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Report of The Connecticut Health Insurance Policy Council:

A Framework For Health Care
Reform For Connecticut

Executive Summary

The Connecticut Health Insurance Policy
Council came together in July of 2006 to
analyze issues and make recommenda-
tions for action on health care reform.

The importance of the undertaking to the
participants is reflected in the fact that the
membership of the Council is composed
of senior executives of all of Connecticut’s
leading commercial health plans and busi-
ness associations, as well as several of the
state’s leading employers. No group like
this has been assembled in recent years in
this state. The Council is a private, not-for-
profit policy organization whose members
have funded this project themselves and
worked diligently for six months to fashion
this report. We are indebted to Xerox Cor-
poration for the production and printing
of the document.

This report presents analyses of several
problems associated with health care and
health insurance, suggests broad goals
for corrective action, and proposes a
policy framework for the development

of specific proposals.

1. Introduction

Our study has convinced us that health care
reform must involve simultancous and sus-
tained action on three related challenges:

* improving the health status of our
residents, particularly with regard to
lifestyle-based diseases;

» improving the cost-effectiveness and
quality (the “value”) of health care ser-
vices; and

* securing access to health insurance for
those who lack it.

Mere health insurance reform is not en-
ough, and lack of health insurance is not
even the largest of these challenges in terms
of the number of people affected. Because
different parts of the health care system are
managed by ecach of the public and private
sectors, action is needed by both sectors to
effect the needed changes. While the state
needs to make some changes, so do employ-
ers, health plans, providers, and consum-
ers. Moreover, these should not be viewed
as discretionary matters. They are vital to
the state’s economic competitiveness, to the
continued availability of our hospital and
physician system, and to the well-being of
consumers at all income levels.

2. Understanding
the Problems

A. Health Status and
Unhealthy Lifestyles

Connecticut ranks fifth from the top in

a comprehensive ranking of the states in
terms of health status, and has been moving
up. But this comparative good news should
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not mask either the importance of lifestyle
factors to the overall health care cost issue,
or to the health of many people in our state.
For example:

* Nationally, 75% of health care spending
1s on diseases caused at least in part by
unhealthy lifestyles;

*  16.5% of Connecticut residents
smoke, and 20% are obese. These are
probably the most important initial
targets for action.

e Almost 10% of our adult residents have
asthma, putting us near the bottom of
the state rankings on that factor.

*  We lag or have been dropping in several
other areas that are probably impacted
by our relatively high rates of urban
poverty, including the incidence of
infectious disease, the adequacy of
prenatal care, and infant mortality.

B. The Cost and Quality of
Insurance and Health Care

About 522 billion was spent on health care
services of all kinds in Connecticut in 2004.
We know from decades of health services
research that a material portion of this
spending was wasted or is of questionable
validity — more than enough wasted money
than is needed to provide health insurance
coverage for all.

The difficulty is that both nationally and

in Connecticut we are sadly lacking in the
means of measuring the cost-effectiveness
and value of health care services. Consum-
ers and employer-payers cannot easily com-
pare the efficacy or quality of providers
and therapies against the fees being
charged, and, in fact, consumers don’t typi-
cally know what the costs of services are
until well after the point of service, if then.

Providers themselves often lack scientific
bases for judging efficacy, and many do not
have easy access to practice guidelines that
codify what is established best practice.

An extensive effort on data collection,
measuring and reporting results, establish-
ing clinical guidelines and implementing
them, and developing standards and rules
for the deployment of information technol-
ogy and electronic medical records must
be central to health care reform. Informa-
tion made available to the public should
include data on both cost and quality in a
consumer-friendly format. In short, health
care reform has to address the need to put
in place the information and technology
infrastructure to manage cost and quality.

Further, Connecticut costs in a number of
areas are unusually high compared to other
states: for example, costs associated with
mandated benefits (among the states, Con-
necticut 1s tied for third in the highest num-
ber of mandates), hospital costs (where we
are 6th highest), nursing home costs (where
we rank #1), and medical malpractice costs
(where we rank #3 in average claims paid).
Our state’s private payers also experience
heavy cost-shifting from Medicaid due to
its inadequate levels of reimbursement for
medical services. As a result of this, many
participants cannot get access to physicians,
which leads to overuse of expensive hospital
emergency services.

Some people argue that if we could only
lower the administrative costs of insur-
ance, by moving to a so-called single-payer
government-run system for example, we
could solve the cost problem. But 86% of
the average insurance premium dollar is
spent on underlying health care costs, not
on administration. Of the remaining 14%,
most goes to necessary programs aimed

at wellness promotion, consumer support,
fraud detection, and cost containment, and

A Proposal for Health Care
Reform for Connecticut

Pageii



to costs associated with government regula-
tion, taxes and cost shifting,

C. Lack of Insurance Coverage

Over 91% of Connecticut residents now
have health insurance, with almost two-
thirds of them gaining coverage through
Employed-Sponsored Insurance (“ESI”).
But there are important pockets of Con-
necticut residents who lack insurance, com-
prising about 300,000 people in total, whose
needs should be addressed through targeted
solutions. Special analyses of this uninsured
population, prepared for the Council by the
Lewin Group (“Lewin”) of Falls Church,
Virginia, reveal several important groups to
focus on for coverage expansion:

*  46% are among the “working poor”
— those with houschold incomes from
100-300% of the Federal Poverty Level
(“FPL”). (The 2006 Poverty Guidelines
published by the U.S. Department of
Health and Human Services, set the
FPL at $9,800 for a single person, and
$20,000 for a family of four.) Getting
insurance to these people will require
some kind of subsidy.

e 22% of the uninsured may be finan-
cially eligible for Medicaid but have not
enrolled, and most of these are children
under age 18.

*  66% of the uninsured have a working
family member, but over 80% of those
have no access to ESI either because
their employers do not offer health care
insurance or they are not eligible for it.

* About 37,000 workers and dependents
declined coverage, presumably because
it was too expensive.

*  Another important and difficult sub-
group of the uninsured is the 17%

(50,000 people) who are part-time em-

ployees but have no access to coverage

from any non-Medicaid source (such as
a plan covering a working spouse).

*  52% of uninsured workers and
dependents are in small businesses
— firms with less than 50 employees.
Small business needs to be a key target
of any reform.

e 41.5% are young adults, ages 19-34.
Many of those choose to go without
coverage rather than spend the money
for insurance.

3. Goals for Health
Care Reform

We need to set aggressive goals for a com-
prehensive health care reform effort. We see
this effort as central to the ongoing com-
petitiveness of our business community and
the health of our citizens. Our overall goal
should be to make Connecticut’s health care
and health insurance systems a competitive
advantage for businesses and residents. We
suggest three goals, all of equal importance:

1. Connecticut should strive to become
the healthiest state in the country by
2020, and should reach top three status
overall and be in first place in lowest
rates of obesity and smoking within
five years.

2. High quality and affordable health care
should become a source of economic
vitality and a competitive advantage for
Connecticut compared to other states.
We should put systems in place so that
our health care and insurance costs
trend below the average of other states,
and that make us leaders in deploying
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data and technology to measure and
improve health care cost-effectiveness
and quality in a way that is meaningful
to consumers.

It should be unacceptable for anyone
to be unable to obtain health insurance
coverage in our state. A proximate goal
should be to reduce the number of
uninsured by half in three years.

4. Policy Framework

We offer ten key principles to guide the
development of specific policies and pro-
grams. They emphasize a coordinated
approach of driving for improvements in
health status, cost-effectiveness and quality,
and insurance coverage.

L.

We must expand and improve Connect-
icut’s health care data and technology
infrastructure. This means an improved
shared-use health care data system,
development and implementation of
clinical guidelines, provision of cost
and quality information to consumers,
and deployment of electronic medical
record systems.

We should build upon, not replace, the
current ESI-based financing system. It is
the system in place for almost two-thirds
of our residents, and it provides most

of the leadership in areas of wellness
promotion, cost containment and qual-
ity enhancement. It should be strength-
ened, not replaced, and the private
sector should take the lead.

Employers and the health insurance
industry, working together, need to take
more aggressive steps to achieve health
care reform goals through creative plan
design and benefit management. The
private sector needs to take concerted

action to generalize the use of wellness,
cost containment, consumer informa-
tion and other tools in model plan
designs that have been shown to

work, and should also take steps to
help low-wage and part-time workers
purchase coverage.

Individuals should be encouraged to
take personal responsibility in making
proper use of the health care and insur-
ance systems. Consumers and Medicaid
participants need to be given incentives
to maintain healthy lifestyles and to use
the health care system efficiently. The
Council could not come to a consensus
on whether upper income people who
can afford health insurance should be
required to have it.

The state needs to facilitate the offering
of more affordable policies. This means
that the state should allow and encour-
age health plans to offer customized and
more affordable plans to special groups
that lack coverage, and may include se-
lective relaxation of benefits mandates.

The state should develop a new subsidy
program to lower the cost of insur-
ance for certain groups and individuals.
Provision of new state subsidies should
come with the condition that model
plan design elements are used.

The state should re-examine public
policies that drive health costs higher.
Certain of our legal, regulatory and
legislative requirements add unneces-
sary health care costs and should be
re-examined. This should include
consideration of special health courts
to handle malpractice disputes.

The state should expand efforts to enroll
eligible people in Medicaid, especially
children in HUSKY where federal
matching funds are going unused.
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9. The state should reform the structure
and financing of Medicaid. The state
could stretch Medicaid funds further
by using them to support participants
through employer-sponsored health
msurance plans and by bringing the
benefit package more in line with com-
mercial coverage. Reimbursement
rates to providers must be improved
to assure access to services and reduce
cost shifting to the private sector.

10. We should create an authority with
dedicated funding to encourage healthy
lifestyles. We need a single purpose,
public-private agency to mobilize effort
on key healthy lifestyle and public
health initiatives.

5. A Program
Example

While the Gouncil is not making specific
program recommendations at this time, we
want our proposed policy framework to be
tested against the state’s financial realities.
Accordingly, the Lewin Group has priced
out a specific set of program assumptions
—not Council recommendations as such

— to test their impact on state costs and
coverage. Here are the assumptions:

* Health plans and the Department of

Insurance, working together, will be able
to fashion customized lower-cost policies

for special groups that lower the cost of
coverage by 15% below average com-
mercial rates in Connecticut;

»  The state will provide a 25% refundable

tax credit to small employers who start
to provide coverage for their workers;

* The state will provide a premium
subsidy to previously uninsured individ-
uals between 100-300% of FPL to
help them buy into the lower cost pri-
vate plans;

* People in households with incomes
above 500% of IFPL will be required to
have coverage or pay a fine equal to the
cost of insurance;

*  HUSKY outreach programs will
succeed in enrolling one-third of the
eligible but not enrolled population;

*  The SAGA program will be expanded
to cover all those below 100% of FPL,
solely through added state funding
(though federal matching would
be sought);

*  The Medicaid benefit plan will be
revised to be comparable with those
provided under typical private cover-
age, but with no change in Medicaid’s
nominal co-payments; and

*  Medicaid payments for hospitals, doc-
tors, and other health professionals will
be increased by 10%.

Using the Lewin Health Benefits Simulation
Model (HBSM), the results of this hypothet-
ical scenario in terms of reduction of the
uninsured and cost to the state are shown on
the next page.
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Estimated Cost and Reduction in the Uninsured Population in Connecticut by Policy Provision

Reduction State Cost Federal Costs
in Uninsured (millions) (millions)

Overlapping Estimates of Program Impacts

Cover one-third of Medicaid/SCHIP not enrolled 22,000 $18.6 $21.8

Increase the income eligibility level under the
State-Administered General Assistance (SAGA)
program to 100 percent of the FPL for all single

adults and married couples without children 11,220 $29.2 -
Reduce private insurance premiums by 15%
Individual coverage 10,700 - -
Employer Coverage 16,900 - -

25% employer tax credit for small
firms that start to offer insurance 31,800 $26.9 -

Premium subsidies for individuals
between 100% and 300% of the FPL 27,750 §72.3 -

Redesign Medicaid benefits for hospital, physician
and other health professional health services - (5$65.0) (565.6)

Increase Medicaid reimbursement by 10% for
hospitals, physicians and other health professionals - $101.2 $103.0

Mandate for people living above 500%
of the FPL to have coverage 49,000 (54.0) -

Non-Overlapping Total

Non-Overlapping Total 157,440 $167.4 $59.2

In addition, an estimated $10 million would be needed in the first year to support initiatives in
the areas of cost containment, quality improvement, and healthy lifestyles, consistent with the
Council’s Policy Framework, for a total cost to the state of about §177 million.
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1. Introduction

In what many regard as a positive develop-
ment, the focus of health care and health
insurance reform has moved in recent
years from the federal to the state govern-
ments. At least 20 states have enacted
health reform initiatives of varying degrees
of breadth, with our neighboring state of
Massachusetts being one of the most recent
and the most extensive to date. It is time for
Connecticut to take up that challenge.

A first step in that effort is to define

the problem we need to address. After

six months of work, the Council has

come to the unanimous view that the
problem is not just the lack of health
isurance coverage, though that is certainly
a very real issue. Instead, there are three
closely related challenges that must be
addressed simultaneously:

* The need to improve the health status
of a large portion of the state’s popula-
tion, particularly with regard to lifestyle-
based disease factors;

* The need to improve the cost-effective-
ness and quality of our health care
system, so that the dollars that are spent
are buying a better value product; and

e The lack of health insurance coverage
for many of our citizens to assist them in
gaining access to care.

It is useful to think of these issues in the
form of a cake with three layers — all part
of the same overall problem as shown in
the grahic to the top right. If our popula-
tion were healthier, and/or if health care
were delivered in a truly cost-effective and
measurably higher quality manner, there
would be more than enough money already
available in the system to deliver affordable
health insurance to everyone.

Unhealthy Lifestyles

Cost & Quality

Coverage for those
who lack insurance

We have also concluded that this report
cannot only be about what the state govern-
ment should do about health care reform.
Since the financing and operation of our
health care system is shared between the
public and private sectors, it needs to be
about what all of us in both sectors, includ-
ing employers, providers and consumers,
must do to help fix the problems.

The Council is convinced that actions that
produce steady, meaningful, and compre-
hensive improvements in Connecticut’s
health care system are critical to the state’s
economic competitiveness and vitality.
Failure to make such improvements will
seriously jeopardize our economic future,
undermine the financial stability of our
hospitals, discourage talented profession-

als from opening and maintaining health
care practices, ensure an increase in the gap
between the haves and have-nots of our
society, and reduce our ability to grow jobs
and to sustain our premier quality of life. In
short, we cannot choose between action and
inaction. Our choice is between acting on

a planned and orderly basis now or reacting
in an ever more crisis-oriented fashion in
the future.

Our report begins with background on the
public and private health insurance struc-
ture in Connecticut as an introduction to
analysis of the issues central to health

care reform.
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2. Background on
Health Insurance
in Connecticut

Over 91% of state residents are currently
insured by either public or private programs
(see the chart to the right). This is a record
that Connecticut’s citizens should take pride
in — and it should not be overlooked while
focusing on solutions for those state resi-
dents who are not currently insured.

To elaborate on this chart:

Employer-Sponsored Insurance (“ESI”)
including both workers and retirees covers
64% of the Connecticut population, one of

the highest proportions among the 50 states.

e Of this number, 52°% of enrolled em-
ployees in Connecticut are covered by
so-called “self-insured” plans.! These
plans, because they are self-insured
(the employer is taking the risk) and are
not covered by a policy of insurance
issued by an insurer or a health plan
that is subject to state insurance law, are
governed by the federal Employee Re-
tirement Income Security Act of 1974
(ERISA). This puts them beyond the
reach of state insurance regulation and
any state coverage or benefit mandates
that might be imposed on state-regulat-
ed insurance plans. This fact becomes
very important when considering state-
level solutions to coverage problems.?

Insurance for individuals and their
dependents is available from a variety
of health insurers and health plans in
Connecticut, though it is inherently
more expensive than group coverage
due to, among other things, the lack of
economies of scale, tax advantages, and
employer contributions. Health insur-

Connecticut Population by Primary Source of
Health Insurance (in thousands)

CHAMPUS/Other i
26 Uninsured

298
Non-group 0.1% Medicare

101—2,99% 485
1.3%

Retiree Medicaid

355
48 10.9%

Employer
2,207

Total Population = 3,620

a/ Primary payer is determined on the basis of prevailing coor-
dination of benefits practices now in use.

Source: Lewin Group estimates using the Health Benefits Simu-
lation Model (HBSM).

Important Conclusions From This Data:

« 64% of the insurance coverage for
Connecticut’s population is employer-
sponsored - one of the highest among
the 50 states

« 52% of that employer-sponsored
group are covered by self-insured plans,
which are governed by ERISA and are
beyond the reach of state coverage or
benefit mandates

Almost 25% are covered under public
programs — Medicare, Medicaid and
CHAMPUS

« Only 2.9% receive coverage through the
individual market

ers and health plans can “medically
underwrite” (adjust rates or exclude
from coverage) individuals in our state,
but low-risk individuals may actually
find individual coverage less costly than
employer-based coverage. Without such
medical underwriting, the cost of indi-
vidual coverage in Connecticut would
be substantially higher.
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Because medical underwriting can
result in high-risk people being unable
to get coverage in the regular market,
the health insurance industry worked
with the state to establish the nonprofit
Health Reinsurance Association (HRA)
in 1975. The HRA i1s a high-risk pool
that offers comprehensive health insur-
ance benefits to eligible individuals and
their families. HRA rates may vary by
age and gender, but by statute premiums
must be at least 125%, and no more
than 150%, of the average rates for
Connecticut employers with 10 employ-
ees. For example, the monthly HRA
premium in 2006 for an individual (non-
conversion) PPO plan for a husband
and wife in their early 40s with one child
would be $1,294. There are lower rates
for low income people —in the above ex-
ample if household income were below
$32,160, the monthly rate would fall to
$902. But this cost is close to $11,000
per year and would be unaffordable

for a low income family with after-tax
income below $32,000. Clearly, for the
high-risk pool to be a viable option for
lower income people, it needs some ad-
ditional, sustainable, broad-based source
of premium subsidy. In 2005, 2,487
people were covered through the HRA
in Connecticut.?

Employer-based or “group” coverage is
available for small groups with one to
50 employees. Medical underwriting is
not permitted and pricing variation is
permitted only according to age, gender,
family size, and a few other non-medical
factors. (Note: an individual applicant
bears the burden of proof to show that
he or she is an employed group of one
(a “sole proprietor”), and many simply
prefer to access the individual market.)

Public health insurance programs are also
critical to providing coverage for some Con-

necticut residents. As the chart on the previ-
ous page shows, 10.9% of the state popula-
tion is covered by the Medicaid program.

Most of Medicaid in Connecticut is ad-
ministered by managed care companies
under contract with the state, and this
part of the program is called “HUS-
KY”. “HUSKY A” is managed Med-
icaid covering children under 19 years
old and parents, or a relative caregiver
living with such children, where house-
hold income is no more than 150% of
the Federal Poverty Level or FPL;* and
pregnant women and children under 19
years old where household income is no
more than 185% of FPL.5

“HUSKY B” is the name for the fed-
eral-state program known as “SCHIP”
(State Children’s Health Insurance
Programs), extending coverage through

managed care arrangements for chil-
dren up to 300% of FPL.

There also remains a category of people
in fee-for-service Medicaid, adminis-
tered directly by the state, covering those
who for various reasons are exempted
from the managed care plans as well as
the aged, blind and disabled ("ABD”)
program operating pursuant to the
tederal law.

While the Lewin Census-based figures
from March, 2006 show an estimate of
355,000 people in Medicaid, the state’s
actual current count is approximately
305,000 people in the HUSKY pro-
grams (15,000 of whom are children
in HUSKY B), and another 101,000
in fee-for-service Medicaid, for a total
of about 406,000. In addition, about
31,000 single individuals or childless
couples are covered under the State-
Administered General Assistance pro-
gram (SAGA), which is funded only

by the state.
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* An additional 13.8% of the state’s pop-
ulation, or 485,000 people, are covered
by the federal Medicare program.

3. Understand-
ing the Problems

Fortunately, there have been several recent
reports written on health care issues in Con-
necticut from which we can draw. Among
those we will cite are the following:

“Snapshot: Connecticut’s Health Insurance
Coverage,” based on 2004 data and re-
leased in January, 2005 by the Connect-
icut Office of Health Care Access, and
“Health Insurance coverage in Connecticut:
Executive Summary of the 2006 Household
Survey,” released by OHCA in Decem-
ber, 2006 (hereinafter, “OHCA”).

“Mapping Health Spending and Insurance
Coverage in Connecticut,” February, 2006,
by the Universal Health Care Founda-
tion of Connecticut (hereinafter,
“Foundation”).

“Connecticut Health Scorecard, 2006,”
developed by the Business Council
of Fairfield County (hereinafter,
“Business Council”).

In addition, the Connecticut Health Insur-
ance Policy Council has contracted with
The Lewin Group of Falls Church, Virginia
(“Lewin”), a health care consulting organi-
zation recognized nationally for its experi-
ence and expertise in statistical and eco-
nomic analyses of state and federal health
insurance reform proposals. Lewin has pre-
pared extensive analyses of the uninsured
population in Connecticut and of various
policy proposals that were considered in the
development of this report.

A. Health Status

Beginning our analysis with the top layer of
the three layered cake, clearly a great po-
tential impact can be gained from improv-
ing the health status or “wellness” of our
residents through the promotion of healthy
lifestyles. This is not to suggest that Con-
necticut does badly when compared to other
states. In fact, in 2006 we rank fifth — up
from seventh in 2005 — in “America’s Health
Rankings,” a compilation of state rankings
produced by the United Health Foundation,
the American Public Health Association,
and the Partnership for Prevention.® We
were ranked behind only Minnesota, Ver-
mont, New Hampshire and Hawaii. The
summary on Connecticut in the most recent
ranking is attached as Appendix 1.

Despite this comparatively high ranking,
we cannot be complacent. Research

shows the striking impact on health care
costs from lifestyle-related factors: 75% of
health care spending is on diseases caused
at least in part by unhealthy lifestyles.” For
example, there was an estimated $37 billion
in private health care spending related to
obesity in 2002.8

Some of the best and most recent com-
parative health status data for Connecticut
are found in the Business Council and
America’s Health Rankings reports. There
is much to be both pleased and concerned
about in these studies:

*  16.5% of Connecticut adults smoke and
20% are obese — even though in both
cases, we rank as the third best state.

*  9.7% of our adult residents have
asthma, and Connecticut is ranked
47th (50th being worst) in the nation
on this factor.

*  We rank #1 in rate of childhood vac-
cinations, but we rank 16th in infant

deaths per 100,000 live births.
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e In oral health, we rank #1.

* In cancer incidence per 100,000 we
are 38th.

*  We rank 39th in the number of
infectious disease cases per 100,000
population.

*  We are 14th in adequacy of prenatal
care, down sharply from 5th in 2005.

e We are 18th in per capita public
health spending.

*  We have dropped from Ist in 1990 to
10th place in 2006 in the percentage of
the population without health insurance.

We have attached the Business Council’s
summary “Health Scorecard” as Appendix
2. This succinctly presents a large amount
of heath status information on our

state population.

Effective work by both the private and pub-
lic sectors on prevention and wellness pro-
grams, especially those oriented to reduction
of lifestyle-related health risks, needs to

be central to any health care reform. The
fact that these risks are rooted in pervasive
national and global behavior patterns that
are hard to change does not mean that we
cannot make progress.

B. The Cost & Quality
of Health Insurance
and Health Care

While still the mainstay of insurance
coverage in the United States, ESI is being
stressed by a variety of factors, mostly hav-
ing to do with rising costs. Health benefit
premiums have risen an average of 7.7%
per year from 1997-2006, substantially out-
stripping the general rate of inflation.? Na-
tionally, employment-based coverage for the

non-elderly population dropped by about 5
million people from 2000 to 2004, to 159.5
million.!0 At the same time, the cost burden
of health coverage on consumers is increas-
ing. The percentage of families spending
more than 10% of family income on out-of-
pocket health care costs increased from 8%
in 1996-97 to 10% by 2001-02; and when
consumer premium costs are included, that
figure rose to 18%.!!

Approximately $22 billion was spent in
Connecticut in 2004 (the most recent year
for which comprehensive statistics are avail-
able) on health care services of all kinds.!?
We know from decades of research that a
significant portion of this money is spent
unnecessarily — on therapies and services
with little or no benefit for the patient.!3
Consumers and even doctors often have to
make decisions based on imperfect infor-
mation, and some of this extra spending is
inevitable. But much of it is not, and health
care reform initiatives need to put in place
systems and incentives that help consumers
and providers of all kinds to make better
and more cost-effective decisions.

Health care spending is heavily concen-
trated on the sickest people: studies have
shown that during the last quarter of the
20th century, the sickest 5% of the popula-
tion consistently accounted for more than
half of health spending, while 10% ac-
counted for more than two-thirds. The
healthiest 50% of the group accounted for
less than 5% of costs.'* Efforts to improve
the efficiency and effectiveness of health
care need to focus therefore on the sickest
people, addressing quality of care and cost
containment issues.

Any health care reform initiative can-

not focus only on cost but must also ask
whether we are getting value for our invest-
ment in terms of quality of service and
good outcomes. Compared to a few other
states, Connecticut has not been a leader
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in assembling information about quality of
care as delivered by our resident health care
providers, but such information is critically
needed to permit payers and consumers to
make informed choices. We can and should
work to lower the cost of health care itself
by managing it better. In so doing, we can
improve the quality of care by avoiding such
things as unnecessary procedures, adverse
drug reactions and defensive medicine, and
by employing practice guidelines and evi-
dence-based medicine techniques, deploying
electronic medical record systems, and in-
creasing efforts on prevention and wellness.

A recent study which lays out a compre-
hensive long-term program for reform of
health care delivery is “Redefining Health
Care: Creating Value-Based Competi-

tion on Results,” by Michael E. Porter and
Elizabeth Olmsted Teiberg!®. Among many
other factors, it is notable that the authors
place special emphasis on the need to de-
velop greater individual accountability for
participation in health care (e.g., meeting a
reasonable set of individual obligations such
as personal responsibility to participate in
healthy living practices and compliance with
medical treatment advice).

Health care costs have a direct bearing on
insurance cost and affordability. Premium

increases closely follow health care cost
increases — between 1993 and 2003, premi-
ums grew nationally at an annual rate of
7.3%, paralleling closely the 7.2% annual
growth of health care costs. The principle
contributor to this growth in health care
costs 1s increased utilization.

Some people argue that if we could only
lower health insurance administrative
expenses, we could solve the cost prob-
lem. But, as the graphic on page 7 shows
(“Where Does Your Health Insurance
Dollar Go?”), on average 86 cents of the
commercial health insurance premium
dollar is spent on direct health care services
(.c., hospital care, physician care, medical
devices, and prescription drugs); only 14
cents is spent on all other costs, including
administration. Three cents comprises the
health insurance carrier’s profit margin.
Of the remaining eleven cents, five cents
goes to other consumer services, provider
support and marketing (including wellness
promotion and disease prevention, disease
management, care coordination, invest-
ments in health information technology,
fraud protection, and health support). An
estimated six cents goes to government pay-
ments, regulation and administrative costs
(e.g., claims administration).
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Where Does Your Health Insurance Dollar Go?

CONSUMER SERVICES®, PROVIDER SUPPORT AND MARKETING

GOVERNMENT PAYMENTS, COMPLIANCE,
CLAIMS PROCESSING AND OTHER ADMINISTRATION

INSURANCE INDUSTRY PROFIT

COST OF MEDICAL LIABILITY
AND DEFENSIVE MEDICINE

OTHER MEDICAL SERVICES

HOSPITALS**-35¢

* Includes prevention, disease management, care coordination, invest-
ments in health information technologies and health support.
**Includes the inpatient costs of hospitals and the outpatient costs of

Based on a PricewaterhouseCoopers’ analysis.
Factors Fueling Rising Healthcare Costs 2006.
© 2006 America’s Health Insurance Plans

hospitals and free-standing clinics.

This graphic is used with the permission of America’s Health Insurance Plans.

Moreover, the administrative expenses
incurred by health insurers must be weighed
against the value provided by those services.
Private sector health plans and insurers have
been responsible for developing many in-
novative benefit programs that have resulted
in improving consumer health outcomes
through more efficient and effective health
care delivery.

For instance, health insurers provide work-
site wellness programs that impact lifestyle
behaviors to improve enrollees’ health

status and reduce the inappropriate use of
health care resources and absenteeism while
increasing productivity. As another example,
a health msurer’s coronary artery disease

management program may save enrollees
pain and suffering and an employer-pro-
vided benefit plan considerable health care
expense if a heart attack can be prevented.
Health insurers also incur expenses in
curbing unnecessary and inappropriate
utilization of health care services, and in
negotiating discounts off full charges from
providers. The savings from these activi-
ties are generally passed back to employers
and consumers. In short, we have to spend
money on wellness initiatives and other cost
containment programs in order to improve
our health status and save money elsewhere.

Any comparison of an employer-sponsored
insurance system to a single-payer system
must take into account these fundamental
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differences, as the single-payer system by
itself is unlikely to develop the cost-saving
characteristics described above.

Since the cost of health care and insurance
1s high everywhere in the United States,
perhaps the best way to gain perspective
on Connecticut is to determine where our
health care and insurance costs and our
regulatory structure are out of line com-
pared to other states. The following are
some examples:

e In 2003, ESI premiums in Connecti-
cut for family, employee-plus-one, and
single coverage were 6th, 2nd, and 12th
highest respectively among the states.!”
Premiums for very small Connecticut
employers, those with 10 or fewer em-
ployees, were 2nd highest in the nation
in 2006.18

¢ With 46 mandated benefits, Connecticut
is tied for third place among the states
having the highest number of benefit
mandates imposed on insured group
plans. It is outranked by only Maryland
and Virginia.!? Since these mandates
only affect insured as opposed to self-
insured employers, they fall primarily on
plans offered by smaller employers who
generally are not large enough to self-
insure their plans. These mandates are
estimated to constitute as much as 30-
40% of the cost of coverage, but since
most commercial insurance would in
any case include many of the mandated
benefits, the true incremental cost of the
mandates is estimated at 15-20%.

e In 2003, our average daily hospital costs
were 6th highest among the states.20

*  Overall Medicaid costs per enrollee
were 2nd highest, but there are huge
differences within participant groups:
Connecticut was 1st in costs for the
elderly, 36th in costs for children,

and 46th in costs for non-disabled,
non-elderly adults.?! Connecticut’s
Medicaid benefit plans are among the
richest (and, therefore, most costly) in
the country.

*  Nursing home costs account for 14.5%
of health care spending in Connecticut,
making the Nutmeg State 1st among all
the states in this category.??

* Connecticut ranks 3rd in average medi-
cal malpractice claims paid, behind only
Illinois and Hawaii.23 Nationally, the
cost of medical liability and defensive
medicine consumes 10% of the pre-
mium dollar.?*

* According to data published by the
American Health Planning Associa-
tion?>, Connecticut has one of the most
extensive Certificate of Need (CON)
programs in the country, although cer-
tain improvements were made in the last
session of the Legislature.?6 The costs
and benefits of our CON process need
to continue to be examined.

Further, under the heading of health care
costs and quality, there is an important area
where we may not be spending enough.
Our Medicaid programs are widely ac-
knowledged as under-funded. The Council
strongly believes that policymakers need to
confront the fact that these programs, which
serve Gonnecticut’s neediest population,

are negatively impacting the commercial
insurance marketplace due to their low
reimbursement levels which have the effect
of shifting costs to private and commercial
patients. This cost shifting creates higher
premiums for private payers and employ-
ers and contributes to cost escalation which
forces some employers to drop coverage.
[Note that because Council members An-
them and HealthNet are participating plans
in the HUSKY program, they cannot take
any position regarding the need for added
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funding for the program and have recused
themselves from voting on these sections in
this report.]

Medicaid underfunding of its providers is
well documented and leads to the inability
of many Medicaid participants to access
physicians’ services other than through
costly emergency room visits. In the case

of the state’s hospitals, reimbursements

are at set at 62.5-75% of hospital costs.?”

In the case of physicians, the Council was
able to gather data on Medicaid fees paid to
over 300 family practitioners, pediatricians,
internal medicine specialists, and ob/gyns
throughout the state. For the family prac-
tice/pediatric/internal medicine physicians,
the state’s fee schedule for the key evaluation
and management (E&M) and preventive
service codes was 26% below what managed
Medicaid pays and 47% below what com-
mercial plans pay. Similar patterns apply in
the case of obstetricians/gynecologists.

These fee shortfalls have a predictable
impact on physician willingness to see
Medicaid patients. For the family practice/
pediatric/internal medicine group, 75% of
the physician practices were closed to new
Medicaid patients. We’re confident that the
access problems are even worse in certain
higher-cost specialties such as neurology,
dermatology, and orthopedics. Much of the
overuse of emergency rooms can be traced
to the fact that this entry point into the sys-
tem is the only way many Medicaid partici-
pants can see a doctor. The reimbursement
structure 1s also negative for the HUSKY
managed care operators in Connecticut who
are constrained in terms of the reimburse-
ments they can pass through to providers
and the care management programs they
can bring to bear.

The cost shift produced by the state’s
under-reimbursement of medical provid-
ers together with the cost of unreimbursed
charity care is further magnified by the

impact of the federal Medicare program,
which is beyond the scope of this report.

Effectively addressing inadequacies in
government reimbursement of participating
health plans and providers, and the conse-
quent impact on physician participation
and hospital financial stability, must be

part of any attack on the problem of the
uninsured. At the same time, more money
should not be spent in an unmanaged fash-
ion in Medicaid. The managed Medicaid
providers are already applying a range of
cost-saving technologies in their programs,
and they must be encouraged and funded

to do even more. The HUSKY program
and the Medicaid fee-for-service program
need to be financially stabilized and funded
based on sound actuarial principles in order
for an adequate provider network to be
achieved and to prevent the cost-shifting

to the commercial market that is currently
occurring. This should be coupled with
benefit redesign to more fairly replicate
average commercial benefits in the HUSKY
program and to maximize federal dollars for
the program.

There is another side to the issue of high
health care costs — health care as a gen-
erator of employment. This issue cuts two
ways. On the one hand, high health care
costs are typically listed as the number one
issue for the business community in annual
surveys by the Connecticut Business and
Industry Association (CBIA) on the factors
inhibiting job growth. On the other hand,
the health care industry produces large
numbers of jobs and is a major driver of
the national and Connecticut economies.

In September of 2006, BusinessWeek?8
reported that health care represents 12% of
the total national workforce, and that since
2001, the health care industry has added 1.7
million jobs nationwide while the rest of the
private sector taken as a whole had nega-
tive job growth.?? This pattern certainly
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applies in Connecticut where health care
(as defined by BusinessWeek) is responsible
for 212,000 jobs or 18% of the Connecticut
workforce.30 Further, the health care sector
Is attractive as an economic engine in that
it offers a wide range of jobs for people

of all skill levels. Any proposal for health
reform in Connecticut needs to model its
varying impacts on employment as an
important consideration.

Growth in demand for health care as
“boomers” age and the simultaneous
reduction in the number of health care
professionals caused by retirements will
create inflationary pressures and serious
challenges to quality. The State of Con-
necticut should develop a strategy to retain
professionals beyond currently anticipated
retirement dates, recruit professionals from
other states, and “grow our own” by build-
ing the capacity of the higher education
system to graduate more qualified health
professionals. Curriculum, teaching and
guidance changes K-12 will also be neces-
sary to produce qualified candidates for
these expanded educational resources.

There is one final cost issue which, while not
dealt with in this report, is one of the largest
facing the state — the need to deal with the
problem of unfunded state employee retiree
health programs. These liabilities will be
reflected in footnotes to the state’s financial
statements under new Government Ac-
counting Standards Board (GASB) account-
ing rules starting in FY 2008, and will likely
negatively impact the state’s bond ratings.

C. Lack of Health
Insurance Coverage

Unfortunately, there is no single authorita-
tive estimate of the uninsured population
in our state. Based on 2005 Census data

reported in 2006, Connecticut ranks 10th
among the states with the lowest percentage
of people who are uninsured. 11.3% of
the population or 393,944 people did not
have health insurance.3! The Census data
purports to track people who were unin-
sured for the previous year, but given the
way people respond to the question the
Census has said recently that its estimates
are more closely in line with so-called
“point-in-time” estimates.3?

By contrast, according to the most recent
OHCA data 6.4% of the population or
about 223,000 people lacked insurance at
the time of its 2006 survey (a point in time
estimate). OHCAS telephone surveys argu-
ably undercount the uninsured by being
unable to reach those who lack telephones.
OHCA estimates that 10% of the popula-
tion or about 347,000 people lacked cover-
age at any point in the preceding year, a
number closer to the Census figure.

Lewin uses the Census data but applies a
correction factor to take into account widely
accepted views about the undercounting of
Medicaid participants in the Census data.
The Lewin estimate is 297,700 people in
Connecticut who were uninsured, or 8.4%
of the population.?3 These figures all
include undocumented residents (non-citi-
zens). Any of these estimates can be used for
analytic purposes and all should be under-
stood to be approximate.

We generally use the Lewin estimates since
they lie midway between the estimates of

OHCA and the Census Bureau.

The Council believes expanding coverage
for the uninsured requires careful analysis
of the different segments of the uninsured
population, since needs vary widely. Differ-
ent types of initiatives will likely be required
for different groups. We have looked at the
composition of the uninsured population
across several critical categories: family
income, Medicaid eligibility, connection to
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the workforce, employer firm size, and by
age, race, and citizenship. Many important
conclusions emerge which form the basis for
a policy framework.

1. Analysis by Family Income

Figure 1 below segments the uninsured in
Connecticut by family income and income
as a percent of the Federal Poverty Level
(I'PL). The U.S. Department of Health
and Human Services 2006 FPL Guidelines
set the FPL at $9,800 for a single person
and $20,000 for a family of four (with two
children).

Analysis of this data shows that:

*  While 18.2% are “poor” (under 100%
of FPL)%*, a significantly larger 46% are

the so-called “working poor” (100-300%
of I'PL) who have a regular connection
to the workforce. Whether ESI can be a
more accessible solution for this group
needs to be examined.

A surprisingly high 15.7% of the un-
insured are in households at 500% of
IFPL (a little over $50,000 for a single
person and a little under §100,000 for a
family of four) or higher. These people
should be able to afford private insur-
ance. Some members of this group
presumably chose to self-insure or “go
bare” because they think they do not
need insurance, raising the question as
to whether they need stronger incentives
to get coverage and, if so, what types of
incentives would be effective.

Figure 1: Uninsured in Connecticut By Family Income and Income As A Percent Of
The Federal Poverty Level (FPL) (in thousands)

$75,000-
99,999  $100,000 +
22 30
$50,000-
74,999 7.4% 10.1% <$10,000
37 30

10.1%

$40,000-
49,999
27 1)1 | $10,000-
19,999

$30,000- 60

39,999 21.1%
29

$20,000-
29,999
63

Uninsured All Year = 298 thousand

Important Conclusions From This Data:

500% FPL Less than

or more FPL
a7 54

400% to
499% FPL

22
100% to
149% FPL

300% to 45
399% FPL
38

12.4%

150% to
200% to 199% FPL
299% FPL 37
55

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

+ 46% are the so-called “working poor” (100-300% of FPL) who have a regular connection

to the workforce.

« A material 15.7% (those at 500+% of FPL) can afford insurance but choose to self-insure or

“go bare” because they think they don't need it.
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2. Analysis by Medicaid
Eligibility

The Connecticut Medicaid program serves
a valuable function in providing coverage
for over 400,000 people. While over 80%
of Medicaid eligibles are enrolled in the
program, Lewin estimates that 22.2% of the
uninsured, or 66,000 people, may be finan-
cially eligible for Medicaid but not enrolled
in the program. This clearly illustrates the
need for improved outreach programs. As
we see from Figure 2:

e Almost two-thirds (63.5%) are children
under age 18, reflecting the higher
income eligibility thresholds for children
under HUSKY B and the program’s
limited penetration.

* The low percentage of adults age 35
and over reflects the lack of eligibility
under Mediciad for adult households
without children. This group is only
partially eligible under SAGA.

Figure 2: Uninsured Eligible For Medicaid But
Not Enrolled, By Age

Age 55+

Age 45-54
2 1% UnderAge6
Age 35-44 12
9

18.1%

Age 25-34
8 12.1%

6.0%
Age 19-24
4
Age 6-18
30

Medicaid Eligible Not Enrolled = 66 (average monthly)
a/ Medicaid includes SCHIP
Source: Lewin Group estimates using HBSM.

Important Conclusions From This Data:

« 66,000 of the uninsured may be finan-
cially eligible for Medicaid but are
not enrolled - calling for improved
outreach programs.

« Almost two-thirds (63.5%) of this group
are children <18 - meaning that HUSKY
B is not adequately reaching its target.
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3. Analysis by Connection to
the Workforce

Figure 3 below illustrates that:

*  Two-thirds of the uninsured (66%) have
a working family member. But 53.6%
of that 66% — over four-fifths — have no
access to ESI, either because their em-
ployer did not offer any coverage or they
were ineligible because the employer did
not offer coverage for part-time employ-
ees and/or dependents. We need to tar-
get those employers to encourage them
to offer insurance, or we must find other
solutions for those workers. A particu-
larly important subgroup is the people
who are employed part-time and are not

covered from any other non-Medicaid
source (for example, neither under the
HUSKY program nor through cover-
age under the benefit plan of a full-time
employed spouse). Lewin estimates this
group at 50,000 or about 17% of the
state’s uninsured.

12.4% of the uninsured have declined
employer-based coverage, presumably
because of cost. This points to a need
for assistance for lower-wage workers in
companies that do offer health benefits.

34% have no connection to the work-
force, so for most of them improved
Medicaid outreach must be stressed.

Figure 3: Uninsured in Connecticut By Connection To The Workforce (in thousands)

Uninsured
All Year
Uninsured dependent of covered worker 4.3
Decline coverage offered through work 36.9
Workers 28.7
Dependents 8.2
Worker ineligible for plan at work 49.6
Workers 45.2
Dependents 4.4
No employer coverage at work 105.6
Workers 88.5
Dependents 171
Families with no worker 101.3
Uninsured all year 297.7

Uninsured All Year = 298 thousand

Important Conclusions From This Data:

Decline ESI
36.9 Uninsured

Dependent

No Worker 4.3
1.4%
1013 12.4%

Ineligible
for Emp. Plan
49.6

35.5%

No ESI
at Work
105.6

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

« 66% of the uninsured have a working family member, but 53.6% of that group has no access
to ESI. We need to encourage those employers to offer insurance or find other solutions for

their employees.

+ 50,000 uninsured are part-time employees with no access to coverage from any source.

+ There is a need for assistance for lower-wage workers who cannot afford to enroll in their

employers’ programs.

» 34% have no workforce connection, so improved Medicaid outreach must be stressed.
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4. Analysis by Firm Size

Figure 4 shows that:

52.2% of uninsured workers and de-
pendents are in firms with less than 50
employees — confirming the convention-
al wisdom that the problem is focused
on the small employer category. But a
surprisingly large 24.7% are in firms

of 1,000 or more. These are mostly the
part-time workers, again pointing to the
need for a solution for this group.

Figure 4: Uninsured Workers and Dependents
in Connecticut By Employer Firm Size
(in thousands)

Government

12.7 Sole Proprietor

19.7

1,000 or more
Workers

48.5 19

Workers
46.7

23.8%

500-999
Workers
5.6
100-499
Workers
17.5

10-24

Workers
50-99 55 5o oas
Workers workers )

9.4 11.9

Uninsured All Year = 196.2
Source: Lewin Group estimates using HBSM.

Important Conclusions From This Data:

« 52.2% are in firms with <50 employees,
confirming the need for program focus
on small employers.

« A surprisingly large 24.7% are in firms of
1,000+ - mostly part-time workers - so a
different solution for this group
is needed.

5. Analysis by Age
In Figure 5 below:

» Itisinteresting that only 18.3% of
the uninsured are children —a much
larger group, at 41.5%, is young adults
ages 19-34.

*  Since only 18% are children under age
18, it is unlikely that meaningful health
insurance reform can be achieved by
focusing solely on children.

Figure 5: Distribution of Uninsured in Connecti-
cut By Age in 2006 (in thousands)

Under 18
54.6

16.4%

25-34
74.6

Uninsured All Year = 297.7
Source: Lewin Group estimates using HBSM.

Important Conclusions From This Data:

« The largest group (41.5%) of uninsured is
young adults between ages 19-34.
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6. Analysis by Race and Lewin analysis suggests that 34% of the
uninsured are non-white of which 17.5%

Citizenship are Hispanic, while the OHCA data shows
Figure 6 below shows an analysis of the 55% are non-white and 35% Hispanic.
uninsured by ethnicity and citizenship in More work is needed to understand the dif-
Connecticut. A material discrepancy be- ference between the estimates but, whatever
tween the Lewin/Census data and the latest the reasons, more attention clearly needs to
OHCA report occurs in the racial break- be paid to achieving coverage of minority
down of the uninsured population. The populations, especially Hispanics.

Figure 6: Uninsured by Race/Ethnicity and Citizenship Status (in thousands)

Non-Citizen
<5 years
Hispanic 29.3
52.2 Non-Citizen
5+ years
21.3

66.4%

Citizen
2471

Uninsured All Year = 298 thousand Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

Important Conclusions From This Data:

« We need a plan with culturally sensitive insurance initiatives to reach the Hispanic and the
non-citizen populations, each of which constitutes more than 15% of the uninsured.

Summary
Taken together, this analysis calls for a tar- for whom federal matching funds are
geted policy prescription that focuses on the available under HUSKY;

largest opportunities for expanding insur-

ance coverage and health care access by: »  Helping employers, and especially those

with less than 50 employees, to offer

*  Securing access to health care coverage insurance at prices that they and their
for the working poor, between 100— lower income employees can afford;
300% of FPL, who constitute about

46% of the uninsured: * Finding a solution for coverage for

part-time and temporary employees;
* Aggressively expanding Medicaid out-

reach, especially as applied to children »  Targeting young adults with lower

cost policies
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4. Health Reform
Goals

Health care reform cannot just be about
“universal health care”, or “what can the
state do to get to 100% health insurance
coverage.” Rather, it has to be about what
the private and public sectors, separately
and together, can do to achieve necessary
change in health status, health care costs
and quality, and insurance coverage.

Such a health care reform effort in Con-
necticut should be driven by clear and
aggressive goals. Without clear objectives,
programs cannot be designed nor success
measured. These goals must be set and
accepted for the public sector by the Gov-
ernor, the Legislature, and state agencies;
and for the private sector by participants at
every level including businesses, health care
providers, insurers, and consumers.

As an overall objective, we suggest that
health care reform should seck to make our
health care and health insurance systems
competitive advantages for our businesses
and residents. In pursuit of these objectives,
we propose three specific goals and empha-
size that they all must be worked on concur-
rently and urgently.

1. Connecticut should strive to become the
healthiest state in the country by 2020.
Our state should reach top three status
overall, and be in first place in rates of
obesity and smoking, within five years.

2. High quality health care at affordable
cost should become a source of eco-
nomic vitality and a competitive advan-
tage for Connecticut compared to other
states, measured by:

(a) Below average increases in health in-

surance premium costs compared to

other states over rolling three-year
measurement periods; and

(b) Leadership among the states in
implementing systems to aggregate
and use data to measure and im-
prove health care cost-effectiveness
and quality in a meaningful way
to consumers.

3. It should be unacceptable for anyone
to be unable to obtain health insurance
coverage in our state. We should strive
to expand health insurance coverage
to virtually 100% of the state’s popula-
tion over time, with the specific goal of
reducing the percent of uninsured by
50% in three years, and another 50% of
the remainder in three more years.

We considered an alternative goal of
achieving 100% coverage of children
only, but rejected that for several rea-
sons. While it has appeal, this approach
is inconsistent with the basic structure
of employer-based insurance which pro-
vides coverage on a family-wide basis, it
distorts the risk pool within employer-
provided coverage to the disadvantage
of singles and couples without children,
and it undervalues the importance of
making sure that the wage earners in

a family have effective access to health
care coverage themselves in order to
remain productive and able to work to
feed and support their children. Fur-
ther, such an approach would reach only
18% of the state’s population.

Lastly, initiatives to achieve these health
insurance and health care reform goals
must be sustainable financially, and should
be consistent with the state’s need to man-
age expenditures within the Constitutional
spending cap.
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5. Policy
Framework

From the foregoing analysis of key issues
and from the proposed goals for health care
reform in our state, the Council has sought
to develop a “policy framework” to guide
its further work. Our intent is to discuss and
refine this framework with other interested
groups as part of a collective effort to de-
velop more detailed proposals.

We suggest the following principles as the
basis for health care reform in Connecticut.

1. We must expand and improve Con-
necticut’s health care data and tech-
nology infrastructure. Policymakers,
employers, consumers and providers
all need better data on coverage, cost,
quality, and health status to manage
our complicated health care system.
Priorities for the state and the pri-
vate sector should include creating a
shared-use health care data system,
facilitating the development and
implementation of “best practice”
clinical guidelines by providers, and
employing “pay for performance”
reimbursement programs, giving
consumers access to appropriate cost
and quality information (“transpar-
ency”), and supporting the installation
of electronic medical record systems
by doctors and other providers. Any
Initiative to increase the use of in-
formation technology and electronic
medical records must include the use
of nationally recognized interoper-
ability and privacy standards.

P Discussion: We need several types
of improved health care manage-
ment tools in the form of data and
technology systems. First, we need

an interoperable health data system
with appropriate privacy controls to
inform policy development, consumer
decision-making, and performance
monitoring. A central objective of
that data system would be to make
appropriate cost and quality informa-
tion about health plans, hospitals,
physicians and other providers widely
available to consumers. Second, infor-
mation made available to providers,
health plans, and consumers should
include data on both cost and qual-
ity, if possible on an episode-of-care
basis, and presented in a way that is
meaningful and useful to consumers.
Third, we need widely accepted clini-
cal standards and practice guidelines
to assist providers and to benchmark
measurements of quality. As the
health care system redirects resources
to prevention, wellness maintenance,
and disease/condition management,
new performance metrics need to be
selected and tracked over time. These
would include, for example, compar-
ing data on recommended best prac-
tice vs. actual procedures performed
in early detection screening such as
mammograms. The percentage of
women who need mammograms who
get them — rather than merely able to
get them — is an important piece of
data in a system that values health and
total cost as well as equitable access.
With support from employers, health
plans should adopt universal provider
quality protocols and standards. See
below, for example, the uniform stan-
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dards for treatment of diabetes that
were developed in New Mexico for
use by all of that state’s health plans.

New Mexico Takes On Diabetes

In 1999 the not-for-profit New Mexico Takes
on Diabetes (NMTOD) was formed with grants
from the American Diabetes Association and
America’s Health Insurance Plans (AHIP), to
address the problems related to treatment and
prevention of this chronic illness in the state.
As a result, today providers and health plans in
New Mexico use a one-page common set

of standards for treatment of diabetes that
that they developed based on the American
Diabetes Association’s work. These are
updated annually and supplemented with
quarterly newsletters.

The state has one of the highest diabetes rates
in the country: nearly 7% of the population
(120,000 people) have diabetes, and more than
$1 billion a year is spent on diabetes treatment
in the state.

Today there are 26 members of NMTOD,
representing a broad coalition of health plans,
provider groups (physicians and hospitals), the
New Mexico Department of Health, and the
New Mexico Medical Review Association. Its
activities are focused on provider and consumer
education, prevention, early diagnosis, and
appropriate treatment of people with diabetes.
As its next project, this group has asked the
New Mexico legislature for $800,000 to fund the
development of a diabetes system that would
link all providers by computer and allow profes-
sionals to share information easily.

Fourth, we need improved infor-
mation technology throughout the
system — including electronic medical
records (EMR) and personal health
records systems — to help providers
and consumers make better decisions.
Employers and health plans, working
together, should provide incentives to
encourage network-based providers
to install technology and make other
needed changes.

The evidence that the use of electron-
ic medical records improves patient
care, reduces errors, and cuts down
on unnecessary tests and paperwork
1s mounting. Other countries are far
ahead of this nation in the use of
such tools. A recent study found that
approximately 28% of primary care
physicians in the U.S. use electronic
medical records, compared with 98%
of those in the Netherlands, 92% in
New Zealand, 89% in the United
Kingdom, 79% in Australia, and 42%
in Germany. Only Canada, at 23%,
ranked lower than the U.S.3% As this
situation is remedied, it is anticipated
that similar types of cost savings and
increases in quality and productivity
will be seen in the health care industry
as have been realized in other sectors
of the economy as a result of wide-
spread implementation of computer-
ized systems.

. We should build upon, not replace,

the current financing system. Em-
ployer-Sponsored Insurance is now
and should remain the primary source
of health benefits for working indi-
viduals and their families, and the
primary source of initiatives on issues
of wellness, cost containment and
quality. That system needs to be built
upon and strengthened, not weakened
by governmental action. Connecticut
does not need, nor can it afford, a
single-payer system that would require
an extraordinary redirection of public
and private funding and create a new
governmental bureaucracy, while at
the same time casting aside the role
and demonstrated capabilities of the
private sector in achieving broad and
significant health reform goals.
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P Discussion: A tax-funded single
payer system would produce very
large dislocations in every aspect of
our health care and health insurance
system and would seriously challenge
state finances. As we have seen in the
current Medicaid program, taxpayer
funded health care tends to under-
pay providers as rising costs bump

up against funding limits set by the
Constitutional spending cap. So-
called single payer systems will not
necessarily restrain costs without
considerable rationing of care and
are inconsistent with the way in which
most Americans want their health
care decisions made. Most so-called
single payer systems are really “single
decider” systems.

Further, the private sector has been
the source of almost all of our nation’s
advances in encouraging wellness
and prevention and creating systems
to better manage cost and quality. A
government-run system of any kind
would surely sacrifice that critical
source of innovation and improve-
ment. Since almost two-thirds of
uninsured adults are working full or
part time and 64% of our population
has ESI, the single most important
step that can be taken to increase
Insurance coverage is to assure that
employers provide, and employees
participate in, work-based coverage.
It might be tempting to consider a
requirement that employers provide
insurance coverage — whether directly
or through a “pay or play” mandate.
But that would ignore both the fact
that ERISA prevents such mandates
and the economic realities that con-
strain many employers from taking on
these added costs. Moreover, if ESI

is to be the bedrock of the system, it
would be inadvisable to create ex-
pensive public programs — through

a broad expansion of HUSKY, for
example — which would compete with
ESI and which might tempt employers
to drop coverage.

. Employers and the health insurance

industry, working together, need to
take more aggressive steps to achieve
health care reform goals through cre-
ative plan design and benefit manage-
ment. This principal is the inevitable
corollary of the preceding point — if
we want to preserve a system which is
largely privately financed and admin-
istered, then the private sector has

to take the lead in fixing it. In fact,
employers and insurers have imple-
mented many useful programs in the
areas of wellness promotion, disease
management, cost containment, qual-
ity improvement and financing, but
these programs are unevenly deployed
and generally uncoordinated. The
private sector needs to organize itself
better in Connecticut to define and
implement the “best practices” that
are needed in the management of
employee health benefits. Such
model plan designs and services
should also apply to benefit plans for
governmental workers and, where
appropriate, to Medicaid.

P Discussion: Improvements in all
three of our focus areas — healthy life-
styles, cost containment and quality,
and expansion of affordable coverage
— can be advanced through innova-
tive employer benefit plan designs and
financing. In the area of plan design,
there are key elements which most
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benefits experts would agree should
be part of a “model plan.” The ac-
companying chart to the right lays out
some of those elements, encompassing
such things as wellness incentives, dis-
ease management, consumer informa-
tion, and appropriate and selective
consumer cost sharing,

The business community, perhaps
acting through its various trade and
business associations, may be in the
best position to define such best prac-
tices, with support from health plans
and consultants. Health insurers and
health plans should provide appropri-
ate incentives to agents and brokers
to sell such plan designs.

The responsibility of the business
community should also extend to
finding solutions to fill gaps in health
insurance coverage for low-wage and
part-time workers, at least where the
employer is already providing cov-
erage for full-time employees. For
example, some companies now scale
their employee premium contribu-
tions, cost sharing, and/or out-of-
pocket maximums according to wage
levels — thereby assisting lower-income
workers to elect coverage (see the ex-
ample on page 21). More companies
should do that. In the case of part-
time and temporary workers, employ-
ers should be encouraged — with state
assistance as necessary — to step up to
providing at least a pro rata contribu-
tion to a benefit plan. So, for example,
an employer might provide one-half
its normal premium contribution to

a 20-hour per week employee, and

a mechanism might be put in place
whereby such an employee could
piece together funding from multiple
employers in order to buy coverage.

Plan Design Enablers Of Cost Containment

There is much that employers and health plans
can do in plan design and treatment of covered
services that would contain costs and help
consumers make more cost-effective choices.
The following is a non-exhaustive list of benefit
elements that the private sector, in a voluntary
manner, should adopt and promote.

1. Provide consumers with financial incentives,
through premium reductions or contribu-
tions to FSAs or HRAs, to undertake key
wellness programs such as health risk
appraisals, smoking cessation and weight
management, and to use personal health
records (PHRs).

2. Reduce barriers to preventive treatments.
Ensure that key preventive services--such
as annual exams, periodic mammography
and PSA tests, and vaccinations — as well as
medications for chronic disease where pa-
tient compliance is important — are exempt
in whole or part from cost sharing.

3. Manage prescription drug use through the
use of tiered formularies, prior authorization
for selected drugs, mail order programs,
generic substitution initiatives, and cost
comparison information for consumers.

4. Promote better management of chronic
diseases (such as diabetes, asthma, and
cardiovascular disease) through patient
coaching, testing, and disease management
programs, and consider putting both ge-
neric and branded drug treatments for those
conditions into the lowest cost formulary
tiers to encourage compliance.

5. Use coinsurance and other point-of-care
cost sharing to create cost consciousness on
the part of the consumer, but with a cap on
individual consumer out-of-pocket expense.

6. Provide participants with tools and informa-
tion to become better consumers. This can
include such things as nurse advice lines,
patient advocates, financial modeling for
health plan choice, and hospital and physi-
cian report cards.

7. Offer benefit plan choices, including ac-
count-based high deductible health plans.
These plans are less costly than traditional
plans and can permit consumers to retain
the financial benefits of better managing
their expenses.
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An Example of An Employer Taking Steps to

Expand Coverage

XEROX HEALTH BENEFIT PLAN:
INCOME-BASED PLAN DESIGN FEATURES

Stamford-based Xerox has incorporated a num-
ber of innovative and forward-looking design
features in its employee health benefit plan,
including some employer contributions based
on employee salary levels.

Salary-related Deductibles/
Out-Of-Pocket Maximums

« The deductible is set at 1% of pay for an
individual and 2% for family. These are both
capped at $80,000 in wages.

« Maximum out-of-pocket costs are capped
at5.5% of salary.

Salary-related Employer FSA
Contributions

Xerox makes contributions to flexible spending
accounts for employees based on employee
salary levels. These accounts, called Health Care
Accounts at Xerox, are Section 125 plans, sub-
ject to the annual Internal Revenue Service use-
it-or-lose-it rules. Xerox makes income-adjusted
contributions to these accounts for employees
based on the following salary levels:

Xerox Contribution to
Annualized Salary  Health Care Account

$30,000 or less $300.
$30,000-50,000 $200.
$50,000-80,000 $100.

4. We need to encourage personal
responsibility in making proper use
of the health care and insurance
systems. Consumers at all income
levels need to take responsibility for
using the health care system in a
cost-effective way and for maintain-
ing their own health through more
healthy lifestyles. Both the public and
private sectors should explore incen-
tives through plan design and other
means to encourage healthy behavior
and cost-effective decision making
which can have the effect of lowering
costs for all. By way of extension of
this principal, the Council examined
whether Connecticut should put in
place a broad mandate as enacted
in Massachusetts that would require
individuals to have health insurance
from either private or public sources.
Some members thought that a limited
individual mandate for people who
could afford insurance, for example
those with incomes above 500% of
FPL, would be desirable, but there
was strong disagreement and no con-
sensus on that proposition.

P Discussion: There are strong
arguments for and against individual
mandates or coverage requirements.
Many people object on philosophi-
cal grounds to forcing people to buy
health insurance, since that inter-
feres with their free use of their own
resources. Further, even at higher
income levels, the cost of insurance
can be a burden. On the other hand,
requiring coverage where it is afford-
able can restore a group of healthy
people to the risk pool and lower the
cost of coverage for others, and it can
avoid the potential for cost shifting if
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a non-participant has a catastrophic
cost he cannot pay for.

There was no disagreement, however,
on the need for a much heightened
sense of personal responsibility for
the proper use of health care services
and insurance coverage. The Council
strongly supports promoting per-
sonal responsibility by educating and
empowering consumers and giving
them better tools to make good deci-
sions, while at the same time provid-
ing financial incentives to do so. This
should include incentives that can be
included in any type of health benefit
plan design for participants to main-
tain healthy lifestyles. The develop-
ment of plans that offer incentives for
healthy lifestyles should be encour-
aged, and Medicaid recipients should
also have incentives associated with
the proper use of health care services
and the maintenance of healthy life-
styles. Several states have begun such
programs.

5. The state needs to facilitate the pro-
vision of more affordable policies.
Insurers should be permitted to offer
customized and lower cost policies in
special situations so that uninsured
employers and individuals can gain
access to affordable coverage. This
means selective relaxation of benefit
mandates, flexibility in the structuring
of cost sharing, and approval of ap-
propriate “flexible benefit plans.” At
the very least, such affordable policies
should be allowed for small businesses
that have not offered health benefits in
the recent past, lower-income people
in the individual market, part-time
and temporary workers, and young
adults. See the chart to the right on
Flexible Benefit Plans.

Flexible Benefits Plans: Pathways to Health

Insurance Coverage

A 2002 PricewaterhouseCoopers report found
that mandates and government regulation

of health plans and insurers increased very
substantially between 1987 and 1996, and 15%
of the overall increase in health care premium
costs between 2001 and 2002 was attributable
to government mandates.

Given the significant health care premium

increases in recent years, 11 states have enacted
legislation permitting health plans and insurers
to offer flexible health benefit plans that are ex-
empt from some or all state-mandated benefits.

Providing flexible health benefit plans tai-
lored to the needs of specific segments of the
uninsured population helps members of these
target populations gain access to health care
and financial protection through coverage at
reduced cost. Such plans, in the interests of
controlling costs, are exempted from state-man-
dated health benefits in whole or in part, and
permit different cost-sharing features and/or
coverage limits such as higher than average
deductibles or dollar limits on specific services.

Post-Graduate Bridge Plans for Young Adults

An example of such a flexible benefit plan
would be a plan to cover uninsured young
adults who have graduated from school but are
not yet employed by a company offering health
benefits. All of the coverage provisions and lim-
itations must be clearly explained to individuals
in marketing and enrollment materials so that
participants are fully aware of the customized
plan design features.

Such a flexible plan, for example, could exclude
state benefit mandates that do not address
basic medical coverage needs for this popula-
tion such as infertility services, mammography
and prostate screening, maternity coverage, and
birth-to-three coverage.

Health plans and insurers offering such
plans might also be required to also offer at
least one policy that would cover all state-
mandated benefits.
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Ideally, greater flexibility in benefit
design would also be made available
in the rest of the private health insur-
ance market, since all employers and
consumers are struggling with increas-
ing cost burdens.

P Discussion: Well intentioned ben-
efit mandates and coverage require-
ments can have the unintended effect
of making health insurance unafford-
able for many employers and individ-
uals. As a first step, it is more impor-
tant to get basic coverage to people
than it is to insist on application of all
state mandates. These policies should
be seen as creating pathways to more
all-inclusive coverage at a later time.
Employers and individuals should be
able to make these tradeoff decisions
between cost and types of coverage
without undue interference from regu-
lators and legislators.

. The state should develop a new
subsidy program to lower the cost

of insurance for certain groups and
individuals. Even with more flexible
and lower cost policies available in the
market, many employers and indi-
viduals will not be able to afford them.
Some state subsidies will be necessary.
(It is also important for federal tax pol-
icy to be changed to provide the same
deductions for individually purchased
insurance as apply to employer-based
coverage.) Any new state premium
subsidy programs should have as a
requirement the use of model benefit
design provisions as described above.

P Discussion: There are several
ways in which state subsidies in sup-
port of the expansion of private cov-

erage might be provided: tax credits
(refundable or not), and premium
subsidies for lower income employees
and individuals with low incomes

in the high risk pool. Whatever
subsidy vehicles are chosen, limited
state resources must be carefully
targeted on uninsured people, even
though that may raise equity issues
for other individuals or businesses
which have stretched financially to
acquire coverage. These vehicles must
also take advantage of research that
shows likely take-up rates and price
elasticity effects. The Lewin simula-
tion models are grounded in such
research and often show that
hoped-for results will not necessarily
be achieved.

. The state must re-examine public

policies that drive health costs higher.
The state needs to seriously address
several areas where Connecticut is out
of line in terms of health care costs

as a result of our legal, regulatory
and legislative climates. These include
medical malpractice, benefit man-
dates, hospital costs, and Certificate
of Need (CON) requirements.

P Discussion: Our background
analysis indicated several areas where
our state appears to have excessive
embedded costs. These need to be
aggressively investigated and solutions
developed if we are to bring our costs
in line with those of other states. An
area of particular concern is medical
malpractice costs. Every effort should
be made to consider the merits of new
processes and structures to lower the
costs of medical professional lability
insurance and defensive medicine,
including special health courts and/or
a no-fault system.
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8. The state should expand efforts to

enroll eligible people in Medicaid.
The current HUSKY program should
undertake a major and sustained ef-
fort to enroll eligible individuals since
an estimated 22% of the uninsured
may be financially eligible and not
enrolled. Consideration needs to be
given to using some version of an
“automatic enrollment” program
(e.g., enrollment of households
receiving food stamps unless they
atfirmatively decline coverage).

P Discussion: Until very recently,
HUSKY outreach activities have been
very limited because of budget con-
straints. A $1 million appropriation in
the last session of the Legislature is a
good start and needs to be built upon.
Special efforts need to be made to
reach the Hispanic population.

. The state must reform the structure
and financing of Medicaid. Efforts
should be made to expand Medicaid
with federal funding to cover single
individuals and childless couples

up to 100% of FPL, replacing the
state-funded SAGA program. Even
if federal funding cannot be secured,
SAGA needs to be expanded to cover
our neediest residents — all those be-
low 100% of FPL.

Wherever possible, Medicaid funds
should be used to help eligible people
buy into employer-based coverage so
that they are in the mainstream health
care system. Cost savings should be
sought by bringing the Medicaid ben-
efit package more 1n line with typical
employer-based coverage.

Additionally, the growth in nursing
home costs (not part of the HUSKY

program) must also be restrained so
that Connecticut’s overall Medicaid
program is in better balance in terms
of support for children and adults as
well as the elderly and disabled.

Lastly, reimbursement for managed
Medicaid plans and providers should
be based on reimbursement levels
that would reduce and, over time,
eliminate cost-shifting from public to
private programs, and assure covered
individuals access to care. The Coun-
cil strongly believes that policymakers
need to confront the fact that these
programs, which serve Connecticut’s
neediest population, are negatively
impacting the commercial insurance
marketplace due to low reimburse-
ment levels which have the effect of
shifting costs to private and commer-
cial patients. This cost shifting creates
higher premiums for private payers
and employers and contributes to cost
escalation which forces some employ-
ers to drop coverage. [Note that
because Council members Anthem
and HealthNet are participating plans
in the HUSKY program, they cannot
take any position regarding the need
for added funding for the program
and have recused themselves from vot-
ing on these sections in this report. |

W Discussion: Medicaid is an
important and valuable program, and
with some careful refinements it can
make an even stronger contribution
to reducing the number of uninsured
people in Connecticut and to enhanc-
ing health care quality while restrain-
ing costs. The Legislature should
address the need to redesign coverage
under the public program to levels
more in line with what the working
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10.

population receives. Health plan and
provider reimbursement should be
addressed so that the provision of
public health insurance is not a hollow
promise involving limited ability to
access physicians and forcing overuse
of expensive hospital emergency care.

We should create an authority with
dedicated funding to encourage
healthy lifestyles. If Connecticut is to
become the healthiest state by 2020, it
will have to commit funding and pub-
lic and private will power to getting
the job done. This job cannot be left
to already overburdened state agen-
cies. Consideration should be given
to creating a Commission on Healthy
Lifestyles, made up of public and
private sector appointees, that would
function as a quasi-public “authority”
to promote programs to reduce obe-
sity and smoking, and instill a culture
of wellness and prevention in Con-
necticut residents. That Commission
would need a dedicated, sustainable
revenue source, perhaps a tax related
to products associated with unhealthy
lifestyles, to permit it to undertake the
multi-year programs that are neces-
sary to achieve such goals.

P Discussion: Achieving the effec-
tive pursuit of healthy lifestyles by the
residents of Connecticut is important
enough to justify specific, dedicated
focus from a single-purpose authority.
Governments create public-private
authorities to manage critical pieces
of infrastructure like airports and
ports. Connecticut should take the
lead by applying this degree of special
focus to driving down rates of obesity
and smoking and to otherwise helping

and encouraging residents in the pur-
suit of healthy lives. What a challenge
and what a leadership opportunity for
Connecticut!

6. A Program
Example

While the Council is not making specific
program recommendations at this time, we
want our proposed policy framework to be
tested against the state’s financial realities.
Accordingly, the Lewin Group has priced
out a specific set of program parameters to
test their impact on state spending and re-
duction in the number of uninsured. These
are not recommendations but merely a
hypothetical example. We’ve assumed that:

Health plans and the Department of
Insurance, working together, will be able
to fashion customized lower-cost policies
for special groups that lower the cost of
coverage by 15% below average com-
mercial rates in Connecticut;

The state will provide a 25% refundable
tax credit to small employers who start
to provide coverage for their workers;

The state will provide a premium sub-
sidy to previously uninsured individu-
als between 100-300% of FPL to help
them buy into the lower cost private
plans. The subsidy would cover the
full cost of coverage for those between
100-150% of FPL, and then would be
phased out above that, reducing to zero
at 300% of FPL;

People in households with incomes
above 500% of FPL will be required to
have coverage or pay a fine equal to the
cost of insurance;
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*  HUSKY outreach programs will
succeed in enrolling one-third of the
eligible but not enrolled population;

e The SAGA program will be expanded
to cover all those with < 100% of FPL,
solely through added state funding
(though federal matching would
be sought);

*  The Medicaid benefit plan will be
revised to be comparable with those
provided under typical private cover-
age, but with no change in Medicaid’s
nominal co-payments; and

*  Medicaid payments for hospitals, doc-
tors, and other health professionals will
be increased by 10%.

Using the Lewin Health Benefits Simulation
Model (HBSM), a detailed description of
which is available upon request, the results
of this hypothetical scenario in terms of
reduction of the uninsured and cost to the
state are shown below.

In addition, Lewin has calculated that these
options would reduce provider uncom-
pensated care by about $37 million which,
when added to the direct federal and state

Estimated Cost and Reduction in the Uninsured Population in Connecticut by Policy Provision

Reduction State Cost Federal Costs
in Uninsured (millions) (millions)
Overlapping Estimates of Program Impacts
Cover one-third of Medicaid/SCHIP not enrolled® 22,000 $18.6 $21.8
Increase the income eligibility level under the
State-Administered General Assistance (SAGA)
program to 100 percent of the FPL for all sin%le
adults and married couples without children / 11,220 $29.2 --
Reduce private insurance premiums by 15%
Individual coverage 10,700 - -
Employer Coverage 16,900 - -
25% employer tax credit for small
firms that start to offer insurance” 31,800 $26.9 -
Premium subsidies for individuals
between 100% and 300% of the FPL®/ 27,750 $72.3 -
Redesign Medicaid benefits for hospital, physician
and other health professional health services - ($65.0) ($65.6)
Increase Medicaid reimbursement by 10% for
hospitals, physicians and other health professionals - $101.2 $103.0
Mandate for people living above 500%
of the FPL to have coveragegl 49,000 ($4.0) -
Non-Overlapping Total”
Non-Overlapping Total 157,440 $167.4 $59.2

a/ Assumes outreach measures succeed in enrolling one-third of the Medicaid and SCHIP eligible but not enrolled population.

b/ Program has gross Income limit of $760/month in Western Fairfield County area towns, $660/month for individuals living in other CT towns. Three is also an "applied
income limit" = gross income less a disregard that varies with living situation (averages $183 per family), varying from $574-$476 depending upon area of residence.

¢/ Assumes steps are taken to reduce the cost of insurance by 15%. We assume a price elasticity of -0.34 for individuals and -0.65 for employers with 50 or fewer workers.

d/ Assumes a 25% refundable tax credit to small employers (i.e.,, 50 or fewer workers) who start to provide coverage for their workers.

e/ Assumes subsidies for private coverage are provided to individuals between 100-300% of FPL.People living between 100-150% of FPL would receive full
premium subsidy. Premium subsidy would be phased-out on sliding scale with income between 150-300% of FPL. Assume the program uses 6-month waiting

period for anyone with private insurance.

f/ Assumes that benefits under Medicaid are revised to be comparable with those provided under typical private employer plans. We assume no change in Medicaid

nominal co-payments.

g/ Assumes that people living above 500% of the FPL are required to have coverage or pay a fine equal to the cost of insurance for a year.

h/ Numbers do not sum to total due to overlapping effects.



reimbursement increases of $204 million,
would reduce the cost shift impact and the
under-payment gap by more than $240
million. The Lewin letter summarizing this
analysis is attached as Appendix 3.

In addition to these funds, we estimate the
following additional needs consistent with
our recommendations in the areas of cost,
quality and healthy lifestyles:

* Expanded state funding
for state data and quality
management and technology

deployment $4 million

*  Study commissions on
medical malpractice, benefit
and coverage mandates,

and hospital costs $1 million
¢ Commission on

Healthy Lifestyles $5 million
TOTAL $10 million

In summary, this simulation suggests that
under one particular set of program as-
sumptions the state could take major steps
forward in the areas of building the infra-
structure for cost and quality management,
promoting healthy lifestyles, reducing the
number of uninsured by slightly over half,
and at the same time reduce the cost shift
to private payers and increase Medicaid
provider reimbursement by about $240 mil-
lion--all with an increase in state funding of
about $177 million.

Conclusion

The members of the Connecticut Health
Insurance Policy Council respectfully offer
this report to our governmental leaders and
to the public in the hope that it will help
further the debate on much-needed health
care reform.
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Appendix 1

UNITED HEALTH FOUNDATION--AMERICA'S HEALTH BANKINGS™ 2008

SNAPSHOT>>

Connecticut

Overall Rank: 5

Change:@

Strengths:

- High immunization coverage

- Low prevalence of smoking

- Low prevalence of obesity

- Low rate of motor vehicle deaths
- Low premature death rate

Challenges:
- High incidence of infectious

disease

Significant Changes:
- In the past year, the prevalence of

smoking decreased by 8%

- Inthe past year, the rate of motor
vehicle deaths decreased by 10%

- Since 1990, the infant mortality
rate decreased by 38%

- Since 1990, the rate of uninsured
population increased by 77%

OVERALL BARK

. M
STRENQTHS: Strengths include high immunization

coverage with 86.1 percent of children ages 19 to 35 2
months receiving complete immunizations, a low preva-
lence of smoking at 16.5 percent of the population, a

RAMKING: Connecticut is 5th this year; it was 7th
in 2005.

low prevalence of obesity at 20.1 percent of the popu- »

lation, a low rate of motor vehicle deaths at 0.9 deaths 0

per 100,000,000 miles driven and a low premature

death rate with 6,043 years of potential life lost before 50

age 75 per 100,000 poputation. 1990 1994 1998 2002 2006

CHALLENGES: Challenges include a high incidence of
infectious disease at 24.4 cases per 100,000 population.

SIGNIFICANT CHARBGES:
~§- In the past year, the prevalence of smoking decreased from 18.0 percent to 16.5 percent.

B In the past year, the rate of motor vehicle deaths declined from 1.0 to 0.9 deaths per 100,000,000 miles
driven.

~§- Since 1990, the infant mortality rate decreased from 8.9 to 5.5 deaths per 1,000 live births.

f Since 1990, the rate of uninsured population increased from 6.4 percent to 11.3 percent.

HEALTH DISPARITEES: In Connecticut, the percentage of women who receive prenatal care varies from 78
percent among Hispanics to 92 percent among whites. Cancer is 8 percent more prevalent among whites

(493.5 cases per 100,000 population) than Hispanics (457.7 cases per 100,000 population).

CLIMICAL CABE: The cost of clinical care in Connecticut is high compared to other states and the quality of
care is high. To view Connecticut in comparison to other states, see pages 111 to 114.

STATE HEALTYH DEPARTMENTY WEB SIVE: www.dph.state.ct.us/

DATA RANK DATA RANK DATA RANK

DETERMINANTS—PERSONAL BEHAVIORS

Prevalence of Smoking {Percent of population) 16.54 3 18.0 5 29.6 25

Motor Vehicle Deaths (Deaths per 100,000,000 miles driven) 09 3 1.0 3 1.7 2

Prevalence of Obesity (Percent of population) 20.1 3 19.6 5 1.7 25

High School Graduation (Percent of incoming ninth graders) 80.9 12 79.7 ul 78.2* 19
DETERMINANTS—COMMUNITY ENVIRONMENT

Violent Crime (Offenses per 100,000 population) 275 14 286 17 419 24

Occupational Fatalities (Deaths per 100,000 workers) 35 6 35 4 8.7* 17

Infectious Disease (Cases per 100,000 population) 24.4y 39 255 38 32.9 31

Children in Poverty (Percent of persons under age 18) 12.4 10 122 13 9.2 3
DETERMINANTS—PUBLIC & HEALTH POLICIES

Lack of Health Insurance {Percent without health insurance) 11.3 10 11.6 12 6.4 1

Per Capita Public Health Spending ($ per person) $173 18 $173 18 — —

Immunization Coverage (Percent of children ages 19 to 35 months) 86.14 4 878 3 — —
DETERMINANTS—PUBLIC & HEALTH POLICIES

Adequacy of Prenatal Care {Percent of pregnant women) 80.44 14 84.1 5 — —
HEALTH OUTCOMES

Poor Mental Health Days (Days in previous 30 days) 2.9 7 31 M — —

Poor Physical Health Days (Days in previous 30 days) 30 3 31 8 — e

Infant Mortality (Deaths per 1,000 live births) 55 n 54 12 8.9 8

Cardiovascular Deaths (Deaths per 100,000 population) 271.64 9 290.0 10 3743 15

Cancer Deaths (Deaths per 100,000 population) 191.6 10 1934 11 2039 32

Premature Death (Years lost per 100,000 population) 6,043y 4 6,277 9 7,446 13

OVERALL RANK 5 i 7

|} and {} indicate major increases and decreases in the last year. — indicates data not available.  ~Data may not be comparable.

www.unitedhealthfoundation.org
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December 19, 2006

Mr. Robert Patricelli and Mr. Mickey Herbert
Co-Chairmen

Connecticut Health Insurance Policy Council Inc.
22 Waterville Road

Avon, CT 06001

Dear Gentlemen;

At your request, we have estimated the impact of selected options for increasing
insurance coverage in Connecticut.

We provide estimates of the impact of the following options:

e Medicaid outreach: Assumes that outreach measures succeed in enrolling
one-third of the Medicaid and SCHIP eligible but not enrolled population. We
estimate the State’s share of the cost to be $18.6 million and the Federal share
to be $21.8 million;

¢ Increase SAGA eligibility: Assumes the income eligibility level under the
State-Administered General Assistance (SAGA) program is increased from the
medically-needy level to 100 percent of the FPL for all single adults and
married couples without children;

¢ Reduce the cost of private insurance by 15 percent: Assumes steps are taken
to reduce the cost of insurance by 15 percent. We assume a price elasticity of
-0.34 for individuals and -0.65 for employers with 50 or fewer workers;

e Employer tax credit for small firms: Assumes a 25 percent refundable tax
credit to small employers (i.e., 50 or fewer workers) who start to provide
coverage for their workers. We assumed a small employer price elasticity of
-0.61;

¢ Premium subsidies for people living between 100 and 300 percent of the
FPL: Assumes subsidies for private coverage are provided to individuals
living between 100 and 300 percent of the FPL. There is a full premium
subsidy for people living between 100 percent and 150 percent of the FPL. The
premium subsidy would be phased-out on a sliding scale with income
between 150 percent and 300 percent of the FPL. We assume the program uses
a 6-month waiting period for anyone with private health insurance;

¢ Redesign Medicaid benefits: Assumes that benefits under Medicaid are
revised to be comparable with to those provided under typical private
employer health plans. We assume no change in Medicaid nominal co-
payments. We estimate a 6.5 percent reduction in spending;
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¢ Increase Medicaid Payments for Acute Care: Assumes that Medicaid
payment rates are increased by 10 percent for health services provided by
hospitals, physicians and other professionals; and

¢ Individual mandate: Assumes that people living above 500 percent of the FPL
are required to have coverage or pay a fine equal to the cost of insurance for a
year.

Our estimates are presented in Figure 1 assuming that each individual option is
implemented on its own. We also present non-overlapping estimates of the cost
and coverage impacts of implementing these options together.

The collection of options presented in Figure 1 would reduce provider
uncompensated care by about $37.4 million. The increase in reimbursement
would reduce provider payment shortfall under Medicaid by an additional $204.0
million. This is a total reduction in provider payment shortfalls of about $241.4
million.

Based upon published research on the cost-shift, we estimate that about 40
percent of these reductions in payment shortfalls would be passed-back to payers
in the form of lower fees from private payers, negotiated over time. The total

amount of cost-shift savings would be $96.6 million.

In Figure 2, we present estimates of the number of people covered under
premium subsidy proposal for individuals at varying income eligibility levels.

Please call me at (703) 269-5610 if you have any questions.
Sincerely;

John Sheils
Vice President
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Figure 1
Estimated Reduction in the Uninsured Population in Connecticut by Policy Provision

Cover one-third of Medicaid/SCHIP not enrolled ¥ 22,000 $18.6 $21.8
Increase the income eligibility level under the State-
Administered General Assistance (SAGA) program 11220 $29.2 _
to 100 percent of the FPL for all single adults and ’ ’
married couples without children.
Reduce private insurance premiums by 15 percent o

Individual coverage 10,700 -- --

Employer Coverage 16,900 - -
Twenty-five percent employer tax credit for small 31,800 $26.9 -
firms that start to offer insurance ¢
Premium subsidies for individuals between 100 27,750 $72.3 -
percent and 300 percent of the FPL ¢
Redesign Medicaid benefits for hospital, physician - ($65.0) ($65.6)
and other health professional health services
Increase Medicaid reimbursement by 10 percent for
hospitals, physicians and other health professionals - $101.2 $103.0
Mandate for people living above 500 percent of the
FPL to have coverage 49,000 (4.0) -

Non-Overlapping Total ™
Non-Overlapping Total | 157,440 \ $167.4 L $59.2

a/ Assumes that outreach measures succeed in enrolling one-third of the Medicaid and SCHIP eligible but not
enrolled population.

b/ The program has a gross Income limit of $760/month in Western Fairfield County area towns, and $660/month
for individuals living in other CT towns. Three is also an “applied income limit" equal to gross income less a
disregard that varies with living situation (averages $183 per family), varying from $574 to $476 depending upon
area of residence.

¢/ Assumes steps are taken to reduce the cost of insurance by 15 percent. We assume a price elasticity of -0.34 for

individuals and —0.65 for employers with 50 or fewer workers.

Assumes a 25 percent refundable tax credit to small employers (i.e., 50 or fewer workers) who start to provide

coverage for their workers.

Assumes subsidies for private coverage are provided to individuals between 150 and 300 percent of the FPL.

People living between 100 percent and 150 percent of the FPL would receive a full premium subsidy. The

premium subsidy would be phased-out on a sliding scale with income between 150 percent and 300 percent of

the FPL. We assume the program uses a 6-month waiting period for anyone with private insurance.

f/ Assumes that benefits under Medicaid are revised to be comparable with to those provided under typical private

employer health plans. We assume no change in Medicaid nominal co-payments.

Assumes that people living above 500 percent of the FPL are required to have coverage or pay a fine equal to

the cost of insurance for a year.
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h/ Numbers do not sum to total due to overlapping effects.
Source: The Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

Figure 2
Reduction in Uninsured and State Cost of Covering Single Adults and Married Couples without
Children for people living between 100 percent and 300 percent of the FPL ¥

100 Percent to 150 percent of the FPL 16,050 $41.8
150 percent to 200 percent of the FPL 6,260 $16.3
200 percent to 250 percent of the FPL 3,380 $8.8
250 percent to 300 percent of the FPL 2,060 $5.4

Non-Overlapping Total 27,750 $72.3

a/ Assumes subsidies for private coverage are provided to individuals between 150 and 300 percent of the FPL.
People living between 100 percent and 150 percent of the FPL would receive a full premium subsidy. The
premium subsidy would be phased-out on a sliding scale with income between 150 percent and 300 percent of
the FPL. We assume the program uses a 6-month waiting period for anyone with private insurance.

Source: The Lewin Group estimates using the Health Benefits Simulation Model (HBSM).
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regulate employer-sponsored benefit plans (the plan structure, benefits, administration) but generally permits
states to regulate insurance. States cannot treat employer-sponsored benefit plans as insurers.
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$24,900; 4, under $30,000; 5, under $35,100; and 6, under $40,200. (http://www.huskyhealth.com/qualify.
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America’s Health Insurance Plans, Small Group Health Insurance in 20006, September 2006, p. 12.
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