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Oversight: The Availability of Affordable Health Insurance to Small Businesses and the Self-Employed


On Wednesday, December 10, 2003, the Committees on Health and Economic Development and the Subcommittee on Small Business, Retail & Emerging Industries will hold an oversight hearing on the availability of affordable health insurance to small businesses and the self-employed in New York City.  Invited to testify are representatives of the New York State Department of Insurance, the New York City Department of Small Business Services, the New York City Department of Health and Mental Hygiene, the Mayor’s Office of Health Insurance Access (MOHIA) and Borough Presidents.  Also invited to testify are Chambers of Commerce and independent worker associations.

I.  BACKGROUND

The government provides health care to the very poor through programs like Medicaid, Family Health Plus and Child Health Plus.  However, the working poor often do not have health insurance available through their employer, do not earn enough to pay for the high premiums insurers set for individuals and can earn too much to be eligible for government sponsored health insurance programs.  A recent study by Families USA, found that approximately 74.7 million Americans under the age of 65 were without health insurance for all or part of 2001 and 2002.  Of those, nearly four in five individuals, or 77.9%, were connected to the workforce. These workers included 70.7% who were employed either full- or part-time and 7.2% that were unemployed but actively seeking employment.
  
Living without health insurance results in a myriad of negative impacts on one’s current and long-term health.  These impacts result in a situation where the uninsured:

· Are less likely to have a usual source of care outside the emergency room.

· Often go without screenings and preventive care. Often delay or forgo needed medical care

· Are often subject to avoidable hospital stays

· Are sicker and die earlier than those who have insurance

· Are subject to medical care that is more costly than that provided for insured Americans

Furthermore, this delay in obtaining medical attention for preventable and treatable illnesses has the unfortunate consequence of a sicker and less productive workforce.

Today the Committees will hear testimony regarding the options available for uninsured small business owners, their employees and the self-employed, including sole proprietors and independent workers.  For example, with the assistance of chambers of commerce and independent trade associations, there are opportunities to gain health insurance at more affordable group rates than those available to individuals.  Such options, however, do not necessarily allow for greater insurance affordability and availability due to issues surrounding guaranteed access to stop loss funds, effective outreach to small businesses with low-income employees, the availability of grant funds to subsidize premiums, the risks associated with insuring the self-employed, the ability of less expensive health insurance plans to become self-sufficient, income thresholds for eligibility and the reliance on any premium co-payments by those who may not be able to afford them.

While employers have the option to offer health insurance to their employees, the high cost of such insurance is prohibitive for many small businesses who struggle to keep above the profit margin.  Limited resources make it difficult for small businesses to add the cost of health insurance to the already high cost of doing business.  Individual small businesses set different priorities regarding these competing costs and may conclude that they cannot afford to offer health insurance to their employees. 

As of March 2003, there was an estimated 1.3 million independent workers in New York City, representing more than 30% of the City’s workforce.
  These independent workers include freelancers, temps, contingent workers, day laborers, contract workers, part-time workers and others not tied to a full-time employer.

Persons who operate a business as a sole proprietorship may also have difficulties obtaining health insurance for themselves and their employees.  Sole proprietorships are unincorporated businesses that are owned by one individual whose business and personal liabilities are one in the same.  As will be discussed below, a recent amendment to the State Insurance Law provides new opportunities to gain health insurance coverage under associations and chambers of commerce.  While such opportunities have been seized in upstate New York, there appears to be some difficulty expanding this option to sole proprietors in New York City.

II.  RELATED LEGISLATION 

Association Plans

Article 42, §4235 of the New York State Insurance Law establishes the rules for “Group accident and health insurance.”  The regulations setting forth the requirements are contained in Title 11, §360.8 of the State Code of Rules and Regulations.  The Law permits insurers to issue community rated health insurance policies to those associations enumerated in the Law.  Chambers of Commerce are among the associations to which insurers may offer community rated group plans.

Sole Proprietors 

Chapter 557 of the Laws of 2002 amended sections 3231 and 4317 of the State Insurance Law by requiring health insurers that issue coverage to small groups through association groups, including chambers of commerce, to offer the same coverage to sole proprietors.  Prior to this amendment, New York State did not require insurers of small groups (defined as 2-50 subscribers) to offer a group-rated health insurance plan to individuals in business for themselves.  Nonetheless, with the advent of community rating and open enrollment laws in New York, chambers of commerce and other associations typically voluntarily offered group-rated plans to sole proprietors that purchased health insurance through a chamber of commerce or other association.
  This practice began to change a couple of years ago with some chambers and associations pulling out of the sole proprietor market.  The trend of eliminating sole proprietors’ access to group-rated coverage resulted in some businesses being forced into the direct pay market at rates substantially higher than the group-rate other small businesses paid.
 


In addition to requiring that insurers provide group rated insurance to sole proprietors, the new legislation also permits, but does not require insurers to classify sole proprietors in their own community-rating category.  If an insurer chooses to classify sole proprietors as a separate group, insurers are prohibited from charging the sole proprietor group rates exceeding 120% of rates established for identical coverage issued to another group.  It is also important to note that insurers wishing to apply for a rate differential between sole proprietors and small groups must file materials with the Insurance Department (the “Department”) and provide actuarial justification for the proposed rate differential.


Pursuant to the new legislation, the Department also permits insurers to impose certain eligibility requirements upon association members in order to verify that employees electing health insurance are legitimate employees of association members.  Salient eligibility requirements include annual submission of the following to an insurer:

· Documentation of active employee status;

· Prior year’s federal income tax forms for businesses in operation for more than one year;

· Other proof of doing business such as bank statements, cancelled checks, certificates of doing business or tax documentation for businesses operating for less than one year; and

· Other documents establishing eligibility, as are reasonable and necessary and approved by the Department.

Additionally, a sole proprietor must have been a member of the association for at least sixty days prior to the effective date of the policy.


Though the new law has been met with success in most upstate regions, the major New York City Chambers of Commerce have yet to establish group plans for their members and, therefore, have no basis for the provision of health insurance to sole proprietors at similar rates charged to groups.  Local Chambers of Commerce complain that it is difficult to find an insurance carrier to underwrite such insurance.  Some local Chambers believe that insurance carriers are reluctant to provide coverage until the Department approves the 20% increase that the law allows carriers to charge for sole proprietors and in addition, that the new law is administratively burdensome.
  

III.  HEALTH INSURANCE OPTIONS FOR SMALL BUSINESSES, INDIVIDUALS AND SOLE PROPRIETORS

A.  Healthy New York

In response to the nearly 3 million people without health insurance, the New York State Legislature passed the Health Care Reform Act of 2000 (HCRA), which created Healthy New York.  The purpose of this initiative was to increase the number of New Yorkers enrolled in health insurance by making insurance more affordable.  Approximately 1 million people are eligible for coverage under HCRA 2000. 

Healthy NY includes coverage of essential health needs, including inpatient and outpatient hospital services, physician services, maternity care, preventative health services, diagnostic and e-ray services and emergency services.  Policyholders may choose between plans with limited prescription drug benefits or without prescription drug benefits.

Healthy NY, which began enrolling people in January 2001, consists of three parts: (1) one for businesses with 50 or fewer employees, (2) one for low-income uninsured workers and (3) one for low-income sole proprietors.  

To be eligible for insurance under the Healthy NY program, a small business must have at least 30 percent of its employees earning no more than $30,000 and at least one of these employees must enroll in the plan.  At least half of the eligible employees in the small firm must participate, and the firm cannot have provided health insurance to its employees in the preceding 12 months.

To be eligible for Health NY as a sole proprietor one must: 

· Have been uninsured for the past 12-month period preceding application or have lost coverage due to a qualifying event (i.e. loss of employment, death of a family member, change to a new employer, change of residence, discontinuation of a group health plan, termination or cancellation of COBRA coverage, legal separation, divorce or annulment, loss of eligibility for group health insurance coverage, reaching the maximum age for dependent coverage).

· Have a gross household income that meets the income guidelines of the program. The amount of the household income limit depends upon the number of household members (see chart below).

	Healthy NY Income Guidelines*

	Family Size
	Annual Household Income
	Monthly Household Income

	1
	Up to $22,575
	Up to $1,882

	2
	Up to $30,425
	Up to $2,536

	3
	Up to $38,275
	Up to $3,190

	4
	Up to $46,125
	Up to $3,844

	5
	Up to $53,975
	Up to $4,498

	Each extra person 
	Add $7,850
	Add $655


Source: Healthy NY Website

· Be ineligible for Medicare

· Reside in New York State 

· Not currently work for an employer that provides health coverage

The following are the requirements individuals must meet in order to qualify for Healthy NY:

· Employer must not currently provide you with health insurance.

· Gross household income meets the income guidelines of the program.  The amount of the household income limit depends upon the number of household members you have. (see Healthy NY Income Guidelines in chart above).

· No health insurance in effect for the twelve-month period preceding application or have lost such coverage due to a qualifying event.

· Be ineligible for Medicare. 

· Reside in New York State.

· You or your spouse must be currently employed or have worked some time in the past year.

Healthy NY creates standardized health insurance benefit packages that are offered by all health maintenance organizations (HMOs) in the State.  HMO’s are required to offer the standardized plan, while other carriers have the option to participate.  Healthy NY requires each carrier to community rate the premiums for small firms and individuals/sole proprietors jointly for each of the different policy tiers (single, husband/wife, adult and children, family).  Additionally, Healthy NY creates communities of enrollees that include all small businesses, sole proprietors and individuals.  Individual communities are given a community premium for each policy tier.  By creating community premium rates for policyholders regardless of whether an individual is an employee of a small firm or a sole proprietor, he/she will be able to experience premium rates equal to those of other families of similar size within his/her community.

 
Healthy NY incorporates three features in order to yield lower premiums than those currently available in the individual and small group markets: (1) the creation of the stop-loss fund, (2) a leaner benefit package and (3) cost sharing.  The first feature, the stop-loss fund, was created by the State Legislature to pay for up to 90 percent of the costs of enrollees with any claims between $30,000 and $100,000.  (Although, the State Department of Insurance has recently promulgated a new regulation that has changed the claims to lower thresholds of $5,000 to $70,000.)  By subsidizing the costs of these claims the State is able to remove much of the insurers’ risk of high-cost claims.  This design feature makes the Healthy NY approach to reducing premiums different from approaches that directly subsidize premiums.

Healthy NY also offers a leaner benefits package than is currently available in New York’s individual market or in many small group markets.  The package is exempt from State requirements to cover certain services such as mental health care, home healthcare, chiropractic care and outpatient treatment of alcoholism and substance abuse.

Lastly, Healthy NY relies upon higher cost sharing (or co-payments) with respect to the requirement that services be obtained from the network of HMO providers in order to maintain lower premiums.  By shifting some expenses to enrollees and managing care within HMOs, costs can more easily be contained.  To support the plan, the State Legislature allocated $219 million for Healthy NY over a 30-month period between January 1, 2001 and July 1, 2003, and another $130 million to stabilize the individual market.

How Is Healthy NY Doing?

A recent report entitled, “Healthy NY: Making Insurance More Affordable for Low-Income Workers,” (the “Report”) found that as of February 2001, Healthy NY’s premiums were lower than premiums in the individual market and with respect to comparable HMO policies in the small group market.  The report noted that premiums for qualified individuals are generally 30 to 50 percent less than premiums in the individual market.  For comparable HMO policies, Healthy NY premiums are about 15 percent to 30 percent less than in the small group market.  

In August of 2003, Governor Pataki announced enhancements to Healthy NY.  These enhancements are meant to broaden eligibility standards, eliminate copayments for routine examinations of children and other well-child visits and reduce Healthy NY premiums by an average of 17% for eligible New Yorkers. 
Despite the apparent success of Health NY in yielding lowering premiums, it should be noted that the premiums offered by Healthy NY still account for more than 5% of before-tax income for most individuals and many low-income workers in eligible small firms.  As a result, it is not clear that Healthy NY's target beneficiaries will purchase coverage through the program in large numbers.  The Report offers three modifications that may make Healthy NY’s premiums more affordable for low-income workers and increase enrollment:

1. Direct subsidies could be made available to individuals and sole proprietors who are eligible for Healthy NY so as to equalize the effective premium faced by small-business workers and individuals/sole proprietors.

2. The program could adjust the reinsurance mechanism if it turns out that some carriers have disproportionately high numbers of enrollees with very high claims (above $100,000) after the initial year.  The reinsurance mechanism could be modified so that more of the risk of high-cost claims is shifted to the State.

3. The program could offer an additional standardized benefits package primarily to attract more young and healthy uninsured workers.

B.  HealthPass

HealthPass was created in 1999 in a public-private partnership between the New York City Mayor’s office and local businesses.  The purpose of HealthPass was to increase the viability of small business in New York City by making it easier for these businesses to offer health benefits to their employees.  HealthPass has been able to increase the number of small businesses offering health insurance to their employees by simplifying the acquisition and maintenance of health insurance.  More than 60 percent of companies enrolled in HealthPass had not previously offered health insurance benefits.
  It should be noted that unlike Healthy NY, the purpose of this program was not necessarily to make the cost of premiums lower and as a result, there are no mechanisms to yield lower premiums.

HealthPass is administered by the New York Health Purchasing Alliance, a subsidiary of the New York Business Group on Health.  HealthPass provides access to a wide range of health benefit plans and prescription drug and dental options and offers plans that include health maintenance organizations, exclusive provider organizations, point-of-service plans and preferred provider organizations.  HealthPass is operated by four different insurers: Group Health Incorporated (GHI), Health Insurance Plan of New York (HIP), Horizon Healthcare and HealthNet.  Originally all four insurers offered five identical plans that only differed by the size and quality of service providers within their system.  Six additional plans have been added by the four original insurers.

A report done for the Commonwealth Fund, entitled “New York’s HealthPass Purchasing Alliance: Making Coverage Easier for Small Business,” (the “Commonwealth Fund Report”) notes that HealthPass has helped increase the availability of health insurance to small businesses that previously had not offered insurance to their employees.  The Commonwealth Fund Report finds that the combination of a wide choice of benefit options with administrative simplicity for participating employers is the primary reason for this increase – not because HealthPass necessarily provides cheaper health benefits packages.  Despite HealthPass not being subsidized and its lack of mechanisms to yield lower premiums, it appears that HealthPass has indirectly made insurance more affordable for small businesses.  The range of available choices available through HealthPass has allowed many employers to provide health care coverage at a low overall cost to the company.  Most employers participating in HealthPass do so under a defined contribution model, in which they specify a set dollar contribution to premiums, allowing their employees to join more expensive plans by paying the difference in the premiums themselves.  The average HealthPass employer contribution for individual coverage was $197 per month, and for family coverage $383 per month according to a survey in 2002.
  This is considerably lower then the average employer contributions reported in a statewide survey of small employers – $242 for individual coverage and $467 for family coverage.
  In the fall of 2002, monthly premiums for the health insurance options available through HealthPass ranged from $222 to $417 for employee-only coverage.

Meanwhile, as previously indicated, statistics have shown that HealthPass has been successful in increasing the number of small businesses that provide health insurance to their employees.  However, surveys of participating businesses show that many employees are choosing not to participate in this health plan.  This is a sign that although HealthPass is reducing the cost to employers of offering health insurance for employers, it is not necessarily making insurance more affordable for employees.  Minnesota and California have been successful in lowering insurance premiums by adding mechanisms to yield lower premiums, such as adding plans with relatively small provider networks or higher deductibles.

Initially HealthPass was supposed to be self-sufficient after two years (by the end of 2001).  However, the HealthPass program’s current strategic plan predicts that self-sufficiency will occur with approximately 13,000 enrolled employees, estimating that this will not occur until February 2005.  The City provided the program with $2.7 million in start-up funding for the first two years, and the contract between the City and the New York Business Group on Health was renewed in January 2003.  However, further extensions after June 2003 are uncertain, lending urgency to the program’s need for self-sufficiency.
 

Two suggestions on how HealthPass could be helped in its search for self-sufficiency while making insurance more affordable for employees are (1) add new health plan(s) to HealthPass that utilize mechanisms to yield lower premiums and (2) create a City campaign to coordinate public and private health coverage.   For a brief period under the Guiliani administration there was an outreach campaign called "Health Stat" that sought to match the uninsured with both public and private programs.  HealthPass, small businesses and individuals could be helped by the creation of a new outreach campaign that would direct both business and individuals to appropriate health insurance plans.

C.  Working Today

Working Today is an example of a nonprofit organization that assists independent workers to obtain health insurance.  This group is able to offer health insurance through their trade association under the State Insurance Law.  Because they are an association, insurers offer the members a group rate.  Currently, Working Today is able to offer its members premiums at $286 per month.

On March 4, 2003, Working Today released the results of a survey of 800 members in a briefing to the City Council hosted by Council Members Christine Quinn, Chair of the Health Committee and Bill de Blasio, Chair of the General Welfare Committee.  The survey found that most independent workers do not receive health insurance benefits from their employer.
  The study further concluded that with the current average premium of $442 per month (the average HMO premium for an individual in Manhattan), these workers would need to earn over $100,000 to afford health insurance.  This is a significant gap in health insurance affordability for independent workers considering that most individuals can only afford to pay up to 5% of their income on health insurance, and the majority of respondents stated that the current average premium is almost 15% of their average income.
  The survey also found that over 85% of independent workers currently earn less than $100,000, with the largest number of respondents earning between $21,000 and $50,000 per year.  Thus, independent workers make too little to afford individual health insurance, yet too much to qualify for State programs.

D.  Brooklyn HealthWorks 

While programs such as Healthy New York and Health Pass offer a more affordable option than commercial plans, they may still be beyond the reach financially of low-income workers.  In response, the Brooklyn Chamber of Commerce recently obtained approval to operate a demonstration project under Healthy NY.   This initiative will provide affordable health insurance products to uninsured, low-wage workers in eleven northern Brooklyn community districts, including the neighborhoods of Williamsburg, Greenpoint, Fort Greene, Bedford Stuyvesant, Ocean Hill-Brownsville, Bushwick, Crown Heights and East New York.

The goal of the demonstration is to test the ability to develop a product that addresses some of the barriers of enrollment into the various commercial plans and into Healthy NY.  Brooklyn HealthWorks attempts to do this by offering a plan with relatively lower premiums, co-payments and deductibles in contrast to commercial plans, and by eliminating the mandated 50 percent employer premium contribution.  A qualifying business must be located in the demonstration area, have 2-50 employees, be paying at least one-third of those employees $32,000 or less in wages and cannot have provided health insurance coverage to their employees within the preceding 12 months.

Brooklyn Health Works was formed by a consortium of groups.  The Brooklyn Chamber of Commerce and the Office of the Brooklyn Borough President initially helped form a consortium--consisting of health care providers, business groups, community agencies, GHI and Express Scripts (collectively, “The Northern Brooklyn Health Consortium”)—in order to tailor a health plan for small businesses.   The Chamber of Commerce obtained grant funds
 to pay for the initial development, administrative costs, marketing expenses and community outreach.
   As part of the outreach, the Chamber obtained the cooperation of hospitals to accept significantly reduced reimbursement for an insurance product to cover people the hospitals would otherwise be serving without receiving any reimbursement.   Finally, the program sought to access Healthy NY’s Stop Loss Pools.

Because its benefit package and target audience differ from Healthy NY’s, Brooklyn HealthWorks required approval to obtain special access to New York State’s stop-loss funds.  As its goal is to address limitations in the Healthy NY program, Brooklyn HealthWorks differs from the State program a number of ways.  For example, the program would cover participants whose income levels exceed the 200 percent of poverty level offered by Healthy New York.  Instead, participants would be eligible to earn 100 to 300 percent above the poverty level.  As stated, the plan seeks to charge relatively lower premiums, co-payments and deductibles than Healthy New York.  Additionally, unlike for Healthy NY, the employer’s contributions will be subject to the employer’s determination, rather than the mandated 50 percent employer premium contribution.  Brooklyn HealthWorks health delivery system relies on provider sponsors, their affiliates and all other providers in the demonstration area to accept the reimbursement rates established by the Northern Brooklyn Health Consortium.  Finally, the benefit package includes home health care and substance abuse treatment, which are excluded from Healthy NY.  

With strategies in place, the premium (including pharmaceutical benefits)
 for Brooklyn HealthWorks is expected to be to be approximately $115 per month for individuals and $335 per month for a family of four.   These rates are 40% cheaper than comparable Healthy NY products, and 60% cheaper than commercial products now available in Brooklyn.  GHI will underwrite the program and administer all claims.  The plan will operate as an Exclusive Provider Organization (“EPO”), requiring enrollees to obtain all services through Brooklyn HealthWork’s provider networks, except for emergency care, which allows for use of an “out of network” option.

�








� Families USA, Going Without Health Insurance: Nearly One in Three Non-Elderly Americans, March 10, 2003.


� Families USA, Going Without Health Insurance: Nearly One in Three Non-Elderly Americans, March 10, 2003.


� Available online at: http://www.workingtoday.org/about/03-05-03.php


� Crains, Sole Proprietors Get No Insurance Break, Tina Traster, April 7, 2003.


�   The Business Council of New York State, Inc., Legislative Memo entitled: Sole Proprietor Health     Insurance, May 9, 2002.


�  Id.


�  State of New York Insurance Department, March 32, 2003 Supplement No. 1 to Circular Letter No. 27 (2002). 


�  Crains, Sole Proprietors Get No Insurance Break, Tina Traster, April 7, 2003. 


� Katherine Swartz, Healthy New York: Making Insurance More Affordable for Low-Income Workers, November 2001.


� Katherine Swartz, Healthy New York: Making Insurance More Affordable for Low-Income Workers, November 2001.


� Stephen Rosenberg, New York’s HealthPass Purchasing Alliance: Making Coverage Easier For Small Business, September 2003.


� Id.


� Id.


� Id.


� Id.


� http://www.workingtoday.org/about/03-05-03.php


� Id.


� Eligibility has recently been designated by zip code to make it easier for a business to know if they are eligible.   


� Brooklyn Health Works received two major 3-year grants form the Robin Wood Johnson Foundation and the US Department of Health and Human Services and additional funds from the New York City Community Trust, the United Hospital Fund and the Sirus Fund.


� In addition, amortizing the product development and administrative costs has helped reduce the monthly premium cost.


� As part of the initiative, the Brooklyn Chamber of Commerce is also administering Brooklyn Health WoRx, a prescription drug discount card sold directly to qualified individuals who live or work in the demonstration area.  
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