MAINE STATE LEGISLATURE

The following document is provided by the
LAW AND LEGISLATIVE DIGITAL LIBRARY

at the Maine State Law and Legislative Reference Library
http://legislature.maine.gov/lawlib

Reproduced from combination of electronic originals

and scanned originals with text recognition applied
(electronic original may include minor formatting differences from printed original;
searchable text in scanned originals may contain some errors and/or omissions)




STATE OF MAINE
118TH LEGISLATURE
FIRST REGULAR AND FIRST SPECIAL SESSIONS

Final Report
of the

BLUE RIBBON COMMISSION TO STUDY
THE EFFECTS OF GOVERNMENT REGULATION
AND HEALTH INSURANCE COSTS
ON SMALL BUSINESSES IN MAINE

January 1998
Members:
Rep. Arthur F. Mayo 111, Chair
Sen. Bruce MacKinnon
Rep. Jane W. Saxl|
Staff: Timothy Agnew
Colleen McCarthy Reid, Legislative Analyst Douglas S. Carr, Esg.
Darlene Shores Lynch, Senior Researcher Thomas J. Giordano
John G. Kelley, Legislative Analyst Edward Gorham
S. Catherine Longley
Office of Policy and Legal Analysis Thomas D. McBrierty
13 State House Station James McGregor
Augusta, Maine 04333 Patrick Murphy

(207) 287-1670 Peter Sassano



TABLE OF CONTENTS

EXECULIVE SUMIMAIY ...ttt ettt ettt et e bt e st e e nsee e e e nte e e snteeeanneaeas i
108 oo 11 [od £ o] ISP 1
CommissSioN’s Charge and FOCUS .......oouiiiiiiieaiie e e e 2
SMall BUSINESSES 1N IMAINE.......ccoiiiiiiie ettt e e e s e e snneeeenes 3
The Effects of Health Insurance Costs on Small BUSINESSES .........cceviiieiiiiriiiieenieeenieenns 4
RECOMMENAATIONS ...ttt e e e e sne e e st e e e enneeennes 16
The Effects of Government Regulation on Small BUSINESSES .........cccvveveeiiiiieeeeiiiiiereeenne, 18
[ eTol0] 0] g =] 0o F= A (o PSR 19
APPENDICES:

Appendix A: Legidation Establishing Blue Ribbon Commission

Appendix B: List of Blue Ribbon Commission Members

Appendix C: Draft Legidation Implementing Recommendations of the Blue Ribbon Commission

Appendix D: Draft Joint Order Reestablishing Commission

Appendix E: Draft Recommendations Considered by the Blue Ribbon Commission

Appendix F: Summaries of Meetings

Appendix G: History of Mandated Benefits

Appendix H: Mandated Health Benefits Procedures

Appendix I:  Memo from Rick Diamond, Life and Health Actuary, Maine Bureau of Insurance

Appendix J: Health Affairs Study: More Offers, Fewer Takers for Employment-Based Health
Insurance 1987-1996

Appendix K: National Center for Policy Analysis Study on Costs of Mandated Benefits
Conducted by Milliman and Robertson

Appendix L: Statutory Provision Relating to Agency Regulatory Agendas



EXECUTIVE SUMMARY

The Blue Ribbon Commission to Study the Effects of Government Regulation and Health
Insurance Costs on Small Businesses in Maine was established by Resolve 1997, chapter 85.

The Commission was chaired by Rep. Arthur F. Mayo III and included members representing the
Legislative and Executive branches of state government, state employees, employee unions and
the business sector.

Because the Commission was affected by a delay in the appointment of members, it directed its
primary efforts on addressing the effects of health insurance costs on small businesses. The
Commission conducted a cursory review of the effects of government regulation on small
businesses and recommends that additional time and resources be devoted to this issue in the
future. The Commission’s study of health insurance costs focused on four areas: 1) identifying
and defining the small group health insurance market; 2) mandated health insurance benefits; 3)
private purchasing alliances; and 4) tax incentives. In the area of government regulation, the
Commission focused on three areas: 1) the laws and rules that affect small businesses; 2) the

~ ways in which businesses receive notice of changes in laws and rules; and 3) the efforts of state
government to streamline its rules and coordinate its regulatory framework.

The Commission makes the following recommendations.

1. The Commission recommends that the review process for mandated benefits be
amended by adding the following criteria:

cumulative impact of mandates with addition of a proposed mandate
impact of requiring a mandate to apply to state employee health insurance
program

e applicability of a mandate to health maintenance organizations and its effect on
concept of managed care

¢ extent to which provisions of a mandate are available under self-insured ERISA
plans and collectively bargained plans -

e prohibit proposed mandated benefits from being introduced in the Second
Regular Session

e require the joint standing committee having jurisdiction over insurance matters
to hold a public meeting for the presentation of review and evaluation by the
Bureau of Insurance

¢ require the joint standing committee having jurisdiction over insurance matters
to determine if proponents of mandate have demonstrated need for review and
evaluation of proposal by Bureau of Insurance

2. The Commission recommends that the Joint Standing Committee on Taxation and the
Legislature consider enacting legislation that contains tax incentives aimed at individuals
and small businesses. The Commission will forward a copy of the report to the Taxation
Committee and work with Committee toward enactment of legislation. The purpose of the
incentives would be to lower employee health insurance costs; encourage small businesses
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to provide their employees health insurance; and encourage employees to participate in
workplace health insurance plans.

3. The Commission recommends that the Maine Congressional delegation consider
improving access to medical savings accounts and stepping up the phasing-in of the self-
employment health insurance deduction. The Commission will communicate with the
delegation and forward a copy of the report.

4. The Commission recommends that the private purchasing alliance laws be amended to
encourage the establishment of alliances by removing the restriction on participation of
insurance producers, independent producers and producer agencies in a purchasing
alliance and by removing the requirement that a purchasing alliance be a nonprofit entity.

5. The Commission recommends that the Governor issue an Executive Order requiring
each state agency to annually summarize statutory changes from the most recent
Legislative Session, post summaries on the Internet and distribute the summaries to key
constituencies.

6. The Commission recommends that the joint standing committee of the Legislature
having jurisdiction over economic development matters periodically review the operation of
the One-Stop permit center within the Department of Economic and Community
Development. The purpose of the review would be to ensure DECD has adequate staff and
resources to provide this service.

7. The Commission recommends that the Legislature’s Presiding Officers write the chairs
of each joint standing committee of the Legislature reminding the chairs of their
committees’ responsibilities under Title 5, section 8060 of the Maine statutes for reviewing
regulatory agendas.

8. The Commission recommends that the Commission be reestablished to continue its

study of the effects of government regulation on small businesses and report back to the
Legislature by November 1, 1998.
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INTRODUCTION

The Blue Ribbon Commission to Study the Effects of Government Regulation and Health
Insurance Costs on Small Businesses in Maine was established in the First Special Session of the
118th Legislature by Resolve 1997, chapter 85. The legislation creating the Commission, LD
1905, was introduced by Senator Bruce MacKinnon and was presented before the Joint Standing
Committee on Business and Economic Development.

The Blue Ribbon Commission consisted of 12 members: six members appointed by the
Governor; three members appointed by the Speaker of the House; and three members appointed
by the President of the Senate. The Commission was comprised of individuals that represented
the Legislative and Executive branches of Maine State Government, the business sector,
employee unions, and state employees. The Commission members were as follows:

Representative Arthur F. Mayo III, Chair

Senator Bruce W. MacKinnon

Representative Jane W. Saxl

Timothy Agnew, CEO, Finance Authority of Maine

Douglas S. Carr, Esquire, Perkins, Thompson, Hinkley & Keddy

Thomas J. Giordano, Maine Revenue Service

Edward Gorham, Maine AFL-CIO

Commissioner S. Catherine Longley, Department of Professional & Financial

Regulation -

e Commissioner Thomas D. McBrierty, Department of Community & Economic
Development

e James McGregor, Maine Merchants Association

e Patrick Murphy, Pan Atlantic Consultants

e Peter Sassano, Hahnel Bros. Co.

Although the legislation which created the Commission had an effective date of September 19,
1997, due to a delay in the appointment process, the Commission was not convened until
December 1, 1997. The members selected Rep. Arthur F. Mayo III to chair the Commission.

In addition to this first meeting, the Commission held four other meetings. These meetings
occurred on December 10, 1997, December 17, 1997, December 31, 1997 and January 6, 1998.
~ The first two meetings of the Commission focused on fact finding and information gathering in
the areas of government regulation and health insurance and their effects on small businesses in
Maine. Several parties were invited to present to the Commission. These included individuals
from the Bureau of Insurance, the National Federation of Independent Business, the private
insurance industry, the Governor’s office, and the Maine Department of Economic and
Community Development. The last two meetings were devoted to Commission discussions of
recommendations and review of the final report. Meeting summaries are included in Appendix
F.
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Resolve 1997, chapter 85 established January 1, 1998 as the reporting date of the Commission.
Due to the relatively short time frame that the Commission was given to complete its work,
December 1, 1997 - January 1, 1998, the Commission decided to request a reporting deadline
extension to January 16, 1998. The extension request was approved by the Legislative Council.

COMMISSION’S CHARGE AND FOCUS

The Commission’s first matter of business was to discuss its charge. The charge given to the
Commission in Resolve 1997, chapter 85, addressed two areas and was very broad: To study the
effects of: 1) government regulation; and 2) health insurance costs on small businesses
throughout the State. Because the Commission had only a short time to complete its work, it
decided to focus much of its effort on the effects of health insurance costs on small businesses.
Members decided that the health insurance field provided defined issues that could be examined
in a timely manner. In contrast, members decided that an examination of government regulation
would require a significant amount of time in order to thoroughly survey problems and define
solutions. Therefore, the Commission decided to take a cursory review of government regulation
relative to small businesses and make recommendations regarding further review in this area.

Health Insurance: Areas Of Focus

The Commission began its study of health insurance by identifying and defining the small group
business market. In its findings and recommendations on health insurance, the Commission
focused on four major areas: 1) the small business group market; 2) mandated health benefits;
and 3) incentives for employers to provide health insurance; and 4) private purchasing alliances.

Small business group market: The Commission decided that its study of health
insurance costs on small businesses would benefit from an examination of the current
small group market in Maine. Among the issues the members decided to look at were:

the types of insurance plans being utilized in the small group market;

the pricing of insurance plans;

the availability of insurance plans to small group employers and employees;
private purchasing alliances; and

the effect of community rating on the small group health insurance market.

Mandated health benefits: The Commission decided that there were several issues
within mandated health benefits that they wanted to examine. These included:

o the Legislature’s process for reviewing requests for mandated benefits;
e Maine’s enactment of mandated benefits relative to other states;
e the application of mandated health benefits to various types of insured groups;
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e the impact of mandated benefits on health insurance costs; and
¢ the impact of mandated benefits on the ability of small businesses to provide
their employees health insurance.

Incentives for employers: The Commission members decided that they would examine
the realm of existing and potential incentives available to encourage small businesses to
provide health insurance, while at the same time relieving small businesses from the high
costs of providing health insurance to their employees. These incentives included:

e income tax credits
e income tax deductions
e medical savings accounts

Private Purchasing Alliances: The Commission decided that it would examine the
private purchasing alliance statutory provision and explore the reasons why a prlvate
purchasing alliance has not been established in the State.

Government Regulation: Areas Of Focus

Although the Commission decided early on that it would not have enough time to do a thorough
study of government regulation effects on small businesses in Maine, it agreed that a cursory
review of government regulation would be plausible. To accomplish this task, the Commission
decided to examine the spectrum of regulations to which a small business is currently subject.
The Commission focused on three areas: 1) the laws and rules that affect small businesses; 2) the
ways in which businesses receive notices of changes in laws and rules; and 3) the efforts of state
government to streamline its rules and coordinate its regulatory framework.

SMALL BUSINESSES IN MAINE

Based on statistics provided by the Maine Department of Labor, the number of private businesses
(excluding government) in Maine as of March 1996 was 37,286. 96 percent of these private
businesses employed 50 or fewer employees. Please refer to Figure I below.

As of March 1996, the total number of employees in Maine was 419,575. 49.1 percent of the
total number of employees in Maine worked for private employers with 50 or fewer employees.
Please refer to Figure 2 below.
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Figure I: Number of Private Employers in Maine
Based on Number of Employees

Number of Employees Number of Private Employers Percent of Total
(excluding government) Private Employers
(excluding government)
0-4 22,363 59.9%
5-9 6,892 18.5%
10-19 4,225 11.3%
20-49 2,385 6.3%

- 50-99 831 2.2%
100-249 446 1.2%
250-499 87 02%
500-999 38 .01%

1000 and over 19 .005%

Total number of private employers = 37,286
Source: Table B from the 1996 Maine Employment and Earnings Statistical Handbook, March 1996

Figure 2: Number of Employees in Maine

Based on Employer Size

Number of Employees Number of Private Employees Percent of Total Private
(excluding government) Employees

(excluding government)
0-4 33,221 7.9%
5-9 45,493 10.8%
10-19 56,628 13.4%
20-49 71,527 17%
50-99 56,871 13.5%
100-249 65,746 15.6%
250-499 30,463 7.2%
500-999 24,604 5.8%
1000 and over 35,215 8.3%

Total number of employees = 419,575

Source: Table B from the 1996, Maine Employment and Earnings Statistical Handbook, March 1996

Although Maine does have a high concentration of its private employers within the 50 or fewer
employees range, Maine is not unique compared with the rest of the nation in this regard. Maine
does, however, have a slightly higher percentage (40.8%) of its employees working in firms
which employ 50 or fewer employees than the national average (36.8%).

THE EFFECTS OF HEALTH INSURANCE COSTS ON SMALL BUSINESSES

One of the primary charges of the Commission was to address the effects of health insurance
costs on small businesses in Maine. The Commission received testimony from representatives
of small businesses that health insurance costs are a significant concern for employers. Based on
the U.S. Census Bureau’s Current Population Survey of March 1997, the percentage of Maine’s
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employees under 65 without health insurance coverage is 14 percent. Of those Maine employees
covered by health insurance, 76.2 percent are covered by employment based plans.

The size of the employer had an impact on whether or not an employee had health insurance.
Among Maine workers in firms with 1,000 or more workers, 72.1 percent have coverage through
their employer in their own name and are not covered under a spouse’s policy, compared with
28.4 percent of workers in firms with fewer than 10 employees.

A recent study published in Health Affairs based on findings from the Medical Expenditure Panel
Survey indicates that employment-based insurance coverage has fallen in recent years. The study
found that coverage has declined because fewer numbers of employees are opting for the
benefit. During the same period, the rate of employers offering health insurance to employees
has increased . One reason cited for the decline is the rising costs of health insurance premiums.
Insurance premiums for health insurance increased 90% between 1987 and 1993 while wages
and salaries increased only 28% during that same period. Another reason cited for the decline is
that employees are being asked to pay a greater portion of their health insurance coverage by
employers. A copy of the study is included in Appendix J.

Under current law, the small group health insurance market operates under a system of
community rating and other requirements. In its work, the Commission did not address the
overall regulation of the small group health insurance market. Instead, the Commission focused
on issues that directly impact the question of access to health insurance (and hopefully, indirectly
impact the question of cost) for small employers and their employees. In its discussions, the
Commission highlighted several factors that may impact the decision of small businesses to
provide health insurance as a benefit to its employees: mandated health insurance benefits, tax
incentives and the establishment of private purchasing alliances. While some of these factors do
not directly impact the bottom-line costs of health insurance coverage, the Commission felt the
issues were relevant to increasing access and competition in the small group health insurance
market. '

Small Group Health Insurance

Currently, there is no state or federal law that requires employers, large or small, to provide
health insurance as a benefit to employees. In fact, the federal Employee Retirement Income
Security Act’s (ERISA) preemption clause has long been interpreted as prohibiting the enactment
of any state law that imposes a mandate on employers to provide health insurance, in whole or in
part, to employees. The preemption clause states that “any state law relating to an employee
welfare benefit plan is preempted.” However, federal law does grant states the authority to
regulate the “business of insurance.” As such, states may regulate the health insurance policies
and contracts sold in their states by insurance companies and other licensed health carriers like
health maintenance organizations.

Using its authority to regulate the insurance industry, Maine has enacted several laws in the

1990’s that impact the health insurance policies sold to individuals and to small groups, namely
small employers. These requirements must be met by every small group insurance policy or
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contract issued or renewed in the State. The following provides a brief overview of the statutory
requirements applicable to small group insurance policies.

Definition of Small Group

Until recently, Maine law defined a small group for insurance purposes as any type of business
with fewer than 25 employees. However, as of July 1, 1997, a small group is one with 50 or
fewer employees. This change in the definition maintains parity with how federal law defines a
small group health insurance plan. Eligible employees are those who work 30 or more hours a
week. At the employer’s option, part-time employees working as few as 10 hours a week or
retired employees may be treated as eligible employees. Self-employed individuals with no other
employees may be considered an eligible small group, but insurers have the option of offering
self-employed individuals an individual policy instead of a small group policy.

Elsewhere in Maine statutes, there are inconsistencies in the definition of small group or small
employer. For example, some mandated health insurance benefits exempt groups of 20 or fewer
members or 12 or fewer members from the applicability of the statute. And in the labor laws,
small employers of 15 or fewer employees are exempted from the requirements of the Family
Medical Leave Act. Although the Commission does not make any recommendation on this
issue, it noted these inconsistencies and believes that uniformity in the definition of small
business throughout Maine law is important.

Community Rating

Community rating refers to the rate to be charged to all eligible groups for small group health
insurance plans prior to any adjustments in the rate. The community rate is determined by the
insurance carrier or HMO and differs among each insurer and for each health insurance plan.
The rate may not take into consideration individual characteristics like gender, health status,
claims experience or policy duration. The rate must be applicable to all eligible members of a
small group. For example, there may be one rate for an individual employee, one rate for an
employee with children, another rate for an employee and spouse and another rate for an
employee, spouse and children. Rates may also vary based on the size of the group.

Under current law, the rates for small group health insurance may not vary based on gender,
health status, claims experience or policy duration. For groups with fewer than 25 employees,
rates may vary based on age, tobacco use, industry and geographic area but the variation may not
be more than 20% above or below the “community rate” for all of these factors combined. For
small groups between 25 and 50 employees, the rates may not vary by more than 40% above or
below the “community rate” in 1998; by more than 30% above or below the “community rate” in
1999; and after January 1, 2000, the rates may not vary by more than 20% above or below the
“community rate.”
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requirements applicable to small group insurance policies.

Definition of Small Group

with fewer than 25 employees. However, as of July 1, 1997, a small group is one with 50 or
fewer employees. This change in the definition maintains parity with how federa law defines a

week. At the employer’s option, part-time employees working as few as 10 hours a week or
retired employees may be treated as eligible employees. Self-employed individuas with no other

employed individuals an individua policy instead of a small group policy.

Elsewhere in Maine statutes, there are inconsistencies in the definition of small group or small

members or 12 or fewer members from the applicability of the statute. And in the labor laws,

small employers of 15 or fewer employees are exempted from the requirements of the Family
does not make any recommendation on this :

it noted these inconsistencies and believes that uniformity in the definition of small business

Community Rating

Community rating refers to the
insurance plans prior to any adjustments in the rate. The community rate is determined by the

rate may not take into consideration individua characteristics like gender, hedlth status, clams
experience or policy duration. The rate must be applicable to all eligible members of a small

with children, another rate for an employee and spouse and another rate for an employee, spouse
and children. Rates may also vary based on the size of the group.

rates for small group health insurance may not vary based on gender,

rates may vary based on age, tobacco use, industry and geographic area but the variation may not
be more than 20% above or below the “community rate” for al of these factors combined. For

below the “community rate” in 1998; by more than 30% above or below the “community rate” in
1999; and after January 1, 2000, the rates may not vary by more than 20% above or below the
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Guaranteed Issuance

maintenance organization that sell insurance to the small group market must provide coverage to
any small employer who applies for coverage that meets the carrier’s participation requirements.
and their dependents who do not have other coverage.

Guarantee Renewal

employees and their dependents except in cases of nonpayment of premium; fraud or materia
misrepresentation by the policy holder, employer or eligible individuals, noncompliance with the
group market.

Continuity of Coverage

they change to another group or individua insurance policy if they had prior coverage at any time
during the 90 days before the discontinuance of the replaced contract or policy or within 180 days

insurers waive any medical underwriting or preexisting condition exclusion to the extent that
benefits would have been payable under the prior policy or contract. The requirements aso

continuity of coverage.

Preexisting Condition Exclusion

coverage takes effect may be subject to a preexisting condition exclusion of not more than 12
months. In large and small group contracts, a preexisting condition excluson may relate only to

during the six months immediately preceding the effective date
of coverage. A preexisting condition exclusion relating to pregnancy may not be imposed. And

the absence of a diagnosis of the condition relating to that information.

It is important to note that the reforms enacted in Maine relating to small group insurance plans

including guaranteed issuance, guaranteed renewal, preexisting condition exclusions continuity of
predated the adoption of similar

these reforms in 1993, the federal law was not enacted until the passage of the Health Insurance

Portability and Accountability Act of 1996. The federal law makes the requirements applicable to

many of the substantive provisions of the federal law, the Legidature needed to enact only
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conforming legidation in the 118th Legidature's First Regular and First Special Session. The
Commission noted that the enactment of these requirements at the federal level makes any
changes in state law regarding small group hedlth insurance unlikely without a corresponding
changein federal law.

Standard and Basic Plans

All carriers sdlling small group hedth plans in Maine must offer 2 standardized plans defined by
rule by the Bureau of Insurance. These plans called the basic and standard plan must meet the
requirements for mandated coverage for specific health services, specific diseases and for certain
providers of health services that are applicable to small group plans. The basic and standard plan
differ in the benefit plan design and the premium rates. The premium rates charged by carriers for
the basic plan may not exceed 80% of the corresponding rate charged by that carrier for the
standard plan.

The effect of the small group (and individual) insurance market reforms described above have
been evaluated in a recent report to the Maine Bureau of Insurance conducted by Towers Perrin
Integrated Health Systems Consulting, a national actuarial and consulting firm. The report was
completed in December 1997 and is now available from the Bureau of 1nsurance.

Mandated Health Insurance Benefits

Mandated health insurance benefits refer to state laws requiring insurers and health maintenance
organizations (and indirectly, employers) to provide certain benefits as part of health insurance
policies and contracts. These types of laws were first enacted thirty years ago by state
legidatures. A mandated insurance benefit is a statutory requirement that health insurance
coverage be provided for specific health services, specific diseases or physical conditions or for
services rendered by certain providers of health care services. Mandated benefits must be included
as part of the overall benefit package provided to policyholders. A mandated offer is a statutory
requirement that health insurance coverage for specific health services, specific diseases or
physical conditions or for services rendered by certain providers of health care services be offered
to policyholders as part of insurance policies. With mandatory offers, the policyholder has the
option of purchasing insurance coverage for a specific benefit. While policyholders are not
required to purchase coverage for the benefit, providers of health insurance are required to offer
the specific coverage to policyholders at the policyholders expense.

Mandated Insurance Benefits Required Under Maine Law

Under Maine law, there are more than 20 different mandated insurance benefits and 7 mandated
offers of health insurance benefits that require coverage for certain health care services and certain
health care providers under insurance policies sold in the State. While some mandated benefits
exclude small groups of 20 or fewer employees, there are mandated insurance benefits that apply
to both individual and small group policies as well as large group policies and contracts. A chart
of mandated benefits required under Maine law isincluded in Appendix G.
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In Maine, health insurance coverage is mandated for specific health services and specific diseases
like:
- maternity, newborn and child coverage;

mental health and substance abuse treatment;

biologically-based mental illnesses,

screening mammograms;

breast cancer treatment, including inpatient hospital care, breast surgery and reconstruction
after mastectomy surgery;

metabolic formula and modified low-protein food for persons with inborn errors of
metabolism; and

medical supplies, equipment and self-management training for diabetics.

Mandated offers of health insurance coverage include:
home health services; and
cardiac rehabilitation services.

Health insurance coverage is also mandated for certain providers of hedth care services through
requirements that the services of the providers be reimbursed by insurers. These providers
include:

dentists,

psychologists;

clinical social workers;

certified nurse specialists in psychiatric and mental health nursing; and

chiropractors.

Mandated offers of coverage and reimbursement for health care services are required for the
services of:

optometrists; and

licensed counselors.

As noted above, the standard and basic plans required to be offered in the small group insurance
market are also subject to any mandated insurance benefits made applicable to small groups. The
main concern about mandated health insurance benefits is the impact of these mandates on the
overall costs of health insurance premiums. Many insurers, health maintenance organizations and
employers believe mandates have a significant impact on health insurance premiums, especialy in
the small group market. Another concern often raised is the effect mandates have on the
flexibility of both insurers and employers to design the health insurance coverage offered to small
groups and employees.

Applicability of Mandated Insurance Benefits Laws
Maine's insurance laws are contained in Title 24 and Title 24-A of the statutes and regulate

entities licensed to sell insurance in this State.  There are three types of regulated entities that are
authorized to sell health insurance and health care plan contracts. nonprofit hospital and medical
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service organizations, for-profit insurance companies and health maintenance organizations. Title
24 regulates nonprofit hospital and medical service organizations, e.g. Blue Cross Blue Shield,
and Title 24-A regulates for-profit insurers and health maintenance organizations.

Maine laws relating to mandated health insurance benefits and mandatory offers of such benefits
require that certain health care services, certain health conditions and diseases, or certain
providers of hedth care services be included as standard benefits in insurance policies and
contracts sold in the State. Depending on the particular benefit and the decision of lawmakers,
these laws have been applied to all individual contracts, to all group contracts, to group contracts
according to group size and to one, some or all of the types of regulated entities.

Recently, the scope of mandated benefits have been extended to health maintenance organizations
as the operation of health maintenance organizations has grown throughout the State. While this
has been the trend, it is important to note the dichotomy between the principles of managed care
with its emphasis on preventive care and management of health care services and costs through a
primary care physician and mandated health insurance benefits which legidate certain health care
services and alow self-referrals without prior authorization of primary care physicians.

Maine's mandated insurance benefits laws do not apply to self-insured employer health benefit
plans, to coverage provided through federal programs like Medicaid and Medicare and to
coverage provided to federal employees. Self-insured plans are exempted from state regulation by
the federal Employee Retirement Income Security Act (ERISA). ERISA preempts any State laws
relating to employee benefit plans, including health plans. However, ERISA does contain a
provision which preserves a State’ s authority to regulate insurance. Since ERISA’s enactment in
1974, the courts have interpreted these provisions to remove self-insured employer health plans
from the application of state laws regulating insurance companies and insurance contracts,
including mandated insurance benefit laws. Nationally, it is estimated that more than 40% of all
employer hedth benefit plans are self-insured. It is important to note that while Maine law
requiring coverage for certain health care services does not apply to these types of programs there
are provisions in federa law that require self-insured plans, Medicare and Medicaid to provide
coverage for certain benefits and health care providers.

Generaly, mandated health insurance benefits do apply to the State Employee Health Insurance
Program. Because the State Employee plan is not a sdf-insured plan, the requirements of
mandated benefits will apply to the state plan like al other group health insurance contracts. In
one instance, however, the State Employee Health Insurance Program was exempted from the
requirements of the mandated insurance benefit for self-referred chiropractic services.

Review and Evaluation of Proposed Mandated Insurance Benefits

Under current law, proposed legidation relating to a mandated health insurance benefit must be
reviewed and evaluated by the Bureau of Insurance before being enacted into law. 24-A MRSA
§2752. A copy of the provision is included as Appendix H. The statute requires that the joint
standing committee of the Legidature having jurisdiction over the proposal hold a public hearing
and determine the level of support for the proposa among the committee members. If thereis
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substantial support for the proposed mandate in the committee, the committee may request review
and evaluation of the proposal by the Bureau of Insurance. In conducting the review and
evaluation of the proposed mandated health insurance benefit, the Bureau of Insurance must
address a number of criteria outlines in the statute that focus on the social impact, financial impact
and medica efficacy of mandating the benefit as well as the effects of balancing those
considerations. After review and evaluation has been completed by the Bureau of Insurance, a
proposed mandated heath insurance benefit may or may not be enacted by the Legidature.
However, review and evaluation of the proposa is required before a mandated benefit may be
enacted. A mandated offer (or option) is not considered a mandated health insurance benefit and
does not require areview and evaluation.

Because of this statutorily required procedure, legisdation proposing mandated health insurance
benefits is somewhat unique as part of the committee process. After scheduling and holding a
public hearing on a mandated health insurance benefit proposal, the committee generally discusses
the proposal or holds a straw vote to determine the level of support for the proposal and to
determine whether or not a request for a review and evauation should be made to the Bureau of
Insurance. If areview and evaluation is requested, the committee delays any further consideration
of the proposal in work session until the review has been completed. While the review and
evaluation must be completed in atimely manner, the bureau often needs a few months or more to
gather the necessary information and conduct its review of the proposed mandate. Very often,
the committee will carry over a proposed mandate bill from the First Session to the Second to
alow the Bureau additiona time to complete the review. The most recent reviews and
evaluations of proposed mandates have been conducted for the Bureau of Insurance by a
consulting firm, William M. Mercer, Inc. The Bureau of Insurance expects that it will continue to
contract with a consultant for the preparation of reviews and evauations requested by the
committee.

Proposed mandates introduced in the Second Regular Session present a particular challenge for
the Bureau of Insurance because bills cannot be carried over to the next elected Legisature and
the review and evaluation must be completed before the end of the Second Regular Session.
Once the review is complete, the committee begins work sessions on the proposed bill and reports
its recommendation on the proposal to the Legidature.

Although review and evaluation is required by the statute, the Legidature is not bound to follow
this procedure and may amend or even repeal the statute. As such, the procedures outlined in the
statute reflect a policy decision more than alegal requirement. The process allows the Legidature
to make determinations on mandated benefit proposals with the benefit of time and informed input
from the Bureau of Insurance on the proposal’s medical efficacy and social and financial impact.

Findings of Commission

With regard to mandated insurance benefits, the Commission finds that mandates do have a direct
impact on health insurance costs, especialy if the cumulative impact of mandates are considered.
The Commission notes that actuarial estimates are difficult to make about the individual and
cumulative impact of mandated health insurance benefits. However, a recent study from the
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Nationa Center for Policy Analysis done by Milliman & Robertson, an actuarial firm, estimated
the costs of 12 of the most common mandated insurance benefits nationally and found that
cumulatively the mandates can increase costs by as much as 15%-30%. A copy of the study is
included as Appendix K. And in a cost analysis conducted in late 1995, Rick Diamond, Life and
Health Actuary with the Bureau of Insurance estimated that 7 mandated benefits required under
Maine law have a cost impact. The cost impact was measured by determining if the benefit would
be likely reduced or eliminated in the absence of a mandate. These mandates included mental
health and substance abuse treatment, screening mammography, breast reconstruction surgery,
treatment for metabolic errors and services provided by chiropractors and, possibly, dentists.
Based on tracking the amount of health claims paid for mandated benefits and the total amount of
health claims paid, the total cost of mandates was estimated to be 6% or less. However, this
estimate does not reflect any cost impact of mandated benefits that became effective or were
enacted after January 1, 1996. A copy of the memo prepared by Rick Diamond is included as
Appendix |.

While the costs of mandated insurance benefits are considered by lawmakers, the Commission
notes that mandated health insurance benefits often present a very compelling interest to the
Legidature. In every legidative session, the Legidature is confronted with new proposed
mandates or the reintroduction of mandate proposals not approved in past sessions. The
Commission also notes the recent interest of Congress in enacting mandated health insurance
benefits at the federal level that apply to hedth insurers and self-insured ERISA plans aike.
These mandates address hospital coverage for maternity stays and mental health parity coverage.

The Commission finds that the current process for reviewing and evaluating proposed mandated
insurance benefits should be improved so that the Legidature will have the benefit of useful
information before making the policy decision about whether or not to enact future mandated
health insurance benefits.

Private Purchasing Alliances

Maine law authorizes the voluntary establishment of a private purchasing alliance. Andlianceisa
nonprofit corporation licensed under the Insurance Code to provide hedth insurance to its
members through multiple unaffiliated carriers.  Alliances are authorized to set their own
standards for membership in the aliance. These entities are designed to provide additiona
options for the purchase of insurance by small employers. Although the law became effective in
July 1996 and the rules governing alliances were finally adopted in March 1997, there are no
licensed purchasing alliances in the State.
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Purchasing Alliance for Small Group Market

The Commission highlighted the benefits of a purchasing alliance for small businesses as:

e the ability of small businesses to combine purchasing power and influence to spread
the insurance risk across a larger group; and

e the opportunity to provide more employee choice through an offering of multiple
plans through the alliance.

The Commission also discussed the reasons that a purchasing alliance has not been established in
the State despite continued interest in the business community. The Maine Chamber and
Business Alliance has explored the possibility of sponsoring a purchasing alliance but does not
feel that it has the membership among small businesses to achieve the critical mass of enrollees
needed to make an alliance viable. The Chamber’s membership includes more large business
among its members than small businesses, many of which have self-insured plans and are exempt
from state law requirements under ERISA. Other organizations that represent small employers,
like the Maine Merchants Association and the NFIB-Maine Chapter, also lack the critical mass of
enrollees. The Commission was told that a minimum of 10,000 lives are needed to make a
purchasing alliance viable.

At its third meeting, John Benoit of the Holden Insurance Agency in Portland, Maine made a
presentation to the Commission of a purchasing alliance model for small employers. This model
utilizes the normal brokerage network for distribution of the alliance plan along with a common
enrollment form and marketing material for carriers and health plans offered through the alliance.
This would ensure that carriers belonging to the alliance are potentially presented and marketed
to every employer in the State. While the participation of carriers and the offering of multiple
plans is similar to purchasing alliances developed in other states, Mr. Benoit’s model is unique
because it envisions the use of some sort of mechanism, either stop loss insurance or reinsurance,
to help minimize the impact of large losses on participating carriers. It is the opinion of the
Bureau of Insurance that the purchase of stop loss or reinsurance by participating carriers would
not be prohibited under the current statute.

At this point, Mr. Benoit’s model is a concept although it has been presented to the Bureau of
Insurance, the Maine Chamber and Business Alliance, the Greater Portland Chamber of
Commerce and the Maine Health Management Coalition (“MHMC”). The MHMC endorses the
concept but is not interested in being the plan’s sponsor because their members are large

businesses.

The barriers to developing such a purchasing alliance noted by Mr. Benoit include: the
restriction on insurance agents and industry members to participate in the organization of the
alliance; the risk adjustment provisions may need to be more detailed as to what types of
arrangements are permissible; and requirement that the alliance be nonprofit which prohibits
private entrepreneurship. The funding for the start up costs of an alliance (estimated to be
between $250,000 and $500,000) is also a significant barrier. Currently, there are no provisions
allowing state funding for the alliance.
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Findings of Commission

The Commission finds that the legidative barriers to the establishment of a private purchasing
alliance should be removed. The Commission does not believe there is any significant interest for
the state to sponsor a purchasing aliance, especially one including state employees, but believes
that the private sector should not be overly restricted by the licensing and regulatory requirements
for a purchasing aliance. The interests of government in maintaining the proper oversight of the
alliance for the protection of the enrollees and the interests of the private sector must be balanced.
The Commission notes that the presence of a purchasing aliance for the small group market can
increase access and competition in the market.

Tax Incentives

The Commission discussed three tax-related issues that impact health insurance costs for small
business. state tax incentives, medical savings accounts; and the deductibility of heath insurance
costs for self-employed individuals for federal income tax purposes.

Tax Credits and Deductions for Small Employers and Employees

During the First Session of the 118th Legidature, the Legidature's Taxation Committee
considered three bills related to tax incentives for small employers and employees to have health
insurance. LD 18, An Act to Give Small Business Employer Health Benefit Tax Relief, proposed
a tax credit to employers of 50 or fewer employees for the lowest of: $5000; 20% of the costs
incurred by the taxpayer in providing insurance; or $100 for each employee covered by the
employer-provided hedlth insurance. LD 70, An Act to Provide a State Income Tax Credit for
the Costs of Health Insurance Paid by Individuals, proposed a tax credit equal to 50% of the
health insurance premiums paid by individuals whether or not the individua paid the full premium
or contributed toward the costs. The credit was limited to $4000 per year. LD 164, An Act to
Provide Tax Credits for Small Businesses Providing Health Insurance Benefits for Employees,
proposed to provide a tax credit equal to 25% of the hedth insurance costs incurred by an
employer of fewer than 25 employees. Although al of these proposas were voted out by the
Taxation Committee “Ought Not To Pass’, Commission members noted that there was interest in
the proposals. The primary reason these proposals and other tax incentives were not fully
considered was the decision by the Taxation Committee not to pursue individual tax reform
proposals piecemeal but if possble to address overall tax reform. Members aso noted that
changes in the State’ s revenues and the available surplus in the upcoming session may be factors
that will may positively influence the consideration of tax incentive proposals this session.

This session, the Legidature will consider two pieces of legidation addressing tax incentives in
some manner. LD 1931, An Act to Create Incentives for Employers to Contribute toward the
Costs of Comprehensive Health Insurance for Families. LD 1931 provides a credit to employers
providing health insurance equal to the excess of health insurance costs over 7.5% of gross
payroll; a deduction for individuals equa to 20% of the health insurance premium paid by the
taxpayer; and a reduction in the calculation of income for the purposes of eigibility for the
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Property Tax and Rent Rebate Program equal to the amount of insurance premium paid for
preventive care. LD 1945, An Act to Minimize State Revenue Loss Due to Ineffective Hedlth
Coverage, provides a tax credit for any employee that pays at least 60% of the costs of an
employee health benefit plan that meets the minimum requirements for a small group health plan.
The credit is equal to the lowest of: $5000; 20% of the costs incurred by the taxpayer in providing
insurance; or $100 for each employee covered by the employer-provided health insurance.

Medical Savings Accounts

Under federa law, a pilot program has been established for medica savings accounts, The
program is limited to 750,000 individuals and available to employees of small businesses (50 or
fewer employees) and to self-employed individuals. Medica savings accounts (MSA) are tax free
accounts that can be used to pay for medical expenditures. Under the federal pilot program,
individuals must be covered by a high deductible catastrophic plan and have no other health
insurance coverage. The deductibles must range between $1500 -$2250 for individuals and
$3000-$4000 for families. Contributions of up to 65% of the cost of the deductible for
individuals and up to 75% of the deductible for families may be made to the MSA by either the
employer or the individual. Money in the MSA may be used tax free for medical expenses or is
subject to a 15% penalty for individuals under age 65. Individuals 65 or older can withdraw the
money for any purpose but the withdrawals will be taxed.

Medica savings accounts became available through the federal program on January 1, 1997 and
enrollments began then. According to a recent Interna Revenue Service report, only 22,051
medical savings accounts were established as of June 30, 1997. The Commission received
information from the Bureau of Insurance that it is aware of two carriers offering the product in
Maine.

Under state law, Maine does not have any statutory provisions alowing the establishment of
medical savings accounts which would extend particular state tax benefits. The first state to enact
aMSA law was Colorado in 1986. Based on information from the National Conference of State
Legidatures, there are currently 23 states with laws addressing medical savings accounts in some
manner.

Deductibility of Health Insurance Costs for Self-Employed Individuals

Under prior law, self-employed individuals were eligible for a federal income tax deduction of
30% from gross income for the costs of health insurance for themselves, their spouses and
dependents. Recently, Congress increased the deduction beginning in tax years beginning after
December 31, 1996. The deduction is phased in according to the following schedule: 40% in
1997; 45% in 1998 and 1999; 50% in 2000 and 2001; 60% in 2002; 80% in 2003, 2004 and 2005;
90% in 2006; and 100% in 2007. Thereis no equivaent deduction for state income tax purposes,
although the state income tax is calculated on the basis of federal adjusted gross income which
includes the deduction for health insurance costs.
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Findings of Commission

The Commission is very supportive of the concepts included in the tax incentive proposals but
declines to recommend a specific proposal for the Legidatures consideration. The Commission
believes that a tax credit or deduction for small employers who provide health insurance and
employees who contribute toward the costs of their employer-provided heath insurance or
provide their own insurance may increase the numbers of employers who provide insurance and
the number of employees who take advantage of the benefit. In that regard, the Commission will
share the report with the Joint Standing Committee on Taxation and work with them toward the
enactment of legidation. Because it is likely that health insurance costs will continue to rise in
Maine and throughout the United States, the Commission believes there should be a
corresponding tax incentive for employers and individuals to maintain health insurance coverage.
Further, the Commission does not recommend any specific state proposals addressing medical
savings accounts or the deductibility of health insurance costs for self-employed individuas. With
regard to the deductibility of premiums, the Commission notes that the federal tax deduction is
carried through for state income tax purposes.

RECOMMENDATIONS

1. The Commission recommends that the review process for mandated benefits be
amended by adding the following criteria:

cumulative impact of mandates with addition of a proposed mandate

impact of requiring a mandate to apply to state employee health insurance
program

applicability of a mandate to health maintenance organizations and its effect on
concept of managed care

extent to which provisions of a mandate are available under self-insured ERISA
plans and collectively bargained plans

prohibit proposed mandated benefits from being introduced in the Second
Regular Session

require the joint standing committee having jurisdiction over insurance matters
to hold a public meeting for the presentation of review and evaluation by the
Bureau of Insurance

require the joint standing committee having jurisdiction over insurance matters
to determine if proponents of a mandate have demonstrated need for review and
evaluation of proposal by Bureau of Insurance

Under Title 24-A Section 2752, proposed mandated health benefits legidation must undergo
review and evaluation by the Bureau of Insurance before it can be enacted into law. While this
procedure is not binding on the Legidature, the joint standing committee having jurisdiction over
insurance matters has followed the procedures in Section 2752 when considering proposed
mandates. The Commission found that the current process of review and evaluation of the social
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and financial impact and medical efficacy of a proposed mandate could be improved by adding
additional criteria.

2. The Commission recommends that the Joint Standing Committee on Taxation and the
Legislature consider enacting legislation that contains tax incentives aimed at individuals
and small businesses. The Commission will forward a copy of the report to the Taxation
Committee and work with Committee toward enactment of legislation. The purpose of the
incentives would be to lower employee health insurance costs; encourage small businesses
to provide their employees health insurance; and encourage employees to participate in
workplace health insurance plans.

During the Second Regular Session of the Legidature, the Joint Standing Committee on Taxation
will be considering at least two legidative proposals relating to tax incentives for individuals and
small businesses providing hedlth insurance. While the Commission does not support one specific
proposal over another, it believes that the Taxation Committee and the Legislature should
carefully consider these legidative proposals.

3. The Commission recommends that the Maine Congressional delegation consider
improving access to medical savings accounts and stepping up the phasing-in of the self-
employment health insurance deduction. The Commission will communicate with the
delegation and forward a copy of the report.

Representatives of small businesses raised concerns about the availability of medical savings
accounts and stepping up the phasing-in of the federal income tax deduction for health insurance
costs of self-employed individuals. Because these two issues are regulated under federal law, the
Commission hopes that the Maine Congressional delegation will consider the concerns raised by
the State’ s small businesses.

4. The Commission recommends that the private purchasing alliance laws be amended to
encourage the establishment of alliances by removing the restriction on participation of
insurance producers, independent producers and producer agencies in a purchasing
alliance and by removing the requirement that a purchasing alliance be a nonprofit entity.

Although the Legidature has recently enacted legislation authorizing the establishment of private
purchasing aliances, no private purchasing adliances have been established in Maine. The
Commission found that there is interest in the business community in establishing an aliance, but
that the current statute has restricted the development of an alliance. The Commission hopes that
severa changes in the statutory provisions will encourage the creation of private purchasing
aliancesin the State.
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THE EFFECTS OF GOVERNMENT REGULATION ON SMALL BUSINESSES

Findings of Commission

The impact of state regulations on Maine’s small business raises a host of complex questions. To
name just a few: What is the extent of regulations placed upon Maine’s small businesses? What
regulations are necessary to protect the public safety and welfare? Where do problems occur in
the regulatory process? How do state regulations affect small business operations?

The Commission found that these and other regulatory questions merit a detailed study which
would require far more time and research than was available in the short 6-week study period
available to the Commission. In light of time limitations, the Commission sought input on state
regulations from affected parties and state officials with an eye toward identifying immediate
steps that could be taken to improve the interaction of small business owners and employees with
Maine’s regulatory system. The Commission encourages the Maine Legislature to continue
examining questions relating to the regulation of Maine’s small businesses.

The Commission discussed an important deficiency in the current process of regulating
businesses: A lack of notice to the public when the Legislature passes laws affecting businesses.
Each session ‘the Maine Legislature enacts a variety of new laws that alter the existing
requirements for small businesses or provide new requirements. Although Commission -
members are quite familiar with the premise that ignorance is not a defense for violating a law,
the Commission finds that state authorities can greatly improve communication with small
businesses about the new requirements of laws. The majority of small business owners do not
have the time or resources to monitor statutory changes.

The Commission also finds that potential agency regulations can receive prospective Legislative
review through better use of the Legislature’s biennial regulatory agenda review mechanism.
Title 5, section 8060 of the Maine Statutes requires each state agency to submit a regulatory
agenda for each biennium to the appropriate legislative committee of jurisdiction. Each
committee is required by statute to review the regulatory agenda at a meeting. The regulatory
agenda lists all rules expected to be adopted in the legislative biennium, an explanation of the
statutory basis of the rules, the purpose of the rules and the potentially benefited and regulated
parties. The Commission finds that few Legislative committees utilize the regulatory agenda
review process to provide agencies input on the direction and potential impacts of upcoming
regulations.
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RECOMMENDATIONS

1. The Commission recommends that the Governor issue an Executive Order requiring
each state agency to annually summarize statutory changes from the most recent
Legislative Session, post summaries on the Internet and distribute the summaries to key
constituencies.

The Commission found that many state agencies periodically develop summaries of changes or
additions to laws which they administer. Summaries developed by all state agencies would
provide vehicles to notify affected parties of these changes and additions. The Commission
recommends that the Governor issue an Executive Order requiring each agency to develop such a
summary following the conclusion of each Legislative Session. The Commission further
recommends the summary be posted on each agencies’ web site and be sent to key organizations
with which the agency interacts. The organizations could then notify their memberships and
assist in educating the business community, the public and others. The Commission
recommends the Executive Order also include the following requirements:

e That summaries include 1) A title that clearly identifies the nature of the statute; 2) A
simple, consumer-oriented summary of the statute and what is required of an affected
party; 3) Either the exact language of the statute or information on how to obtain the
language; and 4) Agency contacts for additional information on the statute.

e That an advertisement be run annually in the state’s major newspapers informing the
public about the summaries and how to obtain copies. The Department of Economic and
Community Development should be charged with placing the advertisement. The
Commissioner of the Economic and Community Development estimates that the
advertising costs will be $10,000 annually. This amount should be specifically dedicated
to the Department in the Executive Order.

e That the Department of Economic and Community Development should annually notify
all state agencies of their responsibilities under the Executive Order.

2. The Commission recommends that the joint standing committee of the Legislature
having jurisdiction over economic development matters periodically review the operation
of the One-Stop permit center within the Department of Economic and Community
Development. The purpose of the review would be to ensure DECD has adequate staff and
resources to provide this service.

Title 5, Section 13063 of the Maine Revised Statutes requires the Department of Economic and
Community Development to operate a service whereby a person can obtain in one place
information on all permits needed to operate a business in Maine. The Commission reviewed the
service DECD has in place and finds that it is well operated and provides an invaluable service to
the business community and Maine residents. The law requires DECD to report by January 1 of
every even-numbered year to the Legislature on the benefits of expanding the program. The
Commission finds that businesses and residents will benefit from these reviews and a
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determination of whether the program’ s staffing and technical support are commensurate with the
demands for information.

3. The Commission recommends that the Legislature’s Presiding Officers write the chairs
of each joint standing committee of the Legislature reminding the chairs of their
committees’ responsibilities under Title 5, section 8060 of the Maine statutes for reviewing
regulatory agendas.

Maine law requires that agencies submit regulatory agendas for each legidative biennium. The
agendas must be submitted between the beginning of a regular sesson and 100 days after
adjournment. The Legidature's role in overseeing state agencies and monitoring rules would be
greatly enhanced if legidative committees fulfilled their statutory requirement to review agencies
regulatory agendas. Because of the somewhat flexible deadline, it is possible that the review by
the legidative committees could take place between sessions or in the Second Regular Session. A
letter from the Presiding Officers to committee chairs at the start of each First Regular Session of
the Legidature would ensure this review process is observed.

4. The Commission recommends that the Commission be reestablished to continue its study
of the effects of government regulation on small businesses and report back to the
Legislature by November 1, 1998.

The Commission found that time constraints affected its ability to fully study the issue of how
government regulation impacts small businesses. The Commission believes that questions relating
to the impact of regulations are complex and require additional study. The Commission has
drafted a joint order reestablishing the Commission for the purpose of studying the effects of
government regulation on small businesses. The Commission's chair will seek introduction and
approval of the joint order by the Legislature during the Second Regular Session. A copy of the
draft joint order isincluded as Appendix D.
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APPENDIX A

L egislation establishing the Blue Ribbon Commission
to Study the Effects of Government Regulation and Health
Insurance Costs on Small Businesses in Maine






CHAPTER 85
S.P.679 - L.D. 1905

Resolve, Establishing a Blue Ribbon Commission to Study the
Effects of Government Regulation and Health Insurance
Costs on Small Businesses in Maine

Sec. 1. Commission established. Resolved: That the Blue Ribbon Commission to
Study the Effects of Government Regulation and Health Insurance Costs on Small Businesses,
referred to in this resolve as the "commission,” is established; and be it further

Sec. 2. Commission membership. Resolved: That the commission consists of 12
members appointed as follows: The Governor shal appoint 6 members, to include at least 2
members from the Governor's cabinet, one member representing the business sector, one member
representing employee unions and one state employee; the Speaker of the House shall appoint 3
members, to include at least one Representative and one member representing the public sector;
and the President of the Senate shall appoint 3 members, to include at least one Senator and one
member representing the private sector; and be it further

Sec. 3. Appointments; meetings. Resolved: That al appointments must be made no
later than 30 days following the effective date of this resolve. The Executive Director of the
Legidative Council must be notified by all appointing authorities once the selections have been
made. Within 15 days after appointment of all members, the Chair of the Legidative Council shall
call and convene the first meeting of the commission. The commission shall select a chair from
among its members; and be it further

Sec. 4. Duties. Resolved: That the commission shall study the effects of government
regulation and health insurance costs on small businesses throughout the State; and be it further

Sec. 5. Staff assistance. Resolved: That the commission may request staffing assistance
from the Legidative Council; and be it further

Sec. 6. Expenses. Resolved: That the members of the commission who are Legidators
are entitled to receive the legidative per diem as defined in the Maine Revised Statutes, Title 3,
section 2 and reimbursement for travel and other necessary expenses for attendance at meetings of
the commission. Other members are not entitled to compensation or reimbursement of expenses;
and be it further

Sec. 7. Report. Resolved: That no later than January 1, 1998, the commission shall
submit its report, together with any necessary implementing legidation, to the Joint Standing
Committee on Business and Economic Development and the Executive Director of the Legidlative
Council. The Joint Standing Committee on Business and Economic Development is authorized to



authorized to report out any legislation during the Second Regular Session of the 118th
Legislature concerning the findings and recommendations of the commission.

If the commission requires an extension, it may apply to the Legislative Council, which
may grant the extension; and be it further

Sec. 8. Appropriation. Resolved: That the following funds are appropriated from the
General Fund to carry out the purposes of this resolve. ‘

1997-98
LEGISLATURE
Blue Ribbon Commission to Study the Effects
of Government Regulation and Health
Insurance Costs on Small Businesses
Personal Services $880
All Other 1,300
TOTAL $2,180

Provides funds for the per diem and expenses of legislative members and miscellaneous costs,
including printing, of the Blue Ribbon Commission to Study the Effects of Government
Regulation and Health Insurance Costs on Small Businesses.
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Title:  An Act to Implement the Recommendations of the Blue Ribbon Commission to Study the Effects of
Government Regulation and Health Insurance Costs on Small Businesses in Maine

Be it enacted by the People of the State of Maine as follows:
Sec. 1. 24-A MRSA § 1951, sub-§ 2 is amended to read:

2. Private purchasing alliance. "Private purchasing alliance"” or "alliance" means a neaprefit corporation
licensed pursuant to this section established under Title 13-A or Title 13-B to provide health insurance to its
members through multiple unaffiliated participating carriers.

Sec. 2. 24-A MRSA § 1953, first q is amended to read:

In addition to the powers granted in Title 13-A or Title 13-B, an alliance may do any of the following:

Sec.3. 24-A MRSA § 1955, sub-§ 1 is amended to read:

24A § 1955. Restrictions

1. Restricted activities. An alliance may not purchase health care services, assume risk for the cost or
provision of health services or otherwise contract with health care providers for the provision of health care services
to enrollees without the prior approval of the superintendent.

Sec. 4. 24-A MRSA § 1955, sub-§ 3 is amended to read:

3. Conflict of interest. A person may not be a board member, officer or employee of an alliance if that
person is employed as or by, is a member of the board of directors of, is an officer of, or has a material direct or

indirect ownership interest in a carrier or health care provider erinsurance-agency-or-brokerage. A person may not

be a board member or officer of an alliance if a member of that person's household is a member of the board of
directors of, is an officer of or has a material direct or indirect ownership interest in a carrier or health care provider
or-insurance-agency-or-brokerage. An A-beard-memberofficer-or employee of an alliance who is licensed as an
agent, broker or consultant may act under that license only on behalf of the alliance and only within the scope of that

person's duties as a-beard-membes;-offieeror an employee.
Sec. 5. 24-A MRSA § 2752, sub-§ 1-A is enacted to read:

1-A. Introduction of proposals. A mandated health benefit proposal may not be introduced in_a Second
Regular Session or a Special Session of the Legislature.

Sec. 6. 24-A § 2752, sub-§ 2 and § 3 are amended to read:

2. Procedures before legislative committees. Whenever a legislative measure containing a mandated
health benefit is proposed, the joint standing committee of the Legislature having jurisdiction over the proposal shall
hold a public hearing and determine the level of support for the proposal among the members of the committee. If
there is substantial support for the proposed mandate among members of the committee based upon testimony from
the public or providers and the committee has determined that the proponents of the proposal have demonstrated a
need for the proposed mandate, the committee may refer the proposal to the Bureau of Insurance for review and
evuigtion pursuant to subsection 3. Once a review and evaluation has been completed, the committee shall hold a
me. Ling for the purpose of presenting the findings of the Bureau of Insurance in conducting the review and
evaluation. A proposed mandate may not be enacted into law unless review and evaluation pursuant to subsection 3
has been completed.




3. Review and evaluation. Upon referral of a mandated health benefit proposal from the joint standing
committee of the Legislature having jurisdiction over the proposal, the Bureau of Insurance shall conduct areview
and evaluation of the mandated health benefit proposal and shall report to the committee in atimely manner. The
report must include, at the minimum and to the extent that information is available, the following:

A. The socia impact of mandating the benefit, including:

(1) The extent to which the treatment or service is utilized by a significant portion of the
population;

(2) The extent to which the treatment or service is available to the population;
(3) The extent to which insurance coverage for this treatment or service is already available;

(4) If coverageis not generally available, the extent to which the lack of coverage resultsin
persons being unable to obtain necessary health care treatment;

(5) If the coverage is not generally available, the extent to which the lack of coverage resultsin
unreasonable financial hardship on those persons needing treatment;

(6) Thelevel of public demand and the level of demand from providers for the treatment or
service;

(7) Thelevel of public demand and the level of demand from the providers for individual or
group insurance coverage of the treatment or service;

(8) Thelevel of interest ef and extent to which collective bargaining organizations h are
negotiating privately for inclusion of this coverage in group contracts;

(9) Thelikelihood of achieving the objectives of meeting a consumer need as evidenced by the
experience of other states;

(10) Therelevant findings of the state health planning agency or the appropriate health system
agency relating to the social impact of the mandated benefit;

(11) The alternatives to meeting the identified need;

(12) Whether the benefit isamedical or abroader social need and whether it is consistent with
the role of health insurance and the concept of managed care;

(13) Theimpact of any social stigma attached to the benefit upon the market;
(14) Theimpact of this benefit on the availability of other benefits currently being offered; and

(15) Theimpact of the benefit as it relates to employers shifting to self-insured plans and the
extent to which the benefit is currently being offered by employers with self-insured plans; and

(16) The impact of making the benefit applicable to the State Employee Health Insurance
Program.

B. The financial impact of mandating the benefit, including:



(1) The extent to which the proposed insurance coverage would increase or decrease the cost of
the treatment or service over the next 5 years,

(2) The extent to which the proposed coverage might increase the appropriate or inappropriate
use of the treatment or service over the next 5 years,

(3) The extent to which the mandated treatment or service might serve as an alternative for more
expensive or less expensive treatment or service;

(4) The methods that will be instituted to manage the utilization and costs of the proposed
mandate;

(5) The extent to which the insurance coverage may affect the number and types of providers of
the mandated treatment or service over the next 5 years;

(6) The extent to which insurance coverage of the health care service or provider may be
reasonably expected to increase or decrease the insurance premium and administrative expenses
of policyholders,

(7) Theimpact of indirect costs, which are costs other than premiums and administrative costs,
on the question of the costs and benefits of coverage;

(8) Theimpact of this coverage on the total cost of health care; and

(9) The effects on the cost of health care to employers and employees, including the financial
impact on small employers, medium-sized employers and large employers,

C. Themedical efficacy of mandating the benefit, including:
(1) The contribution of the benefit to the quality of patient care and the health status of the
population, including the results of any research demonstrating the medical efficacy of the
treatment or service compared to alternatives or not providing the treatment or service; and
(2) If the legidation seeks to mandate coverage of an additional class of practitioners:
(8) Theresults of any professionally acceptable research demonstrating the medical
results achieved by the additional class of practitioners relative to those already covered;

and

(b) The methods of the appropriate professional organization that assure clinical
proficiency; and

D. The effects of balancing the social, economic and medical efficacy considerations, including:

(1) The extent to which the need for coverage outweighs the costs of mandating the benefit for
all policyholders; and

(2) The extent to which the problem of coverage may be solved by mandating the availability of
the coverage as an option for policyholders: ; and

(3) The cumulative impact of mandating this benefit in combination with existing mandates on
the costs and availability of coverage.




Summary

This bill implements the recommendations of the Blue Ribbon Commission to Study the Effects of
Government Regulation and Health Insurance Costs on Small Businessesin Maine.
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JOINT ORDER ESTABLISHING THE
BLUE RIBBON COMMISSION TO STUDY THE EFFECTS
OF GOVERNMENT REGULATION ON SMALL BUSINESSES IN MAINE

ORDERED, that the Blue Ribbon Commission To Study the Effects of Government
Regulation on Small Businessesin Maine is established as follows:

1. Establishment. The Blue Ribbon Commission To Study the Effects of Government
Regulation on Small Businesses in Maine, referred to in this order as the commission, is
established.

2. Membership. A member of the Blue Ribbon Commission to Study the Effects of
Government Regulation and Health Insurance Costs on Small Businesses in Maine who was
appointed pursuant to Resolve 1997, chapter 85 is appointed to the commission if that person
agrees to serve on the commission. |f a person appointed to the commission under Resolve 1997,
chapter 85 does not agree to serve on the commission, a member must be appointed from the
following list, by the appointing authority so noted, so that the commission has the following
composition:

A. One Senator, appointed by the President of the Senate;

B. Two Representatives, appointed by the Speaker of the Housg;

C. One member with expertise in state financial and professiona regulation, appointed by

the President of the Senate;

D. One member with expertise in state economic and community development, appointed

by the President of the Senate;

E. One member with expertise in employee unions, appointed by the President of the

Senate;

F. One member who is a representative of an association of small business owners,

appointed by the President of the Senate;

G. One member who is an employee of a small business, appointed by the President of the

Senate;

H. One member with expertise in state financing of small business ventures, appointed by

the Speaker of the Housg;

|. Two members who represent the private sector, appointed by the Speaker of the

House; and

J. One member who is a State employee, appointed by the Speaker of the House.

3. Appointments. Appointments to the commission must be made no later than April 30,
1998. The appointing authorities shall notify the Executive Director of the Legidative Council
upon making their appointments. When the appointment of all membersis complete, the Chair of
the Legidative Council shall call and convene the first meeting of the commission no later than
May 15, 1998. The commission must select a chair from among its members.

4. Meetings. In conducting its duties, the commission may meet as often as necessary,
within available budget resources, with any individuals, departments, organizations or institutions
it considers appropriate.



5. Duties. The commission must study the effect of state regulations on small business
operations, problems that occur in the regulatory process, the extent of regulations placed upon
small business and solutions to ease regulatory burdens on small businesses.

6. Staff assistance. The commission shall request staffing and clerical assistance from
the Legislative Council, which must be provided from within available resources.

7. Compensation. Legislative members of the commission are entitled to receive
legislative per diem as defined in the Maine Revised Statutes, Title 3, section 2 and
reimbursement for travel and other necessary expenses for attendance at meetings of the
commission occurring after the adjournment of the Second Regular Session of the 118th
Legislature. Members who are not legislators serve without compensation.

8. Report. The commission shall submit its findings, along with any necessary
implementing legislation, to the Legislative Council and the joint standing committee of the
Legislature with jurisdiction over business and economic development matters by November 1,
1998.
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Draft Recommendations Considered
by the Blue Ribbon Commission



Blue Ribbon Commission to Study the Effects of
Government Regulation and Health Insurance Costs
on Small Businesses in Maine

Potential areas for recommendations
from 12/1/97, 12/10/97 and 12/17/97 meetings

Health care related

Mandated benefits:

Finding: Acknowledge the recent, independent studies which conclude that state health care
mandates increase costs and reduce coverage in the private sector. The final report of the
Commission should include information based on the recent survey reported in Health Tracking
Trends; the Milliman and Robertson study for the National Center for Policy Analysis; and GAO
reports.

Preliminary Discussion: This proposed finding was included in the written recommendations
prepared by Commission member Jim McGregor, Maine Merchants Association. In its
discussion, commission members noted that the information included in the report related to
mandates should also include recognition of the recent activities of the federal government in
enacting mandates and that mandates represent a compelling interest for the Legislature that
indicates the general public is asking for mandates.

Recommendation: Amend the review process for mandated benefits by developing a higher
standard for review of future mandates (or directing the Bureau of Insurance to develop) by
adding criteria such as evidence that a procedure or service is not being covered in Maine on a
voluntary basis, that absence of a mandate is creating a problem, and that burden of proof is on
providers and proponents that a mandate is needed and cost-effective.

Questions: Amend in what way? What is lacking in current process and criteria addressing
social and financial impact and medical efficacy of mandates?

Are there aspects or concerns about managed care that are not examined under the current
process?

Preliminary discussion: This proposed recommendation was included in the written
recommendations prepared by Commission member Jim McGregor, Maine Merchants
Association. The commission indicated support for such a recommendation.

Recommendation: Impose a two year moratorium on the enactment of mandated health benefits
by the Legislature.



Preliminary discussion: This proposed recommendation was included in the written
recommendations prepared by Commission member Jim McGregor, Maine Merchants
Association. Commission members indicated they would not support a moratorium on the
Legidature and noted that the Legidature would certainly not be bound by such a
recommendation in the future.

Tax incentives:

Recommendation: Report out legislation that contains tax incentives aimed at individuals and
small businesses. The purpose of the incentives would be to lower employee health insurance
costs, encourage small businesses to provide their employees health insurance; and encourage
employees to participate in workplace health insurance plans.

Questions: Include incentives smilar to those attempted in past legidation? What isthe
individua income threshold for atruly effective tax incentive? How best to reach individuas and
businesses with the highest needs for health insurance participation?

Preliminary discussion: This proposed recommendation was included in the written
recommendations prepared by Commission member Jim McGregor, Maine Merchants
Association. Commission members indicated support for such legidation and suggested
piggybacking upon Senator Longley’s proposed bill, LD 1931.

Recommendation: Report out legidation that asks Congress to improve access to medical
savings accounts and step-up the phasing-in of the self-employment health insurance deduction, or
address medical savings accounts and self-employed health insurance deduction at the state level.

Community rating:

Recommendation: Require the Bureau of Insurance to continue its survey of small employersto
monitor the effects of the 1993 health insurance reforms.

Questions: Funding for the survey?
Data on medical costs

Recommendation: Create a statewide data base on the costs of medical treatments and services
and a develop system of unrestricted distribution of that data. Report out legislation that provides
the framework for collection, reporting and processing of the data. (Purpose: Collect data from
all types of groups; provide the best data on costs with an eye toward reducing costs and
increasing availability and use of health insurance.)

Questions: How does this relate to the purpose and scope of the Maine Health Data
Organization? Would such an effort be duplicative at the state level? Should a data initiative like
this be left to the private sector?



Employee empowerment:

Recommendation: Empower employees to make choices or participate in the choice of health
insurance plans made available at a workplace. Accomplish this by making changesin the private
purchasing alliance laws to make establishment of alliances more attractive.

Private purchasing alliances:

Recommendation: Encourage the establishment of private purchasing alliances by reporting out
legidlation that amends the alliance laws to allow brokers to participate in the devel opment and
management of alliances.

Renewal information for small groups:

Recommendation: Provide a holder of a small group policy the authority to request loss
information at least 60 days prior to the renewal of the policy. Under current law, large group
policyholders may make a written request to an insurer for loss information to be provided at least
60 days before renewal and 6 months after the issuance or renewal of apolicy. Lossinformation
is the aggregate claims experience of the group, including the amount of premiums received, the
amount of claims paid and the loss ratio. Insurers are not required to provide this information to
small groups.

Questions: In smaller groups, is there an ability to identify individuals through the nature

and the amount of the claim despite the aggregate form of the information? Would there be an
incentive to “dump” higher risks from the small group?

Regulation

Cost of regulation:

Recommendation: Report out legidation that requires all bills include afiscal note that
quantifies the bills' cost impacts on small businesses.

Public notice of law changes:

Recommendation: Report out legidation that requires any change in laws that affect business
licensing or regulation be communicated to affected business communities and funded for each

department or agency if necessary.

Contract/leased employees:



Recommendation: Study the use of provisionsin laws under which employers utilize part-time
employees, contract services or employee leasing companies to avoid health insurance costs,
workers compensation costs and the certain administrative costs.
Market existing small business assistance:
Recommendation: Report out legisation that provides the Department of Economic and
Community Development to market the many DECD and non-DECD services available to assist
start-up and existing businesses.

Questions: Isthisrelevant to the Commission’s charge?
Improve small business management:
Recommendation: Report out legidation that establishes a program for improving the
management skills of small business owners and managers. (Reason: Business successis most
highly correlated to the quality of management - not to the availability of funding)

Questions: Isthisrelevant to the Commission’s charge?
DECD follow-up survey of assisted people:
Recommendation: Encourage or require the Department of Economic and Community
Development to conduct follow-up surveys of people who have received assistance through the
agency’ s one-stop permit/regulation center to monitor customer satisfaction and receive input on

improvements.

Questions: Isthisrelevant to Commission’s charge?
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Summaries of Meetings on December 1st, 10th and 17th






Summary of December 1, 1997 meeting of
The Blue Ribbon Commission to Study the Effects of
Government Regulation and Health Insurance Costs
on Small Businessesin Maine

Commission members attending:

* Rep. Arthur F. Mayo * Catherine Longley
* Sen. Bruce W. MacKinnon * Edward Gorham
* Timothy Agnew * Jm McGregor

* Douglas S. Carr * Peter Sassano

*

Thomas J. Giordano

Election of chair: Rep. Mayo was elected chair of the commission.

Focus of study and timeframe: The commission first discussed its general charge and its
reporting date of January 1, 1998. The charge, spelled out in the law creating the commission,
addresses two areas and is quite broad: To study the effects of : 1) government regulation and 2)
health insurance costs on small businesses throughout the state. The commission decided that,
considering its short timeframe, it would focus its study on health insurance costs. Members said
the health insurance field provides defined issues that can be examined in atimely manner. In
contrast, members said an examination of government regulation would require a great deal of
time to survey problems and define solutions. Members decided to take a cursory review of
government regulation relative to small businesses and make recommendations regarding further
review. The commission decided to request a reporting deadline extension to January 15, 1998.

Health insurance - areas of focus: The commission’s discussions regarding health insurance
focused on three mgjor areas: 1) mandated benefits; 2) incentives for employers to provide health
care; and 3) identifying and defining the small business group market.

Mandated benefits: Members suggested the commission examine the Legidature’' s
process for reviewing requests for mandated benefits, Maine' s enactment of mandated
benefits relative to other states; the application of mandated benefits to various types of
insured groups; and the impact of mandated benefits on insurance costs and the ability of
small businesses to provide their employees health insurance.

Incentives for providing insurance: Members suggested the commission examine the
universe of available and potential incentives to encourage small businesses to provide
health insurance and relieve small businesses from the high costs unique to small
business health insurance. Incentives include tax credits, tax deductions and the
provision of medical savings accounts.

The small business group market: Members heard input from an interested party that
the commission would benefit from painting a portrait of the current small group market




- trends in types of plans utilized, pricing, availability, the effect of community rating,
etc. Members discussed the need to develop a solid definition of “small business.”

To facilitate the commission’ s discussion, it was agreed staff would compile a mailing consisting
of background material on mandated benefits, small group health insurance and recent legidation
proposing tax incentives for employer-provided health insurance.

Regulation of small businesses: Members agreed that for an initia review of government
regulation it would be helpful to understand the spectrum of regulations to which a small business
issubject. Staff will be working with the Department of Economic and Community Development
to develop examples.

Additional meetings: The commission set the following five meeting dates:
* December 10, 9 am.-Noon, Room 221 of the State House
* December 17, 9 am. -Noon, Room 134 of the State House
* December 31, 9 am. -Noon, Room 334 of the State House
* January 6, 9 am. -Noon, Room 334 of the State House
* January 14 (tentative), 9 am. -Noon, Room 334 of the State House



Summary of December 10, 1997 meeting of
The Blue Ribbon Commission to Study the Effects of
Government Regulation and Health Insurance Costs
on Small Businessesin Maine

Commission members attending:

* Rep. Arthur F. Mayo * Catherine Longley
* Sen. Bruce W. MacKinnon * Jm McGregor
* Rep. Jane Sax| * Peter Sassano

* Douglas S. Carr

Commission members absent:
* Commissioner McBrierty
Timothy Agnew

Thomas Giordano

Edward Gorham

Patrick Murphy

*

*  *  F

Extension letter: Commission members reviewed the letter sent to the Legidative Council
reguesting an extension of the reporting date from January 1 to January 16. The Legidative
Council will consider the extension request at its December 18th meeting.

Review of Summary from December 1st meeting: Commission members reviewed and
accepted the summary of the first meeting prepared by staff.

Overview of background material: Staff provided a brief overview of mandated health benefits.
Members discussed the differences between a mandated health benefit and mandated offer. Under
current law, mandated health benefit proposals must undergo a review and evaluation by the
Bureau of Insurance before being enacted into law. Mandated offers are not subject to these
statutory procedures. Although the Legidature has followed these procedures, the Legidature
cannot bind future Legislatures and is not constitutionally required to follow these procedures.
However, to date, the Legidature has not exempted any mandated health benefit proposal from
this process.

Staff reviewed the most recently enacted mandated health benefits and noted the expansion of the
applicability of the mandates to health maintenance organizations. Staff also noted that one
mandate proposal has been carried over to the Second Regular Session - LD 307, An Act to
Allow Self-Referral for Obstetrical Care in Managed Care Plans. In addition, two titles have been
accepted for consideration in the Second Regular Session that propose mandated health benefits:
LR 2790, An Act to Require Health Insurance Coverage for InVitro Fertilization Procedures,
sponsored by Rep. Jane Sax|; and LR 2902, An Act to Permit Off-Label Drug Use of Prescription
Drugs for Cancer, HIV and AIDS, sponsored by Sen. Mark Lawrence.



Tax incentives: Staff also reviewed the legidative proposals from the 118th Legidature relating
to tax incentives for small employers to provide health insurance to their employees. Although all
of these proposals were voted out by the Taxation Committee “ONTP’, Commission members
noted that there was interest in the proposals. The primary reason these proposals and other tax
incentives were not fully considered was the decision by the Taxation Committee not to pursue
individual tax reform proposals piecemeal but to address overall tax reform if possible. Members
also noted that changes in the State’ s revenues and the available surplus in the upcoming session
may be factors that will may positively influence the consideration of tax incentive proposals this
session. Members asked staff for information at the next meeting related to tax incentive
legidation in the next session.

Small businesses in Maine: Staff presented statistics on the number of small employersin the
State based on data from the Maine Department of Labor. 96% of Main€e' s private employers
(excluding government) employ 50 or fewer employees. These businesses employ 49.1% of the
total number of employees that work for Maine' s private employers.

Small group presentation: Rick Diamond of the Maine Bureau of Insurance spoke to the
Commission about the status of the small group health insurance market. He noted that the small
group market is more highly regulated than the large group market. One of the reasons he cited
was the previous abuses by insurers who avoided insuring high-risk groups in favor of insuring
only hedlthier risks. Asaresult of the small group reforms of guaranteed issuance, guaranteed
renewa and community rating, small groups have gained increased access to health insurance.
Mr. Diamond also reported that the small group market has about 20 indemnity insurers and five
HMO's offering insurance in this market. He noted, however, that costs of health insurance,
especialy for small employers, continues to be a factor in the decision of whether or not to offer
insurance to employers as a benefit. Employers have tried to control costs through offering
managed care plans, utilizing higher deductible plans and requiring higher percentages of
employee contributions. Commission members noted that the Bureau of Insurance has a great
source of data on small group market from previous surveys and encouraged the Bureau to
continue to survey small employers as was done in 1993 and 1995.

Small Business Issues - NFIB/Maine perspective:

David Clough spoke briefly and provided materials to the Commission relating to issues facing
small business. He noted that health insurance is second only to workers compensation as an
area of concern to NFIB membersin Maine. Mr. Clough addressed the shift in health insurance
regulation that has taken place from state legislatures to Congress with the passage of HIPPA
(Health Insurance Portability and Accountability Act). He told Commission members that NFIB
isworking for legidation in Congress to allow multi-state purchasing aliances. It is hoped that
this type of legislation may combat the opinions of some that a voluntary purchasing alliance has
not been established in Maine to date because of alack of critical mass. Mr. Clough also noted
the effect of ERISA on mandated health benefits and the exemption ERISA provides for large
self-insured businesses. He aso noted NFIB’ s support for “bare bones’ insurance policies;



accelerated deductions of health insurance premiums for self-employed individuals, and stronger
malpractice laws.

Small Business Regulation: Staff provided an overview of three examples of the state
licenses/regulations applicable to different businesses. The information was produced by the
Department of Economic and Community Development’ s Business Answers program. Staff
noted the cumulative effect of regulations on small business, not any one segment of regulation.
However, staff noted the intricacies and complexities of DEP permitting and licensing for small
businesses compared with other licensing requirements.

Brian Dancause and Dora Dostie of DECD provided an overview of the Business Answers
program. The program is a point and click system data base that provides information and
referrals for alarge number of business activitiesin the State. The program has been in operation
for three years and includes information relating to approximately 100 of the most common
business activitiesin the State. They noted that increased access to business information through
an internet webpage is under development by DECD. Commission members asked Brian and
Dorawhat additional steps could be taken to assist small business. They noted several factors
including: (1) increased resources for the one stop business licensing program and the Business
Answers program; and (2) increased management-savvy through education of small business
people. Commission members noted that DECD may want to follow up with individuals that
have been assisted by the Business Answers program to determine their experience with state
government regulation.

Members also noted that small businesses are often unaware of newly enacted laws and
regulations. Members suggested that better notice to businesses is needed. Members also
discussed the proposed legidation from the last legidlative session requiring a measurement of the
fiscal impact of legidation on the business community. Staff will provide additional information
on that proposal at the next meeting.

Small Group Health Insurance Issues - John Benoit, Holden Insurance Agency:

John Benoit provided the Commission with his thoughts on the issues facing the small group
health insurance marketplace. The biggest issues for small business are cost and access.

However, because community rating has stabilized the costs in the market, the deciding factor for
most small businessesisincreasingly related to access. He gave the Commission an overview of
the Maine Health Management Coalition, a private sector data initiative among employers seeking
to impact the cost of the health care encounter. He noted the lack of such an initiative for small
employers. Mr. Benoit noted the stabilization of the costs and the maturing of the risk that has
taken place in the small group market since the enactment of community rating and other reforms.
Other issues in the small group market include the inability of small employers to get information
on experience more than 30 days before renewal of apolicy and the lack of a purchasing aliance
for small employers. Commission members invited Mr. Benoit to the next meeting to make a
presentation on his private purchasing alliance model.



Preliminary findings and recommendations: Commission members deferred discussion of
preliminary findings and recommendations to the next meeting. Staff will prepare alist of possible
recommendations based on the discussion and presentations for the next meeting.



Summary of December 17, 1997 meeting of
The Blue Ribbon Commission to Study the Effects of
Government Regulation and Health Insurance Costs
on Small Businessesin Maine

Commission members attending: Commission members absent:

Rep. Arthur F. Mayo * Patrick Murphy
Sen. Bruce W. MacKinnon * Catherine Longley
Rep. Jane Sax|

Timothy Agnew

Douglas S. Carr

Thomas Giordano

Edward Gorham

Tom McBrierty

Jm McGregor

Peter Sassano

* 0F Ok Ok F X X X X F

Request for Extension: The Legidative Council approved the Commission’s request to extend
the reporting date from January 1 to January 16.

Review of Summary from December 10th meeting: Commission members reviewed and
accepted the summary of the December 10th meeting prepared by staff.

Overview of background material: Staff distributed an overview of the tax incentive proposals
considered in the 118th Legidature’ s first session and noted that two titles will be considered in
the next session that may relate to tax incentives for health insurance. Onetitle- An Act to
Create Incentives for Employers to Contribute toward the Costs of Comprehensive Health
Insurance for Families - has been printed as LD 1931 and referred to the Taxation Committee.
Commission member Tom Giordano distributed an overview of LD 1931 which provides a credit
to employers providing health insurance equal to the excess of health insurance costs over 7.5%
of gross payroll; adeduction for individuals equal to 20% of the health insurance premium paid by
the taxpayer; and a reduction in the calculation of income for the purposes of eligibility for the
Property Tax and Rent Rebate Program equal to the amount of insurance premium paid for
preventive care. Member Giordano will bring information on the proposed fiscal note on LD
1931 to the next meeting.

Staff aso briefly outlined LD 249, An Act to Require That All Legidlative Documents Contain a
Citizen and Business Impact Statement. This bill was considered last session but not enacted.
The bill was modeled on the requirement that al legidation favorably reported out of committee
have afiscal note attached that estimates the financia impact of the legidation on state
government and municipalities and counties. LD 249 would have required a similar statement on



legidation that addressed the impact on Maine citizens and businesses. The primary reasons for
not enacting the bill were (1) the lack of staff resources in the Legidature; and (2) the belief that
the public hearing process was the best forum for citizens and business to raise concerns about the
impact of legidation.

Staff also highlighted the current statutory provisions governing private purchasing aliancesin
Maine. Although the law became effective in July 1996 and the rules governing alliances were
finally adopted in March 1997, there are no licensed purchasing alliances in the State.

Presentation on Purchasing Alliance for Small Group Market: John Benoit, Holden
Insurance Agency, spoke to the Commission for the second time on the status of the small group
market and his concept for a small group purchasing alliance. He outlined the reasons he thinks a
purchasing alliance is needed. Some of these reasons include the ability of small businesses to
combine purchasing power and influence to spread the insurance risk across a larger group and
the opportunity to provide more employee choice through an offering of multiple plans through
the alliance. Mr. Benoit’s purchasing aliance modd utilizes the distribution of the aliance plan
through the normal brokerage network with a common enrollment form and marketing material
for carriers and health plans offered through the alliance. Thiswould ensure that carriers
belonging to the aliance are potentialy presented and marketed to every employer in the State.
While the participation of carriers and offering of multiple plansis similar to purchasing alliances
developed in other states, Mr. Benoit’s model is unique in the inclusion of arisk adjustment
mechanism. The risk adjustment mechanism would combine the community rate requirementsin
the small group market with a reinsurance or stop 10ss insurance arrangement to minimize large
losses for participating carriers.

At this point, Mr. Benoit’s model is a concept although it has been presented to the Bureau of
Insurance, the Maine Chamber and Business Alliance, the Greater Portland Chamber of
Commerce and the Maine Health Management Coalition. The MHMC endorses the concept but
is not interested in being the plan’s sponsor because their members are large businesses. The
Maine Chamber has explored the possibility of sponsoring a purchasing aliance but does not feel
that it has the membership among small businesses to achieve the critical mass of enrollees needed
to make an aliance viable. The Chamber’s membership includes more large business among its
members than small businesses.

The barriers to devel oping a purchasing alliance noted by Mr. Benoit include: the restriction on
insurance agents and industry members to participate in the organization of the alliance; the risk
adjustment provisions may need to more detailed as to what types of arrangements are
permissible; and the restrictive nature of the rules. The requirement that the alliance be nonprofit
also removes the ability of private entrepreneuria efforts and the Commission may want to
address that provision aswell. The funding for the start up costs of an alliance (estimated to be
between $250,000 and $500,000) are also a significant barrier. Currently, there are no provisions
allowing state funding for the alliance.

Preliminary Findings and Recommendations: The Commission discussed preliminary findings
and recommendations before the end of the meeting. Commission member, James McGregor,



offered alist of suggested recommendations. In its discussions, Commission members generally
accepted all of Jm’s suggestions but indicated it would not support a recommendation that the

L egislature impose a moratorium on enacting mandated health insurance benefits for two years.

Commission members will continue the discussion of findings and recommendations at the next

meeting.
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History of Mandated Benefits



HISTORY OF MANDATED HEALTH INSURANCE BENEFITS

Year Enacted/
Effective Date Benefits Type of Mandate Type of Contract Affected | Statutory Reference
Maternity benefits provided to Nonprofit and Commercial Insurers: § 24 MRSA §2318
1975 married women must also be . Mandated Coverage All individual and group contracts 24-A MRSA §2741
provided to unmarried women HMQ's: Not applicable 24-A MRSA §2832
Coverage of children must be made Nonprofit and Commercial Insurers: 24 MRSA §2318
1975 available to unmarried women on Mandated Offer All individual and group contracts 24-A MRSA §2742
the same basis as married women HMO's: Not applicable 24-A MRSA §2833
Benefits for dentists' services must Nonprofit and Commercial Insurers
DNonprolit and L_ommercial INSUrers: |
be covered to the extent that the . . . 24 MRSA §2303-A
1975 . . Mandated Coverage All individual and group contracts
same services would be covered if . . 24-A MRSA §2437
.. HMQO's: Not applicable
performed by a physician
Family coverage must cover any
children born while coverage is in Nonprofit and Commercial Insurers: 24 MRSA §2319
1975 force from the moment of birth, Mandated Coverage All individual and group contracts 24-A MRSA §2743
including treatment of congenital HMQO's: Not applicable 24-A MRSA §2834
defects
rﬁz;‘fgfcf(;’\fe‘r’zct:o;iiZttst;::z;zz Nonprofit and Commercial Insurers:| 24 MRSA §2303
1975 ' Mandated Coverage All individual and group contracts 24-A MRSA §2744

services would be covered if
performed by a physician

HMQO's: Not applicable

24-A MRSA §2835

Office of Policy Legal Analysis
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HISTORY OF MANDATED HEALTH INSURANCE BENEFITS

Year Enacted/
Effective Date

Benefits

Type of Mandate

Type of Contract Affected

Statutory Reference

1977

Benefits must be made available for
home health care services

Mandated Offer

Nonprofit and Commercial Insurers:

All individual and group contracts
HMO's: Not applicable

24 MRSA §2320
24-A MRSA §2745
24-A MRSA §2837

1979

Benefits must be made available for
outpatient health care services of
certified rural clinics

Mandated Offer

Nonprofit Insurers only: All
individual and group contracts
Commercial Insurers: Not applicable
HMO's: Not applicable

24 MRSA §2324

1981

Benefits must be made available for
optometrists’ services to the extent
same services would be covered if

performed by a physician

Mandated Offer

Nonprofit and Commercial Insurers:

All group contracts
HMO's: Not applicable

24 MRSA §2331
. 24-A MRSA §2841

1983

Benefits must include coverage for
treatment of alcoholism and drug
dependency, subject to "reasonable
limitations”

Mandated Coverage

Nonprofit and Commercial Insurers:
All group contracts of more than 20
HMO's: Not applicable

24 MRSA §2329
24-A MRSA §2842

1983

Benefits must be included for
licensed clinical social workers' and
certified psychiatric nurses' services

to extent same services would be
covered if performed by a physician

Mandated Coverage

Nonprofit and Commercial Insurers:

All individual and group contracts
HMO's: Not applicable

24 MRSA §2303
24-A MRSA §2744
24-A MRSA §2835

Office of Policy Legal Analysis

rev. 1/14/98
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HISTORY OF MANDATED HEALTH INSURANCE BENEFITS

Year Enacted/
Effective Date

Benefits

Type of Mandate

Type of Contract Affected

Statutory Reference

1983

Benefits must be included for mental|
health services, subject to
"reasonable limitations”

Mandated Coverage

Nonprofit and Commercial Insurers:
All group contracts of more than 20

HMQ's: Not applicable

24 MRSA §2325-A
24-A MRSA §2843

1986

Benefits must be included for
chiropractors' services to the extent
that same services would be covered
if performed by a physician.
Benefits must be included for
therapeutic, manipulative and
adjustive services.

Mandated Coverage

Nonprofit and Commércial Insurers:
All individual and group contracts

HMO's: Not applicable

24 MRSA §2303-C
24-A MRSA §2748
24-A MRSA §2840-A

1987

Benefits must be made available for
cardiac rehabilitation services

Mandated Offer

Nonprofit and Commercial Insurers:
All group contracts of more than 20
HMQO's: Not applicable

24 MRSA §2333-A
24-A MRSA §2845

1987 (Amended 1997)

1997/
Effective Jan.1, 1998

Benefits must be provided for
screening mammography at least
once every 2 years for women age
40-49 and at least once annually for
women age 50 and over

Benefits must be provided for
screening mammography at least
once annually for women over age

40

Mandated Coverage

Mandated Coverage

Nonprofit and Commercial Insurers:
All individual and group contracts

HMO's: Not applicable

Nonprofit and Commercial Insurers:

All individual and group contracts
HMQO's: All individual and group

contracts

24 MRSA §2320-A
24-A MRSA §2745-A
24-A MRSA §2837-A

24 MRSA §2320-A
24-A MRSA §2745-A
24-A MRSA §2837-A
24-A MRSA § 4237-A

Office of Policy Legal Analysis
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HISTORY OF MANDATED HEALTH INSURANCE BENEFITS

Year Enacted/
Effective Date

Benefits

Type of Mandate

Type of Contract Affected

Statutory Reference

1992

Benefits must be made available for
acupuncturist's services to the extent
comparable services would be
covered if performed by a physician

Mandated Coverage

Nonprofit and Commercial Insurers:

All individual and group contracts
HMO's: Not applicable

24 MRSA §2320-B
24-A MRSA §2745-B
24-A MRSA §2837-B

1994

Benefits must be provided for
chiropractic care at least equal to
benefits paid to other providers
treating similar neuro-musculo-
skeletal conditions

Mandated Coverage

Nonprofit and Commercial Insurers:
Not applicable

HMO's: All individual and group
contracts

24-A MRSA §4236

1995

Benefits must be provided for
surgery and reconstruction of both
breasts following mastectomy
surgery in the manner chosen by
patient and physician

Mandated Coverage

Nonprofit and Commercial Insurers:
All individual and group contracts

HMO's: All individual and group
contracts

24 MRSA §2320-C
24-A MRSA §2745-C
24-A MRSA §2837-C

24-A MRSA §4237

1995/
Effective Jan. 1, 1996
until Mar. 1, 1998
(Amended 1997)
1997/
Removed repeal date of
Mar. 1, 1998

Benefits must be provided for acute
care services of a chiropractic
provider within HMO network for
up to 36 visits per year without prior
approval of primary care physician

Mandated Coverage

Nonprofit and Commercial Insurers:

Not applicable
HMO's: All individual and group
contracts, except State Employee
Health Insurance Program

24-A MRSA §4236

1995/
Effective Jan. 1, 1996

Benefits must be provided for
metabolic formula and up to $3000
per year for modified low-protein

food products prescribed by a

physician for persons with inborn
errors of metabolism

Mandated Coverage

Nonprofit and Commercial Insurers:

All individual and group contracts
HMO's: All individual and group
contracts

24 MRSA §2320-D
24-A MRSA §2745-D
24-A MRSA §2837-D

24-A MRSA §4238

Office of Policy Legal Analysis
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HISTORY OF MANDATED HEALTH INSURANCE BENEFITS

Year Enacted/
Effective Date Benefits Type of Mandate |[Type of Contract Affected Statutory Reference
Benefits must be provided for . 24 MRSA §2325-A,
ov of biologically-based Nonprofit and Commercial Insurers: sub-§5-C
1995/ meiltaleirla;rgl;s undergsl:meytenns and Mandated Coverage All group contracts of more than 20 24-A MRSA 82843,
Effective July 1, 1996 conditions as coverage for physical & HMQO's: All group contracts of sub-§5-C
fons as coverage for phy more than 20 24-A MRSA §4234-A,
illness
sub-§6
.24 MRSA §2325-A,
Benefits must be provided for Nonprofit and Commercial Insurers: sub-§5-D

1995/
Effective July 1, 1996

coverage of biologically-based
mental illness under same terms and

Mandated Offer

All individual and group contracts of
20 or less

24-A MRSA §2749-C
24-A MRSA §2843,

conditions as coverage for physical HMO's: All individual and group sub-§5-D
illness contracts of 20 or less .24-A MRSA §4234-A,
sub-§7

1996

Benefits must be provided for
maternity and newborn care,
including hospital stay, in
accordance with "Guidelines for
Perinatal Care" as determined by
attending physician or certified
nurse midwife and mother

Mandated Coverage

Nonprofit and Commercial Insurers;

All individual and group contracts
HMQ's: All individual and group
contracts

. 24 MRSA §2318-A
24-A MRSA §2743-A
24-A MRSA §2834-A
24-A MRSA §4234-B

1996

Benefits must be provided for
medically necessary equipment and
supplies used to treat diabetes
(insulin, oral hypoglycemic agents,
monitors, test strips, syringes and
lancets) and approved self-
management and education training

Mandated Coverage

Nonprofit and Commercial Insurers:

All individual and group contracts
HMO's: All individual and group
contracts

24 MRSA §2332-F
24-A MRSA §2754
24-A MRSA §2847-E
24-A MRSA §4240

1996/
Effective Jan. 1, 1997

Benefits must be provided for
screening Pap tests recommended by
a physician

Mandated Coverage

Nonprofit and Commercial Insurers:

All group contracts
HMQ's: All contracts

24 MRSA §2320-E
24-A MRSA §2837-E
24-A MRSA §4240

Office of Policy Legal Analysis

rev. 1/14/98
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HISTORY OF MANDATED HEALTH INSURANCE BENEFITS

Year Enacted/
Effective Date Benefits Type of Mandate |Type of Contract Affected Statutory Reference
. Nonprofit and Commercial Insurers:
Benefits must be provided for
1996/

Effective Jan. 1, 1997

annual gynecological exam without

prior approval of primary care

Mandated Coverage

plans

All group contracts of managed care

24 MRSA §2322-F
24-A MRSA §2850-A

.. HMO's: All group contracts of 24-A MRSA §4241
physician
managed care plans
24 MRSA §2303,
. . sub-§5
fi -1
1996/ Benefits must be m'ade avall‘able for Non[Tro .1t .and Commercial Insurers 24-A MRSA §2744,
. mental health services provided by Mandated Offer All individual and group contracts
Effective Jan. 1, 1997 licensed counselors HMO's: Not applicable sub-33
ensec cou = otapp 24-A MRSA §2835,
sub-§3
1997/ HMQ's: Made applicable to 24-A MRSA §4234-A, sub-
Effective Jan. 1, 1998 individual and group contracts §8-A
Benefits must be provided for

1997/
Effective Jan. 1, 1998

inpatient coverage with respect to

breast cancer treatment for a

medically appropriate period of time
determined by the physician in

consultation with the patient
following a mastectomy,
lumpectomy or lymph node
dissection

Mandated Coverage

All individual and group contracts
HMO's: All individual and group
contracts

Nonprofit and Commercial Insurers:

24 MRSA §2320-C
24-A MRSA §2745-C
24-A MRSA §2837-C

24-A MRSA §4237

Office of Policy Legal Analysis

rev. 1/14/98
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Appendix H

Mandated Health Benefits Procedures






24A § 2752. Mandated health legislation procedures

1. Mandated health benefits proposals. For purposes of this section, a mandated
health benefit proposal is one that mandates health insurance coverage for specific health services,
specific diseases or certain providers of health care services as part of individua or group health
insurance policies. A mandated option is not a mandated benefit for purposes of this section.

2. Procedures before legislative committees. Whenever alegidative measure
containing a mandated health benefit is proposed, the joint standing committee of the Legidature
having jurisdiction over the proposal shall hold a public hearing and determine the level of support
for the proposal among the members of the committee. If thereis substantial support for the
proposed mandate anong members of the committee, the committee may refer the proposal to the
Bureau of Insurance for review and evaluation pursuant to subsection 3. A proposed mandate
may not be enacted into law unless review and evaluation pursuant to subsection 3 has been
completed.

3. Review and evaluation. Upon referral of a mandated health benefit proposal from the
joint standing committee of the Legidlature having jurisdiction over the proposal, the Bureau of
Insurance shall conduct a review and evaluation of the mandated health benefit proposal and shall
report to the committee in atimely manner. The report must include, at the minimum and to the
extent that information is available, the following:

A. The social impact of mandating the benefit, including:

(1) The extent to which the treatment or serviceis utilized by a significant portion
of the population;

(2) The extent to which the treatment or service is available to the population;

(3) The extent to which insurance coverage for this treatment or service is already
available;

(4) If coverageis not generally available, the extent to which the lack of coverage
results in persons being unable to obtain necessary health care treatment;

(5) If the coverageis not generally available, the extent to which the lack of
coverage results in unreasonable financial hardship on those persons needing
treatment;

(6) Thelevel of public demand and the level of demand from providers for the
treatment or service;

(7) Thelevel of public demand and the level of demand from the providers for
individual or group insurance coverage of the treatment or service;



(8) Theleve of interest of collective bargaining organizations in negotiating
privately for inclusion of this coverage in group contracts;

(9 Thelikelihood of achieving the objectives of meeting a consumer need as
evidenced by the experience of other states;

(10) Therelevant findings of the state health planning agency or the appropriate
health system agency relating to the social impact of the mandated benefit;

(11) The alternatives to meeting the identified need;

(12) Whether the benefit isamedical or abroader socia need and whether it is
consistent with the role of health insurance;

(13) Theimpact of any socia stigma attached to the benefit upon the market;

(14) Theimpact of this benefit on the availability of other benefits currently being
offered; and

(15) Theimpact of the benefit as it relates to employers shifting to self-insured
plans;

B. Thefinancia impact of mandating the benefit, including:

(1) The extent to which the proposed insurance coverage would increase or
decrease the cost of the treatment or service over the next 5 years,

(2) The extent to which the proposed coverage might increase the appropriate or
inappropriate use of the treatment or service over the next 5 years,

(3) The extent to which the mandated treatment or service might serve as an
alternative for more expensive or less expensive treatment or service,

(4) The methods that will be instituted to manage the utilization and costs of the
proposed mandate;

(5 The extent to which the insurance coverage may affect the number and types
of providers of the mandated treatment or service over the next 5 years;

(6) The extent to which insurance coverage of the health care service or provider
may be reasonably expected to increase or decrease the insurance premium and
administrative expenses of policyholders;

(7) Theimpact of indirect costs, which are costs other than premiums and
administrative costs, on the question of the costs and benefits of coverage;



(8 Theimpact of this coverage on the total cost of health care; and

the financia impact on small employers, medium-sized employers and large
employers,

(2) The contribution of the benefit to the quality of patient care and the health
status of the population, including the results of any research demonstrating the

providing the treatment or service; and
(2) If the legidation seeks to mandate coverage of an additiona class of

(@) Theresults of any professionally acceptable research demonstrating the
medical results achieved by the additional class of practitioners relative to

(b) The methods of the appropriate professional organization that assure
clinical proficiency; and
including:
(1) The extent to which the need for coverage outweighs the costs of mandating

(2) The extent to which the problem of coverage may be solved by mandating the
availability of the coverage as an option for policyholders.



APPENDIX 1

Memo from Rick Diamond, Life and Health Actuary, Maine Bureau of
Insurance on Cost of Mandated Benefits, March 1996







STATE OF MAINE
DEPARTMENT OF PROFESSIONAL
AND FINANCIAL REGULATION
BUREAU OF INSURANCE
34 STATE HOUSE STATION
AUGUSTA, MAINE
04333-0034

ANGUS S. KING, JR. BRIAN K. ATCHINSON

GOVERNCR SUPERINTENDENT

RICHARD H. DIAMOND, FSA, MASA
LIFE & HEALTH ACTUARY

Direct Dial (207) 624-8428

March 12, 1996

To: " Rep. Art Mayo
From: Rick Diamond &
Subject: Cost of Mandated Benefits

You have asked for information on the cost impact of mandated health insurance benefits.
Opponents of mandates frequently create the impression that mandates add tremendously to
the cost of health insurance and are therefore a significant financial barrier for employers
wanting to offer a health plan. This is generally not the case. The true cost of mandates is
the difference between the cost of a health plan including the mandates and the cost of the
plan that would be offered in absence of the mandate. In many cases the benefit mandated
would be included anyway. These are benefits which, while not universal at the time the
mandate was enacted, have become standard practice even in states where they are not
mandated. Mandates in this category include:

o Maternity benefits and coverage of children may not be conditioned on marriage.
o Coverage of newborns from the moment of birth.

» Psychologists and optometrists covered to the extent that the same services would be
covered if performed by a physician.

Cost Analysis

The mandates which have a cost impact, in that the benefit would likely be reduced or
eliminated in absence of a mandate, are as follows:

o Mental Health - This mandate applies only to groups of more than 20. We track the
amount of claims paid, which have been in the range of 3% to 4% of total group health
claims. The true cost would be something less than this because (a) some mental health

mennl(n:\zb PE

{ONE: (207)624-8475 (Voice) . FAX: (207) 624-8599
(207) 624-83563 (TDD)
I-1
OFFICES LOCATED AT: 124 NORTHERN AVENUE,
GARDINER, MAINE



benefits would likely be provided even in absence of a mandate, and (b) it has been
asserted (and some studies confirm) that providing mental health benefits will reduce
claims for physical conditions. Therefore 3% should be seen as the upper bound on the
cost of the mandate.

e Substance Abuse - This mandate applies only to groups of more than 20. We track the
amount of claims paid, which have been in the range of 1% of total group health claims.
This percentage has decreased each year from 1.8% in 1988 to 0.5% in 1994. (This is
probably due to utilization review, which has reduced the incidence of inpatient care.
Inpatient claims have decreased from about 80% of the total to about 70%.) The true
cost would be something less than this because (a) some substance abuse benefits
would likely be provided even in absence of a mandate, and (b) it has been asserted (and
some studies confirm) that providing substance abuse benefits will reduce claims for
physical conditions. Therefore 1% should be seen as the upper bound on the cost of the

mandate.

e Chiropractic - We track the amount of claims paid, which have been in the range of 1%
of total health claims. Again, this should be seen as an upper limit.

e Screening Mammography - We track the amount of claims paid, which were 0.15% of
total health claims in 1994. Again, this should be seen as an upper limit.

o Dentists (possibly) - This mandate requires coverage to the extent that the same
services would be covered if performed by a physician. It is not clear whether this benefit
would be provided in absence of a mandate. A 1992 study done by Milliman and
Robertson for the Mandated Benefits Advisory Commission estimated that these claims
represent 0.5% of total health claims and that the actual impact on premiums is "slight."

o Breast Reconstruction - This is a new mandate enacted last year. Blue Cross
estimates the cost at $.20 per month per individual. ‘

o Errors of Metabolism - This is a new mandate enacted last year. Blue Cross estimates
the cost at $.10 per month per individual.

Based on the above, the total cost of mandates is less than 6% (possibly much less).



APPENDIX J

Health Affairs Study: More Offers, Fewer Takers for Employment-Based
Health Insurance: 1987-1996
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- More Offers, Fewer Takers
For Employment-Based Health
Insurance; 1987 And 1996

With more firms offering health insurance to workers, why aren't more
workers covered? These first findings from the Medical Expenditure Panel
Survey may hold the answer.

By Puirip F. CooPER AND BARBARA STEINBERG SCHONE

=vHE VAST MAJORITY of Americans
with private health insurance abrain
their coverage through the work-
place—either directly through their own
employment or indirectly through a family
member. However, emplayment does not
guarantee healch insurance coverage, and re-
cent studies show that employment-based in-
surance caverage fs falling!

One compelling explanation for this
decline 13 the increasing cost of employment-
related insurance. The 90 percent increase in
health thsutance premiums abserved berween
1987 and 1993 far exceeded the rise in wages
end selaries (28 percent) during that period.
Employees’ contributions to health insurance
premiums also increased,! Rising premiums
may discotrage firms from offering insurance,
and higher émployee contribution rates may
cause some workers to decline coverage when
it is offered,

The past ten years also have been a time of
profound change in health insurance markets.
Many states have adopted legislation that
mandated specific types of insurance benefits,
allowed for purchasing allinnces designed to
spread rigk across larger populations, and en-
acted small-group market reforms to incrense

the availability (and, in some states, contzol »

---------------------------------------------- Tiaterreeanas

the cost) of health insurance for persons
working in small firms.! Much of this legisla-
tion was designed to enhance insurance cov-
erage and improve healeh plan generosity, but
it may have contributed to the rise in health
insurance coses,®

The Medicaid program also has changed
significancly over the past decade. Medicaid
eligibility was enhanced for children and
pregnant women, and coverage for some low-
income working persons was improved to dis-
courage welfare dependency.® These expan-
sions may algo have concributed to the decline
in employment-related covetage, since
Medicaid serves as a potential substitute for
private insurance.”

PREVIOUS RESEARCH

Many of the changes noted above were de-
signed to enhance access to ineurance, espe-
cially for particular segments of the popula-
tion, so understanding the impact of these
policies and their relationship to declining
employment-based insurance coverage is of
considerable Interest,

Many researchers have focused on the cor-
relares of employers’ decisions to offer health
insurance to their workers.? Paul Fronstin and
Sara Snider compared Current Population

---------- I R Ry Ry Y YR ST PR AT

. Philip Cooper and Barbara Schone are economists at the Agency for Health Care Policy and Research in

PpeER.Que

Rockhville, Maryland.

HEALTH AFFAIRS -

Ant 30 tALIR.IL 10407

Yolume 16, Number 6

. ——




PO

HEALTH TRACKING:

------------------------ E et e N et iqu st sy o ttbatsrrorrorrrsna

1=

TRENDS

-----------------------------------------------------------

Survey (CPS) data from 1988 and 1993 and
found a emall (1.6 percent) decline in the pro-
portion of persons who work for a firm thar
s$ponsors a health insurance plan.’ Jon Gabel
and colleagues, using Health Insurance Asso-
ciation of America (HIAA) and KPMG Peat
Marwick surveys of small firms (fewer than
200 workers), found a 6,5 percent increase in
the proportion of small firms that offered in-
surance berween 1989 and 1996.°

Researchers have increasingly recognized

the 1996 panel of the Medical Expenditure
Panel Survey (MEPS) and the 1987 National
Medical Expenditure Survey (NMES), We fo-
cus on inirfal dara from the first round of the
household component of the 1996 MEPS and
corresponding first-raund data from i987.2
Our samples consist of persons between the
ages of twenty-one and sixry-four who are
employed bur nor self-employed.?

The main variables of interest for our
analysis are offer rates and take-up rares of

that demand factors, as well as employment-related health in-
supply factors, may be respon- surance The offer rate, de-
sible for the deceline in employ- “Access to fined as the proportion of
bt o US| ooy | v ol oo
and Susan Marguis found that related insurance the availability of health insup-
e o o o et . | dldmordecline G o
surance. However, they argue |  between 1987 and ave worker-specitic, they re-
workes may s st wenk | 1996, buttakeup | G0 S S e
preferences for insurance.” Ga- rates fell.” eligibilicy for insurance. Thus,a
bel and colleagues found that worker {a clasatfied as being of-
e M ...

the imporrance of cost in »
small employer's dectsion £o offer ¢average de-
creased over time, although it remains an im-
portant consiceration. Two other reasons for
nor offering coverage—lack of employee in-
terest” and “henlth insurance not necessary to
atcract labor™-~increased In importance from
1989 o 1996, '

* The literature suggests that changes in the
demand for and access to coverage may be
responsible for the decline in employment-
based insuranee, However, with the excep-
tion of Long and Marquis, these researchers
have not accounted for actess to insurance
through other family members; nor have they
described the characteristics of workers who
reject and accepr coverage when it is offered,
In this paper we investigate how employ-
ment-related insurance availabilicy. has
changed over time and whether workers were
acceprting covernge at the same rate in 1996 as
they were in 1987,

DATA AND METHODS
The data for this study come from twa sources:

fered health insurance if he or
she works for a firm thac provides insurance
and is alao eligible for the plan? The take-up
Tate measures the proportion of those workers
offered coverage who are policyholders of a
healch insurance plan from their main job,

We also account for the availability of
employment-relared health insurance through
other family members, For all of the workers
in our sample, we determine whether health
Insurance was avallable through a spouse ora
parent (for those workers who are under age
twenty-four and full-time students). We de-
fine the access rate to employment-based in-
surance ag the proporcion of workers who
could have obtained insurance either through
the worker's own job or through the job of 2
family member, We use the term family take-up
rate to refer to the proportion of workers with
access to employment-based insurance who
are actually covered by it.

FINDINGS
Based on our tabulations of offer rates, access

Tates, and take-up rates, we found chat the
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proportion of workers holding a health insur-
ance plan from cheir main job fell herween
1987 and 1996 (Exhibit 1).* On the other hand,
the number of workers offered health insur-
ance from their jobs grew between 1987 and
1996.7 Taken rogerher, these findings suggest

that the decline in the proportion of workers

holding employment-related coverage ts at-
tributable to changes in the proportion of
workers who accept coverage, which is re-
flected in the 8.2-percentage-point fall in the
take-up race of insurance.”

Although the fraction of workers who are
policyholders of an employment-sponsored
plan has declined, this dogs not necessarily
mean that there are more uninsured workers,
Since many workers have access to employ-
ment-related insurance through other family
members, these trends could simply reflect a
change in dependent coverage patterns be-
tween 1987 and 1996, To investigare chis pos-
sibility, we looked at access and coverage
rates of employment-related health insurance
that was avallable through family members.
We found that more workers had access to

employment-based insurance than were of-
fered ir: For example, 82.2 percent of workers
had access to employment-sponsored insur-
ance in 1996, compared with 75.4 percent of
workers who actually were offered coverage
that year (Exhibit 1), Also, roughly the same
percentage of workers had access to health
insurance in each year—818 percent in 1987

versus 82.2 percent in 1996. Thus, although -

more workers were offered insurance from
their employers in 1996, the increase did not
represent improved access to employment-re-
lared health insurance, ,

Among workers with access to employ-
ment-based Insurance, approximately 93 per-
cent were covered by such a plan in 1987; by
1996 this proportion had fallen to 89 percent
(Exhibit 1), Thus, accounting for family cover-
age results in more modest changes between
1987 and 1996 than if insurance from the
worker's own job alone were considered, Nev-
ertheless, both sets of results paint a similar
picrure: Access to employmenc-related insur-
ance did not decline between 1987 and 1996,
but take-up rates fell,

)

R ——
EXHIBIT 1
Employment-Related Health Insurance, 1987 And 1996
1887 1996
Total Total
(milllons) Percantage (millions) Paregntage
All workers* 8s.8 100,0% 1000 100.0%
Workers holding coverage 55.5 63.9 60.4 80.4
Workers offered insurance 629 724 75.5 75.4
Take-up rate® -0 88.3 . = E0.1
Workers with employment-based
insurance covaraga 66.2 76.2 73.2 732
Workars with accass 1o employment-
based insurance* 71.0 818 822 82,2
Family take-up rate’ ~¢ 93.2 -t 89.1

SOURCES: Medical Expanditure Pane! Survay, 100@; and National Medioal Expanditura Survey, 1887,
* Includes workers ages twenty-cna through sixty-four who are not saf-ampioved,
® Parcantage of warkers wno Noid InsUranoe ef those who ar oifared.

€ Not applicable,

9 Warkgrs covared by en empicymant-based heaith insurmnce policy elthar from thelr own Job of fiom the Job of & family mamber

{not Including coverags fram a union),

9 Warkers offersd Insurance from thsir main job or who have 20cess through & spouss or, for workars under the age of

twentyfour who am fulltime studs:»:. through & parent

{ Paremntaga of workers who are co::1d by the ompioyment-relatsc health insumncs of those who have a0C9Es,

'
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WORKER CHARACTERISTICS

We found significant variacion in offers of in-
surance, access rates, and take-up rates by
employee characteristics and important dif-
ferences between the two years studied. The
observed parterns suggest increasing dispar-
ity across workers in these rates over time.
M AGE. In both years workers under age

" twenty-five were least likely and workers be- .

tween the ages of thirty-fve and fifty-four
were most likely to be offered and have nccess
to ingurance (Exhibit 2). Workers under age
twenty-five also faced lower offer rates and
accese rates in 1996 chan they did in 1987, The
fact that the youngest workers were less

likely to be offered insurance in 1996 is espe-
cially significanc since the overell rate of being
offered insurance incressed across the rwo
time periods (and for all other age groups). In
addition, access rates remained essentially
unchanged for workers over age twenty-five

. but dropped quire significantly for the young-

est workers,

Significant changes occurred in take-up
rares over the time period. In 1987 there were
no statistically sigmficant differences in take-
up rates by age; in 1996, however, workers
under age twenty-five were significanly less
likely than those in other age groups to have
coverage (eicher from their own job or the job
of a family member). These patterns suggest

L
EXHIBIT 2
Rates Of Employment-Related Health Insurance, By Worker Characteristics,
1987 And 1996
1687 1998 N
Famity Famby 143
Worker Total Oftar Take-up Accass take-up Total Ofer Tako-up Acocoss take-up
characteristic (miiilons) rate  rate  rate"  rate"  (mililons) ate rate  rute'  rate®
Age Y
Youngar than 23 08 85.8% 868.8% 67.0% 013% 46 51.0% 70.4% 58.9% 73.0%
25-34 279 727 890 818 931 282 75.5 802 8241 877
a5-54 39.2 768 .88.4 866 B83AT N2l 768 809 870 909
55~-84 8.9 728 B£882 786 @28 9.0 755 817 80.4 B804
Sex
Male 48,0 784 914 830 928 5id 769 840 819 888
Famais 40.8 880 B45 B8O6 938 4B7 738 787 826 894
Reoe/ethniolty
Hlspanlc 82 828 B4.S 71,1 asa 9.8 eLL 778 870 B26
Black” 9.2 714 868 774 803 11.5 745 795 778 849
Othar 74.4 734 BR7 833 941 794 773 804 847 902
wage? ‘ . .
$7.00 por hourorlass 18,0 434 797 80,3 824 1904 42,7 632 554 758
§7.01-810,00 per hour  16.5 679 €80 794 835 176 700 T42 70 881
$10.01~316.00 per .
hour 238 80.0 &8s 8756 938 234 848 822 903 909
More than $15,00 per
hour 284 871 907 02,2 641 28,8 03.4 857 98,1 939
Establishment size
Fewar than 10 workers  15.8 450 828 624 901 171 48,1 738 827 844
10~25 workers 138 832 av7 180 921 158 88,0 745 767 a%.4
26-100 workers 20,0 779 874 B58 B24 283 808 782 862 882
Mora than 100 workers 33,1 8609 804 921 9854 367 8.6 B84.4 82.8 928

SOURCES: Madicsl Expanditura Panel Survey, 1996; and National Mad|cal Expanditiire Survey, 1987,
NOTK: Information on workara with unkngwn characteristics ls excludad from the relavant rows.

® Parcantagn of workers who were offared health inaurancs from thalr main Job ar had ncoesa through another femHy member,
b partentagn of workare covered by an employment-based plan, among thoge workers with access,

¢ penotas parsans who ar bieck end non-Hiapenle,
¢ in 1986 dollars,
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that young workers have become increasingly
less likely to be covered under an employer-
sponsored insurance policy.

B SEX. Gender differences in offers of in-
surance have diminished over time (Exhibit
2). The narrowing of the difference in offer
rares veflects growth in the proportion of -
women offered health insurance at a time
when offer rates for men remained relatively
constant. Although offer rates for women im-
proved over the time period, they are still sig-

aificantly lower than offer earning ten dollars or less per
rates for men. However, while " hour having greater declines in
men had significantly higher Differences in take-up rates over the time
access rates in 1987, by 1996 oﬁ‘cr and access period than highet-wage
their access rates were quite workers had,

similar to those of women .ratcs by actual ‘M SIZE OF EMPLOYER. Fi-
(819 percent for men, 82,6 pex- insurance status nally, the well-known positive
cent for women), Men and . relationship between estab-.
women experienced similar de- Sufgg“t substcfn lishment size and offer rates
clines in take-up rates across tial changcs in was evident in both 1987 and
the time period, and although the insurance 1996, We also observed this-
women remain less likely to positive relationship with re-
hold offered {nsurance, cheir market between SPECT tO access rares, Berween
actual coverage rates are simi- " 1987 and 1996, take-up rares
lar to those of men, 1987 and 1%96' for workers in smaller estab-

L ee— |

B RACE/ETHNICTTY, Work-
exs of “orher™ race/ethnicicy (mainly white
Americans) saw significant increases in offers
of health insurance over the dme pertod, but
offer rates for Hispanics remained unchanged
(the increase in offer rates for black Ameri-
cans was not statistically significant) (Ex-
hibit 2). Access rates rémained virtually the
same for all workers except Hispanics, for
whom access rates fell” In terms of take-up
rates by race/ethnicity, there is more disper-
sion in rares of eoverage (family cake-up
rates) than in the proportion of workers hold-
ing coverage (the take-up rate from the
worker's main job). For example, family take-
up rates for Hispanics were significantly
lower than those of workers of “other”
race/ethniciry in both years; however, in 1996
the rare ar which Hispanies held coverage was
not significantly different than those rates ob-
served for non-Hispanic workers,

B WAGES, Our findings indicate a strong
positive relationship between offer rates, ac-

ceas rates, take-up rates, and wages, and the
relationships intensify over the time period.
For workers earning less than seven dollars
per hour (in 1996 dollars), offer rates were
virtually the same in both years, but aceess
rates declined significantly. Offer rates and
access rates for higher-wage workers (those
earning more than ten dollars per hour) in-
ereased over the time period, The disparity in
both individual and family take-up rates by
wages was also greater in 1996, with workers

lishments (fewer than twenty-
five employces) declined stgnificantly more
than did rates for workers in larger estab-
lishments.

INSURANCE STATUS

To investigate the disparity between offer
rates and access rates, we looked at the distri-
bution of workers and their associated offer
and nccess rates by actual insurance scatus
(Exhibit 3), For all workers, even those with-
out employment-based coverage, offcr rates
increased significantly; access rates also in-
creased, except among those with employ-
“ment-based or union coverage.® The workers
thar experienced the greatest rise in access to
employment-besed insurance were those cov-
ered by a public plan: In 1987 workers with
public insurance were significantly less likely
than other workers to be offered insurance, In
1996, however, offer rates grew proportion-
ately more for publicly insured workers than
for ather groups (from 5.3 percent to 24.7 per-
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EXHIBIT 3
Employment-Related Health insurance Avallabliity And Insurance Status Of Workers,
1987 And 1996
1887 1886
Total  Percentof Offer Aocess Total  Percentof OHar  Access
{mililons) ol workers rate  rate {millions} ali workers rats rats
Total 888 1000%  724% B1.B% 1000  1000%  754% 82.2%
Ingurance status? '
Employmant-related policy 88,2 7B.8 886 970 758 758 88.7 970
Union polloy 2.5 2.9 785 90.4 2.8 2.8 860 821
Other private insuranca 33 a.8 124 1688 3.0 30 260 328
Publl¢ Insurance 0.7 0.8 53 82 2.3 29 24,7 284
Uningurad 12,1 13.8 11,2 183 15.7 18.7 240 291

SOURCES! Madioal Expanditurs Panel Survay, 1998; and National Madisal Expanditure Survey, 1087,
¥ insuranca atatus (s 8 hisrarchical masgura that clessifies individuals' Inguranca status (es a pollcyholder or gapandent] In the
following order: (1) any smploymant-related coverage, (2) unlon caovarage, (3) athar private hestth insurancs, (4) any public

covarage, (8) no ingurance,

cent). We observed no significant difference
in offer rares berween publicly insured work-
ers (24.7 percent), workera with other pri-
vate, non-employment-related coverage (26
percent), and workers who were uninsured
(24 percent), Similar changes also occurred
with respect to access rates,

These differences in offer and access rates
by actual insurance status suggest substantial
changes in the insurance marker between
1987 and 1996. By 1996 roughly one-guarter of
workers without employmenc-related or
union insurance—approximately 5.3 million
workers—had been offered a policy by their
employers. An ndditional one million workers
without employmenc-relaced coverage had ac-
eess to it through other family members, These
findings suggest that more workers are de-
clining coverage now, even if it means forgo-
ing insurance. Moreover, workers who de-
cline insurance and are uninsured are more
likely to be young, Hispanic or black, or un-
married or have low wages or low educarion
levels.®

DISCUSSION

Our findings provide evidence of 2 decline in
employment-related insurance coverage. The
decline appears to be the result of falling take-
up rates, since offer rates have increased and
access races have been stable over time™

Since take-up rates appesr to be the driving
force behind decrenses in employment-based
{nsurance coverage, understanding the factors
that affect the demand for employment-based
insurance s cructal, The falling take-up rates
we observed may be attributable to a variery
of factors: declining real incomes, especially
among workers who are the least likely to
have coverage; incrensing costs of Insurance;
rising employee contributions to health insur-
ance premiums; and expansions in Medic-
aid.** Declining take-up rates also may reflect
increased price-consciousness among work-
ers, as 0 result of more intense health insur-
ance marker corapeticion and greater media
attention to health care {asues. Workers also
may be respanding to a decrease in the gener-
osity of {nsurance offered by employers. In
1996 almost one-third of warkers with other
private insurance (for example, nongroup
coverage) had access to employment-based
insurance, compared with 16,8 percent in 1987
(Exhlbic 3). This stiggests that a larger pro-
portion of workers with nongroup coverage
may have forgone the cost advantages of an
employment-based group policy.

Our results also indleate that certain sub-
groups of the papulation—young workers
and workers with low wages—are parricu-
larly likely to lack employment-based insur-
ance and that their situation has worsened
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over eime, Workers with low wages (less than
seven dollars per hour) and those under age
twenty-five have faced relatively large de-
clines in their access to employment-based in-
surance since 1987. These workers also have

experienced large declines (n rake-up rates.

Thus, while family take-up rates were fairly

similar by age and wage level in 1987, they are
now 15 to 20 percent lower for young and
low-wage workers relative to others.

There has been a slight increase in the pro-
portion of workers without employment-related
or union coverage (18.5 percent in 1987 versus
21.6 percent in 1996) (Exhibit 3), More dra-
matic, though, is the change in the proportion
of those workers who had access to such cov-
erage. In 1987 approximately 16 percent of
workers without employment-based or union
coverage had access ro employment-relaced
coverage; by 1996 this proportion had reached
29 percent. Although approximately fiftcen
million workers lacked access to employment-
related insurance in 1996, the real change has
been in the number of workers who were not
taking up coverage—napproximately six mil-
lion workers In 1996, or an increase of more
than 140 percent since 1987. From a poliey
perspective, these patterns suggest that pro-
posals aimed at improving the rate at which
workers accept coverage (for example, subsi-
dies) may be increasingly important,

[EXEERRRREX] AerrsseT It es s R T S S PP AR Y Py B

Sulected resules from this paper were presented at the
annud] mecting of the Association of Health Services
Research (AHSR), Chicago, June 1997. The authors
thank Joe] Cohen, Pau! Fronstin, Stephen Long, Alan
Monhett, and Eric Schone for helpful comments. Chao-
Sung Yu of Soctal and Scientific Systems provided ex-
ceptional computdtional assistance. The views in this
paper are the authors'. No official endorsement by the
Agency for Health Care Policy and Research or the
Departmene of Healthand Human Services is intended
or should be inferred,
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NOTES
1. P.Fronstinand§, Snider, “An Examinarion of che

Decline in Employment-Based Health Insurance
between 1988 and 1993, Inquiry (Winter 1996/
1997): 317-325: and ], Holahan, C. Winterhottom,
and 5. Ratjan, “A Shifting Picture of Health Insur-
ance Coverage,” Health Affairs (Winter 1993):
253-264, °

2, C.Pemberton and D, Holmes, eds., EBRI Databook
on Employec Benefies (Washington: Employee
Rensfir Research Inarirute, 1995): and U.S, Bu-
reau of the Census, Statistical Abstract of the United
States (Whashington: U.S, Burcau of the Census,
1091 and 1996), The annuel tate of incrensc in
hegleh plan costs has slowed ta approxdinintely 5
percene aince 1693,

3, J.Gabel, P, Ginsburg, and K. Hunt, “Small Employ-
ers and Their Health Benefits, 1988=1996; An Awk-
ward Adoleseenee,” Health Afftirs (September/ Oc-
tober 1997): 103-110.

4, For derafled stace-specific Information, see Na-

tional Assoctarion of Insurance Comrmissionets,

Compendium of Stare Laws on Insurance Topies (Kan-

sas City, Mo.: NAIC, 1997),
5, T. Buchmucller and G, Jensen, “Small Group Re-
form in o Campetitive Managed Care Macket:
The Case of California, 1993 to 1995* (Warking
paper, University of California, Irvine), The
authors find some evidence thar {z consisrent
with inereased provision of insurance ae a result
of small-group market reforms in Caltfornta,
They da not find simtlar effaces in oeher arares
with reformas,

6. U.S. Congreas, House Commitree on Ways and
Means, Overvicw of Entitlement Programs, 1998 Green
Book (Whashington: U.S. Government Printing
Office, 1996).

7. There s disapreement regarding the “crawd-out*
effects of Mcdieald, Sce, %:r example, Holuhan et
al,, “A Shifting Pleturc of Health Insurance Cov-
erage;” DM, Cutler and J. Grubet, “Medicaid and
Privare Inaurance: Evidenee and Implications,”
Health Affalrs (January/February 1997): 194-200;
and L. Dubay and G, Kenney, “Did Medicaid Ex-
pansions for Pregnant Women Crowd Out Prir
vare Coverage?® Health Affairs (January/February
1997): 183-193,

8. ] Cenrer, S, Long, and M.S. Marquis, “Private
Emplayment-Baged Health Insurance in Ten
States,” Health Affairs (Summer 1995): 199-21);
and §.H. Long and M.S, Marquis, “Gaps in Em-
ployer Covetnge: Lack of Supply or Lack of De-
mand?* Health Affairs (Supplement 1003): 282~293,

9. Fronstin and Snider, “An Examination of the De-
cline in Employment-Based Health Insurance,”

10. ]. Gabel, P. Ginshurg, and K, Hunt, “Tracking
Small Firm Coverage, 1989~1996: Mare Flrins
but Fewer Enrollezs™ (Unpublished).
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Long and Marquis, “Gapzin Employer Coverage.”
Detailed information an the 1987 NMES can be
found in W.S. Edwards and M, Berlin, Question-
nalres and Data Collzction Mcthods for the Household
Survey and the Survey of American Indians and Alaska
Natives, DHHS Pub, no, (PHS)BS-3450 (Rockville,
Md.; Publie Healch Service, 1989), Information

7.

on the MEPS ls contained in |, Cohen et al,, “The -

Medical Expenditure Panel Survey: A National
Health Information Resouree,” Inquiry (Winter
1996/1997); 373-389.

We excluded self-employed persons from ouy
samples because they ean choose whether their
firma offer henlth nsutatics coverage (the deci-
sion to offer and accept [nsurance are essentially
the same decisions), Our final samples consisted
of 11,566 workers in 1987 (representing approxi-
mately efphey-seven milllon workers) and 8,354
warkers In 1996 (represenring more than 100
million workets),

For the purposes of this analyals, health insurance
is defined a# a plan thac covers hospitalizations,
physician vieitz, and other health expenses,

For g small number of enaes in 1996, information
was missing tegarding whether a person was of-
fered health insurance. The results reparted use
imputed values for these missing cnasa, Other
resules, avallable upon tequest, excluded chese
Inieaing eqsea from che analyaes, The resulrs were
inzensitive to their exclugion, The 1987 and 1996
questionnalres agcertained this information in
slightly different ways. In 1987 survey respon-
dents were asked if they had health (nsurncs
from their job. If they did nor, they were then
asked Uf they were eligthle for inaurance from the
job. [n 1956 persons were asked if they had
health insurance from thefr job and, {f ne,
whether chey were affered healch insurance,
Given that the wording in the follow-up ques-
tion for persons who were not palicyholders was
different, there could be systematic differcnces
in the way persons responded. [f there ure gys-
rematic diffierences, there ave no apparent rea-
sons to expect the blas ta be in any particular
direct{on, Also, our measure of offers of insur-
ance doss not direerly account for union cover-
age. Persons were simply asked'if an employer
provided Insurance. Thus, it i8 poasible that
some pereons included union coverage in this
meagure, while orhers did nor,

All geatistics are weighted to be nationally repre-
gentative for their respective years, and standard
errors are adfusted eo aceount for the complex
design of both the 1087 NMES and the 1996
MEPS. The rampling weighes account far nonee-
sponse to the survey and poststratification ad-
justments to population estimates from the 1987
and 1996 CPS. All results described as statisti-

18

19,

20,

pig

12
12

23,

24,

cally significant have probability values of 5 per-
cent cr lesa. ‘
These patrerns also hold when we subset the
sample by hours of work, although offer rarea are
somewhat higher for full-time workers, For ex-
ample, for persons working thirty or more hours
per week, offer rares roge from 78.7 percent in
1987 va 82,0 percertt in 1996, and take-up rates
declined from 89.2 percent to 8.3 pereent.
We did not includc union coverage in che take-
up rates we obaerved aince we could not identify
workers who are offered and decline an {nsuy-
ance policy from a unlon, Senairivicy chacks rhat
include workers with undon caverage result in
y higher offer and take-up rates (results
avallahle from the authors upon request), The
general trends we obscrved, however, reiatn the
same. ;

This result was marglnally significany (p“ 10).

Long and Marquly, “Gaps in Employer Cover-

age:” and P, Cooper and A, Johnson, Employment-
Related Health Insurance in 1987, AHCPR Pub, no.
93.0044 (Rockville, Md.: AHCPR, 1993).

That acceas rates are nor 100 percent for workers
covered by employment-haged coverage reflects
the face chat some workers obtain insurance from
aretirement job, a supplementary job, from family
members outside the houschold, or through cov-
erage obtained through Consolidated Omnibus
Bx:ggtt Reconciliution Act (COBRA) provisiona.
Results of the yuthors' analysis of the charnc-
teristics of workers who decline coverage are
avatlable from the authors,

Our finding of an increase in the offer rate of
employment-related Insurance conrraacs to the
findings of Fronscin ane Snider, who observe a
alight decline in offer rates. These findings arc
not directly comparable, since our measure ne-
counts for wotkers' eligibiliey for insurance,
which Fronstin and Snider do not consider.
Mzle high school dropours experienced a 22,5
pereent full In real wages berween 1979 and 1593,
while real wages for males withat least  college
degree increased hy onroximatcly 9.8 percent.
Cotresponding figures for femnales were 6.3 per-
cent and 271 percent. See R, Blank, it Tuhes o
Natton (Princeton: Princzton Univeraity Press,
1997).
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APPENDIX K

National Center for Policy Analysis Study on Costs of Mandated Benefits
Conducted by Milliman and Robertson






The Cost of Health
Insurance Mandates

For more than 30 years. state legislatures have passed
laws driving the cost of health insurance higher. Known
as mandated health insurance benefit laws, they force
insurers. employers and managed care companies to
cover — or at least offer — specific providers or proce-

BRIEF ANALYSIS
No. 237
For immediate release:

Wednesday, August 13, 1997

age for such nonmedical expenses as hairpieces, treat-
ment for drug and alcohol abuse, pastoral and marriage
counseling.

These mandates apply only to those health insurance
policies controlled by state health insurance laws —
usually policies purchased by small businesses and indi-
viduals. Most large companies avoid state mandates by
self-insuring under the Employee Retirement Income

dures notusuallyin- Security Act.
cluded in basic - - - (ERISA), which
health care plans. National Center for Policy Analysis exempts self-in-
Recently, the Estimated Additional Costs for Certain sured companies
federal government Benefits, Calendar Year 1997 from state over-
' imposed two man- Benefit Fstimated Additional Annual Cost] sight. However,
za‘ish‘f?a‘ affect | | ™\ finimum Stay Maternity less than 1% <335° the federal govern-
ea'th INSurance | \[; ™ Speech Therapy less than 1% “ ment’s new man-
p911c1es nation- | \"'3 " Drug Abuse Treatment less than 1% “ dates — banning
wide. 4. Mammography Screening less than 1% “ “drive-through”
While actuaries, 5. Well Child Care less than 1% “ baby deliveries
insurers and health | (| 6. Podiatry less than 1% - and requiring that
economists acree 7. Papanicolaou (Pap) Smears less than 1% “
g == cap on mental
that virtually all | |L8:_Yision Exams 1% to 3% $35-3105 I} | anycap
mandates increase | |-2—Chiropractic Treatment 1% to 3% $35-105 || | health benefits be
h fhealth i 10. Alcoholism Treatment 1% to 3% $35-8105 | | the same as the cap
the costolhealthin- | \ "1 "Infertility Treatment 3% to 5% $105-$175 on physical health
surance. the magni- | {12 Mental Heaith Care 5% to 10% $175-5350 :
tude of their effects Total 5% 0% [ seassiosnl| | oo eely
: 2 2 : to all insurance.

has been subject to
debate. A new
analysis prepared
for the National

per year.
Source: Milliman & Robertson.

* Based on a standard family policy without mandates costing $3,500

Moreover, Con-
gress  appears
likely to pass even

Center for Policy

Analysis by the actuarial firm Milliman & Robertson -

estimates the costs of 12 of the most common mandates
and finds that. collectively, they can increase the cost of
insurance by as much as 30 percent.

The Explosion of Mandated Benefits. Although
there were only seven state-mandated benefits in 1965.
there are nearly 1,000 today. While many mandates
cover beasic providers and services. others require cover-

more mandates in
the future.

How Much Do Mandates Increase the Cost of
Heaith Insurance? The Milliman & Robertson analysis
of 12 of the most common mandates is based on policies
in a representative state.

Assuming that a mandate-free, basic health insurance
policy costs a family about 33,500 a year. the study found
that [see the table.]:

Dallas Hazdguanters: 12655 N. Central Expy.. Suite 720 » Dallas, TX 75243-1739 » 972-386-6272 + Fax: 972-386-0924 » E-Mail: ncpa@public-policy.org

Washington Office: 727 15th St. N.W.. 5th Floor » Washington DC 20005 » 202-628-6671 ¢ Fax 202-628-6474
For more informauon: Kary Meaker Menges in Dallas at 972/386-6272 or Joan Kirby in Washington at 202/628-6671
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B Several of the mandates would increase the cost of a
policy by less than $35 each.

B Infertility treatment could increase the cost between
5105 and $175 a year.

B Mental health parity, which requires insurers to treat -

mental illnesses like physical illnesses, could add
between $175 and $350 to the cost of a policy.

Taken together, the package of 12 mandates could
increase the cost of a family health insurance policy by
as much as 15 to 30 percent, or $525 to $1,050 a year.
Based on these estimates, we conclude that a small
business employing 25 people — with a standard mix of
40 percent single and 60 percent family coverage —
could see its premiums rise by $20,000 a year.

Who Pays for Mandated Benefits. Many employ-
ees believe their employers pay for the insurance they
provide. However, economists recognize that employee
benefits are a substitute for wages in the employee’s total
compensation package. Higher benefits often force
employees to take lower wages whether they like it or
notTE 1990 survey of the literature by National Bureau
of Economic Research economist Olivia S. Mitchell
found that the cost of mandated benefits is usually borne
by employees in the form of reduced wages, reduced

work hours or loss of employmen?

The Impact of Mandates. V{/'hile mandated benefits
mean that people with health insurance have more health
care options. they also mean that fewer people are
insured. When employers who canceled their employ-
ees’ health insurance policies have been polled on why
they did so, the majority claimed that it was because the
price was too high.

Lower-income employees are most likely to lose
coverage. According to a 1989 study by health econo-

BRIEF ANALYSIS
No. 237
Page 2

mists Gail Jensen and Jon Gabel, mandated coverage
increases premiums by 6 to 8 percent for substance
abuse, 10 to 13 percent for mental health care and as
much as 21 percent for psychiatric hospital care for

employee dependents. '

The Threat to ERISA. Since 1974, many large- and
medium-sized employers have escaped the cost-increas-
ing impact of state health benefit mandates by self-
insuring under the Employee Retirement Income Secu-
rity Act. As a result, thousands of employers have been
able to offer health insurance policies tailored to their
employees’ needs and their companies’ budgets.

However, a number of proposals currently before
Congress would impose new mandates at the federal
level. For example, they would require coverage for
mammograms for women under age 50, ban “drive-
through™ mastectomies and preclude managed care in
many instances. Because the federal mandates would
apply universally, self-insured companies would come
under federal control.

Conclusion. The real threat behind the Congress’s
newfound interest in mandating health insurance ben-
efits is incremental rather than immediate. One or two
federal mandates may not increase the cost of health
insurance significantly but. as in the states, once the door
is open every special interest will hurry through to
besiege the legislature.

When the legislators succumb and the dust settles,
health insurance will cost more, employers and individu-
als will cancel more policies and Congress will face a
growing uninsured “crisis” — a crisis largely of its own
making.

This Brief Analysis was prepared by NCPA President
John C. Goodman and Vice President of Domestic
Policy Merrill Matthews Jr.

Note: Nothing written here should be construed as necessarilv reflecting the views of the National Center for Policy Analysis
or as an attempt to aid or hinder the passage of any legisiation.
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Suaite 400, 15800 Bluemonnd Road, Srookfield, Wisconsin 53005-6069
Talaphone: 414/784-2250
Faxr: 414/7844116

March 18, 1997

Dr. Merrill Matthews, Director

Nationa] Center for Policy Analysis
12655 N. Central Expressway - Stite 720
Dallas, TX 75243-1739

Re: Estimated Costs for Certain Benefits
Dear Merrill:
We have completed our review of the estimated cost to provide health coverage for certzin

benefits. The esdmated costs shown in the following table reflect the additional cost to a health
plan that excludes all of the listed benefits. These cost estimates are placed in one of the cost

ranges you reguested.

A National Center for Policy Analysis
Estimated Additional Costs for Certain Benefits
Calendar Year 1997

| Benefit __ Estimated Additional Cost

1. Alcoholism Treatment 1% t103% ,
2. Infertility Treatment 3% 0 5% '
3.  Minimum Stay Maternity less than 1% |
4, Speech Therapy less than 1%
S. Drug Abuse Treatment less than 1%

6.  Mammography Screening less than 1%

7.  Well Child Care less than 1%
8. Vision Exams 1%103%
9. Mental Health Care 5% t0 10%

{10.  Chiropractors 1% t0 3%

1. Podiamists less than 1%

2. Papanicolaou (Pap) Smears less than 1%
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This letter describes the results and methodology used to estimate the cost for the listed benefits.
Exhibit I contains a description for each of these benefits.

Results

The cost estimates for the requested health benefits varied from less than 1% for certain benefits
to 5% to 10% for the mental health benefit. These cost estimates were based on information
contained in our Health Cost Guidelines and are based on specific assumptions regarding benefits,
reimbursement levels, cost containment features, demographics, geographic area, population, and
time period.

The cost estimates do not include any excess utilization adjustments and were developed assuming
the additional benefits would apply to all insureds. The cost estimates shown in this letter are not
appropriate for simnations where the additional benefits are selected at the option of the insured.

In addition, these cost estimates do not include the potential impact of adverse selection that may
result due to the cost of adding mandates (additional benefits) to a basic benefit offering. In this
context, adverse selestion means the additional premium necessary to pay for the additional
benefits may cause those insureds in better health to reduce or drop health insurance coverage.
As a result, those remaining insured may be in poorer health which may cause the cost of health
coverage for those insureds to increase.

The increase in costs due to adverse selection could vary widely depending on the unique
circurnstances and the mumber of additional benefits implemented.

Because the economy and the health care system are dynamic, there is an intrinsic uncertainty in
projecting costs for any heaith care reform proposal, and this uncertainty applies to our work.
Therefore, actual costs will be different than these estimates. In addition, these cost estimates do
not reflect the cost impact of the additional benefits for different populations (e.g., Medicare,
Medicaid, Individual, Small Group), geographic area (e.g., California), reimbursement
arrangements (e.g., capitation), cost containment features (e.g., HMO environment), base benefit
plans (e.g., $10 office visit copay), additional benefits (e.g. 100% coverage), or time period.
Also, premium rate estimates published by other researchers for similar programs may not be
consistent with our underlying assumptions, so caution should be used when comparing results.

MILLIMAN & RQBERTSON, INC.
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This letter is intended for the internal use of the National Center for Policy Analysis. However,
the letter can be provided to outside parties in its entrety with the wrirten permission of M&R.
Any other wrirten or oral references to M&R performing the work are acceptable if our enrire
report is released in its entirery. Milliman & Robertson, Inc. does not support any particular
health care reform policy.

Methodology
In preparing our estimates, we followed a three-phase approach.

Phase I was to estimate the cost for a basic comprehensive major medical (CMM) plan which

does not include coverage for the listed benefits. The estimated cost for the base plan is consistent

- with an actively at work population consisting of a large group of relatively benefit-conscious
individuals covered under a CMM plan with a $250 anmal deductible, 80% coinsurance, and a
31,000 out-of-pocket maximum. The cost estimate reflects health benefits provided through a
rraditional, undiscounted, fee-for-service environment without meaningfiil cost containment

" measures. The cost estimate for the base plan is also consistent with the demographics of the U.S.
Labor Force population. The cost estimate for the base plan was developed from our Health Cost
Guidelines and reflects claim costs for calendar year 1997 with utilization and average charges
representing nationwide averages.

Phase 2 was to develop cost estimates for each of the requested health benefits. The definiton
of the services provided for each of these benefits is contzined in Exhibit I. The cost estimates
for each of the requested health benefits were developed from our Health Cost Guidelines with
the benefit, reimbursement, cost containment, demographic, geographic area, population, and time
period assumptions consistent with those used to develop the esrimated cost for the base plan.

Phase 3 was 1o divide the estimated cost for each of the requested health benefits by the estimated
cost for the base plan. This ratio provided the estimated cost increase to the base plan to include
coverage for the requested health benefit. This cost increase was then placed in one of the cost
ranges you requested. The cost ranges consist of less than 1%, 1% t0 3%, 3% t0 5%, 5% to

10%, and 10% or more.

MILLIMAN & KOBERTSON, INC.
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If you have any questions or we can be of further assistance, please let me know.
Sincerely,

vy

Mark E. Litow, F.S.A.
Consulting Actuary

MElL/jas -

Encl.

MILLIMAN & ROBERTSON, INC.
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Exhibit I
Page 1 of 3
National Center for Policy Analysis
Estimated Costs for Certain Benefits
Definitions

1.  Alcoholism Treatment

S

For hospital impatient treatment, an alcohol confinement consists of confinements with a primary
diagnosis involving an alcohol condition. Alcohol stays are subject to an annual maximmum of 60
days. Detoxification and limited rehabilitation stays are included. For outpatient trearment, the
benefit provides for treatment of alcohol abuse by a qualified professional. Benefits are subject
1o the deductible, coinsurance, and out-of-pocket maximum limits.

2.  Ipfertility Treatment

R "

Benefits for infertility treatment include an initial OB/GYN visit for history and physical
examination. Evaluation apd testing will derermine if the husband or wife, or both, need follow-
up, Trearment may include the following:

a, Drug Therapy

b. Artificial Insemination (using the husband’s or donor sperm)
c. Gamete Intra Fallopian Transfer

d. In-Vitro Fertilization

The benefir is limited to three attempts. Benefits are subject to the deductible, coinsurance, and
‘out-of-pocker maximum limits.

3. Minimum Stay Matfrnity

R S

This benefit provides for a hospital stay of at least 48 hours after a normal birth and 96 hours after
‘2 caesarean section unless the patient and the attending physician agree on an earlier discharge.
Benefits are subject to the deductible, coinsurance, and out-of-pocket maximum limits.

4, Speech Therapy

This benefit provides for services performed by a qualified professional. Benefits are subject 0
the deductible, coinsurance, and out-of-pocket maximum limits.

(March 18, 1997)
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Exhibit I
) Page 3 of 3
National Center for Policy Analysis
Estimated Costs for Certain Benefits
Definitions

8.  Vision Exams .

M

This benefit provides for eye exams conducted by a licensed ophthalmologist or optometrist.
Coverage is limited to one exam per year, Benefits are subject to the deductible, coinsurance, and
out-of-pocker limits. ‘

9. Mental Health Care

R

For hospital inpatient treatment, a psychiatric confinement consists of confinements with a primary
diagnosis involving a psychiatric condition. Psychiatric stays are subject to a 60~day maximum.
For outpatienr treatment, the benefit provides for psychiatric treatment by a qualified professional.
Benefits are subject to the deductble, coinsurance, and out-of-pocket maximmum limits.

10. Chiropractors

This benefit provides for visits to a licensed chiropractor’é office including those visits involving
manipulations. This benefit does not include x-rays raken in the chiropractor’s office. Benefits
" are subject to the deductible, coinsurance, and out-of-pocket maximum limits.

11. Podiatrist

- a— n ——_— ———

.~ This benefit provides for services performed by a licensed podiatrist. Benefits are subject to the
deductible, coinsurance, and out-of-pocket maximum Limits.

12. Papanicolaou (Pap) Smears |

——

This benefit provides for anmual cervical and endometrial cancer screenings (pap smears). The
benefit includes the pap smear and the associated OB/GYN office visit. Benefits are subject to
the deductrible, coinsurance, and out-of-pocket maximum limits.

K.8 (March 18, 1997)
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Exhibit I
Page2 of 3
National Center for Policy Analysis
Estimated Costs for Certain Benefits
Definitions

5. Drug Abuse Treatment

For hospital inpatienr treatment, a drug abuse confinement consists of confinements with a
primary diagnosis involving a drug abuse condition. Drug abuse stays are subject to an anmal
maximum of 60 days. Detoxification and limited rehabilitation stays are included. For outpatient
treamment, the benefit provides for treatment of drug abuse by a qualificd professional. Benefits
are subject to the deductible, coinsurance, and out-of-pocket maximum limits. |

6. Mammography Screening

—

Coverage is provided for mammographic scresuing on referral by a patient’s physician subject 1o
the following guidelines:

a. A baseline mammogram for women from age 35 to 39.

: b. A mammogram for women from ages 40 to 49 every two years (or more, basad on
the recommendation of the woman's physician).

c. A mammogram every year for women 50 years of age and over.

Benefits are subject 10 the deductible, coinsurance, and out-of-pocket limits.

7. Well Child Care

- — A i N

This benefit provides for normal periodic examinations of well children under two years of age.
The benefit is provided for CPT-4 codes 99381, 99382, 99391, 99392, and 99432, Benefits are
subject to the deductible, coinsurance, and out-of-pocket limits.

K.9 (March 18, 1997)
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5 § 8060. Regulatory agenda

Each agency with the authority to adopt rules shall issue to the appropriate joint standing
committee or committees of the Legislature and to the Secretary of State an agency regulatory
agenda as provided in this section.

1. Contents of agenda. Each agency regulatory agenda to the maximum possible extent
shall contain the following information:

A. A list of rulesthat the agency expects to propose prior to the next regulatory agenda
due date;

B. The statutory or other basis for adoption of the rule;

C. The purpose of therule;

D. The contemplated schedule for adoption of the rule;

E. Anidentification and listing of potentially benefited and regulated parties; and

F. A list of al emergency rules adopted since the previous regulatory agenda due date.

2. Due date. A regulatory agenda must be issued between the beginning of a regular
legidative session and 100 days after adjournment.

3. Legislative copies. The agency shall provide copies of the agency regulatory agenda
to the Legidature as provided in section 8053-A.

4. Availability. An agency which issues an agency regulatory agenda shall provide
copies to interested persons.

5. Legislative review of agency regulatory agendas. Each regulatory agenda shall be
reviewed by the appropriate joint standing committee of the Legislature at a meeting called for the
purpose. The committee may review more than one agenda at a meeting.

6. Application. Nothing in this section or section 8053-A may be construed to prohibit
agencies from adopting emergency rules that have not been listed or included in the regulatory
agenda pursuant to this section.





