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Many smaller employers would 
like the same benefits purchasing 
power, market leverage and econo-
mies of scale and scope that larger 
employers enjoy. Cooperative plans 
or other multi-/multiple employer  
arrangements are among the  
vehicles for accomplishing this.

I
n today’s employee benefits world, employ-
ers purchase benefits for employees as a 
group, rather than having each employee 
purchase plans and coverages separately. 
The employer decides what plans and car-

riers to offer, and the employee decides whether to 
take advantage of the benefits and at what level. For 
both the employer and the insurer, this is a fairly 
efficient way to purchase benefits.

As health insurance costs continue to rise, state 
and federal regulation and reforms become more 
complex, and administration becomes more bur-
densome, many smaller employers are looking to 
expand their group purchasing. They are evaluat-
ing buying employee benefits under a group pur-
chasing model with other employers.
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Existing Group  
Purchasing Models

The two main types of group pur-
chasing arrangements are multiem-
ployer plans and multiple employer 
welfare arrangements (MEWAs). A 
multiemployer plan is a collectively 
bargained benefit plan maintained by 
more than one employer, usually with-
in the same or related industries. Mul-
tiemployer plans, also known as jointly 
administered or Taft-Hartley plans, are 
governed by a board of trustees with 
labor and management equally repre-
sented. A MEWA is an employee ben-
efits plan consisting of two or more un-
related employers.

Existing association and other types 
of aggregated plans are classified as ei-
ther one or the other. They are mutually 
exclusive in that a MEWA is not a mul-
tiemployer plan and a multiemployer 
plan is not a MEWA.

A multiemployer plan provides an 
efficient way for employers of union 
members to provide uniform benefits 
for workers, regardless of the members’ 
employer. It is also a useful vehicle for 
those unions whose members change 
employers frequently, or work on a 
temporary or project basis. Under this 
arrangement, the employer makes a 
contribution to the multiemployer plan 
on the members’ behalf, and a separate 
entity, usually a trust, operates the plan.

MEWAs are also an efficient group 
purchasing vehicle. However, they lack 
some of the organizational stability and 
accountability (because they are made 
up of unrelated employers) that mul-
tiemployer plans enjoy, and they have 
a bad reputation with regulators. Early 
promoters of MEWAs marketed them 
to self-insured individuals and sole 
proprietors with the promise of lower 

premiums and better benefits. Because 
certain MEWAs could avoid state insur-
ance regulation, the Department of La-
bor (DOL) was largely responsible for 
regulation and enforcement. Some of 
these early MEWAs failed to pay claims 
and left consumers liable, so DOL and 
some states have increased their regula-
tion and oversight of MEWAs.

Group Purchasing  
of Health Insurance

Unlike most products or services 
that an employer may purchase, health 
insurance is a heavily regulated product. 
Additionally, the price paid for health 
insurance depends on many factors, 
and how the price is determined dif-
fers by the size of the employer. Prior to 
evaluating the group purchasing option, 
it is important to understand the basics 
of health insurance rating and pricing.

Employers with 50 or fewer eligible 
employees1 are considered a small group 
for rating purposes and are community 
rated. Community rating is a small-group 
rating methodology in which a base rate 
is established for a rating region based 
on the overall historical claims experi-
ence of the small-group employers and 
any trend or product adjustments. In 
setting the actual rates for employers 
within the rating region, adjustments 
can be made to the base rate. Permitted 
group adjustments and factors include 
demographic data (i.e., age and gender), 
industry, location and contract mix (e.g., 
single/family). The claims experience of 
the employer group or the health status 
of its employees and their dependents is 
not a factor in setting premium rates.

The rating of large employers, those 
with 50 or more eligible employees, is 
based on a combination of the historical 
claims experience of the employer and 

the “manual” or “book” rate of the in-
surance company. In some cases where 
the group is large enough and is 100% 
credible, (meaning the group is large 
enough that past claim experience is a 
stable predictor of future claim experi-
ence), rates are set entirely based on the 
historical claims experience of the em-
ployer. This is also the case when an em-
ployer is self-insured. Self-insured rates 
are set based on the claims experience 
plus administration fees and reinsur-
ance rates. Reinsurance rates may have 
a manual component to them depend-
ing on the size of the employer.

Many small employers, believing 
they are paying a higher rate because 
of the limitations of community rat-
ing, are consistently—and now more 
frequently—asking their broker or con-
sultant why they cannot simply aggre-
gate with other employers to purchase 
health insurance and achieve a lower 
cost. The theory is that if two or three 
employers join together and now have 
more than 50 eligible employees, they 
would be experience rated (or their 
experience melded with the insurer’s 
book rate), and have a lower overall 
cost than if each employer were to pur-
chase coverage separately.

Small employers do not have access 
to their own claims experience, so it is 
difficult for advisors to evaluate whether 
this theory can be proven, or if an em-
ployer would be better off under a group 
purchasing arrangement. The only way 
to quantify the benefits of a group pur-
chasing arrangement is to compare 
rates. This creates some adverse selec-
tion issues initially, as only employers 
that had a higher rate (after adjusting 
for plan design differences) than the 
group purchasing arrangement would 
choose to join, and those with lower 
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rates would not. The long-term benefits of the group alter-
native usually are lower initial rates and then lower rates of 
increase than would otherwise be experienced. There is also 
increased opportunity for target wellness and other initiatives 
to help reduce costs and the rate of premium increases.

This arrangement would be considered a MEWA and 
subject to state and federal regulation. Some states, like New 
York,2 have regulations that would require small-group com-
munity rating to any employer in a MEWA that had 50 or 
fewer employees, thereby defeating the main purpose of the 
MEWA for employers.

The Massachusetts  
Experiences

Massachusetts’ state health care reform provides an ex-
ample of group purchasing of health insurance that is being 
considered as a possible template for the health insurance 
exchanges all states are to have in place by 2014 under the 
Patient Protection and Affordable Care Act (PPACA).

In 2006, Massachusetts passed its “health care reform” 
law.3 The law created the Commonwealth Connector Au-
thority, which is responsible for running the Commonwealth 
Connector, an exchange that can be used by individuals and 
small businesses to purchase health insurance.

The primary purpose of the Connector is to facilitate and 
administer Massachusetts’ low-income health insurance 
plans—Commonwealth Care and young adult plans (YAPs) 
for individuals and students who are not eligible under a par-
ent or employer plan.

Additionally, small employers in Massachusetts can utilize 
or designate the Connector as their health insurance plan for 
employees. As of 2009, fewer than 1,500 employees who are 
employed by small business4 have utilized the Connector as 
their only insurance option. When employees of a small busi-
ness purchase through the Connector, they shop on an individ-
ual basis (the contribution from their employer is factored into 
their illustrated cost). For these employers, the Connector func-
tions like an aggregator that allows individuals to shop multiple 
plans and coverage levels, but it does not offer the employer any 
price advantage due to a change in rating methodology.

Additionally, Massachusetts has used a group purchas-
ing model for its state and other municipal employees called 
the Group Insurance Commission (GIC) since 1955. It cur-
rently has about 300,000 subscribers.5 Under special state 
laws and regulations relating to its operation, it is able to ag-

gregate employees from multiple departments and different 
cities, towns, school districts and other municipal units, and 
purchase and negotiate health insurance for both union and 
nonunion employees. This group purchasing arrangement 
has been successful in controlling the rate of health care cost 
increases over time. Over the last eight years, the GIC rate 
increase has been below the average annual medical trend 
rate for large employer plans.

In February 2009, GIC introduced major plan design 
changes, as well as limited network health maintenance orga-
nization plans in a further effort to reduce costs. There are also 
several other municipal purchasing groups in Massachusetts, 
as well as an association plan for the Massachusetts Bankers 
Association, which have had varying levels of success in con-
trolling costs. These plans also exist by special legislation.

These group purchasing arrangements in Massachusetts 
have generated some interest from other trade groups and 
associations to evaluate creating their own plans. However, 
the state legislature and Massachusetts Division of Insurance 
have been reluctant to change existing laws and regulations 
to allow more group purchasing plans, despite the success of 
the GIC plan that they participate in themselves.

Legislative Developments
PPACA creates the Consumer Operated and Oriented 

Plan (CO-OP) Program,6 which becomes effective in 2014. 
These cooperatives will be member-run health insurance 
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plans in the individual and small-group 
markets that will offer qualified health 
plans (QHPs) providing essential ben-
efits and complying with cost-sharing 
rules. These cooperatives will have the 
following characteristics:

•	 Nonprofit member corporation 
organized under state law

•	 Cannot be an existing insurance 
provider as of July 16, 2009 (or 
affiliate or successor)

•	 Can issue only QHPs to the indi-
vidual and small-group markets

•	 Must not be sponsored by a gov-
ernment entity

•	 Any profits must be used to 
lower premiums for members.

•	 Must meet state solvency and re-
serve requirements.

Group Purchasing Considerations
As employers begin to evaluate 

whether group purchasing is a vi-
able option to help control health care 
costs and maintain quality coverage, 
they should consider reviewing avail-
able existing group purchasing mod-
els. There are several association and 
chamber of commerce plans that pur-
port to be aggregated, but are really 
single employer plans using central-
ized administration or other discount-
only arrangements.

In addition to trade associations and 
chambers an employer may belong to, 
there may be other opportunities for 
group purchasing. Employers in the same 
geographic area or in the same industry 
or within the same supply chain may 
make good candidates for a group model.

Many opponents of group purchas-
ing arrangements contend that these 
types of arrangements will increase 
administrative costs for health plans, 
fracture the small-group market be-
tween the healthy and unhealthy, and 
do nothing to help lower the overall 
cost of care as they do not address the 
key cost drivers, even with a wellness 
component.

Successful group purchasing ar-
rangements have most of the following 
characteristics:

•	 Strong, effective leadership

•	 Long-term commitment from 
employers (participants)

•	 Large size to negotiate and mea-
sure results

•	 Rules and regulations surround-
ing rating, membership, adminis-
tration

•	 Outside advisors
•	 Additional services such as well-

ness, health promotion and ad-
vocacy

•	 Services not available to small 
groups.

It is clear that the regulatory envi-
ronment is becoming more favorable 
for the formation of group purchasing 
arrangements. PPACA and the Mas-
sachusetts Cooperative legislation will 
provide small businesses with some mi-
nor alternatives to traditional commu-
nity rating. However, group purchasing 
of health insurance does not produce 
the same efficiencies and economies 
as group purchasing of other employee 
benefits or products.  Unless PPACA 
and the Massachusetts Cooperative 
legislation and subsequent regulations 
also provide for provider payment re-
forms, meaningful cost savings will be 
difficult to achieve.

Employers should evaluate all of 
their options, weighing not only the 
cost savings, but also the impact on 
employees and long-term strategic and 
regulatory implications of a group pur-
chasing arrangement.   

Endnotes

 1. PPACA §1304 will increase the employer 
size for small groups to 100 employees, beginning 
in 2014. States can keep market defined as one to 
50 until January 1, 2016.

 2. New York Insurance Law §360.8.
 3. Chapter 58 of the Acts of 2006.
 4. Connector Chapter 58 Update Report De-

cember 2009.
 5. GIC Annual Report for fiscal year 2009.
 6. PPACA §1322, as amended by §10104(I).

takeaways >>
•   The price paid for health insur-

ance depends on many factors, 
and how the price is deter-
mined differs by the size of the 
employer.

•   The only way to quantify the 
benefits of a group purchasing 
arrangement is to compare rates.

•   In 2014, cooperatives—member-
run health insurance plans in 
the individual and small-group 
markets—will offer qualified 
health plans.

learn more >>
Education
30th Annual ISCEBS Employee Benefits Symposium
October 2-5, San Antonio, Texas
For more information, visit www.ifebp.org/symposium.

From the Bookstore
The New Health Care Reform Law: What Employers Need to Know—A Q&A Guide
James R. Napoli and Paul M. Hamburger. AHC Media. 2010.
For more information, visit www.ifebp.org/books.asp?8866.




