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Arizona Health Care Cost Containment System
I mplementation of Incentives and Regulatory Mandatesto
Increase Health I nsurance Coverage

EXECUTIVE SUMMARY

Milliman USA was retained by the Arizona Hedth Care Cogt Containment System (AHCCCS) to
prepare an overview of incentives that have been implemented by other States to increase private
hedth coverage. We were aso asked to provide commentary on the effectiveness of legiddive
mandates at the State level. This paper was prepared for AHCCCS as part of the Arizona State
Panning Grant, which is funded by the Hedth Resources and Services Adminigtration.

In particular, AHCCCS asked us to look at strategies that are targeted at the following groups:.
» Consumers
» Hedth Plans and Insurance Companies
» Employers

For each, we were asked to summarize current approaches and best practices being used by other
dates and to critique the strategy in the context of the criteria developed by the Arizona Statewide
Hedlth Care Insurance Task Force. We were aso asked to outline issues that may require further

study.

For consumer-based initiatives, we have looked at four specific approaches: SCHIP programs,
“premium ghering” and related programs; tax credits and/or deductions, and pharmacy assstance
for the ederly. SCHIP programs have generdly been successful in enrolling uninsured low-
income children (3.3 million nationwide); however, sates vary subgantidly in ber success a
enrolling targeted populations. There is also a concern that such programs may be encouraging
employers and/or individuds to drop private insurance (the “crowd out” problem). Premium-
sharing and amilar programs targeted at low-income workers are il relatively new; some dates
have had success in enralling material numbers of people. However, the “crowd-out” problem is
adso a concern in those programs. Tax credits and deductions have not been effectively
implemented by any state as ameans of reducing uninsurance. Pharmacy assstance plans have
recently emerged in about hdf the States, either offering insurance or discounts to low-income
elderly for their prescription drug expenses.

For hedth plan initiatives, we have looked at dforts to reform the smal employer marketplace,
the individud hedth insurance marketplace, and efforts a improving coverage in rurd aress.



Smdl employer market reform has crested a more stable insurance market and made hedth
insurance available to employers willing and able to pay for it. However, it has not addressed the
affordability problem, and some sudies in fact suggest may have contributed to it.  Individua
hedth insurance market reform has, by and large, not been successful in any state. We were
unable to identify any rurd initiatives focuang on privaie hedth insurance that have been fully
implemented.

For employer mandates, we have looked at the requirements on employers to provide coverage to
al employess if they provide insurance to any, as required under HIPAA and the states smadl
group reform laws. We have dso examined the employer mandate in Hawaii, where dl
employers are required to provide hedth insurance to full-time employees. While Hawaii does
boast the lowest rate of uninsureds in the nation, its gpproach may not transfer easily to other
states.

This report provides summary information only; a more detailled andyss of this subject was
beyond the scope of this paper. It assumes that the reader is familiar with hedth insurance and the
hedlth care system in the United States. It should only be reviewed in its entirety.



l. INTRODUCTION

Milliman USA was retained by AHCCCS to prepare an overview of incentives that have been
implemented by other states to increase private hedth coverage. We were aso asked to provide
commentary on the effectiveness of legidative mandates at the Sate leve.

Scope of Work

In particular, AHCCCS asked usto look at strategies that are targeted at the following groups.

» Consumers

» Hedth Plans and Insurance Companies

» Employers
For each, we were asked to summarize current approaches and best practices being used by other
dates and to critique the strategy in the context of the criteria developed by the Arizona Statewide
Hedth Care Insurance Task Force. (Those criteria were provided to us by AHCCCS and are
attached to this report as Appendix A). Finaly, we were asked to address issues that need to be
congdered in adopting these gpproaches and any further analysis that would need to be conducted.
Specificaly excluded from the scope of our paper are the following:

»  Approaches being used in Arizonatoday

» Hedthcare purchasing cooperatives (being addressed in a separate paper)

» Highrisk hedth insurance pools (being addressed in a separate paper)

» Feded initiatives (however this paper does make reference to such initigtives where
appropriate)

> International approaches (being addressed in a separate paper).

In addition, we have focused exclusvely on gate mandates and initiatives aimed a reducing the
number of people who are uninsured. As such, this paper does not address state mandated
benefits which expand the scope of hedth insurance coverage for those who dready have hedth
insurance (e.g., mandated coverage for mentd illnesses or chiropractic services).



Caveats

This paper was developed for AHCCCS as part of the Arizona State Planning Grant, which is
funded by the Hedth Resources and Services Adminidration. It provides summary
information about State incentives and mandates to increase hedth insurance coverage. A
more detailed analysis of this subject was beyond the scope of this paper. It assumes that the
reader is familiar with hedth insurance and the hedth care sysem in the United States. It
should only be reviewed in its entirety.



[I. CONSUMER-BASED INITIATIVES

In this section we discuss initiatives undertaken by dtates to encourage consumers to purchase
hedlth insurance or aid consumers in the purchasing of hedth care services. In particular we will
address four specific approaches:

» Expanded hedth care coverage for poor children indigible for Medicad (SCHIP
programs)

» Expanded hedth care coverage for “working poor” adults indigible for Medicad
(“premium sharing” programs)

> Tax credits and/or deductions
»  Pharmacy assgtance for the elderly

SCHIP Programs

Overview and Summary

State Children’s Hedlth Insurance Programs (SCHIP) were first implemented in late 1997 and
now include al 50 gates, the Didtrict of Columbia, and other U.S. territories. As of September 30,
2000, 3.3 million children were enrolled in SCHIP programs naionwide; this is an increase from
2.0 million enrallees the previous year.

States vary widdy in their success a enrolling digible children into SCHIP programs. New Y ork
has the largest program at 769,000 enrollees, while Cdlifornia is second with 478,000 children
enrolled. When measuring the percentage of children who are Medicaid- or SCHIP-digible who
remain uninsured, states range from over 30% (e.g., Texas, Nevada, Louisana) to under 10%
(Minnesota, Vermont, Tennessee).

While some of these differences may be attributable to enrollment requirements for the various
programs, they are more likely due to more effective implementation of SCHIP programs in
certain states as opposed to others. Such initiatives include:

» Advertisng in gppropriate media and language

» Working with employers to facilitate SCHIP enrollment for low income workers with
children



> Effective and efficient screening tactics to identify potentid digible families
»  Streamlined gpplication and enrollment process

Another area where dates vary in their SCHIP programs is in their handling of the potentia
“crowd out” issue. “Crowd out” is defined as the subdtitution of public programs for private ones
and can occur for two reasons (1) individuads forego private coverage to enroll in public
coverage and (2) employers reduce or eiminate premium contributions because families are able
to obtain subsidies. Experts are divided as to whether subdtitution is even a problem in SCHIP
programs, it is difficult to isolate the impact of new public programs such as SCHIP from other
secular trends in coverage. Most tend to agree that the more important question is how much
crowd-out is acceptable in a public program; a judgment must be made baancing increasing
coverage for the uninsured, but not reducing coverage that people dready have in the employer-
based system.

States have used the following mechanisms to address ether individua-based or employer-based
ubdtitution:

» Sdting premiums and copayments that are low enough to encourage participation yet
high enough to limit subgtitutions.

» Sedting digibility rules based on access to employer coverage, periods of
uninsurance, and employer contributions.

» Using subsidies to help pay for employer sponsored coverage.
»  Limiting the scope of benefits.

» Udng hedth insurance purchasing cooperatives to make the provison of insurance
more affordable for small busnesses.

»  Allowing employersto buy directly into state programs at a reasonable cost.
» Assging certain employers with the cost of hedlth insurance.

Pros and Cons




Pros and cons of SCHIP programs in light of the Statewide Hedth Care Insurance Task force

criteriaare;

Pros:

» Badic bendfits are made available and are well- defined.

» Hedthcare is made available and accessble, particularly in states which have done a
good job of encouraging enrollment.

» Codgs for children are rdativey low; therefore, members can generdly afford ther
share of the premium. In addition, enhanced Federa subsdies ease affordability for
the states.

»  The program picks up where Medicaid stops, and hence is seamless in that respect.

» The approach is widely accepted among providers and insurers, in many dates it is a
private/public partnership with commercid carriers bearing some or much of the risk.

Cons:

» Some dtates haven't done a greet job of getting children into the program.

» Possble “crowd out” issue may contribute to the decline in employer- provided
hedth insurance,

» Program is not seamless in that it often covers children but not adults. Children lose

coverage as they reach maurity; families are split with children having insurance and
adults uninsured.  (There is evidence to suggest that adults are more likely to seek
cae for ther children if the adults themsdves have hedth insurance coverage).
However, a number of dates are now covering families through SCHIP, as described
below.

| ssues to be Consider ed

The two key issues that need to be considered in implementing SCHIP programs are:

>

Techniques to maximize enrollment of digible children.



»  Techniques to minimize and discourage “crowd out”.
Coverage for “Working Poor” Families

Overview and Summary

Certain dtates have also sought ways to expand coverage for low-income adults not traditionaly
eigible for Medicad. States have implemented these programs through their existing Medicad
programs (expanding eligibility requirements) or through their SCHIP programs, or through some
combination of the two. Given that the mgority (56%) of uninsured non-ederly Americans are in
families with incomes below 200% of the federd poverty level (FPL), this approach makes sense.
Currently, in 32 states uninsured working parents are indigible for Medicad if they work full time
a the minimum wage, additiondly, low-income childless adults are never digible for Medicaid
unless they qudify as disabled.

States have taken a variety of approaches in their attempts to increase hedlth insurance for the
working poor. States that are seen as having innovative programsinclude:

lowa: The lowa Hedth Insurance Premium Prepayment (HIPP) program subsidizes
enrollment in employer-sponsored private hedlth insurance plans for Medicaid-digible
individuas and families. To qudify, a person must be digible for Medicaid or live in the
household of a Medicaid-dligible family member and have access to employer coverage.
In addition, the subsdy must meet cost-effective criteria

Massachusetts: The MassHedth Family Assstance Program covers families with
incomes up to 200% of the FPL through a combination of programs funded through
Medicaid, SCHIP, private funds, and state funds. Through the SCHIP program, premium
assigtance is provided for families with children who are eigible for SCHIP. The da€'s
Medicad program provides full subsdies to families with incomes below 150% of FPL
for the cost of their heath insurance premium; families between 150% and 200% receive
partia assistance and must pay a portion of their premium.

Additiondly, Massachusetts makes incentive payments to smal employers that provide
insurance benefits to their low-income employees. The business must employ 50 or fewer
ful-time workers, offer comprehensve hedth insurance, and pay a least hdf the
premium.

Findly, Massachusetts dso has the Children's Medicd Security Plan, for any children
under the age of 19 who is currently uninsured and not eigible for coverage under



MassHedth. The cost of coverage is a diding scae based on family income levd. This
program is funded entirdly through state funds.

Minnesota: Minnesota has expanded its Medicaid program through a HCFA waiver. The
date dso has a publicly subsdized hedth insurance program (MinnesotaCare) which
covers uninsured families and children with incomes up to 275% of FPL and adults with
incomes up to 175%. Individuas are indigible for MinnesotaCare if they have access to
50% employer-subsidized coverage. The program is funded through enrollee premiums,
taxes on hedthcare providers, and federd matching funds. There are dso provisons to
ease movement between the gstate's hedthcare programs or as families leave the program
due to higher income levels.

Oregon:  The Family Hedth Insurance Assstance Program is a state-funded program that
provides direct subsidies to families with incomes below 200% of the FPL to help them
buy hedth insurance through their employer or the individud market.  To ensure
coverage of children, adults are not digible for FHIAP unless dl children are covered
under a hedlth benefit plan or Medicaid. The programis funded solely by state funds.

Washington:  Expanded coverage is available for low-income workers via Medicad
waiver expanson (income and asset based) and the Basic Hedth Plan. The BHP provides
subsidized hedlth insurance for any state resdent with an income below 200% of the FPL.
Enrollee premiums are on a diding scde based on income, age, and family sze. The BHP
integrates with the state’'s Medicaid program and digibility is determined jointly between
the two programs.

West Virginia:  The state will reimburse former TANF recipients (and/or their spouses) up
to $125 per month per month for the purchase of private hedth insurance. Eligibility is at
185% o FPL and requires that a child and working adult be present in the home. If the
$125 is insufficient to meet the cost of insurance, the enrollee must make up the
difference. The program is for the adults only; uninsured children are encouraged to be
enrolled in Medicaid or SCHIP.

Wisconsin:  BadgerCare ensures access to hedth care for uninsured children and parents
with incomes a or below 185% of FPL (they may remain in the program until family
income exceeds 200%). There is dso a walver to expand Medicaid coverage for adults
and SCHIP funds are used for children. A monthly premium is charged for families with
incomes in excess of 150% of FPL. BadgerCare purchases coverage for families when
employer coverage is available; employers must pay at least 60% of the cost.
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In addition to these state programs, two community-based programs are seen as models for
extending coverage to the working poor:

Access Health: This is a program of the Muskegon Community Hedth Project in
Muskegon County, Michigan. It is a hedth insurance product for the working uninsured
targeted to smal and medium-sized busnesses (up to 150 eligible employers). The
business cannot have provided insurance for the past 12 months and must have a median
wage of digible employees of $10 per hour or less. The cost of premiums is shared three
ways employees (30%), employers (30%), and community match (40%). The
community match is derived from locd and federd dollars as wel as community and
foundation funds.

FOCUS. This program, “Financialy Obtainable Coverage for Uninsured San Diegans’ is
provided by Sharp Hedth Plan, and is a premium assistance program for small employers
and low to moderate income employees. Smdl business not providing coverage for 12
months are digible, as are full-time employees with incomes up to 300% of the FPL (al
eigible dependents must dso enroll). The program is funded by private grant money,
fixed employer contributions, and a diding fee scale for employees.

The same concerns about “crowd aut”, described above for SCHIP programs, exist for working
poor programs as well.  In fact, some experts have made the argument that covering parents
cregtes a dronger incentive for crowd out than covering children only. Most employers view
hedlth care coverage as a benefit for workers, and typically contribute more towards the cost of
care for employees than for dependents. Also, low-income working parents may have strong
incentives to seek employment with higher wages and no hedth bendfits, given the availahility of
inexpengve hedth insurance coverage from a public program.

States are taking different approaches to address this potentid problem. Massachusetts, for
example, will sudy the issue to determine if crowd out is occurring; if o, the state will condder a
three-month waiting period before persons are eligible for coverage. Oregon requires that the
entire family be uninsured for sx months prior to application. Minnesota denies digibility for
MinnesotaCare if an gpplicant has been digible for employer-sponsored insurance (where the
employer pad at least 50% of the premium) within the past 18 months; this is true even if the
employer dropped coverage for dl employess. Wisconsin has a smilar provison, but the
employer requirement is set a 80% (making digibility easer), and digibility is not denied if the
employer dropped coverage.

Pros and Cons
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Pros and cons of working poor programs in light of the Statewide Hedth Care Insurance Task
force criteriaare:

Pros:

>

Basc benefits are made avalable to the defined populations. However, a program
that makes use of employer coverage provides a full set of basc benefits only if the
employer’s program does. Since many private hedth plans (especidly indemnity
insurance plans) excdude coverage for such things as preventive care, this may limit
the degree to which the ‘basic benefit’ god is met.

» Some dates (as noted above, e.g., Minnesota) have made an extra effort to streamline
adminigration to ease portability of benefits.

» Hedth care is avalable and accessble. Integration with employer hedth plans tends
to “maingream” low income workers into the providers which predominantly serve
commercidly insured populations.

» Hedthcare is made affordable for low-income families via diding scde premiums
and/or cost-sharing provisons. Hedth insurance cariers can charge an adequate
premium, assuming that the low-income workers do not have maeridly higher dam
costs than other workers.

» The innovative programs cited above are seamless in the sense that they serve as a
bridge between public and private insurance.

» The programs are collaborative in the sense that necessary funding comes from date
and federal government, employers, and the enrollees themselves.

» Commercid carriers are involved, sgnificantly.

Cons:

> Integration with employer plans means the date loses some control over benefit plan
design.

» The prograns have the potentid to be very expensve for the states Expangon of

Medicad digibility and premium subgdies for employer plans require new
expenditures of funds.



>

>
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There is a potentid “crowd out” problem, if not managed, that may result in a decline
in private hedth insurance.

The programs may not be seamless for families near the upper income limit of the
program. There is a potentid “gep’ in coverage if families incomes rise aove the
upper limit but their employer does not provide hedth insurance. Also, date plans
tend to have less patient cost- sharing, So trangition to a private plan is not seamless.

It is uncdler a this point how the incluson of previoudy uninsured low-income
workerswill affect commercia carriers premium rates.

| ssuesto be Considered and Analysis Required

The key issues and further andysis that need to be considered in implementing coverage programs
for low-income workers are:

>

Caeful condderdtion mugst be given to adminidraiive amplicity and streamlining.
These programs for the working poor have to integrate with Medicaid (at the lower
income levels) and private insurance (at the higher end).

The programs require a hedlthy, functioning private insurance marketplace.

Techniques for monitoring and managing “crovd out” need to be caefully
considered.

Because these programs have the potentid to be very expensve for the dates, a
careful andyss of the costs of the program must be consdered. Ultimately, a badance
between maximizing coverage within available budgetary congtraints must be struck.

Wha are the advantages and disadvantages of using the Medicaid program, the
SCHIP program, a completely new program, or some combination thereof?

Tax Credits and Deductions

Overview and Summary
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Income tax credits or deductions for hedth insurance premiums have been widdy discussed but
rardly implemented. Most discussions have centered on federd income tax laws rather than Sate
income tax. However, afew gates have implemented some form of income tax credit program:

Colorado: For new businesses located within a defined “enterprise zone’, a two year tax
credit of $200 per employeeis granted for businesses which pay at least 50% of the cost of
hedth insurance for their employees. Note that this tax credit is for busnesses, not
individuas, and is very limited in scope.

Kansas and Maine have dso indituted tax credit programs for small employers. Kansas
dlows a refundable tax credit to smdl employers of $35 per employee per month, while
Maine alows the lower of $125 per employee with dependent coverage (per year) or 20%
of dependent premiums. Like Colorado, these tax credits exits for the employers, not the
employees.

North Carolina: The date grants an income tax credit for families if the families pay
hedth insurance premiums for dependent children. The credit is $300 for families below
225% of the FPL; otherwise, the credit is $100. Note that these credits are much less than
the annud cogt of insurance for afamily.

Missouri: The State grants an income tax credit for drug cogts for low-income seniors.

Other dates (13 at latest count) have granted sate income tax deductions for individud hedth
insurance. However, since most uninsureds are low-income, and margina tax rates for these
individuds are reatively low, it seems unlikely that income tax deductibility of hedth insurance
premiums will have a materia impact on the number of uninsured. State income tax rates are aso
much lower than federd rates and so the State income tax credit is of limited value,

Findly, a much-talked-about method to possibly reduce the number of uninsureds is the Medica
Savings Account (MSA). MSAs dlow individuas to accumulate savings on a tax-sheltered basis
to cover out-of-pocket medica expenses and hedth insurance premiums. However, federd tax
law does not yet fully recognize MSAS, and so implementation has been very limited to date.

Pros and Cons

Pros and cons of state income tax credits for working poor, in light of the Statewide Health Care
Insurance Task force criteriaare:

Pros:



>

>
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The credits encourage uninsureds to purchase hedth insurance, and asss in making
the premiums more affordable.

Tax deductibility of individuad insurance premiums creates a levd playing fidd with
employer-based group insurance. For sdf-employed and other individuas who are
not “working poor” but have to provide for ther own hedth insurance via individud
palicies, this can be asgnificant advantage.

Theindividua can exercise freedom of choice in choosing a hedth plan.

Financia impact to the state can be readily defined and measured.

Cons:

>

This may be an issue more gppropriately discussed at the federal rather than state
levd. There is reatively little experience with this idea a the dae leved, and federd
income tax leves ae generdly much higher than date tax levels making federd
deductions more valuable.

The concept depends on a hedthy, functioning hedth insurance marketplace (both
individua and group insurance).

Likely sze of the tax credit will be smdl vis-&vis the annud cogt of hedth insurance
for afamily.

Low income individuds may find it difficult to accumulate meaningful savings in an
MSA, and the tax-sheltered aspect may be of little vaue to them, given that their
margind tax rates are relatively low (particularly for state income tax rates).

A nonrefundable tax credit is of no use to a very low income individua or family
which haslittle or no income tax liability.

| ssuesto be Considered and Analysis Required

The key issues and further andyss that need to be consdered in implementing tax credits for low-
income workersinclude:
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» How much leverage do the dates have to fund hedth insurance via tax credits? In
other words, how effective is the tax credit likey to be in combating the uninsured
problem?

» Can the gates afford the lost revenue?

» Is refundable or nonrefundable tax credit gppropriate? A refundable tax credit would
be of more use to uninsured individuds with little or no tax liability, but would be
more expengve for the states.

»  Isthe private hedlth insurance market in the state stable and hedlthy?

Pharmacy Assistance for the Elderly

Overview and Summary

A number of dates (at least 24) have implemented programs to help elderly individuas purchase
outpatient prescription drugs, which are not covered by Medicare. While this is not drictly an
uninsured issue, it does represent a Sgnificant insurance gep for a large portion of the population.
One group edtimates that Americans ages 65 and over pay an average of $1,200 per year on
prescription drugs.

These programs typicaly provide discounts or insurance (with enrollee cost sharing) for seniors
prescription drug costs.  Typicdly there is a minimum age (usudly age 65) and a maximum
income limit tied to some percentage of FPL, though neither of these requirementsis universa.

Examples of programsin various sates include:

California: The Discount Prescription Medication Program  requires Medi-Ca
pharmacies (i.e., pharmacies that have contracts with the state Medicaid program) to
provide prescription drugs to any Medicare enrollee at the Medi-Cd price (plus a very
gmdl handling fee of $0.15 per script). There is no income limit for this program and no
expenditure of funds by the Sate.

Connecticut: Connecticut Pharmaceutical Assistance pays part of the cost of drugs for
Socid Security recipients (over 65 or disabled) with annua incomes below a certain leve
($15,100 for single, $18,100 for couples). There is a $25 annud regidtration fee and a
copay of $12 per prescription.
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Florida: Horida has a program very smilar to Cdifornia’'s. In addition, Florida has
added a second layer, providing assistance to dualy-digible Medicaid-Medicare enrollees.
This program requires a 10% copay and has a monthly maximum benefit of $80 per
month.

Kansas: The Senior Pharmacy Assstance Program has a minimum age of 67 and an
upper income limit of 150% of FPL. Drugs are covered with a 30% enrollee copay.

Maine: Maine resdents age 62 and over with incomes below 185% of the FPL are
eigible for the Low Cost Drugs for the Elderly Program.  This is a two-tier program
providing the following benefits

Basic benefits 80% coverage for al generic drugs, and drugs associated with certain
conditions such as arthritis and high blood pressure

Catastrophic benefits, 80% coverage for al other drugs, but only after the individua
has spent over $1000 on drugsin a given year.

Pros and Cons

Pros and cons of prescription drug programs for low-income ederly, in light of the Statewide
Hedlth Care Insurance Task force criteria, are:

Pros:

»  Insurance programs provide affordable prescription drugs to low-income seniors.
»  Discount programs provide somerdief in the cost of drugsto seniors.

»  Discount programs likely have no codt to the Sate.

Cons:

» Only prescription drugs are covered (though Basic Benefits are provided to some
extent by Medicare; however, Medicare does not typicaly cover preventive services).

» Discount programs (eg., Cdifornia and Horide) may be limited to Medicad
participating pharmacies only.
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Stand-done programs for prescription drugs may not be seamless with Medicare and
Medicaid.
Generdly available only to seniors; non-elderly population is excluded.
Discount programs may adversdy impact pharmacies, and may discourage
pharmacies from participating. (Note that insurance programs will likely incorporate

discounts as well and hence will have the same effect).

Insurance programs require state funding and have the potentid to be expensive (and,
typicaly, no federd matching funds are available).

| ssuesto be Considered and Analysis Required

The key issues and further analyss that need to be congdered in implementing prescription drug
programs for low-income seniors include:

>

Is an insurance plan or discount plan gppropriate? An insurance plan provides more
assstance to low-income seniors, but will be more expensve to the daes A
discount plan may cost the date little or nothing.

Will adiscount plan be acceptable to pharmacies?

Will adiscount plan make ameaningful difference to seniors?

Does the state have the funding available to pay for an insurance program?
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1. HEALTH PLAN INITIATIVES AND MANDATES

In this section we focus on initiatives and mandates that have been imposed on hedth insurance
companies and hedth plans. The vast mgority of these reforms have focused on the smdl
employer hedth insurance marketplace, and, to a lesser extent, on the individua insurance market.
Very few reforms have affected large employers, be they insured or sdf-funded.

By and large the reforms to the smal group and individua insurance marketplaces have centered
on avalability of coverage. Common provisons adopted in mogt dates (as included in HIPAA
and the NAIC Smdl Group Modd Law) include guaranteed renewability, guaranteed issue,
limitations on pre-exising condition waiting periods, restrictions on marketing practices, and
restrictions on rating practices.

A few dates, such as New York, Kentucky, and Washington, had enacted considerably broader
reforms, paticularly in the individua insurance marketplace. These reforms have often led to

consderable disruptions in the health insurance markets in those sates.

In addition to these market reforms, we will dso examine efforts to improve access to hedth
insurance in rura markets.

Small Employer Group Health Insurance Market Reforms

Overview and Summary

Small group hedth insurance market reform sarted in the early 1990s with the firs NAIC model
law on rating practices, which was followed by a second moded law which included a provison
for guaranteed issue. In 1996, Congress passed the Hedth Insurance Portability and
Accountability Act (HIPAA) which, among other requirements, included provisons to make it
eader for an individud to transfer coverage from one source to another (hence “portability”).
Taken together, HIPAA plus the gtate laws which were enacted in response to the NAIC modeds
mean that some form of small group market reform has been enacted in dl 50 States.

Typicd provisons of smdl group reform include:
» Guaranteed Issue A hedth insurance carier cannot decline to cover a smdl

employer. This may goply to dl plans or only a certain set of plans the carier offers
(variesby gtate). Thisprovison isincluded in both HIPAA and sate reform laws.
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» Guaranteed Renewability: A hedth insurance carier cannot decline to renew
coverage for an exising smal employer group (except for reasons such as fraud or
nonpayment of premiums). This provison is induded in both HIPAA and date
reform laws.

» Limitations on Pre-Existing Condition Exclusions: Under HIPAA, an individud is
not subject to a carier's pre-exising condition excluson if he had “prior creditable
coverage’ judt before enralling in the new plan.

» Rating restrictions:. The NAIC mode laws included limitations on how @riers can
determine premium rates for smal employer groups. HIPAA incuded no such
provison, and the degree to which dates have implemented these redrictions varies.
Generdly, cariers are limited (by a complicated formula) in the degree to which they
can teke into condderation an employer group’'s cams experience and/or hedth
datus when sting rates.  Some states went further and required pure “community
rating’, i.e, one rate charged for al employers. Note that none of these provisons
redrict the absolute premium rate levd a hedth insurance carrier can charge, but
rather redtrict the premium rate for any one employer group relative to the premium
rates the carrier charges other employer groups.

» Marketing restrictions: Both the NAIC modds and HIPAA forbid marketing
practices by insurance cariers that might be deemed to circumvent the other
redrictions (eg., a carier canot pay an agent a higher commisson for writing
coverage on healthier employer groups).

The impact of these reforms has had a podtive effect on the smdl group hedth insurance
marketplace in the sense that coverage is more stable, more readily available, and cost increases
more predictable, than it was in the days prior to reform. Today, most smal employer groups that
wish to purchase hedth insurance for their employees can usudly do <o, if they can afford the
premiums.

The effect of small group market reform on the number of uninsureds, however, has been nil, and
possbly negetive. Studies vary and sometimes contradict in their results, possbly due to
differences in methods. However, most studies seem to indicate that small group market reforms
have served to discourage employer coverage, probably because insurers respond to reforms by
raising insurance prices and employers then increase employee contributions. At the same time,
however, it is very difficult to isolate the impact of smal group market reforms from other market
factors (such asthe increased penetration of managed care plans in most markets).
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One date that has demondgtrated success through smdl-group reforms is Maryland.  1n 1994,
Mayland indituted guaranteed issue, renewability, limitations on pre-exiding condition
exclusons, sandardized benefits, and regtrictions on experience rating. Between 1995 and 1998,
there was a 24 percent increase in the number of smal employers providing hedth insurance and a
20% increase in the number of employees covered.

New York implemented consderably more dringent restrictions in its reform of the smdl group
market. In addition to the guaranteed issue and smilar provisons common in other states, New
York required carriers to rate groups using pure community rating — i.e., the same rate charged for
dl employers, regardiess of the age of its employees. Because of the heavy cross-subsidizations
that this rating practice requires, consderable adverse sdection occurred in the New York
marketplace, and hedth insurance premium rates rose consderably. As a consequence, the
percentage of smdl-group employees with private hedlth insurance declined about 10% in the four
years following reform.  (New York's reforms in its individud insurance market are discussed
later in this section).

Smilarly, Kentucky adso implemented community rating aong with other reforms in the mid-
1990s, and experienced condderable upheavd in its smdl employer market, with most carriers
withdrawing from the state, premium rates rising sharply, and fewer individuas insured.

Pros and Cons

Pros and cons of smal employer group hedth insurance market reform, in light of the Statewide
Hedlth Care Insurance Task force criteriaare:

Pros:

» Badc hedth insurance benefits are made avalable to dl employers who wish to
purchase them.

» Portability is ggnificantly enhanced via guaranteed issue and pre-exiging condition
excluson limitations
» Incidents of extreme rate shocks and loss of coverage have been ggnificantly

reduced, resulting in amore stable marketplace.

» One sudy hes indicated that by dabilizing the smdl employer markets, cariers are
more likely to participate.
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» Reform preserves the private market structure of employer-based hedth insurance.
Cons:

» Affordability has not been addressed; many employers ill do not offer coverage
because they cannot (or do not wish to) pay for it. As aresult, smal group reform by
itself has done little to help the uninsured problem.

» Réing redrictions may have caused rates to rise and result in fewer employers
offering hedth insurance.

» Over ambitious reform can cause dgnificat market digortions and result in
exacerbations of the uninsured problem. In extreme cases, market digtortion has
resulted in a sgnificant contraction of the market, with many cariers exiting, thereby
reducing competition.

| ssuesto be Considered and Analysis Required

The key issues and further andyss that need to be considered in implementing small employer
group market reform include:

» How to address the affordability issue to encourage more employers to offer
coverage.

» How much experience rating is appropriate? What is the right balance between the
need for rate dratfication to produce an actuaridly sound hedth insurance

marketplace, and socid goas of not unduly burdening groups with higher than
average costs?

Individual Insurance M arket Reforms

Overview and Summary

Many of the same reforms enacted in the smdl group insurance marketplace hold for the
individua hedlth insurance market as wedl. HIPAA requires hedth plans to guarantee issue
coverage with no pre-exiging cordition excluson period for individuas leaving group hedth
plans, if those individuas meets certain criteria. HIPAA dso requires hedth plans to guarantee
renewd of individua coverage for dl individuds (except in cases of fraud or nonpayment of
premium, or if a carrier decides to withdraw from the market). In addition, many dates have
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adopted individud insurance market reforms, ranging from sweeping changes as pat of a
comprehensive reform program, to more targeted and narrow changes.

It is important to understand that the individud insurance market is fundamentally different from
the employer market. Purchasers of individud insurance policies may be sdf-employed, retired,
unable to work, but the mgjority are workers whose employers do not offer coverage. Individua
hedlth insurance purchasers are on average sgnificantly older than workers and their dependents
with employer-based coverage. Marketing and adminidtrative codts are higher than for group
products, and in most markets, unmanaged fee-for-service products are more predominant than
individud HMO policies. As a result, premiums in the individud market are typicaly higher than
those in group insurance. In addition, the income tax subsidies for hedlth insurance in the group
market do not exig in the individua maket. Consequently, individud hedth insurance is
unaffordable to many people.

In addition, the potentid for adverse sdlection is gregter in the individua market than it is in the
group market. Thus, the impact of reforms such as guaranteed issue has the potentid to increase
premium rates by a greater amount than in the group insurance markets.

Perhaps as a consequence, it is difficult to point to any states with success stories in reforming the
individuad hedth nsurance marketplace. Uniformly, reforms have been followed by decreases in
the rate of coverage in the individua insurance market and an increese in the number of
uninsured.  Although some critics suggest that these results are a function of the reforms
themsalves, it is possible that (at least in some cases where more modest reforms were enacted)
they are atributable to broader secular trends in hedlth insurance coverage. Regardless, it isfair to
say that individual market reforms have not met their god's of increasing coverage.

Experiencesin specific Sates include:

» The daes of Kentucky, Massachusetts, and Washington implemented comprehensive
individua market reforms modeled on the 1994 Clinton hedthcare proposd. In dl
three dates, individud insurance premiums increesed subgantidly and insurers
pulled out of the market. (Kentucky, in fact, had 45 cariers leave, leaving it with
only one private insurance company writing hedth business in the date). Kentucky
and Washington have since repealed portions of their reforms.

» The dae of New York enacted changes in the individud insurance market that
included guaranteed issue and pure community rating (i.e, same rae charged for
everyone regardless of age). This resulted in subgtantid premium rate increases due
to adverse Hection, and dl individud indemnity cariers exited the market.
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However, individud HMO policies became more widesoread and led to a
dabilization in the market. As a result, some view the New York reforms as apartid
success, in the sense that coverage is now readily avalable for high-risk individuds
from a number of different carriers in the state.  However, it is difficult for lower-risk
individuds to find affordable coverage, and the only choices ae HMO and POS
plans.

» New Mexico enacted reforms including guaranteed issue, a 6-month limit on pre-
exiging condition exclusons, and certain premium rae redrictions which limited the
degree to which a carier could vary its raes. In the years following reform, the
number of people with individua hedth insurance declined by more than half.

» Louiganas reforms were much less comprehensve than those cited above. They
included guaranteed renewd and certain limits on pre-exiging condition exclusons.
Premium rate redrictions include a variaion of plus or minus 10% for an individud’'s
hedth datus, and unlimited variaion for demogrephic characterisics.  Following
reform, the number of individuads enrdlled in the individud hedth market declined by
about one-third.

In addition to these reform efforts, nine dates regulate individuad hedth insurance premium rates
via minimum loss rdio regulaions (i.e, the minimum percentage of aggregate premiums that
must be paid out in hedth care benefits to insureds). These minimum loss ratios range from 60%
(Maryland) to 75% (New Jersey). Minimum loss ratio regulations are intended to ensure that
insurance carriers do not overcharge for hedth insurance, due to high adminigrative and
marketing costs and/or ecessve profits. However, minimum |oss rétio regulations do permit a
carier to charge whatever it wants for hedlth insurance if it is justified by historical and reasonably
anticipated future hedlth care cost levels. Because these regulations do not address the overall cost
of hedlthcare, they are ineffective at addressng the affordability issue.

Pros and Cons

Pros and cons of individua hedlth insurance market reform, in light of the Statewide Hedlth Care
Insurance Task force criteriaare;

Pros:

» Guaranteed issue and rding redrictions make hedth insurance avalable to high-risk
individuas who might not have accessto it otherwise.
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» Guaranteed renewability provisons means individuals can be assured of keeping ther
coverage once they have bought it.

» Minimum loss ratio requirements ensure that carriers pay a reasonable proportion of
premium revenues in hedth care benefits.

Cons:

» Because of the high degree of adverse sdection in the individua market, over-
reaching reforms can cause consderable market upheavd and, in the most extreme
case, cause the market to cease to function. Competition among cariers can be
reduced or even diminated. High premiums put individud insurance out of reach for

many people.

» Individuad insurance, which is dready more codly than group insurance, is typicdly
made more expendve by even moderate market reforms.

» Experience has shown tha reforming the individud insurance maket is extremey
difficult to achieve successfully.

»  Minimum lossrétio regulaions do not effectively address the issue of affordability.

| ssuesto be Considered and Analysis Required

The key issues and further andysis that need to be condgdered in implementing individua hedlth
insurance market reform include:

» How to meet the social gods of making hedth insurance avalable for high-risk
individuds while dill maintaining affordability for lower-risk persons.

» How to implement reforms in such a way tha it does not cause problems in the
functiondity of the individud hedth insurance marketplace.

Rural Coverage Initiatives

Overview and Summary
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Hedlth insurance in rura areas faces its own unique set of issues and problems. Firdt, because a
higher proportion of rurd resdents is sdf-employed, the individud insurance market is more
predominant than it is in urban areas. Second, managed care tends to be less prevdent in rurd
aress than in urban. Third, indemnity insurance can be more expensve than HMO coverage
(though certainly not dways s0). Findly, indemnity cariers may be squeezed out of states with
very high managed care penetrations in the urban aress, further reducing choice and competition
in the rurd market.

In addition, the ddivery of hedthcare in rura aress is dso chalenging. There may not be an
adeguate number of physicians and hospitals, and transportation over considerable distances can
be an issue.

Mogt of the initigtives regarding rura hedlthcare that we have seen emphasize providers of
hedthcare (phydcians and hospitals) rather than insurance coverage in rurd areas. As one
example of an insurance initigtive, many daes Medicad managed care programs have
implemented rules for including Rura Hedth Centers, Federdly Quadlified Hedth Centers and/or
Community Hedlth Centersin their provider networks.

The date of Minnesota adopted a law last year to facilitate the cregtion of entities called
Community Integrated Service Networks (CISNS). CISNs were intended to be HMO-like entities
limited to fewer than 50,000 enrollees, but without al d the regulatory redtrictions that HMOs
must comply with. The initiative was geared towards the rurd market with the hope of providing
local control over hedth insurance and delivery in those areas. However, at the present time, there
are no CISNsin Minnesota.

We are unaware of any other rural hedlth insurance coverage initiativesin any other Sates.
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IV. EMPLOYER MANDATES

In this section we focus on incentives and mandates to employers to provide coverage to thar
employees. These programs can take on avariety of forms.

» One dae (Hawaii) requires employers to provide their employees with hedth
insurance by paying some portion of the premium.

» A few daes (Massachusetts, Washington, and Oregon) have consdered “pay or
play” mandates, where an employer must provide coverage or pay a tax. However,
no date successfully implemented such a program, due to politicd and/or economic
reasons, and no “pay or play” mandates exist today. (In addition, there are questions
as to whether a state can actually ingtitute a “pay or play” mandate due to ERISA).
Therefore, we will exclude it from discussion in this paper.

» There are limited examples of employer tax credits or other incentives for providing
hedth insurance in certain crcumgtances. These have been previoudy described in
other sections of this report:

Colorado’ s employer income tax credit was outlined in Section 2.
Massachusatts  incentive to employers to provide hedth insurance for certain low-
income employees was aso mentioned in Section 2.
» Smdl group reform laws generdly require that if an employer provides hedth
insurance to its employees and their dependents, it cannot exclude anyone due to poor
hedlth status or smilar reasons.

The Hawaii Program

Overview and Summary

Since 1974, Hawaii has required employers to provide hedth insurance for dl employees working
over 20 hours a week. (Under a specid ERISA exemption granted by Congress, Hawaii is the
only date that can regulate the hedth insurance plans of sdf-insured companies). Excluded from
the requirement are employees working fewer than 20 hours a week, government employees,
gamall family businesses, and seasond workers.

In addition, Hawaii’'s QUEST program covers 130,000 low income people who do not have
access to private coverage.
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According to the US Census Bureau, Hawaii has the lowest percentage of citizens who are
uninsured of any date in the nation. About 7.5% of Hawaii’s resdents lack hedth coverage,
compared to about 16% nationally.

The private hedth insurance market in Hawaii is very concentrated, with two carriers -- Hawali
Medica Service Association (a Blue Cross plan) and Kaiser Permenente — insuring the mgority of
the population. With mandated coverage and a concentrated market, one might expect that heglth
care codts in Hawaii to be very high; however, according to the Milliman Health Cost Guidelines,
the average hedth cost for a comprehensive medica benefit in Hawaii is only 4% above the
nationa average.

Pros and Cons

Pros and cons of the Hawaii employer mandate to provide hedth insurance, in light of the
Statewide Hedth Care Insurance Task force criteria, are:

Pros:

» Basc hedthcare bendfits are available to anyone with a full-time job.

» Coverageis provided through commercid carriers.

»  Premium rates are not higher than in other states without such mandates.

»  Themandate requires no outlay of state funds.

» By providing near-universal coverage, the system is rdatively seamless.

» Providersin the state have readily accepted the mode!.

» By forcng lives into the insurance system, insurers are assured of getting enough
hedthy individuds insured, thus amdiorating hedth care costs and meking hedth

insurance more affordable.

Cons:

» Hawaii is geographicdly remote and isolated, and its economy is largely based on
tourism and agriculture.  Manufacturing is predominantly related to the processng of
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food products. Consequently, the Hawai mandate may not trandate readily into
mainland sates.
There is a rik that adoption of the Hawai modd in another date could cause
ggnificant economic hardship in that date, including loss of jobs as employers move

to other states without such a mandate.

Individuas in Hawaii do not have the option of choosing to forego hedth insurance in
favor of higher wages.

Mandates may not be acceptable politically in other states.

Hawaii’s uninsured rate, though lowest in the nation, is only dightly better than rates
in Minnesota and Wisconsin, which do not have such mandates,

While there is not evidence of cause-and-effect, the private hedth insurance market in
Hawaii is very concentrated and hence competition may be limited.

A mandate is not a partnership or collaboration.

This gpproach requires an ERISA preemption; would Congress grant another?

| ssues to be Consider ed and Analysis Required

The key issues and further andyss that need to be consdered in implementing an employer
mandate Smilar to Hawaii’ s include:

>

How would such a mandate impact a state's economy? Would employers leave the
daein favor of states without such a mandate?

The modd depends on a hedthy, functioning private hedth insurance market. Could
such a mandate be adopted in other dtates without causng dgnificant disruptions in
the marketplace? What sort of regulatory structure would be required — would
premium rate regulation need to be much more gtrict?

Small Group Reform Mandates

Overview and Summary
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The NAIC modd amdl group reform laws do not permit an insurer from excluding specific
employees or their dependents from an employer group’s coverage, provided that the employee is
eligible under the employer’s program. Insurers are dso forbidden from encouraging employers
to make specific employees or dependents indigible. HIPAA’s requirement gpplies to employers:
they are forbidden from discriminating againgt employees in poor hedth in ther hedth insurance
program.

Pros and Cons

Pros and cons of the mandate to include al otherwise eigible employees in an employer-
sponsored hedth insurance program, in light of the Statewide Hedlth Care Insurance Task force
criteria, are:

Pros:

» The mandate makes basc benefits avalable to dl employees and dependents
regardless of hedlth Satus.

» It improves the seamlessness of employer-gponsored insurance by removing the
potentia that employees or dependents might lose their coverage if they becomeill.

»  The mandate does not require an outlay of state funds.
Cons.

» The requirement may cause hedth insurance premiums to be higher than they would
otherwise.
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V. CONCLUSION

Despite nearly 15 years of unprecedented economic growth, the avalability and affordability of
hedth insurance remains a subgtantia problem in the United States.  Upwards of 43 million
Americans reman uninsured.

States have become something of a ‘laboratory’ in finding what works, and what doesn’'t work, in
combating the uninsured problem. There have been successes (e.g., SCHIP, premium-sharing)
and falures (eg., individua hedlth insurance market reform).

This report has presented a summary of they myriad of programs and inititives the various saes
have implemented to decrease the number of individuas without hedth insurance. We have dso
outlined the pros and cons of each approach and highlighted areas that may warrant further study
and andysis.



