, chronic obstructive
pulmonary disease, and ambulatory care sensitive hospital admissions
(NewHampshire Primary Care Access Plan data; 1997).



The risk of being uninsured for an individual in Northem New Hampshire is 20% higher than for an
individual in the rest of New Hampshire (Behavioral Risk Factor Survey data; 1991-1995). People
who are employed, particularly self-employed individuals or workers in low-wage industries, and their
dependents may represent as much as 70% of the uninsured population.

In 1997, 51% of employed individuals in Northern New Hampshire were employed in firms with fewer

than 50 employees compared to 41% of employed individuals statewide. (New Hampshire Employment
Security data; 1997)

The Small Business Challenge

The high rates of uninsurance and underinsurance are undoubtedly correlated with the higher rates of small

business and self-employment.

Across the nation, 62.5% of metropolitan county residents are insured through employment-related
sources compared with 53.7% of non-metropolitan.county residents (Medical Expenditure Pane!
Survey; Agency for Health Care Policy & Research; 1997).

The likelihood that health coverage is purchased by a group purchaser is directly related to the size of the
group to be insured. In surveys of small employers (fewer than 50 workers), 51 to 58 percent of
businesses offer health insurance to their workers in contrast to large employers, of which 91 to 96 percent
were estimated to offer insurance (Cantor, Joel C.; Stephen H. Long, and M. Susan Marquis, "Private |

" Employment-Based Insurance in Ten States," Health Affairs 14(2):199-211; 1995).

Among those employers that offer health insurance, most small purchasers choose to offer only one plan to
minimize administrative costs and to maximize group size and purchasing power. The extent of employee
choice often depends upon employer size; 32 percent of employers nationwide are estimated to offer only
one health plan to their employees, but this varies from about 89 percent of very small firms (1 to 24
employees) to about 9 percent of very large firms (5,000 or more employees) (President’s Advisory
Commission on Consumer Protection and Quality in the Health Care Industry; 1997).

The difficulties faced by small employers in purchasing insurance are also factors that inhibit small

purchasers' ability to use their purchasing dollars to improve quality or to participate meaningfully in the
marketplace. Employers and employees in small firms often lack both the purchasing power and administrative
capacity to obtain comparative information about health care quality or to apply available quahty information in a
meaningful way.

I might also say that this limited administrative capacity may be reflected in limited capacity to organize

around legislation. One of the criticisms of the group purchasing alliance legislation I have been hearing is that
there has not been widespread organization of small business to support it. I can tell you that every small business
owner or representative of the small business community to whom I have talked about a group purchasing alliance
has endorsed the concept. Perhaps the limited organized support of this legislation is indicative of the larger ‘
problem of limited time and capacity of small business owners to address health insurance issues; a situation that a
group purchasing alliance would go a long way toward addressing.



Tlie Health Purchasing Alliance Response ,

Considerable evidence now exists from a number of other States that health purchasing
alliances can help to alleviate the problems of purchasing power and administrative capacity.
The basic premise of a group purchasing cooperative is that by joining together, small groups can
reduce their administrative costs, provide their employees with more choice, and have the ability
to undertake value-based purchasing activities that are more readily available to larger group
-purchasers. At a minimum, such cooperatives can be the vehicle for effective consumer
education on health care cost, quality and outcome issues thereby facilitating more informed
participation in the healthcare marketplace. In many cases, such cooperatives have significant
impact on the range of choice and affordability of insurance plans for health care consumers.

Such a plan could have widespread impact in Northern New Hampshire where small
businesses are prevalent, plan choice is currently limited, and rates of uninsurance and
underinsurance are high. It is our belief that the proposed purchasing alliance could yield
significant community benefit by: ' :

1) facilitating broader and more informed consumer choice;

2) expanding access by making available more affordable health insurance options; and

3) encouraging greater community involvement in health care issues by disseminating
information on quality, cost, and outcomes to support value-based decision-making.

Considering the potential effect of the current insurance market environment on a
historically fragile base of employer-sponsored insurance coverage, NCHC members believe that -
now 1s the time for action to avert a worsening health insurance situation in Northern New

Hampshire.
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Lor Real, Director of Planning and Research
Department of Health and Human Services
Testimony on Senate Bill 162
Before the Senate Insurance Committee
April 12, 1999

Good morning, Madame Chairman and Members of the Committee. For the record, my
name is Lori Real. 1 am director of the Office of Planning and Research, with the

Department of Health and Human Services.

I am here today to express the Depa.rtment’s_support for Senate Bill 162, which would
allow small employers to come together to purchase health coverage from health plans.

We believe that the purchasing alliance can enhance employees’ choice of health plans,
give them better information on quality and performance, and help discipline market
prices.

The Department recently conducted a broad public discussion about health care with a
large number of citizens across New Hampshire. This work is described in the
Department’s October 1998 report titled The New Hampshire Health Care System:
Guidelines for Change. This public input identified major concerns about the current
health care system. Here are-four leading concerns discussed in the report:

* concern about the affordability of health insurance

* concern about limited choice -- most employees can choose from only one plan

¢ concern about the lack of infoﬁnation to enable comparisons among health plans and
make informed choice

- ® concern about the need to promote quality monitoring and improvement,

The experience of health insurance purchasing alliances in other states suggests that this
can be a viable mechanism for addressing these concerns. The alliances can

* bring more employees under the health insurance system
» offer employees better value and lower premiums

» give employees more choice of health plans, and collect and disseminate comparative
plan information

* collect information on the quality of health plans and negotiate bésed on quality,



Research on other states’ models has shown that four characteristics are particularly
important to the design of an effective purchasing alliance:

1) Insurance market rules inside the purchasing alliance must be consistent with
insurance market rules that exist outside the alliance -- for example, to try to increase
access or decrease premiums for high-cost or high-risk individuals could lead to adverse
selection and turn the alliance into a repository for such individuals.

2) To maintain an effective bidding process, there needs to be a strong level of
commitment to the goals of the purchasing alliance and the market rules that support it. -

Otherwise, people will be wary of entering into it.

3) Standardized benefit packages are needed to make comparison shopping possible and
to eliminate the option of selecting good risks into a particular plan by benefit design.

4) The role of insurance agents must be maintained since small employers are
accustomed to working with them and they continue to serve a useful role in marketing

and enrollment functions.’

The model presented in this bill incorporates these characteristics, and for that reason we
support it.

We are prepared to work with the Committee as this bill moves forward.

[ would be happy to answer any questions.
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New Hampshire Association of Health Underwriters - NHAHU
Independent Insurance Agents of New Hampshire - IIANH

"  Written Testimony for Senate Bill 162
. April 12, 1999

Let me begin by stating that New Hampshire Association of Health Underwriters
(NHAHU) and the Independent Insurance Agents of New Hampshire (TANH) strongly
support meaningful health care reform. We recognize the need for fundamental reforms
in the health insurance market which would guarantee the availability and portability of
coverage and consumer choice. And we compliment the Department of Insurance for
recognizing the value of the health insurance broker and their (DOI) pursuit of
meaningful market reform.

While pooled employer or group purchasing arrangements might be initially viewed as a
way to increase access to health coverage in the small employer market, we have
significant reservations and concerns regarding the utility and effect on the marketplace
of such arrangements. In addition, New Hampshire health plans, which have recently
received high honors from national publications (U.S. News and World Report, October
5, 1998, and Newsweek, September 28, 1998), are required to provide guaranteed
acceptance of eligible employers

One of the alleged benefits of purchasing alliances is their ability to reduce administrative
and marketing costs by performing many of the administrative functions currently
performed by small employers or carriers. Contrary to reducing these costs and making
coverage more affordable for small businesses, establishing alliances will require the
creation of costly new administrative structures and/or bureaucracies to manage and
operate the buying groups, which could offset any economies of scale.

In our opinion, these new bureaucracies would inadequately perform important services
already being performed by commercial insurers and their agents; such as consumer
education, marketing, and claims administrative functions. There is Hiitle reason to expect
that the buying group’s administrators can accomplish these tasks more efﬁmently than
the commercial insurers and agents.
d —

Furthermore while a pooled employer arrangement may be able to obtain somewhat
lower premlums due to its collective buying power, any economies of scale would be
reduced: by the fact of administering the health plans of many small employvers is not the
same as administering the health plan of a single large employer.

Additionally, the health underwriters and independent agents strongly believe that a HIPC
should be required to meet the same statutory and regulatory requirements. The current
legislation promotes an “un-level playing field”.



1. The current legislation exempts the alhance from the current 37 1/2%
participation requirement, and

2. The alliance will receive a 31gn1ﬁcant government subsidy not available to
commercial insurers or their agents.

Let’s not forget that the health care alliance does absolutely nothing to address the most
- significant problems existing today in New Hampshire:

. The individual health care marketplace,
2 The increasing costs and utilization of health care servwes, and
3. The significant lack of hospital competition

Our associations believe the health insurance market requires reforms to address the
~ major concerns of our consumers. We have supported legislation in the current
legislative session to provide the following:

1. HMO grievance procedures (HB647) SUPPORT
2. Set up a health insurance consumer advocate, DOI (HB602) SUPPORT
3. Establish a healthcare quality commission (HB624) SUPPORT
4. Modifications to the definition of small group (HB473) SUPPORT

In our opinion, the best argument in support of a health insurance purchasing cooperative
is giving the choice to the ultimate purchaser — the employee. However, should the State
of New Hampshire spend thousand of dollars on the development of 2 HIPC when the 37
1/2% participation rules from August of 1998 can be repealed. As a result, employers can
offer multiple health plans without the concern of cancellation from their health plan
provider.

We pledge to continue to work with the Department of Insurance, employer groups, and
others to protect and improve the health insurance market of New Hampshire. T'hank you
for your time and consideration.

Thomas M. Harte is a Benefits Consultant with Landmark Benefits Group, Saler, New Hampshire. He can
be reached at {(603) 898-8833,

-



THE DEBATE OVER A HEALTH INSURANCE PURC:&ASING COOPERATIVE

Issues -

Health Care Cost

Employee Choice

Competition

Quality

- Uninsured Population

Supporters

Aggregate purchasing power to
negotiate with health plans and
reduced administrative costs
would reduce premiums.

HIPA would encowrage
participation of multiple health
plans, allowing employees to
choose among several plans.

HIPA would foster competition
by mandating standardized
benefits, reduce the opportunity
for heaith plans to engage in risk
selection, and reduce incentive
for health plans to risk select by
risk adjusting rates,

HIPA would enhance quality by
providing consumers with
information to compare plans for
best value and negotiate with
plans to set specific quality
improvement goals.

HIPA would reduce the
uninsured population making
insurance more affordable and
discouraging risk selection.

Opponents

New Hampshire is a community
rated state. As such, has
“aggregated” purchasing power
with health care plans already
exists. A HIPA could adversely

“affect the commumity rates by

removing a portion of the
population from the existing
systent.

Employers enjoy the flexibility
today to offer multiple plans to
its employees. Repeal of the 37
1/2% requirement would improve
employee choice.

in 1995 legislation was
implemented to eliminate risk
selection and risk adjusted rates.
In addition, standardized benefits
may stifle competition by
eliminating unique product
differences.

New Hampshire enjoys
participation of the best rated
managed care plans in the United
States (U.S. News and World
Report, October 5, 1998).

HIPA could increase the
uninsured population by making
insurance more expensive with its
impact on community rates,



ACCESS : ACCESS

. TO CARE MEMBER  PHYSICIANS T CARE

: o PLAN .. DS.NEWS . _PREVENTION  (ABULTS)  SATISFACTION . CREDENTVUS  (CHILDREN)

(y i TYPE v wBATING © SCORE  "(AVG=81%)  (AVGmgEX) ¥ " (AVGwBZR) g (AVGmEOR) | (AVG B2} 1

MICHIGAN cowrznugn ero sREvIBUS PaGE
Paramount Health Care © HMO * kW B0
Medical Valua Plan - HMO ¥k 80
Health Alliance Plan of Michigan HMO etk 78
M:CARE ::: S5 POS - sk © 75
Bliie Care ﬁamnrk—East Mlchlgan Y HMO ke - 74
SelectCars HMD . . HMO . % e 74
Csré Chotces: HMD!Mercy Haalth Plans HMO *dkk 68

{L"-: b

B8% e -

FARODR ok i N
Physitians Health Plan'of Mid Michigan HMO % 4% B2 SRR . L
Physiciang Haalth Plan of Mid Michigan Plus . PQs *rkk -60 i
Blue Care Netwark-Southeast Michigan HMO  *xx 60 3
Biué Care Network=Mid Michigan . - HMO - se% 58
NorthMed HMO ** 54 2
Physitians Health Plan of West Michipan - HMO ¥ 46 E
Physitians Heaith Plan of Southwest Michigan HMO ke 44 4
Physicians Health Plan of West Michigan Plus POS * 40
Physicians Heatth Plan af South Michigan HMO * 3
Physicians Realth Plan of Southwest Michigan POS * 30 ]
Physicians Health Plan of South Michigan Plus POS * 21 '
Priority Health-Michigan POS * 0

Medica Commercial .. -
. HeaithPartpers . .. HMO *
Central Minnesota Group Health Plan  HMO - e 46

Naiéer Foundation~Hansas City -

Principal Health Gare of Kansas City - HMO e e 65
Group Health Plan-St. Louis HMO Hrdkek 65
Exclusive Healthcare-Kansas City . P03 * 4k 64
Group Health Plan-St.Louis POS *k 54
Principal Health tare of Kensas City POS *% 50
Exclusive Healthcare-Nansas City . HMO * %k 46

Blue Cross Blue Shield of Kansas City
Health Partiers of the Midwast ! St
United HealthCare of Kansas City choiceiSelect

United HealthCare of Kansas City Cholce/Select

NEBRASKA
Exclusive Healthcare-Omaha
Exclugiva Healthcare-Gmaha POS *kk 70

1-year

United HealthCare of the Midlants Select HMO Lt 5.1 62 Full
HMD Nebraska HMO e 52 Provislonal
United HealthCare of the Midiands Setect Plus__ ' POS Hk 48 Nane i
HMO Nebraska PQOS Sk 38 Provislonal -
NEW HAMPSHIRE ;
Tufts Health Plan 99
* Harvard Pilgrim Health Care HMO  ddkw 99
Matthew Thornton Health Plan s . - .- .., ..~ HMD ' . ke A 80 =
Heaithgoiwce New Hamipshire<CIGNA HMO © dededow 87 :
United HealthCare of New England HMO -~ *%%x 73 ;-
BC/ES Blue Choice-New Hampshire POS *kk 73 .
United HeaithCare of New England POS **% B9
Aetna IS, Healthcare-New Hampshire HMO ke 51
‘Retna U.S. Healthcare<New Hampshire - POS *k 45

B6 U.S.NEWS & WORLD REPORT, OCTOBER S, 1998




§
J
3
:
:

AMERICA’S TOP HMOs

o

prepaid income also gives Master the flex-
ibility to pay for whatever he thinks works
best for the long-term health .of each pa-
tient. An HMO, says Master, “is only as
good as its care for its sickest patient.”
Master’s home visit to Gentile is typical
of what makes.the CMA-model work. In
Gentile’s small living -room, Master ex-
plains why ihe.thinks: the -quadriplegic
should . .enter .a+rehabilitation hospital.
Master.wants. Gentile, .ati270 ;pounds, to
shed a recent 30-pound :weight gain:that
now taxes his diminished chest-wall mus-
cles. Gentile’s,odds :of: degelg’pi;:g ipneu-
monia this winter;are high"And pneumo-
nia, explains: Master, conld easily:lead to
other health problems that would rob
Gentile of both health and independence.
Master knows;Gentile wants to vacation
in Las Vegas,and tells.him he can still go
ifhe entersireh oon.'Says Master: “We

LI aye.iGentile's weight-loss
treatment ;would last: two to four weeks
and cost up to.$8,500. There's no certain-
it;would jwork. /A typical insurer,
ys later, would reject such ex-
and. speculative therapy, al-
d:pay.for‘any hospitaliza-

BT

A device gave a voice to James’

Lessard, religvinéhis:S%
mother, Genevive. '

hospital runs about $1,500, and Master
would rather gamble on-a- costly-action
now. “You've got tospend: money 1o save,
money,” he explains. T L
Master feared Gentile would be reluc-
tant to interrupt his life to move to a rehab.
hospital. But it takes only.a little prodding
before Gentile agrees. His nurse :practi-

ar-old

ro

tioner—a CMA employee who
visits regularly—already has laid
much of the groundwork. She
has had long talks with Gentile
about rehab. Most important, it
turns out, she has won support
- for itfrom his girlfriend, too.

Nurse practitioners are key to the CMa
model. These highly trained nurses-can
make diagnoses and order treatments.
Mary Glover, like the other nurse practi-
tioners, spends most of her day on the
road, treating 40 quadriplegics at their
homes and even, at times, at their work-
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Ranking the

ealth Plans

NEWSWEEK’S annual suf'vey gauges how well HMOs are serving their members

OR NEWSWEEK'S THIRD
_annual ranking of man-
aged-care plans, we
- surveyed more than 200
plans about practices that are
known to improve families’ health.
Our rankings cover both classic
health-maintenance organizations
(whose members receive all their
care from physicians within a net-
. work) and point-of-service plans
{which cover some out-of-network
services). We gauged performance
in three areas— keeping members
healthy, treating acute illness and
managing chronic conditions —
both for adults and for children.
Warking with the Foundation for
Accountability, an
Oregon-based nonprofit group.,
we monitored several measures
of care within each of those
categories.
We graded the plans on a curve.
The one that performed bestina
given category received a perfect

100 percent and the worst received a zero. So the letter grades in
the columns below represent each plan's standing in relation to
the others that provided information. The discrepancies were
sometimes large. For example, the proportion of pregnant women
who get prenatal care during their first trimester was as high as 99
percent in some plans, while in others it was only 38 percent.
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The letter grades in the Birst col-
umn (Plan Ranking} represent
each plan’s overall performance.
To calculate this general measure
of excellence, we weighted kids’
care at 30 percent and adult care at
70 percent, reflecting the plans’
overall membership. In addition
to quality grades, we've presented
two other key measures for con-
sumers: satisfaction and aceredita-
tion. To arrive at a satisfaction
score, we subtracted the number
of members who said they were
highly dissatisfied from the num-
ber who said they were highly sat-
isfied. Though this score was not
factored into a plan’s overall
grade, it enables you to see how
well different plans are doing at
keeping their members happy. The
accreditation cotumn tells you
whether a plan has passed muster
with the National Committee for
Quality Assurance in Washington.

As you scan the columns below,
remember that a plan’s overall grade is less important than its
scores within each category. The needs of a 30-year-old with high
blood pressure are very different from those of a 30-year-old with
young children at home—and a plan that's perfect for one of those
people may not work well for the other. When you're shopping for
good health care, the difference is in the details. -

Overall Aduit care Kids’ care

SATIS-
RANKING FACTION ITATION HEALTHY WELL W/ILLNESS HEALTHY WELL W/ILLNESS

:A-NIYJ\TIONS.TPOINT-OF-SF.I‘IV[CE P
YEY DEStGN ARD ANALYSIS. OVIEHAL

1r
ACCRED»“ STAYING GETTING LIVING STAYING GETTING LIVING

LANS. THE FOUNDATION FOR ACCOUNTARBILITY, A NONPROFIT DESIGNER OF HEALTH-CARE QUALITY MEASURES AND INFGRMATION TOQLS,
L SCORES ALLE WEIGHTED 30 PERCENT KIDS, 70 PERGENT ADULTS, TO LEFLECT MEMAER POPULATION,

SEPTEMILER 28, 1598 nEwswEEK B7



0 New
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Hospital
Association

‘ " . Testimony in Support of HB 162,
Establishing Voluntary Small Employer Health Insurance Purchasing Alliance
April 12, 1999. :
- Senate Insurance Committee

Good Morning, Madam Chairman. My name is Suzanne Amidon, General Counsel for
the New Hampshire Hospital Association, which represents acute care and specialty care
hospitals in New Hampshire. I am here to speak in support olf HB 162

The mission of the New Hampshire Hospital Association is "improve health” and one of
our objectives is to increase access to health care by developing and supporting
innovations to increase access. Our members have developed clinics which offer care on
a free basis or on a sliding scale based on income, developed insurance programs for
increased community based access, and even partnered with i insurers to help offer small
employers affordable health coverage.

The purpose of this legislation, to increase affordability of health care coverage by
allowing small employer to work together to improve their bargaining power, furthers the
objective of making insurance more accessible to working families in this state. We
believe this is a complement to the Small Group Reform legislation initiated in this body
and enacted into law 1995. It helps small employers to join in a purchasing alliance, on a
voluntary basis, to increase their leverage in providing, designing and paying for health
insurance for their employees and their families.

We know the Insurance Department may offer amendments to this proposal, however, we
hope this Committee will vote "ought to pass" on some version of a small group
purchasing alliance. :

|

Thank you i;Qr your attention. I'l be happy to answer any questions you may have.
& ;
SR ‘

-l -

125 Airport Road 1 Canceord, NH 03305-7300 11 603.225.0900 Fax: 603.225.4346 1 herpsffwww.nhha.ora
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Senate Insurance Committee
April 12, 1999

RE: SB 162 - Employer Health Care Purchasing Alliance
Submitted by: Yvonne Nanasi, BCBSNH Director of Government Relations

Blue Cross and Blue Shield of New Hampshire (BCBSNH) continues to support reforms in the individual
and small group market that provide access and availability of heaith care insurance to the citizens of New
Hampshire. BCBSNH agrees with the Governor and the sponsors of SB 162 that we must continue to
explore health care system alternatives and actively seek out innovations. The next major health care
market reform step that New Hampshire takes must be as widely discussed and as carefully scrutinized as
were the 1894 reforms. Forming a statewide health care purchasing cooperative or alliance for small
businesses is a major step. It is a step that can have far reaching impacts in the state’s insurance market
and health care services system.

Rather than base New Hampshire's next major health reform initiative on a theoretical model, the reform
needs to be built upon gathering information from other similar state’s and testing the New Hampshire
small business market's demand for this new innovation. This is particularly important as recent studies
have shown that New Hampshire's small group market is viable and, since the 1994 reforms, small
employer insurance has expandedto include more family coverage.

As the state’s largest insurer and in the best interest of our members - many of whom are small employers,
BCBSNH would rather leam from other state's experiences rather than repeat their problems. We have
spoken with several of our Blue Cross and Blue Shield plan colleagues in other states who have
experience with the type of alliance being proposed in the bill. These conversations and the literature
provided encouraged us to recommend that legislators consider the following while crafting this type of
major step in New Hampshire's health care reform.

Our research, thus far, indicates that about 14 states have passed legislation to create or encourage the
development of some form of employer health care purchasing cooperative or alliance. The success or
failure of the concept varies from state to state for a variety of reasons. The major initial considerations we
would ask legislators to consider before enacting SB 162 include: '

* Start-up and operating costs for an employer's purchasing alliance are significant and crucial fo its
success. The majority of states that have fashioned lasting alliances found that the start-up funding for
product design, marketing and administration was not only essential, but, more than anticipated and
needed for a longer period of time than expected. For example, in 1993, North Carolina allocated $3.5
million to support alliance formation. In Florida, the legislature provided $275,000 per alliance (regional
alliances) for the first year and $138,000 for the second year in addition to considerable administrative
assistance from a state agency. :

* Unsuccesstul alliance efforts are available to leam from. Last year in Kentucky, legisiation was proposed
to “shut down” its purchasing alliance (supported by the Kentucky Insurance Department). When
participating in the Kentucky Alliance, employers have to accept the standardized benefits that negotiated
by the Alliance. In Kentucky the promised 1.5% administrative fee for alliance members was realized at
about 4%. In addition to the small employers souring over the administrative fee increase, the university
system and the state employees were not agreeable to the standardized plans as they could negotiate
better deals with insurers. Furthermore, it seems that the third party administrator was not able to handle

3000 Goffs Falls Road, Manchester, NH 03111-0001 ¢ 603-695-7000 % E:mail: trusi@bcbsnh.com
Visit our website at wwiw. bebsnh.com

Blue Cross and Blue Shield of New Hampshire is an Independent Licenses af the Blue Grass and Blue Shield Amsaciation.



the alliance appropriately.
North Carclina and Ohio alliances have encountered difficulties in rural areas where the employers are

interested but the insurers are not.

* Market segmentation and adverse selection are concerns. In smaller states that guarantee issue and
community rate, like New Hampshire, there are the concerns among policy makers that voluntary quasi-
governmental alliances will become magnets for high risk groups and fall into a death spiral of increasing
costs and rates. Most alliance administrators strive to make their benefit plan offerings attractive enough to
appeal to all small groups but much depends upon state’s mandated benefit levels.

A small employer health care purchasing cocperative or alliance may segment the small group market to
the disadvantage of those who are not participating, especially if the start-up or administrative costs are
subsidized. Those employers who elect or are able to participate in the aliiance may have healthier groups
and be a better risk for insurers (See attached research funded by The Commonweaith Fund on the need
for market adjustment mechanisms for alliances).

Thése and other considerations such as the composition of the alliance board of directors, ensuring a
competent administrator, the reporting process, insurer participation requirements need to be discussed
in order to craft an alliance mechanism for small employers that preserves the viability of the small group
market, avoids the mistakes made by other states and moves our successful state reforms a step further.

Rather than create and fund a new bureaucracy, some states elected to enact very simple enabling
legisiation that allows for the formation of private nonprofit health purchasing alliances. This approach has
been very successful in some states as the risk of operating the alliance remains among its’ members - the
employers. It would allow the state to test the potential interest and the ability of an alliance to function
under current health care statutory requirements. Currently, NH law does not allow a different types of
employer groups to form for the sole purpose of obtaining health insurance coverage. Changing this
provision in our law may merit consideration.

In summary, BCBSNH supports the purpose and intent articulated in SB 162. Small Group Purchasing
Cooperatives or Alliances have worked to the benefit of small employers in California and in some regions
of other smaller states. Every opportunity that encourages smail businesses to provide health insurance
options to their empioyees should be sought out and carefully reviewed. BCBSNH is willing to tap into our
nation-wide health care insurance resources in order to work with legislators on developing the next step
in heaith insurance market reform that will work for New Hampshire's small businesses.
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Directory of Consumer-Choice Health Purchasing Groups

compiled by the Institute for Health Policy Solutions

chpglist.htmi

CALIFORNIA

Pacific Health Advantage (PacAdvantage)
Date coverage available:  Tuly 1993

Size of employers: 2-50 employee firms.

More

Employers of any size il coverage is obtained through a qualifying trade association

CONTACT INFORMATION
221 Main St

Suite 1500

San Francisco, CA 94105
949-766-1905

COLORADO

The Colorado Health Care Purchasing Alliance
Dare coverage available:  November 15, 1995

Size of employers: Any size.

More Information

CONTACT INFORMATION
501 South Cherry, Suite 900
Denver, CO 80226
303-333-6767
303-322-3830/ax
800-996-CHIP

Info@alliance-colorado.oig

CONNECTICUT

CBIA Health Connections

Date coverage available: January 1, 1995
Size of employers: 3-50

More Information

CONTACT INFORMATION
350 Church 51,

Hariford, CT 06103-2022
860-244-1900
860-278-8562/Fax

wpnwehidcom

FLORIDA

Florida Community Health Purchasing Alliance
Date coverage available:  June 1, 1994

Size of employers: 1 10 50 employee firms

CONTACT INFORMATION

PO Box 31214

Tampa, FL 33631-3214
813-286-2357 or I-800-599-4816/fax
1-800-4MYCHPA

ILLINOIS
IMA - Health Options

Date coverage available: Qctober 1998

Size of employers: 2 to 50 employee firms
More Informatiog

CONTACT INFORMATION
Insurance Department

IMA

303 W. Madison, Suire 600
Chicago, IL 60606

More Information

800-482-0462
MONTANA CONTACT INFORMATION
Community Health Options PO Box 4121
Date coverage available: January 1, 1998 Missoula, MT 59806
Size of employers: 2 or more employees 4006-721-6275

No webpage, but questions can be
emailed 10 Bill McDonald ar:
Wimedon@montana.com

New York Business Group on Health
Date coverage available: Mid- 1999

Size of employers: 2-50 employees

More Information

NEW YORK CONTACT INFORMATION
Long Island Health Alliance Ellen Bass
Date coverage available: February 1995 Director of Operations
Size of employers: 3-50 employees 80 Hauppauge Rd.
Moie Infoonatiol Commack, NY 11725-4495
516-493-3008
516-499-0167 FAX
www, fiassor.com
NEW YORK CONTACT INFORMATION

New York Business Group on Health
386 Park Ave. Sourh

Suite 508

New York, NY 10016
212-252-7440 x13

hitp:/fwww.ihps.org/chpglist.html
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chpglist.html

NORTH CAROLINA

Caroliance

Date coverage available: November 15, 1995
Size of emplovers:
employees

Self-employed individuals and businesses with fewer than 50

CONTACT INFORMATION

State Health Plan Purchasing Alliance Board
501 North Blount Streer

Raleigh, NC 27604

800-873-6464

MWWLOAEGIN e COR)
noskppe@npundspring.com

OHIO
Council of Smaller Enterprises (COSE)
Date coverage available:
Stze oj empl(J)ers

1974
1 to 250 employees

CONTACT INFORMATION
COSE

200 Tower City Center

50 Public Square

Cleveland, OH 44113-2291
216-621-3300
888-304-GROW

www clevelandgrowih. com

Page: 2

OREGON

Associated Oregon Industries
Date coverage available:  August 1, 1997
Size of employers: 2-50 employees
Meore Infornation

CONTACT INFORMATION
PO Box 12519
Salem, OR 97309-0519

503-588-0050

503-588-0052/fax

800-452-7862

WM AOL0TR

Questions can be emailed to: Learis@:aniorsg

TEXAS

Texas Insurance Purchasing Alliance
Date coverage available: February 1, 1995
Size of employers: 2-50 employees

Meie Injomuaticn

CONTACT INFORMATION
1005 Congress Avenue

Suite 550

Austin, Texas 78765
512-472-3956
512-474-0167fax

800-839-8472
UTAH ; TIO
Care of Utah 801-355-2273
This for profit consumer choice organization was formetly affiliated with the Utah
employer coalition, Utah Health Cost Management Foundation.
WASHINGTON CONTACT INFORMATION
HealthChoice ‘PO Box 658
Date coverage available:  July 1, 1996 Olympia, WA 98507-0658
Size of employers: 3 or more employees 206-943- 1600
cre Informaiion 206-943-581 1/fax
800-521-9325

EPUTRTEYXVELYS
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CHPGs on this chart have a Board of Directors with conflict of interest provisions and members who represent small employer consumers,
offer a choice of multiple competing health plans, and have standardized benefits. Ali CHPGs meeting these requirements may not be

© Copyright 1999. Institute for Health Policy Solutions.

http://www.ihps.org/chpglist.html

included. Please contact the {HES if you know of a small employer purchasing program that should be included.

RN P N W

R NN R N i i e

T e T A B A L e P e P e R et



Saturgay. Apnl 10, 1998

Insurance News Network - Business Insurance -

Group health purchasing pocis listed by atate

ll’l%lll' (" -COH]

e business

Click here for 3

g Quote

State

California

Colorado

Connecticut

Florida

[linois

Montana

New York

New York

North
Carolina
Ohio

Oregon

Texas

Utah
Washington

Main Menu | Annuities | Auto | Business | Heajth | Homeowners | Lifa | Personal | in Your State | Company Ratings | Eeature
$tories | Insurance Toolbox | Hetp | Contact info

Plan

" Health Insurance

Plan of California

Colorado Health
Care Purchasing
Alliance

CBIA Health
Connections

Florida Community
Health Purchasing
Alliance

IMA - Health
Options

Community Health
Options

Long Island Health
Alliance

New York Business
Group on Health
(not available until
mid-1999)

Caroliance
Council of Smailer
Enterprises (COSE)

Associated Oregon
Industries

Texas Insurance
Purchasing Alliance

Care of Utah
HealthChoice

Size of
Firm

2-50
employees

Any size

3.50
employees

1-50
employees

2-50
employees

2 or more
employees

3-50
employees

2-50
employees

Fewer than
50 employees

1-250
employees

2-50
employees

2-50
employees

None listed

3 or more
employees

Region
Statewide

Statewide

Statewide

Statewide (8
regional groups}

Chicago area
None listed

Long Island plus
Brooklyn,
Queens, Nassau,
and Suffolk
Counties

Five boroughs of
New York City

Statewide

Northeast Ohio

Statewide

Statewide

None listed

Statewide

Source: Institute for Health Policy Solutions

hitp /fiwww insurs com/Dusinesssmall-purch ssing2.html

Group health purchasing pools listed by state

This list, compiled by the Instituie for Health Policy Solutions, is not comprehensive. It focuses on

groups that offer recipients a choice of health plans. If you don't see your state or region here, check
with your local Chamber of Commerce or voug sta(e's igsitages deparunent to see if there is a group
healih insurance purchasing alliance.

Phone Number
(R00Y HIPC-YES

(800) 996-CHIP or
(303) 3336767

(860) 244-1900

(800)-4MYCHPA or
(813) 286-2357

(800) 482-0462
(406) 721-6275

(516) 493-3008

(212) T8R-8119

(800) 873-6464
(888) 304-GROW or
{216) 621-3300

{800) 452-7862 or
(503) 548-0050

(800) 839-8472 or
(512) 472-3956

(R01) 355-2273

(800) 5219325 or
(206) 943-1600

Page: 1



[The Commonwealth Fund]
[The Quarterly] \

EMPLOYER PURCHASING COALITIONS AND MEDICAID: EXPERIENCES WITH RISK
ADJUSTMENT

Melinda J. Beeuwkes Buntin and Joseph P. Newhouse, Harvard University

May 1998
Support for this research was provided by The Commonwealth Fund. The views presented here are

those of the authors and should not be attributed to the Fund or its directors, officers, or staff.

TABLE OF CONTENTS
Executive Summary
Introduction
The Problem of Risk Selection
Risk Adjustment by States and Employers
Conclusions

EXECUTIVE SUMMARY

Few problems in American health policy are more important—or more difficult
to solve—than the problem of risk selection. Wherever buyers of healfth
insurance are able to choose between two or more insurance options, some
insurers may by chance enroll a group of members who are sicker or

healthier than average. In addition, health plans have a clear financial
incentive to induce healthier enrollees to select them and discourage

sicker ones. Thus, the societal benefits of competition among health pians
will never be fully achieved until incentives to select healthy enroliees

are replaced by incentives to provide high-quality, cost-effective care.

Private employers, insurance purchasing coalitions, and Medicaid and
Medicare managed care programs that offer a choice of heatth plans are all
faced with the risk selection problem. In response, many analysts have
called for the use of "risk adjusters” that would bring payments to health
plans into line with the expected cost of caring for enrollees. This paper
reviews a range of risk adjustment strategies currently in use in programs
other than Medicare, including state Medicaid agencies, state employee
health plans, state insurance pools and purchasing cooperatives, and
business coalitions.

The experiences of these organizations coffer several lessons. Their efforts
confirm that implementing risk adjustment is very difficult, and that few
entities are ahead of the Medicare program in using diagnosis-based risk
adjustment. They prove that diagnostic risk adjustment systems can be
implemented successfully, and that health plans seem willing and able to
provide the data needed for diagnostic risk adjustment. They also show that
less sophisticated systems, such as high-cost condition pools, are easier

to implement than comprehensive risk adjustment systems but potentially
less valuable. Another method, the "ceding" of high-cost cases back to
fee-for-service coverage, has not been tried but should prove relatively
easy to implement. Finally, it seems clear that the movement of sicker and
disabled populations into Medicaid managed care programs increases the need
for nisk adjustment and that implementing risk adjustment methods for
disabled Medicaid managed care enrollees is particularly urgent.



INTRODUCTION

Few problems in American health policy are more important—or more difficult
to solve—than the problem of risk selection. Wherever buyers of health
insurance are able to choose between two or more insurance options, some
insurers may by chance enroll a group of members who are sicker or

healthier than average. In addition, health plans have a clear financial
incentive to induce healthier enrollees to select them and discourage

sicker ones. Thus, the societal benefits of competition among health plans
will never be fully achieved until incentives to select healthy enrollees

are replaced by incentives fo provide high-quality, cost-effective care.

Private employers, insurance purchasing coalitions, and Medicaid and

Medicare managed care programs that offer a choice of health plans are all

faced with the risk selection problem. In response, many analysts have

called for the use of "risk adjusters" that would bring payments to health

plans into line with the expected cost of caring for enrollees. This paper

reviews the strategies to reduce risk selection being used in health

insurance programs other than Medicare, following up on a previous paper

(also produced with support from The Commonweaith Fund) that reviewed risk
selection in the Medicare program and made a number of recommendations that
were adopted in the Balanced Budget Act of 1997,

This review is not a comprehensive account of all the risk adjustment
schemes currently in use. Even so, this sample shows decisively that,

despite the theoretical benefits of risk adjustment, very few state

Medicaid agencies or private employers have attempted to adjust payments to
health plans to take account of risk. Rather, the conditions that foster

risk selection seem to be increasing. In 1995, 62 percent of all workers
offered insurance by their employers were given a choice among two or more
health plans; the comparable percentage in 1991 was 46 percent. In firms
with more that 200 employees, 84 percent of workers had such a choice in
1995, a growth of nine percentage points since 1993. This growth reveals a
large and growing potential for risk selection among health plans.

THE PROBLEM OF RISK SELECTION

Purchasers of heatth insurance, both public and private, have found that
attempts to contain costs by enrolling beneficiaries in managed care plans
can be stymied by risk selection. Risk selection is especially likely to
occur when beneficiaries are given a choice of remaining ina
fee-for-service health insurance plan or enrolling in a managed care plan,
since those who choose managed care tend to be healthier than average. If
the managed care plan premium reflects the average rate for the entire
group (or worse, if it reflects the average rate for those remaining in the
indemnity plan), costs will rise. HMOs may attract so healthy a group of
enrollees that even relatively low managed care premiums produce higher
overall costs to the payor.

Medicaid managed care plans that feature voluntary enrollment are
especially vulnerable to this problem. To apply for a federal waiver to



enroll Medicaid beneficiaries in managed care, a state must demonstrate
that its capitation rate is below the average fee-for-service cost. As a

result, state Medicaid agencies have histerically set payments to health

plans at 85 percent of the average cost of caring for a fee-for-service

enrollee. Over time, favorable selection pushes up the average costs for
beneficiaries remaining in the fee-for-service arrangement, thus raising

HMO payments. In Medicare, where this cycle has also occurred, the Balanced
Budget Act of 1997 broke the link between changes in the average cost of
fee-for-service enrollees and changes in the capitated amount paid to

health plans.

Like Medicare payments, Medicaid capitation payments are usually adjusted
according to an enrollee’s age, gender, and eligibility category, and piace

of residence is often weighed, as well. However, it appears that no
comprehensive assessment of the predictive power of these adjusters within
the Medicaid context has been conducted. Studies in the Medicare and
private employer-sponsored contexts have not found these variables to be
strongly predictive, and there is no reason to believe that the situation
would differ markedly in Medicaid. Indeed, an investigation of the

predictive power of these factors in the disabled Medicaid population found
that age and sex predicted only 0.2 to 0.8 percent of the variation in
disabled beneficiaries’ annual costs, a percentage roughly similar to that
predicted in Medicare by the adjusted average per capita cost (AAPCC).

As has also happened under Medicare, states may increase their overall

Medicaid costs when they implerment managed care programs. A RAND study of a
Medicaid managed care demonstration found that a voluntary Medicaid HMO

that appeared to reduce utilization had actuaily produced higher

expenditures, after controlling for selection. Freund and colleagues, in an
evaluation of six early Medicaid managed care demonstrations, found that

“the rates established in several of the demonstration sites in the years

examined were not accurate enough to yield the expected 5-10-10 percent
savings." In fact, they found that costs in two sites were higher than they

would have been in the absence of the demonstration.

Selection can potentially increase overall costs for private employers, as
well. The Federal Employees Health Beneftt Program, for example, has
experienced problems with risk selection in its "high-option” indemnity
insurance plan. Because govemment payments are tied partly to this plan
but not to all plans, overall govemment costs may well have increased.

Most observers recognize that adjusting health plan premiums for risk can
affect the terms of competition between health plans: plans may compete to
deliver care efficiently to a given risk or they may compete by selecting
individuals with lower-than-average service needs. Without competition over
the efficient delivery of care, however, real savings for purchasers,
including Medicaid and Medicare, are difficuit to achieve. Because risk
adjustment technigues attempt to bring health plan payments into line with-
the expected costs of caring for the individuals enrolled, competition to
select good risks becomes less profitable.

The most intensive and promising research on risk adjusters has
concentrated on diagnoses and prior use of health care services. The Health
Care Financing Administration is funding two competing diagnosis-based risk



adjustment modeis for the Medicare population: the Ambulatory Care Group
(ACG) systemn being developed by Jonathan Weiner and colleagues at Johns
Hopkins University, and the Diagnostic Cost Group (DCG) system being
developed by Arlene Ash and coileagues at Boston University. Another
leading risk adjustment system for disabled Medicaid beneficiaries, the .
disability payment system, or DPS, is being developed by Richard Kronick
and colleagues at the University of California, San Diego. As summarized in
our earlier study, these methods still leave substantial room for risk
selection, but they improve sufficiently on traditional methods to be
worthy of implementation on a large scale.

RISK ADJUSTMENT BY STATES AND EMPLOYERS

Medicaid programs, states, and business coalitions have developed a variety
of risk adjustment strategies, despite the absence of intensive,

well-funded research on risk adjusters for their own populations. Their
strategies include adapting the risk adjusters developed for the Medicare
population, using the DPS, developing simpler risk adjustment methods
focused on high-cost conditions, and negotiating premiums with health plans
based on estimates of population risk.

State Medicaid Agencies
State Medicaid agencies appear to be in a particularly good position to
implement risk adjustment. As they enroll new populations in managed care-
plans, for example, these agencies have access to comprehensive
fee-for-service claims data that could be used for diagnostic adjustment.
They also set standards for participation by health plans—a power that
could be used to require participating plans to submit diagnostic data..
According to Kronick and Dreyfus, however, Medicaid programs have done
“more planning than implementation of health-based payment." Indiana,
Wisconsin, and Ohio have used prior expenditures to adjust paymenits for a
small number of patients in voluntary enroliment programs, and Minnesota
and Oregon are now holding public hearings on risk adjustment.

Two states—Maryland and Colorado—have implemented more ambitious programs
of risk adjustment. Maryland's Medicaid managed care program is using

diagnosti; adjustment. Colorado's system for the disabled Medicaid

population is under consideration in other states. A more detailed look at
developments in these two most advanced states may provide useful lessons.

Maryland. As part of Maryland’s new Section 1115 Medicaid Managed Care
program, participating HMOs are paid diagnosis-based capitation rates for
many of their enrollees, using a risk adjustment methodology based on the
ACG system. The program began enrolling beneficiaries in July 1997.

Under the ACG risk adjustment system, beneficiaries are assigned to groups
based on diagnoses in their claims history. The cost of caring for
beneficiaries in each group is then assessed and used as a basis for
payment or cost estimation. In Maryland, groups with similar costs have

been further combined into "resource adjusted categories.” The costs
associated with each group and category were calculated based on adjusted
fiscal year 1995 claims of beneficiaries who were eligible for Medicaid for
six months or more and were not enrolled in a managed care plan. In all,
there are 17 "resource adjusted categories,” 9 for beneficiaries in the



low-income women and children Medicaid population, and 8 for disabled
beneficiaries. Separate rates were developed for neonates, persons with
AIDS, and mothers eligible under Medicaid eligibility expansions. A
supplemental payment is also made upon the birth of a chitd,

Maryland also developed adjusters for age, gender, and place of residence.

These determine payments for beneficiaries without six months of Medicaid

claims history, including newly eligible beneficiaries, beneficiaries who

were enrolled in HMOs, and neonates. Interestingly, although the place of

residence adjustment was made to reflect substantial differences in costs

between those living inside Baltimore City and those living in other areas

of the state, the discrepancies were found to be inconsequential after the
ACG adjustments were made.

Colorado. Colorado has had a sizable voluntary enrollmenit into full-risk
managed care plans by Aid to Families with Dependent Children recipients
and people with disabilities. Approximately 20 percent of disabled
beneficiaries are enrolled in such plans, and two plans enrell a total of
approximately 85 percent of those individuals.

The impetus for risk adjustment grew out of a petception by managers of
both of these plans that their organizations were experiencing adverse
selection. One plan, Colorado Access, enrolled a particularty high-cost
population through its university hospital and chikdren’s hospital,

producing average expenditures twice those of the population as a whole
before they enrolled in the plan. This led to an interim risk adjustment

systemn based on prior expenditures of beneficiaries who switched into
managed care plans: payments for disabled beneficiaries in 1997 were based
on enrolled beneficiaries’ 1995 fee-for-service expenditures.

Colorado has now implemented the DPS to adjust managed care rates for

disabled beneficiaries. This system predicts costs more accurately for this

group than the ACG or DCG system, To implement the DPS, Medicaid staff

collaborated with state health plans and helped collect the encounter data

needed for diagnostic risk adjustment. The plans submitted sufficient 1996

encounter data to enable the computation of adjusted payment rates for
1998,

State Employee Health Plans
State agencies other than Medicaid programs have also pursued strategies to
limit risk seléction and adjust health plan payments. The administrators of
state employee health benefits plans are well aware of the danger that risk
selection will increase their costs. Even so—and despite the fact that most
states collect cost and utilization data—relatively few public employee
benefits plans employ sophisticated risk adjustment methods.

Twelve states, or one of four, claim to adjust premiums within their pubtic
employee health benefits programs to reflect risk selection. In most cases,
the adjusters are limited to the age and gender of enrollees: Virginia, for
example, uses a prospective age/gender adjustment and calculates an
end-of-year adjustment for plans with actuarially higher or lower risks.
Califomia and Washington use somewhat more sophisticated adjusters.

California Public Employees Retirement System (CalPERS). One of the largest



public employee benefits administrators, CalPERS uses demographic risk
assessment in its rate-setting process. Rate targets are used to negotiate
premiums with health plans. These targets are not "hard and fast" and are

not released to plans before they submit bids. The extent to which premiums
reflect the assessments, therefore, is not clear. Also, neither employee

nor employer contributions are adjusted to account for risk differences.
CalPERS and other employers who use similar methods do believe, however,
that risk assessments improve their ability to negotiate successfully with

health plans.

Washington State Health Care Authority. Washington's benefits program for
public employees has used a risk adjustment system that incomporates
demographic informatjon and is now in the process of phasing in a
diagnostic-based system. Early in the development of the new system,
researchers at the University of Washington, led by Carotyn Madden, used
data from six health plans {o test three risk adjustment models: Diagnostic
Cost Groups, Ambulatory Care Groups, and chronic disease scores. The
research team now is implementing a prospective payment system based on a
variant of the DCG mode!. Plans began to be paid under the new system in
January 1998,

Before implementing the new system, the authority identified 23 areas in
which detailed analysis would be needed, including the use of inpatient
and/or ambulatory data, confidentiality and data security, nonstandard plan
design, gaming, audits, cost of implementation, geographic variation, and
outlier hospital payments. The use of ambulatory data, in particular,

caused concem because of the difficulty and unreliability of data

collection. As a resutt, the authotity decided to adjust payments in 1998
by only pius or minus 2 percent, based on differences in risk measured by
the DCG system. In the year 2000, plan payments will be fully adjusted
using the DCG model and demographic adjustment will be phased out.

State Insurance Pools and Purchasing Cooperatives
In the early 1990s, a number of states created agencies to facilitate the
purchase of insurance by small employers. Many of these efforts were
subsequently repealed, but insurance pools continue to function in New
York, Calfomia, and Washington.

New York. New York implemented open enrollment and community rating in its
small group and individual health insurance market in 1993, To protect HMOs
and other health insurers from experiencing losses due to adverse selection
in these markets, the state also established an insurance pool.

To fund the pool, all insurers within a geographic region make quarterly
per-beneficiary payments; the pool is then distributed according to
demographic information—including age, gender, and family size of
employees—and the presence of high-cost medical conditions. According to
Sandra Hunt, a Coopers and Lybrand analyst working with plans to revise the
risk adjustment methodology, the demographic adjustments triggered some
adjustments across plans. These adjusters are being phased out over the
next four years in favor of an expanded high-cost condition pool, which
would transfer an equivalent volume of payments. The high-cost condition
pool currently makes payments of approximately $7 million per quarter to
insurers covering AlDS, transplant, ventilator-dependent, and neonate

I



patients.

Health Insurance Plan of Califomnia. Legislation in 1993 created the Health
Insurance Plan of California (HIPC) to help smail groups achieve the health
insurance purchasing benefits of large employers. The legislation allowed
the use of a prospective risk adjustment process in order to compensate

participating camiers fairy.

The Califomia Managed Risk Medical Insurance Board (MRMIB}, which oversees
the HIPC, has implemented a system that calculates the relative risk
assumed by each health plan according to the age, gender, family size, and
"marker diagnoses" of its enrollees. Marker diagnoses are high cost
($15,000 or more per. year), relatively predictable diagnoses that are
associated with inpatient stays. Participating camiers submit proof of
marker diagnoses using claims or encounter data or case management or
utilization review records. The marker diagnosis feature is easierto
implement than a comprehensive diagnostic risk adjustment system, and the
data are less difficult to obtain. By agreement of the MRMIB, adjustment is
triggered only when a camier's risk is 5 percent greater than the average
assessed risk of all participating camers.

In the first round of risk assessment and adjustment, conducted in 1996, -
approximately 1 percent of total premiumn dollars were reallocated among
plans. The plan that received the most favorable selection paid $11.80 per
contract per menth (PCPM) into the pool, and the plan that received the
most adverse selection received $46.04 PCPM. In 1997, less money changed
hands overall, but more plans paid or received adjustments. Of 27
participating health plans, four paid out a maximum of $8 PCPM, and one (a
preferred provider organization) received $16 PCPM. The lower volume of
transfers reflects both changes in premiums and the departure from the pool
in early 1997 of the largest receiver plan.

Business Coalitions
Business coalitions would seem to be in an excelient position 1o pursue
innovative health purchasing strategies, including risk adjustment: they
are not governed by federal or state regulations, are not tied to the
political process, often have faily substantial financial resources, and
wield considerable market power. Also, because they typically offer
employees of member businesses a choice of heaith plans, they would stand
fo gain from reducing risk selection.

For a variety of reasons, however, business coalitions are rarely leaders

in risk adjustment. Still relatively new, coalitions must prove themselves
accountable to member businesses looking for tangible health care savings
and improvements in quality. They must avoid creating “winners" and
“losers" among their members, who participate on a voluntary basis. Firms

with lower than average costs may be unwilling to participate in a system
that involves negotiating a single rate across firms. Also, business

coalition administrators often lack the authority and resources to

implement change. Finally, some employers may see risk adjustment as
endangering labor relations. In the employment setting, implementing a risk
adjustment scheme can be costly because younger, better-risk employees tend

1o be paid less and are more likely to have chosen low-cost plans. For

those workers, premiums will tend to rise when a risk adjustment system is



implemented unless the employer compensates by raising the contribution

rate.

Ninety-six local members participate in the National Business Coalition

Forum on Health, but only 45 of those are involved in health insurance

purchasing, which does not necessarily include contracting directly with

health plans. Some use risk assessment primarily as a ool to negotiate

premiums, often by employing projections developed by a private firm (such
as MEDSTAT) for a demcgraphically similar population in a similar

community. Similarly, research by the General Accounting Office (GAQ) has
found that large employers use relatively crude risk adjustment

techniques—often only age and gender—to evaluate premiums as a prelude to

negotiations. Business coaliions that are currently investing in risk

assessmen! and associated technologies employ a range of techniques, some
more sophisticated than others.

Gateway Purchasing Alliance. This alliance, based in St. Louis, encompasses

a range of employers with very different risk profiles, from small

retailers to the United Auto Workers, a very high user of setvices.

Although Gateway has succeeded in implementing only rudimentary adjustment
strategies, these represent a significant improvement for employers, some

of whom formerly paid premiums unrelated to their demographic profiles.

As a first step, Gateway provides managed care plans with demographic
information on the alliance's entire covered population. Each plan then
quotes a price for an average enrollee and a standard benefit design. The
premium is adjusted to reflect changes in the benefit design (there are
currently 70 vaniations) and the age and family size composition of each
employer's prior-year managed care enrollees. To determine an employer's
premium, demographic characteristics of that employee group are compared

with those of the entire pool.

Pacific Business Group on Health (PBGH). This nonprofit coalition of 33

public and private employers in Califomia and Anzona is among the most
sophisticated now operating. With support from a foundation, PBGH
collaborated with researchers from Kaiser Permanente and the University of
Califomia, San Francisco, to develop and test several risk adjustment

models: a demographic model; a model including demographics and personnel
variables, such as length of employment; a model including demographics and
self-assessed heatth status; and each of those models with high-cost cases
excluded. Excluding high-cost cases was found to be the most promising
strategy, but personnel information also showed promise.

PBGH chose not to implement any of the models tested for several reasons.
Their research showed, for example, that models built with data from one
employer or health plan did not accurately predict risk for other employers

or plans, while the personnel data proved difficult to work with and the
group's survey of health status had a low response rate. Administrative
difficulties, such as inconsistencies in employers’ use of family size and
other vanables, were another stumbling block in creating categories to

price. Also, although the study tested models only on enrollees under age
65, PBGH believes that its risk selection problem is especially acute in

its retiree population, whose members typically have a choice between
Medigap supplemental coverage and Medicare at-risk plan coverage. Finally,



PBGH employers did not reach consensus regarding thresholds for triggering
a risk adjustment process or acceptable variations in risk mix across
plans. At the same time, PBGH's participating health plans were most
interested in geographic-based adjustments, although the analysis did not
reveal consistert geographic varations in cost.

PBGH also found that price variation narrowed after it began using risk
data to negotiate premiums and that “overall, risk spreads when PBGH
employers were pooled did not vary rmuch across plans.” Even so, PBGH
continues to pursue possible demographic and geographic risk adjustment
strategies and is currently exarnining findings that indicate that marital
status and the age and sex of an employee's dependents are reasonable
predictors of costs. The alliance currently has no plans to use diagnosis
information for risk adjustment.

Buyer's Health Care Action Group (BHCAG). Located in the Minneapolis/ St.
Paul area, this alliance consists of 28 self-insured employers, with
approximately 250,000 covered lives. Since 1993, BHCAG has offered its
members a seff-insured point-of-service plan called Choice Plus, which
includes a negotiated fee schedule with a network of providers, a
standardized benefits package, and administration by Health Partners and
Aetna. Member employers have the option of offering Choice Plus alone or

offering muttiple plans.

Choice Plus succeeded in reducing costs by 11 percent in 1993, and its
premiums have increased by only about 4 percent annually since then.
Approximately 100,000 employees chose to enroll in Choice Plus, and
membership in BHCAG grew. BHCAG also created and continues to fund the
Institute for Clinical Systems Integration, a nonprofit organization that

assists the Choice Plus provider network with quality initiatives.

Although pleased with the performance of Choice Plus, BHCAG implemented a
new, more competitive purchasing strategy in 1996, after analyses indicated
that more efficient provider groups were, in effect, subsidizing less

efficient ones. BHCAG was concemed that incentives to improve quality,
service, and cost wers insufficient at the network level and that

consolidation in the Minnesota managed care market was stifling

competition. In addition, BHCAG believed that substantial overdaps in

provider networks indicated that plans were not competing on the basis of
quality. The alliance hoped that its direct contracts with provider groups

would create stronger incentives to provide care efficiently.

Under its new "enhanced competitive model," BHCAG contracts directly with
“care systems,” defined as "primary-care centered heaith systems with
affiliated specialty, hospital, and allied professional arrangements." Any
care systemn that meets BHCAG quality standards is eligible to participate,
but primary care providers may belong to only one care system. BHCAG plans
to give employees comparative information about care systems and incentives
to choose cost-effective systems.

In order to foster beneficial competition among provider groups, BHCAG has
also adopted a novel version of the ACG system. Networks bidding to serve
BHCAG member employees are given three years of claims data on the
covered population and asked to submit claims targets based on a standard



benefit package and enrollee mix. BHCAG then sets a fee schedule for each network
based on its target. Claims experience is adjusted quarterly using ACGs,
and the fee schedule is revised to reflect experience over the past 12
months. This adjustment process is more sophisticated than that used by
Gateway because it employs diagnostic information. Although its
self-insured status prevents BHCAG from recovering losses or gains from the networks,
ihe alliance adjusts enrollee premiums based on the claims target of the network chosen.

CONCLUSIONS

State agencies and employers are just beginning to deal with the issue of
risk selection, and very few are using risk adjustment at the present time.

As outlined in the table, the leading methods range in sophistication from
prospective diagnostic adjustment, on the high end, to risk assessment and
premium negotiation, on the low end.

Surprisingly, no pattern has emerged in the types of risk adjustment being
adopted by particular types of purchasers. Effective risk adjustment
certainly demands a capacity for complex data analysis, and three of the
five example organizations shown in the table (the Maryland and Colorado
Medicaid programs and PBGH) have close affiliations with university-based
risk adjustment experts. Even so, such affiliations do not guarantee
implementation, while two organizations have succeeded in implementing
programs without assistance from university experts. Outside funding to
pursue risk adjustment is no panacea; PBGH's risk adjustment research,
despite extemal support, did not produce a risk adjuster that has been
implemented.

What can other entities, including the Medicare program, leam from the

efforts of these pioneers? First, as the paucity of working risk adjustment
schemes suggests, implementing risk adjustment is difficult. Few entities

are ahead of the Medicare program in using diagnosis-based riskadjustment,
the best method currently available. On the contrary, the majority of large
purchasers of heaith care are less advanced than either the Medicare

program or those Medicaid programs that have implemented age, gender, and
gligibility information to adjust their capitation rates.

Secorxd, some purchasers have proven that diagnostic risk adjustment
systems can be implemented successfully. Health plans contracting with
these purchasers have agreed te provide the data needed for diagnostic risk

adjustment and seem capable of doing so. Also, less sophisticated but still

valuable systems, such as high-cost condition pools, seem easier to

implement than comprehensive risk adjustment systems, perhaps because they

require less data and are easier to understand. Another method, the

"ceding” of high-cost cases back to fee-for-service coverage, has not been
tried but is similar to reinsurance and should prove relatively easy to

implement.

Finally, as shown in Colorado, as sicker and disabled populations move into
Medicaid managed care, the need for risk adjustment increases dramatically.
The Medicare program and Medicaid agencies in particular would stand to
gain from careful consideration of Colorado's experience before enrolling
disabled beneficiaries in managed care plans. Indeed, the disabled
population is more predictably heterogeneous than are either the low-



income women and children Medicaid population or the commercial
population. As a result, implementing risk adjustment methods for disabled
Medicaid managed care enrollees is particularly urgent.
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Date: April 12, 1999
Time: 8:50AM
Room: LOB Rooms 206-208

The Senate Committee on Insurance held a hearing on the following:

SB162 establishing the voluntary small employer health
insurance purchasing alliance.

(New Title) providing for the licensure and regulatory
oversight of voluntary small employer health insurance
purchasing alliances.

Members of Committee present: Senator Wheeler
' Senator Fraser
Senator Hollingworth
Sen. J. King
Sen. McCarley
Senator Squires

The Chair, Senator Katie Wheeler, opened the hearing.

Senator Katherine W. Wheeler. D. 21:

I'll call the hearing on SB162 to order and announce that I have an
uncontrollable watering eye and I've made an appointment with my
ophthalmologist and I'm not really that unhappy. It has nothing to do with
the way I feel I'm just apologizing for the way I look. But we are very glad to
have the Governor here and welcome.

The Honorable Governor Jeanne Sheehan:

Thank you Madame Chair, Members of the Committee it’s nice to be in the
same shell race and I'm glad it wasn’t something I said. I'm pleased to be
here in support of Senate Bill 162. As most of you know I believe Senate Bill
162 will allow small business to group together to form purchasing alliances
to purchase health insurance.




(Governor Shaheen continues)

This is really a bill that was, is revised from a bill that was intruded into the
legislature last session. I think this is the new and improved version. The
bill last session was sent to a study committee. The study committee, some of
you served on, worked very hard and recommended that we pass this
legislation and set-up small business purchasing alliances.

This is really a continuation of a number of the reforms that this legislature
has passed in recent years. Beginning in 1994 with Senate Bill 711, which
set-up small group reforms in the insurance market. In 1996 passed
legislation that made it exclusive contracts on health maintenance
organizations. Both of those pieces of legislation really designed to better
have access and affordability for people in this State for health insurance.

I think Senate Bill 162 is another effort to do that. Much of, there’s a real
need I think for this legislation for two reasons right now. First of all this bill
is really aimed at small businesses. And as we know small businesg’s really
provide the backbone of New Hampshire, 98% of our business’s employee 100
or fewer people. Much of the rejuvenation of the New Hampshire economy in
this decade has been because of the new small business’s that have been
grown. Much of the new employee growth has been in those small
businesses.

One of the difficulties that people, we’ve heard by small business, have is in
getting health insurance. In fact as we look as what's happened in the
economy as a whole in the last 5 years or so, the number of people without
health insurance has been going down rather than going up. And that’s in
large part do to the fact that much of the employee growth has been in small
business. And those small businesses by the fear of nature have had a much
greater time in offering health insurance to their employee’s.

The other reason that this legislation is particularly timely right now is
because with the reforms that have been passed and the growth in HMO’s
and Managed Care coverage in the State, has been very effective in the past
several years in keeping the cost of health insurance down. We're beginning
to see that change right now. And in fact many businesses in the State are
seeing fairly dramatic increases in the cost of their insurance premiums.

What this small business purchasing alliance legislation would do would be
allow those businesses to get together to purchase health care at a cost that
would be more affordable.



(Governor Sheehan continues)

One of the interesting pieces of information, as I was doing some background
reading over the weekend on this, is looking at some of the States that have
formed effective alliances and seeing what the benefits in those States have
been. California’s experience for example, looking at one of there health
purchasing alliances showed that one of the reasons they’ve been able to keep
the cost down 1s because they can administer the cost of the health insurance
premiums so much more cost effectively.

What they found, in California, with this purchasing alliance was that the
cost averaged only about 3% to 10% for administration. Where as if you
looked at the health insurance market as a whole the cost of administering
plans with fewer than 50 employee’s averaged anywhere from 25 to 40%. So,
one of the significant saving that happens because of these purchasing
alliances 1s that they can administer the plans much more effectively.

One of the other benefits to the purchasing alliance is that, because of their

bargaining power in the marketplace, they can provide more plan options for
employees. So that as we see most employers can only offer 1 and sometimes
maybe 2 plans to their employees. With purchasing alliances they can make
more options available to the employees within the plans.

One of the other side benefits of purchasing alliances is that they can very
often help mediate disputes between employers and health plans, which has
proved to be very effective. So that they serve almost as an umbersman for
issues that arise from businesses. Now, I'm sure as with many of the other
efforts to reform or make changes in the health insurance market, we're
golng to hear from people who think this would be costly, who have concerns
about how this would work, who think that this is another bureaucracy. In
fact it’s none of those.

This will be an opportunity for private entities; the government would not be
mmvolved except to the extent of the legislation to allow the alliances to
operate and the Insurance Department would be involved with great relation.
I think, what options we have as a State to continue to increase access and
affordability in health care. This is one of the tremendous opportunities that
we have. I would urge the committee to support the legislation and allow us
to give the marketplace as many options as possible to deal with price and
choice 1ssues that consumer's have.

Thank you very much Madame Chair and I would be happy to answer any
questions.



Senator Katherine W. Wheeler, D. 21:

Thank you very much Governor. Are there any questions for Governor
Sheehan? See none. Thank you very much. I will call on the prime sponsor
Senator Fraser.

Senator Leo W. Fraser, Jr.. D. 4:

Good Morning Madame Chair, Members of the Committee for the record I'm
Senator Leo Fraser, I represent Senate District 4. I do have some prepared
comments to make but before in doing so I just wanted to thank the Governor
for appearing here in support of 162.

(See attached written testimony, Document #1).

That's my direct testimony Madame Chair before I; I will just tell you a few
technical aspects of the bill and several people here that know a lot more of
the bill after you hear from them then than you will from me. But at any
rate you should understand this is a non-profit alliance regulated by the
Insurance Department. The Commissioner will approve of rates and it’s
going to be a statewide program. There will be criteria, for qualification, to
become a member of the alliance; those qualifications will be established by
the Department.

The Department will also be responsible for the standardized health plan.
The alliance itself will be the policyholder. The duties of the participating
carrier are all in the bill. In other words what their dues and responsibilities
are as far as record keeping, financial statements all of that. It’s a rather
lengthy bill, Madame Chair, I don't seem to over simplify it but I think, to put
it in perspective, this is a good idea. I think that it will probable help the
small employers and giving them a more, as the Governor suggested, an
opportunity, more choices in optioning a health delivery system number one.

Secondly that I think that under the terms of the; the bill is currently written
there maybe times when a small employer will be able to afford insurance,
health insurance he hasn’t been able to do so in the past. That concludes my
testimony Madame Chair, I would be glad to answer any questions but as you
now there are a number of people here, who have a lot more technical
expertise on this, then do L.

Senator Katherine W. Wheeler, D. 21:

Thank you Senator Fraser. Are there any questions for Senator Fraser? See
none, thank you very much. Alex Feldvebel would you like to explain the bill
a little?




Alex Feldvebel - New Hampshire Insurance Department:
Sure, I would be happy to. Thank you Madame Chairman my name is Alex

Feldvebel I represent the Insurance Department. We're here today to
support this legislation. We were involved in the drafting of it. What I'd like
to do 1s just take a couple of minutes to talk about the reasons why it’s
needed, what it tries to do and then I'd like to hand out some materials that
sort of talk about the structure of the ball.

(See attached Documents #2 and #2a).

The basic reason for this bill 1s to address certain problem today the health
insurance market operates. So it’s similar to the “711” reforms that we
passed a couple of years back. Let me; just mention briefly, some of the
problems with the health insurance market that we think are addressed by
this legislation. One of the most compelling issues is the issue Senator
Fraser already mentioned to you, the consolidation of the market on the
supply side.

Both insurers and providers continue to consolidate their market power and
you see the market heading in the direction of “oligopoly of power” on the
supply side. So, for health insurer’s it’s been mostly consolidating, mergers
and acquisitions. We also have market departures, so for example in the
smaller group market, we're down to 5 HMO’s with alliance share of the
market going to 3 of them.

Health care providers, what's been happening, is that Hospitals and Doctors
have been busy forming members and PHO's and Mega-PHO’s (PHO —
Physician/Hospital Organization). For the same reason, basically to get
bigger, everybody wants to get bigger. For the Hospitals and Doctors that's
for the purpose of getting a better negotiating position with the large MCQO’s.
(Managed Care Organization).

At the same time employers that from the purchaser’s side of the employers
market position is eroding. At the National level now, private employers pay
for just 21.2% of the Nations total health care spent. That was a surprise to
me when [ first read that. We think of ourselves as having an employer
based health care system but there’s been continuing erosion in that.

Government now pays 47% of all health care spending and individuals pay
more than employers, individuals pay 26%. So, 4 out of every 5 dollars spent
on health care is individuals or government. So you've got a situation now
where health insurers are the final power because their bigger and fewer.
And health care providers are more powerful because of their hiring network.



(Alex Feldvebel continues)

Market healthcare services continue to go up as well as utilization. Therefore
market forces are not very well aligned with consumers and purchaser
interests. And consumers and purchasers are likely to be paying the line; we
see that happening now with significant increases in the cost of health
insurance. This year the increases are, in the first quarter of this year to be
35%.

Other problems with the market, consumer choice is in the middle. I recently
heard a figure that nationally 60% of people with employers sponsored health
imsurance have no choice of health coverage. In a small group market, for
small employers it's much worse, 80% of small employer’s offer only 1 plan, of
those who do offer coverage and only 40% offer coverage. So there’s no choice.
That’s not good for the market if you want competition the end user, the
consumer needs to have a choice.

In addition consumers don’t have very good information. Even though they
do have a choice they can’t exercise that choice meaningfully because they
don’t have good information about what the plan is, what's covered. Because
the products are pretty, are sometimes pretty inscrutable. So we have these
things going on all of which would be addressed by the formation of a
purchasing alliance for small employers.

I would like to at this point, handout some materials. So, basically this small
employer purchasing alliance is intent to address this issue of imbalance in
market power by letting the small employer’s get together, for the purpose of
purchasing as a unit and increasing their bargaining power.

I will ask you to look at this first one, it says SB162 on it, (Handout, see
attached Document #2) and also to offer choice. Those are the 2 basic
reasons for the formation of purchasing alliance. The basic structure is this
little picture on the front. Multiple employers get together through the single
entity of the purchasing alliance, which turns around and contracts, with
multiple plans.

Here are the basic functions of an alliance, on the second page it list them.
(See Page 2 of attached Document #2).

The alliance, once it’s formed, turns around and negotiates and contracts
with multiple insurers. They do the Marketing of the coverage, Enrollment,
Premium collection and distribution. They supply Consumers with
information about the health plans. They do the Data analysis to supply the
consumer with information. They also pay attention to quality and they do
plan performance measurement and Quality improvement.



(Alex Feldvebel continues)

That’s the basic functions the alliance performs. There are a number of
things that they don’t do that distinguishes from MEWA'’s and other entities
that have existed and also looked like group purchasing.

(See Page 2 of attached Document #2)

They don’t bear risk, so they buy fully insured products. They're not a self-
insured entity; they don’t directly pay health care providers. So they're not
like an insurance company themselves. They don’t market for just one
carrier; they don't directly provide healthcare services.

There’s an analysis in the materials I gave you which, precisely how
purchasing alhances go about conferring their benefits that we're planning
on. One benefit is lower costs. And there are basically 2 mechanisms
beginning, bargaining on behalf of large groups for producing more group
bargaining power. And also when you perform these functions of marketing
enrollment, payment collection and distribution for a large group you achieve
certain economies of scale and therefore can reduce the cost of coverage in
that manner as well.

You offer choice simply by marketing, by contracting with more than one plan
and then providing good information for “apples to apples” comparisons and
you also ask the carriers to offer their benefits in a standardized format. So,
you define, like the 3 or 4 most popular plans, coverage options and the
carriers all offer their coverage according to that standardized format. So you
end up being able to produce minimal marketing materials, that some of the
purchasing alliances have used.

I'd like to get these back, but there’s one from Colorado, California and
Connecticut. They basically layout a pretty easy to read format of what the
options for coverage are. And you can easily comparison shop for price and
quality. So the basic idea 1s to get insurer’s peak based on value and not such
things as risk selection. We don’t want insurer’s competing on who can get
the healthiest groups. We want them competing on who can offer the best
product at the best price.

And by bringing employers together and setting up the purposing through
mechanisms like that, what you get is competition based on value. You also
enhance quality because quality becomes more of a factor to the consumer.
Because the consumer has choice and the consumer is well informed as to
what he or she is buying.



(Alex Feldvebel continues)

I wanted to mention that there’s sort of an outstanding issue about the way
this legislation should be structured. This came up over the summer in the
study committee and was discussed last year. The question is whether the
legislation ought to allow for more than one purchasing alliance in this State.
And I think i1t's very possible that it would be a good idea to do that. And I
just wanted to let you know that that issue has been out there. That the
legislation could be, that you have before you, contemplates “one person
alliance” only.

The reason for going for a one-person alliance is you want to get bargaining
powers, in a small State like New Hampshire you may have one small
employer purchasing alliance. The, I think, would is there to recommend
multiplies? Well in a situation when the State is not it’s self putting up the
money for the start-up cost for this organization, which we're not planning to
do in this legislation, I think it could make sense to allow for more than one.

And have the oversight function of the Insurance Department be in the form
of certifying these things. So any group that meets the right qualifications in
the Legislation can come forward, ask for certification and if they are deemed
to meet the requirements they’ll get certified.

So I think there is some sense to that and that’s an i1ssue that’s still
outstanding. The Insurance Department would be happy to work with the
Committee if you felt it was a good idea to change the Legislation to allow
more than one purchasing alliance. That could be done relatively easily. The
Legislation you have before you is based on a NAIC model. There is more
than one model. One of the other models is this concept I have just been’
talking about that would allow more than one small employer purchasing
alliance in this State. I'd be happy to answer any questions.

Senator Katherine W. Wheeler, D. 21
Any questions? Senator Squires.

Senator James W. Squires, D. 12:
I have a question about you're statement that 4 out of 5 healthcare dollars

are spent by Government and individuals. Would you not agree that while
that may be true for a Nation as a whole, you look at the population being
served by an environment like this, which would be non-Medicaid working
people up to 65. That there’s a much higher fraction of employer contribution
in that group then there maybe nationwide?



Alex Feldvebel:

Oh, yes. This Legislation is aimed at employer sponsored health insurance
coverage. The only point I'm making in siting that statistic is that there is;
employers need help there’s been an erosion that the market forces have been
pushing, have been really squeezing the whole institution of employer
sponsored coverage. And it’s in danger of getting too weak that’s the only
reason I'm making that point.

Senator James W. Squires, D. 12:
So then it's your assertion that the heart of this bill reduces the cost to

employers?

Alex Feldvebel:

It makes it easier for small employers to offer coverage. They are not in good
position to contract nor negotiate like large employers. It through greater
bargaining power it offers a price advantage, not necessarily a great pricing
advantage, but a marginal, comparable price advantage.

(Alex Feldvebel continues)

And allows the small employer to offer choices, something almost no small
employers can now manage at this point and time. So, somewhat of a price
advantage, offering choice and a lot less hassle to the small employer in
offering a reduced sign-up.

Senator James W. Squires, D. 12:

Would you agree that in certain parts in the State, particularly to the north,
why you may conceivably offer coverage choice, the fact is it’s difficult to offer
provider choice because there’s a very limited number of providers in the first
place? So, in fact that's somewhat to New Hampshire that even though you
have multiple plans you have fixed number of providers? So you're not in fact
offering provider choice your simply offering more of a plan choice?

(Tape Change)

Alex Feldvebel:
So any plan choice couldn’t give you provider choices that you won't otherwise
have.
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Senator Katherine W. Wheeler, D. 21:
Further questions Senator Squires?

Senator James W. Squires, D. 12:
No thank you.

Senator Katherine W. Wheeler, D. 21:
Further questions from the Committee for Mr. Feldvebel? Senator McCarley.

Senator Caroline McCarley, D. 6:

In terms of the concept they.adopt the fact that it would be possible to have
several alliances rather than simply one? In a State of this size 1s that a, do
assume that this model will show that because that doesn’t seem to be quite
the same kind in the State of our size?

Alex Feldvebel:

Right. You need a certain size to make these alliances able to deliver the
benefits that we're talking about. It would be like 20,000 (someone from the
audience states 20,000 is the critical threshold), maybe less but you need,
that's fairly a significant number and it would be hard for to have. Multiple
alliances are able to get that kind of enrollment. On the other hand if you let
anyone who meets the qualifications give it a shot maybe you’ll have a better
chance at having one of them succeed. So that’s sort of the thinking of
allowing for multiplies.

Senator Katherine W, Wheeler, D, 21:
Senator Hollingworth.

Senator Beverly A. Hollingworth, D. 23:

Alex, last year there was sort of, the Senate passed it and I know the House
had some problems and it was, it seemed that some the argument that they
had against it was they were afraid that it would cut into they’re market.
Now there is no exclusion is there so that, if somebody offered a good plan,
one that has choices and one that’s within the market, price market, would
there be no reason why they couldn’t be in involved in the alliances, is there?
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Alex Feldvebel:
Yeah. Who's the they?

Senator Beverly A. Hollipgworth. D. 23:
There were a couple who came before us and testified, HMO’s and the

insurance groupies that came in. I could never understand and I guess I'm
asking you to help me understand why they would oppose this if they write
for this can’t they? We aren’t excluding anybody from being involved in and
being selected if they the right choice and the right price?

Alex Feldvebel:

The reason for the Legislation is that the alliances are suppose to offer as
much choice as possible. So it should contract with a large array of plans to
offer as much choice as possible. Yet the companies that expressed concern I
don’t think, it hasn’t been expressed to me that there’re concerned about
being closed off. We have a lot of the good quality carriers in the State. What
was expressed to me was fear that the way they market now, they basically
sell to the employer and they get the whole group.

(Alex Feldvebel continues)

If the alliance exists like this they wouldn't necessarily get the whole group.
They might get some of the people. There’s a group of small employers say 10
people they might get 3 and they prefer to get the whole group, they prefer to
deal with the employer not the employees. That’s one perspective up north
the consumer’s need to have choice and they don’t get very much weight.

Senator Beverly A. Hollingworth, D. 23:

Follow-up question. Can they then pick companies who have healthy
employees, rather than wait for all small groups were involved? Say you
might have one that has older employee’s or young women who maybe
pregnant so that they can say we're going to select this company because it’s
what we know to be a good, almost like a “cherry” type group?

Alex Feldvebel:

I believe that still goes on to a certain extent. We address a lot of the risk
selection with the “711” reform with regards to rating health, health
underwriting, health based underwriting. But you can do risk selection in
this market. You do it mostly through benefit design. So you structure your
benefits so it looks less attractive to say people more affected health people.
More through marketing, the way that you market.
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(Alex Feldvebel continues)

You can emphasis healthy people. So there’s a lot of evidence that that kind
of risk selection still does go on through those two mechanisms plan design
and marketing. And the existence of a purchasing alliance will help prevent
that and also if the person wants to exercise the optton to adjust their risk
and therefore compensation the plans that aren’t giving risk selection and
getting more sick people. It sort of eliminates that market incentive to risk
select and what (inaudible) gets is competition based on value.

Senator Katherine W. Wheeler, D. 21:
Thank you. Senator King.

Senator John A. King, D. 18:
What is the dedication of the, either the companies that are going to be

involved or the health agencies. Can the leave anytime they want? Can they
change from one to the other in same lines, what is there for stability as far
as that’s concerned?

Alex Feldvebel:
The companies?

Senator John A. King, D. 18:
The companies and the employees that are going to be involved and the

employers, can they back out at anytime they want to?

Alex Feldvebel:

The companies can back, they have to give certain notice, I think it might be
90 days before the back out. Then, I don’t know, if they want to come back in
I don’t know if the Legislation address that issue or not. Employers can back
out as well. There is some provision in the Legislation about if they backed
out can they immediately get back in? And there’s an issue there as well but
I'm not sure. That’s something I need to address with an amendment because
the Legislation currently allows, says if an employers back out they may have
to have a waiting period before they can come back in. I'm not sure that's
consistent with our guarantee issue law. So that’s something we still need to
pay attention to. So there are certain restrictions but basically an employer
can come in or back out and the plans can come in and back out.
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Senator Katherine W. Wheeler, D. 21:
Senator King.

Senator John A, King, D. 18:
So it’s all voluntary? That’s even for the companies? If they don’t want to
join up and end up with an alliance there’s no cost?

Alex Feldvebel:

Yes. You can start one of these things and the company could boycott it.
They could say “we don’t like this kind of thing” and we don’t want to let it
happen. That’s been attempted in other States and generally they seem to, if
they are setup properly they seem to work. The companies don’t want to miss
the opportunity of that business.

Senator Katherine W, Wheeler, D, 21:

Any further questions for Alex Feldvebel? See none, thank you very much.
I'm going to call on John Bresler now and then I'm going to start alternating
testimony.

John Bresler — Suncook Trim Corporation:
Thank you Madame Chair I appreciate the opportunity to speak early. As 1

look around the room I may be the only employer here and I sit here and
discuss this bill the question in my mind is who's watching the store so I
would like to get back to work. I came before the Committee last year but I
didn’t get the chance to speak because I had to leave after a couple of hours,
so once again thank you.

I want to thank Senator Fraser. In his district is Pittsfield Weaving, I run a
similar business in Suncook. I also wanted to thank Senator Trombly, who I
spoke to over the weekend, as co-sponsor. I said people do not realize that
the health care cost is a bigger single increase. Therefore a bigger problem
for our employees and our bottom-line many of the tax issues going through
the State.

We recently did our purchasing processing. We had Harvard, Tufts,
Matthew, and Healthsource, who was our supplier. The smallest increase we
were able to limit our new contract to was 35%. Having roughly 50
employees and revenue slightly over 4 Million in 1998 I can tell you the cost
of our health care in 1998 was 2 % of gross revenues.
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(John Bresler continues)

And with the increase of, that was roughly $104,000.00 in checks that I wrote
to Healthsource. And this year our bill came in, the lowest bill we could get
was $139,000.00 for the same services. So once again that $35,000.00
increase i1s a lot more than the BET, the BPT and any other group of taxes
that were coming up.

What I would like to simple lay out, it will take about 5 minutes, and I will
finish this competitive model for business. 2.9% of unemployment the
greatest need is to recruit, hire, train and retain good employees. It is
basically impossible for us to retain high quality employees when benefits are
the issue.

Over the last 4 or 5 years since NAFTA we have had the competitive nature
of our business has changed. In a non-intuitive way in that we have seen
many companies from outside the United States come in and open-up new
businesses in our business. People from China, Columbia, Argentina, Iran
basically with NAFTA, everybody recognized you have to be in Canada,
Mexico, the United States to sell our markets which are deplored in the
world.

Specifically we have competitors in New Brunswick in Eastern Canada that

~ brought in firms from China. They currently pay an industrial rate. Canada
pays for the health care, the current. wages are about 20% less and with the
Canadian dollar they can essentially ship-in freight prepaid at our
manufacturing costs. So we certainly now what competition is and if we are
the “Canary in the coal mine”, I would suggest to you folks here that
manufacturing is not a given.

So, we look at what is the contract between us and our employers.
Essentially we feel that to provide at least catastrophic health care is
something we must do. And in return for our risk and our possible reward
we're going to make the money, they're going to do the work. They deserve to
have the knowledge that they can have their kids and themselves covered.

Under the new increases, specifically, for some reason single moms are the
ones who get hit. And there’s a big cost to society there because the incentive
for them 1s to go back on welfare to get the health care. So we see people
struggling to have day to day, go to work, pay for their health care and their
not asking for much.
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(John Bresler continues)

So, I would say to you again, to follow what Senator Fraser said, it's a good
idea. I think for many of the insurance companies, the argument that I hear,
1s somewhat circular. Which is it’s a bad idea because it won’t work because
it’s a bad idea. I think that if they felt their revenues would go up under this
plan, they’d think it’s a good idea.

It’s not simply the insurance companies who are at fault certainly there’s the
whole issue of health care and the delivery of health care and the cost of
health care. Let me just ask a question and I didn’t see it in the bill. And
that is, is there any sense that this is a high cost option for the State of New
Hampshire? I don’t think it is.

I think that in a “state of flux” certainly now as we know our tax structure is
in a “state of flux”. Anything that government can do to create a competitive
advantage for small business who employs more than 50%, sometimes 75% of
everyone in the country. Gives us the opportunity to higher, train and retain
good employees by providing them the basic, simply health plans at a
reasonable cost.

My final suggestion might be this and I'm not sure it makes sense to you in-
light of the bill but I will offer to you. There is no suggestion that there is
any cost to companies for being involved in the alliance. For my personal
point of view there’s a great benefit to spreading the risk of analysis the
plans. And the “apples to apples” situation is the hardest for small
companies.

It takes one fulltime person about 3 months to spreadsheet and understand

- the differences, the little hooks, that the varies company put in or things you
didn’t know was a trap door that you only find out later because you were
focused on the cost. Your focused on trying to make a profit and you don’t
have the time to figure out this ones hospitalization is better than this ones
but over here you get a better prescription plan. There’s got be an economy of
size 1n this alliance. I'm paying for people to do this fulltime.

If 4 or 5 companies could get together, there’s defiantly a cost savings. And
perhaps the businesses in the alliance could bare some percentage of the cost
because they certainly get the benefit in either cost reduction and/or better
benefits for their employers. That’s basically my position and I very much
appreciate the opportunity to share it with you.
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Senator Katherine W. Wheeler, D. 21:

Any questions for Mr. Bresler? See none. Thank you very much for coming
and testifying we appreciate your time. David Larrivee, from Tuft’'s Health
Plan wishing to speak in opposition to the bill.

David Larrivee — Director of Market Relations, Tufts Health Plan:
(See attached written testimony, Document #3).

Senator Katherine W. Wheeler, D. 21:
Any questions for Mr. Larrivee? Yes, Senator Hollingworth.

Senator Beverly A. Hollingworth, D, 23:
Yes, Mr. Larrivee do you have a copy of your speech?

David Larrivee:
Yes I do and I would be happy to leave it.

Senator Katherine W. Wheeler, D. 21:
Further questions?

Senator Beverly A. Hollingworth, D. 23:

Yes. Do you write for any States or does your company write for any States?

David Larrivee:
To my knowledge Maine is the only one where there is a current Statute
passed or actually in place.

Senator Katherine W. Wheeler, D. 21:
Senator Fraser.

Senator Leo W. Fraser, Jr., D. 4:

Mr. Larrivee first of all I totally disagree with you that this may not reduce
cost. I don’t know and I don’t think you know either whether that’s a fact or
not. That’s not a question that’s a statement, I apologize for that. I will ask
you a question.
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(Senator Fraser continues)

I assume that if Senate Bill 162 is enacted and the Governor signs it that
Tuft’s Health Plan would not be one of the participating carriers? Is that a
fair statement?

David Larrivee: ,

I think we’d need to evaluate the specifics of the Legislation that actually
gets passed. There are certain components of this that make it very difficult
I think for us to entertain participating, although we are committed to the
small group market place. The small group market place makes up more
than 80% of our total business in the State. That’s the way the State
operates, is the small employers as other people have mentioned. So we
would want to be at the table as it relates to small employers, it's that that
it’s viable to us.

Senator Leo W. Fraser, Jr.. D. 4:
Thank you.

Senator Katherine W. Wheeler, D. 21:
Further questions? Senator King.

Senator John A. King, D. 18:
You said there was 89%?

David Larrivee:
In policies, I believe,

Senator John A. King, D. 18:
Where, what states we're they?

David Larrivee:

In this State, in the state since the small employer accomplishments there’s
been a dramatic increase in the number of policies, small group policies. I
can tell you that just from a personal experience at Tufts Health Plan. We've
seen over 5,000 new small employers with an average size of 2.




18

(David Larrivee continues)

Meaning a lot of small employers, some of them I think probable were in the

individual market, have become part of the small group market because they
are licensed businesses and because the current legislation allows us to offer
a competitive package which they can compare, use brokers and agents to do
so and to increase the best value for their dollar.

Senator Katherine W. Wheeler, D. 21:
Further questions? Senator Fraser.

Senator Leo W. Fraser, Jr., D. 4:
Mr. Larrivee is it a fair statement that Tufts Health Plan vigorously opposed
711 when it was being legislated.

David Larrivee:
No, I believe actually we we're not in the State at the time. This was back in
1994; we were licensed 1in 1995. So we were not part of that.

Senator Leo W. Fraser, Jr.. D. 4:
Thank you.

Senator Katherine W. Wheeler, D. 21:
Any further questions? See none. Thank you very much. Karen Hicks has
asked for a minute or two to be able to explain something.

Karen Hicks - Governor’s office:

Thank you Madame Chair, I really only want to take one minute to address
something Alex meant to speak too in his explanation but David also
reminded me we need to address this.

One of the issues the opponents of this Legislation have raised is the whole
idea of risk segmentation in the market. I want to say that, first of all that is
obviously not the intent. The Governor is a strong proponent and protector of
the small group and individual market reforms. And we really kept that in
mind when drafting this Legislation. It is meant to take the next step that
we started on when we enacted the reforms.
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(Karen Hicks continues)

The alliance would have to play by the same rules as everybody else in terms
of community rating, guarantee issue, all of those things. Which really apply
to the insurance side of this. This enables small businesses to come together.
It will not allow the purchasing alliance to prohibit any company that wants
to from joining, so long as they adhere to the group size. So, I just want to
get that out on the table right now, it’s something people have raised over
and over again. I just think the argument doesn’t have any merit.

The second thing that I wanted to address 1s one of the issues that the
Legislature thought was very important in the enactment of Senate Bill 711
in 1994 was the need to really increase the predictability of health insurance
prices for small business. I think over the, certainly the Legislation helped to
do that, but one of the things we've seen over the past 3 or 4 years is intense
competition in the health insurance market. Where many companies
purposely chose to under-price their product, write the product at a risk and
now I think we’re seeing, in the so-called market adjustment, them exacting
their price for that under-pricing.

One of the things the health insurance purchasing alliance would do is even-
out competition so that we don’t have this phony competition. We don’t have
significant under-pricing only to have carriers get a significant share of the
market and raise prices again. It will help keep downward, consistent
pressure on premiums so that it’s more predicable for small businesses. They
need that level of assurance and predictability. So I just wanted to address
those two issues. Thank you.

Senator Katherine W. Wheeler, D. 21:
Any questions for Karen Hicks? Senator Squires.

(Tape Change)

Senator James W. nguires, D. 12:
I just realized, until I read this report here. That if the alliance is going to

define a set of standardized health benefit plan?

Karen Hicks:
Right.



20

Senator James W. Squires, D. 12:
Does that mean that the alliance will decide on a benefit plan, will decide if a

benefit is covered or not covered?

Karen Hicks:

The alliance would come up with a standardized benefits package. The
reason for that is so that companies can actually compare “apples to apples”.
And so there won’t be just one benefit offered but rather, if it's functioning
properly, you could have a minimum of 3 carriers offering as many as 9
different products. So the goal in that is to really facilitate comparison so
that we have competition not only based on price but also based on value.

Obviously, because it's purchasers who would be driving the benefit selection
rather than those offering 1t, I would assume they’re really going to keep an
eye on cost since they're footing the bill, The other compelling reason I think
that’s linked to that is one of the things Rick Curtis, who’s a expert nationally
on health and has put these things together. One of the issues that he spoke
to that I think is very compelling is that this will stabilize coverage for the
employees.

Since small businesses who are offered health insurance are so cost sensitive
they're in and out of the market with very short turn around because of a 10
or 15 or 20% cost increase tips it over the edge. So one of the ways this helps
to decrease the number of uninsured is allowing employers to offer a
contribution. So if the baseline price for a product is $150.00 the employer
can choose to pay only $130.00 and the employee can make up the remainder
and have greater choice.

So if they want to choose up they can add their own dollars in and experience
the benefit of that choice. Not only will it allow families to have one health
plan where as right now both parents are employed by a small business they
can be in as many as 2 or 3 health insurance plans. It will allow the families
to stick together but also help to stabilize it. So that they're not being driven
so much by the cost sensitivity but with they’re own resources they can help
provide some stability there on.

Senator James W. Squires, D. 12:
You think that you or the Insurance Department could obtain an example of

this?
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Karen Hicks:
Of the standardized benefit product?

Senator James W. Squires, D. 12:
Yes.

Karen Hicks:
Certainly.

.

Alex Feldvebel:
I think it’s those booklets that are in your binder.

Senator James W. Squires. D. 12:

I guess I; just a follow-up. If there 1s such a concept if it's consistent, I'm not
sure the Legislature couldn’t require the Insurance Department to develop
such a plan. And then make sure each carrier offers it among their other
offers. I don’t know why we would want to single out a new corporation to
define a benefit plan. I understand it in an Indemnity setting that’s sort of
what Medicare does. There is a set of benefits and everybody has to live by
them. But in a Managed Care setting a standardized set of benefits being
offered by every plan is something I want to see.

Karen Hicks:

Senator Squires it is my understand that right now that many employers
choose they're own benefits plan, this in this out, based on what the needs of
they’re employees are. And so what this would simply do is extend that to
the Health Purchasing Alliance about the member employers to really have a
lot of input into what those benefits packages look like. Rather than having
the plans dictate, which they do for small businesses I don’t think that small
businesses currently have the market power or clout to really alter the
benefits plans to the same extent their large employer/counterparts do. And
so I think that again this is trying to provide some equity in the market
between large and small employers.

Senator Beverly A. Hollingworth, D. 23:
(Senator Hollingworth has temporarily taken the chair)

Further questions for Karen Hicks? See none. Thank you. Bill Bartlett.
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William Bartlett Jr. - S&H Murphy:
Good Morning Madame Chairman, Members of the Committee I'm William

Bartlett from S&H Murphy we represent Harvard Pilgrim HealthCare. With
due respect to the Governor we formally appear in opposition to SB162. 1
have a prepared statement by Tom Gough who is the Director of New
Hampshire Operations and Development.

(See attached written testimony, Document #4).

Senator Beverly A. Hollingworth, D. 23:
Thank you. Any questions for Mr. Bartlett? See none, thank you.

Senator Katherine W. Wheeler, D. 21:
George Bald.

George Bald — Department of Resources and Economic Development:
Madame Chair, Members of the Committee, Good Morning my name is
George Bald, Commissioner of the Department of Resources and Economic
Development.

(See attached written testimony, Document #5).

Senator Katherine W, Wheeler, D. 21:
Any questions for Commissioner Bald? See none, thank you very much for
coming. Harold Sullivan.

Harold Sullivan - NHALU:

Thank you Madame Chairperson, my name is Harold Sullivan I'm the
Legislative Chairperson for the New Hampshire Association of Life
Underwriters. We're approximately about a 600-member organization of
agents and brokers producing life and health insurance in the State of New
Hampshire.

In contrary to what the gentlemen said before many of our members are self
employed individuals who do provide for their own employees. It effects us in
2 ways when this type of legislation comes in. As the Govern said this is
Legislation that is very similar to SB494 which was proposed last year.

Many of you know we opposed that bill and most of our concerns continue
with this bill.
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(Harold Sullivan continues)

The only significant improvement we see is that now this would be
supervised by the Insurance Department rather than the Department of
Health and Human Services, which is an improvement in the Legislation.
However the rest of the concerns remain unchanged.

Our associates with the health underwriters will give a more specific
testimony of our concerns so I won’t duplicate their testimony. But I would
just say that not much has changed since last June. I don’t think the State of
New Hampshire has grown any larger, not that large of an increase in
population.

It’s been shown in other States that these Purchasing Alliance work best in
large States with significant pools to bring together so there is some economy
of scale. I think you would need to involve the entire small market. Pulling
the whole small group market into the alliance if you're going to work this
alhance efficiently. As Senator Fraser said you haven’t proved there’s any
increase in cost but we haven’t proved there’s any decrease in cost either. So
our concern from last year remains unchanged. Thank you Madame Chair.

Senator Katherine W. Wheeler, D. 21:
Thank you. Any questions for Mr. Sullivan? See none thank you for coming.
Jonathan Stuart.

Jonathan Stuart — North Country Health Consortium:
(Good Morning, Madame Chair, Members of the Committee. I'm Jonathan

Stuart I represent the North Country Health Consortium, which is a
collaborate of 10 Health and Human Service Organizations providing health
care services north of the Notches. I'm here today to speak in support of
Senate Bill of 162. T have handed out a prepared statement and summary,
which I will go through for you.

(See attached written testimony, Document #6)
Senator Katherine W, Wheeler, D. 21:

Thank you very much. Any questions for Mr. Stewart? See none thank you
for coming to testify. Lori Real.
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Lori Real — Director of Planning and Research, DHHS:
(See attached written testimony, Document #7).

Senator Katherine W. Wheeler, D. 21:
Thank you very much. Any questions for Ms. Real? Senator Squires.

Senator James W. Squires, D. 12:

Lori, your statement about choices certainly has to be true but I keep coming
back to the cost question. And if you were to ask the question in a particular
manner, does an employee want more choice and willing to pay for it them
selves you might get a different answer.

My question is health care cost fundamentally; I relay it to the benefit
structure, despite all of that about administration the fact remains that the
driver in health care cost is the benefits.

So my question is why do we need an alliance to define a set of benefits? Why
would it not be just as possible to say the Insurance Department who know
more about benefits then seems to me a newly created alliance you will
design a baseline set of benefits and compel every carrier in New Hampshire
to offer it. Then you know whose claims are whose. What is the advantage of
doing it this way?

Lori Real:

I think that the Department of Insurance is very capable of doing that but
the New Hampshire way is less Government proposing and complying and
mandating then it is involvement from the community and the employers.
And that they employers participate in that development where they'll feel
that they better understand what their employees needs are. Then they will
be more likely to enter into a purchasing alliance than if it was mandated. I
think it’s that philosophical involvement.

Senator James W. Squires, D, 12:
That elusive New Hampshire way, thank you.

Senator Katherine W. Wheeler, D. 21:
Yes Senator Fraser.
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Senator Leo W. Fraser, Jr., D. 4:

Lori would you agree with me that in all likely hood that using the same
standardized product that in all likely hood an employer, a small employer
with 50 employees goes to market, he in all would probable get a higher price
for his product than if there’s 5,000 members to insure? Is that a fair
statement?

Lori Real:

People from the Insurance, I think, industry could speak better to that than I
but my past experience on the insurance side of the market is that it does
cost more administratively for small groups individually than it does for large

groups.

Senator Katherine W. Wheeler, D. 21:

Any further questions? See none thank you very much. I have a card for
people who do not wish to testify. Paula Rogers has signed up in opposition
and has submitted written material. (Each Senator received their own
letter). Katharine Eneguess has signed up in support, representing BIA not
wishing to testify. Senator McCarley signed up supporting the bill not and
not wishing to testify. Tom Harte wishing to testify in opposition.

Tom Harte - NHAHU:

Good Morning Madame Chairwomen, Committee Members my name is Tom
Harte and I with Landmark Benefits Group in Salem New Hampshire. 1
have submitted written testimony, which I hope you have time to review.
(See attached written testimony, Document #8).

But instead of me reading from my testimony I will talk to you about a few
points I've heard today that I wanted to provide verification for. The
organization I represent today is New Hampshire Association of Independent
Insurance Agents and also The New Hampshire Association of Health
Underwriters.

The first thing I want to talk about is who is the broker? I've heard some
people come up today and talk about different roles that the alliance would
perform, different roles the Department of Insurance would perform. But I
run a very small practice in Salem. We have one employee who represents
maybe 20 small employers in the State of New Hampshire and thousands of
our insured population.



26

(Tom Harte continues)

My job everyday is to go through those spreadsheets from that gentleman
who comes from Suncook. My employer clients don’t need someone working
fulltime for 3 months to shop all the different benefit in the State of New
Hampshire and all the plans that are within those companies.

My job is to do the people who work for me, that is our job to do that and in
addition to the shopping that we do, as that gentleman referred to it, we take
care of consumer complaints, everyday. That instead of going through the
Department of Insurance, consumers advocate, we take care of that for them.
Not only can we perform those tasks we take care of full Cobra compliance;
we take care of take-over benefits. We insure that the provisions of the
Federal Government are protected. We make sure that if the employer has
questions regarding provisions we take care of them right there.

So instead of passing that over to the Health Insurance Purchasing
Cooperative we would take of ourselves and for what a very, very, low fee.
We are aloud to charge fees in our practice, but we do not charge fees, we
solely take commissions from Health Insurance Companies. We take care of
benefit education, marketing, we do the physician matching.

Before we even go into an employer, especially a small employee less than 10
employees, we go to the employees and ask them who your PCP? If you had a
choice of a hospital to go to what hospital would that be? One of the best
things that has happened over the past couple of years, since Tufts Health
plan and Harvard and Blue Cross has improved their benefits in Mass,
Mathew Thornton and other plans, we have access to Boston facilities.

We have excellent hospitals in the State of New Hampshire who have had
person problems in members, where as there is a lack of coverage amongst
the hospitals. So our insured population if they feel better about it have full
access to Boston Hospitals where as prior to 1995 with the health plans that
were in the State at that time, to be very difficult to do so.

Now I will talk about consumer choice. Last year in August, Legislation was
passed that prevented any employer who had 3 employees to offer more than
one health plan. There’s a 37-%% requirement for employee participation
and in the event a 3-person employee wanted to over 2 medical plans they
can not do it. It's impossible to do it, you have 2 employees choice 1 health
plan the other employee choices the other health plan, because their
physician is in there, they can’t do it, 33%.
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(Tom Harte continues)

So, that’s been a huge challenge for us in the past year. And in certain
situations you have a 10 person employer and only 1 or 2 people want to have
a Blue Cross policy and everyone else wants to have a Harvard plan, you can
not do it, it’s impossible. So, the Legislation historically has shown that
employee choice is not a big a concern to Legislators as are other concerns.

But it’s a concern for us, the Health Underwriters, the Life Underwriters, the
Insurance Agents and our consumers, want to have that choice. Do we need
to go to a Health Insurance Purchasing Cooperative to do so? I don’t think
so. I think that the repeal of the 37 %% requirement is a huge step in the
right direction to provide employee choice and consumer choice.

Even the State of New Hampshire, the State of New Hampshire in a recent
decision to have their own medical plan the took one medical plan. They
didn’t have to choose they could have chose 2 or 3 or 4 medical plan that are
insured in the State. They chose one; there is a reason for that, I can’t tell
you what the reason was.

But it kind of disturbs me that the State of New Hampshire in a purchasing
made one health care decision for all their employees as opposed to just one.

I know that members of the Department of Insurance don’t appreciate that as
well, they’d like to have some options.

The comparison between other States, Colorado, California and Connecticut
and looking at the State of New Hampshire, New Hampshire is one of the
healthiest States in the country. They also have the best medical insurance
plans available to employers and consumers. If you look at, use Newsworld
report back in October or Newsweek, I presented you with those articles; we
have the absolute best health insurance plans. We have the best access to
physicians, the healthiest State. So we can not compare the demographics or
the characteristics of the State of New Hampshire to those 3 other States.

And if it works in those States does that necessarily mean that it’s going to
work in our State? I don’t think so. It may, I don’t know, it could. But that’s
the big question everybody is saying today, it might work but we’re not sure.
Nobody can give us any guarantees. One of the real interesting concepts I'm
thinking about as I'm sitting back here is that the Department of Insurance
and the Governor’s office, I thank them very much for making a stand to
include brokers and agents in this bill, because last year it was questionable,
are brokers going to be considered in this bill? It changed earlier this year to
include brokers and agents.
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(Tom Harte continues)

And I'm still sitting here today, even though that I know that I can be paid
and compensated for it and health plans know that they can possible increase
their market penetration, but we are still opposing it. Not because I don't
think that I'm going to get paid and that I'm going to be compensated fairly
or that the health plan is going to increase their market share but rather
because we think that i1t's not going to work.

That the Alliance is not a necessary component of the health care
marketplace in the State of New Hampshire today. IfI could make my life
easier, I have 3 little kids; I want to be home with those kids as often as [
possible can. If it makes my life easier it can make the lives better for my
consumers and my clients I would love to do it.

But I don’t think that the lack of employee choice as it stands today, there is
a reason for the 30% rate increase that we've seen. I don't like to see it, [
don’t like going to my employers and saying, “here you go, here’s a 35% rate
increase”. Those are other problems, those are other health problems that we
have across the State, with the hospital competition and prescription cost
increase of 16% over the past year. I think the individual health care is a
larger concern than trying to focus on a Health Insurance Purchasing
Cooperative.

The North Country, another gentleman brought that up, I think that’s a
problem. But Tufts, Harvard Pilgrim....(Tape Change)...end of testimony.

Senator Katherine W. Wheeler, D. 21:
Thank you, any questions? Senator Hollingworth

Senator Beverly A, Hollingworth, D. 23:
You said you could charge fees for your services but you don’t you take the

cost from......... , I didn’'t hear what you said. How do you...?

Tom Harte:
I solely get compensated from the health plans.

Senator Beverly A. Hollingworth, D. 23:
So the health care plans they increase their cost so that they can provide to

re-coop they salary.......
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Tom Harte:

That’s not necessarily true. Health care plans today when they file their
rates with the Department of Insurance include a component of compensation
for brokers and agents.

Senator Beverly A. Hollingworth, D. 23:
But that does in fact, the cost, include the cost delivering health care?

Tom Harte:
It does, but under the HCPC plan the same rules also apply.

Senator Beverly A. Hollingworth, D. 23:
Thank you.

~ Senator Katherine W. Wheeler, D. 21:
Any further questions? Senator Squires.

Senator James W. Squires, D. 12: _
The testimony before, the individual who I think ran a manufacturing firm,

alluded to the necessity to clean the house as it were to exam all these plans.
But what prevents him from hiring you, or somebody to do that for him?

Tom Harte:

Excellent question. As I said before I have a very small practice and our
clients really appreciate the work we do for them. Most of our clients don’t go
out to bill to all other health insurance brokers through the course of the year
because we do a really good job for our clients. I think for that gentleman, if I
could had him a business card and say my name is Tom Harte from
Landmark Benefits I can save you time, we can do that job for him he just
needs to find the right person to do that.

Senator Katherine W. Wheeler, D. 21:
Further questions? Senator King.
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Senator John A. King. D. 18:
If it’s not mandatory you don’t even have to participate, why all the concern?

Tom Harte:

Why am I alarmed? Well I first say the bill last year, when it was in the
House of Representative, I thought that it was an interesting concept. I also
thought it was interesting because it would offer for multiple HCPC’s. So
that my company could actually start there own HCPC’s and go to Tufts
Health and Harvard and Blue Cross.

But then I looked into it further and I said “well right now we are in
guarantee issue State” and we're community rated across the board. In the
event that we were to pull from the million dollar pool of individuals, let’s
just say 30,000 people, how would that adversely effect the rates in a
community rated pool?

Insurance works on being able to determine the risk. The greater the pool
the better the insurance companies get to determine that risk. You pull those
30,000 people out then that would adversely effect their ability to calculate
the risk across the board.

So that was my first concern, the other concerns that I have are related to “is
it really cost effective for the State of New Hampshire to” and I am not an
expert in policy I'm only an expert in consumers, I deal with them every
single day. Is it cost effect for them to setup a new system a Health
Insurance Purchasing Cooperative, duplicating what I do everyday and
duplicating what the health care plans do everyday? Does that answer your
question?

Senator John A. King, D. 18:
I gather from your testimony you look at the whole picture?

Tom Harte:
Yes.

Senator John A. King, D. 18:

Is it a better thing for the people; the small companies of New Hampshire or
1sn’t a better thing? Everybody, companies can join this, insurance
companies can join this. They all take that risk one way or another.
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Tom Harte:

I don’t think that the State of New Hampshire needs to set up the lengths
that they are looking at for a Cooperative to be able to do that. I think thata
simple solution such as a bill dealing with the 37 %% requirement, to go back
to allowing me to offer choice to my employees.

Senator Katherine W, Wheeler, D. 21:
Questions? Senator Fraser.

Senator Leo W. Fraser, Jr., D. 4:

I ask this question of the last speaker, would you agree with me, in your
capacity as a consultant, that in all likely hood that if you had employer with,
who wanted 50 Iife’s insured versus an employer that wanted 5,000 life’s
insured that in all likely hood you’d be able to better price per life for that
5,000 block of business versus the 50 live block of business? Is that a fair
statement?

Tom Harte:

I don’t claim to be an expert in actuarial sciences but what I do know is that
we have a lot of employer clients in New Hampshire and through out New
England and New York, that are larger clients that may at times, and [ don’t
the percentage but it’s pretty well balanced, at a higher price per capita then
our smaller employer chents. All of my smaller employers might be a
younger group with an average age of 30-35 years of age. Where as an
established employer, a larger employer, have an older practice. So, by
having a 5,000-group pool doesn’t necessarily help my small company.

Senator Leo W, Fraser, Jr., D. 4:

I guess maybe 1t’s not a fair question. But if you had the same, you could
offer the same product, it seems to me in my experience would you believe,
that someone goes to market with an offer to insurance 5,000 life’s in all
likely hood there going to get a better price than someone goes to market
trying to insure 50 life’s, using the same product.

Tom Harte:
Exactly. If your questions is if I had a group of 5,000 with similar
demographics as the 50-person group, then to answer that question, yes.
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Senator Leo W. Fraser, Jr., D. 4:
Thank you very much.

Senator Katherine W. Wheeler, D. 21:

Any further questions? Seeing none, thank you very much. Our last two
speakers would be Suzanne Amidon first, then Yvonne Nanasi. After that
the Committee is going to carry out its hearings in Rep’s Hall for the next
bill. So there will be a change of venue after these two people testify. I am
going to ask Senator Hollingworth to deal with this and I am going to go work
on my eye. :

Suzanne Amidon — General Counsel - NH Hospital Association:
Good Morning, Madam Chairman, my name is Suzanne Amidon, General
Counsel for the New Hampshire Hospital Association.

(See attached written testimony, Document #9).

Senator Beverly A. Hollingworth, D. 23:
Questions from the Committee? See none, thank you very much. Yvonne

Nanasi.

Yvonne Nanasi- Director of Government Relations- BCBSNH:
Thank you very much Madame Chair, Members of the Committee I will be
very brief, as I understand you have chiropractor next.

(See attached written testimony, Document #10).

Senator Beverly A. Hollingworth, D. 23:
Thank you very much. That ends those who have submitted a card wishing

to speak. We do have a card from Judith Ryan in support of the bill but not

wishing to speak. Thank you all for coming, I will close the hearing on
SB162.

Hearing closed on SB162 at 10:30am.

Respectively submitted,
Linda Brosseau, secretary
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SB 162

This bill establishes standards for a voluntary health insurance
purchasing alliance. The alliance would be run by a nonprofit
corporation and would be available to small employers statewide. The
operation of the alliance would be overseen by the Insurance

Department.

Small employers need help providing health insurance coverage
for their employees. On an individual basis, small employers simply
do not have the resources to effectively shop around and negotiate and
contract with health carriers. By consolidating purchasing
responsibilities and resources, small employers will gain much-needed
bargaining clout and purchasing savvy. They will also be able to give
their employees something they do not now have but greatly
desire-namely, choice of health plans. An added benefit is that certain
administrative costs, such as costs associated with contracting,
enrollment, and premium collection and payment, will be reduced

through economies of scale.

Over the summer, | participated in the SB 494 study committee
on purchasing alliances. We heard from experts on the subject and
collected a great deal of information on the operation of purchasing
alliances in other states. What I have concluded is that, if properly
structured, a health insurance purchasing alliance can provide
| significant benefits to small employers and their employees with no

significant downside.
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The health carriers have mostly opposed and lobbied against this
idea, and there is something very interesting about that. What is
interesting is that, for at least the lz)azgt five years, the health carriers have
been trying desperatsly to grow o%consolidate. The reason they have
given for wanting so very much to do this is the importance of market
strength and economies of scale. And, indeed, there has been a great
deal of market consolidation on the supply side of the health insurance

market.
Unfortunately for the purchaser, there has been very little

consolidation on the demand side. Today, with this bill, I put forward

the old notion that what’s good for the goose is good for the gander.
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An act establishing the voluntary small
employer purchasing alliance
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- What is a Health Insurance Purchasing Alliance (HIPA)?

A HIPA is a private organization through which businesses join forces to purchase health
insurance for their workers. The primary goal of a HIPA is to obtain better value in purchasing
health insurance by consolidating purchasing responsibilities and resources, thereby:

e increasing bargaining clout and puréhasing expertise
¢ reducing the administrative cost of health plan contracting, enrollment, premium

collection and payment for multiple employers, and
e giving consumers a meéaningful choice of competing health plans.

New Hampshire Insurance Department Oversight

Healthplan 1

Employer 1
Health
Insurance
Employer 2 Purchasing
AHiance
) Subcontractors

Employer m

Healthplan 2

Healthplann

e
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What a HIPA does . What a HIPA-do-esn't do-

Negotiating and contracting Bear risk
Marketing Directly pay individual health care providers
Enrollment Market for just one carrier

Provide health care services
Function as a health plan (HMO, PPO, etc)

Premium collection and distribétion
Consumer information

Data analysis and evaluation

Plan performance measurement -
Quality improvement

ot e
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A HIPA can help us achieve the following
important health goals:

Reduce costs for health insurance by:

s aggregating purchasing power to negotiate with health plans
» reducing administration costs

Enhance employee choice of plans by:

¢ encouraging participation of multiple health plans
+ allowing employees to choose among health plans available through the HIPA

Foster competition based on value by:

* ensuring consumers receive clear information about plans including plan quality
 requiring plans to offer standardized benefit packages for "apples to apples”
comparisons

reducing the opportunity for health plans to engage in risk selection and cost-shifting
from other purchasers

reducing the incentive for health plans to risk seléct by risk adjusting rates

[ ]

Enhance guality by:

e providing consumers with information to compare plans for best value
e negotiating with plans to set specific quality improvement goals

Reduce the overall level of uninsurance by:

» making insurance more affordable
s discouraging risk selection *



-+ Why organize-a HIPA for small employers? -

Small employers have the most difficulty covering their employees.
An alliance will facilitate:the purchase of health insurance for small
employers.

¢ Of the 54 million Americans between the ages of 18 and 65 who are employed in businesses
with 100 or fewer workers, only 40% obtain health insurance from their employer compared
with 83% of employees in firms employing 1,000 or more workers.

A HIPA will increase choice of plans available to its members

e  Workers in small firms tend to have little choice of plans. :
¢ In 1996, 80% of the small firms that offered coverage offered only one plan.
* Only 6% offered choice from 3 or more plans.

A HIPA can increase the efficiency of the health delivery system

e _The cost of health insurance as measured by the difference between premiums and benefits
paid (the "loading charge") is greater for small firms than for large firms. This is due to the
fact that administrative costs involved in insuring a small employer can be high.
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* SB 162: Questions and Answers'

Why is a small employer purchasing alliance needed?

-Small employers have an especially hard time providing insurance

coverage for their employees. They are much less likely than large
employers to provide any coverage at all to their employees or to
provide employee choice of plans. In addition, employee’s out-of-
pocket costs tend to be higher for small employers. This bill would
provide a mechanism for small employers to band together, thereby
giving them the same purchasing advantages (e.g., economies of scale,
increased purchasing power) that large employers now enjoy.

Also, the health plans themselves are busily banding together for
improved market position. This in itself increases the need for small
employers to improve their own market position.

Why do we need this kind of alliance? Why aren’t the existing trade
associations and trusts enough?

The existing group purchasing mechanisms are not available to most
small employers.

The many of the existing group purchasing mechanisms are not large
enough to get the kind of bargaining clout we are looking for and at the
same time to offer choice of plans.

How is it going to help us to create another government bureaucracy?

This is not a government bureaucracy. This bill simply sets
groundrules whereby a private nonprofit corporation will administer
the purchasing alliance. The oversight function is performed by the
Insurance Department.

Isn’t the small group market functioning well right now in the sense
that there has been a lot of competition? If it ain’t broke, why should
we fix it?
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In the last few years, there has indeed been a fair amount of price
competition in the small group market. This is because the name of the
game has been market share. Health plans have opted for reduced
margins and even significant losses in exchange for a chance at
improved market share. But this is changing and plans are beginning
to implement large price increases as they seek to recover from the -
rigors of vying for market share. At the same time, the market
continues to consolidate on the supply side with only three plans
having the lion’s share of the market.

Even with the increased price competition in this market in the past
few years, things have still been far from adequate for the small
employer. Many small employers cannot offer coverage or choice of
plans to their employees. This puts them at a competitive disadvantage
relative to employers in other states and in the world economy. The
New Hampshire small employer could truly benefit from the
economies of scale and increased bargaining clout that a purchasing
alliance would offer. :

Isn’t it true that small employers already have choice of plans and that
an alliance would not improve this?

Certainly small employers have a choice in the current market. They
can choose to contract with any of a number of health plans. But that
1s not the choice that we are talking about. We are talking about the
ability of small employers to offer choice of coverage to their
employees. Because of the.administrative difficulty of contracting
with health plans and because of health plan conditions about |
participation rates, most small employers who do offer coverage offer
only one plan. So the only choice that is given to the employee is of
the “Take it or leave it” variety. We will not have true competition in
the small group market until we'have consumer and not just purchaser
choice of plans.
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Testimony for SB 162 — an act to establish the voluntary small emplover
health insurance purchasing alliance

Good morning Madame Chairwoman and members of the Committee, my name is David
Larrivee and I am the Director of Market Relations for Tufts Health Plan. On behalf of
Tufts Health Plan I thank you and your committee for the opportunity to testify on Senate
Bill 162.

Tufts Health Plan is opposed to SB 162 because it is duplicative and unnecessary and
potentially threatening to the healthy, competitive small group market presently existing in
New Hampshire. Therefore, we do not see the need for yet another layer of bureaucracy.

In 1994, the New Hampshire Legislature passed small group market reform and since that
time, a competitive environment has formed among the small group carriers. Small group
carriers have seen a steady growth in the market, the number of small group policies has
increased by 89%, the number of covered lives has increased by 31%, the average group
size has declined, and the number of carriers writing in the small group market has grown. !

Given the growing small group market in New Hampshire, Tufts Health Plan opposes to
SB 162 for a number of reasons.

First, the introduction of a Purchasing Alliance will not reduce costs. Fees assessed in
connection with the operation of the Alliance will negate any cost savings to the small
group employer and/or the consumer. For example, the proposed model calls for all
member employers to pay the costs incurred or anticipated by the Alliance in connection
with the operation of the Alliance.

Health plans would also incur costs should the Alliance develop uniform standards for
data to be collected and provided to it and its members. New Hampshire HMOs already
answer to a broad range of organizations that measure health care quality. These
organizations include federal and state government agencies and independent not-for-
profit review groups. One of these review groups, the National Committee for Quality
Assurance (NCQA) serves as the national accrediting body for HMOs. The standards set
by NCQA are purposely set high to encourage health plans to continuously enhance their
quality of care.

In order to assure high quality patient care, Tufts Health Plan already maintains internal
quality assurance and utilization management systems. These systems afford our members
a level of accountability and protection. Tufts Health Plan’s quality assurance programs
also allow us to evaluate health outcomes and collect data in order to identify areas of
strength and target resources to those areas that need improvement.

! Senate Bill 711 final report, An Investigation Into the Effects of the New Hampshire Health Insurance
Reform Law, RSA 420-G, pp. 47-48 (1977).



Health plans also collect and report HEDIS data (Health Employer Data and Information
Set). HEDIS data is a core set of performance measures used to assist employers and
other health purchasers in understanding the value of health care purchases and evaluating
health plan performance. HEDIS measures are constantly being refined and updated to
meet the changing needs of employers and other purchasers.

SB 162 also calls for any marketing, advertisement, or education materials for health
coverage sold through the Alliance to be approved by the Alliance prior to its use. At the
moment, health plans have marketing materials that are approved both by their legal
counsels as well as the Department of Insurance. Alliance approval of these marketing
materials just adds another layer of administration, not to mention more costs for the
health plans participating in the Alliance who would be required to pay funds into
marketing pools.

If a Purchasing Alliance were to develop, two risk pools would be created in the current
small group market. From here, there is potential for negative impacts on the existing and
successful risk pool established by the small group law. For example, the small employers
who did not belong to this Alliance could end up paying & higher cost for

health care because of the risk selection imbalance. Furthermore, by requiring a standard
product, there will be no incentive on the part of health plans to be creative in what they
can or cannot offer to a small employer. From the employee’s perspective, what is the
incentive to chose one plan over the other? How does this foster a competitive
environment in the marketplace? How will the Alliance explain the differences between
the health plans?

Tufts Health Plan also believes that SB 162 would be harmful to those individuals who are
already struggling to afford health insurance for themselves and their families. If the
purpose of the proposed legislation is to lower costs, thereby increasing access for some
portion of the presently uninsured segment of the population (the working poor), the
proposed legislation is the wrong method. For example, other states which have enacted
purchasing alliance legislation in the early 1990’s faced enormous problems of adverse
selection. The standardized products offered through the health insurance purchasing
cooperatives were more expensive than the more innovative and streamlined products that
could be offered outside of the cooperatives. Employers with health employee
populations forced to the non-cooperative products, leaving those with disabilities and
chronic illnesses to flood the cooperatives pool.

Furthermore, the current Alliance also allows any late enrollees to enroll in any health
benefit plan that is available through the Alliance. This would mean an employee can
choose not to enroll during standard open enrollment, find out they have a condition or
illness that requires medical treatment later in the year and enroll to have the claims paid.

Finally, without knowing what level of enrollment is anticipated, it is difficult to predict
the viability of the Alliance. Experience in other states demonstrates that states such as
New Hampshire, with small populations, are inappropriate forums for the purchasing



alliance model. For example, Maine passed a purchasing alliance statute in 1996 and no
voluntary pools have been created since the passage of these laws.

For these reasons, Tufts Health Plan opposes SB 162. 1 thank you and your Committee for
this opportunity to address this very important issue this morning. I would be happy to
answer any questions the Committee may have at this time.



i

ﬁl;R:US—SS FRI 03:08 PM  HPHC FAX NO. 617 730 4650 P. 02/02

Wotomadx &Y

April 12, 1999

The [Honorable Katherine Wheeler
Chair, Senate Committee on Insurance
Legislative Office Building

Room 102

Concord, NIT 03301

RE: Senate Bill 162
Dear Senator Wheeler;

I am writing to express Flarvard Pilgrim 1lealth Care of New England’s opposition to Senate Bill 162 — An Act
Lstablishing the Voluntary Small Employer Health Purchasing Alliance.

Purchasing alliances, olten referred to as Health Insurance Purchasing Cooperatives (HIPCs), have been tried in
other states. Experience shows that, in all but the largest states, carricrs offering coverage through the alliances lose
money and cannot maintain themselves in the marketplace, In the smalier staics, coverage offered through the
HIPCs has typically been morc cxpensive than other coverage available in the marketplace. Harvard Pilgrim
belicves that the rosult in New Hampshire would be the same, particularly given the nummber of requirements which
would be applicable o carriers offering coverage through the HIPC,

In addition to opposing purchasing alliances in general, 11arvard Pilgrim has serious concerns about many of the
specific components of the proposed atliance. These concerns include:

* 'The eligbility requirements for coverage offered through the HIPC would be different than those applicable to
the stall group market, resulling in adverse selection against the HIPC products.

* The alliance could limit participation in the alliance to three (and possibly fewer) carriers, resulting in less
choice for consumers.

*  The lack of detail regarding the proposed risk adjustment mechanism.

The small group health insurance market in New Hampshire |s functioning well. Many carriers are offeting a
variety of health plans to small businesses at competitive ratcs. In large part, this is the result of previous refonns
enacted by the Legislature. Harvard Pilgrim does not believe that further legislative intervention in this market is
warranted at this time,

For all of the above reasons, Harvard Pilgeim urges you to oppose Senate Bili 162. Thank you for your
congideration.

Sincerely,

Thomas Gough
Direction, New Hampshire Operations and Development



STATE OF NEW HAMPSHIRE
DEPARTMENT of RESOURCES and ECONOMIC DEVELOPMENT

OFFICE of the COMMISSIONER
172 Pembroke Road  P.O. Box 1856  Concord, New Hampshire 03302-1856

603-271-2411
FAX: 603-271-2629
e-mail: g_bald@dred.state.nh.us

GEORGE M. BALD
Commissioner

April 12, 1999

Members of the Insurance Committee

I am in support of SB 162 establishing a voluntary small employer health insurance
purchasing alliance. Small businesses truly need this legislation. They typically have
the most difficulty in obtaining health coverage for their employees. It would alsonake it
more affordable for small businesses.

We deal with many small businesses on a daily basts, and the current number one
problem is attracting and hiring qualified employees. Having the opportunity to provide
health insurance will allow them to compete for experienced employees.

This is a reasonable proposal to assist small business owners to be more competitive and
have the opportunity to grow and create new employment. [ urge the committee to
support the bill.

Sincerel

Commissioner
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25 Mt. Eustis Road, Littleton, NH 03561

SENATE BILL 162: Health Insurance Purchasing Alliance
Summary of Testimony to Senate Insurance Committee

1.

We have a potentially serious situation developing in the health insurance market for
Northern New Hampshire.

Many employers have been faced with severe health insurance premium rate increases
in recent months. This situation has created a scramble to find new, affordable sources
of coverage within a market that already has very limited choice.

The proposed small business purchasing alliance offers an importaht vehicle for
addressing this problem, particularly for Northern New Hampshire.

Northern New Hampshire communities are characterized by inter-related
circumstances of lower median household income, greater self- and small-business
employment, and higher rates of uninsurance or under-insurance relative to the rest of
New Hampshire.

High rates of uninsurance and underinsurance are undoubtedly correlated with the
higher rates of small business and self-employment. Among small employers (under 50
employees), 51 to 58 percent of businesses offer health insurance to their workers in
contrast to large employers, of which 91 to 96 percent are estimated to offer insurance.

The difficulties faced by small employers in purchasing insurance are also factors that
inhibit small purchasers' ability to use their purchasing dollars to improve quality or to
participate meamngfully in the marketplace.

A group purchasing alliance could yield significant community benefit by:

A) facilitating broader and more informed consumer choice;

B) expanding access by making available more affordable health insurance
options; and

C) encouraging greater community involvement in health care issues by
disseminating information on quality, cost, and outcomes to support value-based
decision-making.

Such a plan could have widespread impact in Northern New Hampshire where small

. businesses are- prevalent, plan choice is currently limited, and rates of uninsurance and

underinsurance are high.
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TESTIMONY TO SENATE INSURANCE COMMITTEE

Good Moming. My name is Jonathan Stewart. I am the General Manager of the
North Country ‘Héalth Consortium - an organization formed by ten health and human service
organizations serving Northern New Hampshire. The organizational members, which are
listed on this handout, include four community hospital systems, two home care organizatio
two community health centers, a mental health and developmental service agency, and a
community action program. Iam here today because I believe we have a potentially serious
situation developing in the health insurance market for Northern New Hampshire. [ am also
here because I believe the proposed small busmess purchasmg alliance offers an 1mportant
vehicle for addressing this problem,

As you are aware, many employers have been faced with severe health insurance
premium rate increases in recent months. Among our own consortium members, premium
hikes are ranging from 30% to 49% for their employee health benefits. As health providers,
we also encounter many examples of employers and employees facing similar difficulties fo
maintaining adequate health coverage. This situation has created a scrambile to find new,
affordable sources of coverage within a market that already has very limited choice. The
affect of the rate adjustment and limited choice in the health insurance market is a particula:
hardship for the many individuals and families employed in small businesses or who are self
employed.

Northern New Hampshire Concerns

Northern New Hampshire communities are characterized by inter-related
circumstances of lower median household income, greater self- and small-business
employment, and higher rates of uninsurance or under-msurance relative to the rest of New
Hampshire.

® Residents of Northern New Hampshire towns are nearly 4 times more likely than
residents of other New Hampshire towns to live in a federally-designated
underserved area due to limited access to care and poor economic conditions.

. Compared to the rest of New Hampshire, the northern region exhibits significantly
higher incidence rates (i.e. >10% higher) for important preventable indicators such a:
mortality due to external causes (e.g. motor vehicle accidents, other accidents,
suicide), maternal smoking, cancer of the lung, breast and colon, chronic obstructive
pulmonary disease, and ambulatory care sensitive hospital admissions
(NewHampshire Primary Care Access Plan data; 1997).



®  The risk of being uninsured for an individual in Northern New Hampshire is 20% higher than for an
individual in the rest of New Hampshire (Behavioral Risk Factor Survey data; 1991-1993). People
who are employed, particularly self-employed individuals or workers in low-wage industries, and their
dependents may represent as much as 70% of the uninsured population.

L In 1997, 51% of employed individuals in Northern New Hampshire were employed in firms with fewer
than 50 employees compared to 41% of employed individuals statewide. (New Hampshire Employment
Security data; 1997)

The Small Eus;iness Challenge

The high rates of uninsurance and underinsurance are undoubtedly correlated with the higher rates of small
business and self-employment. ‘

®  Across the nation, 62.5% of metropolitan county residents are insured through employment-related
sources compared with 53.7% of non-metropolitan county residents (Medical Expenditure Panel
Survey,; Agency for Health Care Policy & Research; 1997).

®  The likelihood that health coverage 1s purchased by a group purchaser is directly related to the size of the
group to be insured. In surveys of small employers (fewer than 50 workers), 51 to 58 percent of
businesses offer health insurance to their workers in contrast to large employers, of which 91 to 96 percent
were estimated to offer insurance (Cantor, Joel C., Stephen H. Long, and M. Susan Marguis, "Private '
Employment-Based Insurance in Ten States, " Health Affairs 14(2):199-211; 1993).

®  Among those employers that offer health insurance, most small purchasers choose to offer only one plan to
minimize administrative costs and to maximize group size and purchasing power. The extent of employee
choice often depends upon employer size; 32 percent of employers nationwide are estimated to offer only
one health plan to their employees, but this varies from about 89 percent of very small firms (1 to 24
employees) to about 9 percent of very large firms (5,000 or more employees) (President 's Advisory
Commission on Consumer Protection and Quality in the Health Care Industry; 1997).

The difficulties faced by small employers in purchasing insurance are also factors that inhibit small
purchasers' ability to use their purchasing dollars to improve quality or to participate meaningfully in the
marketplace. Employers and employees in small firms often lack both the purchasing power and administrative
capacity to obtain comparative information about health care quality or to apply available quality information in a
meaningful way.

I might aiso say that this imited administrative capacity may be reflected in limited capacity to organize
around legislation. One of the criticisms of the group purchasing alliance legislation I have been hearing is that
there has not been widespread organization of small business to support it. I can tell you that every small business
owner or representative of the small business community to whom I have talked about a group purchasing alliance
has endorsed the concept. Perhaps the limited organized support of this legislation is indicative of the larger
problem of limited time and capacity of small business owners to address health insurance issues; a situation that a
group purchasing alliance would go a long way toward addressing.



The Health Purchasing Alliance Response

Considerable evidence now exists from a number of other States that heaith purchasing
alliances can help to alleviate the problems of purchasing power and administrative capacity.
The basic premise of a group purchasing cooperative is that by joining together, small groups can
reduce their administrative costs, provide their employees with more choice, and have the ability
to undertake value-based purchasing activities that are more readily available to larger group
purchasers. At a minimum, such cooperatives can be the vehicle for effective consumer
education on health care cost, quality and outcome issues thereby facilitating more informed
participation in the healthcare marketplace. In many cases, such cooperatives have significant
impact on the range of choice and affordability of insurance plans for health care consumers.

Such a plan could have widespread impact in Northern New Hampshire where small
businesses are prevalent, plan choice is currently limited, and rates of uninsurance and
underinsurance are high. It is our belief that the proposed purchasing alliance could yield
significant community benefit by:

1) facilitating broader and more informed consumer choice;

2)  expanding access by making available more affordable health insurance options; and

3) encouraging greater community involvement in health care issues by disseminating
information on quality, cost, and outcomes to support value-based decision-making.

Considering the potential effect of the current insurance market environment on a
historically fragile base of employer-sponsored insurance coverage, NCHC members believe that -
now is the time for action to avert a worsening health insurance situation in Northern New
Hampshire.
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Lort Real, Director of Planning and Research
Department of Health and Human Services
Testimony on Senate Bill 162
Before the Senate Insurance Committee
April 12, 1999

Good moming, Madame Chairman and Members of the Committee. For the reéord, my
name is Lori Real. I am director of the Office of Planning and Research, with the
Department of Health and Human Services.

[ am here today to express the Department’s support for Senate Bill 162, which would
allow smali employers to come together to purchase health coverage from health plans.

We believe that the purchasing alliance can enhance employees’ choice of health plans,
give them better information on quality and performance, and help discipline market
prices.

The Department recently conducted a broad public discussion about health care with a
large number of citizens across New Hampshire. This work is described in the
Department’s October 1998 report titled The New Hampshire Health Care System:
Guidelines for Change. This public input identified major concerns about the current

health care system. Here are four leading concerns discussed in the report:
. o]

¢ concern about the affordability of health insurance

* concern about limited choice -- most employees can choose from only orie plan

e concern about the lack of information to enable comparisons among health plans and
make informed choice

» concern about the need to promote quality monitoring and improvement.

The experience of health insurance purchasing alliances in other states suggests that this
can be a viable mechanism for addressing these concerns. The alliances can

e bring more employees under the health insurance system

()

» offer employees better value and lower premiums

¢ give employees more choice of health plans, and collect and disseminate comparative
plan information

» collect information on the quality of health plans and negotiate based on quality.



Research on other states’ models has shown that four characteristics are particularly
important to the design of an effective purchasing alliance:

1) Insurance market rules inside the purchasing alliance must be consistent with
insurance market rules that exist outside the alliance -- for example, to try to increase
access or decrease premiums for high-cost or high-risk individuals could lead to adverse
selection and turn the alliance into a repository for such individuals.

2) To maintain an effective bidding process, there needs to be a strong level of
commitment to the goals of the purchasing alliance and the market rules that support it.

Otherwise, people will be wary of entering into it.

3) Standardized benefit packages are needed to make comparison shopping possible and
to eliminate the option of selecting good risks into a particular plan by benefit design.

4} The role of insurance agents must be maintained since small employers are
accustomed to working with them and they continue to serve a useful role in marketing

and enrollment functions.

The mode! presented in this bill incorporates these characteristics, and for that reason we
support it.

We are prepared to work with the Committee as this bill moves forward.

I would be happy to answer any questions.
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New Hampshire Association of Health Underwriters - NHAHU
Independent Insurance Agents of New Hampshire - IIANH

Written Testimony for Senate Bill 162
April 12, 1999

Let me begin by stating that New Hampshire Association of Health Underwriters
(NHAHU) and the Independent Insurance Agents of New Hampshire (IIANH) strongly
support meaningful health care reform. We recognize the need for fundamental reforms
in the health insurance market which would guarantee the availability and portability of
coverage and consumer choice. And we compliment the Department of Insurance for
recognizing the value of the health insurance broker and their (DOI) pursuit of
meaningful market reform.

While pooled employer or group purchasing arrangements might be initially viewed as a
way to increase access to health coverage in the small employer market, we have
significant reservations and concerns regarding the utility and effect on the marketplace
of such arrangements. In addition, New Hampshire health plans, which have recently
received high honors from national publications (U.S. News and World Report, October
3, 1998, and Newsweek, September 28, 1998), are required to provide guaranteed
acceptance of eligible employers

One of the alleged benefits of purchasing alliances is their ability to reduce administrative
and marketing costs by performing many of the administrative functions currently
performed by small employers or carriers. Contrary to reducing these costs and making
coverage more affordable for small businesses, establishing alliances will require the
creation of costly new administrative structures and/or bureaucracies to manage and
operate the buying groups, which could offset any economies of scale.

In our opinion, these new bureaucracies would inadequately perform important services
already being performed by commercial insurers and their agents; such as consumer
education, marketing, and claims administrative functions. There is little reason to expect
that the buying group’s administrators can accomplish these tasks more efficiently than
the commercial insurers and agents.

Furthermore, while a pooled employer arrangement may be able to obtain somewhat
lower premiums due to its collective buying power, any economies of scale would be

‘reduced by the fact of administering the health plans of many small emplovers is not the

same as administering the health plan of a single large employer.

Additionally, the health underwriters and independent agents strongly believe that a HIPC
should be required to meet the same statutory and regulatory requirements. The current
legislation promotes an “un-level playing field”.



1. The current legislation exempts the alliance from the current 37 1/2%
participation requirement, and

2. The alliance will receive a significant govemment subsidy not available to
commercial insurers or their agents.

Let’s not forget that the health care alliance does absolutely nothing to address the most
significant problems existing today in New Hampshire:

1. The individual health care marketplace,
2. The increasing costs and utilization of health care services, and
3. The significant lack of hospital competition

Our associations believe the health insurance market requires reforms to address the
major concerns of our consumers. We have supported legislation in the current
legislative session to provide the following:

[. HMO grievance procedures (HB647) SUPPORT

2. Set up a health insurance consumer advocate, DOI (HB602) - SUPPORT
3. Establish a healthcare quality commission (HB624) SUPPORT
4. Modifications to the definition of small group (HB473) SUPPORT

In our opinion, the best argument in support of a health insurance purchasing cooperative
is giving the choice to the ultimate purchaser -- the employee. However, should the State
of New Hampshire spend thousand of dollars on the development of a HIPC when the 37
1/2% participation rules from August of 1998 can be repealed. As a result, employers can
offer multiple health plans without the concern of cancellation from their health plan
provider.

We pledge to continue to work with the Department of Insurance, employer groups, and
others to protect and improve the health insurance market of New Hampshire. Thank you
for your time and consideration.

Thomas M. Harte is a Benefits Consultant with Landmark Benefits Group, Salem, New Hampshire. He can
be reached at (603) 898-8833.



THE DEBATE OVER A HEALTH INSURANCE PURcﬁAerG COOPERATIVE

Issues

Health Care Cost

Employee Choice

Compctition

Quality

Uninsured Population

Supporters

Aggregate purchasing power to
negotiate with health plans and
reduced administrative costs
would reduce premiums.

HIPA would encourage
participation of multiple health
plans, allowing employees to
choose among several plans.

HIPA would foster competition
by mandating standardized
benefits, reduce the opportunity
for health plans to engage in risk
selection, and reduce incentive
for health plans to risk select by
risk adjusting rates.

HIPA would enhance quality by
providing consumers with
information to compare plans for
best value and negotiate with
plans to set specific quality
improvement goals.

HIPA would reduce the
uninsured population making
insurance more affordable and
discouraging risk selection.

Opponents
*

New Hampshire is a community
rated state. As such, has
“aggregated” purchasing power
with health care plans already
exists. A HIPA could adversely
affect the community rates by
removing a portion of the
population from the existing
systern.

Employers enjoy the flexibility
today to offer multiple plans to
its employees. Repeal of the 37
1/2% requirement would improve
employee choice.

In 1995 legislation was
implemented to eliminate risk
selection and risk adjusted rates.
In addition, standardized benefits
may stifle competition by
eliminating unique product
differences.

New Hampshire enjoys
participation of the best rated
managed care plans in the United
States (U.S. News and World
Report, October 5, 1998).

HIPA could increase the
uninsured population by making
insurance more expensive with its
impact on community rates,
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prepaid income also gives Master the flex-
ibility to pay for whatever he thinks works
best for the long-term health of each pa-
tient. An HMO, says Master, “is only as
good as its care for its sickest patient.”.
Master’s home visit to Gentile is typical
of what makes the CMA-model-work. In
Gentile's small living room, Master ex-
plains why he thinks the quadriplegic
should enter a' rehabilitation hospital.

" Master wants- Gentile, .at.270 pounds, to

shed a recent 30-pound weight gain:that
now taxes his diminished chest-wall mus-
cles. Gentile’s odds of develeping pneu-
monia this winter are high. And pneumeo-
nia, explains Master, could easily lead to
other health problems that would rob
Gentile of both health and independence.
Master knows Gentile wants to vacation
in Las Vegas and tells him he can still go
if he enters rehab soon. Says Master: “We
want to back you off the edge of the cliff
you're sitting on.”

Spend to save. Gentlles weight-loss
treatment would last two to four weeks
and cost up to $8,500. There’s no certain-
ty that it would work, A typical insurer,
Master -says later, would reject such ex-
pensive and speculative therapy, al-
though it would pay for any hospitaliza-
tions that resulted later  from a
pneumonia. But in Boston, a day in the

e e e e e

A device gave a voice to James

Lessard, relieving his 84-year-old

mother, Genevive.

hospital runs about $1,500, and Master
would rather gamble on a costly action
now, “You've got to spend money to save
money,” he explains.

Master feared Gentile would be reluc-
tant to interrupt his life to move to a rehab
hospital, But it takes only.a little prodding
before Gentile agrees. His nurse pract-

tioner—a CMA employee who
visits regularly—already has laid
much of the groundwork. She
has had long talks with Gentile
about rehab. Most important, it
turns out, she has won support
for it from his girlfriend, too.

Nurse practitioners are key to the CMA
model. These highly trained nurses can
make diagnoses and order treatments.
Mary Glover, like the other nurse pract-
tioners, spends most of her day on the
road, treating 40 quadriplegics at their
homes and even, at times, at their work-
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NEWSWEEK’S annual survey gauges how well HMOs are serving their members

OR NEWSWEER'S THIRD
_annual ranking of man-
aged-care plans, we
surveyed more than 200
plans aboul practices thal are
known to improve families’ health.
Qur rankings cover both classic
health-maintenance organizations
(whose members receive all their
care from physicians within a net-
work) and point-of-service plans
{which cover some out-of-network
services). We gauged performance
in three areas—keeping members
healthy, reating acute illness and
managing chronic conditions —
both for adults and for children.
Working with the Foundation for
Accountability, an
Oregon-based nonprofit group,
we monitored several measures
of eare within each of those
categories.
We graded the plans on a curve.
The one that performed best in a
given category received a perfect

The letier grades in the fivst col-
umn {Plan Ranking) represent
each plan’s overall performance.
To calculate this general measure
of excellence, we weighted kids'’
care at 30 percent and adult carc at
T0 percent, reflecting the plang’
overall membership. In addition
to quality grades, we've presented
two other key measures for con-
sumers: satisfaction and accredita-
tion. To arrive at a satisfaction
score, we subtracted the number
of members who said they were
highly dissatisfied from the num-
ber who said they were highly sat-
isfied. Though this score was not
factored into a plan's overall
grade, it enables you to see how
well different plans are doing at
keeping their members happy. The
accreditation column tells you
whether a plan has passed muster
with the National Committee for
Quality Assurance in Washington.

As you scan the columns below,
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100 percent and the worst received a zero. So the letter grades in remember that a plan’s overall grade is less important than its
the columns below represent each plan’s standing in relation to scores within each category. The needs of a 50-year-old with high
the others that provided information. The discrepancies were blood pressure are very different from those of a 30-year-old with

sometimes large. For example, the proportion of pregnant women | young children at home —and a plan that's perfect for one of those
who get prenatal care during their first trimester was as highas 99 | people may not work well for the other. When you're shopping for

percent in some plans, while in others it was only 38 percent. good health care, the difference is in the details.
Overall Adult care Kids’ care
‘ PLAN SATIS- ACCRED- I STAYING GETTING LIVING B STAYING GETTING LIVING
Rank/plan/stat RANKING FACTION ITATION HEALTHY  WELL W/ILLNESS HEALUTHY WELL W/ILLNESS
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g "V DESIGN AND ANALYSIS. GYERALL SCORES AKE WEIGHTED 30 FERCENT KIDS, 70 PERCENT ADULTS, TO REFLECT MEMRER POPULATION.
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Testimony in Support of HB 162,
Establishing Voluntary Small Employer Health Insurance Purchasing Alliance
April 12, 1999
Senate Insurance Committee

Good Morning, Madam Chairman. My name is Suzanne Amidon, General Counsel for
the New Hampshire Hospital Association, which represents acute care and specialty care
hospitals in New Hampshire. I am here to speak in support of HB 162.

The mission of the New Hampshire Hospital Association is "improve health” and one of
our objectives is to increase access to health care by developing and supporting
innovations to increase access. Our members have developed clinics which offer care on
a free basis or on a sliding scale based on income, developed insurance programs for
increased community based access, and even partnered with insurers to help offer small
employers affordable health coverage.

The purpose of this legislation, to increase affordability of health care coverage by
allowing small employer to work together to improve their bargaining power, furthers the
objective of making insurance more accessible to working families in this state. We
believe this is a complement to the Small Group Reform legislation initiated in this body
and enacted into law 1995. It helps small employers to join in a purchasing alliance, on a
voluntary basis, to increase their leverage in providing, designing and paying for health
insurance for their employees and their families.

We know the Insurance Department may offer amendments to this proposal, however, we
hope this Committee will vote "ought to pass” on some version of a small group
purchasing alliance.

Thank you for your attention. I'll be happy to answer any questions you may have.

125 Airport Road Q Concord, NH ©3301-7300 O 603.225.0900 O Fax: 603.225.4346 T heep:ffwww.nhha.org
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Senate Insurance Committee
April 12, 1999

RE: SB 162 - Employer Health Care Purchasing Alliance
Submitted by: Yvonne Nanasi, BCBSNH Director of Government Relations

Blue Cross and Blue Shield of New Hampshire (BCBSNH) continues to support reforms in the individual
and small group market that provide access and availability of health care insurance to the citizens of New
Hampshire. BCBSNH agrees with the Governor and the sponsors of SB 162 that we must continue to
explore health care system alternatives and actively seek out innovations. The next major health care
market reform step that New Hampshire takes must be as widely discussed and as carefully scrutinized as
were the 1984 reforms. Forming a statewide health care purchasing cooperative or alliance for smaill
businesses is a major step. It is a step that can have far reaching impacts in the state’s insurance market
and health care services system.

Rather than base New Hampshire’s next major health reform initiative on a thecretical model, the reform
needs to be built upon gathering information from other similar state’s and testing the New Hampshire
small business market's demand for this new innovation. This is particularly important as recent studies
have shown that New Hampshire's small group market is viable and, since the 1994 reforms, small
employer insurance has expanded to include more family coverage.

As the state’s largest insurer and in the best interest of our members - many of whom are small employers,
BCBSNH would rather learn from other state's experiences rather than repeat their problems. We have
spoken with several of our Blue Cross and Blue Shield plan colleagues in other states who have
experience with the type of alliance being proposed in the bill. These conversations and the literature
provided encouraged us to recommend that legislators consider the following while crafting this type of
major step in New Hampshire's health care reform.

Our research, thus far, indicates that about 14 states have passed legislation to create or encourage the
development of some form of employer health care purchasing cooperative or alliance. The success or
failure of the concept varies from state to state for a variety of reasons. The major initial considerations we
would ask legislators to consider before enacting SB 162 include:

* Start-up and operating costs for an employer's purchasing alliance are significant and crucial to its
success. The majority of states that have fashioned lasting alliances found that the start-up funding for
product design, marketing and administration was not only essential, but, more than anticipated and
needed for a longer period of time than expected. For example, in 1993, North Carolina allocated $3.5
million to support alliance formation. In Florida, the legislature provided $275,000 per alliance (regional
alliances) for the first year and $138,000 for the second year in addition to considerable administrative
assistance from a state agency.

* Unsuccessful alliance efforts are available to learn from. Last year in Kentucky, legislation was proposed
to “shut down” its purchasing alliance (supported by the Kentucky Insurance Department). When
participating in the Kentucky Alliance, employers have to accept the standardized benefits that negotiated
by the Alliance. In Kentucky the promised 1.5% administrative fee for alliance members was realized at
about 4%. In addition to the small employers souring over the administrative fee increase, the university
system and the state employees were not agreeable to the standardized plans as they could negotiate
better deals with insurers. Furthermore, it seems that the third party administrator was not able to handle

EEREE=T ) 3000 Goffs Falls Road, Manchester, NI 03111-0001 4 603-695-7000 4 E:mail: trust@bcbsnh.com

Visit our website at wwiw.bebsnh.com

Blue Cross and Blue Shicld of New Ilampshire is an Independent Licensee of the Blue Cross and Blue Shield Associalion.



the alliance appropriately.
North Carolina and Ohio alliances have encountered difficulties in rural areas where the employers are
interested but the insurers are not.

* Market segmentation and adverse selection are concemns. |n smaller states that guarantee issue and
community rate, like New Hampshire, there are the concerns among policy makers that voluntary quasi-
governmental alliances will become magnets for high risk groups and fall into a death spiral of increasing
costs and rates. Most alliance administrators strive to make their benefit plan offerings attractive enough to
appeal to all smail groups but much depends upon state's mandated benefit levels.

A small employer health care purchasing cooperative or alliance may segment the smalt group market to
the disadvantage of those who are not participating, especially if the start-up or administrative costs are
subsidized. Those employers who elect or are able to participate in the alliance may have healthier groups
and be a better risk for insurers (See attached research funded by The Commonwealth Fund on the need
for market adjustment mechanisms for alliances}.

These and other considerations such as the composition of the alliance board of directors, ensuring a
competent administrator, the reporting process, insurer participation requirements need to be discussed
in order to craft an alliance mechanism for small employers that preserves the viability of the small group
market, avoids the mistakes made by other states and moves our successful state reforms a step further.

Rather than create and fund a new bureaucracy, some states elected to enact very simple enabling
legislation that allows for the formation of private nonprofit health purchasing alliances. This approach has
been very successful in some states as the risk of operating the alliance remains among its’ members - the
employers. It would allow the state to test the potential interest and the ability of an alliance to function
under current health care statutory requirements. Currently, NH law does not allow a different types of
employer groups to form for the sole purpose of obtaining health insurance coverage. Changing this
provision in our law may merit consideration.

in summary, BCBSNH supports the purpose and intent articulated in SB 162. Small Group Purchasing
Cooperatives or Alliances have worked to the benefit of small employers in Califomia and in some regions
of other smaller states. Every opportunity that encourages small businesses to provide health insurance
options to their employees should be sought out and carefully reviewed. BCBSNH is willing to tap into our
nation-wide health care insurance resources in order to work with legislators on developing the next step
in health insurance market reform that will work for New Hampshire's small businesses.
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chpglist.html

Directory of Consumer-Choice Health Purchasing Groups
compiled by the Institute for Health Policy Solutions

The Colorado Health Care Purchasing Alliance
Date coverage available: November 15, 1995
Size of employers: Any size.

More Inforination

CALIFORNIA CONTACT INFORMATION
Pacific Health Advantage (PacAdvantage) 221 Main S1.

Date coverage available:  Tuly 1993 Suite 1500

Size of employers: 2-50 employee firms. . San Francisca, CA 94105
Employers of any size if coverage is obtained through a qualifying trade association 949-766-1905
COLORADO CONTACT INFORMATION

501 South Cherry, Suite 900
Denver, CO 80226
303-333-6767
303-322-3830/ax
800-996-CHIP

Infa@allionce-coloradoorg.

CONNECTICUT

CBIA Health Connections

Date coverage available:  Janvary 1, 1095
Size of employers: 3-50

More Information

CONTACT INFORMATION
350 Church S1.

Hariford, CI'06103-2022
860-244-1900
860-278-8562/Fax

wwwchia.com

FLORIDA

Florida Community Health Purchasing Alliance
Date coverage available: June 1, 1994

Size of employers: | to 50 employee firms

More Inf ;

CONTACT INFORMATION

PO Box 31214

Tampa, FL 33631-3214
813-286-2357 or 1-800-599-4816/fax
1-800-4MYCHPA

ILLINOIS
IMA - Health Options
Date coverage available: October 1998

CONTACT INFORMATION
Insurance Department

IMA

303 W. Madison, Suite 600

More Information

Size of employers: 2 1o 50 employee firms

More Informatio Chicago, IL 60606
800-482-0462

MONTANA CONTACT INFORMATION

Community Health Options PO Box 4121

Daie coverage available: January 1, 1998 Missoula, MT 59806

Size of employers: 2 or more employees 406-721-6275

No webpage, but questions can be
emailed to Bill McDonald ar:
Wimedon @montana.com

New York Business Group on Health
Date coverage available: Mid- 1999

Size of employers: 2-50 employees

More Information

NEW YORK CONTACT INFORMATION
Long Island Health Alliance Eilen Bass
Date coverage available:  February 1995 Director of Operations
Size of employers:  3-50 employees 80 Hauppauge Rd.
More Informati Commack, NY 11725-4495
516-493-3008
516-499-0167 FAX
WWW Faseac com
NEW YORK CONTACT INFORMATION

New York Business Group on Health
386 Park Ave. South

Suite 508

New York, NY 10016
212-252-7440 x13

http://'www.ihps.org/chpglist.himl
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NORTH CAROLINA

Caroliance .

Date coverage available: November 15, 1995

Size of emplayers: Self-employed individuals and businesses with fewer than 50

CONTACT INFORMATION

State Health Plan Purchasing Alliance Board
501 North Blount Street

Raleigh, NC 27604

800-873-6464

employees

Mgare Info www. caroliqnee. com
noeskppa@hanindsprine, com

OHIO CONTACT INFORMATION

Council of Smaller Enterprises (COSE) COSE

Date coverage available: 1974 200 Tower City Center

Size of employers: 1 to 250 emiployees 50 Public Square

N i i Cleveland, OH 44113-2291
216-621-3300

888-304-GROW

www. clevelandorowih.

OREGON

Associated Oregon Industries
Date coverage available:  August 1, 1997
Size of employers: 2-50 employees
More Information

CONTACT INFORMATION

PO Box 12519

Salem, OR 97309-0519

503-588-0050

503-588-0052/fax

800-452-7862

WL OE.00 8

Questions can be emailed 10: Segris@doiorg

TEXAS

Texas Insurance Purchaslng Alliance
Date coverage available: February 1, 1995
Size of employers: 2-50 employees

Mere Infonmation

CONTACT INFORMATION
1005 Congress Avenue

Suite 550

Austin, Texas 78765
512-472-3956
512-474-0167/fax
800-839-8472

UTAH

Care of Utah

This for profit consumer choice organization was formerly affiliated with the Utsh
employer coalition, Utah Health Cost Management Foundation.

cO : ‘0 TIO
801-355-2273

WASHINGTON

HealthChoice

Date coverage available:  July 1, 1996
Size of employers: 3 or more employees
Maore Information

CONTACT INFORMATION
PO Box 658

Olympia, WA 98507-0658
206-943-1600
206-943-5811/fax
800-521-9325

Page: 2
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CHPGs on this chart have a Board of Directors with conflict of interest provisions and members who represent small employer consumers,
offer a choice of multiple competing health plans, and have standardized benefits. All CHPGs meeting these requirements may not be

© Copyright 1999. Institute for Health Policy Solutions.
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State
California

Colorado

Connecticut
Florida
Illinois
Montana

New York

New York

North
Carolina
Ohio

Oregon

Texas

Utah
Washington

Plan

Health Insurance
Plan of California

Colorado Health
Care Purchasing
Alliance

CBIA Health
Connections

Florida Community
Health Purchasing
Alliance

IMA - Health
Options

Community Health
Options

Long Island Health
Alliance

New York Business
Group on Health
(not available until
mid-1999)

Caroliance

Council of Smaller
Enterprises (COSE)

Associated Oregon
Industries

Texas Insurance
Purchasing Alliance

Care of Utah
HealthChoice

Click here fora

Size of
Firm
2-50
employees

Any size

3-50
employees

1-50
employees

2-50
employees

2 or more
employees

3-50
employees

2-50
employees

Fewer than
50 employees

1-250
employees

2-50
employees

2-50
employees

None listed

3 or more
employees

spare

Region

Statewide

Statewide

Statewide

Statewide (8
regional groups)

Chicago area

None listed

Long Island plus
Brooklyn,
Queens, Nassau,
and Suffolk
Counties

Five boroughs of
New York City

Statewide

Northeast Chio

Statewide

Statewide

None listed
Statewide

Source: Institute for Health Policy Solutions
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EXECUTIVE SUMMARY

Few problems in American heaith policy are more important—or more difficult
to solve—than the problem of risk selection. Wherever buyers of health
insurance are able to choose between two or more insurance options, some
insurers may by chance enroll a group of members who are sicker or

healthier than average. In addition, health plans have a clear financial
incentive to induce healthier enrollees to select them and discourage

sicker ones. Thus, the societal benefits of competition among health plans
will never be fully achieved until incentives to select healthy enrllees

are replaced by incentives to provide high-quality, cost-effective care.

Private employers, insurance purchasing coalitions, and Medicaid and
Medicare managed care programs that offer a choice of health plans are all
faced with the risk selection problem. In response, many analysts have
called for the use of "risk adjusters” that would bring payments to health
plans into line with the expected cost of caring for enrollees. This paper
reviews a range of risk adjustment strategies currently in use in programs
other than Medicare, including state Medicaid agencies, state employee
health plans, state insurance pools and purchasing cooperatives, and
business coaliticns.

The experiences of these organizations offer several lessons. Their efforts
confirm that implementing risk adjustment is very difficult, and that few
entities are ahead of the Medicare program in using diagnosis-based risk
adjustment. They prove that diagnostic risk adjustment systems can be
implemented successfully, and that health plans seem willing and able to
provide the data needed for diagnostic risk adjustment. They also show that
less sophisticated systems, such as high-cost condition pools, are easier

to implement than comprehensive risk adjustment systems but potentially
less valuable. Another method, the “ceding” of high-cost cases back to
fee-for-service coverage, has not been tried but should prove relatively
easy to implement. Finally, it seems clear that the movement of sicker and
disabled populations into Medicaid managed care programs increases the need
for risk adjustment and that implementing risk adjustment methods for
disabled Medicaid managed care enrollees is particularty urgent.



INTRODUCTION

Few problems in American health policy are more important—or more difficult
to solve—than the problem of risk selection. Wherever buyers of health
insurance are able fo choose between two or more insurance options, some
insurers may by chance enroll a group of members who are sicker or

healthier than average. In addition, health plans have a clear financial
incentive to induce healthier enrollees to select them and discourage

sicker ones. Thus, the societal benefits of competition among health plans
will never be fully achieved until incentives to select healthy enrollees

are replaced by incentives to provide high-quality, cost-effective care.

Private employers, insurance purchasing coalitions, and Medicaid and

Medicare managed care programs that offer a choice of health plans are all

faced with the risk selection problem. In response, many analysts have

called for the use of “risk adjusters” that would bring payments to heatth

plans into line with the expected cost of caring for enrollees. This paper

reviews the strategies to reduce risk selection being used in health

insurance programs other than Medicare, following up on a previous paper

{also produced with support from The Commonwealth Fund) that reviewed risk
selection in the Medicare program and made a number of recommendations that
were adopted in the Balanced Budget Act of 1997,

This review is not a comprehensive account of all the risk adjustment
schemes currently in use. Even so, this sample shows decisively that,

despite the theoretical benefits of risk adjustment, very few state

Medicaid agencies or private employers have attempted to adjust payments to
healh plans to take account of risk. Rather, the conditions that foster

risk selection seem to be increasing. In 1995, 62 percent of all workers
offered insurance by their employers were given a choice among two or more
health plans; the comparable percentage in 1991 was 46 percent. In firms
with ' more that 200 employees, 84 percent of workers had such a choice in
1995, a growth of nine percentage points since 1993. This growth reveals a
large and growing potential for risk selection among health plans.

THE PROBLEM OF RISK SELECTION

Purchasers of health insurance, both public and private, have found that
atternpts to contain costs by enrolling beneficiaries in managed care plans
can be stymied by risk selection. Risk selection is especially likely to
occur when beneficiaries are given a choice of remaining in a
fee-for-service health insurance plan or enrolling in a managed care plan,
since those who choose managed care tend to be healthier than average. If
the managed care plan premium reflects the average rate for the entire
group (or worse, if it reflects the average rate for those remaining in the
indemnity plan}, costs will ise. HMOs may attract so healthy a group of
enrollees that even relatively low managed care premiums produce higher
overall costs to the payor.

Medicaid managed care plans that feature voturtary enroliment are
especially vulnerable to this problem. To apply for a federal waiver to



enroll Medicaid beneficiaries in managed care, a state must demonstrate
that its capitation rate is below the average fee-for-service cost. As a

result, state Medicaid agencies have historically set payments to health

plans at 85 percent of the average cost of caring for a fee-for-service

enrollee. Over time, favorable selection pushes up the average costs for
beneficiaries remaining in the fee-for-service arrangement, thus raising

HMO payments. In Medicare, where this cycle has also occurred, the Balanced
Budget Act of 1997 broke the link between changes in the average cost of
fee-for-service enrollees and changes in the capitated amount paid to

health plans.

Like Medicare payments, Medicaid capitation payments are usually adjusted
according to an enrollee’s age, gender, and eligibility category, and place

of residence is often weighed, as well. However, it appears that no
comprehensive assessment of the predictive power of these adjusters within
the Medicaid context has been conducted. Studies in the Medicare and
private employer-sponsored contexts have not found these variables to be
strongly predictive, and there is no reason to believe that the situation
would differ markedly in Medicaid. Indeed, an investigation of the

predictive power of these factors in the disabled Medicaid population found
that age and sex predicted only 0.2 to 0.8 percent of the variation in
disabled beneficiaries’ annual costs, a percentage roughly similar to that
predicted in Medicare by the adjusted average per capita cost (AAPCC).

As has also happened under Medicare, states may increase their overall

Medicaid costs when they implement managed care programs. A RAND study of a
Medicaid managed care demonstration found that a voluntary Medicaid HMO

that appeared to reduce utilization had actually produced higher

expenditures, after controlling for selection. Freund and colleagues, in an
evaluation of six early Medicaid managed care demonstrations, found that

"the rates established in several of the demonstration sites in the years

examined were not accurate enough to yield the expected 5-to-10 percent
savings." In fact, they found that costs in two sites were higher than they

would have been in the absence of the demonstration.

Selection can potentially increase overall costs for private employers, as
well. The Federal Employees Health Benefit Program, for example, has
experienced problems with risk selection in its "high-option” indemnity
insurance plan. Because govemment payments are tied partly to this plan
but not to all plans, overall government costs may well have increased.

Most observers recognize that adjusting health plan premiums for risk can
affect the tetms of competition between health plans: plans may cotmpete to
deliver care efficiently to a given risk or they may compete by selecting
individuals with lower-than-average service needs. Without competition over
the efficient delivery of care, however, real savings for purchasers,
including Medicaid and Medicare, are difficult to achieve. Because risk
adjustment techniques attempt to bring health plan payments into line with
the expected costs of caring for the individuals enrofled, competition to
select good risks becomes less profitable.

The most intensive and promising research on risk adjusters has
concentrated on diagnoses and prior use of health care services. The Health
Care Financing Administration is funding two competing diagnosis-based risk



adjustment models for the Medicare population: the Ambulatory Care Group
(ACG) system being developed by Jonathan Weiner and colleagues at Johns
Hopkins University, and the Diagnostic Cost Group (DCG) system being
developed by Arlene Ash and colleagues at Boston University. Another
leading risk adjustment system for disabled Medicaid beneficiaries, the
disability payment system, or DPS, is being developed by Richard Kronick
and colleagues at the University of Califomia, San Diego. As summarized in
our earlier study, these methods still lsave substantial room for risk
selection, but they improve sufficiently on traditional methods to be
woithy of implementation on a large scale. '

RISK ADJUSTMENT BY STATES AND EMPLOYERS

Medicaid programs, states, and business coalitions have developed a variety

of risk adjustment strategies, despite the absence of intensive,

well-funded research on risk adjusters for their own populations. Their

strategies include adapting the risk adjusters developed for the Medicare

population, using the DPS, developing simpier risk adjustment methods

focused on high-cost conditions, and negotiating premiums with health plans
based on estimates of population risk.

State Medicaid Agencies
State Medicaid agencies appear to be in a particularly good position to
implement risk adjustment. As they enroll new populations in managed care
plans, for example, these agencies have access to comprehensive
fee-for-service claims data that could be used for diagnostic adjustment.
They also set standards for participation by health plans—a power that
could be used to require participating plans to submit diagnostic data.
According to Kronick and Dreyfus, however, Medicaid programs have done
“more planning than implementation of health-based payment." Indiana,
Wisconsin, and Ohio have used prior expenditures to adjust payments for a
small number of patients in voluntary enroliment programs, and Minnesota
and Oregon are now holding public hearings on risk adjustment.

Two states—Maryland and Colorado—have implemented more ambitious programs
of risk adjustment. Maryland's Medicaid managed care program is using

diagnostic adjustment. Colorado's system for the disabled Medicaid

population is under consideration in other states. A more detailed look at
developments in these two most advanced states may provide useful lessons.

Maryland. As part of Maryland's new Section 1115 Medicaid Managed Care
program, participating HMOs are paid diagnosis-based capitation rates for
many of their enroflees, using a risk adjustment methodology based on the
ACG system. The program began enrolling beneficiaries in July 1997.

Under the ACG risk adjustment system, beneficiaries are assigned to groups
based on diagnoses in their claims history. The cost of caring for
beneficiaries in each group is then assessed and used as a basis for
payment or cost estimation. In Maryland, groups with similar costs have

been further combined into "resource adjusted categories." The costs
associated with each group and category were calculated based on adjusted
fiscal year 1995 claims of beneficiaries who were eligible for Medicaid for
six months or more and were not enrolled in a managed care plan. In all,
there are 17 "resource adjusted categories," 9 for beneficiaries in the



low-income women and children Medicaid population, and 8 for disabled
beneficiaries. Separate rates were developed for neonates, persons with
AIDS, and mothers eligible under Medicaid eligibility expansions. A
supplemental payment is also made upon the birth of a child.

Maryland also developed adjusters for age, gender, and place of residence.
These determine payments for beneficiaries without six months of Medicaid
claims history, including newly eligible beneficiaries, beneficiaries who
-were enrolled in HMOs, and neconates. Interestingly, although the place of
residence adjustment was made to reflect substantial differences in costs
between those living inside Baltimore City and those living in other areas

of the state, the discrepancies were found to be inconsequential after the

ACG adjustments were made.

Colorado. Colorado has had a sizable voluntary enroliment into full-risk
managed care plans by Aid to Families with Dependent Children recipients
and people with disabilities. Approximately 20 percent of disabled
beneficiaries are enrolled in such plans, and two plans enroll a total of
approximately 85 percent of those individuals.

The impetus for risk adjustment grew out of a perception by managers of

both of these plans that their organizations were experiencing adverse
selection. One plan, Colorado Access, enrolled a particularly high-cost
population through its university hospital and children’s hospital,

producing average expenditures twice those of the population as a whole
before they enrolled in the plan. This led to an intetim risk adjustrment

system based on prior expenditures of beneficiaries who switched into
managed care plans: payments for disabled beneficiaries in 1997 were based
onh enrolled beneficiaries’ 1995 fee-for-service expenditures.

Colorado has now implemented the DPS to adjust managed care rates for
disabled beneficiaties. This system predicts costs more accurately for this
group than the ACG or DCG system. To implement the DPS, Medicaid staff
collaborated with state health plans and helped collect the encounter data
needed for diagnostic risk adjustment. The plans submitted sufficient 1996

encounter data to enable the computation of adjusted payment rates for
1998,

State Employee Health Plans
State agencies other than Medicaid programs have also pursued strategies to
limit risk selection and adjust health plan payments. The administrators of
state employee health benefits plans are well aware of the danger that risk
selection will increase their costs. Even so—and despite the fact that most
states collect cost and utilization data—relatively few public employee
benefits plans employ sophisticated risk adjustment methods.

Twelve states, or one of four, claim to adjust premiums within their public
employee heaith benefits programs to reflect risk selection. In most cases,
the adjusters are limited to the age and gender of enrolflees: Virginia, for
example, uses a prospective age/gender adjustment and calculates an
end-of-year adjustment for plans with actuarially higher or lower risks.
Califoria and Washington use somewhat more sophisticated adjusters.

Califomia Public Employees Retirement System (CalPERS). One of the largest



public employee benefits administrators, CalPERS uses demographic risk
assessment in its rate-setting process. Rate targets are used to negotiate
premiums with health plans. These targets are not "hard and fast” and are

not released to plans before they submit bids. The extent to which premiums
reflect the assessments, therefore, is not clear. Also, neither employee

nor employer contributions are adjusted to account for risk differences.
CalPERS and other employers who use similar methods do believe, however,
that risk assessments improve their ability to negotiate successfully with

health plans.

Washington State Health Care Authority. Washington's benefits program for
public employees has used a risk adjustment system that incorporates
demographic information and is now in the process of phasing in a
diagnostic-based system. Early in the development of the new system,
researchers at the University of Washington, led by Carolyn Madden, used
data from six health plans to test three risk adjustment models: Diagnostic
Cost Groups, Ambulatory Care Groups, and chronic disease scores. The
research team now is implementing a prospective payment system based on a
variant of the DCG model. Plans began to be paid under the new system in
January 1998.

Before implementing the new system, the authority identified 23 areas in
which detailed analysis would be needed, including the use of inpatient
and/or ambulatory data, confidentiality and data security, nonstandard plan
design, gaming, audits, cost of implementation, geographic variation, and
outlier hospital payments. The use of ambulatory data, in particular,

caused concem because of the difficulty and unreliability of data

collection. As a result, the authority decided to adjust payments in 1998
by only plus or minus 2 percent, based on differences in risk measured by
the DCG system. in the year 2000, plan payments will be fully adjusted
using the DCG model and demographic adjustment will be phased out.

State Insurance Poals and Purchasing Cooperatives
In the early 1990s, a number of states created agencies to facilitate the
purchase of insurance by small employers. Many of these efforts were
subsequently repealed, but insurance pools continue to function in New
York, Calfornia, and Washington.

New York. New York implemented open enrollment and community rating in its
small group and individuat health insurance market in 1993. To protect HMOs
and other health insurers from expenencing losses due to adverse selection
in these markets, the state also established an insurance pool.

To fund the pool, all insurers within a geographic region make quarterly
per-beneficiary payments; the pool is then distributed according to
demographic information—including age, gender, and family size of
employees—and the presence of high-cost medical conditions. According to
Sandra Hunt, a Coopers and Lybrand analyst working with plans to revise the
risk adjustment methodology, the demographic adjustments triggered some
adjustments across plans. These adjusters are being phased out over the
next four years in favor of an expanded high-cost condition pool, which
would transfer an equivalent volume of payments. The high-cost condition
pool currently makes payments of approximately $7 million per quarter to
insurers covering AIDS, transplant, ventilator-dependent, and neonate



patients.

Health Insurance Pian of Califomia. Legislation in 1993 created the Health
Insurance Plan of California (HIPC) to help small groups achieve the health
insurance purchasing benefits of large employers. The legislation allowed
the use of a prospective risk adjustment process in order to compensate

participating cariers fairly.

The California Managed Risk Medical Insurance Board (MBRMIB), which oversees

the HIPC, has implemented a system that calculates the relative risk

assumed by each heatth plan according to the age, gender, family size, and

"marker diagnoses” of its enrollees. Marker diagnoses are high cost

($15,000 or more per year), relatively predictable diagnoses that are

associated with inpatient stays. Participating caniers submit proof of

marker diagnoses using claims or encounter data or case management or

utilization review records. The marker diagnosis feature is easierto ... -+~

implement than a comprehensive diagnostic risk adjustment system, and the

data are less difficult to obtain. By agreement of the MRMIB, adjustment is

triggered only when a carmier's risk is 5 percent greater than the average
assessed risk of all participating camiers.

In the first round of rigk assessment and adjustment, conducted in 1996,
approximately 1 percent of total premium dollars were reallocated among
plans. The plan that received the most favorable selection paid $11.80 per
contract per month (PCPM) into the pool, and the plan that received the
most adverse selection received $46.04 PCPM. In 1997, less money changed
hands overall, but more plans paid or received adjustments. Of 27
participating health plans, four paid out a maximum of $8 PCPM, and one (a
preferred provider organization) received $16 PCPM. The lower volume of
transfers reflects both changes in premiums and the departure from the pool
in early 1997 of the largest receiver plan.

Business Coalitions
Business coalitions would seem to be in an excellent position to pursue
innovative health purchasing strategies, including risk adjustment: they
are not governed by federal or state regulations, are not tied to the
political process, often have fairly substantial financial resources, and .
wield considerable market power. Also, because they typically offer - - .=~
employees of member businesses a choice of health plans, they would stand

to gain from reducing risk selection.

For a variety of reasons, however, business coalitions are rarely leaders

in risk adjustment. Still relatively new, coalitions must prove themselves
accountable to member businesses looking for tangible health care savings
and improvements in quality. They must avoid creating "winners” and
"losers" among their members, who participate on a voluntary basis. Firms

with lower than average costs may be unwilling to participate in a system
that involves negotiating a single rate across firms. Also, business

coalition administrators often lack the authority and resources to

implement change. Finally, some employers may see risk adjustment as
endangering labor relations. In the employment setting, implementing a risk
adjustment scheme can be costly because younger, better-risk employees tend

to be paid less and are more likely to have chosen low-cost plans. For

those workers, premiums will tend to rise when a risk adjustment system is



implemented unless the employer compensates by raising the contribution
rate.

*Ninety-six local members participate in the National Business Coalition
Forum on Heallth, but only 45 of those are involved in health insurance
purchasing, which does not necessarily include contracting directly with
health plans. Some use risk assessment primarily as a tool to negotiate
premiums, often by employing projections developed by a private firm (such
as MEDSTAT) for a demographically similar population in a similar
community. Similary, research by the General Accounting Office (GAQ) has
found that large employers use relatively crude risk adjustment ‘
techniques—often only age and gender—io evaluate premiums as a prelude to
negotiations. Business coalitions that are currently investing in risk :
assessment and associated technologies employ a range of techniques, some
more sophisticated than others.

Gateway Purchasing Alliance. This alliance, based in St. Louis, encompasses

a range of employers with very different risk profiles, from small

retailers to the United Auto Workers, a very high user of services.

Although Gateway has succeeded in implementing only rudimentary adjustment
strategies, these represent a significant improvement for employers, some

of whom formerly paid premiums unrelated to their demographic profiles.

As afirst step, Gateway provides managed care plans with demographic
information on the alliance’s entire covered population. Each plan then
quotes a price for an average enrollee and a standard benefit design. The
premium is adjusted to reflect changes in the benefit design (there are
currently 70 variations) and the age and family size composition of each
employer’s prior-year managed care enrollees. To determine an employer's
prermium, demographic characteristics of that employee group are compared
with those of the entire pool.

Pacific Business Group on Health (PBGH). This nonprofit coalition of 33

public and private employers in Califomia and Arizona is among the most
sophisticated now operating. With support from a foundation, PBGH
collaborated with researchers from Kaiser Permanente and the University of
Califomia, San Francisco, to develop and test several risk adjustment

models: a demographic model; a model including demographics and personnel
variables, such as length of employment; a model including demographics and
self-assessed health status; and each of those models with high-cost cases
excluded. Excluding high-cost cases was found to be the most promising
strategy, but personnel information aiso showed promise.

PBGH chose not to implement any of the models tested for several reasons.
Their research showed, for example, that models built with data from one
employer or health plan did not accurately predict risk for other employers

or plans, while the personnel data proved difficult to work with and the
group’s survey of health status had a low response rate. Administrative
difficulties, such as inconsistencies in employers’ use of family size and
other variables, were another stumbling block in creating categories to

price. Also, although the study tested models only on enroliees under age
65, PBGH believes that its risk selection problem is especially acute in

its retiree population, whose members typically have a choice between
Medigap supplemental coverage and Medicare at-risk plan coverage. Finally,



PBGH employers did not reach consensus regarding thresholds for triggering
a risk adjustment process or acceptable variations in risk mix across
plans. At the same time, PBGH's participating health plans were most
interested in geographic-based adjustments, although the analysis did not
reveal consistent geographic variations in cost,

PBGH also found that price variation narrowed after it began using risk

data to negotiate premiums and that "overall, risk spreads when PBGH
employers were pooled did not vary much across plans.” Even so, PBGH
continues to pursue possible demographic and geographic risk adjustment
strategies and is currently examining findings that indicate that maritaf
status and the age and sex of an employee’s dependents are reasonable
predictors of costs. The alliance currently has no plans to use diagnosis

information for risk adjustment.

Buyer's Health Care Action Group (BHCAG). Located in the Minneapolis/ St.
Paul area, this alliance consists of 28 self-insured employers, with
approximately 250,000 covered lives. Since 1993, BHCAG has offered its
members a self-insured point-of-service plan called Choice Plus, which
includes a negotiated fee schedule with a network of providers, a
standardized benefits package, and administration by Health Partners and
Aetna. Member employers have the option of offering Choice Plus alone or
offering multiple plans. '

Choice Plus succeeded in reducing costs by 11 percent in 1993, and its
premiums have increased by only about 4 percent annually since then.
Approximately 100,000 employees chose to enroll in Choice Plus, and
membership in BHCAG grew. BHCAG also created and continues to fund the
Institute for Clinical Systems Integration, a nonprofit organization that

assists the Choice Plus provider network with quality initiatives.

Although pleased with the performance of Choice Plus, BHCAG implemented a
new, more competitive purchasing strategy in 1996, after analyses indicated
that more efficient provider groups were, in effect, subsidizing less

efficient ones. BHCAG was concemed that incentives to improve quality,
service, and cost were insufficient at the network level and that

consolidation in the Minnesota managed care market was stifling

competition. In addition, BHCAG believed that substantial overlaps in

provider networks indicated that plans were not competing on the basis of
quality. The alliance hoped that its direct contracts with provider groups

would create stronger incentives to provide care efficiently.

Under its new "enhanced competitive model," BHCAG contracts directly with
“care systems," defined as “primary-care centered health systems with

affiliated specialty, hospital, and allied professional arrangements.” Any

care system that meets BHCAG quality standards is eligible to participate,

but primary care providers may belong to only one care system. BHCAG plans
to give employees comparative information about care systems and incentives
to choose cost-effective systems.

In order to foster beneficial competition among provider groups, BHCAG has

also adopted a novel version of the ACG system. Networks bidding to serve

BHCAG member employees are given three years of claims data on the
covered population and asked to submit claims targets based on a standard -



benefit package and enrollee mix. BHCAG then sets a fee schedule for each network
based on its target. Claims experience is adjusted quarterly using ACGs,
and the fee schedule is revised to reflect experience over the past 12
months. This adjustment process is more sophisticated than that used by
Gateway because it employs diagnostic information. Although its
self-insured status prevents BHCAG from recovering losses or gains from the networks,
the alliance adjusts enrollee premiums based on the claims target of the network chosen.

CONCLUSIONS

State agencies and employers are just beginning to deal with the issue of

risk selection, and very few are using risk adjustment at the present time.

As outlined in the table, the leading methods range in sophistication from

prospective diagnhostic adjustment, on the high end, to risk assessment and
premium negotiation, on the low end.

Surprisingly, no pattern has emerged in the types of risk adjustment being
adopted by particular types of purchasers. Effective risk adjustment
certainly demands a capacity for complex data analysis, and three of the
five example organizations shown in the table {the Maryland and Colorado
Medicaid programs and PBGH}) have close sffiliations with university-based
risk adjustment experts. Even so, such affiliations do not guarantee
implementation, while two organizations have succeeded in implementing
programs without assistance from university experts. Outside funding to
pursue risk adjustment is no panacea; PBGH's risk adjustment research,
despite external support, did not produce a risk adjuster that has been
implemented.

What can other entities, including the Medicare program, learn from the

efforts of these pioneers? First, as the paucity of working risk adjustment
schemes suggests, imptementing risk adjustment is difficult. Few entities

are ahead of the Medicare program in using diagnosis-based riskadjustment,
the best method currently avaitable. On the contrary, the majority of large
purchasers of health care are less advanced than either the Medicare

program or those Medicaid programs that have implemented age, gender, and
eligibility information to adjust their capitation rates.

Second, some purchasers have proven that diagnostic risk adjustment
systems can be implemented successfully. Health ptans contracting with
these purchasers have agreed to provide the data needed for diagnostic risk

adjustment and seem capable of doing so. Also, less sophisticated but still

valuable systems, such as high-cost condition pools, seem easier to

implement than comprehensive risk adjustment systems, perhaps because they

require less data and are easier to understand. Another method, the

"ceding" of high-cost cases back to fee-for-service coverage, has not been
tried but is similar to reinsurance and should prove relatively easy to

implement,

Finally, as shown in Colorado, as sicker and disabled populations move into
Medicaid managed care, the need for risk adjustment increases dramaticaily.
The Medicare program and Medicaid agencies in patticular would stand to
gain from careful consideration of Colorado’s experience before enrolling
disabled beneficiaries in managed care plans. Indeed, the disabled
population is more predictably heterogeneous than are either the low-



income women and children Medicaid population or the commercial
population. As a result, implementing risk adjustment methods for disabled
Medicaid managed care enrollees is particularly urgent.
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