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(1)

SOLVING THE SMALL BUSINESS HEALTH
CARE CRISIS: ALTERNATIVES FOR LOWERING

COSTS AND COVERING THE UNINSURED

WEDNESDAY, APRIL 20, 2005,

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS AND ENTREPRENEURSHIP,

Washington, DC.
The Committee met, pursuant to notice, at 10:04 a.m., in room

428–A, Russell Senate Office Building, the Honorable Olympia J.
Snowe, Chair of the Committee, presiding.

Present: Senators Snowe, Bond, Burns, Thune, Isakson, Cornyn,
Kerry, Landrieu, Pryor, Lincoln, and Talent.

OPENING STATEMENT OF THE HONORABLE OLYMPIA J.
SNOWE, CHAIR, SENATE COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP, AND A UNITED STATES SENATOR
FROM MAINE

Chair SNOWE. The hearing will come to order. Good morning. I
want to welcome everybody to today’s hearing to focus on the
health care crisis facing small businesses.

I want to most especially welcome Secretary Chao for being here
today, for her long-standing championship of and advocacy for the
creation of Association Health Plans to further the rights of hard-
working Americans across this country. I also want to welcome Ad-
ministrator Barreto, who is a former small business owner and
knows all too well the difficulties of acquiring affordable health
care for his employees. I want to thank you both for the leadership
that you have given on behalf of this issue that is so central to the
well-being of small businesses across this country.

Finally, I want to thank all the small business representatives
who will testify on the serious challenges to reduce health care
costs and expand coverage and also to hear opposing views on this
subject, so hopefully we can clarify some of the issues here today.

As you may recall, we examined this issue 2 years ago during the
very first hearing I conducted as Chair of this Committee, and re-
grettably, since then, the problem has only grown worse. Today, I
want to probe deeper into solving this crisis and hopefully jump-
start real action by Congress to enact solutions this year.

This hearing will focus on Association Health Plans, which I
strongly believe can play a major role in addressing this country’s
health care crisis. Touted by President Bush as one of his major
initiatives, supported by over 80 million Americans, AHPs will
bring necessary reform to insurance markets that have long
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trapped small businesses and their employees in a vicious cycle of
escalating premium costs and fewer coverage options. AHPs are
crucial to solving the small business health care crisis because they
represent a fair, fiscally sound, and tested approach to reducing the
ranks of the uninsured in this country at a nominal cost to the
Federal Government.

Of the nearly 45 million uninsured Americans, 62 percent of the
uninsured are either employed by small business or dependent on
someone who is. If we want to get serious about helping the unin-
sured, which I certainly think is long overdue, we should start by
focusing on small business.

USA Today recently identified health care insurance costs as the
number one issue facing small business employers across the coun-
try, a fact confirmed in the National Federation of Independent
Business’s Small Business Economic Trends Monthly Report for
March. Almost 30 percent of the small business owners surveyed
responded that cost and availability of insurance was the single
most important problem facing small businesses today. This was
far and away their most pressing concern, and it is one that I have
heard time and time again.

Indeed, these surveys and studies mirror what we already hear
today from small business owners across the country. Today, we
will hear from one of my constituents, Doug Newman, a concrete
company owner from Hallowell, Maine, who has described premium
increases of almost 65 percent since 2000.

The time has come for action, not words, to deliver small busi-
ness owners relief from this crisis. AHPs accomplish this with a
common sense approach that allows small employers to join to-
gether through bona fide associations to buy health care coverage.
AHPs will level the playing field of employer health care coverage
by giving participating small employers the advantages of Federal
law currently enjoyed by large employers and unions.

AHPs have the strong support, as I mentioned, of President
Bush, as he has said repeatedly in his State of the Union address-
es. The Majority Leader, Senator Frist, has indicated he would like
to see floor action on AHPs this year, and I certainly welcome and
appreciate his support.

AHPs are supported by a coalition representing over 12 million
employers and 80 million individuals, and significantly, for the first
time ever, tomorrow in the HELP Committee, Chairman Enzi is
hosting his first hearing on AHPs.

Moreover, as shown on Chart 1, a recent snapshot poll in USA
Today asked 2,076 CEOs what changes to health care policies could
be made that would have the greatest impact on your business?
The number one response, at 56 percent, was consolidated group
rates, pooling, just as recommended in the legislation that we have
introduced with respect to Association Health Plans to help small
businesses.

Today, I want to examine the truth and the realities involved
with AHPs and to finally, once and for all, drive a stake into the
myths that opponents have put forward about AHPs over the
years. AHPs allow small businesses to pool their employees to-
gether to receive the same bulk purchasing and administrative effi-
ciencies already enjoyed by large corporations and unions. It builds
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on the success of ERISA’s self-insurance plans, used by large em-
ployers, and the Taft-Hartley plans available to union employers,
which currently provides health benefits for 78 million people, more
than half of the people who receive health insurance from their em-
ployer.

Our aim is to inject competition in the marketplace and offer al-
ternatives to small businesses trapped in the current system. Asso-
ciations will be able to administer one national plan with lower ad-
ministrative costs. And reducing costs for small businesses is why
we are here today.

Studies by both the GAO and the Small Business Administra-
tion’s Office of Advocacy concluded that small businesses currently
absorb a greater portion of their plans’ administrative costs, paying
as much as 20 to 30 percent more in total premiums than larger
health plans. As a result, small businesses receive less generous
benefits than larger employers while paying the same level of pre-
miums. On both counts, small businesses and their employees lose.

Now, here we have Chart 2. The Kaiser Family Foundation re-
cently reported that between the spring of 2003 and the spring of
2004, health insurance premiums increased 11.2 percent. This
marks the fourth consecutive year of increases. As you can see from
this chart, health insurance premiums have seen annual increases
since 2000 of 10.9 percent, 12.9 percent, and 13.9 percent, respec-
tively, a growth that far outpaced inflation and erased wage gains.

AHP legislation will also provide a full range of benefits similar
to what many States currently require. In many cases, large em-
ployers and unions, which are exempt from State benefit mandates,
offer the most generous plans. Not surprisingly, many employees
actually choose to stay in their jobs only to maintain that higher
level of coverage. Like these larger plans, the bill’s extensive new
safeguards will ensure that health care coverage is available when
employees need it as well as to prevent fraud.

Contrary to opponents of this legislation who claim it will lead
to cherry-picking of only the young and the healthy, this legislation
specifically requires that Association Plans must be open to all As-
sociation members, and each employer who participates in the plan
must offer the plan to every eligible employee at the risk of fines
and even imprisonment of up to 5 years.

Finally, critics claim that the Department of Labor could not
handle its responsibilities under this legislation. Frankly, I cannot
imagine an agency better prepared than the Labor Department,
which currently oversees 300,000 similarly structured plans, and
that is why I am delighted to have Secretary Chao here today to
testify to this issue. We rarely hear complaints about these plans
failing and leaving subscribers without coverage. AHPs would not
add an unmanageable burden to the Department of Labor, and as
the Secretary of Labor will testify, sufficient resources will be avail-
able to ensure that the Department fulfills its obligations.

AHP legislation is one excellent reform among myriad solutions
to the health care crisis, but it is one that should be available to
start making a difference immediately. This is not a radical new
policy we are talking about here. We should also examine ways to
use the tax code as a mechanism for increasing access to health
care, and that is why I recently introduced legislation with Senator
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Bond and Senator Bingaman to enable more small business owners
to offer choice of cafeteria plans, to allow employees to purchase
health insurance with tax-free dollars.

And with that in mind this morning, we will also review alter-
natives, including those put forth by the Administration. I know
my colleagues have introduced various issues regarding refundable
tax credits, expanded Health Savings Accounts, and so forth. I
don’t think all of these issues are mutually exclusive, but I think
we should begin this process of starting to enact legislation. It is
not without coincidence that 80-million-plus Americans support
this legislation and 12 million employers. We all know that small
business is a job generator in America and it is in our central and
national interest to make sure that we preserve their economic
well-being.

So with that, I will now turn to the Ranking Member, Senator
Kerry, for any remarks he chooses to make.

OPENING STATEMENT OF THE HONORABLE JOHN F. KERRY,
A UNITED STATES SENATOR FROM MASSACHUSETTS

Senator KERRY. Well, thank you very much. I appreciate the op-
portunity to share some thoughts and also to try to make the most
of this Committee’s opportunity here to really deal with this issue.
I welcome our panels and all those of you who are interested in
this subject.

Madam Chair, I thank you for bringing this Committee together
to try to tackle this critical issue. I hope we will all make the most
of it.

I want to thank you also for extending courtesies to our col-
leagues, Senators Lincoln and Senator Talent, to join us. They have
been working on this on the side, and I think it is good when com-
mittees can allow that to happen.

We want to welcome all of the people here today who are going
to testify on this. I want to thank State Auditor Morrison, who has
joined us from Montana, and Bill Lindsay from Colorado, who is
representing the National Small Business Association, and a spe-
cial thanks to Len Nichols of the New America Foundation for
agreeing to share his expert thoughts with us once again.

The Chair has properly underscored how important this issue is
to all of us. Health insurance premiums, we will all agree—let us
find the places we can agree first, obviously—we all agree that
health insurance premiums are skyrocketing and they are squeez-
ing our economy, squeezing businesses, squeezing individuals, and
this is not new. This has been going on now for years, increasingly.

I think average premiums for most Americans are up something
like $3,500. There is no family in America whose income has gone
up anywhere commensurate to the rise of health care alone, before
you even get to the rise of gasoline prices, education costs, and the
other costs of the average American family.

The fact is that over the last 4 years, the average American fam-
ily’s income has gone down, and the wealthiest Americans have
seen their income go up. The tax burden, when you add excise,
property, sales, and all the other tax burdens, have gone up. So
people are being squeezed and health insurance premiums are ris-
ing faster than wages. They have grown at double-digit increases
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for the last 4 years. No salaries of the average American have
grown at double-digits, let alone single-digits in many cases.

Since 2000, healthcare premiums for family coverage have in-
creased 59 percent, compared with inflation at 9.7 percent, and
wage growth at 12.4 percent. Small businesses have obviously been
hit particularly hard. Some have reported their premiums increas-
ing by more than 70 percent in one year alone. As a result, the
number of small businesses in 2004 that offered health benefits to
their workers is only 63 percent, which is down from 68 percent in
2001.

By contrast, 99 percent of businesses with 200 or more employees
offer health benefits, though increasingly we see them moving from
defined benefit to defined contribution, so there has been a transi-
tion even there. And if you talk to the auto manufacturers and oth-
ers, they will tell you the greatest squeeze on competition today is
the cost of health care at $1,200 to $1,700 per automobile.

Of the 45 million uninsured Americans, 60 percent, 27 million,
are small business owners, their employees and their families, and
that ought to be unacceptable in our country.

For nearly 2 years, I had the privilege of traveling across this
great country of ours and speaking with Americans of every stripe,
of every level of income, about this issue of health care. Time and
again, the conversation became one of almost desperation. People
really are not sure where to turn and how to control this. It is obvi-
ous to all of us that it is one of the most pressing issues. In fact,
I think the Secretary of Health and Human Services and others an-
swered at our Finance Committee hearing on Social Security that
far more pressing than Social Security, in fact, are Medicare, Med-
icaid and health care.

Every time I would have the opportunity to talk about options,
people’s eyes lit up when I said to them, you know, we could have
a program in America where small businesses and individual
Americans have the right to buy into the same health care plan as
Members of Congress give themselves, and I think many people in
America like that idea and think it is very fair.

When I spoke to the self-employed and small business owners, it
was good to be able to explain to them how we could not only allow
them an access to a range of plan choices—we could offer them all
kinds of plan choices, not just one, but several different plan
choices—and you could offer them the same consumer protections
that are offered to us and to those other Federal employees who
take part in the Federal Employee Health Benefits Program. So
you could give them affordable options and the same protections at
the same time, and you could give them the Federal reinsurance
plan that would reduce premiums for everyone in America.

You could make American businesses more competitive by reduc-
ing those premiums for everyone in America if we created a rein-
surance pool to lower those premiums. And the minute you do that,
you have a greater range of choices in the marketplace. All those
who care about the marketplace, which we all do, the more choice
you have, the more competition you have, the more you affect pric-
ing, and we could do that with that kind of an insurance plan.

These ideas, I believe, are real solutions. They are not real be-
cause I proposed them. They are real because they work and they
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are real because they have been tested and, in fact, a number of
States are now moving on their own to embrace both reinsurance
plans and other ways of lowering the cost of health care.

The relief is real. Independent academic analysis has found that
health care proposals such as that one would cover 95 percent of
all Americans, 99 percent of all children in America. We have 11
million children with no health insurance at all today. That is un-
acceptable. It would reduce health care premiums by at least 10
percent for every family in America.

Is there a cost to it? Sure, there is a cost to it. There is a cost
to everything here, and we make our choices, one priority versus
another. If your priority is to give people who earn more than $1
million $32 billion in tax relief next year, you can’t do this. But if
your priority is to lower the cost of health care for all Americans,
you can.

The test is whether we are willing to give voice to our values and
explain the choices to Americans and give them an important op-
portunity to have a choice during defining moments like these. So
that is really what we are here to put to test.

Now, beginning today, this Committee has an opportunity to help
lead the Senate. There is a difference of opinion. It is an honest dif-
ference of opinion and I really look forward to exploring it here. If
somebody can prove to me that the things that a lot of experts say
that are negative won’t happen, terrific. But for the moment, we
have strong evidence that Association Health Plans just don’t live
up to their billing.

We have expert testimony that suggests that they will cause pre-
miums to rise for the vast majority of small businesses and their
employees, that it will offer no help to many of the uninsured. It
actually might even raise the uninsured rolls, according to some
analyses, by an additional one million people, and in many cases
will erode the benefits and consumer protections that are currently
existing in the regulation of health insurance products and leave
consumers at risk for unpaid claims as the result of plan failures,
insolvency, or even fraud.

Now, I am not alone in believing this. That is why over 1,300 na-
tional and local organizations have spoken out against AHPs. It is
nearly impossible to find an Attorney General, Governor, or insur-
ance commissioner of either party—either party—that has not gone
on record in opposition to these plans. Even our U.S. Secretary of
Health and Human Services Mike Leavitt wrote a letter to Con-
gress encouraging us to bypass this ill-conceived plan when he was
Governor of Utah.

Now, if you truly want to solve the small business health care
crisis, and if we really want to engage in a dialog of alternatives
for lowering the costs and covering the uninsured, then I welcome
a vigorous discussion about not only AHPs, but about all these
other ideas that have been advanced. Let us not make this just a
one-topic discussion. Let us not make this a one-plan possibility.
Let us really examine, with the same kind of openness we ap-
proached the Bolton nomination yesterday, and talk about what
the possibilities are. It is my hope that we can draft legislation—
I am drafting some now—that would provide a more complete pic-
ture of how we can proceed to do this.
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But the time to act is now. I hope we will find a real solution,
and I welcome the testimony that we are about to hear and the ef-
fort to do that.

Chair SNOWE. Thank you, Senator Kerry.
Senator Bond, who was my predecessor as chair of this Com-

mittee and who began this effort, I welcome you, Senator Bond.

OPENING STATEMENT OF THE HONORABLE CHRISTOPHER S.
BOND, A UNITED STATES SENATOR FROM THE STATE OF
MISSOURI

Senator BOND. Thank you, Madam Chair. It is good to be back.
I see a lot of friendly faces again.

We are talking about problems that are very important to small
businesses across this country. When I first came on this Com-
mittee, small businesses were primarily concerned about excessive
regulation and excessive taxation. I would like to think that this
Committee, on a bipartisan basis, moved and moved effectively to
deal with those problems, and we have made significant progress.
We are delighted to have Administer Barreto here, who continues
that fight.

But now, as I go around and I talk to small businesses, the one
thing they tell me is they are concerned about the cost of health
insurance premiums, and that is why we also are delighted to have
Secretary Chao here, because I believe that she is going to be able
in her testimony to debunk some of the myths that have been put
forth about Association Health Plans.

There is no question that with approximately 45 million unin-
sured Americans, expanding access to quality, affordable health
care must be a top priority for this Senate. Now, I was here back
in 1993 and 1994 when they ran an idea for national health care
up the flagpole. You know, they couldn’t even get 50 people to sa-
lute that one, because when you looked at it and you found that
raising taxes to put more burdens on small business, and sup-
posedly to give them a break on their health insurance, was no so-
lution whatsoever.

We know that the cost explosion the insurance companies are im-
posing on small businesses and how small business owners are
finding it virtually impossible to provide the health care coverage
that they, as well as other employees, need, we need to have better
solutions.

One solution—and there is no easy, simple solution to this—but
one solution has been to expand community health centers, and I
have been proud to work on expanding community health centers,
which do provide access on a very affordable basis to locally con-
trolled primary health care entities. But we are now today going
to talk about something that would give small businesses the op-
portunity to provide for themselves and their employees a solution
to the health care cost problems that knocks 25 to 27 million small
business owners and their dependents out of health insurance.
Small businesses cannot compete with the kind of health care
plans that corporations and unions provide for their employees.

Those people who get up on their high horses and say, well, the
insurance regulators and the Attorneys General say they won’t
work. They are wrong. AHPs will work. Do you know why they
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work? Because they provide a broad basis of employees, a large
pool, not only that provides better management of risk, it provides
administrative savings to the small businesses. We are talking
about giving small businesses the same tools that large corpora-
tions and large unions have.

AHPs are not a new idea. They have been talked about and ban-
died about and compromised for almost a decade. During that pe-
riod, what was once thought to be a manageable problem has be-
come the crisis that we had today. Had we passed AHP legislation
when it was first introduced, when people like my colleagues, Sen-
ator Talent and Senator Snowe, were first talking about it, we
would not be seeing the problems we see today for small business.

Yes, as a former Governor, I want to see State solutions where
they work. But when you have national small businesses competing
with corporations that are national in scope in the insurance mar-
ket which is national in scope, then we know we have to have a
national solution.

The principle underpinning AHPs is simple, the same principle
that makes it cheaper to buy your soda by the case instead of by
individual cans. Bulk purchasing is why large companies and
unions can get better rates for their employees than small busi-
nesses and it is about time that we bring Fortune 500-style health
benefits to the Nation’s main street small businesses and their em-
ployees.

I commend Senator Snowe for taking the lead and using this po-
sition to advance the number one health care priority. With the
support of President Bush, the Department of Labor, Small Busi-
ness Administration, and over 100 small business groups, I hope
this bill will move quickly. For the sake of small businesses
throughout the country, their employees, and their families, we
must pass AHP legislation.

I thank Chair Snowe and Senator Talent for their leadership,
dedication, and commitment on behalf of small business. I look for-
ward to working with you, Madam Chair, to help pass Association
Health Plans in this session of the Senate.

[The prepared statement of Senator Bond follows:]
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Chair SNOWE. Thank you, Senator Bond. I am looking forward to
it, as well.

Senator Landrieu.

OPENING STATEMENT OF THE HONORABLE MARY L.
LANDRIEU, A UNITED STATES SENATOR FROM LOUISIANA

Senator LANDRIEU. Thank you, Madam Chair. I know you are
anxious to get to the panel, so I am going to submit my full state-
ment for the record, but I just wanted to make a very brief opening
comment thanking you for your hard work. This has been a very
difficult issue that you and I have worked diligently over the last
couple of years. I thank Senator Kerry for his leadership and work
in reaching out to small businesses in our country.

I can only add this morning that the small businesses in our
State are looking for relief. Ninety-seven percent of the people em-
ployed in my State are employed by businesses under 500 people.
Health insurance prices are too high; are making them uncompeti-
tive, and are losing jobs. So a solution needs to be found.

I think the solution, Madam Chair, that you have put forward
has a great deal of merit. As you know, I have worked very closely
with you as we have developed a lot of the ideas behind the bill.
But I am still concerned about cherry-picking, that if not addressed
completely in our effort could be the undoing of what we are actu-
ally trying to do and make the health crisis in our country worse
instead of better.

In addition to cherry-picking, Madam Chair, there are a few
other vulnerabilities I see in the plan that has been laid forward
that I would like to pursue in the line of questioning.

Finally, I want to mention that the Durbin-Lincoln proposal
called Small Employer Health Benefit Plan of 2005 is a different
model, but I think it has a lot of promise. It tries to do and meet
the same principles, giving options, more affordable options for
small business.

While I would agree that the proposal before us should be given
a lot of attention, there are perhaps other methods of getting to the
same end, which is giving needed relief to small business. So I will
look forward to this panel.

Thank you, Madam Chair.
[The prepared statement of Senator Landrieu follows:]
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Chair SNOWE. Thank you.
An important Member of this Committee, Senator Burns.

OPENING STATEMENT OF THE HONORABLE CONRAD R.
BURNS, A UNITED STATES SENATOR FROM THE STATE OF
MONTANA

Senator BURNS. Thank you, Madam Chair, and I welcome my
good friend from Montana this morning. I am looking forward to
his testimony. I have a prepared statement. I would just like to
make a couple of points, though.

I think ever since I have been on this Committee, going way back
to when Senator Bumpers was Chairman way back in the 1990s,
we were talking about health care, and we are still talking about
it today. Senator Pryor, you have big shoes to fill on this Com-
mittee. And we accomplished a lot of things during that Com-
mittee, so you have got big shoes.

But this issue comes up, and as you get comments from your
State here in Washington and when you are back in the State and
you have conversations, no matter what the event is, it seems like
it goes from conversational chatter to screaming about doing some-
thing about the affordability and the accessibility to health care.
And, of course, insurance premiums always come up in the series.
So I held a series of roundtables in the State on this and asked
what the possible solutions were.

I was a small businessman. It wasn’t planned to be that way, but
that is the way it was. That was a long time ago, and even back
then, we bought insurance for our employees, but Phyllis and I
chose not to buy any on ourselves. So even back then, the concern
of cost was very real.

It is tremendous—the reason for the cost in health care, we have
made tremendous technological advances and we all share in those
costs and they come at a price.

Now, I know there has been a lot of discussion on AHPs. It has
been very contentious to some folks. And, of course, I have always
had some reservation about it. I want to make sure I want to know
what the role of the Federal Government should be. Should we be
making decisions here in Washington, DC for people in Montana?
I don’t know. We pass a lot of legislation that one size fits all, and
sometimes it doesn’t and so we have some problems with that.

With that said, I firmly believe that perfection should not be the
enemy of the good. When health care costs spiral out of control, as
they have done in these recent years, the American public needs
relief, and one way to address this issue is through Congressional
action. It may be the only action that we have to take.

I know this. The Chair of this Committee, ever since I have been
in the Senate and ever since she has been here, has worked tire-
lessly in health care issues and I applaud her for her work, and
I plan on working with her. I am not a co-sponsor yet of this piece
of legislation, but I think maybe it is narrowing down. We are com-
ing to the choke point where we may have to act. And, just like
I said, I have reservations about that, but nonetheless, small busi-
ness cries out right now. Their ability to expand, provide jobs and
economic growth is being stifled by this issue of high costs of
health care premiums and accessibility to those plans.
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I look forward to the testimony. Madam Chair, congratulations
for taking this on. It is a monumental task, but I believe that you
are up for it and I thank you.

Chair SNOWE. Thank you.
Senator BURNS. I will make my formal statement a part of the

record.
[The prepared statement of Senator Burns follows:]
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Chair SNOWE. Thank you very much, Senator Burns. I appreciate
your willingness to work through some of these issues and for your
comments and perspective on this important issue for small busi-
nesses. Thank you.

Senator Pryor.

OPENING STATEMENT OF THE HONORABLE MARK PRYOR,
A UNITED STATES SENATOR FROM THE STATE OF ARKANSAS

Senator PRYOR. Thank you, Madam Chair. I have a statement for
the record and I don’t want to take any more of the Committee’s
time. Thank you.

[The prepared statement of Senator Pryor follows:]
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Chair SNOWE. It will be incorporated in the record, without objec-
tion.

Senator Isakson, welcome.

OPENING STATEMENT OF HON. JOHNNY ISAKSON,
A UNITED STATES SENATOR FROM THE STATE OF GEORGIA

Senator ISAKSON. Thank you very much, Madam Chair. I, too,
will be brief, but I do want to tell you where I am coming from.

Prior to my election to the U.S. Congress in 1999, I ran a resi-
dential real estate brokerage company. It had 200 employees and
900 independent contractors. The employees, I could provide with
group medical insurance by virtue of ERISA. They paid part, I paid
part as the operator of the company.

But to the 800 to 900 independent contractors, by law, I could
not provide them with benefits because of the IRS test on inde-
pendent contractors, which so many small businesses deal with in
construction and real estate and consulting and education and so
many other areas. Of those 900 people that worked for me and pro-
duced the sales that produced the revenue that paid the taxes in
support of this country, many were second or third career, single,
divorced, or widowed women or individual single men who could
not literally at that time—and this was 6 years ago—buy competi-
tively in the marketplace health insurance. I tried as hard as I
could without violating the IRS code to direct them wherever I
could to be able to buy insurance, which was generally terribly ex-
cessive if even accessible.

So one of the reasons I am so proud of your effort and that of
Senator Talent is that you are filling probably the largest—or at-
tempting to fill probably the largest single void that exists out
there in small business, which is part of the most productive part
of our economy. We have a crisis and these individuals have a cri-
sis. Your Association Health Plan approach is a way to help fill
that void and give them accessibility and some semblance of afford-
ability by being able to pool together that, quite frankly for those
individuals is just almost not available today, and I want to thank
you and Senator Talent for your effort.

Chair SNOWE. Thank you very much, Senator Isakson, for offer-
ing that view and insight into your experience. I appreciate that.

Senator Cornyn, thank you.

OPENING STATEMENT OF THE HONORABLE JOHN CORNYN,
A UNITED STATES SENATOR FROM TEXAS

Senator CORNYN. Thank you, Chair Snowe. It is good to be a new
Member of this Committee. You and I have worked together as fel-
low members of our party’s task force on the health care costs and
the uninsured, and I think we all recognize that there is no more
pressing issue confronting America today than dealing with health
care issues—cost, access, and all the issues that follow from them.

I support the goals of Association Health Plans, trying to make
health insurance more affordable and more accessible. I also sup-
port other approaches that are designed to get us to those ultimate
goals, such as market reforms and State mandates on health insur-
ance coverage which make it unaffordable to many individuals. I
think we made some good headway in 2003 with the Medicare
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Modernization Act when we created Health Savings Accounts, and
I think they offer a lot of potential for individuals and employers
to increase access and to manage health care costs. It is going to
require some additional transparency by health care providers so
consumers can actually make good choices and compare prices in
a way that I think has great promise to bring costs down and in-
crease access to health care.

I, along with Senator Bond, agree that FQHCs, Federally Quali-
fied Health Centers, are an important part of the solution.

Another area that we have failed to act on in the Senate is med-
ical liability reform and the defensive medicine that is attendant
to our current medical liability crisis in the country, driving up
costs in a way that prevent access to good quality care. In my own
State, 100 out of our 254 counties could not offer an obstetrician,
for example, to a woman who wanted to deliver a baby before we
passed medical liability reform on the State level. And in high-risk
medical specialties like neurosurgery and emergency room medi-
cine, it was simply impossible to recruit qualified physicians to
come work in those counties because of the medical liability situa-
tion.

I hope to help contribute to this debate, because I think it is one
of the most compelling issues confronting our country today. Our
ability to compete and the ability of small employers, as has al-
ready been noted, to create jobs for the American people is depend-
ent on our ability to provide employees with affordable, quality
healthcare.

Thank you for convening this hearing, and I look forward to
working with you and the other Committee Members.

Chair SNOWE. Thank you. We have a great line-up of newly elect-
ed Members on this Committee with Senator Isakson, Senator
Cornyn, and Senator Thune. Thank you.

OPENING STATEMENT OF THE HONORABLE JOHN THUNE,
A UNITED STATES SENATOR FROM THE STATE OF SOUTH
DAKOTA

Senator THUNE. Thank you, Madam Chair and Senator Kerry,
for holding this important hearing. I also want to thank Secretary
Chao and Administrator Barreto for being here, as well as the
other panelists we are going to hear from.

This is an incredibly important issue to the economy. It is clearly
the one that I think, as you travel across the country and in my
State of South Dakota, hear as much about if not more than any-
thing else, maybe with the exception now being the cost of energy.
But the cost of health care is enormously important, and again, it
is, of the 45 million people who aren’t covered in this country, half
of them work for, or their family members do, for small businesses.

I think the thing that gets missed in this debate is the people
who work for larger companies, for big businesses, they have the
benefit of economies of scale and that is not something that small
businesses can benefit from. What I think this proposal simply
tries to do is provide that group purchasing power, those economies
of scale that are available to larger businesses to help drive down
costs for small businesses.
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We have got 88,000 uninsured people in South Dakota. We have
got 71,000 small businesses. Almost every business in South Da-
kota is, by definition, a small business. And so this is really an
issue crying out for a solution. There have been a lot of—this issue
has been kicking around for a long time. Jim Talent chaired the
Small Business Committee in the House. I was a Member of that
Committee. We voted this out of the House I think on more than
one occasion when I was a Member of the House, 5-, 6-, 7-, 8-years
ago, and we still haven’t seen any final action on this, and further-
more, any effort, I think, on the Senate to get it on the floor for
a vote.

But in any case, it is time for this hearing. It is time for this
issue to be addressed, and frankly, I am hopeful that we will be
able to make progress on meaningful solutions to the cost of health
care in this country. And whether or not you like Association
Health Plans as a solution, I think it is an issue that has been de-
bated and discussed around here. It is one that clearly has, I think,
tremendous potential to help lower costs by giving small businesses
access to group purchasing.

I would certainly hope that this Committee could work construc-
tively to get a bill out of here and to have a debate on the floor
and then hopefully to do something that, in my view, at least
would give small businesses out there another option. This is, with
the appropriate safeguards for solvency and with the issues that
have been addressed, I think, in this legislation with regard to giv-
ing our small businesses more choices, it is an approach whose
time has come.

So thank you, Madam Chair, for conducting the hearing. I look
forward to hearing from the witnesses.

Chair SNOWE. Thank you, Senator Thune.
Senator Talent, who is not a Member of this Committee, but we

welcome him because he chaired the Small Business Committee in
the House previously and was a leader and continues to be a leader
on this subject and certainly has a very important point of view.
So Senator Talent, thank you.

STATEMENT OF THE HONORABLE JAMES M. TALENT,
A UNITED STATES SENATOR FROM THE STATE OF MISSOURI

Senator TALENT. I thank you, Madam Chair, and I want to thank
the Ranking Member also, both for holding this hearing, for your
leadership, for allowing me to come here and make a brief state-
ment, and I understand that Senator Durbin and Senator Lincoln
are going to do the same thing. I have chaired a Committee and
I know that sometimes you feel like the Members not on a Com-
mittee who have an interest in the hearing are trying to hijack the
Committee, and I think you have got a useful compromise, just al-
lowing us to come and make a few statements.

I do feel strongly about this because it is so important, and we
all know that. I guess that is one thing we agree on, Senator Kerry.
In fact, I think we probably agree on a lot of things.

All the Association Health Plan idea does is allow small employ-
ers to do what large employers have been doing for many, many
years. That is really all it does. And if you think about it, every-
body in the United States, or virtually everybody who has health
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insurance, and there are a lot of people, unfortunately, who don’t,
but just about everybody who does has it as part of a big pool, a
big national pool. In some cases it is private, like the big Fortune
500 companies or the labor union plans. It may be public, you
know, Medicare and Medicaid, retired Federal employees, current
Federal employees. They are all part of a big pool because there are
economies of scale to insuring large pools. I mean, it is a matter
of common sense. It costs less from an overhead and administrative
standpoint to insure a pool of 300,000 people than it does a pool
of 30 people, much less three people.

I don’t understand why small businesspeople shouldn’t have the
same opportunity. When we came up with this idea, and the Chair
has been working on it for a long time, too, one of the things I liked
about it is I thought it ought to be attractive to everybody. It is
fully within the philosophical mainstream of both parties and it
really was in the House. We put this bill out of our Committee with
strong support by Members on both sides of the aisle and it has
passed in the House on strong bipartisan votes on a number of oc-
casions.

It empowers the little guy—I mean, if you want to think about
it this way, it empowers the little guy and gal against the big in-
surance companies that currently dominate this market. It is a lot
like the co-ops that grew out of the agricultural movements in the
populus parts of the country. It just empowers people to do some-
thing on their own to reduce costs for themselves.

It has a big advantage in these days of big deficits. It doesn’t cost
anything, if you read about a cost to associations and health plans,
other than the money the Secretary of Labor may need to hire a
few more people to regulate it, which is a very small amount of
money. The only other cost that anybody will ever posit for this is
the cost that happens when employers who haven’t been insuring
people in the past buy health insurance for them, because then
money that they had been paying in wages, which are taxable, goes
to a fringe benefit, which is not taxable. So the cost is the Govern-
ment loses revenue because people get health insurance. That is a
cost I don’t mind. That means the number of uninsured are going
down in the country. That is the only cost to Association Health
Plans.

One of the reasons I thought it wouldn’t be so controversial is
there is really no down side to it. We set them up. If we are wrong
and people don’t want them, they just won’t buy them. We are not
saying to insurance companies, you can’t offer people insurance on
a small group basis. Go ahead and do it. States can regulate that
just like they are doing now.

We are saying small business people ought to have another op-
tion, and I think they will use that option, and let me just say, the
argument that is offered, and I have people come up to me with
this argument that we shouldn’t do this because only the employers
who have healthy people will want to go into the Association
Health Plan, that the employers who have sick people won’t be able
to go into the Association Health Plans. Madam Chair, as you
know, that is not allowed under the bill. The bill requires that
these associations—it is must offer, must carry.
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It is not possible. Think about how this will work. My brother
has a small restaurant. If this were allowed, he might join the res-
taurant association to get the health insurance. They don’t know
about his employees. His employees could change overnight. How
are they going to exclude people because they have sick employees
working for them?

In fact, I think the opposite is true. It is precisely the employer
who has the sickest workforce who is the most desperately looking
for an alternative. Now, they are going to go into these Association
Health Plans so fast, if you blink, you are going to miss them. And
I may just say, it is ironic when people raise that argument,
Madam Chair, because we all know, because we all deal with con-
stituents, it is the insurance companies now who are cherry-pick-
ing. They are the ones who are canceling insurance because some-
body files a claim. They are the ones who are jacking up rates be-
cause somebody files a claim. It happens every day. It won’t hap-
pen with Association Health Plans.

Just very briefly—I am not going to punish you for your hospi-
tality by going on forever, Madam Chair——

[Laughter.]
Senator TALENT [continuing.] It has been raised that it won’t be

regulated by the States. We have talked about this. These are na-
tional pools. Believe me, I will say this to the State regulators, if
there were some way to have national pools regulated by the
States, I would do it. Just to get you on board, I would do it, but
you can’t. You can’t have 50 different sets of regulations for na-
tional pools. That is why we don’t allow it for big companies, for
labor union plans, because you can’t—you just physically can’t do
it.

I supported this, and originally we passed it—you remember,
Madam Chair—as part of a patients’ bill of rights, which was fine
with me. I begged for people to pass it with this as part of it and
it got held up in the Senate.

Finally, I just want to say one other thing, Madam Chair, and
there are lots of ideas out there and I am certainly very open to
them. What I hope we don’t do is let Association Health Plans get
sucked into the polarizing ideological battles about the direction of
health care. One of the things I like about Association Health
Plans, it is not a global change in the direction of our health care
policy. You may have one side that wants a national single-payer
system or a government-run system. You have another side that
really would like to eliminate the employer-based system and pass
all the tax deductions down to individuals and have them go out
and buy their own health insurance, and those are two very re-
spected points of view. I don’t begrudge anybody for having that
point of view.

But one of the genius of this is, it is not a revolutionary change
on an ideological level in health care. It is a perfection of the em-
ployer-based system. It is a practical solution to the practical prob-
lems people confront, and I think that is what the American people
want us to do. I don’t think they are going to let us go into some
whole new world for health care, but I do think they want us to
help them help themselves where we can.
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That is what this is all about, and I am just grateful to you.
Every time I hear you talk about this, Madam Chair, I become en-
couraged because I think you have really got the idea behind it.
Thank you for letting me trespass and the time. I appreciate it.

Chair SNOWE. I appreciate that. Thank you very much.
Senator KERRY. Madam Chair.
Chair SNOWE. Yes.
Senator KERRY. Just before we go to this, I just want to say to

Senator Talent, first of all, I want to assure him and the other
Members of the Committee, and I hope we can work in the way
that this Committee has normally worked, that there is no ideolog-
ical predetermination on this side as to how we do this, number
one.

Number two, the split is not between a quote: Federalized, Gov-
ernment-paid, one-size-fits-all versus AHPs—that is not at all what
we are talking about and I want to make that clear. The alter-
native I am talking about, among many alternatives, incidentally,
is a completely market-based, not-Government-paid-for plan, but
incentivized system where people choose to get in it or don’t choose
to get in it. And I think it is very important that we approach this
with a view to trying to find the most effective means of doing it.

In fairness, however, when the Senator says this is so simple,
and all we are trying to do is allow people to do this banding to-
gether, it is not that simple. I am for people banding together. I
am for economies of scale. Yes, it is important that people be able
to come in and find those market-based economies of scale. The
problem is that that is not all that it does. The fact is that you are
allowed to band together today under the law. Nothing stops you
from banding together today under the law. The question is, in
what form.

And when you say, must carry, must offer, the fact is that that
is only if you are a member of the association. Who gets into the
association? They have the power to say you don’t join our associa-
tion. And that is where some—so there are issues here.

I want to work in good faith with the Senator. I want to work
to try to get rid of those, and if we do, we ought to be able to find
a common ground here where we can help deal with the problem
of small business. But we can’t be false in the packaging and say
this is all it does or this is as simple as it is when there are serious
issues of enforcement and structure and defining who gets what
coverage and how is it enforced and so forth.

Chair SNOWE. I just want to make a point on that. But under
this Association Health Plan, they have to offer it to all their mem-
bers, so there is no exclusivity——

Senator KERRY. But who gets to be a member?
Chair SNOWE. Well——
Senator KERRY. That is a major issue. You can cherry-pick in

who becomes your members. Sure, you can.
Chair SNOWE. To all of its membership. You can’t.
Senator KERRY. You can not let somebody be a member, so we

will get at it.
Chair SNOWE. OK. We will.
Senator TALENT. I thank you again, and I thank Senator Kerry.
Chair SNOWE. We will look at legislative language.
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[Laughter.]
Chair SNOWE. Thank you.
And before I begin, I am pleased to submit for the record a state-

ment by Senator Byrd, who is a co-sponsor of this legislation, and
so I ask unanimous consent that this statement be included in the
record. Without objection, it is so ordered. We are delighted to have
Senator Byrd as a co-sponsor.

[The prepared statement of Senator Byrd follows:]
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Chair SNOWE. So now it is your turn. We have a great team of
leaders in support of Association Health Plans and hopefully we
can talk about some of the issues that have been raised here today.
They are both extremely knowledgeable and have been champions
and advocates, and so Secretary Chao, let us begin. Thank you for
being here. Thank you for your patience. Thank you both.

STATEMENT OF HON. ELAINE L. CHAO, SECRETARY,
U.S. DEPARTMENT OF LABOR

Secretary CHAO. Thank you, Madam Chair, and also Senator
Kerry, for the opportunity to be here to discuss Association Health
Plans. It has been very, very helpful for me and my staff to listen
to the opening statements.

Association Health Plans are indeed a key component of the
President’s plan to make quality affordable health care benefits
available to all Americans and I really want to commend your lead-
ership on the health care needs of small business workers and their
families. President Bush strongly supports S. 406, the Small Busi-
ness Health Fairness Act, and I look forward to continuing to work
with this Committee as the Senate considers this much-needed leg-
islation.

Madam Chair, I do have a much longer statement which I will
submit for the record, and if I could, I will just summarize the key
points.

Today, as we have heard, there are about 45 million Americans
who lack health care insurance. Clearly, all of us care about how
to solve the plight of these Americans. Sixty percent of the workers
are employed by small businesses and their families, and small
businesses, as we have heard, are only half as likely to offer health
benefits as large businesses, due in part to the high cost that they
face. A small business pays about 20 to 30 percent higher pre-
miums than large organizations or labor unions.

The Small Business Health Fairness Act, S. 406, addresses this
problem by providing a level playing field for small businesses by
allowing them to join together through their trade or professional
associations. Small business owners and their employees will be
able to access the same economies of scale, negotiating clout, ad-
ministrative efficiencies, and uniform regulations enjoyed by big
businesses and labor unions. AHPs will provide small businesses
with new health care coverage options and foster competition in the
small group insurance marketplace.

This bill will also reduce the vulnerability of small businesses to
health insurance scams by providing secure, affordable, quality
health benefits. Before an AHP can offer health benefits to a single
worker, the Department of Labor will have to certify that this orga-
nization meets the tough standards in this legislation.

Small business employers obtaining insurance through AHPs will
also enjoy significant premium reductions. According to CBO, the
average savings will be about 13 to 25 percent. Even more signifi-
cantly, CBO estimates that about two million additional Americans
who are currently uninsured will be able to get coverage through
AHPs.

The Department of Labor’s role is one that we are very serious
about. The Department of Labor has extensive experience in regu-
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lating group health insurance and also in combatting insurance
fraud. The Department of Labor currently administers ERISA. This
Act covers approximately 2.5 million private employer-based, job-
based health plans covering 135 million workers, retirees, and their
families. Of these, about 300,000 plans are self-insured plans,
which means that they are exclusively regulated by the Depart-
ment of Labor. These plans that the Department of Labor exclu-
sively cover regulates about 78 million people.

ERISA has both civil and criminal enforcement authority to pro-
tect the benefits of workers in these plans, and in 2004, the De-
partment reported about $3.1 billion in monetary recoveries from
our enforcement efforts on behalf of employee benefit health plans.
We have also had 121 criminal indictments. So our enforcement ef-
fort is strong and robust.

In addition, we have a nationwide network of benefits advisors
who answered roughly 160,000 inquiries from workers last year,
nearly 60 percent of which concern health plans.

Because of our responsibilities under the current law, the De-
partment already performs many of the functions necessary to ad-
minister Association Health Plans and I am confident that we can
and will protect the workers who are participating in Association
Health Plans just as we currently protect the millions of workers
in other kinds of group health plans in large business and orga-
nized labor plans. The Department will allocate the resources nec-
essary to carry out the certification and oversight responsibilities
of Association Health Plans, and we will do so with effective, effi-
cient, and timely regulation and enforcement.

So in conclusion, AHPs will reduce the health coverage barriers
facing many small businesses. This bill will give them the tools to
pool risk, enjoy administrative savings on behalf of their workers,
and participation in nationwide health plans, and I ask that the
Senate take a serious look at the Association Health Plan legisla-
tion and give this much, much needed relief to small businesses.
Thank you.

[The prepared statement of Secretary Chao follows:]
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Chair SNOWE. Thank you, Secretary Chao.
Administrator Barreto.

STATEMENT OF HON. HECTOR V. BARRETO,
ADMINISTRATOR, U.S. SMALL BUSINESS ADMINISTRATION

Mr. BARRETO. Good morning, Chair Snowe, Ranking Member
Kerry, and distinguished Members of the Committee. Thank you
for inviting me here to discuss with you a solution to the current
health care crisis facing America’s small businesses.

I also want to thank you, Senator Snowe, for championing AHP
legislation in the Senate. I echo Secretary Chao in supporting S.
406, the Small Business Health Fairness Act, and I look forward
to continuing to work with you as the Senate considers this much
needed legislation.

The biggest concern for small business owners is their inability
to access quality, affordable health care. As Administrator of the
SBA, I see this every day as I travel throughout the country. Re-
gardless of the discussion topic, small business owners inevitably
focus the conversation on health care. They ask me what we in
Washington can do to make health care more affordable for them,
and I hear from them time and time again that their inability to
access affordable quality health care is their biggest concern.

Although businesses large and small have experienced rises in
health insurance premiums disproportionate to inflation, the small-
est businesses have been particularly hard hit. In 2004, premiums
for companies with 3 to 24 employees grew 13.6 percent. I think
this was also illustrated in the chart that Senator Snowe shared
with us at the beginning of her presentation.

The administrative cost involved with insuring employees of
small businesses pose a major stumbling block. In 2003, SBA’s Of-
fice of Advocacy examined 19 health care plans in two States. It
determined that administrative expenses for insurers of small
group health plans range from 33 to 37 percent of their claims,
versus 5 to 11 percent for larger self-insured plans. That is a dif-
ference of 22 to 33 percent between large businesses and small
businesses, and that was one of the problems that has already been
discussed and talked about.

Many small business owners have been forced to stop offering in-
surance coverage altogether. According to the 2004 Kaiser Family
Survey, and I believe Senator Snowe talked about this, as well, the
smallest firms are the least likely to offer health insurance. Only
52 percent of firms between 3 and 9 workers offer coverage, com-
pared to 74 percent of firms with 10 to 24 workers, and 87 percent
of the firms with 25 to 49 workers.

When small companies do offer health benefits, the prospect of
picking between plans is a pipe dream and employees only hope
they can afford the higher premiums they face simply for working
at a small business. All in all, it is a terrible way to treat people
who are keeping our economy afloat.

Given the staggering costs facing small businesses, their employ-
ees are far less likely to have health coverage. The Department of
Labor estimates show that people and families headed by self-em-
ployed and small firm workers make up 50 percent of all uninsured
Americans.
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The President wants all Americans to have access to high-quality
affordable health care. This is why the President supports lowering
the barriers on Association Health Plans. Flourishing AHPs will
expand access to health benefits to millions of uninsured Ameri-
cans. Since small employers are forced to seek health insurance for
their workers as separate entities, it is more expensive and often
impossible for these firms to purchase insurance coverage. AHPs
would allow small businesses to pool their resources together
across State lines, affording them the benefits of uniform Federal
regulation, greater economies of scale, and flexibility to design cov-
erage options that large firms and labor unions currently enjoy.

Today, small businesses that choose to pool their resources under
current law must instead cope with the requirements of 50 dif-
ferent State insurance regulators and State mandates rendering
AHPs in their current State cost prohibitive. Legislation to enhance
AHPs would have allowed small businesses participating in AHPs
to save an average of somewhere between 9 to 25 percent of the
cost of their health insurance premiums. This is according to a
study by the Congressional Budget Office. Three-hundred-and-thir-
ty-thousand people without health insurance would have been cov-
ered had Congress passed that legislation.

Lowering the cost of health insurance will also provide small
businesses with better opportunities to recruit and retain the em-
ployees they need to grow and prosper. The availability and quality
of health care benefits is often a deal breaker for Americans seek-
ing employment. Strengthening AHPs will even the playing field
for small businesses by allowing them to offer health benefit plans
similar to those that are offered by their larger competitors.

I again want to thank Secretary Chao for the leadership that she
and the Department of Labor have shown on AHPs. Her commit-
ment to helping small business owners overcome their biggest hur-
dle has been admirable. I hope that Secretary Chao and I, on be-
half of President Bush, can work closely with you and all the Sen-
ators this year so that small businesses and the 57 million Ameri-
cans who work for them can receive access to better, more afford-
able health care through the strengthening of AHPs.

Until we come up with an affordable solution that crosses State
lines, I don’t think that we can solve this problem for small busi-
nesses, but we need to act now. Continuing to do nothing to ad-
dress this crisis is unacceptable for millions of small business own-
ers struggling to make ends meet in the face of ever-increasing
costs.

Thank you, Chair Snowe, for the opportunity to speak to you
today and the Committee about this very important topic. I now
look forward to answering your questions.

[The prepared statement of Mr. Barreto follows:]
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Chair SNOWE. Thank you, Administrator Barreto.
Before I begin, Senator Lincoln, welcome. You are not a Member

of the Committee, but we welcome you and your contribution.
Thank you for being here. Do you want to make a statement? You
are welcome to if you—go right ahead.

STATEMENT OF THE HONORABLE BLANCHE LINCOLN,
A UNITED STATES SENATOR FROM THE STATE OF ARKANSAS

Senator LINCOLN. I want to thank you, Madam Chair, for the op-
portunity to be here and your graciousness in allowing me to come
and be a part of your conversation.

I have a special interest in this issue, as do you. I know how
hard you worked for the solutions that we need to find here, and
with the small business health care crisis that exists in our State
and in your State, which have very similar demographics, it is un-
doubtedly our number one issue in Arkansas when I am traveling
through the State and hearing from people.

I am very pleased with your intent on looking at what the solu-
tions can be for this problem. I am looking forward to working with
you, and I will reserve my time to be able to ask a few questions.
Thank you, Madam Chair.

Chair SNOWE. Thank you, Senator Lincoln. Thank you for being
here.

Let us begin, because obviously, we hear a number of concerns,
the ones that have been repeated over time. I would like to system-
atically address them.

I will begin with you, Secretary Chao, because we have heard,
well, it is going to eliminate consumer protections under this legis-
lation and this approach because the Department of Labor will not
be able to provide the oversight for these Association Health Plans.
It won’t have the repeated circumstances of the MEWAs, the mul-
tiple-employer arrangements that subjected a lot of small busi-
nesses to fraud.

We have established entirely different conditions in this legisla-
tion. It is a bona fide organization. They cannot discriminate
against any of their members. They have to offer it to all of their
members. They have to have been in existence for 3 years for other
purposes other than health insurance. We provide reserves, sol-
vency requirements, stop loss, notification, resources. In fact, CBO
underscores what needs to be done in making sure the Department
of Labor has at least 150 people to oversee this, and I would like
your comments on it.

But I would like to hear from you this morning, Secretary Chao,
what has been your experience as Secretary of Labor with respect
to providing oversight in this instance compared to the instances
for corporations and unions, because obviously we don’t hear the
similar complaints. I don’t hear any frustrations, concerns about
the fact that corporations or unions are offering less generous
plans, that they are cherry-picking, they are subjecting their mem-
bers, employees, to discriminatory behavior. So we don’t hear the
same complaints and concerns about these plans that insure 78
million Americans, and yet what we are now hearing is that all of
these complaints are going to be waged against small businesses if
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we allow them to engage in Association Health Plans on a national
basis.

So would you begin, Secretary Chao, and tell us, first of all, why
don’t we hear similar complaints about corporations and unions?
Why doesn’t it occur under those circumstances? And if it doesn’t,
then why are there concerns expressed about Association Health
Plans for small businesses and why is there this disparate ap-
proach to these entities?

Secretary CHAO. Well, you are absolutely right. The Department
of Labor currently oversees about 2.5 million private job-based
health care plans, and again, that covers 135 million people. About
300,000 plans are regulated exclusively by the Department of
Labor, and most of that is with large businesses that are self-in-
sured, and a lot of labor union organizations, that are again self-
insured. We also have a nationwide network of benefits advisors.
We field about 160,000 inquiries a year. Over 60 percent of those
are health care inquiries.

So we feel very confident in our ability to regulate under the new
AHP bill, should it be passed, the responsibilities and the authori-
ties it would give to us.

On the issue of State protections, as you well know, in S. 406,
there will be consumer protection provisions that will still be regu-
lated by individual States. Those will still remain.

And in terms of concerns about health fraud, your bill would
strengthen protections against unscrupulous health plan organiza-
tions, because the Department of Labor will be responsible for reg-
ulating whether an AHP can come into existence or not, and the
bill has very strong consumer protection provisions at both the
State and Federal level, as well as solvency requirements at the
State and Federal level.

Chair SNOWE. Administrator Barreto, would you answer this
question, as well, because it is mystifying to me. We have an ex-
plicit prohibition in this legislation against cherry-picking. We have
language in here that does not condition membership, such as
dues, payments, coverage, on the basis of health status-related fac-
tors with respect to the employees of its members or affiliated
members or dependents. It does not condition such dues or pay-
ments on the basis of group health plan participation. It would be
subject to the HIPAA requirements, some preexisting status. And
the fact is, it is probably far superior in a lot of respects.

So can you address the issue of cherry-picking, because again, we
are talking about a dual standard here. One, corporations and
unions. We don’t hear those complaints. No one is saying, let us
put them back in the State pool. We are not hearing that. We are
seeing, keep small businesses in the State pool and we will leave
them victims to the problems dealing with health insurance today,
which essentially is leaving small businesses and their employees
and their families uninsured or paying escalating prices beyond
comprehension. Frankly, from all my small business owners in
Maine, it is devastating. Maybe they get catastrophic coverage.

Can you address this issue, because somehow, we have to get to
the core of it. Obviously, none of us want to support adverse selec-
tion and cherry-picking, so if it is not happening with corporations
and unions, why would it happen under this circumstance? Is there
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something we are missing here? I mean, I just really want to know
because I can’t—we have been discussing this for several years now
and I have yet to understand how it would come about in this in-
stance but it hasn’t come about with corporations and unions.

Mr. BARRETO. It is a great point. If what we mean by cherry-
picking is that we are going to pick winners and losers, we are
going to choose which small businesses get health care and what
small businesses don’t get health care, I think Senator Talent
brought up a great point and I think what he is saying is that is
happening right now.

You know, there was a time—I remember when I was in Cali-
fornia leading a business association, there were 20 major insur-
ance companies offering health care coverage to small businesses,
and there were a lot of smaller players that were actually from out-
side of California that were offering it, as well. Today, small busi-
nesses are lucky if they have four or five choices. Oftentimes, those
insurance plans are almost exactly alike. There is not a lot of dif-
ference between these insurance plans. Oftentimes, the premiums
are exactly alike.

Sometimes, insurance companies decide to quote on a piece of
business, on a small business. Some years, they don’t decide, and
they don’t tell you why. Some years, they raise your insurance pre-
miums whether you use the insurance coverage or not. That is why
small businesses are screaming. They are saying, this problem gets
worse every single year. It doesn’t matter if I use it or not. I know
I am going to get a double-digit increase.

Also, the things that small businesses can’t control, they can’t
control what is inside their insurance plan because of the State
mandates. They can’t control the administrative cost of those plans,
which keep going up higher and higher. They can’t control the cost
of small prescription drug benefits. They can’t control the cost that
doctors have to pay for malpractice insurance, which drives their
insurance premiums up and sometimes drives them out of the mar-
ket, as well.

So the things that are keeping small businesses from partici-
pating. The cherry-picking that is happening and the reason there
are 45 million uninsured Americans, the reason the 60 percent of
people that don’t have health insurance work for a small business.
I mean is occurring right now, and I think what Senator Talent
was alluding to and you have alluded to, as well, is that what we
need to do is provide small businesses with more access, more
choice, more control, and that is what we believe Association
Health Plans will do.

Chair SNOWE. But I am trying to understand the difference be-
tween why it works well for corporations and unions, and we don’t
hear similar concerns or complaints or saying let us go back to the
old way, and the Department of Labor is doing a very effective, effi-
cient job, has historically, and Secretary Chao has spoken to it,
about providing the aggressive oversight that is necessary, so we
don’t hear those complaints.

I don’t understand why it would be different for small busi-
nesses, and I think that that is really the challenge here, is to over-
come that, because clearly, it seems to me, we ought to be able to
draft legislation in a way that addresses these concerns and satisfy
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the issues that have been raised. They are legitimate concerns. We
think we have addressed them. I keep adding more criteria and
standards and insurances to guard against any ability for these as-
sociations to be other than bona fide organizations for the purposes
in which they are intended and to offer this benefit to their mem-
bers.

Mr. BARRETO. You are hitting a very important point, Senator
Snowe. You know, when a large corporation has 100,000 employ-
ees, or when the Federal Government has a million employees, or
when a union has tens of thousands of members, they have got
power. They have got clout. And if they don’t like what is hap-
pening in their insurance plan, they can move it, and there is a lot
more choice for them. They have a lot more control.

And some of these companies or organizations get so big that
they decide to self-insure themselves and the insurance company is
really just administering the claims. So there are options for them.

Small businesses don’t have those options. Small businesses have
take it or leave it. Here is the shelf plan. Here is what it costs if
we offer it to you this year, and if not, you are out of luck, and that
is the big problem and that is what we believe Association Health
Plans can go a long way to solving.

Chair SNOWE. Senator Kerry.
Senator KERRY. I hate to say it, but I think there is a lot of wish-

ful thinking and we need to explore this. I have said to the Chair,
I really want to work with her closely and see if we can patch some
of these holes, but I think we have got to be honest about some of
the holes and not just gloss over them.

To that end, let me ask you, Secretary Chao, States currently
have protection mechanisms in place that limit how much and how
often premiums can increase. There is a right to an external review
of denied medical claims and direct access to emergency care or
specialty care or consumer marketing protections. All of these
rights currently exist.

The public needs to know that these rights only exist at the
State level. There are no Federal premium protections, no Federal
patient protections. And as you read S. 406 and H.R. 525, these
comprehensive protections will be eliminated.

Now, let me just focus on one of these rights of the many, protec-
tions for patients when an insurance company denies their medical
claim. Right now, 44 States require insurers to provide an external
review for enrollees. A centerpiece of the AHP is to exempt insur-
ance plans from State protections. So if AHPs were enacted, would
patients have the right to an external review, external review when
an insurer denies a medical claim? Can you show me how that
right is guaranteed and enforced?

Secretary CHAO. Well, first of all, Senator, you are only talking
about the fully-insured, which is only half of the——

Senator KERRY. Well, I am talking about people.
Secretary CHAO. No, if I——
Senator KERRY. It doesn’t matter whether it is half or——
Secretary CHAO. It makes a difference, because if it is a fully-in-

sured AHP, it is largely regulated by the State. If it is a self-funded
plan, which many large companies, and many large labor unions
have, it is regulated by the Department of Labor.
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Senator KERRY. I understand that.
Secretary CHAO. So there are two different plans here and the

AHP proposal does not take away the external review State con-
sumer protections at all.

Senator KERRY. Every interpretation of it says it does.
Secretary CHAO. Self-funded plans already——
Senator KERRY. So you would be willing to write into it—we can

patch that hole, in other words. You are willing to guarantee that
those rights of external review will be afforded, is that what I
hear?

Secretary CHAO. We are willing to address what concerns you
have, but there is a big difference between—right now, there is a
whole group of organizations, companies, labor union plans which
are not regulated by the States already——

Senator KERRY. I completely understand that. I understand that.
Secretary CHAO. So let us keep that in mind——
Senator KERRY. We will get to some of that——
Secretary CHAO [continuing]. ——because there is an inequity

here, an unfairness that the AHP proposal is trying to address.
Senator KERRY. Well, it doesn’t create a fairness if it takes away

rights that people currently have and need. Now, let me speak to
that for a minute. There is a letter from Professor Mila Kofman at
Georgetown University at the Health Policy Institute. I would like
to ask that it be put into the record.

Chair SNOWE. Without objection, so ordered.
[The information of Senator Kerry follows:]
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Senator KERRY. Let me just read from one component of it. There
are a lot of issues raised in it. But she writes to the Committee—
she incidentally addresses it to you, also, Madam Chair. She says,
‘‘In addition to an adverse impact on private health insurance
under the Federal legislation, many consumers would face greater
financial exposure when an AHP becomes insolvent. Since 2000, as-
sociation insolvencies have left more than 66,000 workers and their
families and thousands of participating employers responsible for
$48 million in medical bills that should have been covered by the
AHPs. The Federal proposal would make things worse by replacing
State solvency standards with less-stringent Federal standards and
regulation. AHPs have a long history of financial instability. The
U.S. Department of Labor, which would regulate AHPs, has no ex-
perience in regulating the solvency of health plans. Inadequate
standards and an inexperienced regulator would mean that partici-
pating small businesses may be stuck with unpaid medical bills
when an AHP becomes bankrupt.’’ Could you address that?

Secretary CHAO. I certainly can. There is an assumption that
somehow a self-funded plan offers less generous benefits, but in re-
ality, the record shows that self-funded plans, which are not regu-
lated by the States, in fact, offer as good or better health plans, in
part because their cost is so much lower. So with lower costs, they
are able to offer more benefits.

Senator KERRY. But that is not my question. That is not even
what we are talking about.

Secretary CHAO. Yes, we are. We are, because we are talking
about solvency and we are talking about plans and our ability to
administer these. The solvency requirements put into AHPs will, in
fact, strengthen the ability of the department to protect these
plans, because right now, there are no Federal regulations on cer-
tification or solvency, and with AHPs, there will be. So that will
be an added——

Senator KERRY. You are saying to this Committee that in this
legislation as written, the Federal solvency standards are, in fact,
stronger than State standards? That is your testimony?

Secretary CHAO. There will be——
Senator KERRY. No, my question is, are you saying that they are

stronger now, because that is not the reading of——
Secretary CHAO. It varies from State to State, obviously——
Senator KERRY. Correct, and there is no Federal——
Secretary CHAO [continuing]. And overall, the new protections

put into the AHPs will require the Department of Labor to certify
the solvencies of new self-funded AHPs that are being set up.

Senator KERRY. According to what standards?
Secretary CHAO. The AHP legislation sets up a revenue pool that

will provide a reservoir of indemnification insurance to AHPs.
AHPs will not be offered except——

Senator KERRY. Don’t you think, Madam Secretary, that it is im-
portant for us to guarantee that there are strong solvency stand-
ards, Federal standards, with respect to who may be left holding
the bag?

Secretary CHAO. Oh, absolutely, and I think the Federal——
Senator KERRY. And if they are not there and it is not adequate,

that is another hole we ought to plug, is that correct?
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Secretary CHAO. I think the Federal provisions for solvency
under the AHP legislation will be quite strong.

Senator KERRY. Well, quite strong may not be as strong as cur-
rent State standards.

Let me go to the second paragraph of what she said, another
paragraph.

Secretary CHAO. May I just address that, please?
Senator KERRY. Sure.
Secretary CHAO. A fully-insured AHP will be subject to the sol-

vency requirements of State law. There is no change from that,
from current law. A self-funded AHP is both accountable under
ERISA and subject to these new solvency rules. Self-insured plans
must make, under the legislation, detailed solvency requirements,
including actuarially determined reserves sufficient to meet claims,
additional cash reserves of up to $2 million, specific and aggregate
stop loss insurance to protect against unexpectedly high claims, in-
demnification insurance to insure that a terminating plan pays all
of its remaining claims, payment of an annual fee to a fund con-
trolled by the Department of Labor to pay indemnity insurance
premiums, and the regulations will allow the Secretary to increase
these requirements, as necessary.

Senator KERRY. So you are in agreement with me that if there
is any discrepancy here with respect to State standards versus Fed-
eral, we ought to guarantee that we have the strong solvency
standards that are in here?

Secretary CHAO. That is the goal, yes, but you also have to have
balance. The overall goal is to be able to provide more insurance
on a nationwide basis, and if you are just going to graft whatever
is the State requirement onto the national Federal regulations,
that really wouldn’t work, either.

Senator KERRY. She goes on to say, ‘‘Finally, the AHP bill would
increase opportunities for health insurance scams, which have been
on the rise since 2000. Health insurance scams promoted through
associations have left over 200,000 policy holders with over $252
million in unpaid medical bills between 2000 and 2002. The bill
would put the U.S. Department of Labor in charge of an area that
is currently regulated by both the Federal Government and States,
and by putting DOL in charge, it would prohibit States from help-
ing consumers.’’ Can you address that?

Secretary CHAO. Yes, I can. First of all, we are very concerned,
as everyone here is, about these scams. And, in fact, the best way
to fight these scams is to certify that these organizations are able
to offer health insurance. That is an added new protection which
is now in the Association Health Plans legislation.

In terms of the question as to Federal regulations, I wonder who
the writer thinks is regulating these health plans now? It is the
Department of Labor. So it is an incremental change for us in
terms of additional regulations. We already regulate over 300—ac-
tually, over 2.5 million health care plans, 300,000 of which are sole-
ly within the Department of Labor’s jurisdiction. And we have an
effective team of investigators and benefit advisors. So I think that
this is, again, an incremental increase as most of the regulatory
authorities we already have and we already exercise.
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Senator KERRY. I have a lot of questions. I know others have
questions, too. I want to perhaps come back to them, but can I just
ask you, at a hearing before the Health and Labor Committee in
1997, the then-Assistant Secretary of Labor in the Clinton Admin-
istration said that DOL did not have the resources to regulate
AHPs. She said then, and I quote her, ‘‘Based on our investigative
experience, we could review each pension plan once in 170 years,
and if you include health plans, once in 300 years. An infrastruc-
ture adequate to handle the new responsibilities replicating the
functions of 50 State insurance commissioners simply doesn’t
exist.’’

What has changed, and there is nothing in the budget that I
have seen that shows an increase sufficient to be able to meet what
a lot of people fear is just an already overburdened Department?

Secretary CHAO. Well, I can’t speak for the witness who spoke at
that time, but our responsibilities have not changed, and our staff
has significantly increased.

Senator KERRY. Well, the GAO, the CBO have all said that there
is not an adequate capacity. I mean, this is not new. In fact, in
2002, the GAO report said that it would take DOL’s current inves-
tigative staff 90 years to do a baseline assessment of non-compli-
ance for pension plans alone. That is 2002. That is the GAO report.
What has changed? I mean, this is a continuum——

Secretary CHAO. I think citing those numbers is very misleading.
The real issue is, are we able to do the job, and the answer is, I
feel very confident that we can do the job.

The CBO report said that DOL needed approximately an addi-
tional $55 million and 150 employees over the next 5 years to regu-
late AHPs. That is a very doable number. We have a budget of $60
billion, with $11.5 billion discretionary. Most recently, we imple-
mented the Energy Workers’ Compensation System under which
we hired 300 people within about a 6-month period, as required by
the statute. We have also given $60 million in additional resources.

Now, it is very difficult to predict exactly how much money or
how much staff is necessary, but Association Health Plans are a
Presidential priority and we will certainly make sure that the re-
sources are there to carry out any of the incremental authorities
that may be required.

Senator KERRY. Well, Madam Secretary, I respect what you are
saying, but I have to tell you, my experience in 22 years here has
shown no matter what the Administration is, that when you Fed-
eralize these responsibilities, you are often way behind in terms of
the staffing and adequacy of the capacity for oversight. And there
is a reason the Attorneys General across the country and insurance
commissioners and others are deeply concerned about the enforce-
ment mechanism here, and I don’t think we should kid anybody
here that the resources are suddenly going to come pouring in. I
would like to believe it, but it is just very difficult to assume when
we see the difficulties already in exposing scams and in doing a lot
of the oversight that ought to be done, but I will come back. I will
let other colleagues——

Chair SNOWE. Thank you, Senator Kerry.
Just a point on that, because the CBO did estimate last month

in its analysis that it would require 150 workers regarding the im-
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plementation of these provisions, and obviously, the various esti-
mates through 2010 and the costs.

On the issue of fully-insured versus self-insured, I think it is an
important clarification. We certainly could look at the solvency
questions again in this legislation to address some of the issues you
are raising, Senator Kerry. But it is my understanding on the fully-
insured that it will continue to be subject to State solvency require-
ments and the State laws, and in fact, you will have the certifi-
cation ability to determine whether or not the AHPs are meeting
those standards within each State.

With respect to the self-insured AHPs, again, ERISA has no sol-
vency standards for these entities, but we have set forth solvency
requirement standards in this legislation, in many cases will be
much stronger than what exists for the self-insured for corpora-
tions and unions, and so——

Senator KERRY. Well, I respect that, but here is the problem.
Look, I am not an expert, but I have to listen to experts. We all
do. And the National Association of Insurance Commissioners has
characterized the solvency standards in the bills as, quote, ‘‘woe-
fully inadequate.’’ They stated that the bill’s $2 million cap on re-
serves would, quote, ‘‘result in disaster for consumers.’’ Now, that
is the warning to us. The American Academy of Actuaries con-
cluded that the standards included in the bill would, quote, ‘‘con-
tribute to AHP insolvencies, resulting in consumers and providers
being responsible for unpaid claims.’’ So I am just listening to the
experts tell us—woefully inadequate, not able to do it, and we will
hear from other people over the course of time.

But let me ask you, what steps could we take to guarantee and
really assure that workers are not going to be left with unpaid
claims? It seems to me we ought to be able to plug that hole, also,
with language.

Chair SNOWE. And the reason for the cap, and I would be inter-
ested in hearing your point of view on this, but on the cap and
what they are in the $2 million, we saw that the members were
not unnecessarily paying higher-price premiums, that they are
keeping larger and larger reserves for other purposes or just, you
know, so that the premiums become punishing for no good reason.
That was the reason. But, you know——

Secretary CHAO. But that is our responsibility.
Chair SNOWE. That is right.
Secretary CHAO. That is the responsibility of the Department of

Labor, to protect workers and their health plans, and if there are
unpaid claims, that is our responsibility to pursue them——

Senator KERRY. What does that mean, you are going to pursue
them?

Secretary CHAO [continuing]. To pursue them and to get it back.
And last year, we recovered $3.1 billion in employee benefit plan
claims for consumers.

Senator KERRY. We can get into the scam part of it. I wanted to
cede to another Senator, and I will do it——

Secretary CHAO. And the scam part——
Senator KERRY [continuing]. But the scam record is not great.

There are a lot of people left holding the bag, and we will go into
that a little later.
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Secretary CHAO. That is why additional regulations are required
and that is where the Association Health Plan legislation with its
certification provisions, will help to ensure that credible organiza-
tions are indeed offering these kinds of benefits.

Chair SNOWE. In fact, we strengthen them in this legislation——
Secretary CHAO. Yes.
Chair SNOWE [continuing]. With respect to these issues, but I

would be glad to hear more.
Senator KERRY. Maybe we can strengthen them even more.
Chair SNOWE. Absolutely.
Senator Burns.
Senator BURNS. I am sitting here listening to this whole thing

and you asked about all the questions that I wanted to ask this
morning with regard to this. I hope we are recording this over here,
this little debate going on.

I would ask one question, I guess, and maybe it is for the next
panel. You almost, if you are the regulator, you have almost got to
have the capability of being the underwriter, it seems to me. Do
you have that capability in the Department of Labor?

Secretary CHAO. To the extent that underwriting includes actu-
arial determinations, that is a part, as I mentioned, that we will
have to——

Senator BURNS. Yes. In other words, you have got to make the
decision that this is sound and it is safe, and how closely will you
look at the required coverages and demands that are set in each
State?

Secretary CHAO. Well, we will look at the solvency to ensure that
these are financially sturdy organizations that are ready to provide
this kind of benefit, and there will be, again, a setting up of insur-
ance, of a reservoir, a pool of assets that will act as a backstop to
shore up Association Health Plans for any unforseen cir-
cumstances. So this is an added layer of protection. But again,
fully-insured plans will still have State-by-State solvency rules, so
that will remain.

Senator BURNS. OK. That is all the questions I had. I just want-
ed to kind of go one step beyond yours, so thank you.

Chair SNOWE. Thank you very much, Senator Burns.
Senator Lincoln.
Senator LINCOLN. Again, I would like to compliment Senator

Snowe. She is a real problem solver and I always liked working
with her, so I am looking forward to coming together to solve this
problem on behalf of the uninsured, and particularly our small
businesses.

Our States are very, very similar, and truly, our small busi-
nesses, particularly in my State, are our largest employers. Unfor-
tunately, because they are less likely to be able to afford health in-
surance, they are also the bigger component of the problem of the
uninsured. These people are working hard and we want to be able
to try to provide them as much as we possibly can in the way of
health insurance, not only for the benefit of them and their fami-
lies, but also for the fact that it helps us better manage the cost
of health care overall. So again, Senator Snowe, I am pleased by
your hard work on this issue and look forward to working with you.
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I guess my frustration has been that it seems like we always try
to reinvent the wheel, and to me, there is no real need to reinvent
the wheel. As I found myself traveling across my State and listen-
ing to people talk about my insurance plan, and I realized that the
Federal Employees’ Health Benefits Plan has been doing a pretty
decent job for the last 40 years in allowing us to pool all the Fed-
eral employees, those that are the young, fearless single staffers
that we all have who know no danger, to the families like myself,
as well as the Park Ranger in the remotest parts of Montana, to
be able to pool all of those different individuals and to increase
their choice and hopefully, as we have been over the years, de-
crease the cost.

So looking at that and trying to work from something that exists,
I have been trying to come up with one of these solutions, as well.

The FEHBP, which I have just described, our program, in my
opinion, does not promote Government-run health care, but har-
nesses the power of market competition to bring down health costs
and uses a proven Government negotiator.

So I think as we look at all of the different options that are out
there for small businesses, I hope we will bring the best of all these
worlds together.

Madam Secretary, we are pleased you are here, and certainly
your wealth of knowledge and what you already do in helping to
regulate and maintain insured individuals is critically important.
When you talk about the solvency, that is a critical part of what
we have to do, and I guess some of the concerns stem from the stip-
ulations or the parameters that would probably need to be around
this reservoir of resources that you mention, and I guess also the
idea that the solvency—well, I guess the basis is whether or not
under the AHPs that they have to be licensed in the States where
they operate, and I don’t believe the AHP requires that.

Secretary CHAO. The proposal is——
Senator LINCOLN. Both the national and the State plans.
Secretary CHAO. The proposal for the AHPs is to certify them.

The whole purpose is to enable organizations to come together to
pool their resources across State lines.

Senator LINCOLN. Right.
Secretary CHAO. So there will be these increased solvency

requirements——
Senator LINCOLN. But would the AHP——
Secretary CHAO [continuing]. At the Federal level which had not

been there before.
Senator LINCOLN. Right. Would the AHP plans, would they have

to offer to every member in every area of the country? Would that
be required of them?

Secretary CHAO. They cannot discriminate against any member
in a group.

Senator LINCOLN. So they would be mandated to offer their plan
in every area of the country?

Secretary CHAO. There is a difference between—I think there is
a basic difference as we talk. When we talk about AHPs, I think
the intent is we are removing a barrier. We are creating a level
playing field.
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Senator LINCOLN. It is a simple question. Are they required to
be licensed in the States that they operate, and are they going to
be required to offer to every member in every area of the country?

Secretary CHAO. They cannot discriminate against any member
who wants to access those plans.

Senator LINCOLN. So you are saying they have to offer their plan
to every member——

Secretary CHAO. Well, not to somebody who doesn’t want it.
Senator LINCOLN [continuing]. In every area of the country?
Secretary CHAO. If it is someone who wants it, yes.
Senator LINCOLN. Every area in the country.
Secretary CHAO. Perhaps someone doesn’t want it. Then they

don’t have to have it.
Senator LINCOLN. But, I mean, it needs to be offered in all those

areas.
Secretary CHAO. All the Federal health protections would apply.
Senator LINCOLN. And the licensure in each State, is that going

to be—are they going to be required to be licensed in the States
where they operate?

Secretary CHAO. I don’t think so.
Senator LINCOLN. Or serve?
Secretary CHAO. Fully-insured AHPs have got to file in each

State, because again, they are the ones that are regulated by the
States.

Senator LINCOLN. The national plans don’t.
Secretary CHAO. The self-insured currently are not registered in

each State.
Senator LINCOLN. Well, that is one of the things—in the Federal

plan, they do. Both the State and the national plans have to be li-
censed in the States that they offer, and I think some of that has
to do with some of the consumer protections that we talked about.

Secretary CHAO. Yes. We talked about the State consumer pro-
tections, which will still remain with AHPs, as will the solvency re-
quirements.

Senator LINCOLN. But if it is a national plan and they are not
licensed in that State, they are not subjected to that, is that cor-
rect?

Secretary CHAO. The State consumer protections apply to fully-
insured AHPs across wherever they operate, across all States. The
State solvency requirements and consumer protection requirements
remain. That is my understanding.

Senator KERRY. By virtue of what——
Senator LINCOLN. Without licensure, I don’t think that is the—

but that is something we should——
Senator KERRY. We will work it out.
Secretary CHAO. Well, maybe we should discuss it.
Senator LINCOLN. Absolutely. That is something we should talk

about.
Secretary CHAO. My understanding is that all the State con-

sumer protection and solvency requirements apply to fully-insured
AHPs.

Senator LINCOLN. In terms of the solvency issue, the Department
of Labor ensures the solvency at the beginning of the AHP. What
is the process with which you maintain the integrity of that sol-
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vency? I mean, are there audits? The current law is that you audit
every 3 to 5 years their annual financial exams. There are quar-
terly financial exams that allow for the compliance of solvency. Is
any of that——

Secretary CHAO. I would imagine there will be annual reviews as
to the quality of the portfolio by the Department of Labor.

Senator LINCOLN. Is that written into the law?
Secretary CHAO. That, I am not sure of.
Senator LINCOLN. I think that would be something that would

provide assurances of knowing how the upkeep of the solvency is
going to be guaranteed for these plans and not just the initial sol-
vency. Obviously, when you from the Department of Labor would
initiate an AHP, you are going to ensure its solvency from the be-
ginning. But we as we are quickly finding out from Social Security
and everything else, unless that continued solvency is monitored.

Secretary CHAO. We regularly monitor and regulate health plans
now, so we wouldn’t just look at it in the beginning and then ne-
glect it. It is an ongoing responsibility to monitor these, and also
to pursue malfeasant actors in providing these plans.

Senator LINCOLN. Well, I am not saying you don’t have the capa-
bility.

Secretary CHAO. Right.
Senator LINCOLN. I am just asking, is that required in the law

for you to do that? I am not saying that you don’t have the capa-
bility or that you don’t do it in what you do now.

Secretary CHAO. What I am saying, whatever is within the De-
partment’s practice of monitoring these plans. But, of course, I will
be more than glad to talk about that with you because we have a
plan for monitoring that.

Senator LINCOLN. Well, I think what is important is that it is
written into the law of how the AHPs are governed, is that you not
only have the capability but you are given the requirement and the
authority to do that. So I think that is what the concerns may be
in terms of the solvency oversight, is to make sure that those
things are written into the law and required not just of you, which
you may already be capable of, and it sounds like you are from
what you already do, but that it is required of the AHPs in their
practice and it is required of you as a statutory requirement of how
they are going to be monitored, which gives people greater assur-
ance, I think.

And I think one of the concerns particularly about the solvency
and the regulatory aspect is that it doesn’t require the Department
to regulate that particular plan in that State. It can regulate it by
any State standards, not just the State that it is practiced in. And
I may be incorrect in interpreting it that way, but I think that
would be something that would be very important to look into, that
you don’t just use one State’s law to regulate all of the AHPs in
other States but that they are using the current law of the current
State that they are actually practicing in, which is important, I
think, for the people in those States.

I know I have used an awful lot of my time, Madam Chair. Just
I guess one of the last things is to Mr. Barreto. I guess if you could
help us understand, because truly, our small businesses are our
number one employers and we want to give them every benefit pos-
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sible to access the health care market. What would the legislation
do in addressing the rising costs of health care other than pooling
individuals? We know that that is going to be an important part,
and CBO, I believe, has given us some studies on what the small
group market does, but are there other things that we need to do?
I am not so sure that that is enough.

Mr. BARRETO. Well, it is not enough.
Senator LINCOLN. I believe that tax credits are very important.
Mr. BARRETO. It is not enough, but that is not all that it does.

Not only does it provide small businesses more choices, because
they will be part of a bigger pool which will attract more insurance
companies interested in providing them insurance, but when you
are not subject to the State mandate, you also have much more le-
verage to negotiate the benefits that you want.

You know, there are a lot of small businesses in your State. They
have to buy the insurance plan that is mandated inside that State.
In other words, if there was another plan in another State, let us
say in an adjoining State, let us say Texas, if they wanted to buy
the plan there, they couldn’t. Maybe they like the Texas plan better
because there are more benefits that they like in that plan. They
wouldn’t have that choice.

Also, when you start getting these larger pools, you are able to
do a lot about the administrative cost. That is a huge cost of health
insurance premiums. We have already talked about how larger
pools, Federal employees, unions, large corporations, their adminis-
trative costs are half of what they are for small businesses. So for
a small business, it is really the best of all worlds. They are part
of a bigger pool. They have more buying power. They are going to
pay less administrative costs. They have more flexibility to get the
benefits that they want, not the benefits that they are told that
they have to buy. So for them, this is a huge win.

Senator LINCOLN. We provide all that through the Federal em-
ployees’ plan, too, that template we are using.

Mr. BARRETO. Yes.
Senator LINCOLN. But I guess my question to you is, is that

enough? I mean, do you not think that small businesses need an
extra help in paying——

Mr. BARRETO. Well, if they could save 25 percent on their insur-
ance premium, and that is what is estimated as the potential, they
could save 25 percent off their bottom line.

Senator LINCOLN. Is that enough of an incentive to get them into
the marketplace?

Mr. BARRETO. That is huge. That is big. There are a lot of small
businesses that aren’t hiring people right now because they say,
look, I need more employees, but I can’t afford the health insurance
premium so I am not going to hire anybody. There are small busi-
nesses that go out of business because they have a huge claim that
comes in to them and they don’t have the money to pay the claim
because they can’t afford the insurance.

Senator LINCOLN. So you don’t think there need to be any other
sweeteners to help get our small businesses into the marketplace?

Mr. BARRETO. I think that this is a good first step. This doesn’t
solve the health care crisis. The health care crisis is very complex.
There are a lot of things that drive up health care costs. But what
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this does, it provides them access that they don’t have. It provides
them purchasing power that they don’t have.

Senator LINCOLN. Do the low-income workers, I mean, without
any kind of an incentive for their employer, is it going to be finan-
cially feasible without tax incentives for our——

Mr. BARRETO. A lot of those small businesses say to us, look, we
think that our employees are the most important thing that we
have and we don’t think that this is just an employee benefit per
se. We think that these employees have a right to have these insur-
ance benefits. But we can’t afford it.

Senator LINCOLN. You think it is going to fly on its own without
the extra incentives that we need?

Mr. BARRETO. I think that this goes a long way to getting a lot
more people insured that don’t have insurance right now.

Senator LINCOLN. Thank you, Madam Chair.
Mr. BARRETO. And we do need to work on those other things. I

think that is important. I think tax credits and other incentives are
great. But if we can tackle this, the big problem that they have is
that they don’t have access. The big problem that they have is they
don’t have choice, they don’t have control, and they don’t have what
large corporations and unions have, and that is what we want to
provide small businesses. Small businesses are the only group that
don’t have this. Everybody else has it. Government employees like
me have it. You know, if you are a member of a union, if you work
for a large corporation you do. But if you work for a small business,
you don’t have it, and not just in your State, in all 50 States. That
is why it is such a big problem.

Senator LINCOLN. I do think they need a little more incentive,
but thanks, Madam Chair.

Chair SNOWE. Thank you, Senator Lincoln.
You know, it is interesting, the CBO report. Looking at the CBO

report from last month, it said that the effects of the bill on Med-
icaid would result in estimated savings to States of $18 million
over the 2006 to 2010 period, and $60 million over the 2006 to 2015
period. It also would increase their net revenues, too, over the long
term.

I think the point of it is it could have an important impact on
some of the programs in the State, especially on Medicaid, in re-
ducing the number of uninsured. I mean, whether it is going to be
600,000 or eight million, depending on the various estimates, the
point is it is reducing it and it is offering an option. I think that
is what we have to look at in terms of this issue.

Plus, it doesn’t cost any significant amount of money to the Fed-
eral Government. I mean, that is the other thing. It is a nominal
cost to the Government, and that is why it becomes a very attrac-
tive option, in addition to the other issues that have been raised,
if we could address some of these issues and working with Senator
Kerry and all of you, because I think it could go a long ways to-
ward helping give the States an option they otherwise do not have.

Senator Kerry, do you have any other questions before we move
on to the second panel?

Senator KERRY. I do, Madam Chair. I am sorry about that, but
I do, a few.
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Chair SNOWE. OK. We have got five others on the second panel.
I know the Administrator has to leave in a few minutes.

Senator KERRY. I know we do, but let me come back to what the
Administrator was just talking about with Senator Lincoln, and I
want to thank Senator Lincoln for her work on this. She has been
doing a terrific job in thinking about it and coming up with some
solutions.

Mr. Barreto, what you have chosen to do—first of all, you just
said this does not fix the health care crisis. I suppose an obvious
question is, why aren’t you proposing something that fixes the
health care crisis?

Mr. BARRETO. Well, I think this is part of starting to fix the
health care crisis, especially for small businesses. You know, small
businesses, they don’t complain about the health care system in
America. They complain that they don’t have access to it. They
complain that they don’t have choice and they complain that they
can’t afford it. So that goes a long way. But we are also doing other
things, too. We are trying to do something about the frivolous law-
suits and the cost of prescription drugs and trying to provide more
incentives to small business, as well, with Health Savings Accounts
and other incentives that small business can take advantage of.

Senator KERRY. Well, in my judgment, there is a more effective
way to try to do it. Madam Chair, what we are really talking about
here is the choice of incentive. Right now, small business can pool.
When you say they can pool, they don’t. They can’t pool because in
many cases, they don’t want to be subject to the State regulations
because it is costly. It is a cost issue and a regulatory issue, right?
And they can’t afford it.

Mr. BARRETO. Right.
Senator KERRY. OK. Your choice is to let them out from under

the State regulation, which a lot of people believe winds up cre-
ating—sure, they will get access to something, but what is that
something? Is it adequate? Is it going to protect people? Is it going
to provide them the coverage they have today?

Let me give you an example. You exempt them from State law,
and that means there is no requirement for mammography
screenings. There is no requirement for prenatal or maternity care
or well baby care, well child care, or diabetes supplies and edu-
cation, or cancer screenings and mental health services because
AHPs are exempted from all those requirements.

Mr. BARRETO. But they could buy it if they wanted it. If they
want that, they can negotiate with an insurance carrier to have
that.

Senator KERRY. But the whole issue here is what is going to be
available and what is the quality going to be? Can they buy into
something? Yes, they may be able to buy into something. But why
should they be granted an exemption from those services which
States have decided are really critical to the quality of care that
is being provided in that State?

Mr. BARRETO. Because not every small business wants to buy it.
Not every small business feels that they need—I mean, some of
these things are just like a long menu that keeps gets adding onto
which keeps rising the cost of health insurance. Let us say that,
for example, there are some benefits on there that really don’t
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apply to the small business’s workforce. In other words, they don’t
need it. Let us say there were a lot of benefits there that are very
important to women, but you have a small business that just has
men inside of it. Maybe they wouldn’t need all those benefits, and
vice versa. Maybe there are benefits that favor men in a business
that is run by all women. I mean, there are a lot of different
choices.

Here is the thing, is this is voluntary. If a small business likes
the plan that they have, they don’t have to change. Nothing has
to change for them. They can stay exactly where they are at right
now. But what we are talking about is this huge pool, millions of
small businesses that have no choice, and what we are saying to
them is we would like to offer them another option.

And as Senator Talent said, if they don’t work, they won’t buy
these plans. They won’t go into these plans. And so for us, we think
that this is, again, a step in the right direction to solve what they
believe is one of their most critical problems—lack of options, lack
of competition, and price.

Senator KERRY. Yes, but to some degree the question is whether
or not you want to try to establish a standard, which is what we
have been fighting about for years, as to what might or might not
be available at what kind of price.

I mean, under this approach, no one disputes that an AHP can’t
deny coverage to somebody. I don’t dispute that.

Mr. BARRETO. Senator, when you say the AHP cannot deny cov-
erage, that is right. If they are a member of that——

Senator KERRY. I am not disputing that. They can’t discriminate.
Mr. BARRETO. Right.
Senator KERRY. That is not the question. At least as it is written,

they can’t.
Mr. BARRETO. Right.
Senator KERRY. But here is the problem. The premium that can

be charged has no limit whatsoever. There is no regulation whatso-
ever with respect to a premium that can be charged. And an AHP
could structure itself—I mean, according to good business practice,
you could say, well, we want to attract a certain kind of client, and
they could structure themselves as an association and only let peo-
ple in who meet their particular structural requirements. They
could do that.

Mr. BARRETO. They probably wouldn’t do that.
Senator KERRY. Why not? Why not if a best business practice

was to find those kind of people because that is the way you make
the most money and have the least sickness?

Mr. BARRETO. First of all, most of the organizations that are
going to offer this are going to be Chambers of Commerce and busi-
ness associations, organizations that specialize in meeting the
needs of small businesses, and there is no organization that I have
ever met in my life that wants less members. They want more
members. And so I don’t see them excluding people. But let us just
say that they did——

Senator KERRY. They want the right kind of client that meets
their business profile.

Mr. BARRETO. Most—if it is a trade association, obviously, it is
going to be anybody inside of that trade. If it is a Chamber of Com-
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merce, it can be almost any kind of a business. But here is the
thing. Most small business owners, I mean, the ones that are suc-
cessful and are networking, belong to two or three organizations.
They don’t belong to just one organization. So if the organization
that they belong to is not providing what they want, they are ei-
ther going to get it from one of the other organizations that they
join, or also competition is going to spring forward. There is going
to be an organization out there, a Chamber of Commerce that gets
it, does it right, and everybody else is going to flock to them.

That is the reason that every major business organization in the
United States—you know, we talked about experts. The experts on
small business are the Chambers of Commerce, the NFIB and the
Retailers Association. All of them have endorsed AHPs, and they
didn’t do it spontaneously. They have been studying this issue for
10 years and they are desperately seeking this option. That is why
there is so much passion around this issue. Every major business
organization in the United States has endorsed AHPs, and they un-
derstand what is at stake here. They have looked at this issue and
that is why they want it.

Senator KERRY. Well, there are loads and loads of Chambers of
Commerce who do not support it.

Mr. BARRETO. Some of them don’t, and there are some Chambers
of Commerce——

Senator KERRY. A whole bunch of them don’t.
Mr. BARRETO. There are some Chambers of Commerce——
Senator KERRY. I have got a list of them right here, and there

are a whole bunch of Farm Bureaus that don’t like it and small
business associations who don’t like it——

Mr. BARRETO. I have met with some of them, and some of them
already have a good health insurance benefit for their members
and they don’t want to change anything. They are happy with the
status quo. And I say to them, you know what? If you are happy
with your health insurance benefits, you should stay with them.
But we have got to do something about 99 percent of the other
small businesses that don’t have it.

Senator KERRY. Why do you think that so many consumer groups
across the country are opposed to this? I mean, a great number of
groups that represent the people who hopefully will get coverage or
have coverage, are opposed to this?

Mr. BARRETO. I think once you educate and inform people, they
are going to like the choice.

Senator KERRY. Do you think they are all ill-informed? Is that it?
Mr. BARRETO. I am not saying they are all ill-informed, but some

of them may not need this kind of health insurance benefit. But for
millions of small businesses who have nothing else, have no other
option.

Senator KERRY. You don’t think that they are concerned about
the rights of people, about people being able to be protected
against——

Mr. BARRETO. If they like their system that they have now, they
can stay in it. Nobody is telling anybody that they have to change.
What we are saying is that we want to give these small businesses
who are screaming for relief another option, and they want this op-
tion. You know, we have already talked about it. We have made
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some significant progress. This has passed already several times on
a bipartisan basis in the House of Representatives and this is the
last place that we have to make progress. We have to make
progress in the Senate and make sure that people are informed and
educated about what the stakes are.

Senator KERRY. Can I ask you what insurance you have?
Mr. BARRETO. I have Blue Cross-Blue Shield.
Senator KERRY. Through the Federal Government?
Mr. BARRETO. Through the Federal Government.
Senator KERRY. And Madam Secretary?
Secretary CHAO. Same.
Senator KERRY. Good plan?
Mr. BARRETO. It has worked pretty well for us.
Senator KERRY. Any reason it shouldn’t be available to all Ameri-

cans?
Mr. BARRETO. Well, I think Blue Cross-Blue Shield does make

their insurance available.
Senator KERRY. No, the Federal Employees Health Benefits Pro-

gram, FEHB.
Mr. BARRETO. You are talking about a totally different thing

there. Obviously, part of our insurance premium is paid by the
Federal Government. Obviously, we are part of a pool of millions
of people, which gives us better benefits and better costs. Those are
the same kinds of things we want to give to small businesses.

Senator KERRY. But if we could, which we could, why shouldn’t
we make it possible for all small businesses to buy into the same
plan as we do?

Secretary CHAO. I think you would have to set up a whole new
program. What we are talking about here is tearing down barriers
and allowing small businesses to come together and pool risks so
they can decrease their costs——

Senator KERRY. Well, we are talking about making the market
more competitive.

Secretary CHAO [continuing]. So they can offer more health care
to their workers.

Senator KERRY. Wouldn’t it be a nice market offering to say to
people that you could buy into the same program that we do?

Mr. BARRETO. I think that there is a concern with a lot of small
business. Any time that you talk about something being part of the
Government, a Government plan, when you talk about adding
maybe $70 billion——

Senator KERRY. Blue Cross isn’t a Government plan. Blue Cross
is a private plan.

Mr. BARRETO. But it would be in the context of——
Senator KERRY. You have Blue Cross, don’t you?
Mr. BARRETO. I do.
Senator KERRY. You have Blue Cross, Madam Secretary? It is not

a Government plan.
Mr. BARRETO. We buy it as a Federal employee.
Senator KERRY. Yes, but why not let other people buy in as what-

ever kind of employees they are?
Mr. BARRETO. Well, I mean, a lot of it would depend on what the

cost would be. Would they receive the same benefits we do, because
part of our insurance is paid for by the Federal Government.
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Senator KERRY. Correct, and what we would do is provide a 50
percent tax credit to small businesses to be able to buy in, so they
could afford it.

Secretary CHAO. I think the particular bill you are referring to
that was just offered also by Senator Lincoln.

Senator KERRY. That is a slightly different plan, but it is mod-
eled on the same concept.

Secretary CHAO. That bill will cost $18 billion from mandatory
appropriations over the next 4 years.

Senator KERRY. Yes, I don’t support their bill because I think it
doesn’t bring in enough people, but there is a way to bring in more
people.

Secretary CHAO. The total cost to the Federal Government for
AHPs would be approximately $100 million over the next 5 years.
So again, I think the approach is quite sound. It would enable us
to cover more people and it would, again, tear down barriers that
currently exist and prevent a level playing field. And the AHP leg-
islation does not establish a new and more expensive Federal pro-
gram legislation.

Senator KERRY. So it is a matter of choice of expense, is that it?
Mr. BARRETO. Well, I think there are other things, too.
Secretary CHAO. It is a matter of choice and helping people.

What I am concerned about are workers who are working for small
companies who do not have health care insurance——

Senator KERRY. No, I know, but if you could provide health
insurance——

Secretary CHAO. [continuing.] ——and they cannot have it be-
cause of these artificial barriers that are preventing their compa-
nies and their employers from coming together, sharing in the pool-
ing of the risk, which is commonly available to large corporations
and labor unions. Because small businesses currently cannot do
that, and therefore, they cannot offer that benefit to their workers.

Senator KERRY. Well, let me just point out, because I have heard
so many times here that this is going to be trying to make small
business exactly like big business and we are going to give them
the level playing field. It is not the same playing field, and it is
not making them the same, because small employers are going to
pay premiums to the AHPs just like insurance and they are going
to trust that the AHP is going to be there to pay for them down
the road. In contrast, large employers in America who self-fund are
at risk for their employees. These folks won’t be, which is why the
solvency issue is so critical. So it is not the same playing field.

Secretary CHAO. Well, self-insured plans under current law are
not under State jurisdictions, either. There is a big difference.

Senator KERRY. Well, I realize that, but it is the question of what
is the bottom line here with respect to the person signing up.

And the second thing I want to say is that you have to make a
fundamental decision in public life about what you think the stand-
ard is you are trying to make available to people. We in the Con-
gress have decided that somehow we get this terrific plan, but
Americans shouldn’t be able to buy into it. I don’t think that is
right. I think Americans ought to be able to buy into it. Now, if
they can buy into it, so much the better for them. And if we were
to give them an economic incentive to empower them to buy into
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it and lower the premiums, you could, in fact, have 95 percent of
all Americans covered.

So when you say we are not solving the whole problem, you are
making a choice not to solve it because you think tax cuts are more
important.

Mr. BARRETO. I think what we are trying to do is respond to the
different parts of it. I am not sure that you can solve it in just one-
size-fits-all. I think that you have got to solve these different mov-
ing parts that we talked about. What we are dealing with right
here is one——

Senator KERRY. But you can provide a comprehensive plan, Mr.
Barreto—I know it because a lot of people have done it through the
years—where you help deal with the cost side of it, you help deal
with—I mean, I know what the Administration is doing. I think
they put up $50 million nationally to try to deal with technology
in hospitals and in the health care industry. Fifty-million dollars
is laughed at in State after State. It doesn’t even take care of one
State’s challenge.

So it is really a choice of where you want to put your money, and
we disagree on that. But I think there is a better solution and
there is a better way to provide more affordable health care, which
is better health care to more people under better standards than
we are choosing to do, and that is an important debate to have and
that is an important role for us to play here. Is there a better way
to do this?

Now, we are not in charge of the Congress or the White House,
I understand that. So, therefore, we are going to have to try to find
a way to stop-gap this. What I want to do is not do harm, and what
I want to do is try to find a way to get as many businesses into
this as possible under the fairest mechanism possible. So I hope we
can stop-gap some of these holes on solvency, on coverage, on rights
and so forth, and I want to work with the Chair to do that. But
we ought to be honest in our appraisal of where some of those
issues may exist. It just happens in the writing of law that some-
times there are holes and misinterpretations.

Mr. BARRETO. I agree with you wholeheartedly, Senator Kerry,
and I think what small businesses are saying is, please send help
as soon as possible. We can’t discuss this and debate this for an-
other 10 years. Some of us won’t be in business any longer if we
keep getting double-digit increases in our health insurance.

So again, and I think some of the other Senators mentioned this,
we should be talking about all of these options, and this is, I think,
something that is going to be with us for a long, long time. But if
we could do something like AHPs and do it this year, you could
provide relief to millions of small businesses while we are working
on some of those other issues that affect their health care costs and
access.

Senator KERRY. I just want to listen carefully to the experts who
tell me there may be more people uninsured and there may be
more problems with people scammed and there may be less deliv-
ery of adequate health care. Now, if I hear people saying that to
me, I am going to stop and examine it pretty carefully.

Chair SNOWE. Thank you. Thank you, Senator Kerry. No, I ap-
preciate your comments and hopefully we can work through these
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issues. I think this was valuable, to have this discussion on the
specifics of the legislation, because it gets us beyond. I hope we can
create a building block and step forward. These issues, as I said
earlier, aren’t mutually exclusive. There are a variety of initiatives.

Let me just make several points. Obviously, Association Health
Plans are optional and they are voluntary. They can’t be created—
well, you could State-by-State, but we are going to hear in a subse-
quent panel an individual talk about the fact they weren’t able to,
because it is not efficient to create an AHP or a statewide pool for
small businesses in every State or a variety of States. I mean, it
just makes it almost impossible from a regulatory standpoint, and
ultimately they closed down their Association Health Plans because
you couldn’t transcend State boundaries. That is one of the issues.

The other issue is corporations and unions. We cite that for a
good reason. First of all, it is interesting to note, as I said earlier
in my statement, that they offer the more generous and most gen-
erous plans, and they are exempted from State mandates in that
they don’t have to comply with State mandates. It is suggesting
that if you don’t have State mandates, you are never going to get
the best benefits. That is not necessarily true. State benefits and
State mandates are important. Obviously, it sets a threshold estab-
lishing what we think is important.

On the other hand, it doesn’t mean to say small businesses and
their employees aren’t interested in those benefits and they have
to be mandated in order to get them. The whole purpose is to make
small business competitive with corporations and larger businesses
that offer this as a benefit.

Having good health insurance is an important benefit to attract-
ing good employees, and that is the other thing, is to level the play-
ing field for small businesses so that they can stay on par in com-
peting for the good employees with corporations who can offer this
generous health care package. If you don’t have that in today’s
world, that can be first and foremost as to whether or not an em-
ployee or potential employee is going to make the decision, and so
that is another tool that we can give small business that they oth-
erwise do not have.

Now, my small businesses have, what do they have, catastrophic
at best. I mean, they are paying $5,000 to $6,000 minimum a year
just to get the catastrophic coverage because it is the bare bones.
So what is the option here, is to give them something, the ability—
and these packages will be designed to attract the maximum num-
ber of participants in a plan, not the least number.

Now, we all want to avoid any issue regarding the race to the
bottom or the lowest common denominator, but I think that the
best instincts ultimately will prevail for very good reason, and we
have the oversight mechanisms in here to do it.

And so I hope that we can look at these issues in that sense. And
might I also add, on the legislation that was suggested here by
Senator Durbin, Senator Lincoln, and others, they also preempt
State benefit mandates. So under their plan, the Federal Govern-
ment would make those decisions about what would be incor-
porated and they would be bypassing State mandates, as well. We
all are seeing why those State mandates are there. They are impor-
tant. We are not saying we are trying to get out from under them.
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That is not the point of this. The point of this is desperation. That
is it. It is desperation. I mean, small businesses are desperate.
They are in a crisis and we have got to help them.

Let us just take one step forward, one step forward that won’t
cost anywhere from $18 to $70 billion that they are suggesting. I
would like it. I mean, there are very good options. But we have got
to do something, and in this era of——

Senator KERRY. Would you like it more than a tax cut? No.
[Laughter.]
Chair SNOWE. Well, I have also had issues on that, too. In any

event, I think that is the point. I think we can. I think that is the
point here. I think that there are ways of reaching some conclusion,
and there are other issues that you are suggesting. I think we can
get there on some of these things. I just hope it won’t be a barrier
that we can’t—you know, we ought to be able to do something.

Senator KERRY. Madam Chair, can I ask that Senator Durbin’s
statement be made part of the record?

Chair SNOWE. Yes. Without objection, so ordered.
[The prepared statement of Senator Durbin follows:]
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Senator KERRY. Just kind of quickly, and we are going to end up,
but I want to find a solution. I ran a small business. I had about
35-, 40 part-time employees. I would have loved to have given
health care, but I couldn’t even consider it. I understand it, but I
also understand that there is a reason many of these protections
are standard, and that is the history of this. We all understand it.
There are costs and ways to reduce those costs.

I hope we can come up with a way to bridge these differences,
and I think we probably can if we work in good faith at it and
there isn’t just sort of an ideological quest here. If we really want
to try to find a way to help small business, hopefully, we can do
it in a fair-minded manner.

Chair SNOWE. Thank you.
Mr. BARRETO. Thank you very much, Senator.
Chair SNOWE. Thank you, and thank you for your patience.

Thank you for your contributions and your leadership. Again,
thank you very much.

The next panel, who have been more than patient. We have test-
ed your endurance today. Sorry. But you see that it is obviously a
very important issue to all of us and I think it was a very construc-
tive discussion here this morning, and so I appreciate your willing-
ness to be patient.

Our second panel this morning represents the small business
community, obviously different associations and State governments
here, and so we appreciate your all being here today.

First of all, I would like to introduce Doug Newman, President
and owner of Newman Concrete Services located in Hallowell,
Maine. Mr. Newman is an active member of the Associated Build-
ers and Contractors, served as the board representative for ABC’s
Maine Small Business for Responsible Health Care Reform Task
Force.

Also testifying is Mr. Al Mansell, a Realtor from Salt Lake City,
Utah, and current President of the National Association of Real-
tors, the Nation’s largest professional association, representing two
million members involved in all aspects of the residential and com-
mercial real estate industry.

Testifying also is Mr. Tom Haynes, the Executive Director of the
Coca-Cola Bottlers’ Association. The Coca-Cola Bottlers’ Association
not only represents the interests of Coca-Cola Bottlers in dealing
with the Government and the company, but also manages numer-
ous employee benefits, purchasing, and insurance programs for
these bottlers.

Also, Len Nichols, who directs the Health Policy Program at the
New America Foundation, which aims to expand health insurance
coverage to all Americans while reigning in costs and improving ef-
ficiency of the overall health care system.

I want to also welcome John Morrison, Montana State Auditor
and Commissioner for Insurance and Securities. Mr. Morrison is
representing the National Association of Insurance Commissioners
today.

Finally, I welcome Mr. Lindsay, who currently oversees the Em-
ployee Benefits Group at Lockton Companies of Colorado, one of
the largest insurance brokerage firms in the country. We appre-
ciate your being here, too, and we thank you for being here. We
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welcome your testimony as former Chair of the National Small
Business Association, which is the Nation’s oldest non-partisan
small business advocacy group, reaching more than 150,000 nation-
wide. Thank you.

So, Doug, we will begin with you.

STATEMENT OF DOUG NEWMAN, OWNER, NEWMAN CONCRETE
SERVICES, INC., HALLOWELL, MAINE

Mr. NEWMAN. Good morning, Senator Snowe, Senator Kerry.
Thank you very much for having me here today to discuss this im-
portant issue of vital importance to small businesses. I would also
like to take the opportunity——

Chair SNOWE. Sorry to interrupt, but hopefully, you can summa-
rize your statements within 5 minutes and we will submit your en-
tire statement for the record. Thank you.

Mr. NEWMAN. I will be brief. I would also like to take a moment
and thank Senator Snowe for her strong leadership on behalf of
small businesses back in Maine. We are very proud to have you up
here fighting for us.

My name is Doug Newman. I own a company called Newman
Concrete Services located in Hallowell, Maine. We employ 50 men
and women on some of the largest construction projects in Maine.
Of the many challenges I faced starting my business 10 years ago,
health insurance is at the top of the list.

Looking ahead, what we find discouraging is we don’t see any-
thing on the horizon that appears ready and willing and able to ad-
dress the situation. Association Health Plans, we think, is a legisla-
tion that could provide some immediate relief.

I started my business in 1996, after working in the construction
industry since getting out of college. Within a few years, we had
grown to over $3 million in sales and had over 50 employees. Like
most people who started a small business, I wasn’t really prepared
for the obstacles I was going to face. I am very proud of what we
accomplished, but if you asked me if I would do it all over again,
I am not sure I could say with all honesty that I would.

Of all those risks and difficulties, health insurance has been one
of the most troubling. I learned early on that providing health in-
surance to my employees is a vital part of having a business. But
more importantly than that, like most small businesses, I think it
is the right thing to do. You feel a very strong moral obligation to
your employees. We are small businesses. I have less than 50 of
them. When the car breaks down, when the family problems arise,
when things aren’t going well at home, I know about it. These peo-
ple, I deal with every day. We don’t have 2,000 or 3,000 employees.
I have a very small number of them.

When we were able to finally purchase health insurance 2 or 3
years after we started, it was a real milestone in my business. I
thought my business had finally arrived. We were now a solid, le-
gitimate business. We were providing health insurance to our em-
ployees. Some of my proudest moments as a business owner has
been when people that work for me came to me and they were se-
cure enough in the business, they were secure enough in the pay
and benefits that they started families, they bought homes. That,
to me, was when a business really arrives, when you have employ-
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ees who work for you that feel confident enough in what you are
doing to do that.

What I didn’t know, and what I am learning every day, is just
how difficult it is to maintain that. And even as I face the chal-
lenges of rising health insurance costs, my employees face the same
thing.

In my State, the economy has been slow the last few years. The
price I charge for my projects that I get isn’t going up any. Wages
isn’t going up any. Unfortunately, everything else is.

Of my 50 employees, about half are covered by an HMO offered
through Anthem Blue Cross-Blue Shield. Employees and their fam-
ilies are eligible after 6 months to join the plan. I pay 70 percent
of the individual premium and I pay 50 percent of the family cost.
It is offered through a flex benefits account, which allows the de-
duction to be made before taxes.

Despite difficult financial times in recent years, reducing my em-
ployees’ share, or increasing my employees’ share just hasn’t been
an option. They can’t afford it. So as a result, the company has ab-
sorbed in the last 4 or 5 years some pretty large increases. I can’t
afford to ask my employees to pay more and I can’t afford to lose
my good employees.

We have cut costs and downsized what we can, but there is an
inevitable day of reckoning coming if we continue to face the same
unsustainable health insurance costs year in and year out. We are
just going to reach a point where we just can’t keep going. We are
literally being put in a situation where we can’t charge more, we
can’t make more, and the costs are coming up to a point where the
company is just simply not going to be profitable.

In the last 4 years, since 2000, health insurance premiums for
an individual has risen from $42 a week to $70 a week. Family cov-
erage went from $123 a week to $211 a week, represents about a
70 percent increase in just the last 4 years. All-told, my company
contributes right now well over $50,000 a year in health insurance
premiums. Unfortunately, this is often the difference between mak-
ing money and losing money, and the last few years, it has put me
on the wrong side of that line.

Every year when renewals come, we are very fortunate—very for-
tunate—to get two quotes. In Maine, there are only three compa-
nies that are even writing insurance, and we have a relatively
weak market up there. If I have two insurance quotes to choose
from, I consider myself lucky. They are both basically the same
exact plan and the difference in cost generally isn’t that much.

One thing is inescapable. If we don’t do something very shortly
to provide access to lower health insurance for small businesses,
they are just going to be forced to drop it. Health insurance ceased
to be affordable a long time ago. Right now, it is affecting our abil-
ity to be profitable and to grow, and in the near future, it is going
to become simply impossible.

In Maine, we have had a shift of over 10 percent from private
insurance to Medicaid. In the last 4 or 5 years, the number of unin-
sured in Maine has remained pretty constant. We have had a shift
from 10 percent of the population enrolled in Medicaid to now 20
percent of the population is enrolled in Medicaid. No change in the
uninsured, just a shift from people paying private insurance to our
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Medicaid system, and anybody that has paid any attention to our
budget up there, they will see what kind of havoc that is causing.

It is for all these reasons that I support S. 406, the Small Busi-
ness Health Fairness Act. There is no doubt in my mind that with-
in a very short period of time, the bargaining power, the lower ad-
ministrative costs, the freedom from very high costs associated
with mandates would lower my insurance and provide a break that
if we don’t get, I don’t know where we are going to go.

Another issue is just one of basic fairness. We compete against
companies every day that have been around a long time, have a
much better balance sheet than we do, and are financially able to
self-insure. They are able to create plans that meet their needs at
a significantly lower cost to me. It seems ironic to me that in a
country where the vast number of people are employed by small
business, we afford big businesses and labor unions the kind of
benefits that we don’t make available to small businesses.

The more technical issues have been discussed at great length,
so I will stop there and I would look forward to answering any
questions that you might have.

[The prepared statement of Mr. Newman follows:]
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Chair SNOWE. Thank you very much, Doug.
Mr. Mansell.

STATEMENT OF AL MANSELL, PRESIDENT, NATIONAL
ASSOCIATION OF REALTORS, WASHINGTON, DC

Mr. MANSELL. Thank you very much, Madam Chair Snowe and
Ranking Member Kerry and the only Member of the Committee
left, Senator Burns.

[Laughter.]
Senator BURNS. We have a lot of things to do.
[Laughter.]
Mr. MANSELL. You are a patient man.
[Laughter.]
We appreciate the opportunity to be able to come and speak to

the Committee today. I do, and particularly on behalf of the Na-
tional Association of Realtors. We do not have 2,000 members,
though, Madam Chair. I will tell you, we only have 1.2 million.

Chair SNOWE. Oh, did I say 2,000? I thought I said two million.
Mr. MANSELL. You said two million, yes.
Chair SNOWE. Oh, thank you.
Mr. MANSELL. I like the growth, but it was a little more than we

actually have, so I just wanted to set that record straight. But we
are the largest trade association in the United States and we ap-
preciate the opportunity to come and speak today on the Small
Business Health Fairness Act. We applaud you for your willingness
to sponsor this legislation and work it through the Congress.

Our members are very interested in S. 406, and unlike many
other pieces of legislation that we work on, this happens to be a
very personal issue for them. Of our 1.2 million members, 28 per-
cent, or 330,000 of those members are uninsured. This is about
double the percentage uninsured as compared with the general
U.S. population.

Real estate firms are the prototypical small business. Most of our
firms, or the average firm, have only five or fewer employees or
independent contractor agents. These are truly small businesses,
and like most small businesses of any sort, they have a number of
issues with insurance. One is our salespeople who are not employ-
ees of our firms, are rather self-employed, independent contractors.
This makes it much more difficult for realty firm owners to provide
insurance to them. As Senator Isakson mentioned to you earlier,
because of the Internal Revenue laws, we can’t do that.

In a survey we did of our members, we found that 74 percent of
the uninsured Realtors said the reason they are uninsured is the
cost of coverage. Only 7 percent cited pre-existing conditions. We
are nervous that we are going to have an increase even in the 28
percent that are now uninsured because we have an additional 5
percent of our members who are actually on COBRA. So those op-
portunities are going to run out for them.

Our numbers of uninsured members have doubled over the past
7 years. The numbers in 1996 were 13 percent, or roughly 90,000
members. At the end of 2004, 300,000 members, or 28 percent,
were uninsured. This is something that we really feel strongly
about, that we need to be able to draw our ability to negotiate a
good deal as a large association and offer this benefit to our mem-
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bers and help them to find affordable coverage in the health care
arena.

The most often asked question when members call in to our In-
formation Central, which is kind of a hotline for our members, is,
‘‘What can NAR offer me in the way of affordable health care insur-
ance?’’ And the answer we have to give is, ‘‘Very little,’’ because we
do not have the ability to form an Association Health Care Plan.
We very much would like to do that and be on a par with large
employers and unions who can do that all over the Nation. We be-
lieve if we were able to do that, we would be able to really help
with the uninsured problem facing our members and of the Nation
as a whole.

We have, as an association, done some survey work of the public
and small business owners. I would like to share what we found.
We found that 87 percent of the small business owners favor the
concept of S. 406. We found that 77 percent of small business own-
ers say they likely would participate in an AHP program. Eighty-
nine percent of voters favored the concept. And even when we pre-
sented the opponents’ arguments against small business health
plans, 81 percent of small business owners still favored it and 88
percent of the national voters favor it.

This is an across-the-board, non-partisan issue as far as we can
tell. This is something the public wants, and I can tell you for our
own folks, this is something they want. Certainly, our association
has people from all over the country and every party, and we want
to help them do that.

We know it isn’t a fix to everything. We know it isn’t the silver
bullet that is going to fix the world for us. But we think it is a via-
ble option that will at least assist us in helping serve our members
better. We want to work with you to be able to come up with solu-
tions to some of the problems that have been brought up, some of
the concerns, and get through those and get this piece of legislation
passed this year, because we believe that it will, in fact, help our
membership and reduce the number of uninsured in this country
and we will work with you to accomplish that.

Thank you very much.
[The prepared statement of Mr. Mansell follows:]
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Chair SNOWE. Thank you.
Mr. Haynes.

STATEMENT OF TOM HAYNES, EXECUTIVE DIRECTOR, COCA-
COLA BOTTLERS’ ASSOCIATION, ATLANTA, GEORGIA

Mr. HAYNES. Thank you, Chair Snowe and Ranking Member
Kerry, for inviting us here to this hearing and for holding this
hearing and for your focus and your work on trying to help the
small business community with their concerns, particularly this
pressing concern on health care.

I am here both on behalf of the Coca-Cola Bottlers’ Association,
which, as Chair Snowe said, represents all the Coca-Cola bottlers
in the United States, but also on behalf of a coalition of trade asso-
ciations, all of whom believe that this is the single most important
thing we can do to help our members provide more affordable
health care to their employees.

I think our experiences should be very helpful to the Committee
in understanding the realities of what we are living with and un-
derstanding that some of the concerns expressed about AHPs are
not borne out by the real world experience of trade associations.

As Senator Kerry pointed out, it is possible to do this today. We
do have an Association Health Plan, but there is one fundamental
problem. It only works for the big businesses in our association, not
for the small businesses.

Five years ago, the plan that we had for small bottlers, bottlers
with less than 50 employees, was disbanded because we couldn’t
find a carrier in the country to work with who would help us put
this plan together and keep it together. So the bottlers that were
part of our plan were left to whatever alternatives they had, and
I think many of them found those alternatives very unattractive.

Now, the plan we have does not, again, reflect what we hear
about AHPs from the critics. Our administrative costs are quite
manageable. They are in the 7 percent range. We desperately want
to expand this program and to improve this program, but primarily
to expand this program to include the small businesses that bottle
and distribute Coca-Cola in the United States. If we could do it, it
would make a huge difference for them and their employees.

We have talked to some of the bottlers who used to be in our
small business plan, our small bottler plan, and they fall into two
categories. One is bottlers that have found their health insurance
costs rising very substantially and simply have not been able to
continue to do what they were doing before. So they increased
deductibles, they reduced coverages. The costs go up to employees.
Employees opt out of those programs. And what we have found
with some of the bottlers that once were in our program is that
they have gone from having 100 percent of their workforce insured
to having less than 50 percent of their workforce insured, and I
know that for all the Members of the Committee is the kind of situ-
ation that you do not want to see happen, increasing the rolls of
uninsured because of the cost of insurance to small business.

The second thing that we see is people who are continuing to
stick with it, absorb the increases, and simply change the rest of
their business, recognizing that health care is going to make other
things less possible. An example that we have looked at actually
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happens to be a foundation that manages scholarships provided to
250 students every year throughout the country, college scholar-
ships. This foundation, which has a staff of seven, was once in our
small bottlers pool and their costs, their expenses were comparable
to those for big bottlers, big businesses within our association.

Since they were forced out of our plan by these market forces
and really fundamentally by the impact of trying to comply with
State mandates, their costs have gone up materially. Today, they
pay about 60 percent more than a bottler that operates in the same
State and in neighboring States. They pay more than the bottler
that pays the most in our program, which is at least partially expe-
rience-related, and it is fully-insured.

Even for the bigger bottlers that are still part of our program,
and there are about—I think we have 13 in that program out of
a possibility of 77—with AHP legislation, we would have lots of op-
portunities in the marketplace to improve their coverages to make
them more affordable.

I think the other fundamental thing, I think we are very typical
of a lot of associations. We don’t exist to write health insurance.
We do a lot of things for our bottlers. Every bottler in the country
is a member of our association. Most of them have been so for 90
years. So there is no possibility we would discriminate in terms of
membership. And even if we were inclined to, our relationship with
our members is multi-faceted and to think that we would make a
decision about our relationship with one of our members based
purely upon some prediction as to the healthiness of their work-
force as part of our program, I just don’t think it is realistic and
I don’t think it is realistic for many of the other associations who
would try to write these plans.

So that is, in a nutshell—there is a lot more detail in my state-
ment, but I look forward to answering your questions and I thank
you.

[The prepared statement of Mr. Haynes follows:]
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Chair SNOWE. Thank you.
Mr. Nichols.

STATEMENT OF LEN NICHOLS, DIRECTOR, HEALTH POLICY
PROGRAM, THE NEW AMERICA FOUNDATION, WASHINGTON,
DC

Mr. NICHOLS. Madam Chair, Senator Kerry, Senator Burns, it is
a high honor, indeed, to have been invited back to testify before
this Committee on this topic because I know how dedicated you all
are to improving health insurance coverage options for small busi-
ness owners, their workers, and their families.

My name is Len Nichols and I am the Director of the Health Pol-
icy Program at the New America Foundation—Senator, I have
moved in the last 2 weeks—a non-profit, non-partisan public policy
institute dedicated to finding practical solutions to our Nation’s
most pressing problems. Our focus today is on enabling more small
employers to offer health insurance to their workers by being, and
I quote, more like large firms.

The primary reason for this huge discrepancy in offer rates by
firm size, which are documented in my written testimony, is that
large firms achieve economies of scale, as we talked about earlier
today. These economies of scale come from three sources. I am
going to focus on one, the one most relevant to our discussion, risk
pool size and stability. Simply put, the larger the risk pool, the
lower the variance of expected medical claims costs. The statistical
law of large numbers is a good friend to large pools.

It is possible for insurers to create a large stable pool out of
many small employers, but in real life, for various reasons, pre-
mium variance is higher for small firms than for large. So my testi-
mony will address the pros and cons of alternative ways to enable
small firms to be more like large firms in purchasing health insur-
ance.

Currently, there are two broad approaches on the table, Associa-
tion Health Plans and subsidized participation in broader pur-
chasing pools. Simply put, AHPs are one step forward, but I fear
they are two steps backward at the same time. And while the best
alternative is perhaps two small steps forward, it is, in my view,
well past time for small steps only. You have heard the urgency de-
scribed.

Association Health Plans would make insurance cheaper by ex-
empting members’ self-insured plans from State regulations, in-
cluding benefit mandates, solvency standards, State taxes, and the
rest. These exemptions would lower premiums a bit, but the largest
gain to the AHP members would more likely come from scale
economies and from favorable risk selection vis-a-vis the rest of the
market as a whole, not necessarily within an association.

Firms with low-risk workers, whoever they were, young and
healthy, will find the self-insured AHP product exempted from ben-
efit mandates that are most attractive, and as these firms leave the
currently fully-insured market pools, those pools would necessarily
deteriorate. The only empirical question is how much premiums
would rise for those who weren’t able to get into the self-insured
AHPs, and that is really what the ying-yang in this debate is all
about.
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You know, we have been talking about this for quite some time.
I think I have been testifying on it for at least 9 years. I think you
all have been talking about it for longer. And I have often asked
myself, why is it that proponents are so intent on creating a sepa-
rate market for some small firms, but not for others, and I really
can only think of two reasons.

Some proponents, I think, really sincerely want to help firms and
they know their firms and they know that those firms are rel-
atively low-risk and that would work. They could band together
and be similar. And they either don’t know about other firms in the
market or just don’t worry about firms that may have different risk
profiles.

Other proponents perhaps hope to administer self-insured AHPs
and use the market opportunity as a way to finance other objec-
tives of the organization. These are fine reasons to seek legislation,
but they are not compelling public policy rationales, certainly not
for a Committee as dedicated to the well-being of the entire small
business sector as this one.

A better way to continue your historic mission is to encourage all
small firms to act like large businesses by banding together in a
truly large and powerful purchasing pool.

Now, some State benefit mandates, at least in my experience,
may indeed merit repeal on the arguments, on the real analysis
you can do. If so, then Congress should override them for all small
firms in all States, not just for those who happen to belong already
or come to qualify for an association.

So if AHPs aren’t the best way to go, how should Congress react?
Creating a single large purchasing pool, either in each State or in
a locale within a State, would indeed lower premiums, but sub-
sidies, of course they are expensive, but they would entice even
more entry and help stabilize the risk pool, as well.

Who should be subsidized in this way? A lot of researchers asked
this question and we have pretty much concluded the most efficient
subsidies are those that are linked to low-income workers directly.
So if the policy objective is to subsidize firms that don’t offer today,
then linking firm-level tax credits to worker wages would be far
more efficient than subsidizing firms regardless of worker wages
and incomes, as implicitly AHPs would.

The SEHBP bill co-sponsored by Senators Durbin and Lincoln
links employer subsidies to worker wages and provides larger tax
credits the greater the employer’s share. This extra price reduction
means that that approach would likely increase coverage on net
more than AHP legislation, but neither approach is powerful
enough to solve the uninsured crisis which you all have articulated
so well.

In fact, recent work I have completed with the support of the
California Health Care Foundation makes clear that the greatest
risk to our health system’s future is this: an increasing fraction of
our workforce cannot afford health care as we know it. Premiums
are growing faster than wages. A worker with median wages in
2003 had the same purchasing power vis-a-vis health insurance as
a worker at the 25th percentile wage 5 years ago.

This rapid decline in purchasing power is surely responsible for
the decline in take-up and in overall ESI coverage we observed re-
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cently, and this fact helps remind us of the three interrelated prob-
lems of our impressive, but flawed, health care system: low clinical
value per dollar, highly uneven quality of care, and inequitable ac-
cess to that care.

To avoid more uninsured, higher costs, and even more stress on
small business owners, I think we have to tackle these problems
simultaneously through comprehensive reforms. Support for what
I will call an adult conversation about health policy alternatives is
actually growing around the country, a conversation we postponed
far too long. The fact that more workers cannot afford private
health insurance each year, as has been testified to today, has been
noticed in every community around our country.

Details are better left for another day, but the principal and cen-
tral elements of a far better health care system are emerging. The
guiding principle is universal coverage in exchange for universal
responsibility. Key elements of this center on an individual man-
date to purchase private health insurance with continued employer
and increased social responsibility for financing support. There
must also be effective cost growth control so that the public subsidy
guarantee and continued employer participation will indeed be sus-
tainable.

Now, while we muster the courage for this larger task, perhaps
our most important next step is to acknowledge as a Nation that
access to health care is fundamentally a moral issue. The Institute
of Medicine has clearly interpreted the research literature to tell us
that some of the consequences of lack of insurance are thousands
of premature deaths every year. This should be just as unaccept-
able to us as are deaths from smoking, drunk driving, medical er-
rors, or acts of terrorism here and abroad.

Over 5,000 years of various scriptural traditions call upon us all
to clearly pursue justice and enhance the life chances of all our fel-
low human beings. Once we agree to stop accepting the morally un-
acceptable, then maybe we will be ready to talk about how, rather
than whether, to inprove our entire health care system, being ever
mindful of the essential role small employers will always have in
our economy and our health insurance opportunities.

Thank you very much.
[The prepared statement of Mr. Nichols follows:]
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Chair SNOWE. Thank you, Mr. Nichols.
Mr. Morrison.

STATEMENT OF JOHN MORRISON, MONTANA STATE AUDITOR,
COMMISSIONER FOR INSURANCE AND SECURITIES,
HELENA, MONTANA, ON BEHALF OF THE NATIONAL
ASSOCIATION OF INSURANCE COMMISSIONERS

Mr. MORRISON. Thank you, Madam Chair, Ranking Member
Kerry, Senator Burns. My name is John Morrison. I am the elected
Montana State Auditor and Commissioner of Insurance and Securi-
ties. I am testifying today on behalf of the National Association of
Insurance Commissioners.

The NAIC represents the chief insurance regulators of the 50
States, the District of Columbia, and the five U.S. Territories. I
chair the NAIC’s Health Insurance and Managed Care Committee.
The insurance regulators are devoted to protecting consumers, and
it is with this goal in mind that I comment today generally on the
small business health care crisis, and in particular on the proposal
to create association health plans.

Providing affordable health coverage to small businesses is criti-
cally important in many ways. The statistics cited here today show
the urgency of the problem. The numbers are even greater in Mon-
tana. In our State, 1-in-5 Montanans have no health insurance,
and over half of them—over half of them—work for a small busi-
ness with fewer than ten employees. What we do as policymakers
and regulators impacts the health of these employees and their
families, the stability of the health insurance market, and the vital-
ity of the small business community. I am pleased to offer the full
support of the NAIC in developing legislation that will reach these
goals.

States have acted aggressively over the past 15 years to stabilize
and improve the small group market. States have required insurers
to pool all of their small group risk by imposing rating bands to
further spread the risk of small, unhealthy businesses across a
larger population. States have created purchasing pools and al-
lowed associations to provide State-regulated insurance products to
their members.

In Montana, we just enacted a plan that I proposed to give sub-
stantial tax credits and purchasing pool access to several thousand
small businesses to make health insurance more affordable. Our
proposal is supported by the Montana Chamber of Commerce,
NFIB, and over 40 major organizations representing labor, edu-
cation, public health, providers, seniors, and others. The Montana
Chamber of Commerce has its own insured association plan, Cham-
ber Choices. The Flathead County Business and Industry Associa-
tion has its own insured association plan, the FBIA plan.

The Federal Government and the States must work closely with
these broad coalitions to implement reforms that truly make insur-
ance more affordable to small businesses. Rehashing strategies
that have failed, such as AHPs, is not a step forward. It is time
to move forward to find effective solutions.

In their search for effective solutions, the Nation’s insurance reg-
ulators have identified seven basic principles by which Federal
health insurance reform legislation can be analyzed. These prin-
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ciples are intended to keep the focus on the needs of consumers
and the true causes of the current crisis.

One, the rights of all consumers must be protected. States have
patient protections, solvency standards, fraud prevention programs,
and oversight mechanisms in place to protect consumers. These
standards should not be preempted.

Two, do not damage existing State reforms that are working.
Small group purchasing pools, high risk pools, and other reforms
increase availability and affordability of health insurance. Federal
reforms must not erode these successful efforts.

Three, consumer education must be provided. The Federal Gov-
ernment must coordinate with State consumer education programs
to ensure consumers are able to make informed choices.

Four, rising health care costs must be addressed. There are mul-
tiple drivers of health care costs and they, in turn, are driving up
the cost of health insurance. Effective policy must include provi-
sions to address cost drivers and control rising health care costs.

Five, do not make cost shifting worse. Low reimbursement pay-
ments have shifted costs to the private sector. Unfunded Federal
mandates have shifted costs to State governments. The cost of pro-
viding care to the uninsured is also shifted, driving up rates for in-
sured consumers. Federal health insurance legislation must ad-
dress cost shifting.

Six, the position of less healthy individuals must be protected.
New designs must not shift more costs to the sicker patient or dis-
courage appropriate care.

Finally, seven, public policymakers should not allow the creation
of insurance companies that do not have appropriate oversight. To
allow them to be formed outside the existing regulatory structure
will create an unlevel playing field that is unfair to existing insur-
ers and eventually harmful to consumers.

States continue to experiment with reinsurance, tax credits, sub-
sidies, basic health plans for small businesses, regional pooling,
and programs to promote healthier lifestyles and manage diseases.
As always, States are the laboratories for innovative ideas. The
NAIC this year—this year—will examine these State initiatives to
find successful trends that can be followed by the States.

Still, the impact of the Federal Government on health care policy
is tremendous and America’s State insurance regulators look for-
ward to working with you toward real progress on this issue for
small businesses and their employees everywhere.

[The prepared statement of Mr. Morrison follows:]
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Chair SNOWE. Thank you, Mr. Morrison.
Mr. Lindsay.

STATEMENT OF WILLIAM N. LINDSAY, III, PAST CHAIR,
NATIONAL SMALL BUSINESS ASSOCIATION, DENVER,
COLORADO

Mr. LINDSAY. Yes, Madam Chair.
Chair SNOWE. Thank you.
Mr. LINDSAY. Chair Snowe, Ranking Member Kerry, Senator

Burns, my name is Bill Lindsay. I am here as the former Chair of
the National Small Business Association, the Nation’s oldest small
business association.

I have spent a career running a small business designed to help
other small businesses with their health insurance. I thank you for
this opportunity to speak on this critical issue. As has been men-
tioned by all of the other presenters today, this is a very significant
issue affecting our Nation’s economy and small businesses.

Health care and the cost of insurance consistently rank as the
top concern of our members. We may want to fix the issue with
cost of insurance, but I urge you to heed the ethical credo of physi-
cians, that is, first, do no harm.

NSBA has studied Association Health Plans, AHPs, and we are
one of the few small business groups that oppose them. We are,
however, supported through a coalition of numerous local, regional,
and State Chambers of Commerce in our opposition. There are sev-
eral misconceptions about AHPs that have been discussed today
and I would like to speak about them briefly. There are four in
total.

The first is that larger pools create bargaining clout. Pooling
alone does not lower insurance rates. It depends upon who is in the
pool. Otherwise, Blue Cross and Blue Shield, which insures argu-
ably the largest number of small businesses in America, would
have the lowest rates, and they don’t. Eighty percent of cost for in-
surance is based upon cost of the claims. Cost of claims is not im-
pacted by a larger national pool. Doctors and hospitals agree to dis-
counts on who is insured in their area. If an AHP had five million
members nationwide, but only several hundred in a local commu-
nity, they would not be able to negotiate a lower rate than existing
players in that marketplace.

The cost of administration in small business insurance is very,
very important, but the question is how AHPs would impact that.
You would still have the issue of billing and collections, bad debt,
and all of the issues that insurance companies deal with right now.

The bill provides little protections against gaming, and in order
to affect the cost of insurance, which I have mentioned before rep-
resents 80 percent of the total cost, AHPs would have to employ
strategies that would adversely affect the rest of the market. Ex-
amples would be the ability allowed under HIPAA to have dis-
parate rates based on the age of the applicants. That is permitted
under HIPAA, and AHPs would be able to structure those rates so
they would be able to appeal to younger and healthier workers.
Also, the ability to exclude not only State-mandated coverages, but
other forms of coverage that would be needed by those who have
chronic health conditions.
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A third point is that this bill would exempt AHPs from State sol-
vency requirements. It has been discussed that there are provisions
in the bill on solvency, but you have got to remember that the Na-
tional Association of Insurance Commissioners and the vast major-
ity of States have moved away from static requirements to risk-
based capital requirements that index those solvency requirements
based on the size and the growth of the pool.

The final misconception is that pooling cannot occur right now.
In Senator Burns’ State, in Montana, and in Mr. Morrison’s State,
there currently are opportunities for businesses to band together in
MEWAs that are regulated by the State insurance department to
create more market presence in that State, and those work very ef-
fectively.

The Mercer Report, and Senator, I have included my testimony
for inclusion in the record. I would like to request that this also
be included.

Chair SNOWE. Without objection, so ordered.
Mr. LINDSAY. It was commissioned by the National Small Busi-

ness Association. It indicated that those with AHPs would see a
rate reduction of up to 10 percent over a period of 4 years, but
those not in AHPs will see premium increases of 23 percent or
more, primarily due to risk selection. The overall net increase in
the market would increase, and has been mentioned in previous
testimony, the resulting increase would be over a million additional
uninsured individuals.

Now, I know it is easier to criticize. The question then is, well,
what is the solution? Chair Snowe introduced S. 723, the Simple
Cafeteria Plan, which I think is a huge step and very positive for
small business. But in addition to that, the National Small Busi-
ness Association has spent the last 18 months studying this issue
and we have put forth a comprehensive proposal for reform which
would include the following parts.

Number one, looking at the issues, we would seek to require all
individuals to have health insurance, either through Medicaid,
Medicare, individual insurance, or traditional group insurance.

We would provide subsidies to low-income individuals, not to
businesses.

We would provide a truly basic plan indexed to income levels so
that the cost would be proportionate to income.

We would remove the tax subsidy for health plans that are richer
than the basic benefit program and drive unnecessary utilization.

We would focus on quality, including public disclosure of health
care quality within hospitals and physicians’ offices.

We would tie malpractice reform to physicians who follow estab-
lished protocols and proven clinical procedures.

And we would treat individual health insurance like group insur-
ance for tax purposes to provide equity in the small business mar-
ket.

Madam Chair, I thank you for the opportunity to present this in-
formation this morning and I hope it is helpful in your deliberation.

[The prepared statement of Mr. Lindsay follows:]
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Chair SNOWE. Thank you. Thank you, Mr. Lindsay.
Obviously, we have heard a variety of views here this morning,

or this afternoon now.
I am going to turn to Senator Burns for my turn because I know

he has got other appointments and this has gone on longer than
we anticipated, so Senator Burns, you may proceed.

Senator BURNS. I just have one question, and I just went through
the testimony of just about all of you last evening. Let me ask Mr.
Nichols, Mr. Morrison, and Mr. Lindsay, are all three of you pro-
posing some sort of a taxpayer subsidy to take care of individual
plans or group plans?

Mr. NICHOLS. Senator Burns, I think it is fair to say that if we
are going to achieve significant expansion of health insurance cov-
erage, we are going to have to have public monies. It is not our
place to advocate that today. It is our place to tell you the implica-
tions of your choices. I will say I think that is where we will even-
tually head and that is what I would like to see.

What we are trying to do, I think, is indicate we share your goal.
Your goal is to try to find a way to get small business much better
access to the same kinds of coverage large businesses have, and we
are simply trying to say, compared to AHPs, there are better alter-
natives and those alternatives include having all firms join to-
gether, have the same kind of rules apply inside a new pool as out-
side the pool, make sure the solvency stays where it is, and if you
really want to expand coverage and you are ready to make that
choice, then you can subsidize it with tax credits or whatever and
we can help you design that, too.

Mr. MORRISON. Senator Burns, I think your question hits on one
of the major issues that is key to providing more affordable insur-
ance to more small businesses and their employees all across the
country. Right now, as you know, 1-in-5 Montanans don’t have any
health insurance. That is about 170,000 of us. Most of those
uninsureds want to provide insurance to their families and the em-
ployers want to provide it to their employees, but they can’t find
it at a level they can afford.

I had a conversation recently with a guy in Livingston who
owned an auto mechanic garage, and I was there at the coffee shop
and he came in. He was wearing his coveralls. He had grease still
on his hand. He came down, taking a few minutes away from work,
and he said, I am here because I want to provide health insurance
to my employees. And I said, how much can you provide? How
much can you pay? And he said, $100 a month. And I said, how
much can they pay, and he said $50 a month each. For $150 a
month each, they can’t find a product, and so, therefore, they go
bare.

Well, meanwhile in Montana, hospitals provide treatment to the
uninsured to the tune of $100 million a year and we are leaving
$7,000 per year on the table in that shop that wants to be going
toward defraying that cost shifting, but it can’t find a way to do
it.

And so as we develop alternatives, both as State policymakers
and Federal policymakers, the key, I think, is to provide access to
health insurance that requires each individual and each employer
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to pay as much of their fair share as they can afford to pay and
then step up to the level of being insured.

Senator BURNS. In other words, you subscribe to a subsidized
taxpayer subsidy.

Mr. MORRISON. Well, what we did in Montana, as you may know,
with our State House Bill 667 is we provide tax credits, tax credits
to small businesses that are currently insured with two to four em-
ployees. That allows them to defray on an annual basis the cost of
their health insurance premiums, and then for businesses that are
currently uninsured, we allow them to join a purchasing pool, and
the purchasing pool has rates that are discounted, as well.

Now, that purchasing pool does receive some revenue from I–149,
which is the tobacco tax initiative that the people of Montana en-
acted by a vote of over 60 percent of the people. It creates a special
revenue account and some of that revenue goes in to helping pro-
vide that purchasing pool access at an affordable price to several
thousand Montana small employers.

Senator BURNS. Has this plan passed, or is it pending?
Mr. MORRISON. This has been enacted by the legislature and it

is pending signature by the Governor.
Senator BURNS. How long is that tobacco money going to last?
Mr. MORRISON. We don’t know exactly how long it is going to

last. We were pretty conservative in the way we set this up to
make sure that we took account of the possibility of a significant
decrease in the expected revenue over time.

Mr. LINDSAY. Senator, if I may, you asked the question of me, as
well, and just to respond, I think that our view is that the only way
we are going to fundamentally reform our health insurance system
and be able to control costs is we have got to get everybody cov-
ered. And the question is, how do you do that if you are going to
be covering very low-income individuals?

I would also comment that we already have substantial subsidies
right now just in the form of the way our tax code works, and un-
fortunately, our tax code, because of the tax-favored nature of in-
surance, encourages people to buy greater and greater insurance
coverage, more than they need, because it is tax-deductible. Our
approach would limit that tax deduction and use the resulting tax
dollars to subsidize those that are low-income.

Senator BURNS. Well, I am just looking at the possibility of no
matter where the cost shifting happens, whether it happens at the
hospital or at the doctor’s office or the insurance companies, it hap-
pens. And so I just want to clear that up on where do you want
to subsidize. Evidently, all three of you agree that that is the case.

Thank you very much, Madam Chair.
Chair SNOWE. Thank you, Senator Burns, and thank you for

being here today and for your contributions. Sorry the hearing
went so long.

But I think it illustrates how compelling this issue is and the
problem, and it obviously does require a diverse approach. This is
one such approach. I am interested in hearing the varied views
represented here on the panel today and I would like to get to the
heart of some of these issues for a moment, and I won’t prolong it
because I know it is late and I understand, Mr. Mansell, you have
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an appointment. So I will finish up because Senator Kerry had a
speech, so he had to leave.

You heard some of the comments here today, and we obviously
have three panelists who are opposed and expressed concerns about
the way in which Association Health Plans are structured, what is
going to impact the State markets. Obviously, there is a significant
problem.

Doug, you continue to provide insurance for your employees,
much to your credit, given the soaring increases occurring in the
State of Maine. It is a market dominated by one or two, maybe
three carriers at best, but one predominately. That is true of many
markets throughout the country. That is why you have seen so
many—and because so many insurers have fled the small group
markets, ultimately, you have been left with paying whatever costs
are available for health insurance plans for your employees and for
your families.

You have heard some of the concerns here today about the idea
of Association Health Plans. Is there anything you want to address
in respect to that, whether it is on the adverse selection, cherry-
picking, the impact on the State market, risk pools, so on?

Mr. NEWMAN. I guess I would start off by saying that the one un-
acceptable course of action is the status quo. I talk to small busi-
nesses every day in my association with NFIB and ABC and other
groups. I mean, I have run into hundreds of them in the course of
various things and I agree with what everybody else said. Health
insurance has overtaken workers’ compensation, regulation, taxes,
all the traditional issues we talk about. It has just overtaken them
all by leaps and bounds.

What I think is needed to avert what could be a disaster, par-
ticularly in State Medicaid systems, is we need to get some relief
focused and funneled to small businesses, the 10-, the 20-, the 30-
person firms, as soon as possible, and the reason I was so anxious
to come down here today was just to convey that thought, that it
is getting dire out there and that my business and many other
businesses like mine are literally on the verge of just saying, OK,
we can’t go on.

Health insurance is going to have to be one of the last checks I
write, because I need health insurance to keep my employees. I
don’t know if I want to be in business. I don’t want to be one of
those businesses that doesn’t offer health insurance.

So we need action and we need it very quickly, and I understand
that Association Health Plans aren’t the total solution. I tend to
disagree with some of the theories put forth by other folks about
cherry-picking. I think the real danger that is going on now is eco-
nomic cherry-picking. Those people who are finding a way to make
it happen and making it happen, those that just can’t swing it any-
more or can’t get into the market are not doing it and that is put-
ting a huge burden on States.

I think that NFIB, for example, an organization we are involved
with that does great work for small business, there are no barriers
to entry to NFIB. Another group, ABC, if you happen to be a con-
tractor, you can join. The entry fees to these organizations are
very, very modest. There are no barriers to entry. Anybody with
one person or 50 could join NFIB tomorrow and your legislation
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would require NFIB to offer them that rate. There wouldn’t be that
sort of cherry-picking. Every small business, essentially, in the
country will be eligible for an Association Health Plan.

I think some of the other concerns, there might be some reasons
why, but I think your legislation probably addresses some of those,
as well.

But I think the most important thing to remember is that we are
on the verge of a crisis out there. Seventy percent increases aren’t
sustainable. They are just literally not sustainable. And if we don’t
do something in the next year or two, I won’t be offering health in-
surance. I know of dozens, if not hundreds, of other businesses that
aren’t going to be offering health insurance, and then where are we
going to be? I don’t think we have the time to go down a path of
more comprehensive solutions. I think immediate action is needed,
and I think this would provide immediate relief to a lot of small
businesses and I don’t think, personally, I don’t think that the det-
riment that has been described by others would necessarily result.

Chair SNOWE. I appreciate your comments and I thank you for
taking the time to fly down here and be here today.

You know, it is interesting, because I think we have to get to the
real world solutions given the crisis that has surrounded small
business regarding this particular issue that has emerged as the
number one issue for a very good reason, if you look at that chart
and what you are experiencing in your own world.

Mr. Mansell, you are saying your association would expand, is
that the potential here?

Mr. MANSELL. No. No.
Chair SNOWE. No, not in terms of your members, but in terms

of the ability to provide——
Mr. MANSELL. Well, actually, what our association would like the

ability to do would be to group our people together and be able to
purchase from an insurer, our current insurer.

Chair SNOWE. Right.
Mr. MANSELL. We are not interested necessarily in becoming an

insurance company. That is not the direction our association is in-
terested in. We are interested in being able to group purchase in-
surance at a better rate. We do not have a ‘‘cherry-picking prob-
lem.’’ The association doesn’t choose its members. They come to us
basically through being hired at real estate companies and joining
local boards and State associations and so forth.

Chair SNOWE. Well, how do they join your association? What
questions do you ask, if any, other than paying dues?

Mr. MANSELL. The questions we ask is, are you licensed by the
State, if there is a license law, and will you abide by the code of
ethics of the National Association of Realtors. Other than that, you
are in. It is not a real heavy entrance barrier for folks to get into
the association. The ability for people to play with that, ‘‘cherry-
pick,’’ as it has been talked about here, in our association, that isn’t
even in the realm of possibility. We are not interested in this from
a standpoint of generating revenues. We don’t need the revenues.
We need the insurance, and our association would act as a
facilitator to get this done, not as somebody that is going to collect
revenues.
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Chair SNOWE. And that is one of the points in this legislation.
But again, I am open to discussion on some of these questions. But
on the reserve requirements, when we are talking about—Senator
Kerry is referring to $2 million. Well, the reason for that is so
there wouldn’t be the ability to charge excessive premiums unnec-
essarily for the members.

Mr. MANSELL. Right.
Chair SNOWE. And so that is the reason for that cap. But again,

we can look at that particular issue. But I thought it was compel-
ling, what you had mentioned, that 77 percent of your realtors
want to be able to participate. I mean, that, again, I think, speaks
to the large question here that is at stake.

Mr. MANSELL. It is a very serious problem. The other part of our
group who are insured are insured mainly on individual policies
and the problem they have is that as soon as they have any sick-
ness in their family, they get canceled. And so it is a real serious
problem for our group, even those that are willing and able to pur-
chase insurance. There are some serious barriers, and that is why
grouping together would be so valuable for us.

Chair SNOWE. Mr. Haynes, you have heard some of the points
that are mentioned, and I know you want to be able to—you had
the experience, I gather, on a State-by-State basis, is that correct?

Mr. HAYNES. We are doing it today.
Chair SNOWE. You are doing it today?
Mr. HAYNES. For the big businesses in our association.
Chair SNOWE. I see.
Mr. HAYNES. The carrier is willing to go through all the hurdles

and the administrative obstacles caused by complying, but the car-
rier will not, and we have not been able to find anyone who will
accept in that program a bottler with less than 50 employees. In
fact, everybody basically below about 125, they sort of push away
and don’t want to do. It is only the big businesses that they are
willing to go through the State mandates because there is enough
business there, there is enough revenue there to handle the admin-
istrative expenses.

The other thing, just a couple of points I might respond on. The
mandate issue, the perception is that the problem with mandates
is that we don’t want to provide coverage for breast cancer screen-
ing or prostate cancer screening or something like that. Nothing
could be further from the truth. We provided that when we had a
small group program and we would provide it today. Our smaller
bottlers want to provide health care benefits to their employees
that are comparable to the larger bottlers. If they don’t, they lose
those people and lose their ability to survive.

The issue with the mandates is not an individual mandate or a
couple of mandates, it is 50 different sets of mandates. It is simply
the administrative burden associated with complying with all sorts
of different requirements and preparing all the documentation,
training all the people who have to understand what the mandate
is in that State.

An example would be we have got, within our existing program,
we have got somewhere in the range of six or seven different defi-
nitions of when a dependent must remain in the program because
there are lots of different State rules on it. Some States say as long
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as they are a full-time student. Some States say as long as they
are a part-time student with X-numbers of hours. Some say until
the age of 21 regardless of status. So if you have got 25 or 50 peo-
ple that you are trying to add to a program from one of these
smaller bottlers and there are four different definitions of depend-
ent coverage, preparing all the documentation eats up the potential
for including them in the program, so we can’t get them in.

And a lot of the mandates—another one we have is we have got
a program that basically encourages employees to order prescrip-
tion drugs by mail order. Well, there are States that prohibit cre-
ating any sort of incentive for mail order pharmacy prescriptions.
So we have got some States where we can do it and some States
where we can’t, which is different documentation, different training
for the people who are handling the claims management.

We are able to do it as long as there is critical mass within an
individual participant, but we simply can’t extend it to the small
businesses, which is the disparity issue that is really troubling.

Chair SNOWE. And what was the feedback from your member-
ship, for example, on your plans in terms of—-because this whole
race to the bottom, the idea there are going to be bare-bone plans
and trying to get around State mandates. I mean, what was the
feedback in terms of designing a plan that was good for your mem-
bers?

Mr. HAYNES. When we had them in our plan, the plan for the
small members was comparable to the plan for the big members,
which was comparable to the plan for big Fortune 500 companies,
really no material difference. They wanted a comparable plan as
long as the cost was reasonable, and that is what they would like
today. Today, they have less comprehensive plans at higher costs.

Chair SNOWE. I appreciate that.
Mr. Nichols, Mr. Morrison, and Mr. Lindsay, obviously, you are

on the other side of the equation on this debate. You have heard
the concerns here expressed today and some of the issues sur-
rounding the desire to have this plan for small businesses as an
option. I mean, frankly, insurers are leaving the States, I mean,
leaving very few left. That is true in the State of Maine, for exam-
ple, as Doug will tell you. There are very few carriers left to offer
any competitive pricing for insurance plans. So ultimately, what is
the State’s responsibility in that sense?

The goal of AHPs isn’t to circumvent and to get out from under-
neath the State mandates. The goal and desire is to have a plan
to offer their employees, hopefully with many of the benefits that
are now required under State law. But right now, given what is
happening in Maine and elsewhere across the country is that these
pools are diminishing to the point there is no competitive ability to
leverage a reasonable price for these plans.

I mean, we have a dominant carrier, which we know is true. The
Government Accountability Office issued a report several years ago
and we know. I mean, we know what the largest carriers for small
group markets in most of the markets across America. So it is ei-
ther one to three, maybe five at best. So there is no leverage for
pricing, and so hence the crisis that we are facing and the soaring
premiums.
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So what is the responsibility of the States? How do you get
around this? How do you solve this problem now if you don’t have
$75 billion to address some of the other plans that we are talking
about here today, or $18 million the first 5 years and well beyond
that? Do you see what I mean? I mean, there are a lot of other
issues we can address, but right now, this is an option, and you are
hearing it from small business in the real world experience. So
what do we do?

Mr. LINDSAY. Madam Chair.
Chair SNOWE. Yes.
Mr. LINDSAY. In response to your question, I think as you have

just identified, the problem we have in America is not availability
of insurance, because HIPAA provided that for small businesses.
The problem we have is the cost of the insurance. And the key fun-
damental issue is going to be—and of course, the majority of small
business members, if they were told that they could purchase into
a pool would want to do it, but no one has told them yet what it
would cost, and that is the ultimate issue.

And so the question is, how is an AHP going to lower the cost?
The reason why most of us are so concerned about the issue of se-
lection is that when you deal with health insurance premiums, you
have very few options to control costs. The first is you get costs
down by having positive selection. The people who buy your prod-
uct are healthier than those who buy someone else’s product. You
do that by tiering your rates based on age, because if you are an
association, you want to have people benefit from your program
and so you are going to want to keep that rate low.

The second way is by the coverage that you offer. If you offer the
most comprehensive plan, you are going to appeal to people who
are going to use that comprehensive plan and it is going to raise
the rates. There is no magic here.

And then the only other third way would be negotiating better
deals with providers. As I have already mentioned in my testi-
mony, provider discounts are local based on the number of people
in that market who participate, and you are going to be competing
with already large payers who are in that market and getting the
best possible rate.

So my view is the concern about AHPs, and it is a noble attempt
and it is a very important attempt to address a difficult problem,
but it is the effect it is going to have on the rest of the market that
is so disturbing. The concern that I have is the public policy impact
on those people who are currently insured who are not association
members or who have older, less healthier workers, because it is
going to be those people who get cost shifted to.

Mr. MORRISON. Madam Chair, first, the pleas of the people on
that side of the table are similar to the ones that I hear all over
Montana. No question about the urgency of this problem. Things
do need to be done.

We believe that AHPs are not likely to deliver the kind of relief
that some other approaches are. An important thing to realize
about AHPs is the way they deliver benefit to anyone is by seg-
menting the market. It is the only way that an AHP can deliver
a benefit, because the benefit of pooling in terms of saving money
comes in terms of negotiating deals with insurance companies, and
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when you are not negotiating a deal with an insurance company,
pooling does not bring down rates. It stabilizes rates, but it doesn’t
bring them down.

And so the only way an AHP member gets a lower rate is if they
can break off with a group of people in some fashion that have
lower medical costs. And so we insurance regulators oppose that
because we believe that the people who break off and will have
lower costs are going to wind up being a minority and a majority
are going to wind up being stuck with premium increases.

Now, there are some very constructive things that we can do.
Number one, taking that money off the sidelines that I described.
All of those small businesses out there that are uninsured right
now, half nationally, 60 percent in Montana, want to be contrib-
uting something. Let us find a way to allow them to contribute
what they can toward the overall cost of delivering health care.

Number two, personal health issues, dealing with people taking
charge of their own health and being accountable for their own
health. We have seen health management programs in workplaces
in Montana that have resulted in flat insurance premiums over
time because they get people’s cholesterol down, their blood pres-
sure down, they get them to stop smoking, control their weight,
and so forth, and these have a real effect on the need for health
care.

Number three, utilization, which is closely tied with advertising.
The commercialization of some of these health care products and
services has resulted in higher utilization than we used to have
historically.

And then finally, some of these issues that Senator Clinton and
Senator Frist have taken up in terms of eliminating duplication
and inefficiencies in the communication process and so forth. These
present some real opportunities to actually bring down the cost of
delivering health care here in the United States, which is what is
going to ultimately bring down the cost of health insurance for
small businesses.

Chair SNOWE. So how long should small businesses wait? I mean,
I think that is the point: How long should small businesses wait
when they are in the midst of a crisis that is only growing? Cor-
porations and unions are allowed to be exempt from State man-
dates, and they offer the most generous plans. Nobody is saying,
well, we ought to fold them back into the State risk pools. It is a
question of having the leverage to purchase at better price that no
one is helping small business out with right now.

I don’t know. It seems to me this is a practical approach, because
it costs little money. It actually reduces Medicaid costs to the
States. It will increase the number of insured and it will give them
the ability to have a plan for their employees that actually, accord-
ing to the Congressional Budget Office, will reduce premium costs,
costs to the employers, as well. It has been documented by CBO
that it would bring down the costs, so it is a start.

It may not be everything. We can address some of the other
issues. But I don’t see—I am having a hard time figuring out what
is exactly the problem here in terms of practical application of this
issue in allowing associations—allowing small businesses to cross
State lines, because that is what it is all about. It is not trying to
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bypass what you do every day, Mr. Morrison. I think it is a ques-
tion of how best we get at this particular problem that is really
leaving small businesses on, as the President says, on an island
unto themselves right now because there is no lifeline. So that is
one of the problems that we are grappling with.

Mr. NICHOLS. If I could, Madam Chair, I think in the attempt to
create a level playing field for small business vis-a-vis the large
businesses and unions you talked about, the AHPs do that. But in
doing so, they make the field unlevel vis-a-vis those insurance
products that are still regulated and fully insured in that market.
And so in an attempt to solve one problem, you kind of make the
other part unlevel.

What I am worried about is not the intent or the actions of these
individuals or the people who are going to set up Association Plans
for trade associations. They are going to take care of their trade
members because they have got lots of reasons to keep them there.
I understand that.

What I am worried about is precisely, Madam Chair, the urgency
of employers looking for the cheapest possible way for them to buy
insurance. When they are low risk, they will find the NFIB prod-
uct, the general product to which they can enter for $50, very at-
tractive. When they are not, Madam Chair, they will find it less at-
tractive. They will then come back to the fully-insured sector where
all those benefit mandates exist and those prices are going to just
go up and up and up and up, and that is what we are worried
about, not the motives of these individuals but the way the search
for lower cost will play out in a real marketplace. That is what we
are scared of.

Chair SNOWE. It is just giving them the option, though. I mean,
I guess I am not sure why—if it is not competitive, they won’t join.

Mr. NICHOLS. They will join, Madam Chair. The issue is what
happens to those who can’t join or don’t want to join or find that
the price to them in these unregulated situations are less appealing
than they looked when their workers were all healthy. That is the
question.

Chair SNOWE. OK. Mr. Haynes, I will give you the last word.
Mr. HAYNES Can I respond to all three, but particularly to Mr.

Nichols, because I think analytically he is right in the sense that
if only some part of small business can benefit from AHPs, then
you have to look at where everyone else is.

My view is that there are trade associations out there that will
cover most, if not all, of the small business community. You have
broad-based associations like NFIB that I believe can—I think
most small businesses are part of some association that is going to
pursue one of these plans.

And here is the other fundamental thing, and I think it is miss-
ing in what we have all said, including me, and I think the excep-
tion is Doug Newman, because he points out something that I
think is very powerful in this which is the profit motive. It is not
true that the only money that an association can bring to its mem-
bers by getting involved in this comes from adverse selection. There
is the possibility of lowering administrative costs through group
purchasing, but there is something really powerful, which is the
profitability of the private commercial small group carriers, the
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people who are currently supplying small business, and the fact is
that trade associations are almost universally non-profits and
whatever money we are making, we are returning to our members.

The Blue Cross system in the United States, just from what I
have looked at on the Internet last night, looks to be making
maybe as much as $5 billion a year selling small group insurance.
Now, I think they can withstand some competition and still serve
the small group market. I think they could afford to lose some of
their more profitable pieces of business and still very adequately
serve the small group market.

And I think that is really the concern that Len expresses, which
is really what I see as the most fundamental concern. I think that
is the answer to that. I think the people who are writing small
group insurance can continue to do it even if there is a small
amount of adverse selection.

Mr. LINDSAY. Madam Chair.
Chair SNOWE. Yes.
Mr. LINDSAY. One question you have asked repeatedly is this

whole question that if large business can do it, if unions can do it,
why can’t small business do it, and I think that is a part of this
issue. And I think that is a worthy challenge.

But I think the only way that you have a level playing field in
that sort of intellectual foray is that insurance has to be mandated.
The problem is, if we have—just by way of example, 5,000 busi-
nesses each with ten employees in a pool, 50,000, from a risk pro-
file standpoint, they don’t operate the same way that a 50,000 sin-
gle-employer business does. A single-employer business that buys
insurance buys it unemotionally for everybody. The CFO makes a
decision based on what is right for the company and what is real-
istic for the employees.

In the example I used with 5,000 businesses, they are going to
make a decision based on what is in their enlightened self-interest.
What is covered in the plan? How much are the rates? So each of
those 5,000 units are going to make individual decisions.

So we don’t have a level playing field in terms of the analogy of
small businesses being able to operate like a big business. And as
long as insurance is voluntary, that is the problem. If this body
were to make a decision that insurance was required, then associa-
tions could be able to work because then everybody would be on a
level playing field.

The challenge that insurance companies have, and I would argue
associations have, is the risk profile of people who come to them.
In the insurance business, we call it adverse selection, and it is
that adverse selection that would be the concern.

So the only way for an association to protect its members, not to
game its members but to protect them, would be to put up these
kinds of safeguards, and what we are talking about is that those
protections then unlevel the playing field, because in the tradi-
tional fully-insured market, you can’t do that under State law. And
so it is the unintended consequences that are the concern.

Chair SNOWE. OK.
Mr. MORRISON. If I could just add to that briefly——
Chair SNOWE. OK.
[Laughter.]
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Mr. MORRISON. When you are dealing with 5,000 employers, it is
going to be hard to save administrative costs the same way as if
you have one employer with that many employees.

Chair SNOWE. You have had the experience. Do you agree?
Mr. HAYNES. Absolutely not. Our administrative costs are com-

parable. We have 6,000 people in our pool spread across 12 bottlers
and our administrative costs are, as far as I know, comparable to
our largest bottler, which has 77,000 employees.

Chair SNOWE. You know, it is interesting, because it does docu-
ment that administrative costs will come down. I mean, that is the
analysis that we have been given with respect to that, obviously,
because it will have greater efficiency.

Yes, Doug.
Mr. NEWMAN. If I could just make one final comment.
Chair SNOWE. Well, it is only fair to give a Mainer the final

word.
[Laughter.]
Mr. NEWMAN. On the issue of mandates, because I think it is

something that we sort of forget, and that is why are small busi-
nesses seeking out this huge expense of offering health insurance
to their employees, and I think that one of the best controls and
mechanisms that is around that is going to protect employees on
the issue of mandates is employers are buying health insurance be-
cause they are accountable to their employees. And if I went out
tomorrow and bought a really lousy health insurance plan, believe
me, I would pay the price for it.

I think few businesses are likely to go down that path because
we are accountable every day. It is a benefit we are trying to offer
because we are trying to compete. So I don’t think that the issue
of mandates is about trying to buy a bare-bones product to go out
there and save a whole bunch of money because you are going to
be shooting yourself in the foot with your employees.

I think the elimination of mandates does one very important
thing, is allows for innovation. I only have one choice a year in my
health insurance. I might get two quotes, but it is the same choice
for the same product. Everybody would agree on this panel that
what we need to do in health insurance is create some innovation,
try some new ideas, and get some personal accountability out
there, and eliminating the mandates allows for that.

Chair SNOWE. Well, thank you all. Thank you, Doug. Thank you
very much for being here and your willingness to testify and for
your patience and endurance here today, for the hearing going
much longer. But, you know, frankly, I thought it was very helpful
to the discussion and I was actually very encouraged by some of
the issues raised today and by Senator Kerry, Senator Burns, and
others that hopefully will advance this debate and ultimately to
reach some real concrete resolutions.

So thank you all very much, and the record for this hearing will
remain open for an additional 2 weeks, until noon on May 4, for
the submission of any additional testimony.

This hearing is adjourned. Thank you.
[Whereupon, at 1:29 p.m., the hearing was adjourned.]
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