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Executive Summary

In the face of double digit annual increases in group health insurance premium rates

in the small employer health insurance market former Governor Tommy G.

Thompson created a task force in October of 2000 to look into the causes and craft

recommendations that would assist small employers.  Governor Scott McCallum

supported the creation of the task force and encouraged its efforts when he assumed

the Governor’s office in February of 2001.

Insurance Commissioner Connie L. O’Connell was named chairperson of the task

force with the responsibility of appointing the task force members, identifying the

issues and guiding the efforts of the task force.

The task force held five meetings during which it examined the current state of the

small employer health insurance market.  The task force considered small groups as

having 2 to 50 employees, as defined in Wisconsin law.  The members considered

current challenges faced by small employers in finding access to affordable health

insurance, factors contributing to rising health insurance premiums, existing

Wisconsin programs designed to assist small employers, efforts by other states to

address the problem and possible changes to Wisconsin laws and regulations.

The Task Force was provided informational presentations on various subjects.  The

task force then identified options for consideration as sources of possible

recommendations for the Governor.  The Task Force operated on a consensus

basis, only forwarding recommendations for which there were no objections. Ten

recommendations were advanced.  Three recommendations address insurance

mandate studies and legislative consideration of small employer issues when

proposing future mandates.  Three recommendations are directed at increasing

federal Medicare funding for Wisconsin in order to reduce the cost shifting that

currently results in higher health care costs in the insurance market. Three

recommendations address reform to the small group health insurance application

process by creating a voluntary uniform application for small employers and requiring
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insurers to request additional information and make final offers of coverage within

certain time frames.   Finally, the task force recommends that OCI increase its

education and outreach efforts to small employers.
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Small Employer Health Insurance Task Force Report

I. Problem

During the years 1999 and 2000, small employers began to see double-digit

increases in premium rates for their group health insurance plans.  In addition, a

number of insurers reduced the geographic areas in which they operated in order

to address financial losses.  The combination of these factors created a

significant challenge for many small employers seeking access to affordable

health insurance.

On October 12, 2000, Governor Tommy Thompson announced the formation of a

task force to address the affordability and availability of health insurance for

smaller employers.  Complaints filed with the Office of the Commissioner of

Insurance regarding large premium increases and industry surveys documented

the breadth of the problem.  In 2000, OCI received 147 written complaints

regarding group health insurance premiums.  Additional predictions for double-

digit premium increases in 2001 meant that affordability problems for some small

employers were likely to continue.

Insurance Commissioner Connie L. O’Connell was charged with appointing task

force members and identifying issues.  The task force was asked to identify

potential solutions to the problems of affordability and availability of health

insurance for small employers in the state.

II. Mission

The mission of the Small Employer Health Insurance Task Force was to work as

a team to identify and evaluate the challenges that small employers, and

insurers, face while attempting to deliver affordable health insurance to the small

employer workforce.  The task force in reporting on its findings is making

recommendations to Governor McCallum to help define the role that the State of

Wisconsin can play in facilitating the availability of health insurance to the
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employees of small businesses.  To accomplish this mission the task force has

solicited input from small employers, insurance industry representatives, health

care providers, policy makers, and citizens.

III. Members

Commissioner O’Connell appointed the following individuals, representing

insurers, agents, providers, small employers, and the Legislature to the task

force:

•  Timothy Bireley, President of Humana - Milwaukee

•  Roger Breske, Democratic State Senator - Eland

•  Steven Broeckert, Vice-President of Midwest Security Life Insurance Co.-

Onalaska

•  Don Carrig, co-owner of C&H, Inc - Reedsburg

•  Paul Corcoran, co-owner of Corcoran Health Care - Richland Center

•  Joe Decker, Vice President of Blue Cross Blue Shield United of Wisconsin -

Milwaukee

•  Paul Dell Uomo, President of Covenant Healthcare System, Inc. - Milwaukee

•  Jeffrey Mason, Independent insurance agent - Ft. Atkinson

•  Nancy Potter, former owner of New Glarus Bakery - New Glarus

•  Lorraine Seratti, Republican Assemblywoman - Spread Eagle

Mr. Bireley was replaced at the March 2001 meeting by Mr. Bill Felsing,

President and CEO of UnitedHealthcare in Milwaukee.

IV. Activities of the task force.

The task force held a series of meetings beginning in November 2000.  The

November meeting included a presentation by representatives of the Employer

Health Care Alliance Cooperative (the Alliance) who gave a history of the

Alliance-Chamber Health Insurance Program (A-CHIP).  This program was

intended to provide participating area Chambers of Commerce members with
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access to multiple health plans with comprehensive benefits.  By pooling

employers under a larger group plan A-CHIP had intended to provide rate

stability, competitive premiums, consistent underwriting standards and health

coverage choice for small employers.  Group Health Cooperative (GHC) of South

Central Wisconsin of Madison, agreed to meet the program criteria of the A-CHIP

plan, which included modifications to GHC’s underwriting requirements and

certain rate guarantees.  A-CHIP began in Dane County in late 1996 and

expanded into Green and Jefferson Counties in 1997.

In 2000, GHC began to experience significant losses as a result of higher than

expected health care costs and utilization.  In order to focus on its original core

business in Dane County and to reduce losses, GHC determined to no longer

provide coverage in Green and Jefferson counties.

The task force was given a briefing by OCI staff regarding the financial condition

of the Wisconsin HMO industry.  OCI distributed information showing that HMOs

lost $58 million in 1999 and premium increases were at or below the rate of

medical cost increases in every year between 1992 and 1999.  OCI staff also

presented the task force with reports that illustrated insurance industry rate

changes for small employers from 1993 through 1999 as well as market share

ranks among the health insurers providing coverage to Wisconsin employers,

and a description of the regulatory relationship between OCI and health insurers.

The referenced materials and data are included in Exhibits A, D and E at the end

of this report.

The task force was also briefed on the Private Employer Health Care Coverage

Program (PEHCCP).  Created by 1999 Wisconsin Act 9, PEHCCP was designed

to provide group health insurance statewide.  As designed, the program would

find a commercial administrator to administer the plan.  The administrator would

contract with insurers who would provide benefits to employers enrolled in the

plan.  Staff in the Office of Private Employer Health Care Coverage Program told

the task force that the primary goal of PEHCCP was to offer a choice of health

plans to employers enrolled in their program.  PEHCCP staff acknowledged that
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the cost of PEHCCP coverage could be seven to eight percent higher than in the

existing private market, as has been the experience in California.  The

administrator was charged with contracting with insurers across the state to

provide multiple benefit options, similar to the State of Wisconsin’s employee

health benefit plan administered by the Department of Employee Trust Funds.

Act 9 set a target date of January 1, 2001, as the date the program was to begin.

At the conclusion of the November 2000 meeting Commissioner O’Connell

solicited suggestions from the task force members for further study and to

formulate recommendations.  The task force members volunteered 28 different

subjects they wanted to examine further.  These subjects were further refined

into common suggestions for research:

A. Coverage and provider mandates on health insurance policies

B. Provider cost containment mechanisms

C. Health care costs in Wisconsin/Health care cost survey

D. BadgerCare/Health Insurance Premium Payment Program

E. Other states’ attempts at health insurance reforms

F. Tax incentives

G. Medicare provider reimbursements

H. Application process for small employers

I. Small employer premium rating

J. The Wisconsin Health Insurance Risk Sharing Program

K. Education and outreach for small employers

Detailed agendas, meeting materials, and meeting minutes are available from the

OCI website at: http://badger.state.wi.us/agencies/oci/sm_emp.htm

V. Suggestions for Research

A. Mandated Benefits
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The task force was briefed on current requirements for mandated benefits

and provider coverage.  Mandated benefits are required by the state and

federal governments to provide coverage for specific treatments or

illnesses; services performed by certain types of providers, or health

insurance coverage of certain groups of people, such as adopted or

handicapped children.  The briefing described the current number of

mandates that exist in Wisconsin and reviewed the results of a previous

mandate study that was done in Wisconsin in 1990 with a follow up study

completed in 1991. These studies determined the cost of the mandates

surveyed ranged between 5.7 to 7.5 percent of premium cost between

1987 and 1990.  Information was also provided for more recent mandate

studies conducted in other states.  Generally, mandated benefits were

found to contribute between 5% to 15% of the premium cost.  However,

when one state (Maryland) made an estimation of the marginal cost of

mandates, or the additional cost to those insurers that were not already

providing the mandated benefit, the cost of the mandate dropped to 3.9%.

It was noted that since mandate statutes differ throughout the states and

that some of the mandate studies (including Wisconsin’s) did not measure

all of the mandates, these figures were only valid for general

comparisons.

The task force was also briefed on the existence of mandate-free or

limited mandate plans in other states and Wisconsin’s previous effort at

creating a Basic Benefit Plan that modified, but did not eliminate one of

the existing mandated benefits (mental health and substance abuse).

B. Cost Containment Commission

The task force was given a briefing on the Cost Containment

Commission, which existed from 1993 to 1995. The Commission was

charged with reviewing the cost effectiveness of capital expenditures for

buildings and equipment for hospitals and other health care providers.

The Commission also approved the formation of new home health

agencies in the state.
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By statute, 12 review criteria for a capital expenditure greater than $1

million had to be met, before the Commission could approve a project.

During its two years of existence, the Commission did disapprove several

projects.

However, the Commission existed during a time of low health care

inflation, resulting in little public support for its work.  In addition, there

was an 18-month lag between the passage of the legislation authorizing

the Commission and its effective date, allowing for commitments to many

capital expenditure projects exempt from Commission review.

The Commission sunset with passage of the 1995-97 state budget.

C. Health Care Cost Survey

The task force was briefed on the results of a health care cost survey

conducted by OCI staff (Exhibit B).  The survey asked insurers to

examine what factors contributed to increased health insurance claim

costs from a base year of October 1998 to September 1999 compared to

October 1999 to September 2000.  The survey considered increased

costs for prescription drugs, physician services, hospital, outpatient

mental health and all other. The cost increases were attributed to both

higher costs per service as well as increased utilization of services.  The

highest rate of increase was for prescription drug costs.  From the base

year, total claim costs for prescription drugs increased by 18.4%.  All

physician services increased by 12.8%.  Total hospital costs increased by

10.9%.  The only health care service with a decrease in costs was

outpatient mental health services with a decrease of 9.4%.  Other

miscellaneous costs increased 11.6%.

Finally, OCI staff relayed information from a Hewitt Health Value Initiative

study that reflected per capita health care costs across the nation (Exhibit

C).  The study revealed that Wisconsin, and the Milwaukee and Madison
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areas in particular, have some of the highest per capita health care costs

in the country, surpassing New York City, Boston, and Washington, DC.

Double-digit increases in health care costs and utilization directly impact

the premiums that must be charged by insurers.  Task force members

expressed some frustration that because they are unable to affect

medical inflation, they would not be able to affect premium increases, and

thus they would not be able to make meaningful recommendations to the

Governor.

D. BadgerCare/HIPP

The task force was presented information on BadgerCare, a state-

sponsored health insurance program designed to assist individuals in

transitioning into the workforce.  Uninsured families with incomes below

185% of the federal poverty level, who are not eligible for Medicaid are

eligible for BadgerCare.  There is no asset test in determining eligibility.

BadgerCare is operated as an expansion of the state’s Medicaid program

and the Children’s Health Insurance Program (CHIP).  The federal

Department of Health and Human Services (DHHS) has approved a

waiver of some Medicaid and CHIP program eligibility requirements in

order to allow the program to operate in Wisconsin.

A specific requirement of the waiver is that the state takes steps to ensure

that BadgerCare does not replace health insurance available in the

private market.  Many of BadgerCare’s eligibility requirements are

designed to ensure that enrollees are not supplanting otherwise available

private health insurance with BadgerCare.

Both the state and federal government subsidize BadgerCare.  Any

expansion of the program would require an additional federal waiver as

well as additional budget authority from the state.
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The HIPP (Health Insurance Premium Payment) program helps eligible

families receive health insurance through qualified employer sponsored

health insurance plans.  HIPP is also a part of BadgerCare and allows the

state to reimburse employers for the employee share of health insurance

premiums.

E. Other State Insurance Reforms

The task force examined reforms undertaken by other states.  Following

the failure to adopt, on a national level, broad-based health care reform,

many states initiated their own reform efforts.  The focus of these reforms

was reducing the number of uninsured.  The reforms have primarily taken

three forms: comprehensive broad benefit packages, purchasing

alliances, and limited benefit or “mandate-free” packages.

The State of Washington created a uniform comprehensive benefits

package that was mandated on all citizens who were not a part of a self-

insured plan.  Everyone was required to purchase a mandatory managed

care plan that capped premium increases to the growth in personal

income.  After one year, many insurers began leaving the market and the

amount of uninsured actually increased due to the guaranteed issue

provisions of the plan and the resulting premium increases.  The reforms

were repealed 18 months after implementation.

TennCare in Tennessee offered a comprehensive benefits package that

covered 25% of its population. There were limits placed on who could

participate, mainly those eligible for Medicaid, uninsured children,

displaced workers, high-risk uninsurable people, and low-income adults.

This lead to adverse selection and skyrocketing costs.  TennCare today

takes up $4.3 billion dollars of the state budget and has caused

discussion of implementing an income tax in Tennessee.  Some insurers

have left the market, including Blue Cross/Blue Shield, who announced

they would leave the market at the end of 2000. Blue Cross/Blue Shield

served 50% of the TennCare market.
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The most common type of reform attempted by states was the creation of

purchasing alliances or pools.  The idea behind purchasing alliances has

been to allow small employers to band together to facilitate choice in

health plans, a single point of entry, and leveraged buying power.  The

results have been mixed.  Some states, such as California, which

historically has one of the highest uninsured rates in the nation, have

indicated their plans have been successful measured by high enrollment

and a decrease in the uninsured population.    Other states such as

Texas and North Carolina have not been successful and their purchasing

pool legislation has been repealed.  Because the rates vary more widely

in the small employer market, small employer pools are much more

susceptible to attracting more expensive groups while lower cost groups

obtain cheaper coverage outside the pool.  This result, known as adverse

selection, has plagued many of the attempted pooling arrangements.

Adverse selection is the cause of what is known as a death spiral of

increasing costs within a pool until only the most unhealthy groups are

left.

Maryland, New Jersey and New York have implemented standard benefit

health plans that offer “streamlined” health packages for small employers.

Maryland has had their plan in place since 1995, New Jersey since 1994,

while New York’s Healthy Pass plan became effective on January 1,

2001.  These plans are similarly structured in that they create a minimum

benefit level that all plans (all HMO’s in the case of New York) must offer.

Additional coverages can be obtained from insurers in the form of riders.

While the reforms by Maryland, New Jersey and New York are said to be

mandate-free policies, that is not an entirely accurate representation.

Maryland, for instance, still has 12 of their 36 mandates in their basic

package.  With the ability to add riders taken into account, the plans

appear to offer flexibility and choice to small employers.  Maryland’s

restriction on costs has kept premium increases at a flexible level.  All of

the states that have basic benefit packages mandate some form of rate
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control for insurers who offer coverage to small employers. Maryland’s

plan, for example, limits premiums to 12% of the average annual income

in the state. Maryland has maintained an enrollment of between 450,000

and 500,000 covered lives since the inception of their small employer

plan.

New Jersey’s basic benefit package is not mandatory, as was originally

intended, but must be offered.  The plan competes with other non-

standard plans.   There were 779,000 people enrolled in small employer

plans as of 1996 with 56% being enrolled in the basic benefits plan.  New

Jersey also noticed an increase of 15% in the enrollment of small

employers in 1995.

It is uncertain how these plans will fare in the current environment where

medical inflation is driving up premiums.  In Maryland, where the 12% cap

divorces premium setting from actual medical costs, the program’s

premiums are approaching the cap and health plan officials are assessing

their options.

F. Tax Incentives

Tax incentives are popular mechanisms for encouraging the purchase of

health insurance.  While employers generally get a 100% deduction for

the health insurance premiums that they pay for their employees,

employees do not receive as favorable a tax treatment for any additional

premium, co-payment, or deductible they pay.  Federal law permits as

itemized deductions amounts paid by individuals for health insurance

premiums, medical expenses, prescription drugs, and other

miscellaneous medical related expenses.  However, medical deductions

must be reduced by 7.5% of adjusted gross income.  The remainder may

be claimed as an itemized deduction on Federal Schedule A.  Most

Americans cannot take advantage of this deduction.  Almost every state

has introduced legislation that has some sort of tax credit or deduction for
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health insurance premiums paid by individuals or small employers. Most

states have found these proposals to be cost prohibitive and very few

have been enacted into law.  A recent fiscal estimate by the Wisconsin

Department of Revenue for 2001 Assembly Bill 282, that would make all

health insurance premiums, medical cost and other medical expenses tax

deductible, estimated that the health insurance premium portion alone

would cost the State of Wisconsin $104 million in tax revenues.

G. Medicare Cost Reimbursement Inequities

The Medicare reimbursement system for hospital, physicians, and HMOs

uses a thirty-year-old formula that is based on regional historical health

care costs.  When the formula was established, health care delivery in the

Midwest cost less than in other areas of the country.  Today, the opposite

is true.  Health care costs in the Midwest, and Wisconsin in particular, are

some of the highest in the nation.  Yet the reimbursement mechanism

does not reflect this change.  For example, Wisconsin receives 88% of its

Medicare costs reimbursed while New York receives 102%. The

Balanced Budget Act of 1997 aggravated the problem by limiting the

growth in Medicare reimbursements.

According to the Wisconsin Health and Hospital Association, in 1998 the

Medicare program underfunded Wisconsin hospitals by $320 million per

year (Exhibit F).  When physician reimbursements are included, the

shortfall estimates reach $1 billion annually.

The task force considered the impact this underfunding has on the

availability of private health insurance.  Providers explained that unfunded

costs of Medicare recipients were made up by shifting costs, resulting in

higher charges for insured patients. Therefore, the ultimate impact is

higher premiums for private health insurance policies.

H. Application Process Reform
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Employer members of the task force raised concerns about the health

insurance application process.  Small employers, not having full-time

human resource personnel, have found it burdensome and time

consuming when shopping for health insurance coverage, to fill out

multiple applications, not to mention pulling employees off of production

lines to fill out multiple medical questionnaires.

Employers are also concerned with the up-front deposit, usually the first

month’s premium, which is required by some insurers to obtain a final

offer of coverage.   When small employers are completing multiple

applications for different insurers, the resources required can become

cost prohibitive for the small employer.

Another concern raised by small employers is the length of time it takes to

obtain a final offer of coverage from some insurers following the receipt of

a completed application for coverage.  Some speculated that insurers

may delay rate quotes in order to avoid making final offers to groups,

usually high-risk groups, they do not want to insure.  Coverage of work-

related injuries was another concern.  Employers were sometimes

surprised to learn that coverage of work-related injuries was not included

in their health plans.

I. Small Employer Premium Rating

Wisconsin laws relating to health insurance premium increases were

examined.  Under current law, rates for small employer groups cannot

vary more than 30% from the midpoint rate for groups with the same

benefits and case characteristics.  Further, insurers must limit the portion

of the rate increase that is due to health status or claims experience to

15%.  Discussion focused on the advisability of further limiting insurer’s

ability to increase premiums.
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UnitedHealthcare, Inc. President and CEO William Felsing presented

several examples of how the current laws work with groups with various

characteristics.

Questions were raised regarding the advisability of additional limitations

on an insurer’s ability to increase premiums.  For example, if insurers

were further restricted in their ability to set premiums, high-risk groups

would have premium increases limited.  However, lower risk-groups

would likely pay higher premiums, causing some of them to drop

coverage, which would leave relatively higher risk to be spread across a

smaller number of groups.  In addition, rate band restrictions may affect

the financial stability of insurers, prompting some to withdraw from the

market entirely.  This would negatively impact the accessibility of health

insurance for small employers.

In the alternative, if insurers were given greater flexibility to increase

premiums based on actual experience or health status, low risk groups

would pay less but high-risk groups would pay even higher premiums.

J. Health Insurance Risk Sharing Program (HIRSP)

HIRSP is the state-sponsored health insurance program for those

individuals who are unable to obtain insurance in the private market due

to health conditions.  It functions to address market dislocations in the

individual health insurance market by making an affordable, but more

expensive than the private market, health insurance policy available.

HIRSP is funded through a combination of state funding, policyholder

premiums, and assessments on insurance companies and provider

discounts.  Enrollment in HIRSP has increased sharply during the last

year, placing a larger burden to support the program on providers and

insurers, again requiring cost shifting to small employers through higher

medical costs and insurance premiums.
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K. Education and Outreach

Wisconsin has a strong economic interest in the success of small

businesses. Recent statistics from the Department of Workforce

Development (DWD) suggest that approximately 20% of state residents

are employed by small businesses.  Managers of small businesses need

to deal with complex issues such as business plans, accounting systems,

payroll processes, employee recruitment, cash flow problems, marketing,

and risk management. They often have few resources available to them

to deal with these complicated issues, and often do not know whom to

contact when they have questions. Lack of resources causes a significant

portion of small businesses to fail in their first few years.

In order to attract employees, small employers try to offer competitive

salaries and benefits.  Small businesses have found it increasingly more

difficult to obtain affordable health insurance for themselves and their

employees.  Some small employers have seen premium increases over

50% in the past year.

Small businesses have to deal with a large array of insurance needs such

as business owner's policies, auto insurance, Worker’s Compensation,

property and casualty insurance, liability insurance, flood insurance,

health insurance, and life insurance.  Larger companies often have full-

time staff dedicated to these functions; the time needed to investigate

each of these concerns is considerable.

Small employers have a difficult time locating information for insurance of

every type of coverage, not just health insurance.  Employers also have

little time to spend on insurance matters.  Given the current economic

environment, recruiting and retaining employees in an extremely tight

labor force means they need access to information quickly.  OCI

publishes a number of brochures including one directed specifically to the

small employer.
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VI. Task Force Recommendations

The task force reached consensus on the following recommendations:

A. Health Insurance Coverage and Provider Mandates.  The task force

acknowledges that mandated benefits add to the cost of health insurance.

Studies have shown mandates may add up to 15% to premiums.  Future

mandates could make health insurance even less affordable.  The task force

recommends:

a.) OCI conduct a study of the cost of selected health insurance mandates.

The Legislature will be asked to evaluate the impact of existing mandates

based on the OCI study, including eliminating mandates or requiring

insurers to offer coverage instead of requiring coverage for specified

benefits, groups and providers,

b.) The Legislature give serious consideration to the financial impact on small

employers of additional mandates, and

c.) The Legislature give serious consideration to limiting new mandates to

employers with more than 50 employees, therefore exempting small

group insurance.

B. Medicare Reimbursement Inequities.  The task force adopted three

recommendations:

a.) Petition President Bush, Health and Human Services Secretary

Thompson, and Wisconsin’s congressional delegation to make changes

to the Medicare program that will eliminate the reimbursement inequities

faced by Wisconsin hospitals, physicians, and HMOs.

b.) Form a coalition of midwestern states that will also work to eliminate the

reimbursement inequities.

c.) Convene a Medicare Reimbursement Inequity Summit, co-sponsored by

Medicare stakeholders that share a common goal of reducing the

reimbursement inequities.  A coalition of hospitals, physicians, employers,

insurers, and government could more closely examine the issues
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connected with Medicare provider reimbursements, heighten public

awareness, and formulate a unified approach to petition the federal

government for equity in Medicare reimbursements.

C. Group Insurance Uniform Application.  The task force has three

recommendations for the governor:

a.) OCI shall organize a work group consisting of health insurers in

Wisconsin to develop a voluntary uniform application for small employers.

The group should also examine the merits of making a uniform

application voluntary or mandatory for all insurers.

b.) Require insurers to provide a final offer for group coverage within 15

working days of receiving a completed application and other information

necessary to provide the offer of coverage.

c.) Require insurers to notify an employer within 15 working days of receiving

an application for coverage of any additional information that is needed by

the insurer to provide the offer of coverage.  Insurers not meeting this

requirement would be required to advise the applicant of the maximum

rate possible within the 15-day period.

D. OCI Education and Outreach

Increase OCI education and outreach efforts to small employers.  This effort

could include gathering data on subjects such as health insurance cost data.

This information would be shared with small employers to assist them in

identifying factors contributing to health insurance cost increases.  Other

information, such as making employers aware that some health insurance

policies do not provide coverage for work-related injuries, should be regularly

provided to insurance consumers in order to create a more informed

insurance customer.  Also, speaking to business groups and developing and

maintaining brochures that address the needs of small businesses.  With the

advent of the Internet, businesses increasingly expect to have information

available to them 24 hours a day, 7 days a week.  To address this, OCI
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should create and maintain an Internet site devoted to small business

insurance.












