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State of Wisconsin / OFFICE OF THE COMMISSIONER OF INSURANCE

Toemmy G. Thompson

Govemor 121 East Wilsan Strest

P.O.Bax 7873
Randy Blumer . Madtson, Wistansin 53707-7a73
Commissioner {Acling) . (608) 266-3585

Smali Employer Purchasing Alliances
Private Sector Alternative

A number of states have experimented with both state administered and privalely administered
purchasing alliances or pools. All of the pools share the goal of paoling small employer groups together
to purchase health insurance in an effort to achieve a greater ievel of premium stability.

State Run Pools - Background

The state of California, for example, created a pool adminstered as a quasi-govemnmental unit with the
intent of transferring control to the private sector in 3 years. The pool has been moderately successful in
controlling premium rate increases and continues te grow in size with 130,000 enrollees, although as a
percentage of the overall market remains smali. Translated fo Wisconsin population base, the pool would
have the equivalent of approximately 30,000 enrollees in Wisconsin. Cailifornia has twice attempted to
turn over administration of the paool to the private sector and has been unable to find a vendor.

Private Sector Pools -

In a number of other states, notably Fioriga, Ohio and Celarado, private sector entities have set up small
employer pools, with or without state assistance,

{n Florida, the pool, which is known as the Community Meaalth Purchasing Alliance (CHPA), worke with 27
insurers 10 offer small businesses health insurance. The plan offers three different benefit packages, with
a variety of coinsurance and deduclibles.

Both Cleveland ana Cinncinnati have local Chambers of Commerce sponsoring health insurance pools
for local smalt employers that have been in operation for many years. The pools contract with insurers to
provide access to several different polisies that any pool member may elect. The Cinncinnati pool
contracts with both Humana and United Health to offer products to members.

Madlson Alliance — A-CHIP

A number of states, including Wisconsin have experience with sucgessful privately run pools. The
Alliance, which has for years poofed the purchasing power for Madison area large employers, began a
program for small employers two years ago (groups of 1-938). The plan includes some of the restrictions
OCI had identified to control adverse selection by enly high-cost groups. For example, if a group leaves
the plan, they cannot re-enter for three yaars. This is also similar to the requirement ETF has for local
government plans.

The A-CHIP program offers insurance through only one insurer, Group Health Cooperative HMO. As part
of the plan, they guarantee limits on rate increases far three years of less than 6% per year. The plan is
community rated. Employers are required to contribute §0% of single premium. Policies for two
individuals and families are also available.
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In two years, they have enrolled about 400 groups and almost 4,000 individuals, with a retention rate of
97%.

The Alliance feels the plan is doing very well and offered few suggestions for change. They would like to
offer a choice of plans and are working with other insurers to negotiate new options. In addition, they
wauld like to be atle 1o establish better communication with agents and irnprove marketing.

The strategy the Alliance is taking with their program seems te be a good one. The plan will never be able
ta offer the lowest rate to enough employers to avaid adverse selection. [t is possibte that by ebtaining
some rate guarantees to attract groups initially, they can sell the plan based on its rate stability in the
future, and not on current rates. This will be an interesting experiment, since mast small employers are
notorious rate-shoppers.

Proposal for Reform — Facllitate Private Sector Purchasing Pools

The best approach for the state is to facilitate the proliferation of private purchasing pools. Other states
have recognized that a privately run peol is preferable to a state run pool, While Calfornia chose to start
the poat and later transfer control to g private entity, a more appropriate approach may be (o facilitate the
private creation of poois. Since private pools are functioning now in Wiseonsin, it would seemn to indicate
that they can operate effectively, and should not be dane by the government. These pools would be
allowed to market only licensed insurance prodticts.

There are a number of ways to facilitate purchasing pools:

Ssed Money - One of the chief concems regarding purchasing pools is that they would have
trouble reaching a critical mass. In order ta create purchasing muscle, a significant number of
employers and members are necessary. Seed money to facllitate marketing and start-
up/expansion cogts for a purchasing pool appears to be a positive step. Grants could be made
available to arganizations that are pre-qualified by OCI. Qualification by OC| would allow the
state to utilize the agency's expertise and analysis to ensure that credible groups are farming the
pools and that proper planning has been undertaken in their creation.

Money would fikely be provided under a provision from the Wisconsin Development Fund or
some other funding source. Initially, this pragram could be done as a pilot, with up to one million
dollars made available (we'd have ta walk through some of the expenses in more detail to
establish a number). If done as a pilot project, probably only one or two pools would be created.
in this scenario, funding requirements would fikely be $500,000.

Regulatory Relief ~ Relief from some state regulation has been sought by various groups. If
significant differences are created between the pools and the overall group health insurance
market, all business will migrate to the pools. This change would very likely create grester
instability in the group heaith insurance market and be detrimental to consumers in the near and

medium term.concessions.

There are, hawever, statulory changes that could be made to facilitate pool creation, for example:

Rate Bands ~ Currently insurers are required to apply rate band calculations to their entire
black of business. A common congession far purchasing pools is to altow insurers to apply
a different rate band calculation to pool business, making it mere fiexible. This exemption
would probably help to attract insurers to offer coverage under the paol.
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small employer health insurance purchasing pool

FoR 1999-01 BUDGET — NoT READY FOR INTRODUCTION
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AN AcCT <, relating to: a grant to establish small employer health insurance

purchasing pools and making an appropriation.

Analysis by the Legislative Reference Bureau

INSURANCE

The bill authorizes the office of the commissioner of insurance (OCI) to make
a grant of not more than $200,000 to a private organization for the establishment of
private health insurance purchasing pools for small employers. (Generally, small
employers are those with 50 or fewer employes.) The private organization must
submit a business plan to OCI and the commissioner of insurance must approve the
plan before the grant may be made. OCIand the private organization must enter into
a written agreement concerning the use of the grant proceeds, and the private
organization must submit a report to OCI on the use of the grant proceeds within 6
months after spending the proceeds.

For further information see the stafe fiscal estimate, which will be printed as
an appendix to this bill.

The people of the state of Wisconsin, represented in senate and assembly, do
enact as follows:
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( WD SECTION 1

SECTION 1. 20.145 (1) (c) of the statutes is created to read: p—

20.145 (1) (¢) Grant for small employen purchasing pooﬁé amounts in the

schedule for the granthu der 1999 Wisconsin Act .... (this act), section 9126 W Pf

—ote:
SECTION 2. 20.145 (1) (c) of the statutes, as created by,this acﬁ, is repealed.

SecTION 9126. Nonstatut c e s )
& a;—l% 4 lq-}g nstatutory provisions; insurance

(1) GRANT FOR ESTABLISHING SMALL EMPLOYER HEALTH INSURANCE PURCHASING

POOLS. C{?&‘i O Lconin AeX aee

(a) In this subsection:

1. “Commissioner” means the commissioner of insurance.

2. “Office” means the office of the commissioner of insurance.

3. “Small employer” has the meaning given in section 635.02 (7)<)f the statutes.

(b) The office may make a grant of not more than $200,000 from the
appropriation under section 20.145 (1) (c) of the statutes, as created by this act, to
a private organization for the purpose of establishing health insurance purchasing
pools for private small employers if all of the following apply:

1. The private organization submits a plan to the office detailing the proposed
use of the grant and the commissioner approves the plan.

2. The private organization enters into a written agreement with the office that
specifies the conditions for use of the grant proceeds, including reporting and
auditing requirements.

3. The privaté organization agrees in writing to submit to the office the report

v
required under paragraph ") by the time required under paragraph (7.
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SECTION 9126
1 (d) The office may not pay grant proceeds under this subsection after June 30,
2 2000.
3 SEcTION 9426. Effective dates; insurance. W
/ //)
@ (1) GRANT TO ESTABLISH SMALL EMPLOYER PURCHASING POOLS. The repeal of section
5 20.145 (1) (c)%f the statutes takes effect on .July 1, 2000.

(END)
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Sue:

1. This language is patterned after the many grants that I draft for the department
of commerce. Do you want any more detail added?

2. Because the memo from OCI referred to “facilitating the proliferation of private
purchasing pools”, I made the purpose of the grant to estabhsh ‘pools”. Let me know
if you really want only one pool to be established.

Pamela J. Kahler
Senior Legislative Attorney
266—-2682
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January 19, 1999

Sue:

1. This language is patterned after the many grants that I draft for the department
of commerce. Do you want any more detail added?

2. Because the memo from OCI referred to “facilitating the proliferation of private
purchasing pools”, I made the purpose of the grant to establish “pools”. Let me know
if you really want only one pool to be established.

Pamela J. Kahler
Senior Legislative Attorney
266-2682
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DOA.......Jablonsky — OCI to provide grant to private entity for establishing

a small employer health insurance purchasing pool

FoR 1999-01 BUDGET — NoT READY FOR INTRODUCTION

AN Act ...; relating to: a grant to establish small employer health insurance

purchasing pools and making an appropriation.

Analysis by the Legislative Reference Bureau
INSURANCE

The bill authorizes the office of the commissioner of insurance (OCI) to make
a grant of not more than $200,000 to a private organization for the establishment of
private health insurance purchasing pools for small employers. (Generally, small
employers are those with 50 or fewer employes.) The private organization must
submit a business plan to OCI and the commissioner of insurance must approve the
plan before the grant may be made. OCI and the private organization must enterinto
a written agreement concerning the use of the grant proceeds, and the private
organization must submit a report to OCI on the use of the grant proceeds within 6
months after spending the proceeds.

For further information see the state fiscal estimate, which will be printed as
an appendix to this bill.

The people of the state of Wisconsin, represented in senate and assembly, do
enact as follows:
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SEcTION 1

SEcTION 1. 20.145 (1) (¢) of the statutes is created to read:
20.145 (1) (¢) Grant for small employer health insurance purchasing pools. The
amounts in the schedule for the grant under 1999 Wisconsin Act .... (this act), section

9126 (1).

#++«NoOTE: This SECTION involves a change in an appropriation that must be
reflected in the revised schedule in s. 20.005, stats.

SECTION 2. 20.145 (1) (c) of the statutes, as created by 1999 Wisconsin Act ....
(this act), is repealed.

SEcTION 9126. Nonstatutory provisions; insurance.

(1) GRANT FOR ESTABLISHING SMALL EMPLOYER HEALTH INSURANCE PURCHASING
POOLS.

(a) In this subsection:

1. “Commissioner” means the commissioner of insurance.

2. “Office” means the office of the commissioner of insurance.

3. “Small employer” has the meaning given in section 635.02 (7) of the statutes.

(b) The office may make a grant of not more than $200,000 from the
appropriation under section 20.145 (1) (¢) of the statutes, as created by this act, to
a private organization for the purpose of establishing health insurance purchasing
pools for private small employers if all of the following apply:

1. The private organization submits a plan to the office detailing the proposed
use of the grant and the commissioner approves the plan.

2. The private organization enters into a written agreement with Athe office that
specifies the conditions for use of the grant proceeds, including reporting and

auditing requirements.
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SECTION 9126

3. The private organization agrees in writing to submit to the office the report
required under paragraph (c) by the time required under paragraph (c).

(c) If a private organization receives a grant under this subsection, it shall
submit to the office, within 6 months after spending the full amount of the grant, a
report detailing how the grant proceeds were used.

(d) The office may not pay grant proceeds under this subsection after June 30,
2000.

SECTION 9426, Effective dates; insurance.

(1) GRANT TO ESTABLISH SMALL EMPLOYER HEALTH INSURANCE PURCHASING POOLS.
The repeal of section 20.145 (1) (¢) of the statutes takes effect on July 1, 2000.

- (END)



