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to the DirigoChoice Program. This proposal, developed by Anthem Blue Cross and Blue 

Shield and supported by the Chamber of Commerce, had been debated 2007 but no 

action taken. It was introduced again in 2008. Finally, the situation faced by the Dirigo 

initiative was further threatened by a major state revenue deficit, estimated at $190 

million, requiring legislators to seek areas for reduced state spending. 

 

The program has emerged from this crisis with a new, dedicated funding stream which 

will allow it to reopen enrollment to small businesses and sole proprietors – although 

enrollment growth will have to remain modest at current funding levels. In addition, the 

State has enacted a reform strategy for the individual market based on a state-financed 

reinsurance fund while maintaining regulatory constraints banning medical 

underwriting and requiring guaranteed issue. These acts by the 2008 legislature mark 

the beginning of a new phase for the DirigoChoice program and the Dirigo reforms. 

Summarized below are the major features of the newly enacted legislation and the 

measures that were considered as alternative legislation and defeated. 

 

Public Law 629, An Act to Continue Maine’s Leadership in Covering the Uninsured, was 

introduced by the Democratic Leadership of the Legislature in an effort to be responsive 

to the multiple concerns regarding the insurance market and the future of the 

DirigoChoice Program. The law repeals the savings offset assessment of the original 

Dirigo Reform Act and replaces it with a specified assessment of 1.8 percent on paid 

claims for all health insurers, third party administrators, and stop-loss reinsurance for 

health policies. This assessment is estimated to generate approximately $33 million per 

year. In addition, the law increases taxes on beer and wine, soft drinks and the sugar 

syrup used to make soft drinks, and dedicates these new revenues to the Dirigo Reform 

programs. Additional revenues in the amount of $5 million will be allocated from 

Maine’s tobacco settlement fund.∗  These funds will assure the continuation of the 

DirigoChoice Program and allow it to reopen enrollment. However, the program will not 

reopen to new individual applicants. New enrollment will be drawn from small 

businesses and sole proprietors. 
                                                 
∗ Maine already allocates all tobacco settlement dollars to health improvement activities. The $5 million for the 
Dirigo Programs will an transfer of funds from other health improvement activities to the Dirigo Program activities. 
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PL 629 also establishes a reinsurance program applicable to insurance products in the 

individual market that maintain a loss ratio of at least 70 percent. The reinsurance 

program will cover the cost of 50 percent of claims costs, incurred on an individual 

basis, between $75,000 and $250,000. The program will be governed by an eleven 

member Board with 5 members appointed by the Superintendent of Insurance and 6 

selected by insurers in the State and will be administered, under contract by a third 

party administrator or insurer.  The revenues from the sources described above will be 

placed in a Dirigo Health Enterprise Fund and allocated according to a legislatively 

established formula for either the DirigoChoice Program or for the new reinsurance 

program.   

 

The new law restricts any resulting changes in a carrier’s rating factors such that, in 

combination with savings from the reinsurance program, the change will not increase 

rates at the older age tiers. To enhance the impact of the reinsurance premiums in the 

short term, insurers will be allowed to close their existing book of business in the non-

group market and to offer new policies rated based on their anticipated experience. They 

will have up to three years to merge their existing policy holders into their new non-

group products. Other initiatives contained within the law include authorization for 

pilot insurance products targeted to the under age 30 market (similar to 

Massachusetts). Finally, the law maintains voluntary cost containment goals for Maine’s 

hospitals and requires hospitals to report to the legislature, annually, on their 

performance in relation to these standards. 

       

The enactment of PL 629 reflects a reaffirmation by the legislature of the basic health 

reform strategy it adopted in 2004. The new measures to address barriers in the 

individual market reflect a continued concern with price barriers and a desire not to 

allow substantial price increases for individuals with pre-existing conditions, despite the 

potential for such a move to bring down premium costs for young and healthy 

individuals. The legislature considered and defeated a competing bill that proposed a 

very different solution to the individual market problems. LD 1760, “An Act to Restore 

Competition to Maine’s Health Insurance Market,” would have established a pooled 
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mechanism for high risk individuals in the individual market on the model of a program 

in Idaho.  The proposal was similar to other state high risk pools in that carriers would 

have been allowed to pre-determine whether an applicant is a substandard risk and 

deny coverage in their mainstream book of business. It differed from high risk pools in 

that, rather than a single high risk pool program administered by a single insurer or 

third party administrator, each carrier in the individual market would offer at least one 

product, established by a Reinsurance Board, for high risk applicants.  This high risk 

population product would be rated separately from other products, and would have 

purchased reinsurance from the high risk pool. The pool would have reimbursed the 

plans for 90 percent of claims between $5,000 and $25,000, and paid 100 percent of 

claims above $25,000. The proposal called for the individual market to be deregulated 

to the extent of nullifying guaranteed issue requirements and liberalizing the limits on 

rating bands. Carriers would have been required to guarantee coverage only in their 

high risk product, not for any of their standard products. Maine’s current rating band 

restrictions allowing variance of 20 percent from the community rate would have been 

changed to a range of 4 to 1 for the factors of age, occupation and geography. In 

addition, carriers would have been allowed to rate based on health status (on a ratio of 

1.5 to 1 to the community rate) and tobacco use (also with a ratio of 1.5 to one). The pool 

was to be “partially funded” through a 2 percent assessment on HMOS doing business in 

the state, on gross premiums collected on all business in the state. 

 

Dirigo Health Reform Political Sustainability 

 

The Dirigo Health Reform offers valuable lessons to states considering responses to the 

health care crisis. It demonstrates some successes, illustrates a number of 

administrative and political challenges, and reiterates the experience of other state 

initiatives in showing greatest political vulnerability around questions of sustained 

funding.  Although not described in detail in this case study, one of the major successes 

of the reform effort has been the system the state has put in place for more coordinated 

efforts to improve health quality and to create a more publicly accountable and 

systematic health planning effort. Almost universally, among stakeholders recently 

interviewed about the Dirigo Reform effort, the Maine Quality Forum was singled out 
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for praise. As a small state, and one where the health economy is an engine for economic 

growth, the political and social relations between health care providers and the business 

community are, perhaps, unusually cordial. Despite the unrelenting pressure of rising 

health care costs, employers are reluctant to adopt strategies that are adversarial to the 

interests of hospitals. This dynamic has resulted in a strong interest in the business 

community in strategies, such as pay-for-performance, that hold out the hope of 

ameliorating costs through improvements in quality. The publicly sponsored and 

administered Maine Quality Forum is playing a major role in getting information to the 

public on small area variations in utilization and outcomes, is publicizing measurements 

of quality, and is developing public education campaigns around self-health 

management and informed use of the health care system.  

 

The creation of a Governor appointed Committee of stakeholders and experts to develop 

a biennial State Health Plan has also been received favorably according to our interview 

informants. The Plan identifies public health problems and areas for improvement in 

population health, health system infrastructure needs, and manpower shortage areas. 

The capped Certificate of Need review is linked to the state health plan so that proposals 

subject to review and approval are prioritized against the needs of the state as identified 

in the State Health Plan. Maine has experienced a proliferation of technology, especially 

diagnostic imaging equipment over the past two decades as competition among small 

and mid-sized community hospitals has generated a “medical arms race.”  To the 

community of Maine payers, the participatory planning process, subject to public review 

and comment, holds out hope for a strategy to shape the future development of Maine’s 

health care system in ways that meet public needs, while minimizing duplications and 

excess capacity building.  

 

The DirigoChoice Plan, central to Maine’s effort to extend health insurance coverage to 

all residents of the state, has passionate supporters as well as outspoken detractors. Its 

major political vulnerability, like all state-sponsored access initiatives outside the 

federally supported Medicaid and SCHIP programs, is the significant state funding 

required. Maine is currently experiencing one of the dynamics that chronically plague 

solo state efforts – counter-cyclical demand. When the local economy falters, states feel 
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the effect immediately in a decline in government revenues, just at the time when the 

need and demand for safety net programs is at its highest.  The legislature was 

confronted with a make-or-break decision regarding expanded funding for the 

DirigoChoice program just as it faced closing a $190 million gap in the state budget. 

That it chose to dedicate new taxes to the program in the current fiscal climate suggests 

that the program has weathered its first real political test and offers a tentative 

indication that the program may have staying power. However, the vote supporting the 

program fell along party lines in this legislative session, confirming an erosion in the 

bipartisan support the program enjoyed when first enacted.  

 

As a state with among the highest average per capita health care costs, Maine may also 

provide a cautionary lesson to other states.  In 2004, the strain from health premiums 

felt both by small employers and large companies created a higher level of private sector 

interest in government-led reform than is usual from the business community. Most of 

our business informants told us that the business community was divided, at the outset, 

between supporters and opponents to the Administration’s initiative. But a sufficiently 

large and influential component of the community favored the effort so that the State 

Chamber went on record in support at the time the legislation was under consideration. 

As one business representative said, “It was time to allow experimentation.” However, 

the stress from high health care costs also led to significant resistance to the 

establishment of any funding source that would result either directly or indirectly in an 

increased cost to the business community. The administration’s effort to link support for 

program funding directly to cost containment may provide a framework for other states 

in designing politically palatable strategies to expand coverage. However, in Maine, the 

reflexively anti-regulatory stance of business stakeholders and the political ties between 

business and hospitals prevented theoretical support for reining in health care costs 

from translating into approval of regulatory constraints – limiting the state to 

negotiating voluntary benchmarks.  Many hospitals (including Maine’s largest hospital 

system) met these benchmarks and insurers and self-funded employers have 

experienced some relief from the relentless double digit cost increases of a few years 

back. Nevertheless, the largest reduction in the rate of increase in hospital costs was 

seen in the first year of the reform enactment (see Figure 4) and although the hospital 
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industry will continue to be held to public scrutiny, there is no guarantee they will 

continue to hold costs to the voluntary benchmarks. Thus, in Maine, support for the 

policy framework of the reform effort was contingent upon an expectation that 

assessments to fund a coverage initiative would be balanced against a substantially 

reduced the rate of growth in health care spending. But the realization of this trade-off 

was handicapped by insufficiently potent cost containment mechanisms and lack of 

clarity around measurement of system-wide cost trends.  

 

Based on interviews with our business community informants, there is also wide-spread 

belief that the DirigoChoice Program is inefficient and too expensive. The total per 

capita costs of the DirigoChoice program have been about the same as the per capita 

costs of most employer benefit plans in Maine ($4,176 compared to an average employer 

single premium of $4,290 in 2005).∗  And the public costs of the program have been 

well below this level ($2,304 per capita in 2006). However, both the Administration and 

payers had expected a substantial portion of DirigoChoice enrollees to be dually eligible 

for Medicaid and that the federal Medicaid program would share in these costs. Neither 

of these expectations was realized. In addition, there seems to be a wide-spread belief 

among payers that the claims costs of the uninsured, once covered, will offset bad debt 

and charity care costs on a one-to-one basis – an expectation that is unrealistic both 

because, on average, the uninsured use about 40 percent less health care than the 

insured, and because hospitals report their charity care costs at their charge rate – a rate 

no one pays except the uninsured. (DirigoChoice enrollee claims are reimbursed to 

providers at the negotiated rate of the insurance partner.) Based on expectations, then, 

the public moneys needed to support the DirigoChoice Program have shocked many in 

the payer community. 

 

                                                 
∗ State average figure from the National Medical Expenditure Panel Survey Data for the most recent year available. 
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Conclusions 

The Dirigo Reform is still very new. Several key aspects of the program have garnered 

widespread respect and support, particularly the efforts around quality enhancement 

and rationalized planning. The implementation of the reforms, including the 

DirigoChoice Program, went very smoothly considering the complexity of the structure 

and the need to coordinate between public and private entities. The Dirigo Agency 

which administers DirigoChoice has already shown itself to be responsive to consumer 

complaints and willing to modify systems to accommodate enrollees (and its insurance 

partner).  The program has withstood its first real challenge and emerged with a 

guaranteed funding stream. Thus, it may be allowed the time it needs to grow, stabilize, 

and become an accepted part of the health care delivery system in the State.  Despite 

growing partisanship in the legislature, there is some evidence that a political culture in 

Maine that places high value on assuring adequate health care to all has not been 

undermined by the controversy around the DirigoChoice plan. The president of one 

large enterprise in Maine (subject to the assessment), for example, expressed outrage a 

year ago over the costs associated with the DirigoChoice plan. In a more recent 

interview, he shrugged, saying, “Well, I do think it is important that everyone has health 

insurance. It (DirigoChoice) is expensive, but I have decided to just accept it as a cost of 

doing business in the state.”  

 

State initiatives like the DirigoChoice Program may never be able to resolve all the 

political tensions that are inherent in programs that try to fill the gaps left by private 

health insurance without undermining the private system.  The private coverage system, 

itself is unstable. Health care costs continue to rise both in absolute terms and 

proportionately to wages and the cost of living. As clearly evidenced by the history of the 

Medicaid program, even if political consensus is reached on a clearly demarcated line 

between the private market and those entitled to public subsidies, the line has to be 

frequently redrawn or new “gap” groups emerge. In addition, funding issues will 

continue to plague the program. Current funding levels for the DirigoChoice program 

will allow expansion, but not to a point of achieving universal access. Both the debate 

around eligibility definitions and the funding struggles of the Dirigo experience draw 

attention, as have so many state efforts at access initiatives, to the need for federal 
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participation in funding and state flexibility in defining programs attempting to achieve 

universal coverage. Federal dollars can help smooth regional economic volatility and, as 

with the Medicaid program, help compensate for differences in state capacity to raise 

revenues, while state experimentation with different eligibility criteria and subsidy 

structures can help test a variety strategies for achieving universal access.   

 



Field Report: Maine’s Dirigo Reform Law 131 
University of Southern Maine, Muskie School of Public Service 

Figure 1. 
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Figure 2. 

 

 
 

Figure 3. 
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Figure 4. 
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