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Accident Fund

An independent, for-profit sub-
sidiary of Blue Cross Blue Shield
of Michigan that offers workers’
compensation to employers.

Area Rating

A system of calculating premiums
based on the average cost of
medical care in a geographic area.
Under area rating, individuals are
charged different premiums based
on geography.

Community Rating

A system of calculating premiums
based on the average cost of
medical care without adjusting for
characteristics such as an individu-
al’s health status or history. Under
community rating, all individuals
in a group or area pay the same
premium.

Experience Rating

A system of determining premium
rates based on a group’s claims ex-
perience. Under experience rating,
characteristics such as demograph-
ics or medical status or history are
taken into consideration when
setting premiums.

Evidence of Insurability

A procedure used to review factors
concerning a person’s physical
condition and medical history.
From this information, the plan

or insurance company evaluates
whether the risk of the individual
will be accepted and if they will
offer coverage.

Regulation of the Individual
Health Insurance Market

EXECUTIVE SUMMARY

Health insurance is currently an important issue in Michigan, with
four bills recently under consideration in the legislature that would affect
the individual insurance market and Blue Cross Blue Shield of Michigan
(BCBSM). The current structure of the market allows for-profit insurance
companies to reject older or sicker customers. BCBSM is the insurer of last
resort, which means that BCBSM must currently provide insurance to all
Michigan residents seeking coverage regardless of health status in return for
a general exemption from state and local taxation.

These bills would give BCBSM more flexibility in the individual market
and allow it to enter markets for other types of insurance. BCBSM claims
that the bills are necessary for their financial security because BCBSM says
the individual market is the fastest growing part of its business, but also the
market in which they accrue the greatest losses (in 2008, $133.2 million of
their total $144.9 million losses were in the individual insurance market).!
BCBSM argues that recent financial difficulties will force them to lay off as
many as 1,000 workers this year and to seek rate increases of 55 percent for
customers purchasing individual health plans.?

Opponents of the legislation claim that the bills will allow BCBSM to use
their non-profit status to strengthen their position in the individual insur-
ance market, which could ultimately reduce access to and increase the cost
of health insurance for individuals. In particular, they argue that the legis-
lation will make it more difficult for high-risk individuals (i.e., older and
sicker individuals) to obtain health insurance at a reasonable cost.? They fear
that BCBSM will be able to raise rates more easily and pass their public obli-
gation onto all insurers in Michigan while retaining their tax-exempt status.*

BACKGROUND

Health Insurance Trends

Sixty-one percent of all non-elderly (064 years of age) Americans receive
health insurance through an employer (see Table 1). Sixty-seven percent of
non-elderly Michigan residents are similarly insured. Alternatively, 5 per-
cent of all non-elderly Americans purchase their own individual health
insurance, as do 4 percent of Michigan non-elderly residents.® Seventeen
percent of non-elderly Americans are uninsured altogether. Michigan has
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Guaranteed Issue

The applicant is guaranteed cov-
erage up to an agreed amount
or level without evidence of
insurability.

Guaranteed Renewable

The insured’s right to continue
an in-force policy by the timely
payment of premiums. The
insurance company cannot
change the coverage or refuse
to renew the coverage for other
than non-payment of premiums
(includes health conditions
and/or marital or employment
status).

Group Conversion

The process through which
individuals who are no longer
part of a group obtain individual
insurance coverage.

Group Market

A market segment that includes
groups of two or more people
who enter into a group contract
with a health insurance pro-
vider.

Index Rate

The arithmetic average of the
highest and lowest premium
charged to an individual of an
insurance plan.

Individual Market

A market segment composed
of customers not eligible for
Medicare or Medicaid who are
covered under an individual
contract for health coverage.

Insurer of Last Resort

An insurer of last resort must
provide coverage to everyone
who seeks it, regardless of their
health status.

Mandated Benefits

Health care coverage required
by state and federal law to be
included in health insurance
contracts.

Regulation of the Individual Health Insurance Market

Table 1.
Health Insurance Coverage of the Population, Non-Elderly (0-64 years old)

United States?

Type of Michigan’

Coverage Number Percent Number Percent
Employer 5,785,860 67% 159,106,557 61%
Individual 377,104 4% 14,347,160 5%
Medicaid 1,226,710 14% 36,359,407 14%
Other Public 169,944 2% 6,642,562 3%
Uninsured 1,073,871 12% 44 970,781 17%
Total 8,633,489 100% 261,426,467 100%
Notes:

1: 2006-2007
2: 2007

Source: Urban Institute and Kaiser Commission on Medicaid and the Uninsured.
Michigan: Health Insurance Coverage of the Total Population, states (2006-2007), U.S.
(2007). http:/ /www.statehealthfacts.org /profileind jsp?ind=126&cat=3&rgn=24

a smaller proportion of uninsured individuals than the United States as a
whole (12 percent of Michigan’s non-elderly population is uninsured). How-
ever, Michigan still faces the same challenge faced by many other states:
helping residents acquire and retain insurance in the individual market.

Historically, the percentage of Michigan residents insured through an
employer has been higher than the nation as a whole, due to the importance
of manufacturing and the strong union presence in the state. As the manu-
facturing industry declines and workers are laid off, the individual mar-
ket has become more important as workers lose their employer-sponsored
insurance and must turn to the individual market for coverage. The group
market is defined as a market segment that includes groups of two or more
people who enter into a group contract with a health insurance provider.
The individual market is the market segment composed of customers not
eligible for Medicare or Medicaid who are covered under an individual con-
tract for health coverage.®

In 2008 premiums for employment-based benefits rose 5 percent in the
U.S. This increase continued the trend of annual increases in employment-
based health insurance premium prices, which has resulted in a 119 percent
increase since 1999.” As the cost of health care and health insurance has risen,
the number of uninsured individuals nationwide has risen as well. As the
share of uninsured individuals without access to employer-based insurance
grows, the individual health insurance market becomes more important.

Blue Cross Blue Shield of Michigan

BCBSM is the largest health insurer in Michigan. In 2006, over 70 per-
cent of Michigan residents with commercial insurance (including individual
health insurance) were insured by BCBSM or by one of its subsidiaries. The
proposed policy changes would only affect BCBSM’s individual market,
which is a small share of its business; only 5 percent (or 124,071 individu-
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als) of BCBSM'’s total insured enrollment and 4 per-
cent (equal to $261 million) of its premiums were for
individual insurance products.?

BCBSM is a not-for-profit company that acts as
the insurer of last resort in Michigan in exchange
for favorable tax treatment. The goal of the prefer-
ential tax treatment was to ensure access to health
care services at reasonable prices for all people of
Michigan. Legislation enacted in 1980 placed certain
restrictions on all of BCBSM, not just its individual
market, in exchange for tax benefits. Originally,
BCBSM had to provide insurance to all Michigan
residents seeking coverage regardless of health sta-
tus (making BCBSM the insurer of last resort in both
the individual and group markets), set rates at the
same level for all individuals insured in a certain
group, and develop a provider network in all areas
of the state. In return, BCBSM had a general exemp-
tion from state and local taxation and a federal tax
exemption.

These restrictions on BCBSM have since weak-
ened. Currently, BCBSM is the insurer of last resort
only in the individual market. BCBSM can now
charge different premiums within a group based
upon an individual’s health status or medical his-
tory; that is, community rating restrictions have
weakened. Now that BCBSM is not the insurer of
last resort in the group market, BCBSM may experi-
ence rate groups of over 100 people, use geographi-
cal differences in pricing policies for groups with
less than 100 employees, use age and geography
to set rates for groups of two to 50 employees, and
apply experience rating to new groups of 51 to 99
employees. In the individual market, BCBSM can
use age to set premiums for individuals when a pre-
scription drug benefit is offered. The ability to expe-
rience rate and use geographical differences in set-
ting premiums for certain groups benefits BCBSM
as they are able to minimize their exposure to risk
when insuring certain groups.

Other restrictions on BCBSM (in both the indi-
vidual and group markets) include that they must
seek prior approval of rates and can only deny cov-
ering pre-existing conditions for six months after
the effective date of the plan.” The Michigan Office
of Financial and Insurance Regulation (OFIR) must
approve rate changes before BCBSM can raise rates.

Meanwhile, other commercial insurers can change
rates without obtaining prior approval and can limit
coverage based upon pre-existing conditions for 12
months.

BCBSM continues to receive an exemption from
most state and local taxes, but no longer has a fed-
eral tax exemption following a change in the federal
tax code in 1986.

PROPOSED LEGISLATION

HB 5282 and HB 5283"°

The Michigan legislature considered two bills in
2007 that would change the regulations regarding
individual health care plans. House bills 5282 and
5283 passed in the Michigan House of Representa-
tives on October 24, 2007 and were considered in
the Senate." While these bills have not been reintro-
duced this session, it is likely that the issues raised
regarding the regulation of BCBSM will remain
important.

HB 5282 would amend the Insurance Code to
create a new chapter, Chapter 37A, to regulate
individual plans, while HB 5283 would amend the
Nonprofit Health Care Corporation Reform Act to
specify that BCBSM is subject to this new chapter.
BCBSM would still remain subject to the Nonprofit
Health Care Corporation Reform Act, except as
modified by Chapter 37A.

Under HB 5282 (as passed by the House), BCBSM
would have more flexibility in the individual
market while maintaining its tax-exempt status.
Although it would remain the insurer of last resort,
BCBSM could provide coverage for high-risk indi-
viduals (i.e., older and sicker individuals) under
a guaranteed-access health benefit plan, meaning
that BCBSM sets the amount or level of coverage
an individual receives without taking into account
their physical condition or medical history. Under
the bill, BCBSM must offer four guaranteed-access
health benefit plans, each with different levels of
premiums and coverage, to individuals with serious
medical conditions, and there are no requirements
as to what services must be covered.”? BCBSM could
also limit or exclude coverage for a pre-existing con-
dition if it was related to a condition for which med-
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ical advice, diagnosis, care, or treatment was recom-
mended or received within 6 months before enroll-
ment and the exclusion or limitation did not extend
for more than 12 months after the effective date of
the policy (currently, this exclusion allowance is for
6 months). The extension of the exclusionary period
would minimize BCBSM’s risk when taking on new
individuals.

BCBSM would also have more flexibility to adjust
premiums under the new legislation. It could estab-
lish up to ten geographic areas in the state, setting
different policy rates and premiums by area. BCBSM
could charge different rates to individuals based on
age and initial health condition if these rate differen-
tials were supported by sound actuarial principles.
However, premiums could not vary from the index
rate (the arithmetic average of the highest and low-
est premium charged to an individual for a health
benefit plan) for the plan by more than 80 percent,
limiting BCBSM's ability to set different rates.

In summary, HB 5282 would give BCBSM more
flexibility in the individual market than it has today.
Specifically, it would have more flexibility in pro-
viding coverage for high-risk individuals, in setting
premiums for individuals, and in excluding and
limiting coverage for pre-existing conditions.

HB 5283 would create the “Charitable and Social
Mission Fund,” which would be used by the state
to subsidize the cost of individual health coverage
and require a one-time deposit of BCBSM’s sur-
plus to the fund. It would require BCBSM to issue
an annual report describing its fulfillment of its
charitable and social obligations, and would require
the appointment of two additional public mem-
bers to BCBSM'’s board of directors. One would be
appointed by the Senate Majority Leader and one
by the Speaker of the House. The bill would also
permit BCBSM to allow rates charged for nongroup,
group conversion, and Medicare supplemental cov-
erage to include rate differentials based on the sub-
scriber’s health-related choices, such as tobacco use
and participation in health screenings or wellness
programs."

In addition, this bill would shorten timelines in
the rate approval process for BCBSM. Currently,
BCBSM must file information related to its pro-
posed rate changes with the OFIR commissioner at

least 120 days before the changes could take effect.
This period would be shortened to 60 days. The bill
would shorten the period the OFIR commissioner
has to respond from 30 to 15 days. The bill would
also shorten the time that the commissioner has to
respond to requests for hearings and to make deci-
sions.

In effect, HB 5283 would restrict BCBSM by
requiring it to issue an annual report on its obliga-
tions, appoint two additional public members to its
board, and make a one-time surplus deposit of $100
million to the Charitable and Social Mission Fund.
In return, BCBSM would benefit from shorter time-
lines in the rate approval process (allowing them to
raise rates more quickly and easily) and would be
able to charge individuals different rates based on
their health choices.

HB 5284 and HB 5285"

Two additional bills, also passed by the House on
October 24,2007, would allow BCBSM to enter other
insurance industries. These bills expired at the end
of the last legislative session and have not been rein-
troduced. HB 5284 was tie-barred to HB 5283 and
HB 5285, and HB 5285 was tie-barred to HB 5284. If
two bills are tie-barred to each other, it means that
they both must be enacted for either to take effect.

HB 5284 would amend the Nonprofit Health Care
Corporation Reform Act to specify that a subsid-
iary of BCBSM could market or transact any type of
insurance if authorized by the OFIR commissioner.
BCBSM could also own a subsidiary that is orga-
nized under another act and is not in the insurance
business. In exchange, BCBSM would be required to
deposit a one-time sum of $100 million into the Char-
itable and Social Mission Fund created by HB 5283.
HB 5285 amends the Insurance Code to allow the
Accident Fund to transact types of insurance other
than workers’ compensation. BCBSM purchased the
Accident Fund in 1994, which it operates as a for-
profit subsidiary in the workers’ compensation mar-
ket. Currently, the Nonprofit Health Care Corpora-
tion Reform Act prohibits BCBSM from marketing
or transacting other types of insurance, such as life,
disability, or property insurance, and it limits the
insurance activities of the Accident Fund to work-
ers’ compensation insurance.
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STATE AND LOCAL FISCAL IMPACTS

The Michigan House and Senate Fiscal Agencies
have analyzed the potential costs of these four bills
to the state and local governments in Michigan, and
found that none of the bills would have substan-
tial fiscal impacts. The Senate Fiscal Agency found
that HB 5282 will not have a direct fiscal impact on
health care costs for state or local government. It
may have an impact on OFIR, which would have
oversight responsibilities for the new regulations.
HB 5283 would impose negligible costs to the OFIR
Commissioner and could lead to reductions in over-
all health care costs if the use of differential rates
based on tobacco use and health screenings lead to
positive changes in health behaviors.'

The House Fiscal Agency found that HB 5284 and
HB 5285 would not have a significant fiscal impact
on state and local governments. The Senate Fiscal
Agency found that HB 5284 could reduce costs for
government-owned hospitals because the $100 mil-
lion BCBSM would deposit into the Charitable and
Social Mission Fund could reduce the amount of
uncompensated care currently experienced by these
hospitals.'

ARGUMENTS FOR AND AGAINST
THE PROPOSED LEGISLATION

The main proponent of the legislation described
above is BCBSM, which claims that the bills are nec-
essary for its financial security.” BCBSM claims that
having to insure older and sicker customers as the
insurer of last resort is causing financial difficulties
that will force it to lay off as many as 1,000 work-
ers this year and to seek rate increases of 55 percent
for customers purchasing individual health plans.’®
BCBSM lost $144.9 million in 2008, mostly due to
losses in its individual insurance business, which
accounted for $133.2 million of the losses."

Opponents of the legislation claim that the bills
will allow BCBSM to create a monopoly in the
individual insurance market.”’ Opponents include
Attorney General Mike Cox and groups such as Put
Michigan People First and Health Care for Health Care
Workers. Put Michigan People First is a coalition of
Michigan groups dedicated to affordable and acces-

sible health care.”* Health Care for Health Care Work-
ers is an organization that represents and advocates
for health insurance coverage of direct-care work-
ers such as nursing aides, orderlies, and attendants.
These groups are concerned that these bills would
reduce access to and increase the cost of health insur-
ance for individuals, and undermine BCBSM’s mis-
sion as insurer of last resort. They fear that BCBSM
will be able to raise rates more easily and pass their
public obligation to make health insurance avail-
able to all Michigan residents onto all insurers in the
state while retaining their tax-exempt status.?

Put Michigan People First claims that the legisla-
tion would force everyone in Michigan to pay more
for health insurance, while an Anderson Economic
Group (AEG) report commissioned by the Coalition
for Access and Affordability in Michigan claims that the
new rating policies would lead to higher premiums
for the riskiest customers and lower premiums for
low-risk customers.” Because the legislation would
allow BCBSM more flexibility in setting different
rates based on individual characteristics and allow
it to raise rates more freely, it seems likely that high-
risk customers will end up facing higher premiums.
Michigan Health Care for Health Care Workers looked
at whether the bills would make insurance more
affordable or accessible for direct-care workers, and
is concerned that the legislation would reduce access
and increase the cost of insurance as the legislation
alters BCBSM’s role as insurer of last resort. Again,
with greater ability to set different rates based on
characteristics such as age and initial health con-
dition, there is concern that the cost of individual
health insurance would rise, effectively reducing
access. It is important to note that while their con-
cerns may be valid, analyses by these groups are
unlikely to be objective.

With regard to BCBSM'’s layoffs, critics note that
many insurance companies are being forced to lay
off workers and restructure due to the current reces-
sion.** Put Michigan People First claims that if the
bills passed, there would be more layoffs because
BCBSM would now have a share of the for-profit
industry, causing for-profit companies to cut jobs
and raise rates. However, BCBSM may avoid layoffs
because of the legislation, which could offset at least
some of the potential layoffs at for-profit companies.
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The AEG report claims that the proposed bills
would reduce the burdens placed on BCBSM while
allowing it to retain its tax benefits. AEG estimates
that the state mandated restrictions put on BCBSM
currently cost them $7.7 million, while their tax
exemption will be worth an estimated $112 million
in 2008. They also note that BCBSM’s reserves (sur-
plus) have grown from $1.3 billion in 2001 to $2.8
billion in 2006 and that the bills would not require
BCBSM to use its reserves to lower premium rates
or further its social mission.*

An analysis of HB 5284 and HB 5285 done by an
economist, Gary Wolfram, of the Hillsdale Policy
Group found that these bills would lead to economic
distortions in the insurance market due to BCBSM's
special tax status. Wolfram notes that the bills would
allow BCBSM to expand into other insurance mar-
kets, but because BCBSM has a tax exemption that
other firms do not have, this would give it an unfair
advantage in the other markets. This tax advantage,
combined with the financial reserves of BCBSM,
and the Accident Fund would allow BCBSM to set
lower rates and operate with lower profits than
other companies, leading to distortions in consumer
choice. That is, if BCBSM and the Accident Fund did
not have an advantage enabling them to set lower
rates, customers would be less likely to purchase
insurance from them. Wolfram also notes that the
legislation would give BCBSM and its subsidiaries
an unfair advantage not only in the health insur-
ance market but in other markets too, and would
also increase government intervention in the insur-
ance market due to the nonprofit status of BCBSM.*

In conclusion, the main beneficiary of this legisla-
tion will be BCBSM, which will have more flexibility
in the individual insurance market. This may harm
its competitors and consumers, especially high-risk
individuals who may face higher premiums, but
may help BCBSM avoid layoffs and rate increases.

BCBS IN OTHER STATE HEALTH
INSURANCE MARKETS

Because health insurance must be issued by car-
riers in the state in which an individual works or
lives, each state has its own health insurance mar-
ket. Within each state, insurers compete to secure

a greater share of the health insurance market.” As
they gain greater shares of the market, the average
cost to insure the marginal individual decreases;
making it less costly to insure individuals as the
size of the insurer’s market share grows. Addition-
ally, this process often allows the largest insurers to
dominate certain portions of a state’s health insur-
ance market.

While state subsidiaries of Blue Cross Blue
Shield, commonly called the Blues, have tradition-
ally been not-for-profit health insurance carriers,
they have experienced continual growth and have
secured a large share of many state health insur-
ance markets.?® The Robert Wood Johnson Founda-
tion’s State Coverage Initiative (SCI) reports that in
2001 Blue Cross Blue Shield plans dominated the
individual health insurance market in 39 states.”
In some states, dominance of the Blues in the indi-
vidual health insurance market has resulted in the
presence of fewer insurance carriers. This reduces
competition and further increases the relative domi-
nance of BCBS subsidiaries.** Some contend that the
presence of only a few carriers has caused rising
costs of health insurance. In response to these rising
costs, many states have developed regulatory poli-
cies such as community rating, guaranteed issue of
individual health insurance, and mandated ben-
efits that minimize costs to individuals and thereby
allow more to be insured.

In order for states like Michigan to increase com-
petition, they must offer health insurance market
conditions that attract providers to offer insurance
within the state. Providers are looking for state mar-
kets that allow them to lower their costs. States that
regulate who providers must insure, what benefits
they provide, or the price of coverage may have a
difficult time attracting new providers and creating
competition. Evidently, the push to increase compe-
tition may inherently conflict with a state’s goal of
providing affordable insurance for all individuals.

To attract more carriers into the health insurance
market and to drive down prices through increased
competition, states may reduce regulations.* Theo-
retically, relaxing state laws could decrease costs and
potentially encourage some employers who do not
currently offer health insurance to their employees
to begin doing so. For example, currently BCBSM
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passes the cost of insuring high-risk individuals
onto employers who purchase BCBSM plans for
relatively large groups. If Michigan relaxed regula-
tions that restrain BCBSM from denying coverage
to high-risk individuals or that constrain pricing,
BCBSM might in turn reduce the price of group
insurance sold to employers. However, studies sug-
gest that easing state regulatory requirements and
reducing state mandated insurance may lower the
premiums for some, but that this small effect may
not attract new employers to offer insurance to
employees, removing the true benefits of increased
competition.”> Additionally, such deregulation may
increase insurance prices for small groups of older
and sicker employees, leading to market segmenta-
tion characterized by widely disparate individual
insurance prices.

Moreover, in states where the BCBS subsidiary is
a not-for-profit insurance provider, relaxing health
insurance regulation would not necessarily result
in a level playing field for insurance carrier com-
petition. The not-for-profit BCBS subsidiaries have
benefited from a great deal of federal, state, and
local tax exemptions. In the case of BCBSM, the esti-
mated savings resulting from exemption on three
state taxes in 2008 (business tax, real and personal
property tax, sales and use tax) is $112 million.*
Such savings often result in large profits, which are
required to be further invested in that particular
BCBS subsidiary’s activities, as opposed to being
divided among shareholders.

The fact that not-for-profit status mandates
that profits are utilized for BCBS activities and
not divided between shareholders seems to have
induced BCBS subsidiaries to convert to a for-profit
insurer in several states, such as California, New
York, and Wisconsin. Typically, when a BCBS sub-
sidiary converts from a not-for-profit insurance pro-
vider to a for-profit provider, they must compensate
the state in some way for the tax exemption from
which they have greatly benefited. In 1996, Blue
Cross of California (BCC) transferred its accrued
assets, (valued at $3 billion), to two endowments—
the California Endowment and the California
Health Care Foundation—which were designed to
expand access of affordable health care to the under-
served population.* In 1999, Wisconsin Blue Cross

Blue Shield (WBCBS) gave 77% of its shares (val-
ued at $250 million) to the Wisconsin United Health
Foundation. This contribution endowed public
health grant-making entities at the University of
Wisconsin Medical School and the Medical School
of Wisconsin.* In 2002 Empire Blue Cross (EBC) of
New York endowed two foundations designed to
fund health initiatives in New York, which would
otherwise be funded by the state.* These are only
a few examples of the way that BCBS subsidiaries
have agreed to compensate taxpayers for their share
in not-for-profit BCBS carriers, in order for BCBS to
end their contract with the taxpayer.

BCBS AS A STATE’S
INSURER OF LAST RESORT

Michigan canlearn from states thathave regulated
the dominant health insurance provider, increased
competition by relaxing regulations, and mitigated
the costs of providing healthcare to uninsured and
under-insured individuals. Michigan is one of four
states, in addition to the District of Columbia, where
Blue Cross Blue Shield is considered an insurer of
last resort.” Michigan has regulated BCBSM more
than North Carolina, Pennsylvania, Virginia, or
the District of Columbia have regulated their BCBS
subsidiaries. Michigan is the only one of these states
that requires BCBS to guarantee all products to
all individuals. Additionally, Michigan is the only
state that restrains the pricing of BCBS individual
insurance to a community rate; the other states do
not restrain pricing of BCBS’ individual insurance
plans. Finally, of these states Michigan allows BCBS
the shortest time period in which it can identify pre-
existing health conditions. Michigan state law man-
dates that BCBSM may “look back” only six months
into an individual’s previous health history to iden-
tify pre-existing health conditions. Additionally,
BCBSM is allowed to refuse to cover services related
to a pre-existing condition for only six months after
coverage begins, referred to as an “exclusionary
period.”*® However, it should be noted that in these
other states BCBS does not receive full tax-exempt
status and therefore does not command the fiscal
benefits of BCBSM. Thus, it seems that BCBSM’'s
tax-benefits come at a regulatory price.
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Michigan’s proposed legislation would closely
align BCBSM with the regulations imposed on BCBS
by District of Columbia, North Carolina, Pennsyl-
vania, and Virginia. Instead of guaranteeing all
products to all individuals, the proposed legislation
would guarantee only certain products to individu-
als in Michigan. Additionally, the proposed legisla-
tion would deregulate their pricing of individual
plans, by scaling back their required community
rating to allow for increased price discretion based
on individuals’ pre-existence health conditions.
Finally, the proposed legislation would expand
BCBSM'’s look back and exclusionary periods from
6 months before and after insurance issuance to
resemble that of North Carolina, which allows for
12 month look back and exclusionary periods. This
would afford BCBSM a total of 24 months within
which pre-existing conditions could be identified
and refused coverage.

Clearly, state regulations in the District of Colum-
bia, North Carolina, Pennsylvania, and Virginia are
more generous to BCBS than are insurance regula-
tions in Michigan. However, each state has also
developed a plan to meet needs for individual
insurance that are not being met by the insurer of
last resort (primarily BCBS).

POLICY OPTIONS TO PROVIDE
INSURANCE TO ALL INDIVIDUALS

Outlined below are policy options that the state
of Michigan could pursue in conjunction with the
passage of legislation increasing the flexibility of
BCBSM in the individual insurance market. These
policy options may allow the state of Michigan to
minimize potential consequences associated with
passage of such legislation, such as an increased
number of uninsured individuals and higher pre-
miums for certain groups.

State-Funded Programs
to Fill the Uninsured Gap

A consequence of limited regulation of the health
insurance provider of last resort is a greater number
of uninsured and under-insured individuals. Sev-
eral states with BCBS subsidiaries as their insurer
of last resort, including Michigan, have developed

programs to insure individuals who are not for-
mally insured by providers (like BCBS) because
of serious medical conditions or poverty status.
These programs are designed to pay for uncompen-
sated costs (often accruing to hospitals as a result
of uncompensated emergency room visits) to pre-
vent the passing on of uncompensated costs to the
insured population, further increasing the cost of
health care. Reviewing state plans developed to
mitigate the cost of uninsured and under-insured
individuals in the District of Columbia, North Caro-
lina, Pennsylvania, Virginia, and Michigan, reveals
that Michigan’s plan is the least comprehensive of
the five.

Virginia has two funds, the Indigent Health Care
Trust Fund and the State and Local Hospitalization
Program, to help to offset the cost of charity care pro-
vided by Virginia hospitals to indigent residents.”
In the District of Columbia, the D.C. Health Alli-
ance provides coverage through a network of pri-
mary care “medical homes” with both specialty and
hospital services from participating providers. The
D.C. Health Alliance is funded solely by the District,
costing approximately $130 million annually, and
(as of December, 2008) has enrolled approximately
50,000 individuals.*

Pennsylvania created the Adult Basic Program
in 2001, which is administered by the Pennsylvania
Insurance Department and provides health insur-
ance and basic benefits for adults, including preven-
tative care, physician services, diagnosis and treat-
ment of illness and injury, in-patient and outpatient
hospitalization services, as well as emergency acci-
dent and medical care. This program charges enroll-
ees a $35 per month premium, plus $5, $10, and $25
co-pays for doctor, specialist, and emergency room
visits, respectively. Between 2001 and 2003 there
was a tremendous response to the program, which
outspent the years’ allocations, making it neces-
sary to create a waiting list. By 2005, nearly 38,000
Pennsylvania residents were enrolled in Adult
Basic, which carried a waiting list of 110,000 peo-
ple. In February of 2005, Pennsylvania’s governor
announced that an agreement had been made with
four Pennsylvania not-for-profit BCBS plans to com-
mit 1.6 percent of their annual health care premiums
in addition to 1 percent of their Medicare and Med-
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icaid premiums to support community health pro-
grams.* The contributions (also known as a com-
munity benefit obligation) will support the Adult
Basic program, among others. It is estimated that
BCBS plans will contribute nearly $1 billion dollars
to the Annual Community Health Reinvestment
over its lifetime.” The voluntary establishment of
the BCBS plans’ community benefit obligation was
given in exchange for the state Insurance Commis-
sioner deciding that the BCBS plans did not have
excessive surpluses.* Researchers from the Robert
Wood Johnson State Coverage Initiative believe this
agreement will set the stage for voluntary funding
of state-funded health programs without not-for-
profit insurers converting to for-profit status.

Michigan has relied primarily upon BCBSM to
insure individuals who cannot ordinarily afford to
purchase health insurance from a for-profit pro-
vider. Yet, Michigan has more generous eligibility
requirements for Medicaid than some of the com-
parison states, particularly Virginia, and also has
the Adult Benefit Waiver to cover the uninsured.
The Adult Benefit Waiver uses State Children’s
Health Insurance Program (SCHIP) funds to pro-
vide health insurance coverage to childless adults
with incomes at or below 35 percent of the federal
poverty level. The benefit plans provided through
the waiver are less broad than Medicaid or SCHIP
coverage. However, the waiver also provides a
voucher for qualifying adults to purchase private
health insurance through their employers.* Also,
Michigan has pioneered the Three-Share program,
which shares the cost of health insurance premiums
between employers, the employee, and the commu-
nity. This program is designed to provide low-cost
health insurance to small employers.*

There is a stark difference between the plans
developed by Virginia, District of Columbia, Penn-
sylvania, and Michigan and the populations that
they are designed to insure. Each of the first three
plans is designed to offset the costs of insuring the
uninsured or to actually insure the uninsured. How-
ever, Michigan’s Three-Share program is designed
to lower the cost of insurance to those individuals
who receive insurance through an employer, and
the Adult Benefit Waiver only provide minimal ben-
efits to those living in extreme poverty. These plans

do not fully address the problem of uninsurance
and mostly assume BCBSM to be an adequate safety
net for individuals who are not otherwise insured.
The lack of a comprehensive state plan to insure the
uninsured may be the result of Michigan’s relatively
small uninsured population. As the uninsured pop-
ulation grows, Michigan may need to develop new
programs and policies to better address this popula-
tion’s needs.

Community Rating

Instead of creating state-funded programs to pro-
vide access to insurance to all state residents and to
reduce the costs of health care, states can manipulate
the type of community rating permitted. States can
mandate individual health insurance be provided
via a pure community rating or a modified commu-
nity rating. Pure community rating means that there
is a single premium for a community based on the
average characteristics and claims experience of the
entire community. However, age, gender, lifestyle,
employment type, and health facts are not used to
determine the rate. A modified community rating
system determines rates for communities by divid-
ing the community into groups based on character-
istics such as age or gender. There are advantages
and disadvantages to both policy options.

Pure Community Rating.

Some economists assert that pure community
rating will introduce an “adverse selection death
spiral,” thereby reducing insurance coverage. This
view assumes that by charging all individuals the
same premium price, despite the varying costs
to the provider of insuring them, the premiums
of relatively young and healthy individuals will
rise in order to subsidize those of relatively older
and sicker individuals. In response, the younger
and healthier individuals will opt out of coverage.
If enough individuals drop out of the market for
insurance, prices can be expected to further rise for
those who continue to purchase insurance.*

In April of 1993, comprehensive individual
health insurance reforms were enacted in the state
of New York requiring all individual insurance car-
riers (both for-profit and not-for-profit insurers) to
offer their products on a guaranteed-issue basis and
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to use pure community rating. Because BCBS was
shouldering a great deal of the individual insur-
ance burden in New York State at the time, a 1996
law was passed requiring all HMOs to offer indi-
vidual insurance according to the 1993 law, even if
they had not done so in the past.”” To evaluate the
potential negative effect of pure community rating,
two economists compared New York, Pennsylvania,
and Connecticut health insurance data. They found
that the number of insured in New York, where
pure community rating was imposed, did not fall in
comparison to Pennsylvania or Connecticut, where
pure community rating was not imposed, call-
ing into question the validity of the “death spiral”
argument.*

Modified Community Rating.

In contrast to pure community rating, modi-
fied community rating allows insurers to deter-
mine rates based on both the average community
rate and on the age and/or gender of the individ-
ual. In 1993, the state of New Jersey implemented
the Individual Health Coverage Program (IHCP),
which introduced a number of innovative reforms
to encourage insurance carriers to participate in the
individual insurance market and share in the cost
of market losses through a “pay or play” system. If
an insurer chose not to participate in the individual
market, they had to contribute financially to the
losses incurred by participating insurers. One com-
ponent of the IHCP is the introduction of pure com-
munity rating.*

After the implementation of the IHCP, New Jer-
sey saw drastic decline in enrollment in individual
health insurance, a price increase, and enrollment
shifts. One response to these changes was the 2005
Rutgers Center for State Health Policy’s examina-
tion of possible modifications to New Jersey’s com-
munity ratings. Three modifications to the pure
community determined rate were simulated, two of
which adjust rate groups based on age and gender,
and a third that adjusts rate groups on age alone.
Each of the simulations illustrated that community
ratings modified for the age and/or gender of the
individual seeking coverage would lead to sig-
nificant premium price changes for some groups,
increased enrollment, and a shift in the composition
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of enrollment.®® The researchers found that modi-
fied community ratings can generally be expected
to increase the cost of premiums somewhat for older
enrollees (by 13 percent to 15 percent) in comparison
to a pure community rating.”' Yet, insurance premi-
ums for young adults could decrease dramatically
(by 66 percent to 77 percent). These premium price
adjustments could be expected to more than double
enrollment. The proportion of enrollees between the
ages of 21 and 40 years old would increase from 16
percent (under pure community rating) to as much
as 66 percent (under modified community rating).
An increased number of relatively moderate income
individuals could be expected to enroll under modi-
fied community rating, illustrated by the fact that the
median annual enrollee income would be expected
to drop from approximately $57,000 to $40,000.

These simulations illustrate that state regulatory
changes can significantly influence premium prices
and significantly shift the age, income, and health
characteristics of those individuals that are likely
to be uninsured. While significant numbers of rela-
tively young and healthy individuals would be able
to afford health insurance, some individuals who
are relatively older and sicker may be unable to do
sO.

Such a shift has been seen in Michigan since 2004,
when Michigan changed its regulation of BCBSM
from pure community rating to allow age rating
of certain insurance products. The change allowed
BCBSM to age rate insurance products, which has
shifted more than half of BCBSM’s business from
pure community rated products to age rated prod-
ucts, typically sold to individuals under the age of
30 years old. This shift may have, in part, been a
response to the growing numbers of young unin-
sured individuals. However, it is also important for
states to recognize the potential large costs associ-
ated with uncompensated care resulting from unin-
sured older and sicker individuals.

CONCLUSION

Four bills recently under consideration in the
Michigan legislature would change the regulations
for the individual insurance market. The bills would
give BCBSM greater flexibility to set premiums,
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extend the exclusion period for pre-existing con-
ditions, and allow BCBSM to enter into additional
insurance markets, among other changes. BCBSM
claims that the proposed legislation is critical to
its financial stability—that it is currently unable to
compete with for-profit insurance companies—and
that failure to pass the legislation will force it to lay
off employees and raise rates. Opponents of the bills
fear that they will alter BCBSM'’s mission as insurer
of last resort, making it harder for high-risk indi-
viduals to obtain health insurance, while allowing
BCBSM to retain its tax exemptions.

Michigan may be able to learn important les-
sons about how to alter the regulations imposed
on BCBSM from other states that have established
benefit obligations for BCBS subsidiaries and imple-
mented modified and pure community rating regu-
lations on BCBS. While these policy options are not
currently part of Michigan’s proposed legislation,
they might assist in limiting negative consequences,
which may possibly result from the passing of such
legislation. All such states have developed plans
to meet the need of individuals who can no longer
afford individual health insurance, many of whom
are likely relatively higher risk individuals. Without
such a plan in place, Michigan runs the risk of amass-
ing an increasing amount of uncompensated care.
This uncompensated care will result from high-risk
individuals joining the ranks of the uninsured. It is
important that Michigan policy makers carefully
consider the method by which they address Michi-
gan’s problems of rising health insurance costs and
rising numbers of uninsured, whether it be by regu-
lation, deregulation, or some combination thereof.
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