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I Determination 

For the calendar year ending December 3 1,2008, the Commissioner concludes that: 

(a) Public Act 306 of 2005 gave HMOs greater flexibility in the way they could structure their 
benefit plans; 

I (b) It was expected that allowing HMOs to offer benefit plans with greater consumer cost-sharing 
would lower premiums; and 

(c) Lowering premiums would make HMOs more attractive to employers and employees and in- 
crease HMO enrollment; 

(d) While the greater flexibility that HMOs now have to include higher cost-sharing provisions in 
the plans they offer has not prevented them fiom losing enrollment, absent this flexibility, they 
might have experienced greater enrollment loses; 

(e) The loss of business, which was caused in part by a rise in health care costs was exacerbated by 
Michigan's economic recession, and the loss was experienced by other health carriers as well; 

( f )  Trying to help mitigate the effects of the economy, some employers have reduced, eliminated, 
or turned to less costly forms of coverage. 

Based upon the above conclusions that are supported by the data and findings in this report, the 
Commissioner has determined that greater co-payment and co-insurance levels allowed by the 
amendatory act that added this subsection have not increased the number of employers who have 
contracted for health maintenance organization services and that these levels have not increased the 
number of enrollees receiving health maintenance organization services. However, without this 
flexibility, health maintenance organizations could be less competitive in the future relative to 
other forms of health coverage. 

P 

Ken Ross 
Commissioner 

Date 



Introduction 

Public Act 306, enacted by the Michigan Legislature in 2005, gave health maintenance or- 

ganizations (HMOs) greater flexibility in the way they could structure their benefit plans. 

Upon the enactment of the legislation, HMOs were permitted to market policies that require 

enrolled people to pay more of the cost at the time they consume health services. Specifi- 

cally, the act allowed HMOs to impose higher copayments and higher coinsurance. The 

specific language was as follows: 

Sec. 3515. (2) A health maintenance organization may have health maintenance 
contracts with deductibles. A health maintenance organization may have health 
maintenance contracts that include copayments, stated as dollar amounts for the cost 
of covered services, and coinsurance, stated as percentages for the cost of covered 
services. Coinsurance for basic health services, excluding deductibles, shall not ex- 
ceed 50% of a health maintenance organization's reimbursement to an affiliated 
provider for providing the service to an enrollee and shall not be based on the pro- 
vider's standard charge for the service. This subsection does not limit the commis- 
sioner's authority to regulate and establish fair, sound, and reasonable copayment 
and coinsurance limits including out of pocket maximums. 

The legislation also required the commissioner to prepare an annual report to determine 

whether giving HMOs this greater flexibility increased their ability to attract new employers 

and to increase enrollment. The specific language is  as follows: 

Sec. 351 5. (3) By May 15,2008, and by each May 15 after 2008, the commissioner 
shall make a determination as to whether the greater copayment and coinsurance 
levels allowed by the amendatory act that added this subsection have increased the 
number of employers who have contracted for health maintenance organization 
services and whether these levels have increased the number of enrollees receiving 
health maintenance organization services. In making this determination, the commis- 
sioner shall hold a public hearing by February 1, 2008, and may hold a public hear- 
ing thereafter, shall seek the advice and input from appropriate independent sources, 
including, but not limited to, all health maintenance organizations operating in this 
state and with enrollees in this state, and shall issue a report delineating specific ex- 
amples of copayment and coinsurance levels in force and suggestions to increase the 
number of persons enrolled in health maintenance organizations. 

The purpose of this second annual report is  to meet the legislative requirement for an as- 

sessment of the effects of giving HMOs more latitude in defining benefit packages. 

Understanding of  the Context 

When HMOs first developed in Michigan and elsewhere, they tended to be integrated sys- 

tems with closed physician panels, organized and operated in a way to allow them to 

closely track physician practice patterns, monitor utilization, and control costs. Their use of 

expensive medical services, particularly hospital days, was generally significantly lower than 

traditional fee-for-service medicine, so they were often able to offer coverage that was less 

costly and more comprehensive than standard indemnity health plans. From a price stand- 



point, they could compete well with more traditional health insurance. Thus, the thinking 

was that significant consumer cost-sharing through the use of deductibles, copayments, and 

coinsurance was not necessary to control costs. In fact, they were viewed as being counter- 

productive by discouraging patients from utilizing preventive and other health maintenance 

services that were highly beneficial, cost effective, and a hallmark of the HMO approach to 

care delivery. Hence, the early HMOs did not have any significant degree of cost-sharing, 

and that principle was built into the original Michigan HMO laws, which severely limited 

the extent to which HMOs could impose consumer cost-sharing requirements. 

But over time, some of the price advantages enjoyed by HMOs dissipated. Indemnity plans 

were largely replaced by preferred provider organizations (PPOs), which had a price advan- 

tage over indemnity plans because they aggressively negotiated with physicians and other 

providers to get discounted prices, and they adopted some of the techniques used by HMOs 

to reduce high utilization of services. PPOs were less costly than indemnity plans, but they 

did not place the restrictions on provider choice that are characteristic of HMOs. As a result 

HMOs (as well as indemnity plans) lost some market share. At the same time, non-HMO in- 

surers were increasing the extent of consumer cost-sharing in their benefit plans as a way of 

trying to create incentives for consumers to be more economical in their use of medical serv- 

ices and to lower premiums. More recently, advocates of consumer-directed health plans 

and health savings accounts (HSAs) promoted benefit plans that included high deductibles 

and other consumer cost-sharing. Because insurers pay less of the bill and consumers pay 

more, premiums are lower, which is attractive to employers. 

These developments, along with the legal prohibition on significant consumer cost-sharing, 

put HMOs at a price disadvantage, for which they sought legislative relief. The legislature 

apparently concluded that if HMOs were to be able to offer competitive premiums, they 

needed to have the ability to develop benefit plans that included significant consumer cost- 

sharing.' The result, in Michigan, was the passage of provisions of several pieces of legisla- 

tion that permitted HMOs to market benefit plans with more consumer cost-sharing. 

The first effort to give HMOs greater flexibility to require enrollees to pay more of the cost of 

services was the passage of Public Act 621 in 2002. That legislation for the first time gave 

HMOs the authority to sell plans that included significant deductibles, and it also allowed 

"nominal" copayments: 

Sec. 3515 (2). A health maintenance organization may have health maintenance 
contracts wi th deductibles. A health maintenance organization may have health 

' There are essentially three kinds of consumer cost-sharing. Deductibles refer to amounts that consumers must 
pay out of pocket for medical services as a whole before the insurance coverage pays anything. Sometimes, 
however, coverage will pay for some services, such as preventive care, before consumers have exceeded the de- 
ductible amount. Coinsurance and copayments apply at the time when an insured person consumes a particular 
medical service. Copayments are fixed-dollar amounts per service, whereas coinsurance is a percentage of the 
service cost. 



maintenance contracts with copayments that are required for specific health mainte- 
nance services. Copayments for services required under section 3501 (b), excluding 
deductibles, shall be nominal, shall not exceed 50% of a health maintenance organi- 
zation's reimbursement to an affiliated provider for providing the service to an enrol- 
lee, and shall not be based on the provider's standard charge for the service. A health 
maintenance organization shall not require contributions be made to a deductible for 
preventative health care services. As used in this subsection, "preventative health 
care services" means services designated to maintain an individual in optimum 
health and to prevent unnecessary injury, illness, or disability. 

In addition to allowing HMOs for the first time to offer policies with deductibles, this provi- 

sion of the law allowed HMOs to have copayments, but they had to be "nominal." 

Three years later, in 2005, the passage of Public Act 306 further extended HMOs' flexibility 

to establish health plans that required consumer cost-sharing. Section 500.3515 (see page 1) 

permitted HMOs to market benefit plans with not just the "nominal" copayments that were 

previously permitted but unrestricted copayments, as well as coinsurance. (Prior to the new 

law, OFIR guidelines defined "nominal" as meaning that out-of-pocket maximums could not 

exceed $3,000 for an individual and $6,000 per family.) 

The expectation was that allowing HMOs to offer benefit plans with greater consumer cost- 

sharing would lower premiums, making HMOs more attractive to employers and their em- 

ployees and thereby increasing enrollment in HMOs. 

The 2005 legislation that made the changes with respect to copayments and coinsurance 

also required that a study be done to determine whether the expected results in fact oc- 

curred. In addition, the study was to delineate specific examples of payment and coinsur- 

ance levels in force and to suggest what additional steps might be taken to increase enroll- 

ment in HMOs. Fulfilling that requirement is  the reason for this study, which is  a follow-up 

study to the one completed last year. 

Methodology 

The apparent purpose of the legislative change was to allow HMOs to compete more effec- 

tively with non-HMO plans that were selling policies with greater consumer cost-sharing. 

These plans require consumers to pay more of the cost of medical services they consume, 

so, of course, the premiums are lower, making them more attractive to employers and per- 

haps to employees as well. If the legislation were to achieve its intended purpose, HMOs 

would be expected to gain enrollment relative to the rest of the market and to reverse or 
; moderate the trend of falling commercial HMO enrollment, which began in 2000. 

To gather data to assess the effects of the changed law, the Office of Financial and Insurance 

Regulation (OFIR) in 2007 and again in 2008 required Michigan HMOs to complete a spe- 

cial form (FIS 0323) to report enrollment changes subsequent to the time the law went into 

effect in 2005. The HMOs were asked to report how the ability to market plans that included 



more consumer copayments and coinsurance (not deductibles) affected sales of their com- 

mercial business, that is, sales to employer groups both large and small. They were also 

asked to report the number of new plans sold that took advantage of the new flexibility, as 

well as the number of people enrolled in these new plans. (Enrollment in self-insured plans 

is  not included in the reports, because the legislation was not applicable to this sector of the 

market, which i s  technically not insurance.) 

The legislation also required OFIR to hold a public hearing on this issue in the initial year 

(2008), but the hearing was made permissive thereafter. This year OFlR did not hold a hear- 

ing. 

Findings: Changes in HMO Enrollment 

It is evident that giving HMOs greater flexibility to market policies with higher out-of-pocket 

costs for coinsurance and copayments has not produced an increase in commercial cover- 

age sales for HMOs. On the contrary, since the time HMOs gained approval for higher con- 

sumer out-of-pocket liabilities, both the number of employer groups buying HMO coverage 

and the number of enrollees in HMOs have declined substantially. As shown in Table 1 and 

as reported in last year's study, during the first 21 months (12131105 to 9130107) after the le- 

gal change became effective, the number of employers buying HMO coverage fell by 10.1 

percent (from 22,326 to 20,078), and enrollment fell by 5.2 percent (from 1,651,540 to 

1,565,045). 

The next year produced further declines in enrollment, although the number of employer 

groups remained essentially constant (increasing by 0.5 percent). Between 9130107 and 

9130108 enrollment fell by 9.7 percent, or by 153,018 enrollees. 

For the two reporting periods (totaling 33 months), the number of employers with HMO 

coverage fell 10.6 percent, to 19,963, and enrollment for HMO commercial coverage de- 

clined by 14.2 percent, to 1,417,424. 

One reason that the greater flexibility to offer policies with higher coinsurance and copay- 

ments than previously allowed has not led to increased sales is that the HMOs have appar- 

ently not felt that there is a high demand for such policies-at least until now-and so few 

have marketed them aggressively, if they offer them at all. As shown in the right-most col- 

umn in Table 1, only a minority of HMOs has developed products that take advantage of the 

increased flexibility.' In some respects this is  not surprising because the OFIR policy with 

2Al tho~gh the form on which HMOs were required to report data ask for data on "Increases in the number of 
employers and employees. . . that resulted from greater flexibility in the annual copayment and coinsurance lev- 
els," some of the HMOs reported data on increases resulting from the use of higherdeductibles. We tried to 
check with the insurers to correct for such errors but suspect that some of the reported data still includes changes 
due to higher deductibles and not just higher coinsurance and copayments. 



Table 1. HMO Reports of Changes in Enrollment Due to 2005 Legislative Changes Related to Coinsurance and Copayments, 
2005- 2008 

'M-CARE was absabed by BCNM, and enrollment is counted in their 9130107 in this lable bul was repolted separately in the previous table. 
Note: Some Insurers repolled differenl Rgures for 9130107 on the forms submitted in the two years; so data do not match precisely in some inslances. 

T w o  Report ing Per iods Combined (33 Months): 12l31105 t o  9130108 
Commerctal Employer Groups 1 Commercial Enrollees 

Increase Increase 

12/31/05 9130108 Change % Change DE$ 12/31/05 9130108 Change' %Change 

'Total does not add to total for P~RVIOUS two years because soma insurers repolled different a m n l s  for 9130107 for the (wo repolling years 
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respect to out-of-pocket payments was quite permissive even before the legislative change. 

OFlR permitted the sale of policies that set limits on out-of-pocket costs for copayments 

and coinsurance as high as $3,000 per individual and $6,000 per family. Only recently 

have HMOs begun to design policies that go beyond these limits. 

As would be expected given this background, the HMOs do not report many customers 

buying the new products with higher coinsurance and copayments. In the two periods 

combined, the HMOs indicated that 109 employers bought the new products, which trans- 

lates to 1,456 enrollees, or only 0.1 percent of total HMO commercial enrollment. 

Interpreting the Findings 

Of course, it would be a mistake to assume that the greater flexibility caused HMOs to lose 

business during the period under review. In the first place, not many HMOs aggressively 

marketed plans that took advantage of the new law, and even those that did continued to 

market plans with lower levels of consumer cost-sharing. Secondly, a review of enrollment 

in commercial health coverage plans of others types shows that they, too, have suffered 

declines in the number of employers covered and the number of employees enrolled.' (It is  

important to recall that all of these data exclude self-insured employers' health plans.) 

As shown in Figures 1 and 2, the number of covered lives in HMO group coverage de- 

clined by about 497,600 lives between 2000 and 2008.' This represents an annual rate of 

decline of 3.8 percent and a total decline of 27 percent. Figure 2 shows that the change has 

varied appreciably from year to year, with the largest drop, nearly 12 percent, in the most 

recent year. 

However, the commercial carriers experienced an even more severe decline in enrollment, 

as shown in Figure 3 below. Between 2002 and 2008, the carriers' enrollment declined by 

almost 535,900 lives, which was an annual rate of decline of 12.3 percent and a total de- 

cline of 54 percent. 

Blue Cross and Blue Shield of Michigan also experienced enrollment declines in (non- 

HMO) employer-based enrollment, as show in Figure 4. The number of covered lives fell 

by almost 61 9,000 between 2001 and 2008, which represented an annual rate of decline 

of 6.9 percent and a total decline of 35 percent. 

' The starting year for the various forms of commercial coverage in the figures below vary by type of insurer. 
The differences were necessary because of data problems for some of the earlier years that could not be cm- 
rected. 
' The numbers in these figures do not match the numbers in Table 1. In part this is because the ending periods 
for the years are different, during a period of declining enrollment. Table 1 numbers are as of September 30, 
whereas the numbers in this figure are as of December 30. But it also appears that some HMOs report enroll- 
ment data differently for the two different OFlR reporting requirements. 



Figure 1 

Covered Lives HMO Group Coverage in Michigan, 2000-2008 

;2,500,000 7 

Figure 2 

Percent Change in HMO Commerical Covered Lives in Michigan, 2001- 
2008 

Note: The numbers in Figures 1 and 2 do not match the numbers in Table 1. In part this is because the ending 
periods for the years are different, during a period of declining enrollment. Table 1 numbers are as of Septem- 
ber 30, whereas the numbers in this figure are as of December 30. But it also appears that some HMOs report 
enrollment data differently for the two different OFIR reporting requirements. 

Source: Calculations by Health Management Associates based on data collected by the Michigan Office of Fi- 
nancial and Insurance Regulation on Form FIS 0322, "Michigan Health Insurance Enrollment, Premiums and 
Losses." 



Figure 3 
". "" 

Covered Lives Group Coverage In Michigan Commericial Insurance Carrier 
Plans, 2002-2008 

1,200,000 

Note: Because of changes in the way data were collected and reported prior to 2006, these data do not include 
covered lives for BCS Life lnsurance Company, which sells most of its coverage in partnership with Blue Cross 
and Blue Shield of Michigan and whose customer base is composed primarily of school districts. The number of 
covered lives for 2006 for BCS Life lnsurance was 100,070 in 2006, 99,922 in 2007, and 96,744 in 2008, 
which represented 37 percent of total commercial group covered lives in 2008 (when BCS Life is included h 
the denominator). 
Source: Calculations by Health Management Associates based on data collected by the Michigan Office of 
Financial and lnsurance Regulation on Form FIS 0322, "Michigan Health lnsurance Enrollment, Premiums and 
Losses." 

Figure 4 

Covered Lives Blue Cross and Blue Shield of Michigan Non-HMO 
Group Coverage, 2001-2008 

2.000.000 . 

Source: Calculations by Health Management Associates based on data collected by the Michigan Office of 
Financial and lnsurance Regulation on Form FIS 0322, "Michigan Health lnsurance Enrollment, Premiums and 
Losses." 



Although all forms of commercial coverage in Michigan have experienced drops in enroll- 

ment, HMOs have recently accounted for a diminishing portion of the total market. As 

shown in Figure 5, HMO enrollment as a proportion of total commercial enrollment cover- 

age grew through 2005 but has been declining since. In 2008, HMOs accounted for about 

46 percent of total employer-based coverage in the state (excluding self-insured coverage). 

Figure 5 
I 

HMO Coverage as Percent of Total Group Coverage Enrollment in Michigan, 
2002-2008 

Source: Calculations by Health Management Associates based on data collected by the Michigan Office of Fi- 
nancial and lnsurance Regulation on Form FIS 0322, "Michigan Health lnsurance Enrollment, Premiums and 
Losses." 

Figure 6 

U.S. Employer Enrollment of Covered Workers in HMOs as Percent of 
Enrollment in All Health Plan Types, 2000-2008 

Source: Kaiser Family Foundation and Health Research & Education Trust, Annualsurvey of Employer Health 
Benefits, 2008, www.kff.org. 



As Figure 6 illustrates, Michigan has not been alone in experiencing a decline in HMO- 

based coverage. For the nation as a whole during the period from 2000 to 2008, HMOs 

accounted for a decreasing proportion of total employer coverage, although the proportion 

has held more-or-less steady for the last four years. (The relatively small proportion of 

HMO enrollment for the nation compared to the larger figure for Michigan reflects the fact 

that the national data include self-insured plans, whereas the Michigan data includes only 

fully insured plans.) 

Responses from HMO Officials 

The legislative language that mandates this study specifies that it should delineate "sugges- 

tions to increase the number of persons enrolled in health maintenance organizations." In 

light of this requirement, we interviewed several HMO officials and an insurance broker to 

get their perspective on why HMO enrollment has been declining and what might be done 

to ameliorate the problem. They report that, in part, the decline is due to the Michigan's 

deteriorating economic environment. As economic conditions have worsened, some em- 

ployers who offered coverage have gone out of business, fewer of the remaining employers 

are offering coverage of any kind, and a number of those who continue to do so are no 

longer contributing to dependent coverage. As employers cut back on their full-time work 

forces and rely more on contract workers, more people are having to turn to the individual 

market for coverage. Traditionally, HMOs have not been strong competitors in the individ- 

ual market. In addition, some large employers that previously offered Michigan-based 

HMOs along with other health plans have consolidated coverage offerings and are now of- 

fering coverage only through national carriers. 

HMO officials generally agree that HMOs have probably lost some customers to PPOs. As 

health care premiums have continued to rise at a rate that exceeds overall economic 

growth even when the economy is  healthy, employers have increasingly sought ways to 

limit what they pay for coverage. One insurance broker serving primarily employers with 

100 or fewer workers reported that every single employer he serves reduced benefits when 

renewing health coverage in the last year or so. Even though HMOs are now able to match 

the cost-sharing features of PPO coverage to help lower the premium price, HMOs do not 

have the same flexibility to adjust benefits to bring down the cost to employers. The list of 

mandated benefits for HMOs is  more extensive than what is required of other forms of 

health coverage. 

HMO officials are strong supporters of the greater flexibility granted to HMOs to develop 

benefit packages with relatively higher consumer cost-sharing. Even though few benefit 

packages are offered and sold that include cost-sharing provisions that exceed the previ- 

ously allowed limits, the HMOs believe that this flexibility is  necessary if they are to remain 

competitive in the future as health care costs continue to escalate. To this point, HMOs 



have relied more on higher deductibles as a way of designing less costly benefit plans, but 

they are also developing options that include copayments and coinsurance at higher levels 

than was common in the past. 

Several HMO officials noted that in the last several years their companies have created 

subsidiaries that offer PPO coverage. They report that the ability to offer both types of plans 

together has helped to make their HMO offerings more saleable. Employers are sometimes 

reluctant to force all employees into an HMO, but they will often offer HMO coverage if 

they can give their employees the option of PPO coverage as well. 

Because part of the study objective is  to determine if there are ways to make HMOs more 
successful in gaining enrollment, we asked HMO officials what they thought would im- 

prove HMOs' competitive position. The officials generally believe that they could be more 

competitive relative to other forms of coverage if the law were altered to allow them more 
flexibility in benefit design, specifically in deciding which services are included in the 

benefit package. HMOs compete with PPOs, indemnity insurers, and self-insurance-forms 

of coverage that can offer less comprehensive benefits, which, of course, translates to lower 

premiums. HMOs would be in a better competitive position, according to HMO officials, if 

they were not required to offer such extensive coverage. As an example, they note that it is 

difficult to persuade a young, unmarried male that he should buy HMO coverage that in- 
cludes maternity benefits, when he can save money by buying PPO coverage that does not 

include such coverage and, therefore, has a lower premium. 

There i s  certainly some truth to the argument that HMO coverage would be more appeal- 

ing to some employers i f  HMOs could offer less costly coverage by excluding some serv- 

ices they are now required to include in the benefit package. At the same time, it is worth 
recalling that HMO enrollment in Michigan has, at least until recently, fallen less rapidly 

than enrollment other forms of employer coverage. So the limited benefit flexibility has not 

kept HMOs from holding there own during most recent years. 

Those who wish to preserve the status quo with respect to benefit mandates also point out 

that part of what makes HMOs HMOs is the comprehensive benefit package; if the benefit 

distinctions were lifted, one could argue that the difference between an HMO and a PPO 

would become even more blurred than it is  at present. 

Some HMO officials disagree with this argument, saying that there would be much in the 

way of important distinctions that would remain. Most importantly, at least some HMO 

models would continue to be the only form of coverage that relies on a physician to serve 
as "gatekeeper" and care manager, someone who is responsible for the overall integration 

and management of the patient's care, including referrals to physician specialists. Many 

would argue that having someone serve this function-which is part of what has now come 
to be called a "medical homen-helps to ensure better-integrated, higher-quality, and more 



cost-effective care. Moreover, unlike other forms of insurance, HMOs typically go through 

an accreditation and credentialing process that verifies they are meeting care delivery qual- 

ity standards. The HMOs argue that the price penalty HMOs pay for having to meet the ex- 

tensive benefit mandates in effect closes off to many potential buyers the opportunity to 

purchase this better integrated, high-quality delivery system that HMOs can offer, espe- 

cially in the individual market. 

The critics of the insurer arguments for reducing benefit mandates also point out that there 

is an offsetting cost advantage enjoyed by HMOs: they do not have to pay premium taxes. 

This gives them a price advantage not available to traditional insurers (although Blue Cross 

and Blue Shield of Michigan benefits from a similar tax advantage). 

Conclusion 

The greater flexibility that HMOs now have to include higher cost-sharing provisions in the 

plans they offer has not prevented them from losing enrollment, but without this flexibility, 

they would probably be worse off. Part of the loss of business reflects a trend experienced 

by all forms of insurance: as health care costs have continued to rise at rates substantially 

exceeding the rate of overall economic growth, employers have found premiums less af- 

fordable. The economic recession, especially as severe as it is  in Michigan, has exacer- 

bated the problem. In response, some employers have cut back on or even eliminated cov- 

erage, while others have turned to less expensive forms of coverage, including coverage 

with less comprehensive benefits. In the last year or so, HMOs seem to be faring somewhat 

worse than other forms of commercial coverage; their share of the market has declined. 

HMO officials generally believe that they could be more competitive if they could design 

and offer coverage packages with less comprehensive service benefits. 


