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EXECUTIVE SUMMARY

The project goal was to provide information on health insurance coverage, types, and

costs, offered to different categories of small firms.  The project focused  special attention on

HMO offerings to small firms.  A document review of small employer health insurance legislation

in all fifty United States was conducted.   HMO's  from ten selected states were surveyed. How

health care coverage and cost by small firms is changing was addressed through focus group data

collection and analysis.

Lack of coverage for employees of small employers is important for two reasons.  First,

about 37% of working Americans are employed by small businesses of ninety-nine or fewer

workers.  Secondly, many recent efforts to reform the health insurance market have included

reforms in the small employer market.  It is  possible that these efforts may not have achieved the

reforms in the small employer market or may have worsened the situation.

The focus of reform has been two fold, to control costs and improve access.  The key

strategy to control cost has been to strengthen managed care initiatives.  The thrust to improve

access has focused on employers and their coverage of workers, specifically on small businesses,

since 51% of the uninsured worked for small businesses employing 99 or fewer workers

(Morrisey et al. 1994). The increasing emphasis of health care reform on the small business

sector reflects recent business trends in the United States.  Twelve percent (12%) of workers in

firms offering health insurance coverage are not eligible for coverage.   Of those who are eligible,

sixteen percent (16%) of workers opted not to take the coverage (Gable et al. 1999). Between

1988 and 1995, the US economy produced 12 million new jobs, of which eight to nine  million

were among firms that employed 499 or fewer workers (Gable et al. 1997).  During this period
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the overall proportion of workers in firms offering employment-based insurance coverage fell

from 76.2% to 73.2% (Cooper et al. 1997).   Several states undertook major policy initiatives to

promote health insurance coverage by small employers, including legislation mandating specific

types of benefits, facilitating purchasing alliances, and enacting small-group market reforms

related to insurance rating and medical underwriting (Cooper et al. 1997; Gable et al. 1997;

Helms et al. 1992).

More recently, federal legislation has superseded state policy initiatives to address access

to health insurance for the small employer market.  The effect of the proliferation of health

reform legislation is mixed. The comprehensive review of health insurance regulations across the

states did not uncover any significant patterns that could be associated with the number of

uninsured in each state.  The mixed results suggest a different approach to determine the impact

of legislation on access to health insurance for small employers.  There are a number of major

factors that confound the findings in this state document review, such as individual state policies

and laws concerning Medicaid coverage and eligibility, Children's  Health Insurance Plan

(CHIP) regulations, and welfare to work programs.  In addition, each state has a unique

economy, many of which are booming at this time (low unemployment, lack of qualified

employees in many sectors, stable tax base), resulting in employers= willingness to provide more

extensive employee benefits.  As seen in the Robert Wood Johnson Foundation's , Community

Snapshots Project through the Center for Studying Health System Change, communities vary

tremendously in their health care markets.  And the health care markets have a complex and

intertwining relationship with both the small and large members of the business community. 

Each community, or state, has unique catalysts that impact the dynamics of the health insurance



3

industry and other industries.  These markets also operate  in the context of widely varying social

and political environments.  These complexities mask any discernable relationships between the

numbers of uninsured and state regulations.

One approach to standardizing the various health insurance markets across states, is to

have more and stronger Federal legislation as related to the small business insurance market.  Of

particular interest are those areas where states have tremendous latitude in setting their own

regulations, such as establishing a national reinsurance guidelines for small groups, and

establishing purchasing pools at a state level and providing support of the administration of those

pools. 

HMOs in ten selected states were surveyed.  HMOs were asked about specific features

and options of their three most popular plans in the small business sector.  Of the most popular

HMO plans in the small business sector,  68% (34 out of 50 plans) had specifically assigned

primary care physicians for members, 78% (39) had their primary care physicians function as

gatekeepers to control service utilization, 44% (22) paid their physicians/practices on a capitated

per-diem basis, and 72% of the plans (36) paid physicians/practices on a contracted (discounted

fee-for- service) basis, although most of these were specialists.  Thirteen (13) out of 20 HMOs 

required at least 75% employee participation to enroll a small business in a health plan, and 13

out of 20 required a minimum employer contribution of 50% to the employee premium.

When asked specifically about preventive services, 92% (46 out of 50) of the plans

required a minimum or no co-pay for immunizations, 86% (43 out of 50) offered free or nominal

co-pay mammography services, 48% (24) had free or nominal co-pay mammography services.

69% (31) offered free or nominal co-pay prenatal care services, 60% (30) offered free or nominal
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co-pay childhood immunizations. Ninety-four percent of the plans (47 out of 50) offered disease

prevention or health promotion activities to enrollees, and an equal percentage actively

attempted to educate enrollees on how best to use the plan benefits.

The respondents were also asked a series of questions on their perspective of the issues

concerning small employers and the small employer insurance market.  They gave the following

reasons why they believed small employers provide health insurance benefits to their employees:

1) need to attract and retain employees (21); 2) respond to employee demands for coverage (17);

3) the tight labor market (10); and 4) to get coverage for only the owner and family(14). Of these

reasons, attracting and retaining employees was indicated as the single most important reason.

Most respondents indicated that cost was the major reason for employers not offering

health insurance coverage. Most felt there are adequate choices for plans in the market, and also

believe small employers are being provided adequate information about plans and options. 

In response to the perceived effect of such state legislation on the small employer market, fifty

percent of HMOs believe that flexibility had decreased and adversely impacted their market

share.  All respondents indicated increased costs, decreased affordability, and decreased real

access associated with recent state and federal legislation.

Survey respondents were asked about pooled purchasing in their respective state and the

degree to which they felt it was an effective mechanism for improving access to health insurance

for the small employer.  Nine respondents indicated the presence of pooled purchasing

mechanisms for small businesses in their state, and only six thought it had been helpful for small

businesses in accessing health insurance for their employees.

 Significant differences between states= definition and HMOs= definition of a small
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business were found.   In Missouri, 75% of the respondents defined a small business as Aan

employer with 1-50 employees, and 25% defined a small business as 2-99 employees, while the

state of Missouri defined it as 3-25 employees. In California the HMOs defined a small business

as one with less than 50 employees, although the state regulation defined it as 3-25 employees.

The HMO survey indicated that the non-renewal rate at the initiative of the HMO, (apart

from reasons of non-payment of premium) was negligible, ranging from 1-22 policies in the last

year for the ten states surveyed. The guaranteed renewal provisions appear to be effective in

limiting involuntary terminations of small business health insurance. 

Recent published research findings and the results of this study draw an emerging picture

of small businesses finding it more and more difficult to obtain affordable health insurance for

their workers.  This is especially so for those small businesses that have less than 25 employees

and have a disproportionate share of low-wage earning employees.  This is occurring in spite of

ongoing state and federal efforts to address this problem through legislation.  Gabel et. al, (1997)

found similar results even though states have been consistent in adopting regulations that limit

ratings practice use.  At the same time, findings indicate that low-wage earners are less likely to

be eligible for health benefits and less likely to take them up (take-up rate).  When they do take

up health benefits, they are more likely to pay a greater share of the premium for single and

family coverage and have a benefit package that requires a greater sharing of expenses in the

form of higher deductibles and co-payments, as well as restricted benefits.

This project was devoted to examining the supply side of the health benefit equation.  An

integrated review of these findings in conjunction with the focus group findings and document

review suggests that regulation at best has been only partly successful in achieving its goal, which
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is consistent with earlier studies (Nichols et. al, 1998). This study has shown that discrepancies

between explicit legal provisions and practice do exist, such as the definition of a small business.

Mandated benefits appear to be implemented by the HMOs, which is illustrated by

universal offering of maternity and mental health benefits in line with state regulations. Other

regulations such as mandates for fair marketing of low cost plans, are being implicitly breached. 

Built-in adverse marketing incentives mitigate against fair marketing of low cost plans, revealing

an inadequacy of current forms of legislation. Further study is required to better understand this

newly identified gap between legislation and implementation.

Additional research is needed to better understand the demand side of the equation. 

Specifically, a detailed exploration into the reasons small businesses do or do not provide a health

insurance plan, specifically an HMO option is needed.  In addition, several questions from the

employer perspective need to be addressed:  1) What are the barriers to offering a plan to all

employees, as opposed to only high-wage, full-time employees?  2) Have the laws in the different

states had an impact on a small business's  ability to provide a health plan to employees? 

3)What do small businesses actually know about state insurance regulation?  4)  What is the

impact of expanding Medicaid and CHIP programs to their employees? 5) What are the reasons

(barriers) for not taking up the health insurance benefit?  6) What changes are needed to enable

the employee to use the health insurance benefits offered?  7) What benefit options are most

desired?  8) How do employers view HMO products and services?  9) Are employees aware of

expanded Medicaid and CHIP programs in their states and do they view them as a possible

alternative to employer-sponsored health insurance?
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PROJECT STATEMENT

The project goal was to provide information on health insurance coverage, types, and

costs, offered to different categories of small firms.  The project focused  special attention on

HMO offerings to small firms.  A document review of small employer health insurance legislation

in all fifty United States was conducted.   HMO's  from ten selected states were surveyed. How

health care coverage and cost by small firms is changing was addressed through focus group data

collection and analysis.

Most Americans with private health insurance have coverage through their work. This

coverage occurs as a result of the individual or a family member having access to employer-

sponsored health insurance.  Approximately seventy-four percent (74%) of workers are

employed by firms offering health insurance coverage. Unfortunately, not all employees have

access to health insurance (Gable et al. 1999). Twelve percent (12%) of workers in firms offering

health insurance coverage are not eligible for coverage.   Of those who are eligible, sixteen

percent (16%) of workers opted not to take the coverage (Gable et al. 1999).  Numerous studies

have documented the lack of coverage, especially for small employers.  While a number of

reasons for the lack of health insurance coverage have been identified, the primary reason has

repeatedly been shown to be the high cost of the available insurance products.

Lack of coverage for employees of small employers is important for two reasons.  First,

thirty-seven pecent of working Americans are employed by small businesses of ninety-nine or

fewer workers.  Secondly, many recent efforts to reform the health insurance market have

included reforms in the small employer market.  It is  possible that these efforts may not have
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achieved the reforms in the small employer market or may have worsened the situation.

The study examined small businesses= access to private insurance, plan design and

benefits,  particularly for health maintenance organizations (HMO's ).  The study design

involved a comprehensive documents review of health insurance legislation at the federal and

state levels,  a survey of managed care organizations in 10 states representing the different

regions of the United States, and focus groups of small employers.   This study builds on existing

literature and will provide trend data covering a period of rapidly changing health insurance

markets and health care delivery systems.
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LITERATURE REVIEW

The United States has experienced unprecedented increases in health care costs in the last

ten to fifteen years.  Between 1987 and 1993, health insurance premiums increased by 90% even

though wages and salaries increased only by 28%(Cooper, et al. 1997). Escalating health care

costs coupled with increasing numbers of uninsured in the late eighties and early nineties, gave a

major impetus to health care reform to contain cost, increase access, and improve quality of care.

 Specifically, increasing costs have resulted in pricing the small employer and low wage earners

out of the health insurance market, leading to corresponding increases in the uninsured rates in

the US.  The 1996 Medical Expenditure Panel survey showed that 15.7% of workers in the US

were uninsured compared with 12.1% in 1987 (Cooper, et al. 1997).  Concern about increasing

numbers of uninsured has been accentuated by the concurrent tightening of resources by safety

net providers due to cost control initiatives by federal and private payers.  Improving health care

access for the US population remains one of the primary concerns of the federal government.

The focus of reform has been two fold, to control costs and improve access.  The key

strategy to control cost has been to strengthen managed care initiatives.  The thrust to improve

access has focused on employers and their coverage of workers, specifically on small businesses,

since 51% of the uninsured worked for small businesses employing 99 or fewer workers

(Morrisey et al. 1994). The increasing emphasis of health care reform on the small business

sector reflects recent business trends in the United States.  Between 1988 and 1995, the US

economy produced 12 million new jobs, of which eight to nine  million were among firms that

employed 499 or fewer workers (Gable et al. 1997, www.sba.gov/advo/stats.).  During this period
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the overall proportion of workers in firms offering employment-based insurance coverage fell

from 76.2% to 73.2% (Cooper et al. 1997).   Several states undertook major policy initiatives to

promote health insurance coverage by small employers, including legislation mandating specific

types of benefits, facilitating purchasing alliances, and enacting small-group market reforms

related to insurance rating and medical underwriting (Cooper et al. 1997; Gable et al. 1997;

Helms et al. 1992).

More recently enacted federal legislation has superseded state policy initiatives to address

access to health insurance for the small employer market.  The effect of the proliferation of

health reform legislation is mixed.  Most research that has been conducted to date has examined

the impact of state health insurance reform. 

Nichols et al. examined the effectiveness of insurance market reforms in increasing

coverage.  Their study specifically focused on state-level health reforms and made inferences

concerning the impact of the Health Insurance Portability and Accountability Act (HIPAA) on

uninsurance, private insurance coverage, and Medicaid coverage rates.  Their findings suggest

that comprehensive small group insurance reform has resulted in some success but falls short of

generating large changes in the numbers of uninsured (Nichols et al. 1998).  McCall et al. focused

on small group health insurance reform in the state of New Hampshire and concluded that

establishing a community rating system, guaranteed issue, guaranteed renewal, and portability

laws resulted in a decrease in the percentage of uninsured in the state and an increase in

employer-based insurance (1998).  Percy (1998) also found an increase in benefit offerings in the

small group market in states where reform had been in place in excess of three years and for

those states that had implemented all five types of reform (ratings practices, guaranteed renewal,
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guaranteed issue, reinsurance, and limiting pre-existing exclusions).

Gabel et al. took a comprehensive look at rating reforms across the 50 states from 1990 to

1997 and concluded that, although states have adopted policies limiting the use of rating factors

to offset possible abusive rating practices, the overall effect is questionable.  Their findings were

inconclusive as to the impact on administrative cost and overall cost of coverage for small

employers.  They argue that healthy groups may opt to drop coverage or decide to self-insure in

response to increases in  premiums resulting from the elimination of rating practices (1997).

Between 1996 and 1997, there was a decline of 7% in the proportion of small businesses

offering health insurance, and between 1993 and 1996 small businesses experienced a decline of

31% (Morrisey et al. 1994).  Morrisey reported 51% of small employers offering health insurance

to their employees in 1993.  The high cost of health insurance appears to be the over-riding factor

inhibiting coverage.  Dun and Bradstreet report, based on their annual survey of small businesses,

that the average cost increase for insurance premiums was 13% in 1997 (De Mont 1998).  Faced

with rising costs, only 24% assumed the extra costs, while the remainder had exercised other

options such as shopping for a new carrier (39%), reducing the number of providers (27%),

establishing medical savings accounts (34%), or adding a co-pay plan (22%).  In the Dun and

Bradstreet survey, 47% of small business owners cited the high cost of health care insurance as

one of their two top problems.  Along similar lines, Morrisey et al. (1994), found that two thirds

of small businesses that dropped health insurance coverage, blamed their action on substantially

increased premiums.

Other major issues in the small business health insurance market also revolve around cost.

  These issues include:
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1. balancing the impact on profits versus the fear of losing qualified employees due

to a reduction in benefits;

2. maintaining level premiums at the expense of smaller benefit packages;

3. weighing the cost of health insurance versus eliminating coverage for employees

with pre-existing medical conditions;

4. being penalized for high promotional and handling costs compared with large

employers;

5. facing experience rating and medical underwriting costs as compared to larger

employers;

6. balancing the different insurance needs of different employees based on wages,

age, and income; and

7.  having reluctance to get into administrative problems associated with managing

health insurance benefits (Cooper et al. 1997; Morrisey et al. 1994; Gable et al.

1997; Cantor et al. 1995).

In-depth surveys of employers tend to confirm the primacy of the cost issue and the

related issue of value for price in purchasing decisions by small employers.  According to

Morrisey et al., a leading reason for small firms not offering health insurance coverage, was their

inability to qualify for an insurance contract at employer rates comparable to large employers

(1994).  Thirty-nine percent of employers who did not offer health insurance reported this as the

major reason.  Another 15% reported this as part of the reason for not offering health insurance

coverage.  Further investigation of this factor led to inconclusive findings.  Only 18% of small

employers said they did not qualify due to pre-existing health conditions of one or more
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employees, and only 14% said it was due to being in an industry which makes them ineligible.  

Nine percent of employers reported being dropped by the insurer, while 66% reported dropping

coverage because of cost. Morrisey also noted that small firms offered similar breadth of

coverage (range of services) as the large ones, but less depth of service than the large firms

(1994).

Additional research has shown that small businesses are less likely to offer health

insurance, especially if they have a high proportion of low-wage earners (Gable et al. 1999). 

Small businesses are also less likely to pay 100% of health insurance premiums or offer coverage

to dependents (Gable et al. 1999).  Lastly, as premiums become a larger portion of income,

eligible workers are more likely to decline coverage (Gable et al. 1999).  In sum, the issue of cost

appears to be the driving factor from both the employer and employee perspective in the small

group market.

A frequently used solution to overcome the problem of cost has been to offer managed

care plans.  Notwithstanding the many issues associated with the transition from traditional

indemnity insurance to managed care, it has remained the most enduring strategy to address the

problem of cost escalation in health care.  In the small business sector,  however, managed care

appears to have been less effective in achieving enough cost control to positively impact

coverage.   The offering of managed care plans increases with firm size, while many small

employers still predominantly offer traditional health insurance plans.   With increasing

penetration of managed care in health care markets, the market shares of managed care plans in

the small employers market has increased from 58% in 1993 to 74% in 1996 (Jensen et al. 1997).

 However, the proportion of small employers offering health insurance declined by 31% during
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this same period.  It appears that managed care plans have been attractive enough to those who

offer health insurance to their employees to result in a shift from traditional insurance to

managed care.  But for those who have not traditionally offered health insurance coverage,

managed care has not been attractive enough to entice those employers to add a health insurance

benefit.  Helms et al., McLaughlin et al., and Feldman et al. studied the results of demonstration

projects offering subsidized HMO plans and other tailored strategies in eight states, to promote

coverage in the small business sector (1992; 1992; 1993).  They concluded that the practical

implementation of promising strategies is ridden with operational complexities, given complex

small business market scenarios.

Purchasing cooperatives were hailed as a potential solution to address insurance market

failures for small groups.  Morrisey reported that 59% of small employers who provided health

insurance said that they had investigated the option of purchasing health insurance through a

local employer coalition or trade group, but only 17% indicated that their current plan was part of

such an organization (1994).  Other studies have examined the lack of demand for health

insurance by workers.  Cooper et al. (1997) studied the take-up rate of insurance when

employers offered insurance to their employees and found the many employees opt not to take

the health insurance benefit. Chernew et al. (1997) studied the price elasticity of demand for

health insurance using the subsidy model of inducing demand among low income workers.

An issue closely related to costs and affordability, is the health maintenance

mission/vision expected of HMOs, which implies an emphasis on disease prevention and health

promotion to reduce costs of health care which leads to affordability, and therefore access.

Chapman et al. (1997) reported the relatively restricted range of preventive and health promotion
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services provided by a sample of HMOs in the western United States. However, Schauffler et al

(1998) reported considerable emphasis on a comprehensive range of preventive and health

promotion services in advanced managed care markets such as those found in California.

In summary, considerable, though dated, information is available from small employers

and employees of small firms.  No national level data are available regarding health plans=

offerings and perspectives.  A study focusing on managed care insurers, particularly HMO's ,

and Preferred Provider Organizations (PPO), is needed in view of the continuing importance of

managed care in the U.S. health care system.  This study (1) addresses the impact of federal and

state health insurance legislation on the use of managed care by the small business market, (2)

identifies  how HMO's  are responding to the small businesses market. and (3) provides the small

business perspective on health care insurance benefit issues.
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DOCUMENTS REVIEW

A comprehensive review of Federal and State legislation as related to the small business

health insurance market was conducted.  The provisions of statutes and regulations are presented

for 48 states and the District of Columbia.  Michigan and Pennsylvania were not available.

Statutes were reviewed with a major focus on ratings practices, guaranteed renewal, guaranteed

issue, pre-existing conditions, reinsurance, mandated benefits,  and minimum loss ratios. 

Appendix A provides a complete review of state regulations/legislation.  A summary is included

at the end of this section in Table 1.

Rating Practices.  Rating practices fall into three basic categories, community rating,

rating bands, and National Association of Insurance Commissioners (NAIC) rating bands. 

Fifteen out of 48 states and the District of Columbia have some form of community rating

requiring insurers to price a given benefit plan the same for all small groups in the community,

allowing differences for geography and family composition only.  States more often restrict the

use of health status than age for setting premium rates for small groups.   Those states with the

tightest rating bands were most likely to limit the use of experience rating, health status, age,

gender, industry size,  and type.  Four of the states had regulations for tight rating bands, that are

defined as setting small employer premiums in the ratio of 1.5 to 1.0, meaning that small

employers could not be charged more than 150% of those premiums offered to large employers. 

Loose rating bands, are those that allowed premiums for small employers to be set at greater that

150% of those offered to large employers (Curtis et al. 1999). See Figure 1
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Figure 1. Ratings Practices by States

NONE

ACR

NAIC

GLOBAL IND

(A,F,GL)

(A,F,GL)

(A,F,GL)

CT-(A,GN,F,
GL,I,GS)

(A,GN,F,GL,
T)

(A,GN,F,
GS,I,AF)

(A,GN,F,GL,
T)

NAIC NAIC

(GL,F,A,GS)

(GL,GN,F,I,A,GS) (A,GN,
F,I,GS,AF)

(A,GN,
F,GS,I,AF)

(A,F,I,GS,
HS,CE,DC)

MD-(A,I,GS,GL,F,
CR)

MA-(A,I,GS)

DE-NAIC

RI-(GL,F,I,A,
GN,GS)

N0NE

(A,F,GS,AF,)

NAIC

NAIC

NAIC

(A,GN,GL,F,I,
GS)

(A,GN,F,I,GS,
AF)

NJ-(A,GN,GL,F)

USE OF HS
PROHIBITED

(GL)

(A,GN,I,GL,GS,
F)

(GL,F,I,A,GS)

(HPD)

(A,GN,F,GL,
I,GS)

 (GAR)

 NONE

(HPD,A,
GN,GL,

F,I,GS,AF)

(HPD)

NAIC

(A,GN,F,GL,I,GS,HPD)

(A,GN,F,GL,
I,GS)

VT-(F,GS,NCE,CR)

NH-(HSD)

(GL,F,A)

(A,F,
GN,GL,
GS)

(GL,F,A,
GS,AF,
HPD)

NAIC

NAIC

(A,GN,F,
GL,GS)

     RATINGS PRACTICES



18

Guaranteed Renewal.  Guaranteed renewal legislation, that allows businesses to renew

their health insurance year-to-year regardless of the insurance company's  desire to do so, was

present in all states as established under the Health Insurance Portability and Accountability Act

(HIPAA) and which supersedes earlier regulations in 43 states.  There are only a few exceptions

to guaranteed renewal that have occurred.  These include: 1) health plans electing to withdraw

product offerings from both the small and the large group markets; 2) groups are allowed to

purchase any other insurance product; 3) health insurance plans may elect not to offer an

insurance product to any small employer, effectively withdrawing from the small group market

altogether; and 4) allowing an insurance company not to renew a policy to a small employer if

very strict guidelines are followed, that might include documented heavy losses.

Guaranteed Issue.  Guaranteed issue laws require that health insurance plans offer some

insurance product to small businesses regardless of health status or claims experience.  Only two

states (IL, IN) have no guaranteed issue laws.  Guaranteed issue regulations vary tremendously

from state to state.  Some states have specific basic plans that must be offered, while other states

have no provisions for a standard or basic plan.  As result, insurance plans in states without a

stipulated basic plan, will offer plans with substantially reduced benefits to offset the guaranteed

issue regulations.  The effect of guaranteed issue has been shown to significantly increase

coverage in the small business group market, but without regard to types and numbers of

insurance benefits (Nichols et al. 1998). See Figure 2
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Figure 2. Guaranteed Issue Regulations by States
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Pre-existing Conditions.  Pre-existing conditions legislation limits pre-existing

exclusions in policies.  All states having small business health insurance regulations have some

form of limitation on exclusions of pre-existing conditions.  The effect of limiting pre-existing

condition exclusions has not been demonstrated to be effective in the literature (Nichols et al.

1998; McCall et al. 1998).  This study did not find an association between pre-existing condition

legislation and the trend in the number of uninsured. See Figure 3

Reinsurance Laws.  Reinsurance laws refer to regulations that allow health plans to

insure themselves against extensive loss.  In some states there exists a statutory, non-profit entity

that is established under the auspices of the State Insurance Commission to reinsure small

employee groups or health plans offering insurance to small employers.  In some states,

reinsurance laws allow some insurers to perform this function (for-profit), but if they do so, they

cannot offer primary insurance to the small businesses themselves.  The effect of reinsurance

laws is to spread risk over a number of health insurance plans and companies, and by doing so,

enables insurers to take greater risks in their offerings to small businesses, resulting in lower

premiums.  This study indicates, for each state, whether the state required (mandatory)

reinsurance, or whether it is voluntary.  See Figure 4.  There are no Federal regulations on

reinsurance. 
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Figure 3. Limits on Pre-Existing Conditions
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Figure 4. Reinsurance Laws by States
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Mandated Benefits.  Mandated benefits are those benefits that are required to be offered

in each health plan written for small businesses.  States vary widely on mandated benefits.  See

Figure 5.  Jensen and Morrisey (1999) estimate that 20 to 25% of the uninsured lack coverage

because of mandated benefits.  Jensen and Morrisey (1998) found that workers report that

mandated benefits impact their paychecks through decreased wages, fewer benefits, and higher

premiums.  Dental services have been shown to result in the highest percentage increase in

premiums (15%), followed by visits to psychologists (12%),  psychiatric hospital stays (13%),

and chemical dependency (9%) (Jensen and Morrisey, 1998). 

The most common mandates observed across the states in this study were mammography

screening, chemical dependency/alcohol treatment, maternity benefits, immunizations, and

mental health.  Among mental health mandates, states have tremendous latitude in what services

and how often they cover certain services, such as numbers of visits (generally a minimum of ten

per year) to a psychologist or psychiatrist, numbers of inpatient treatment days (generally a

minimum of 30 days), and caps on total expenditures per year.  South Dakota provides for

biologically-based mental illnesses, such as schizophrenia, bipolar disorder, and any other

diagnosis that causes serious impairment to functioning, to be paid as other physical illnesses. 

Texas, on the other hand, does not require reimbursement of substance abuse treatment when the

substance was obtained and consumed in violation of the law.
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Figure 5. Number of Mandated Benefits by State
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Minimum Loss Ratio.  Minimum loss ratio refers to the proportion of premiums

collected that should be paid out in claims.  Eight out of the 48 states and the District of

Columbia had either prescribed minimum loss ratios or prescribed guidelines for arriving at

minimum loss ratios.  These ratios ranged from 50% in Minnesota to 80% in Washington.

There are two states (NY, NJ) that stipulate that if a carrier paid out less than 75% in the

prior year, they must pay out the balance as dividends or credits against subsequent premiums

to employers.  There is no Federal legislation directed toward minimum loss ratios.  See

Figure 6. for a sample of states which stipulate minimum loss ratios.
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Figure 6. Minimum Loss Ratio by States
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In the course of reviewing these dimensions of state regulations/legislation, it was

found that although Federal regulation is silent on continuation of coverage of employees

after termination of employment or loss of eligibility, some states have made provision for

continued coverage through such mechanisms as the Consolidated Omnibus Budget

Reconciliation Act of 1985 (COBRA), maintenance of coverage at the same premium level,

or a premium that cannot exceed some percentage of the group rate.  The Health Insurance

Portability and Accountability Act (HIPAA) provided for portability, which is defined as the

ability to go from one insurance plan to another without having to go through medical

examinations or having to meet new waiting periods for existing conditions.  To date, only 35

states have specifically adopted the HIPAA regulation as a state law. 

Summary.  The comprehensive review of health insurance regulations across the

states did not uncover any significant patterns that could be associated with the number of

uninsured in each state.  The mixed results suggest a different approach to determine the

impact of legislation on access to health insurance for small employers.  There are a number

of major factors that confound the findings in this state document review, such as individual

state policies and laws concerning Medicaid coverage and eligibility, Children's  Health

Insurance Plan (CHIP) regulations, and welfare to work programs.  In addition, each state has

a unique economy, many of which are booming at this time (low unemployment, lack of

qualified employees in many sectors, stable tax base), resulting in employers= willingness to

provide more extensive employee benefits.  As seen in the Robert Wood Johnson

Foundation's , Community Snapshots Project through the Center for Studying Health System

Change, communities vary tremendously in their health care markets.  And the health care

markets have a complex and intertwining relationship with both the small and large members
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of the business community.  Each community, or state, has unique catalysts that impact the

dynamics of the health insurance industry and other industries.  These markets also operate 

in the context of widely varying social and political environments.  These complexities mask

any discernable relationships between the numbers of uninsured and state regulations.

One approach to standardizing the various health insurance markets across states, is to

have more and stronger Federal legislation as related to the small business insurance market. 

Of particular interest are those areas where states have tremendous latitude in setting their

own regulations, such as establishing a national reinsurance guidelines for small groups,

and establishing purchasing pools at a state level and providing support of the administration

of those pools.






































































































































