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Report on the Vermont Health Access Plan Study – Small Business Buy-in 
 

As you know, the FY04 Appropriations Act, Act 66 § 147a(a), contained the following 
directive: 
 

The department of prevention, assistance, transition, and health access in 
consultation with the department of banking, insurance, securities, and health care 
administration and the joint fiscal office shall study and prepare a report on the 
advantages, benefits and costs of a Vermont health access program to offer health 
care coverage for Vermonters who do not have access to a group health care plan 
and for small businesses, including sole proprietorships. The program would 
establish premium amounts so that total revenue would be sufficient to pay for the 
cost of benefits, claims, and program administration, including the cost of 
reinsurance and such reserves as necessary. In addition, premiums shall be 
sufficient to provide payments to providers at levels 10% greater than levels paid 
under the Medicare program.  ~ Act 66 § 147a(a) 
 

In order to assist in the analysis, the State engaged the services of two consulting firms:  
The Lewin Group from Falls Church, Virginia – a highly-respected health care policy 
think tank; and Mercer Oliver Wyman, one of the world’s leading actuarial practices, 
with headquarters in New York.  Both firms have previously conducted studies for the 
State of Vermont and are intimately familiar with the Vermont health care and health 
insurance markets.  In particular, we asked Lewin to conceptualize the proposed buy-in 
model, including the benefits package, eligibility requirements, and anticipated effect on 
providers and the existing small group / nongroup insurance markets.  Mercer was asked 
to lend its actuarial expertise to the project, rating the anticipated risk, take-up rates, 
premium amounts, and ripple effect, if any, on competing health insurance plans.  
Because the two consulting firms employed somewhat different methodologies and 
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adopted different assumptions in building their economic models, we asked each firm to 
review and critique the other’s product.  These workpapers are included with this report. 
 
Introduction 
 
The impetus for the VHAP / Small Business Buy-In concept is the desire to offer an 
attractive, affordable health insurance policy to those individuals and small businesses 
who currently make up a large proportion of Vermont’s uninsured population ~ 9-10% of 
the state’s population.  There are a variety of reasons why these Vermonters are without 
health insurance coverage. In the end, however, it comes down to one dominant factor ~ 
current coverage options for these individuals are not perceived as affordable.  
 
The objective, then, is a health insurance program with sufficiently low premiums to 
appeal to economically-strapped small businesses, families and individuals.  Such a 
program should encourage socially responsible behavior, making it possible for 
businesses to extend health care coverage to their employees and shrinking the ranks of 
the uninsured.  Out-of-pocket cost-sharing requirements would be high enough to keep 
premium costs within reach, but not prohibitive.  Ideally, the program should not harm 
providers, nor exacerbate the already significant Medicaid cost shift.   The buy-in 
program should not undermine the existing commercial insurance market.  Most would 
agree that it should not alter the competitive balance of the marketplace, disadvantaging 
employers who already provide insurance coverage to their workers.  Finally, the 
program should be self-sufficient, generating sufficient premium revenue to cover all 
claims, reserve requirements and administrative costs, without resort to the already 
strapped Medicaid program or subsidization by the General Fund. 
 
These are the theoretical ingredients of a successful Small Business Buy-In program.  
But, as the work of the consultants reveals, attainment of such a program remains elusive.  

 
Adverse Impact upon Providers 
 
The model developed by the Lewin Group assumes that the scope of benefits, including 
cost sharing, would be similar to health plans typically available in the small group and 
individual insurance markets.  In particular, Lewin used the Blue Care Options A policy 
offered by Blue Cross/Blue Shield as a benchmark. 
 
According to the legislative design for the buy-in, reimbursement should “provide 
payments to providers at levels 10% greater than levels paid under the Medicare 
program.”  This feature is singularly necessary in order to permit premiums to be set 
substantially lower than currently available in the commercial small group and nongroup 
insurance markets ~ roughly 25% lower, according to both the Lewin and Mercer 
models.  However, these favorable premium rates come at a heavy price ~ in this case, a 
substantial cost shift to health care providers.  As the Lewin report indicates, the buy-in 
model can only extend these lower premiums to its subscribers by paying hospitals 23% 
less than they receive from commercial insurers, while paying physicians 27% less.  This 
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amounts to a $27.9 million reduction in payments to Vermont health care providers.  
Thus, the buy-in model assumes that providers will artificially subsidize the program and 
~ as we will see ~ these costs inevitably reappear elsewhere in the system. 
 
Market Share Encroachment upon the Commercial Insurance Market 
 
When we assume that the buy-in will be available to persons at less than 300% of the 
Federal Poverty Level, or firms employing 25 or fewer workers, the Lewin analysis 
estimates that only 15% of the buy-in enrollees (7158 persons) would come from the 
target audience, the uninsured ~ either currently uninsured individuals or employees of 
firms that do not presently offer health care coverage.  The remaining 85% of participants 
(39,971 persons) would be currently-insured people who shift from commercial coverage, 
lured by the lower premiums offered by the buy-in program.  Extending eligibility to 
higher individual income limits, or permitting enrollment by larger firms (e.g., 50 or 
fewer employees) only exacerbates this phenomenon.   
 
The adverse impact of such a departure from Vermont’s already-fragile commercial 
insurance market could be devastating.  As the Lewin Group observes: 
 

The VHAP Buy-in could dramatically reduce the number of people purchasing 
coverage in three important insurance markets in the state . . . the non-group 
market...association health plans . . . and the small group market. . . We estimate 
that about 30 percent of those currently enrolled in these markets (39,971 people) 
would shift to the VHAP Buy-in to take advantage of the lower premium. 
 
. . . It is unclear whether the affected insurance markets would be viable with the 
loss of such a large portion of current enrollment.  An enrollment loss of this 
magnitude could substantially reduce any economies of scale that exist in 
administering these insurance pools and greatly destabilize premiums by reducing 
the predictability of losses for such groups.   This together with the increased 
cost-shift would increase private insurer premiums that could result in a loss of 
coverage among those who remain in the commercial markets. . . 
 
Loss of such a large portion of the market to the Buy-in could result in the 
withdrawal of the few commercial insurers that remain in Vermont’s individual 
and small group markets. . . Moreover, the prospect of competing for enrollment 
with a state plan that is able to undercut provider payments in this way could 
greatly discourage insurers from participating in Vermont insurance markets. 
 

Modest Reduction in Uninsured Vermonters 
 
The Lewin model predicts that the vast majority of the enrollees in the new buy-in 
program would be persons migrating from existing commercial coverage.  Depending 
upon the eligibility rules, somewhere between 7200 and 9600 of the enrollees would 
come from the ranks of the currently uninsured.  However, this group of newly-insured 
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individuals represents only 12-15% of the 61,700 Vermonters who are now uninsured.  
As the Lewin Group observes, “even with the 25 percent reduction in provider payment 
rates, the premiums would continue to be unaffordable to many of the uninsured.” 

 
Effect of Provider Cost Shift Upon the Commercial Insurance Market 
 
As mentioned above, the cost-effectiveness of the buy-in model depends upon 
reimbursing providers substantially less than commercial insurers.  It is well-established 
that shortfalls in provider reimbursement are passed on in the form of higher charges to 
commercial payors.  The Lewin Group projects that 70-80% of the financial loss 
experienced by health care providers who participate in the VHAP buy-in program would 
eventually resurface as higher premiums in the commercial market.  The Mercer actuaries 
assumed 90% cost shift. 
 
The Lewin analysis estimates that as people migrate from existing commercial coverage 
to the buy-in, Vermont health care providers would experience a $27.9 million reduction 
in provider reimbursement due to the lower payments in a Medicare + 10% environment.  
Lewin suggests that this economic loss might be partially offset by an anticipated decline 
in uncompensated care worth approximately $5.3 million (due to a reduction in the 
number of uninsured individuals).   Still, $15.2 million ~ or 75% of the net revenue loss ~ 
would be passed on by providers to commercial insurers resulting in higher premiums for 
the customer of those commercial insurers.  ($27.9 million - $5.3 million = $22.6 million 
x .75 = $15.2 million).  As the enclosed workpapers reveal, the actuaries at Mercer 
believe that the cost shift would be even more severe than the Lewin estimate. 
 
While people leaving their current health care insurance carriers to take advantage of the 
Buy-In’s lower premiums could expect to realize savings of roughly $700 annually, the 
consultants concur that their departure would actually raise premiums for those who 
remain covered by commercial policies ~ between $47 and $167 per year. As the Lewin 
Group observes, “when the cost shift is included, the Buy-in effectively reduces costs for 
a select group of privately insured people at the expense of others who remain with 
commercial insurance.”  The consultants at Mercer put it another way:  “cannibalizing the 
private market is a formula for failure.” 
 
Premium Amounts 
 
Although the Lewin and Mercer analyses differed in the methodologies and some of the 
assumptions employed to derive the projected buy-in premium amounts, the results are 
essentially the same: in the small employer (<25 employees) market, the Lewin Group 
estimated the adult premium at $235 per member per month, while the Mercer actuaries 
pegged the anticipated premium at $230.  Lewin estimated that coverage for individuals 
would cost $207 per member per month (PMPM); Mercer placed the cost at $204.  
 
 
Efforts to Mitigate Migration from Commercial Insurers 
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Given the serious threat that a VHAP buy-in program such as the one as proposed by 
§147a could pose to the existing commercial insurance market, the Lewin Group 
developed alternate scenarios designed to limit the tendency on the part of currently-
insured individuals to leave their current plans to migrate to the less expensive Buy-In.  
In essence, these scenarios were designed to test whether it would be possible to deter the 
migration of the 39,971individuals expected to flee existing coverage, thus preserving the 
Buy-In for the truly uninsured. 
 
Initially, the model considered the effect of a requirement that all individuals wishing to 
enroll in the Buy-In would need to be uninsured for at least 12 months in order to be 
eligible for enrollment.  However, it was not clear that a 12-month lockout period, by 
itself, would be sufficient to deter migration from existing coverage.  The actuaries at 
Mercer believe that such a requirement would merely slow, but not stem the migration 
away from commercial carriers. Testimony before the Senate Health & Welfare 
Committee during the 2000 session of the General Assembly (when a similar bill was 
under consideration) indicated that some currently-covered small businesses would be 
willing to render their employees uninsured for the requisite 12-month period in order to 
qualify for the lower premiums promised by the Buy-In.   
 
A refined scenario developed by the Lewin Group added an additional requirement: 
participation in the Buy-In would be limited to three years, after which Buy-In enrollees 
would be required to return to the commercial market for coverage.  The combination of 
these two requirements does seem to reduce the migration.  On the other hand, the three 
year limitation may result in the Buy-In program being only a temporary solution.  
Whether buy-in participants would actually be willing to purchase more expensive 
commercial coverage at the end of the three-year period ~ or would simply rejoin the 
ranks of the uninsured ~ is an open question. 

 
Disrupting Competitive Market Forces 
 
Another concern of the proposed introduction of a VHAP / Small Business Buy-In 
program into the marketplace is the inequity that the program could cause between 
competing businesses.  A substantial number of Vermont’s small businesses have, despite 
the costs of doing so, elected to offer health insurance coverage to their employees.  For 
some, this was a decision motivated by a sense of social responsibility.  For others, it 
seemed like good business.  They have calculated that offering health insurance to their 
employees is valued by the workers as an important fringe benefit.  These employers 
have concluded that offering health insurance gives them a marketable advantage as they 
contend with their competitors for qualified workers and endeavor to retain those workers 
and reduce attrition.  
 
Introduction of a government-sponsored health insurance program targeted at those very 
competitors who have thus far not chosen to offer health insurance to their workers robs 
those companies that have done so of their competitive advantage – indeed, places them 



Report on the Vermont Health Access Plan Study – Small Business Buy-in  
February 27, 2004 
Page 6 of 7 

 
at a disadvantage because their competitors will now be able to purchase health insurance 
coverage at a lower price! 
 
Administrative Costs 
 
In separate modeling developed by the Lewin Group and the actuaries at Mercer Oliver 
Wyman, each consulting group determined that costs for administering the Buy-In 
program would be roughly the same as the administrative costs experienced by Blue 
Cross/Blue Shield ~ between 14% and 18% of pure premium.  This further supports the 
conclusion that the premium differential is primarily driven by the lower provider 
reimbursement in the Buy-In proposal.  
 
The actuaries at Mercer also identified another issue: administrative costs at private 
insurers may actually increase as a consequence of spreading fixed administrative costs 
over a smaller privately-insured population. 
 
General Fund Infusion Required to Cover Initial Claims Reserve 
 
The terms of § 147a specify that “total revenue” (presumably the Legislature was 
referring here to “premium income”) would be sufficient to pay for the cost of benefits, 
claims, program administration, reinsurance and “such reserves as necessary.”  Since it is 
not possible to fund claims reserves entirely with premium payments, a health insurance 
program like the VHAP Buy-In must be capitalized from the outset with sufficient funds 
in a reserve fund to cover the cost of claims that the program will experience from its first 
day of operation. The reserve fund must also have sufficient capital to protect the 
program against unexpectedly high claims.  The Lewin model estimates that the 
Legislature would need to advance the VHAP Buy-In program between $5.5 million and 
$40 million in upfront cash (depending upon the eligibility scenario) to indemnify the 
program against these early expenses. 
 
Eventually, the Buy-In program would accumulate sufficient premium revenue to 
capitalize its own reserve account ~ an amount equal to 2-3 typical months worth of 
claims. The Legislature could require the Buy-In program to repay the General Fund for 
the money advanced at program start-up, but this would require even higher premiums 
than envisioned by either the Lewin and Mercer models ~ rendering Buy-In premiums 
even less attractive to the currently uninsured. 
 
Cost Shift would also be Felt by State’s Employee Health Benefit Plan 
 
The Lewin analysis notes that the provider cost shift, discussed earlier, would also impact 
the health insurance plans which the State of Vermont offers to its own employees.  The 
cost of offering coverage to state employees would likely increase $2.4 million as a result 
of provider reimbursement shortfalls being passed along to other carriers.  (Spending by 
the federal government to provide health insurance coverage for its Vermont-based 
employees would also rise by $300,000.) 
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Stop Loss Insurance would Require Higher Premiums or General Fund Infusion 
 
It is common practice for health insurers to purchase stop loss reinsurance to protect the 
plan against the incidence of very large claims. When the Vermont Senate considered a 
similar Buy-In proposal in 2000, it was assumed that the cost of purchasing stop loss 
coverage to protect the Buy-In program would require a General Fund appropriation.  
The Lewin model does not factor the cost of reinsurance into the estimated premium, so 
the cost of reinsurance will either require an upfront appropriation, or the premiums must 
be recalculated upward to reflect this cost. 
 
Conclusion 
 
The proposed VHAP / Small Business Buy-In envisioned by §147a of the FY04 
Appropriations Act is intended to reduce the number of uninsured in Vermont by offering 
affordable, yet comprehensive health insurance coverage.    
 
However, thorough modeling of the proposal and analysis of Vermont’s health insurance 
market by two respected consulting firms reveals that this goal can only be attained by 
paying lower reimbursements to providers.  The risks of pursuing this strategy would be 
extremely high, given the already fragile condition of Vermont’s small group and 
nongroup health insurance markets.  By relying on lower provider reimbursement to 
finance lower cost premiums for Buy-In enrollees, the VHAP Buy-In is sure to 
exacerbate the cost shift, increasing costs and premiums for the existing market, and 
fostering a more difficult environment for commercial insurers. 
 


