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Executive Summary

Tn 1997, the Minnesota legislature passed the Community Purchasing Arrangements Act,
authorizing the formation of alliances among small Minnesota employers, including
businesses of one, to pool the purchasing of health care services. This innovative piece of
legislation was in response to a concern among policymakers about the ever-increasing
number of uninsured and underinsured peopie miost notably in rural areas of Minnesota,
where small businesses and farms predominate. Inmid-2003, these alliances have achieved
varying degrees of progress in their efforts. The first health purchasing alliance product was
~introduced into the market on January 1; 2003, and several more regional products are-
expected within a year.

The Driver: Increasing Uninsurance Rates

Between 1990 and 1995 the number of persons in the United States under age 65 without
health insurance increased from 34.7 to 44.3 million, a rise from 13 9% to0 16.3%. The issue
of an increasing number of uninsured Americans is common to both urban and rural areas.
Because the rural economy is generally supported more by small businesses and farm
businesses, disproportionately more rural residents rely on individual plans or coverage
purchased through small employers than do their urban counterparts. Rural employment is
more likely to be in firms employing fewer than 10, self-employment, or agriculture.

Rural residents are thus:
o likely to have a lower average income,
¢ be disproportionately cut off from opportumtzes to participate in large-pool health,
~insurance purchasmg, with its economies of scale and risk mzmagement capaczty,
. _;hkeiy pay more for their heaith msurance than urhan rcsadents or ..
may not be offered (or able to obtain) any insurance at all.

In 2001-2, about 68% of all Minnesotans had health insurance coverage through an
employer, but only half of employers offered health insurance coverage. Counties with the
highest uninsurance rates tend 0 be in the north central West central and headwaters areas of
the state. :

Small Employer Purchasing Alliances: A History

Referred to by a variety of names — sinall employer purchasing pools or health insurance
purchasing coops or coalitions — health care purchasing alliances are one way to support the
small employer trying to provide insurance for its employees. Empioyers who participate in
purchasing coalitions hope to spread ﬁnancaai risk, achieve economies of scale, manage
relationships with insurers, and increase purchasing power.

Other states

A review of other states’ efforts to build health insurance purchasing alliances reveals that
programs have generally met with mixed success. Four states have attempted small
employer purchasing alliances and have had follow-up studies done: California, Connecticut,
Florida, and Texas. While these programs had some benefits, they did not reduce sall-
group market health insurance premiums, and they did not increase the number of small
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employers offering health insurance to their employees. It was concluded that success rates
of health care purchasing alliances would improve by:
» allowing individual alliances to negotiate directly with carriers to encourage
competition and obtain lower prices,
e attracting greater market share by establishing and maintaining full agent
cooperation,
changing regulatory mechanisms to allow more flexibility,
providing substantial public subsidy support, and
placing limits on both the number of plans and the number of carriers. Larger
enrollment is crucial to attracting health plans, achieving economies of scale, ..
mitigating adverse selection, and increasing negotiating power.

M/ﬂnesota _ : B
Minnesota’s prevmus expenence thh the anesota Empioyecs Insurance ?rogram (MEEP),

established in 1993 and abolished in 1998 mirrors the experiences of other states. The
“resulting design of Minnesota’s regional health care purchasing alliance program appears to
have taken these lessons into account and may, in the end, make it a win for anesota [
smaii cmpioyers and thexr employees

Minnesota’s Regional Health Care Purchasing Alliances
The health care purchasing alliance movement in Minnesota began in the mid-1990s,
following other widespread health reform efforts that took place earlier in the decade.
Advocates for Marketplace Options for Mainstreet (AMOM), 2 coalition of heaith prov1ders
and business representatives, began working with communities to develop the program in
Minnesota.. The Comumty Purchasing Arrangements Act, signed into law in 1997, allows
- small businesses to jointogether io negotiate benefits packages’ from health care: insurers.
- 'Minnesota’s law, unlike those ‘of other states, allows purchasing alliances 1o include -
~employers of one; as of this writing, no other state has adopted thig provision. The
legislation also mtroduced the Accountable Provider Network (APN) option, which allows
groups of community physmamz and other health care providers fo directly contract with
heaith care purchasmg afliances to prowde services aad benefits packages : :

Purrhasmg all/ar:ce stapJoss ﬁ/ﬂd r '

In ‘1999 and again in 2001, the Minnesota legislature appropriated funds to support the
development of the first regional health care purchasmg alliances in Minnesota ~ in the
southwest, northwest, northeast, and north central regions, By 2001, the regional alliances in
the southwest and the northwest had identified a problem with the issue of risk when
recruiting enrollees who had previously been uninsured and had pent-up medical needs.

In response, the 2001 legislature authorized the Purchasing Alliance Stop-Loss Pilot Project
appropriating $1.7 million to fund the stop-loss fund. This fund allowed health plans
contracting with a rurathealth care purchasing alliance to receive reimbursement from the
fund for 90% of the pemcm of any enrollee’s claims between 330,000 and $100,000 per year,
thus m:tlgatmg an insurer’s high medical claims that fall under the $100,000 minimum for
commercial reinsurance benefits. With this fund, the social and economic benefit to rural
communities and their working families is considered to outweigh the costs of providing this
public reinsurance program, and could be a critical factor in its long-term success.
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A regional progress report

Minnesota’s regional progress at health care purchasing alliances is as widely varied as the
regions represented. The northwestern alliance launched their RuralCare Partners product
in January 2003, The southwest alliance is expected to launch their Prairie Health Care
product in July 2003. The northeast and north central alliance are expected to follow with
products in later 2003. Other organizational efforts are underway in west central and south
central Minnesota.

It is clear that later efforts were able to benefit from earlier work accomplished by the
northwest and southwest alliances. The stop-loss fund was initiated in 2001, In 2002, due to
provider issues identified by the northwest group, an HMO demonstration project law was
passed allowing health maintenance organizations to extend coverage fo a rural health
purchasing coalition. The southwest alliance expencnced delays due to provider network
conflicts. The north central alliance has worked with an accountable provider network and
has met with some resistance due to high start-up costs and nsk concerns. Each region has
identifi ed issues umque 10 its partzcxpants

And yet, each regmn has aiso 1dent1ﬁed creative soiutms to bring affordable, quality health
care to its small employers and their families:
s the northwest and northeast regions are employing percentage co-pays as a2 way to
engage the consumer in health care decisions
s the northeast region is considering wellness incentives to help the consumer hold
down their costs, thus benefiting the whole program
¢ the southwest’s and northwest’s insistence upon including employers of one reaped
the unique stop-loss fund

Sam mary - L

Small employer purchasmg alham':es have obv;ousiy met wath Imxed success in other states
and in Minnesota’s own earlier attempt with MEIP. There are reasons, however, that the
idea continues to surface, Small empleycrs are gradually being priced out of the heaith
insurance market. Uninsurance rates are rising. -Past and current options have proven
inadequate for the unique needs of small employers and self-employed individuals; creative,
bold options must be considered. While small employer allowances have had their share of
problems the idea of wer}axxg to strengthen this model is well placed Minnesota’s health
care purchasing alliances appear to be off to a solid start, shewmg an intent to take the
lessons learned from other states and from MEIP, and develop unique and sustainable

programs, for example:

Statemde or s!:ate—admmisbared ;:mgmm Regionally- based programs r&pond m unique neads

of region;
Inahmty of purchasing aillances to negatzate 1 Regianal alilances negctiate directly with health
directly with bealth plans, plans,
Agents left out of reiaticnsh;ps between Reguirement for emplover to purchase product
programs and employers. ‘through designated brokers,

No employers of one,

Emplovers-of one are ingiuded,

Insufficient planning funds.

State-funded planning grants to regional alliances
has helped alliances meet actuarial and legal
expenses of planning procucts,
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Minnesota’s regional alliances have benefited greatly from start-up funding from the
legislature and technical assistance and guidance provided by AMOM, but, more
importantly, from community leaders committed fo delivering health care products that meet
the needs of their regions. This final ingredient, unique to a regionally-delivered system that
has its roots among the people it serves, may bode well for the success of the program in
Minnesota.

There are some cautions, however. One big factor that may impact the success of any good
plan is the fluctuating economic picture. As attractive as the regional health care purchasing
alliance concept may be to local employers, they still must have the resources to provide a
health insurance benefit to employees. The program simply won’t work if small employers
can’t afford any program at all.

.Recommendat:ons _ :

1) Based upon the xepeated probiems with agent relatmnsh:ps in previous effarts in
Minnesota and elsewhere, it is important that the alliances continue to build upon the model
‘of strong agent mvoivement and angomg training.

2) A decision to devote adequate resources to marketing and advertising is paramount,

Marketing should not be seen as an extra, but as a vital piece of a successful program. If
possible, professional marketing should be considered in order to reach as many potential
small empioyers as posszblc, since program strength will depend upon volume.

3 Prog?ams that are in still in the beginning stages of planning must have access to
development funds (i.e., state grants) similar to those made available to the earlier alliances.
Even though many legal issues have been addressed by other alliances, each alliance is

" unique and must develcp its own legal and actuanal sfmcmres m order to dehver a pian to

. . market.

4} A final issue that will require scrutiny, energy, and financial resources is maintaining a
strong stop-loss fund. With a current value of $1.7 million, it could quickly become
swamped or expended. Passage of the 2003 law allowing prwate contributions may address
this concern. :

As Minnesota’s efforts at developmg regional purchasing alhances unfold, other states will
likely be watching, Regional health care purchasing alliances may or may not ultimately be
the model that succeeds. But Minnesota’s health care purchasing alliances are making a
serious attempt at crafting the kind of innovations that will lead to long-term success.




Introduction

In 1997, the Minnesota legislature passed the Commumity Purchasing Arrangements
Act (Minnesota Statutes, Section 627T), authorizing the formation of alliances among small
Minnesota employers, including businesses of one, to pool the purchasing of health care
services. This innovative piece of legislation was in response to a2 concern among

mpoiiz.:.yr“n;k.éfs aboutthe ever-mcreasmg number of uninsured and underinsured people, n.zost.
notably in rural areas of Minnesota, where small businesses and farms predominate.

In 1999, and again in 2001, funds were appropriated to assist in the development of
these regionally-based health care purchasing alliances. In mid-2003, these alliances have
achieved varying degrees of progress in their efforts. The first health purchasing alliance
product was introduced into the market on January 1, 2003, and several more regional
products are expected within a year.

This report will discuss and analyze: 1) the issue of uninsurance and underinsurance,
and its péﬁi_cuiiarl-sigﬁiﬁéaﬁéé-for rural Aﬁiéﬁca and rurai Minnesota, 2) éﬁ‘oﬂs tb -.devclép
health care pﬁchasing alliances in other states, 3) the history and development of each of
Minnesota’s regional health care purchasing alliances, and 4) the current status of each
regional program. Finally, it will attempt to glean lessons learned from Minnesota’s regional
efforts thus far, and consider recommendations or modifications to programs in Minnesota as
appropriate.

Background

The issue of affordable, accessible health insurance coverage has become an
important component of recent health care debates. The statistics regarding ever-increasing
health care costs and health care premiums are known not only by researchers, but by

employees, who have watched their take-home pay dwindle as their salary increases are
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eliminated and exceeded by rising deductions for bealth insurance coverage. And they are
the lucky ones. In a system of empldyer—pmvided health insurance coverage, those in low-
paying jobs, and those who are unemployed, underemployed, or self-employed, are
increasingly unable to qbtain or afford any type of health insurance. Meanwhile, small
employers a.re. increaéingfy unable to afford skyrocketing premium costs, further causing the
" numbers of uninsured to rise. All of this places a burden not only upon individuals and
faz_n_ﬂ_iés, but upon the entire heaith_ca_lje s_ygtem in the form of uncompensated care, which
p_rdx}idér_s mustabserb Public p‘r&;m, _wﬁ_iéh are in__périi due to budget shortages, have
also proven madequazem édéreséiﬁg the issue.

Health iﬁsuraﬁce m Rura! America

Data from the national Current_Popuiation Survey (CDC, 1995) showed that between
1990 and 1995 the number of persons in the United States under age 65 without health
insurance increased from 34.7 to 44.3 million, a rise from 13.9% to 16.3% (Pol, 2000). The

1ssue ofan i_:nc:ea_s_'i;zg:h.iitqb.er?c_)f .unim_lisz;d Amemans:s f.':_ommdzi_t_q both urban and rural -
ai’eﬁs. ".H.c;';ifé;f.f:r, m the &bateg and.iﬁ.scﬁssions fhat 'ha'v.e; tékén place by ;ﬁoiibsrmakers who
have begun to attempt to understand the problem, inadequate attention has often been paid to
the uninsured in mral Ameri:ca, and to how their needs may differ from those of the
uninsured in urban areas.

Because the rural economy is generally supported more by small businesses and farm
businesses, dispropertionately more rural residents rely on individual plans or coverage
purchased through small employers than do their urban counterparts. Rural employment is
more Hkely to be in firms employing fewer than 10 persons (40% vs. 31% in urban areas),

self-ernployment (16% vs. 9%}, or agriculture (7.6% vs. 4%)(Pol, 2000).
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Table 1. Sources of. Emio mertt Urban v. Rurat

Typeof Employment " Rural . " Urban
Firms employing fewer | 40% 31%
than 10
Firms employing 1,000 21% 25%
or more
Self-employed 16% 9%

The implications of these statistics are: 1) average income is likely to be lower for
rural residents; 2) because of the predou_zinance of small employers and self-employed in
rural America, rural rcSi&ents are dispr_c;portionately cut off ﬁ'om oppox;t_unities to. participate
in large-pool health insurance purchasiﬁg, with its economies of scale and risk manage_inent
capacity; 3) these residents are likely to pay more for their health insurance than urban
residents, and to have to settle for high deductibles and/or less coverage; or 4) they may not
be offered (or able to obtain) any insurance at all. The Kaiser Family Foundation 2002
Employer Health Benefits Survey reported that only 55% of the smallest companies (3-9
_workcrs} reponmg offered health insurance to ﬁmployees compared w1th 88% for busmasses

'mth 25~3- employecs and 99% of ﬁrms w1th 200+ cmpioyees {see Table 2).

I Benefits

-‘Percemage aﬂ‘ennﬂ hea{tkﬂbemgﬁzs

: 55% :
74%
25-49 88%
50-199 96%
200+ 99%

Kaiser Family Foundation, 2002
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The report points to the drop in the number of very small employers offering coverage
(down from 60% in 2000} as an indicator that, as health insurance benefits continue to
increase, they may be becoming more costly than small employers can afford.

Health Insurance in Minnesota

Nearly 75% of Minnesotans receive coverage in the private market through
* employer-based health insurance, while almost one-fourth of the population participates in a
public program, such as Medicare (13%), Medicaid (5.9%), MinnesotaCare' (2.4%), and
General Assistance Medical Care (GAMC) (0.5%). Minaesota’s uninsured rate in 2000 was
3.3%, down slightly from 6.0% in 1993 (Heaith Economics Program, 2002b).

In 2001, about 68% of all Minnesotans had health insurance coverage through an
employer. However, according to a 2002 survey of private businesses, only 49% offered
health insurance coverage. When that number is split between urban and rural, it is clear that
rural Minnesota is at a disadvantage, Fifty-six percent of private businesses in Twin Cities
) off;red coverage m _20_1_}2__, _coz_r}pared with 39% in mz_'al_Mjnne;sota - a nearly 20% difference
(Health Economics Program, 2003). |

Confirming the findings of the national Kaiser survey, this study found that smaller
firms in Minnesota were less likely to offer coverage than larger firms. Only 36% of firms
that had fewer than 10 employses reported offering insurance to employees, while 92% of
firms of 200 or more provided health insurance benefits.

The uninsured. Based upon data from the 2001 Minnesota Health Access Survey,
almost one fifth (23%]) of Minnesota’s uninsured had access to coverage through their

employers in 2000 but were not enrolled. More than half (56%) of that aumber reported that

! MinnesotaCare was founded in 1992 as a state-subsidized health care program for people whose
empioyers do not offer health insurance, or offer insurance but pay less than 50% of the monthly
premium (DHS, 2003)(Minnesota Statutes Chapter 2561, 2002).
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they declined enrollment because they could not afford their share of the premiums (Health
Economics Program, 2002a). Moreover, Minnesotans are ineligible for MinnesotaCare if
their employers offer to pay for 50% or more of the total premium cost for employer-
provided health insurance (Health Economics Program, 2002a). The resuit is that, while they
may be unable to afford private employer-based coverage, they are also locked out of -
eligibility for MinnesotaCare.

Gepgraphic differences. While Minnesota has one of the lowest uninsurance rates
inthe iaa_tio# (5...4%) {H_éalth Economics Program, 2002h), certain rural counties in the state
experiencé much highe% uninsurance rates than the state average (Mahnomen County, 13.5%;
Cass County, 12.5%, Clearwater County, 12.2%). The counties with the highest uninsurance
rates tend to be i the north central, west central and headwaters areas of the state. As
expected, counties with poor economic conditions, higher percentages of people of color, and
few 1arg§ employers have higher uninsurance rates. Interestingly, those counties with large
elderly po_pgl__aftfgns seem 10 .1_;av¢"lo}y:nninsuran¢:e_ _fatt_:_s;' high Medicat:_coverqgé is the likely
eﬁiala.natio.hz{}'i.[ééith Ecéh&nﬁéﬁ Pibgr&m, ZDOZIC)'. | |

The predominance of small employers and self-employed individuals (and
correspondingly higher rates of -uhinsurance and underinsurance) in rural areas suggests that
strategies for increasing rates of health care coverage in rural areas must be targeted toward
these groups.

Small Employer Purchasing Alliances

Referred to by a variety of names — small employer purchasing pools or health
insurance purchasing coops or coalitions — health care purchasing alliances are one way to
support the small employer trying to provide insurance for its employees. These alliances

attempt to address problems unique to small employers, such as high premiums (due to the
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inability to spread risk or take advantage of economies of scale), limited choices of health
plans, and an inability to negotiate béneﬁts packages with insurers. Employers who
participate in purchasing coalitions hope to spread financial risk, achieve economies of scale,
manage relationships with insurers, and increase purchasing power.

A review of other states’ efforts to build health insurance purchasing alliances reveals

that programs have generally met with mixed success. Four states have attempted small
empioyer purchasmg aihances and have had foilowwup studles doue Cahfon:w Connecticut,
Fionda, and Texas A st!.xdy of the Cahfomaa Connecticut and Flonda programs done by
Kahn and ?oliack through Pro;ect HOPE n2001 conclu&ed that, while there were some
henefits, these programs did not reduce small-group markét health insurance premiums, and
they did not increase the number of small employers oﬁ’en'ng health insurance to their
employees. They did, however, permit employers to offer greater choice in the number and
types ofpiéns.

- '_'Cal;famfa S L el e
A sxngle ongmaliy state«sponsored aihance ::he Healtb Insurance Pian of Cahfomxa
(HIPC) was formed in 1993 toserveasa statewxde purchasmg alliance for small firms
.(defmed as between two and 50 empioyees no busmesses af one were mciuded) HIPC
served as an. mtermedxary between 19 participating health plans and 137 {}GD workers and
dependents {Yegian, Buchmueller, Robinson, & Monroe, 1998; Kahn & Pollack, 2601). In
1997, HIPC offered standard benefit packages, initially with slightly advantageo_us premiums
($130 alliance v. $154 non-alliance). After studying five years of operations of the .H_I?C,
Yegian et al. concluded that voluntary purchasing alliances were not the solution to the large
and growing problem of the uninsured in California (1998). The vast majority of the firms

that enrolled in HIPC had already been insured, indicating that its features were not
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appealing enough to attract small firms that had not previously offered insurance to their
employees (only 2% of small employers in the state participated). Also, in a move to save
administrative costs and keep premiums down, the initial HIPC structure and compensation
plan left out insurance agents, alienating them and creating animosity, thus adversely

affecting growth. Many agents saw the alliances as a threat to their businesses and refused to

- promote the alliance products to employers. Third, there were limits on provider

org_gn_izatiogs_,- thch Iim;'.t@d_ﬁ‘eedom__of choice for the consumer, and may have negatively
affocted grawth as well. Finally, with 19_he£1_th plans initially participating, there were not
enough'i.ﬁéiv:idl_ials parﬁ-éipating in each ﬁian to creafe volume and keép pricés law,
Economies 6f écale that were expected to drive down costs never materialized,

In 1999, according to the original authorizing legislation, HIPC was privatized. The
Pacific Business Group now operates HIPC under the name PacAdvantage. While current

market share numbers are unavailable, it claims to be the country’s largest non-profit health

 insurance purchasing pool. It now offers plans ranging ‘from $151/monith for an individual to-

§543/month for standard family HMO coverage. It still excludes emﬁioYérs of one from
participating {Pac;'ﬁc Business Group, 2003).
Connecticut

Tﬁé Connecticut plan, called Health Connections, was sponsored by the Connecticut
Business and Industry Association (CBIA), and was open to all small businesses in
Connecticut with three or more employees. In 1997, it offered employers a choice of 16
options - four insurers, two plan types, and two benefit levels - and its premium cost was
essentially no different from comparable products ($188/month alliance for individual
coverage vs. $189%/month non-alliance). The Connecticut alliance recognized the importance

of agents to the success of the plan and tried to develop good relationships with agents, even
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establishing an agent advisory board. In fact, in contrast to California, Connecticut required
employers to work with agents. In spite of these positive relationships, the Connecticut plan,
like the California plan, was unable to achieve significant market penetration by 1997 (only
6% of small employers in the state participated), The likely factor, according to Kahn &
Pollack (2001}, was the cost issue.

In 2003, CBIA still had two products for small employers and offered a choice of five
carriers. It also offered two pricing structures: Health Connections 3-50 for employers with
between 3 :aﬁd 50 émpiqyees, and Hééifh .Connectious 51+, for employers with between 51
and 100 emﬁloyeeé. One and hwo~per§on businesses renﬁéiﬁ ineiig.ibie‘ Rates for coverage
ranges from $154 per month for single coverage to three or four times that for family
coverage. Rate structures are also dependent upon which of four areas of the state that the
enrollee lives in; all areas are covered. CBIA currently has 4,000 small employers

participating (CBIA, 2003).

rids

The Florida plan; kxio% as Fioﬁéa Commumty Health ?urchasﬁig Alliances
(CHPA), was smmtured as 11 area CHPAs, each a separate private nonprofit organization.
These weré begun with seed money from the stéts and ?ui;ctionéd_ﬁnder a state ;:hmer with
state agency oversight and management. All employers had to enroll through an agent. Like
Connecticut, the premium difference between alliance and non-alliance plans was not
advantageous; in fact, premiwms under the alliance plans were slightly more ($155/month
alliance for individual plans vs. $151/month non-alliance). In 1997, those employers
participating in the alliance totaled only 5% of all eligible small employers in the state (Kahn

& Pollack, 2001).
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In October 1998, the Florida legislature’s Office of Program Policy Analysis and
Government Accountability released a report on the CHPAs. The report found a number of
barriers to the CHPAS’ success, such as the inability of CHPAS to negotiate the most
competitive plans, and low agent commissions. With diminished purchasing power and poor
agent participation, enrollment fell and the participating carriers eventually withdrew. The
 report concluded that the law should be changed to allow individual CHPAS to negotiate
directly with health pis.ns in order to offer competitive products and prices (Florida
Legislanie, 1998). e

Asa résﬁit of the_program’s_léék of success, the 2000 Florida legislature repealed the
CHPA legislation, and in October 2000 a new law went into effect authorizing a single health
insurer to issue a group policy to a single small employer health alliance. The individual
CHPASs could contimie as non-profit entities, but would be unaffiliated with the state (Texas
Department of Insuraﬁce, 2001).

" In'1995, Texas began a statewids program called the Texas Insurance Purchasing

Alliance ('I"I,PA) Like California, T-e:_cas had a “guaranteed issue” provision requ_iﬂng
insurers to 'p:rovidé_ covefage to all employer groups regardless of the health condition of
group members. In order to reduce co.sts, TIPA initiéﬂ& marketed its plans directly to
businesses, bypassing insurance agents. Agent commissions were eventually paid in an
effort to reach more employers; however, the commissions were limited and attracted few
agents to market the plans. In addition, the program’s advertising budget was inadequate
(Texas Department of Insurance, 2001).

Designed for 2-50 employees, at its peak it covered 13,000 people (Texas Department

of Insurance, 2001). TIPA, like Florida's program, dissolved in 1999. In addition to the
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problems with agent participation, researchers found that agents directed young, healthy,
low-risk groups into private plans they represented and directed costly, high-risk groups that
had individuals with pre-existing conditions into the TIPA plans, Over time, the high
proportion of high-risk members caused premiums to increase significantly. Eventually,
carriers dropped out of the alliance and it folded. This phenomenon of adverse selection is
 Sometimes referred to as the “death spiral”
ﬁLe&sans Learned from Other States

The conclusions of the HIPC California study (Yegian, Buchmueller, Robinson &
Monroe, 1998) and the Project Hope study of California, Connecticut, and Florida (Kahn &
Pollack, 2001) were that small-group purchasing alliances did not entice more small-
businesses to offer health insurance, and consequently, did not increase rates of health
insurance provision for their employees. Both concluded that these programs were unable to
obtain the critical mass of small employers needed to provide negotiating leverage with
providers, }x{hic@_'wouie:i*hgve resulted in _lqwg_r_ premiums, high i_eveis of be_neﬁts, and, thus,
further market share |

Kahn & Pollack (2001) suggested certain factors that could favor the future success
of health care purchasing alliances: 1) allowing individual alliances to negotiate directly with
carriers to encourage competition and obtain lower prices, 2) attracting greater market share
by establishing and maintaining full agent cooperation, 3) changing regulatory mechanisms
to allow more flexibility, and 4) providing substantial public subsidy support.

The Texas study echoed the Kahn & Pollack recommendations and further
recommended: 1) that alliances should place limits on both the number of plans and the
number of carriers and 2) that additional funds be made available for marketing and outreach

to small employers. Brandel & Pfannerstill, in their 2001 report to the Arizona Health Care
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Cost Containment System Administration on efforts in California, Florida, and other states,
stressed the importance of a large enrollment base for long-term viability. Larger
enroliment, they stated, is crucial to attracting health plans, achieving economies of scale,

mitigating adverse selection, and increasing negotiating power.
Minnesota Employer Insurance Program

Minnesota’s current regional purchasmg aihance program is ﬁot the first attempt at
providing a program to help Minnesota’s small employers. The Minnesota Employess
Insurance Program (MEIP) was established in 1993 as part of the 1992 MinnesotaCare heaith
care legislation (Minnesota Statutes, Sec';iﬁn 43A, 2002). It was intended to be a statewide
program to provide employers with the advantages of a large pool for insurance purchasing
and was administered by the Department of Employee Relations (DOER).

The program was zbolished in 1998 after an impact study prepared for the Minnesota
Legislature by DOER (DOER, 1998). The study concluded that MEIP was not financially
vmbie Several reasons were cited, Fi irst, pa:rfacxpaung health plans used *worse case”
assumptions in ratmg MEIP’S emp%oyer groups, resulting in h;ghcr than market premium
rates and putting the program into a downward spiral. Second, the program offered a choice
of muitiple health plans, driving up administrative costs, Third, the program initially was not
marketed through insurance agents, and subsequent commissions paid were viewed as too
low; agents had little incentive to market the program and the relationship with brokers
suffered.

Minnesota has had the benefit of learning from other states’ efforts at developing and
maintaining health care purchasing alliances, and has taken its own lessons from the demise

of MEIP. The resulting design of Minnesota’s regional heaith care purchasing alliance
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program may, in the end, make it a win for Minnesota’s small employers and their

employees.

Health Care Purchasing Alliances in Minnesota: History and Legislation
The health care purchasiz_:;g alliance movement in Minnesota began in the mid-1990s,

following other widespread health reform efforts zhat took place eariier in the decade. The

biggest such reform was the 1992 establishment of MinnesotaCare, a staxe*subs;dmed health
care program for Minnesota reszdents thhcaut health msurance (anescta Statutes Chapter
: ZSGL 2002) Any mdmduai is ehgibie for anesotaCare if they meet income gmdehnes
| and if their empioyer does not offer health insurance or offers insurance but pays less than

50% of the monthly premium (DHS, 2002).

The Drivers
The major driver behind the development of health care purchasing alliances in

Minnesoté hé$ been Advocates for Marketpiace Options {AMOM) a coalition of health care
| EIprowders and busmess representanves, founded in 1996 Its mxsszon has been to crcate more
optmns far commumty health care prowdf:rs and sznali busmess purchasers of health care
(AMOM, -21){)313} ' AMOM is guided by these principles: 1) mainstreet businesses and farm
families should be a]iowed t0 form ail:anccs to purchase’ health care services directiy from
local health care prov:ders (hosmi‘a}s, cltmcs, and health professmnais), 2) health care
providers should be allowed and encouraged to work with communities; and 3) community
needs and resources should be a focus for government and for health plans,

In 1996, AMOM began working with commmunity groups to assist them in the initial
stages of planning for regional health care purchasing alliances, and in 2003 it continues to
provide technical assistance to the alliances and to advocate on their behalf at the state

legislature and with administrative agencies. This broad coalition-type approach appears to
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be a unique factor in the development of Minnesota’s health care purchasing alliances. (The
four other states’ programs were all initiated and administered by statewids non-profit or
public organizations.) This may be the one factor that stands out if Minnesota’s program
proves viable in the long term.

The political will for exploring health care purchasing alliances did not come from

AMOM szlone. InNovemberlS}QS,theMnnesota Policy Blueprint, a comprehensive study
of Mumesota government pubhshed by the Center for the American Expenment, a
conservatwe thznk tank recommendcd a returmn to comxnumty—~bascd heaith care delivery.
Spec;ﬁcally, it recommended regional coalitions of providers and employers. Further, it
suggested thét regional purchasing ailiances be explored nationally, and ﬁat they be aliowed
to cross state lines.

In his 2002 gubernatorial campaign, Governor Tim Pawlenty named the rising cost of
health insurance as one of his top health concerns. In an October 2002 article in Minnesota
Physzczan hlghhghtmg candxdates posmcns Pawlenty stated that “m order to mcmase
competitzon and make bealth care insurance more affordable and accessable 1 support
legi_s_lat_ion to encourage and enable more small businesses and individuals to form and join
pﬁrcﬁasing pools.” (Minnesota Physician, 2002). Governor Pawlenty’s concern and policy
recommendation would seem to bode well for public support of the Minnesota program as it
unfolds.

Legisiative History

After a DFL-sponsored bill to begin the process of local health care purchasing was
vetoed by Governor Carlson in 1996, a bipartisan bill, which expanded on the earlier attempt,
was presented in 1997. In spite of vehement opposition by the Minnesota Council of HMOs,

the bill passed and was signed into law (AMOM, 2002d). Minnesota Statutes Chapter 62T,
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also known as The Community Purchasing Arrangements Act, was thus born (Minnesota
Statutes Section 62T, 2002). Further technical enhancements to the act were passed in the
1998 and 2000 legislative sessions. This law allows small businesses to join together to
negotiate benefits packages from health care insurers.

Minnesota’s law, unlike those of other states, allows purchasing atliances to include
employers of one; as of this writing, no other state has adopted this provision.

The 1egislation also izltroduced the Accountable Provider thwork (APN) option,
wh;ch allows groups of commumty physaczans and other health care prov:ders to directly
contract thh health care purf:hasmg alliances to provide services and beneﬁts packages. This
model is different from traditional health care products because employers are allowed to
share risks with the local providers. The law also aliows the commissioner of health to grant
waivers for requirements otherwise imposed on health plans in the areas of solvency
rese.rves,'qnalits?'assumnce, marketing, and financial reporting (AMDM, 2003a)(Minnesota
i :Statutes Sectton 52’1‘ 2002) o o o

| In 1999 the Minnesota 1egxsiamre approynated funds to the Department of Health to
support the development of the first regional health care purchasigg alliances in Minnesota
(Minnesot;a Sesgiéﬁs Laws, 1999}, A two«’yéér $100,000 start-up grant was made to each of
the two gré_ﬁps m the SOi;thwcst and northwest regions to coordinate the development of
alliances in their regions: one to the Southwest Regional Development Commission and the
other to the University of Minnesota-Crookston,

In 2001, one-year, additional $50,000 grants were extended to the two original
grantees in order to complete their projects. In addition, a one-year $50,000 start-up grant
was made to the Arrowhead Regional Development Commission to support the development

of a northeast Minnesota purchasing alliance, and a two-year $100,000 start-up grant was
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made to the Brainerd Lakes Area Chamber of Commerce to support a north central
purchasing alliance (Minnesota Session Laws, 2001).

By 2001, the regional alliances in the southwest and the northwest, with the help of
actuarial consultants, had identified a problem with the issue of risk when recruiting
enrollees wl;o had previously been uninsured. Actuarial studies showed that those without
insurance for a long period often had pent-up medical needs, and thus used many services in
the mmai penod aﬁer recemng insurance. Both of these rf:glonai alliances were told that
pwmmm ratcs could spiral upward 1f they recrmtad currentlywunmsured businesses and farm
fazmhes, thus .-pl_acmg pressure on other pammpants. Still; the leaders of the purchasing
alliances ’beiie:?ed in the importance of decreasing the number of uninsured, citing both social
and community economic reasons for this position (AMOM, 2003d; Office of Rural Health
& Primary Care, 2003).

In ra:spons;e,: the 2001 legislature enacted legislation authorizing the Purchasing
:Alhance StOp Less f?ﬂot Pro_;ect m northwest, north centxai and southwsst anesota, and -
a;apropnatmg 51 7 mxihou to fund the stop-ioss fund. Thas fund allowed health plans
cantracimg with a rural health care purchasmg alliance to receive rembu:sement from the
fund for 90% of: the ;zarnon of any en:oiiee s claims between $30,000 and $100,000 per year
(anesota Session Laws 2001), thus mitigating an insurer’s high medical claims that fall
under the $100,000 minimum for commercial reinsurance benefits. This measure addressed
the actuarial likelihood of higher initial medical claims of previously-uninsured individuals
and families. A qualified employer under this law must have between one and 10
employees, and must not have offered employer-subsidized health care coverage for which it
paid 50% or more of the cost to its employees for at least 12 months prior to its joining the

purchasing alliance.
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This provision, which follows the recommendations of the Project HOPE study,
appears to be another significant difference between Minnesota’s plan and the programs in
California, Connecticut, Texas, and Florida. It communicates the social and economic value
that Minnesota places upon protecting health care purchasing alliances by removing most of
the risks associated with bringing in enrollees that have been uninsured for some time. The
* economic benefit to rural communities and their working families is considered to outweigh
the costs of providing this public reinsurance program; this could be a critical factor in its
long-iez;n succéss. '

Adﬁi-tional legislation in 2002 modified a previous statute on health maintenance
organizations (HMOs) to permit five HMO rural demonstration projects to “extend coverage
to a health improvement and purchasing alliance coalition located in rural Minnesota”
{(Minnesota Session Laws, 2002). This special legislation was a necessary and timely
response to a specific issue that arose in the northwest region (and which will be discussed
tater), but which may have iznpiica__t_icjns_ _fo_r o_the: r;gion___s as wgl_i_.

Pendtﬁg Leg}iglafian

Efforts spearheaded by AMOM are underway in the 2003 legislative session to allow
the cornmissioh_er of human services, who administers the stop-loss fund, to accept grants
from other public or private entities for the purpose of expanding the fund (Minnesota
Senate, 2003). This legislation has passed both houses and is poised for signature by
Governor Pawlenty.

Minnesota’s Regional Health Care Purchasing Alliances

Four of Minnesota’s regional health care purchasing alliances benefited from grant

appropriations in 1999 and 2001. Details regarding their formation, structure, progress, and
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barriers to progress will be discussed below. Other regional groups are beginning
discussions of health care purchasing alliances; those efforts will be described below as well.
Southwest Health Care Purchasing Alliance: Prairie Health Care

The Southwest Health Care Purchasing Alliance began in 1999, after receiving a two-
year $100,000 start-up grant from the Minnesota Department of Health (MDH) (Minnesota
Session Laws, 1999). According to the files maintained by the MDH Office of Rural Health
and Primary Care (2003), the Southwest Regional I)evelgpment Commission, the lead
oiganizé:;ioﬁ a;nd. g:éﬁiée, ggth;rea.represematives from the. ﬁine_most southwestern counties
in Minﬁégota to form a board of directors and begin the work of planuing its health care
product, including structure and administration, by-laws, benefit design, exclusion and
limitations, cost-sharing, eligibility, provider network relationships, and pricing. The board
hosted a set of community forums, and gathered input from local employers about the
possibiiity of a joint purchasing arrangement. By the spring of 2000, it was clear to the
_boér'c_i that'a sux;s(ey of small busi__z‘tgsse's-would ;‘t_s_s_i_st_ in pia‘nnigg the program, and a joint
'ef'fort..&im the ncr'thwes't.";.miéhe.xéing aﬁiaﬁbe was iﬁii:{ated.

Survey Of_ smafl employers. In the summer of 2000, as part of a collaboration
émong the Univéfsity of Mimésé_ta’-s Carl#bﬁ School of Ménagement, AMOM, Minnesota
Medical Group Maﬁagers Association, South#_est Regional Development Commission, the
University of Minnesota-Crookston, and the Center for Rural Policy and Development, a
survey was mailed to businesses and health care provider organizations in rural southwest
and northwest Minnesota, The survey asked questions about health insurance, access to local
health care providers, provider payment and service trends, and collaboration among and
between local businesses and local providers. The March 2001 survey report indicated that

48% of businesses with 10 or fewer employees did not offer health care coverage.
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Moreover, small businesses reported a decreased ability to recruit and retain employees
because of their limited ability to provide and pay for health care coverage {Connor, 2001).
The survey was an important planning tool for both the northwest and southwest alliances as
they moved forward.

By the spring of 2000, the board entered into discussions with Blue Cross Blue Shield
of Mﬁﬁésofé (B'éBS) and Sioux Valley Health Plan in Sioux Falls, South Dakota (Sioux
Valley) regardmg administration of the proposed health pian Severai months later the
board dacxded to proceed in negotxatmns thh Smux Valley after BCBS encouraged the
' -group to ahandon the purchasmg alkance efforts and focus instead on consumer
wellness!educatzon wn:h financial support from the BCBS Foundation. Part of the issue
driviz_l_g _th_is r_ccornmendation was concern over how to include farm families and businesses
of one. The alliance and Sioux Vailey struggled with this same issue over the next several
menths By November of 2000, AMOM racormneaded that changes o state regulamons be
_-cons;ldered i oz'der to make it p0551b1e for the pmgram 0 work fcr farrn fam;hes and
' businesses of one. In AprtI 2001 ‘after contmued negotlatmns regardmg employers of one,
Sanator She1ia Klscaden {IR—Rochester) met thh the group and expressed her interest in
resoivmg the issue through ieg;slatwe means ’I’hese chscussmns contnbuted te the passage
of the Purchasmg Aihance Smp Loss Pilot Project (Minnesota Sessxon Laws 2001)

Contract negotiations. In May 2001, the board projected a tentauve product launch
by October 1, 2001. By July, a draft master contract with Sioux Valley was completed, and
the name of the alliance was changed to Prairie Health Purchasing Ai_iiance. The health care
product was named Prairie Health Care,

In September 2001, the Alliance entered into a second grant contract with MDH for

$50,000 in continuing development support. Negotiations with Sioux Valley continued into
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January 2002, with the following “dealbreaker™ issues remaining: 1) counties of licensure -
Sioux Valley was not licensed in Redwood County; 2) a target launch date — Sioux Valley
was still concerned about admitting businesses of one; 3) annual premium increase limits;
and 4) network providers — the contract and the purchasing alliance needed to either protect

providers that were not affiliated with Sioux Valley Health System or prevent Sioux Valley

from denying claims for these providers without cause. The board took the position that all
providers in the area should be included (Office of Rural Health & Primary Care, 2003).

By Aprii_.Zf)OZ, three of thé issues had been res:o'l:v:ed. Sioux 1‘:;f'a.ﬂey obtained
licensure in Re&ﬁdod .County, The alliance was considering adding language that would 1)
limit businesses of one to a specific percentage of the total, and 2) limit the annual
enrollment period for businesses of one to a set number of months per year. The third issue,
premium increases, was limited to 15% per year. A product launch target date of no earlier
than July 2002 was established (Ofﬁqe qf Rural Health & Primary Care, 2003).

' .:Oniyﬁoﬂe_: ‘.‘dgaifbl;ga_.ker”_ issue ic_:_:x_aa_'_ing'd mthe ;neg@ﬁatiﬁns:: th'f_:_prpfvic_i_er network
issues. A‘I‘é;era'ﬂéai.th, a\.'c;sn.lpeting"s'ysteni of hospitals,:'c.:ﬁn'ics, and héa'it:h plané, an& Sioux
Valley’s major competitor in southeastern South Dakota and southwestern Minnesota, ran
three hospitals in the southwest region, in the communities of Tyler, Ivanhoe, and Pipestone.
In each of these communities, there were no providers available other than the Avera
affiliates. In January 5, 2003, a representative of the Prairie Health Alliance claimed that
“Avera is refusing fo participate because it doesn’t want to help its competition, Sioux Valley
Hospitals & Health System, which is cooperating with the alliance” (Howatt, 2003). The
alliance petitioned the Federal Trade Commission (FTC) and the Minnesota attorney general
to attemnpt to force Avera to participate. Neither the FTC nor the aftorney general took

action.
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Current status The provider issue remains unresolved as of this writing (May 6,
2003). Although the alliance had stated publicly that it would offer a plan by March 2003 if
no deal was reached with Avera (Howatt, 2003), the dispute has apparently delayed the final
product. According to Robin Weiss of the alliance, the board has decided that if the issue
cannot be resolved by July 2003, the revised date of product launch, the alliance will go
 forward without the Avera providers, and attempt to bring them in later (R. Weiss, personal
communic_a_tieﬁ,_ April 3, 2003). Thg parties are currently considering revised contract
language that wﬂi resolve the issu_é.; a}nd '5 prompt resolution is anticipated.

The alﬁince recently reéeivcd approval of its three benefit plans and premium
schedule from the Minnesota Department of Commerce. Application for state approval of
the plans for an HMO demonstration project was anticipated for submission in early April of
2003, and approval was expected shortly thereafter (R Weiss, 2003).

The products will only be available through agents of Great Plains Insurance
N ._Qrpkera_ge'_._'l_bca"ted in Sioux Faﬂs,South Dakota; three training sessions _fo'r brokers are
Pia;ahéé for iﬁe Sﬁmxﬁer of 2003 e o

The alliance is hoping to enroll a minimum 1,000 insured members within the first
year of operatigﬁ.

Northwest Health Care Pbrcﬁas;iﬂg Alfiance: RuralCare Partners

In 1994, the Northwest Minnesota Civic Health Initiative was organized as an
*Active Citizenship” demonstration project, one of several projects designed to provide an
opportunity for citizens to actively engage in work on contemporary civic problems. The
initiative, a bipartisan effort led by Senator Roger Moe and Lt. Governor Joanne Benson,
organized civic forums on rural health care that involved local governments, health care

providers, educators, helping professionals, and others.
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In 1999, in recognition of the work of the Northwest Minnesota Civic Health
Initiative, a two-year $100,000 grant for development was awarded to the extension program
at the University of Minnesota-Crookston (Minnesota Session Law, 1999), which provided
initial organizational support for the alliance.

The seven counties involved in the development of the purchasing alliance - Kittson,

‘Lake of the Woods, Marshall, Pennington, Polk, Red Lake, and Roseau - have a combined
popula’ti_on of 86,000, _with a 2001 uninsurance rate ranging from 2.5% (Roseau County) to
93% (Marshaﬁ County), and averaging about ‘?%_(I—Ieaith Economics Progr}:i;xi:t,_ 2002b). This

is an area of sparse population, with an economy based primarily on agriculture and natural

resources.

In the fall of 1999, 27 people from these counties met to create goals, guiding
principles, and an organizing framework for a purchasing alliance. During the month of
October, community meetings Were.he_ld in six communities and attended by 100 people; out
. ofthose meetmgs, 30 people vbﬁzﬁiéé{&d to become involved in planning. A Nci__x‘thf&ycst
Purchasing Alliance (NWPA) 14-member board was elected in February 2000. This board
had .;gp:gsent_atives from all seven counties and included farmers, small business people,
mdnstzj' :representaﬁ?és, bankers;, insui‘aﬁce agents, eduéatérs,' health care providers,
uonprbﬁté, and representatives of local government. Formal documents of incorporation
were filed in March 2000. The ambitious target date for offering health care coverage was
January 1, 2001.

The board held monthly meetings throughout 2000, with a focus on product design
and marketing strategy. Three committees were formed to 1) develop a wellness component,
2) explore options for product identity, and 3) refine the product design. The NWPA

partnered with the southwest alliance, the University of Minnesota’s Carlton School of
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Management, and the Center for Rural Policy and Development to conduct the previously-
mentioned survey of businesses and health care providers in the two regions. The study
reinforced the need for new options for health coverage (Center for Rurai Policy and
Development, 2000).

Additional grant funds of $50,000 were appropriated in 2001 by the state legislature
 to help the northwest region complete ifs work. However, i the fall of 2001, the NWPA
experienced a setback. The Northwest Regional Healthcare Alliance, a network of providers
in the area that had been in discuss_ior__zs .‘_x.rith the alliance, decided to end the talks, leaving the
alliance with no insurer. The board immediately voted to meet.with George Halverson, CEOQ
of HealthPartners, to explore the idea of pursuing a parmership. A meeting with Senior Vice
President Ted Wise on January 22, 2002, began the relationship that would eventually
become formalized (Office of Rural Health & Primary Care, 2003).

Small employer health coverage survey. Between December 2001 and February

. 2002, ﬂae_Univeifsity of Minn’e:_sohﬁ;b’dks’tdn condugtéd a survey on behalf of the alliance to

stﬁ&y health café cé've'rage pi-é\fideci by small employers in the region. The results supported
the 2000 larger regional survey condu;t_ed by the Center for Rural Policy and Developmenit.
The survey found that ovef half of respéﬁdents were considered small (2-50 employees).
Thirty-seven percent of respondents were businesses of one. Responses indicated that only
44% of the small businesses surveyed offered any form of health care coverage to their
employees. The 2000 survey indicated that 48% of businesses did not offer health care
coverage,; the northwest follow-up suwrvey indicated an merease in this number to 56%.
Furthermore, over haif of the businesses reporting had experienced premium increases of 10-
35% from the previous year, and thus needed to arrange for reductions in covered services,

higher deductibles, and/or bigger co-payments to contain premium costs, Finally, 11% of
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businesses that offered employer-sponsored coverage at the time of survey said they planned
to drop it within one year (University of Minnesota, 2002). Northwest Minnesota was
clearly ready for some good news.
HMQO rural demonstration project. By early 2002, it became apparent that
legislative and regulatory changes to existing HMO law would be necessaty in order to allow
| HealthPaxtncrsto become the heaith blan aéministfator for the aHianée. A biﬁ was
introduced m the Minnesota Senate to permit demonstration projects allowing health
mainten,aﬁce orgaﬁiizaﬁoﬁs to extend coverage to a health purchasing coalition “located in
rural Minnesota” (Minnesota Session Laws, 2002). With the passage of this act in April
2002, HealthPartners became the first health plan in Minnesota to receive authority to work
directly with a rural purchasing alliance. NWPA and HealthPartners began working on the
design of the benefit package.
By September 2002, letters were sent to insurance agents in the region, inviting them
*toan .i_z'_iﬁ‘o&i_z’ct'igi;::ef the .pfodugt,'Ruré-iC;ire Partners Health Plan. Agents were offered the
oppormﬁi;y to épply fbr agent contracts with HealthPartners and would be listed in an agent
directory for alliance members. Eighteen area agents participated in the training sessions.
{This move on the part of the alliance was responsive to some of the agent issues
encountered other states,) (Office of Rural Health & Primary Care, 2003).

In October 2002, HealthPartners staff and RuralCare Partners representatives
presented Commissioner of Health Jan Malcolm with a formal application for the HMO
demonstration project. The plan was approved by MDH, and soon thereafter, the alliance
began enrolling members for an effective date of January 2, 2003, Letters were sent out to
all eligible employers, and six employer informational meetings were held in two days. In

addition, presentations were made to the region’s hospital and physician clinic provider




Health Care Purchasing Alliances 24

groups, and contracts were signed with nearly all of the providers in the northwest region (D.
Larson, personal communication, April 3, 2003).

The product. The purchasing alliance wanted a benefits design that involved
consumers in the process and that created increased consumer awareness of costs. Instead of

a flat-fee co-pay, each insured was asked to pay a percentage of the cost of the services

(Beme &: Aébischer, 2003)

.gmployafs were asked to sign up through a RuralCare-affiliated agent for a three-year
commit.me.nt.. '*_“éforkiz.xg as a group o.*;fer a longer period of time...gives employers the
opportunity ;:o focus zoéetﬁer 10 impmvé health problems that are increasing...costs,” said
Lola Underdahl, purchasing alliance hoard member (Kirtson County Enterprise, 2002b).

Three benefit plans, which included various levels of coverage and deductibles, were
offered to employers of 1-50, aithough employers of one were limited to 10% of the plans’
total enrqiiment. '_The average 35 year old could expect to pay between $75-8122 per month
for an individual pian with the_-hi_gh’e__s_t _d:du_c_:_t’_ible and $145-5240 _for no deductible. -
Members werea551gned .to.a.. pntnary f.iar.e clinic, and provided cére within the HealthPartners
Network for primary, I_xospit_a!, specialty, mental health/chemical health, urgent care, and
chiropractic care. HealthPartners also sought coniracts with regional clinic and hospital
providers currently not in the network. Finally, a center for health promotion was established
to provide health and wellness information through a network of advisors, a patient education
resource catalog, weight-loss self-study courses, a web site, and a staffed phone line.

The northwest ailiance was included in the stop-loss fund legislation, allowing for
partial reinsurance for employers of 1-10 employees with individual annual claims of
between $30,000 and $100,000. As Brian Johnson described to the Kirtson County

Enterprise on October 23, 2002,
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The experts told us what we didn’t want to hear. They told us we should not try to
add uninsured people to our purchasing group or the rates for all employers might go
up. We said, if our working families can’t get health insurance, they may leave our
town, our schools and our labor force... We want our workers insured because it will
help this region economically.

As Scott Abeisher, senior vice president of customer service and product innovation
for HealthPartners, told the Enterprise, “If this project works as we think it will, the people
in this are will have greater access for very necessary health care” (Kittson County
Enterprise, 2002a).

Donna Larson, of RuralCare Partners, discussed the northwest alliance’s progress to
date (personal communication, April 3, 2003). According to Larson, the alliance expected
1,000 people to initially enroll. However, enrollment since January 1, 2003, has been
significantly slower than anticipated - only about 150 people. Larson acknowledged a

. _limit__ed niaf_l«__:eti_ng eﬁorts thus far, mainly attributed to the fact that one large provider, with
cliﬁjcs in tv?d cémmunitics, will niot enter the network until July 1, 2003. Because this
provider is not yet in the system, the alliance is unable to advertise that “all” providers are on
board. It has had input from employers that until that provider is part of the alliance, they
will wait to consider enrolling. Larson noted that marketing is key to enrollment, and until
the provider issue is resolved, a full-out marketing campaign would be counterproductive.
The alliance anticipates total enrollment of 2,000 people by January 1, 2004.

Central Minnesota Healthcare Purchasing Alfiance

The Central Minnesota Healthcare Purchasing Alliance (CMHPA) was formed in

2001, following a two-year $100,000 grant appropriated to the Brainerd Lakes Area

Chamber of Conmerce (Minnesota Session Laws, 2001},
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CMHPA covers the counties of Crow Wing, Cass, and Aitkin, and parts of Mille Lac,
Morrison, Todd, and Wadena counties. According to the Brainerd Lakes Area Chamber,
there are around 7,000 small businesses in the area. The 2001 uninsurance rates in those
counties ranged from 5.4% in Mille Lacs County to the state’s second highest rate of 12% in
Cass County {Health Economics Program, 2002b).

~ The CMHPA has been in an advantageous position to move forward more quickly
than the southwest and northwest alliances, as it was able to build upon the experience
gai_ne& by thé other two. In addition, statufdrj chimges put into place prior to and early in the
pié.nniag of _thé CW{?A addressed issues that would have been of concern, including stop-
loss funding and HMO regulatory clearance to work with a rural alliance.

Ag a result, the CMHPA made substantial progress in a relatively short time. By June
2002, less than a year into the process, the alliance had already hosted three informational
sessions for area hospitals and physicians, developed membership criteria, received letters of
interest from four health plan com_pax_zie__s,_ and b_egun discussions anc}:ng_go_tia;ions with two.
In addition, ii dévéioped a draft pro&ﬁct desipn and céfnﬁi'éted an d&ﬁaﬁai pric;ing aia,alysis
{Office of Rural Health & Primary Care, 2003).

By December 2002, the alliance had moved even closer to launching a product. Area
providers decided to form an accountable provider network (APN), defined as a “group of
health care providers organized to market health care services on a risk-sharing or non-risk-
sharing basis with a health care purchasing alliance” (Minnesota Statute 62T, 2002). Four
hospitals and chinics serving the region agreed to participate, and hired a third-party
adminigtrator. In addition, the CMHPA placed numerous radio and newspaper ads
introducing the purchasing alliance, and distributed a survey to 8,000 employers within the

area to identify their health insurance needs and help formulate the final draft of the product.
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As of this writing, according to the alliance’s coordinator, Lisa Paxton (personal
communication, April 3, 2003), the alliance is continuing to negotiate with the four local
independently-owned hospital/clinic providers in the communities of Brainerd, Staples, and
Crosby to form an accountable provider network (APN), which would act as the health care
provider/insurer for the alliance. Forming an APN is no small feat; barriers which must be
overcome include 1) coming up with the initial investment required to manage regulatory
soivency requuements and pay iegal start-up costs, and 2) estabhshmg arisk pool. Providers
are wmghmg a number of short~term azxd long-term con51derat10ns They see the benefits to
their’ communmes of having 2 local provzcier system, of decreasmg the number of uninsured,
of reducing uncompensated or charity care, and of improving local health care in general.
Yet they are concerned about the long-term sustainability and the initial investment costs.

The providers have contracted with an outside source to develop a business plan that would

address these issﬁes. P!axton is reasonably confident that the issues will be resolved in time

o for a fall. 2083 product release '

| One eption bemg censadered isa partaershlp with UCare Minnesota, an mdependent
nonprq_ﬁt_ health maintenapcc organization that administers health care programs for the State
of 'Min:.nését.a (.incluéing MinnesotaCare) and offers affordable healtﬁ care options for seniors
(UCare Minneseté, 2003). The provider group is currently cénsidering either having UCare
become part owner, thus sharing risk as well as providing plan administration, or simply
contracting with the UCare for administrative services, with no ownership involved. |

Meanwhile, the alliance is working with UCare, employers, providers, and insurance

agents on product design, and is committed to offering a value-added product for small

employers. When the product is designed, it is planning to test market the plan with focus
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groups of small employers. When the product becomes widely available, the alliance
anticipates that 2,000 insured members will form a baseline for long-term viability.
Northeast Health Care Purchasing Alliance: Breakwater

In early 2001, a small group of people from Duluth-area nonprofit organizations
began discussing the need to provide affordable health insurance to their employees. They
soon began exploring the feasibility of developing a health care purchasing alliance.
Recognizing a broader application for such an ailiance, the group expanded to inchide the
Duiuzh Area Chamber of Commerce, Northland Sustainable Business Alliance, and Northern
Lal;és Hé__aith Consortium. The committee then went to the state legislature to seek support
for planning and development activities (AMOM, 2003d}. In the 2001 legislative session,
the alliance received a $50,000 one-year grant to develop a health care purchasing alliance
product for the northeast region (Minnesota Session Laws, 2001).

Like the central Minnesota group, the northeast effort was streamlined considerably
by the work already done by the southwest and northeast alhances and by the stamtory

| supparts already in place. The Arrowhead Regional Dcvelopment Commission was
designated as the lead agency. The alliance sought to provide a health care coverage option
for small employers in northern Pine County, and in Carlton, St. Louis, and Lake counties.
Uninsurance rates in 2001 for those counties ranged from 5.5 — 8.7% (Health Economics
Program 2002b).

Timeline. In September 2001, the group had established a steering committee and
adopted guiding principles, a work plan, a budget, data collection strategies, and membership
criteria (Office of Rural Health & Primary Care, 2003). The alliance’s ambitious work plan
timeline projected the initial enroliment of members in the fall of 2002, with a product ready

for market by Jaguary 2003,
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Table 3. Northeastern Minnesota Health Care Purchasing Alliance
Work Plan Tmeime - Se ember 2001 - :
" Target Date . ' i

Nevemher 2001 i Coiiect data on uninsurance needs

July 2002 Identify interested health plans and potential provider networks
July 2002 Complete design of benefits package

October 2002 Complete marketing and commumcation plan

November 2602 Enroll mémbers

January 2003 Offer health care product to members

Goa_l_s. The goals of th_e _a_l_liance were to offer a plan that would result in lower and
more stable premium rates fof small businesses, nonprofits, and self-employed people in
nc;rﬂaeés’iéfn M.innesota; attain # group size large enough to absorb risks and create
purchasing leverage; provide quality patient care at a reasonable cost; and promote healthy
Lifestyles (AMOM, 2003d)

Progress. Early signs indicated that the alliance was on track with its work. By
April 2002, the benefits committee presented its draft of the health plan and its intention to

. conduct focus groups of consumers employers and prowders By I’uiy 1, the committee had
met with regzonal health care provaders had seiected a name (Breakwater Purchasmg
Alliance), and had a coverage plan well underway. However, issues such as attaining
nonprofit incorporation, obtﬁning federal tax-exempt status, and completing negotiations
with providers proved to be more time-consuming than originally planned. It became
incorporated on October 11, 2002. In late November, the alliance requested and received
from MDH an extension of its development grant to March 31, 2003.

In an April 3, 2003, telephone interview, Kathy VonRuden, a Breakwater board
member and an employee of North Star Physicians, provided an update on progress to date.
The alliance recently experienced a setback involving the provider network. In late March

2003, the alliance was informed that the providers that had been considering formation of an
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accountable provider network were backing out. Ultimately they did not want to accept the
risk of forming their own health plan or the costs required for start-up. They concluded that
they could simply not afford it. According to VonRuden, however, another health plan has
been “in the wings” and the alliance will now turn its attention to negotiations with that plan.
The alliance remains committed to providing a viable and unique product for small
.éﬁlp.loyers in the area, including empl'o'yers of one. Like the northwest aihance, the
Brcakwatgr Alliance wants to involve the consumer by making choices that ultimately will
rés_ﬁ_lt in_ lower _p_remium for everyone. For example, rather than a flat-fee co-pay system of
: pri.n";ary' care i;eferrais, the plan will ask enrollees to pay 20% of any doctor visits and tests.
Another interesting innovation is a plan to encourage wellness and consumer responsibility
by requiring every adult to have four basic screening tests every year — fasting blood sugar,
cholesterol, blood pressure, and tobacco use — and providing financial incentives for
consumers to comply with these screening measures and resultant recommendations.

L '_A_rec_:nt employer smjyey mai_led_t_o 6,7Q_Q empioycr_s_in_the alliance co?e_ragq_'a;ﬁe'_g__
indicated ﬁat 90% of fespbnaénts éﬁﬁloy 20 cr'fewer'peoﬁ'l.e. Nmety péiceﬁi‘aﬁd éi}aiessed
a strong interest in an alternative health care product. VonRuden said that the board is
planning to roll cut a produét to employers by fall 2003. |
Other Health Care Purchasing Alliance Initiatives

West Central Minnesota. Twelve counties in west central Minnesota - bordered by
Traverse and Grant Counties on the north, Kandiyohi County on the east, and Renville and
Yellow Medicine County on the south - have begun exploring the possibility of a health care
purchasing alliance for the area. The average uninsurance rate for residents of the twelve

counties is 6.2%, with a range from a low of 2.4% in Lac Qui Parle County to & high of
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10.4% in Renville County. An estimated 75% of businesses in the twelve counties have
fewer than 10 employees (WCRSDP, 2003). |

The West Central Regional Sustainable Development Partnership recently hosted
community forums and is in the process of forming an initial purchasing alliance board
(Bemne & Aibescher, 2003). Four forums were held in Montevideo, Alexandria, Willmar,
and Morris, with a total participation of 179. Among issues of strongest concern were
stabilizing h_eaid; care premium costs, maintai_ning or strengthening health care facilities in
tocal coﬂiﬁxﬁnit_ie#, and promotiﬁg better accoﬁni’abiiity in the health care delivery system.

df those in attendance at the forums,.93% thought it would be wise to form a regional
health care purchasing alliance. Thirty-five people signed up to participate in a steering
committee to begin the work of developing a west central regional product (S, Brickweg,
personal communication, April 4, 2003},

South Central Minnesota. Early. discussions are underway, led by three member

¥ groupsof :'%_t;h'e:Uni_ié_ti_-'chrs Cooperative, to form a purchasing alliance in the south central

paﬁ of the state for memberfoﬁheré, many of v?hom are busiﬁésseé of one (Berne &
Aihescher,_ 2_0(_)3).
Su'm'mary and Recommendations

Small employer purchasing alliances have obviously met with mixed success in other
states and in Minnesota’s own earlier attempt with MEIP. There are reasons, however, that
the idea continues to surface among policymakers and among constituents. Small employers
are gradually being priced out of the health insurance market. The result is that many small
employers are left with few choices for taking care of themselves, their employees, and their
families. Uninsurance rates are rising, Past and current options have proven inadequate for

the unique needs of small employers and self-employed individuals. Which new health care
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solution will prove viable in the long-term is unknown, but it is obvious that creative, bold

options must be considered.

Small employer alliances have been conceived to provide small employers with

health insurance products that are affordable and have adequate benefits. They have

attempted to allow small employers to jointly act as a large pool for the purposes of risk-

' sharing and administrative 'cb'st'sa\;imﬁg's;' While small employer allowances have had their

share of problems, the idea of working to strengthen this model is Wcli placed.

anesota s health care purchasmg aihances appear tobe eff to a solid start, showing

an intent to take the lesscns tearned from other states and from MEIP and to develop unique

and sustainable programs. Table 4 below summarizes some of the problems identified in

other states’ small emplover purchasing alliance programs and Minnesota's earlier attempt at

a statewide purchasing pool (MEIP), and contrasts them with Minnesota’s strategies thus far.

It is a long and impressive list.

prograp,

| unique needs of region.

nally-based programsrespond to

Inability of purchasmg aihances to
negot:ate directly with health pians

- health plans.

Regxonal alhanccs negonate directly with

‘Agents left outof relatmns!ups between
_programs and employers.

-Requirement for employer to purchase

product through designated brokers.

Poor relationships with agents and
undercompensation.

Brokers involved early on in planning,
Agent training sessions, marketing
sessions, Competitive commissions.

Top-dowa planning leaves employers
cut, less vested in success,

Employer-driven design means employers
are vested and concered about long-term
viability and health of employees.

‘Multiple health plans offered.

One health plan or APN reduces
administrative costs; creates a larger pool;
and allows for ease of utilization review
and responsive redesign of benefits,
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Adverse selection.

Employers required to-sign on fora
minimum 3-year commitment; encourages
stability, lowers administrative costs.

Fiat co-pay discourages consumer/
enrollee responsibility for costs.

Percentage-of-total co-pay educates
consumer, encourages responsibility for
holding down costs and premiums,

Poor heajth behaviors drive up costs.

NE alliance proposal: 4 health screenings
and incentives tied to results encourage
healthy behaviors.

-{-No-employers-of one.

+.Employers.of one are included. .

Insufficient planning funds.

State-funded planning grants to regional
alliances has helped alliances meet
actuarial and Iegal expenses of plannmg
products.

Lack of state subsidy for ongoing
‘operations. Health pian hesitancy to
‘make previously uninsured eligible due
to backed-up health needs.

State-funded stop-loss fund provades
reimbursement to health plans for those
enrollees uninsured for previous 12 months
with total claims between §30,000 and
$100,000.

33

Minnesota’s regional alliances have benefited greatly from start-up funding from the

legislature and technical assistance and guidance provided by AMOM, but, more

xmportanﬂy, fmm ccmmumty leaders comunitted to dchvenng health care products that meet

the needs of theu' ragions Tfms ﬁnai mgredlezxt, umque toa ragionally-dehvered system that

has its roots among the people it serves, may bode well for the success of the program in

Minnesota.

Another factor that strengthens the concept is that later projects were able to benefit

from issues identified by the southwest and northwest alliances, thus speeding up the

development process and avoiding pitfalls. The stop-loss funding issue and the HMO

demonstration project concept were invented and passed by the state legislature while the

alliance purchasing movement was in its relative infancy, thus eliminating the need for others

to reinvent the same wheels. The incrementalism of this approach also allowed for

adjustments to be made before any major investments of time and resources were expended.
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There are some cautions, however. One big factor that may impact the success of any
good plan is the fluctuating economic picture. As atiractive as the regional health care
purchasing alliance concept may be to local employers, they still must have the resources to
provide a health insurance benefit to employees. The program simply won’t work if small
employers can’t afford any program at all.

Recommendations

1) Based upon the repeated problems with agent relationships in previous efforts in
Minnesota and elsewhere, it is important that the alliances continue to build upon the model
of strong agent involvement and ongoing training.

2} A decision to devote adequate resources to marketing and advertising is paramount.
Marketing should not be seen as an extra, but as a vital piece of a successful program. If
possible, professional marketing should be considered in order to reach as many potential
small employers as pcssibi_e, since program strength will depend upon volume.

3) Programs that _a're.i.n gti.ll m thé begiﬁﬁing sfégeé éf planﬁing must haﬁ aéc;éss to
development funds (i.e., state grants) similar to those made available to the earlier alliances.
Even though many legal issues have been addressed by other alliances, each alliance is
unique and must develop its own legal and actuarial structures in order to deliver a plan to
market.

4) A final issue that will require scrutiny, energy, and financial resources is maintaining a
strong stop-loss fund. With a current value of $1.7 million, it could quickly become

swamped or expended. Passage of the 2003 law allowing private contributions may address

this concern.
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As Minnesota's efforts at developing regional purchasing alliances unfold, other states will
likely be watching. Minnesota’s alliances could indeed serve as models for other rural parts
of the country, or other areas where there are higher concentrations of small employers and
employers of one. The community or regional model could be duplicated, as well as the
models for state government involvement and/or support. Regional health care purchasing
alliances may or may not ulti:natélﬁr be the model that succeeds. But Minnesota’s health care
purchasing alliances are making a serious attempt at crafting the kind of innovations that will

lead to long-term success.
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