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EXECUTIVE SUMMARY

Despite New Mexico’s significant and ongoing effort to enroll residents who are eligible for
Medicaid or SCHIP in those programs, the number of New Mexicans who are uninsured at least
six months during the year is projected to reach 18 percent of the noninstitutionalized civilian
population under age 65 by FY2010. Responding to concerns about the high and growing
number of New Mexicans without coverage, the Legislative Council Service (LCS) requested
that Mathematica Policy Research, Inc. develop estimates of the cost of four alternative reform
models intended to ensure that all New Mexicans become and remain insured.

In an earlier report, Mathematica developed calendar year 2007 estimates for three reform
models—the Health Security Act, two versions of New Mexico Health Choices, and the Health
Coverage Plan. This report updates those estimates to fiscal year (FY) 2010 and also provides
estimates for a new reform model, HealthSolutions New Mexico, proposed by Governor Bill
Richardson.

Mathematica’s estimates rely on a microsimulation model developed expressly for the
purpose of estimating health insurance coverage in New Mexico. The model simulates a source
of coverage for each New Mexican under age 65 who is not residing in an institution such as a
prison or medical facility. Each of the reform models would require that all New Mexicans
obtain coverage through either a public program or private insurance, and each could adopt
equally effective methods to ensure compliance. For the purpose of comparing the reform
models, we assume that each achieves full compliance with the individual mandate.

Coverage Results

e Compared with the other reform models, HealthSolutions New Mexico would
produce the highest rate of private insurance coverage: 54 percent of the
noninstitutionalized civilian population under age 65 would be privately insured,
predominantly in employer-based coverage. Approximately 44 percent of New
Mexicans under age 65 would enroll in Medicaid, the State Children’s Health
Insurance Program (SCHIP), or State Coverage Insurance (SCI).

e The Health Security Act would enroll 95 percent of the noninstitutionalized civilian
population under age 65 in the Health Security Plan. Of these, more than half would
be enrolled in Medicaid or SCHIP; SCI would be discontinued. Approximately
5 percent would remain in self-insured employer coverage.

e New Mexico Health Choices (versions 1 and 2) would entail the highest enrollment
in Medicaid or SCHIP: these programs would cover 55 percent of the civilian
noninstititionalized population under age 65. An additional 38 percent of the
population would enroll in the new Health Choices program, and 5 to 12 percent
would remain in self-insured employer-sponsored coverage. The difference in self-
insured employer-sponsored coverage between the two versions of this reform model
relates to differences in their financing strategies.

Xi



Similar to HealthSolutions, the Health Coverage Plan would enroll 53 percent of the
noninstitutionalized civilian population under age 65 in private insurance; 45 percent
would enroll in Medicaid, SCHIP, or SCI. Compared with HealthSolutions, the
Health Coverage plan would enroll a slightly higher proportion of New Mexicans in
Medicaid and SCHIP, reflecting more generous income disregards for determining
eligibility.

Expenditures for Medical Services and Nonmedical Cost

All of the reform models have some provision that would address medical cost.
estimates assume that each of the reform models would adopt best practices in this area and
would be equally effective, but only moderately so. Relative to the current case, the estimates
assume that the reform models succeed in reducing the medical cost trend by just 1 percentage

HealthSolutions New Mexico would increase total health expenditures—including
expenditures for medical services and coverage administration—by an estimated
$236 million in FY2010, with federal government paying nearly half of increase in
total spending. State government would pay an additional $36 million, and the
private sector would pay the remainder. The Health Coverage Plan would be similar
in terms of the increase in expenditure, although the federal government would pick
up a slightly higher proportion of the spending due to higher enrollment in Medicaid.

The Health Security Act would result in reduced overall expenditures—even in the
first year of implementation. While expenditures for direct patient care would
increase, the Health Security Plan would realize significant savings in the
administration of coverage, largely eliminating private health insurance and
potentially also reducing provider administrative costs. The federal government
would pick up a substantially larger share of total health care expenditures due to the
substitution of Medicaid for some current private insurance. The State would
assume responsibility for nearly all of the expenditure that now flows through the
private sector.

The largest increase in overall spending would occur under New Mexico Health
Choices, reflecting the relatively high administrative cost of this reform model. Its
higher anticipated administrative cost relates to two features: (1) the need to screen
every New Mexican for the purpose of issuing income-related vouchers; and (2) the
retention of private insurance carriers in the Alliance with no provision for limiting
their nonmedical cost. By expanding eligibility for SCHIP coverage, it also would
generate significant substitution of public coverage for private insurance.

point below the current-case trend and sustaining the 1-point reduction over 5 years.

By FY2014, HealthSolutions New Mexico would cost less than the current case—
with no reform beyond the State’s current efforts to increase enrollment in Medicaid
and SCHIP among New Mexicans who are eligible for those programs. Because
Medicaid already constrains spending below the statewide medical cost trend, all of

xii
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the benefit of the overall lower medical cost trend would accrue to the private sector.
Net federal spending would increase, and net state spending would equal just $4
million more than would occur in the current case, with no control on medical cost
trend.

The Health Security Act would achieve lower cost in the first year of implementation
and cost savings would accumulate. The lower cost trend of the Health Security Act
relates to its ability to divorce nonmedical cost from the medical cost trend. (In
contrast, reform models that would retain private insurance are assumed to retain the
convention of increasing nonmedical costs at the same rate as medical costs.)
Consequently, the Health Security Plan would achieve much slower growth in
nonmedical cost, assumed to equal average net earnings growth in New Mexico.

New Mexico Health Choices also would achieve lower cost growth than the current
case, but after five years, total expenditures would remain substantially higher than
the current case. The higher cost growth of New Mexico Health Choices relative to
either HealthSolutions or the Health Security Act relates to the retention of private
insurers in the Alliance and to Health Choices’ including public program enrollees in
the Alliance on the same basis other enrolled individuals.

The Health Coverage Plan also would become less costly than the current case by
FY2014. Because the Health Coverage Plan would rely more heavily on Medicaid
and SCHIP—with lower medical cost growth and lower administrative expense than
private insurance—it would reduce total expenditures more than HealthSolutions
New Mexico.

Financing

In addition to $155 million in new federal funding for Medicaid and SCHIP,
HealthSolutions New Mexico would entail additional State appropriations for these
programs and for the new Health Care Authority. Revenues to support additional
state expenditures would come from SCI enrollee premiums ($20 million), employer
contributions to a new Healthy Workforce Fund ($30 million), and the appropriation
of premium tax revenue related to new coverage in SCI ($8 million).

The Health Security Act would draw a larger increase in federal funding ($314
million to $391 million, depending on levels of provider reimbursement), as a result
of much greater enroliment in Medicaid and SCHIP. Health Security Plan coverage
for all other enrollees would be financed by premiums and a payroll tax. Premiums
(not to exceed 6 percent of income) would finance approximately $1.5 billion of this
expenditure, supplemented by an estimated payroll tax of 2.8 to 3.0 percent on all
nonfederal workers.

New Mexico Health Choices would enroll many more New Mexicans in Medicaid
and SCHIP, drawing much more new federal expenditure—$835 million (version 2)
to $849 million (version 2) in FY2010. Otherwise, version 1 would be entirely
payroll tax financed—entailing an estimated 7.3 percent tax on all nonfederal
workers. Version 2 would be partly financed with premiums—Ilike the Health
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Security Act, capped at 6 percent of family income. Premiums would finance $584
million of the estimated state cost, supplemented by an estimated tax of 4.7 percent
on nonfederal payroll.

e The Health Coverage Plan anticipates $135 million in new federal revenues and $19
million in premiums from new SCI enrollees. In addition, all employers would make
a Fair Share payment for each worker (full or part-time) whom they do not cover
directly. A $300 Fair Share payment would create an estimated funding surplus of
$59 million in FY2010.

Economic Impacts

Economic impacts are calculated only for HealthSolutions New Mexico in this report. We
anticipate that the economic impacts of the Health Coverage Plan (updated to FY2010) would be
very similar to those for HealthSolutions New Mexico, and that the relative impacts of the Health
Security Plan and New Mexico Health Choices would be similar to those described in our earlier
report.

e The net total impacts of HealthSolutions New Mexico on the economy would be
small. Total wage and salary disbursements would increase approximately 0.2
percent in FY2010, compared with the current case. The greatest net impacts would
occur in retail trade (including pharmacies and businesses that sell medical
equipment and supplies), health care, and social assistance.

e HealthSolutions New Mexico’s limited net impacts on the economy reflect the
relatively small projected net increase in federal government spending on health care
($114 million) compared with the current case. However, the current case reflects
aggressive outreach to enroll eligible New Mexicans in Medicaid and SCHIP. If
enrollment in these programs expanded more slowly in FY2008-FY2010,
HealthSolutions New Mexico would cause a larger increase in total spending to
achieve universal coverage, a larger infusion of federal funds, and greater growth in
the New Mexico economy.

e Approximately 20 percent of the net economic impacts of HealthSolutions New
Mexico would occur in nonmetropolitan areas, reflecting high projected enroliment
in Medicaid, SCHIP, and SCI in nonmetropolitan areas in the current case. If the
state’s ongoing efforts to enroll rural residents in these programs produces lower
enrollment than is anticipated in the current case, the economic impacts of
HealthSolutions in rural areas would be greater.
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The Legislative Council Service (LCS) requested that Mathematica Policy Research, Inc.
project the cost of the four alternative reform models intended to insure all New Mexicans,
relative to the current case with no reform. In an earlier report, Mathematica developed calendar
year 2007 estimates for three reform models—the Health Security Act, two versions of New
Mexico Health Choices, and the Health Coverage Plan. This report offers projections of these
reform models to FY2010, as well as projections for a new reform model—HealthSolutions New

I. INTRODUCTION

Mexico, proposed by Governor Bill Richardson.

A. SUMMARY OF THE REFORM MODELS

The initial three reform models, described in documents developed by the Committee and
made available to the project, are summarized below. The new reform model, HealthSolutions
New Mexico, is described in documents available on the State of New Mexico web site.” All of
the reform models would require individuals to become and remain enrolled in coverage, and all

would establish some entity to develop strategies for system-wide cost control.

The Health Security Act would create a single statewide comprehensive health
insurance plan—the Health Security Plan—similar to that provided to state
employees. It would replace an array of state health insurance programs developed
to enroll small-groups and individuals: the State Coverage Insurance Program (SCI),
the Small Employer Insurance Program (SEIP), the Health Insurance Alliance (HIA),
and the New Mexico Medical Insurance Pool (NMMIP). The Health Security Plan
would enroll individuals, who would pay premiums scaled to income. Employers
would pay a percentage of payroll to finance the plan, and self-insured employers
could choose whether to participate. The Health Security Plan’s governing board
would negotiate provider fees and facility budgets, and the state would seek federal
waivers to integrate Medicaid beneficiaries and financing into the plan. The plan
would exclude federal workers, and it would hope to become a Medicare Advantage
plan. The Health Security Plan would cover all New Mexicans with specific
exceptions—including federal employees and retirees, active or retired military
personnel and their covered dependents, and individuals who may remain enrolled in
self-insured employer plans. The Health Security Plan would finance care for all
residents who enroll, as well as for homeless and transient persons in New Mexico.

New Mexico Health Choices (hereafter, Health Choices) would create a single,
statewide risk pool to replace the individual and group health insurance markets, as
well as the current array of state coverage programs. Private insurers would offer
coverage within the Alliance, which would operate as a purchasing cooperative. In
alternative versions of this reform model, all coverage in the Alliance would be on an
individual basis and all employers would contribute a payroll tax (version 1); or

! See http://www.governor.state.nm.us/healthsolutions.php, accessed 2/1/08.



employers could continue to offer coverage and would be exempted from the payroll
tax for any worker enrolled directly in their health plan (version 2).2 The state would
provide vouchers to all residents to cover the cost of a limited benefit plan.?
Employers and/or individuals could supplement the vouchers to purchase a more
comprehensive plan. Coverage in the Alliance would be pure-community-rated,
with no geographic adjustment. The Alliance would operate a mutual risk-
adjustment program to support carriers under this rating system.

e The New Mexico Health Coverage Plan (hereafter, the Health Coverage Plan)
would expand access to existing sources of coverage using multiple strategies: (1)
all adults to 100 percent of the federal poverty level (FPL) would be eligible for
Medicaid or SCHIP (children would remain eligible at higher levels of income, per
current program rules); (2) SCI would cover adults to 300 percent FPL, with cost
sharing scaled to income; (3) nonprofit organizations with fewer than 100 workers
could buy into SCI or SEIP without a waiting period if they are vendors for the state;
(4) premium assistance would be provided to pregnant women and to children under
age 18; (5) a new state reinsurance program would remove the current annual limit
on covered benefits in SCI; (6) parents could continue to cover their unmarried
children as dependents under private individual or group coverage to age 30; (7)
incentives and subsidies would be developed to encourage the use of federal tax
preferences for employer-sponsored coverage; and (8) a special low-cost private
insurance product would be developed for healthy adults (ages 19 to 30). In
addition, employers would be required to pay into a Fair Share Fund for any worker
whom they did not directly cover; the Fair Share Fund would pay claims for
uninsured individuals and/or subsidize reinsurance in SCI and SEIP.*

e HealthSolutions New Mexico (hereafter, HealthSolutions) calls for a number of
health insurance market reforms—including (1) a minimum payout in insured
benefits per premium dollar; (2) guaranteed issue of individual coverage without
permanent exclusion of preexisting conditions; (3) a minimum cap on coverage of
$100,000 per year; and (4) a curb on increases in small employer premiums to reflect
the small group’s health status or claims experience. HealthSolutions New Mexico
would require that every New Mexican obtain private health insurance coverage or if
eligible, enroll in Medicaid, SCHIP, or SCI. Employers with at least 6 employees
would be required to make a Healthy Workforce contribution for each full-time
employee and a reduced contribution for each part-time employee; employers could
offset these contributions by the total amount that they pay for employees’ health

2 In effect, version 2 differs from version 1 only with respect to self-insured employer plans. All
individual and fully insured plans would default to coverage in the Alliance, which would replace the
individual and group insurance markets.

% In both versions of New Mexico Health Choices, enhanced vouchers would be provided to
residents below 400 percent of the federal poverty level (FPL) to purchase Alliance coverage with
reduced cost sharing. In version 2, vouchers for families above 400 percent FPL would cap family
premiums for low-option coverage as a percent of income.

* Not directly related to coverage, the Health Coverage Plan also would increase funding for
federally qualified health clinics (FQHCs) and primary care clinics.



benefits. In addition, employers would be required to offer a Section 125 plan, to
help workers make pre-tax contributions to coverage. Finally, a Health Coverage
Authority (HCA) would be established to set standards for qualified coverage,
affordability guidelines, and performance standards. The HCA also would manage
and coordinate public sector health coverage programs.

B. SPECIFICATIONS FOR DEVELOPING ESTIMATES

While the authors of each of the reform models had worked out many details, it was
necessary to identify additional specific provisions of each model in order to make estimates of
coverage, cost, and financing that could be compared across the reform models. The Health
Security Act and Health Choices, in particular, left substantial detail to be developed by their
respective governing bodies, once the models were implemented.

Therefore, we undertook a process of describing each model in more detail, and (through the
New Mexico Human Services Department) offered the models’ primary authors the opportunity
to review and clarify the details of each model. The final specifications for the first three models
are included in our earlier report (Chollet et al. 2007), and they are unchanged for the purpose of
projecting their results to FY2010 in this report. Comparable specifications for HealthSolutions
are included in Appendix A of this report.

To develop estimates that would help the Committee compare the reform models on the
same basis, we tailored the focus of each model and developed relatively precise specifications
for key components of the models. The most significant decisions made to ensure comparability
among the models include the following:

e The covered population. As in our earlier report, the estimates in this report relate
only to the civilian population under age 65 who do not reside in an institution and
are ineligible for Medicare.> The Health Security Act, in particular, hopes to include
both New Mexicans living in institutions and Medicare beneficiaries in the Health
Security Plan. However, in each of the other reform models, Medicare beneficiaries
and persons over age 65 would be covered in the same manner as in the current case.

e Subsidies to individuals. The Health Security Act and New Mexico Health Choices
envision (respectively) income-related premiums and income-related vouchers to
support the individual purchase of coverage. To develop the relatively precise
information needed for estimating expenditures and financing, we specified a
subsidy schedule similar to the SCI schedule, with persons under 100 percent FPL
paying no premiums for coverage. For the Health Security Act, premiums are
income-adjusted below 200 percent FPL and capped at 6 percent of income for
families at 200 percent FPL or above. For Health Choices v.1, vouchers are scaled
to income and calculated to fully finance high, medium, or low-option coverage,
depending on the family’s income. In v.2, families above 400 percent FPL pay

®> The noninstitutionalized civilian population includes all New Mexicans except active military
personnel, inmates in penal institutions, and patients in long-term care facilities.



premiums, but their vouchers cap family premiums at 6 percent of family income.
Finally, for the Health Coverage Plan and HealthSolutions, the current SCI premium
schedule was extended to 300 percent FPL; above 300 percent FPL, employers and
employees each pay $100 per month, and self-employed individuals pay $200 per
month—nbut premiums are not otherwise be capped relative to income. With respect
to these subsidies, HealthSolutions differs from the Health Coverage Plan only in
that persons with income above 300 percent FPL may not enroll in SCI, even if
application of income disregards (intended to encourage work effort) would yield net
income below 300 percent FPL. Because of income disregards, some persons with
income above 300 percent FPL are currently eligible to enroll in SCI, and the Health
Coverage Plan would allow them to do so.

e Payments by employers. The Fair Share amount that employers would pay under
the Health Coverage Plan was specified at $300 per employee per year, paid for each
employee not directly enrolled in the employer’s own health plan, whether or not the
employee is offered coverage or is eligible for an employer plan.®  Under
HealthSolutions, employers with at least 6 employees would pay a Healthy
Workforce contribution from which they deduct the total amount they currently pay
toward coverage. Because the composition of coverage within firms is unknown and
small employers with just a few covered workers could avoid paying any Healthy
Workforce contribution, we developed a range of revenue estimates for each level of
the Healthy Workforce contribution. These estimates indicate that employers would
pay at least $100 per year for full-time workers and $50 per year for part time
workers to finance HealthSolutions, but not more than $200 per year for full-time
workers and $100 per year for part-time workers.

e Incentive payments and tax credits for employers. The Health Coverage Plan
called for a system of incentives and subsidies to encourage the use of federal tax
preferences for employer-sponsored coverage. Other states’ efforts to do this have
had no appreciable impact on employer offer. As in our earlier report, this provision
was dropped from the analysis.

e Special insurance products. The Health Coverage Plan calls for a special low-cost
insurance product to be developed for healthy adults ages 19 to 30, and also
expansion of eligibility for dependents benefits to age 30. In combination, these
provisions could drive significant adverse selection in dependents coverage: under
current law, insurers would have to issue dependents coverage regardless of the
dependent’s health status, but could deny applicants for the special product based on
their health status. In light of concerns about adverse selection when there is no
provision to limit insurers’ underwriting for the special products, the introduction of
special insurance products for healthy young adults was dropped from the
specifications for the Health Coverage Plan, as in our earlier report.

® This amount was derived from the fair share payments levied in Massachusetts ($295 per employee
per year) and Vermont ($350 per employee per year).



Finally, each of the reform models envisions some method of controlling health care costs
and improving the quality of care. Under the Health Security Act and Health Choices, a
commission or governing board would negotiate provider payment rates and develop strategies
to improve health care quality and healthy behaviors. The Health Coverage Plan would create a
Cost, Access and Quality Council to identify and develop ways to contain cost, increase the
quality of care, and implement wellness and prevention activities. HealthSolutions calls for a
Health Coverage Authority to reduce bureaucracy, create a single point of accountability for the
operation of all state health coverage programs, and promote performance standards statewide.
None of the strategies devised in any of the reform models is intrinsic to the model design.
Instead, it seems reasonable that any of the reform models could devise a “best practice”
approach to working with providers and covered New Mexicans to achieve the same goals.
Therefore, as in our earlier report, our estimates and projections are not adjusted to reflect stated
differences in governance among the models.

The following chapters describe our estimates of current-case health insurance coverage and
expenditures in New Mexico as well as estimates of coverage under the reform models. IN
Chapter Il, we document the methods used to update estimates and projections for this report. In
Chapter 111, estimates of coverage in the current case and in each of the reform models are
presented. In Chapter VI, the projected cost of health care services and coverage for New
Mexicans in the current case are compared with costs in each reform model; and in Chapter V,
estimates of financing for each reform model are presented. Finally, Chapter VI includes an
analysis of the economic impacts of HealthSolutions New Mexico, prepared by the Bureau of
Business and Economic Research (BBER) at the University of New Mexico.
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Il. METHODS

Our earlier report included an extensive discussion of methods, including (1) development
of a microsimulation database to support estimates of current-case coverage and expenditures;
and (2) development of microsimulation logic to estimate the coverage and expenditure changes
associated with each reform model. The discussion below summarizes that presentation and
describes the process used to update the estimates to FY2010.

A. THE MICROSIMULATION DATABASE
1. Population Data

For this report, we updated the microsimulation database to include the most recent year of
the Current Population Survey (CPS), fielded in 2007 and reporting coverage in 2006. As in our
earlier report, we merged CPS samples from five states (Arizona, Colorado, Nevada, New
Mexico, and Texas) over three years, incorporating responses to survey questions fielded in
2005, 2006, and 2007.” We adjusted the Census-calculated probability (or “weight”) for each
person who was not drawn from a New Mexico sample to equal the probability of persons who
appeared in the combined New Mexico sample in terms of a number of their characteristics—
age, ethnicity, health status, family income and size, health insurance status, use of the Indian
Health Service, and urban or rural location? The CPS identifies health insurance status as
coverage at any time during the year from Medicare, Medicaid, employer-based coverage, or
other private coverage. Persons without coverage from any of these sources (including those
covered only by the Indian Health Service or other programs that provide direct services) were
designated as uninsured.

Rates of private coverage were assumed to hold at 2006 levels in New Mexico, although
historically they have been declining. Since 2000, private coverage rates (estimated as a 3-year
moving average of the privately insured population under age 65) have moved in apparent
cycles, most recently peaking at about 65 percent (in 2002-2004) and declining below 63 percent
in 2004-2006 leading into an expected economic recession.® In effect, we have assumed that the

" The United States Office of Management and Budget (OMB) defines metropolitan statistical areas
according to published standards that are applied to Census Bureau data. The general concept of a
metropolitan statistical area is that of a core area containing a substantial population nucleus, together
with adjacent communities having a high degree of economic and social integration with that core.
Metropolitan statistical areas are relatively freestanding and typically surrounded by nonmetropolitan
counties. Current metropolitan statistical area definitions were announced by OMB effective June 6,
2003 (See http://www.census.gov/population/wwwi/estimates/aboutmetro. Html, accessed 2/1/08).

8 Urban residents included those in metropolitan statistical areas (MSAs). In New Mexico, these
include the Albuguerque MSA (including Bernalillo, Sandoval, Torrance, and Valencia County), Santa Fe
MSA (i.e. Santa Fe County), Farmington MSA (i.e. San Juan County), and Las Cruces MSA (i.e. Dona
Ana County). Rural residents included those in non-MSA counties.

®See New Mexico Health Policy Commission, Quick Facts 2008 (http://hpc.state.nm.us/
documents/Quick%20Facts%202008.pdf, accessed 2/1/08).



rate of private coverage in FY2010 will recover to estimated 2006 levels, consistent with past
cycles (Figure 11.1).

FIGURE 111

ESTIMATED PERCENT OF NEW MEXICANS UNDER AGE 65 WITH
PRIVATE COVERAGE, 2000-2006
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Source: Prepared from tabulations presented in the New Mexico Health Policy Commission,
Quick Facts 2008 (http://hpc.state.nm.us/documents/Quick%20Facts%202008.pdf,
accessed 2/1/08).

The population survey data did not identify specifically the many public programs that are
available to small groups and individuals in New Mexico: SCI, the New Mexico Health
Insurance Alliance (NMHIA), the New Mexico Medical Insurance Pool (NMMIP), and the
Premium Assistance (PA) program. Therefore, it was necessary to assign individuals to each
program on a probability basis, consistent with their reported source of coverage, family income,
age, and health status characteristics. The resulting data file included families and individuals
assigned to each program in numbers equal to the programs’ 2006 enrollment (by age, gender,
and location if provided) in 2006. Self-employed and other individuals who were assigned to
NMHIA and NMMIP included only those who reported good, fair, or poor health status—
reflecting adverse selection into these programs commensurate with their cost experience.

To correct for underreporting of Medicaid and SCHIP enrollment and to project the current
case to FY2010, person records were re-weighted (concurrent with the population reweighting
described above). Individuals eligible for assignment to Medicaid or SCHIP (or to SCI, as
described below) were those who met New Mexico’s categorical requirements in combination
with income requirements after application of earned income disregards.’® We then statistically

% In general, earned income disregards subtract a significant share of earned income from the
family’s adjusted gross income before calculating family income as a percent of FPL. The application of



matched records from the Household Component of the 2004 Medical Expenditure Panel Survey
(MEPS-HC, the most recent year available) to obtain a history of enrollment months, and
reweighted individuals by age, gender, and location to match New Mexico enrollment months
projected to FY2010.

This process identified a large number of low-income New Mexicans who were enrolled in
Medicaid or SCHIP for just part of the year, consistent with the programs’ administrative data on
the average number of months per enrollee. In FY2006, we estimated the average reported
duration of enrollment in these programs was 6.7 months. However, in subsequent discussions
with the New Mexico Human Services Department (HSD) we discovered that the average
number of months per enrollee in FY2007 had increased. Consequently, based on the FY2006
estimate, our FY2010 projection of persons covered in Medicaid in the current case is likely to
be high, However, the total number of enrolled months and total expenditures correspond to
HSD projections to FY2010.

Finally, every worker in the data file was identified as having an employer offer of coverage
or not, based on a logistic regression model estimated over all adult workers in the 2002 New
Mexico Household Survey. The regression model considered the workers’ socio-demographics
(age, gender, race, education, and marital status), health status, family characteristics (the
presence of children, family size and level of family income), employment characteristics
(industry, whether self-employed, and whether working full-time), and geographic location (in
MSA or nonMSA)."* We ran the regression model twice to estimate separate probabilities of
having an offer for single coverage and having an offer for family coverage. The coefficient
estimates were used to predict the probability of a current employer offer of coverage for each
adult worker in the population data file who was not already enrolled in employer coverage.
Private-sector workers with employer-sponsored coverage were then randomly assigned to self-
insured group coverage versus insured group coverage (within firm size and industry groups) to
equal the proportion of private-sector workers in self-insured plans reported in the New Mexico
sample of the 2004 Medical Expenditure Panel Survey—Insurance Component (MEPS-IC) (the
most recent data available).

2. Expenditure Data

Expenditure estimates for each record in the microsimulation database also were obtained
from the 2004 MEPS-HC. Two types of information were appended to each record in the
population data file: (1) the number of months enrolled in a specific source of coverage; and (2)
the amount of expenditure by source of payment and type of service.*? Sources of coverage and

(continued)

earned income disregards (which in New Mexico vary by the presence and age of children in the family)
has the effect of qualifying categorically eligible persons for public coverage at higher levels of total
income while encouraging work effort.

1 Because a number of these variables (employee age, gender and industry) determine the premium
quoted to the employer, in effect the regression model estimated a reduced form specification of employer
demand, including price.

12 Records were appended using “cold-deck” procedure, which statistically matched expenditures to
person records controlling for age, health status, location, income, race, and insurance coverage.



payment included Medicaid/SCHIP, employer-based insurance, other private insurance, other
federal programs, and other state programs. Types of services include inpatient and outpatient
hospital care, emergency services, practitioner services, prescription drugs, home health care,
vision and dental services, and other services and durable medical equipment.

Expenditure levels (which in MEPS-HC reflect, in effect, the national average) were scaled
to equal expenditure levels by source of payment in New Mexico, projected to FY2010. Rates of
increase to FY2010 were calculated as the average annual rate of historical growth (typically
from 2002 to 2007) in expenditures per member per month by source of payment. Assumed
rates of growth (and other key parameters) are documented in Table 11.1.

TABLE II.1
AVERAGE ANNUAL MEDICAL COST GROWTH PER MEMBER PER MONTH, BY PAYER

Payer Estimate Source

FEHBP and Self-Insured 8.8%  Estimated as the average reported annual increase in FEHBP plan cost

Employer Plans per member per month from CY2004 to CY2006.

Private Group Insurance 8.2%  Estimated as the average reported annual increase in insured group plan
cost per member per month from CY2004 to CY2006.

Individual (Nongroup) 10.4%  Estimated as 2/3 the estimated average reported annual medical cost

Private Insurance growth for self-employed enrollees in NMHIA.

Medicaid and SCHIP 5.6% NM Human Services Department. Estimated as the average reported
annual increase in medical costs per member per month from FY2002
to FY2007.

NMHIA 11.1% NM Health Insurance Alliance. Estimated as the average reported

annual increase in medical costs per member per month from FY2002
to FY2007, including group and self-employed enrollees.

NMMIP 5.2%  NM Medical Insurance Pool. Estimated as the average reported annual
increase in medical costs per member per month from FY2004 to
FY2006.

SCI 11.1%  Estimated as the average annual increase in medical costs per member

per month in NMHIA from FY2002 to FY2007.

State Employee Health Plan  10.0%  Data provided by state employee plan carriers. Estimated as the
average annual increase in state employee plan cost per member per
month from FY2002 to FY2006.

3. Benefit Design

To simulate benefit designs in each of the reform models we developed a summary measure
for each of four major sources of coverage: (1) the state employee health plan; (2) private group
insurance; (3) individual private insurance; and (4) Medicaid and SCHIP. For each source of
coverage, we calculated average out-of-pocket spending as a percent of the total cost by type of
service, among individuals with at least 10 months of coverage, while covered from that source.
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Presented in Table 1.2, these estimates did not change significantly from those in our earlier
report, although they are based on the population projected to FY2010.5

TABLE 1.2

MEASURES OF BENEFIT DESIGN: ESTIMATED AVERAGE COPAYMENT RATES
BY SOURCE OF COVERAGE AND TYPE OF SERVICE IN THE CURRENT CASE

State Employees  Private Group  Private Individual ~ Medicaid/SCHIP

(Percent of total expenditures)

Inpatient 2.5% 2.2% 9.1% 0.0%
Outpatient 7.2 5.0 15.6 0.5
Emergency Room 10.9 8.6 114 13
Physician 214 16.1 40.5 5.1
Prescription Drugs 34.8 35.3 59.6 15.7
Vision/Dental 50.7 45.8 71.8 25.7
Other Medical Services and Supplies 40.8 42.7 71.6 19.1
Home Health 9.9 11.2 25.2 0.0

Source: Mathematica Policy Research, Inc.

4. Nonmedical Cost Estimates

The nonmedical cost of coverage includes administrative activities undertaken by state
agencies, private and public employers, and private health insurance plans (such as determination
of eligibility for coverage, and enrollment and disenroliment from coverage), claims processing
and provider relations, and insurer surplus and profit. Plan sponsors—both governments and
employers—also incur direct nonmedical costs to administer health insurance plans.

Estimates of nonmedical costs in the current case, by plan sponsor, are documented in
Table 11.3. These estimates are intended to approximate the additional cost that plan sponsors
would incur as a percentage of medical cost, if enrollment increased. Conversely, a decline in
enrollment would reduce administrative costs proportionate to the decline in medical
expenditures. In the case of means-tested public coverage, the marginal cost of administration is
estimated as a per-person cost of eligibility determination; other agency costs—including the
cost of contracting with private managed care organizations and other costs of oversight—are
regarded as overhead that would not increase significantly with an expansion of enrollment such

3 These estimated “copayment” rates are implicit in the current case. They are used explicitly to
measure benefit designs in the reform models and, therefore, the responses of individuals to a change in
their source of coverage. For example, individuals who move from uninsured status (with a copayment
rate of 100 percent for all services) to Medicaid or SCHIP would experience a reduced copayment rate of
5.1 percent for physician services and 15.7 percent for prescription drugs in the reform model. Similarly,
individuals who move from private group coverage in the current case to either the Health Security Plan
or the New Mexico Health Choices Alliance “medium-option” standard benefit (both essentially patterned
on the state employee health plan) would see an increase in their average copayment rate for hospital and
physician services, but a somewhat lower copayment rate for prescription drugs.
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as the reform models contemplate. In the case of private coverage, NMHIA, and NMMIP, direct
administrative cost is estimated in direct proportion to medical expenditures—the metric that
private insurers and these programs currently use as context for the level of administrative cost.

TABLE I1.3

MARGINAL COST OF PROGRAM ADMINISTRATION BY PLAN SPONSOR

Plan Sponsor Estimate Source

Employer Cost of Administering 1.0% of NM General Services Department.? Estimated as FY08
Employee Health Insurance Plans  medical cost  projected permanent FTE staff costs per projected FY08
medical claims paid for state employees.

State Cost of Determining $137 per NM Human Services Department estimate inflated to

Medicaid/SCHIP/SCI Eligibility enrollee FY2010 at 3.7 percent per year, the average annual
growth in net earnings among wage and salary workers
in New Mexico.

NMHIA Administration 3.9% of NM Health Insurance Alliance. Estimated as the
medical cost  reported net administrative and overhead cost rate from
January to June FY2006 per paid claims.

NMMIP Administration 5.6% of NM Medical Insurance Pool, Administrative Summaries.
medical cost  Estimated as the reported FY2002-2006 unweighted
average administrative cost per paid claims.

% See http://www.generalservices.state.nm.us/pdf/ SDStratgcPlan2FY08.pdf, p.21.

Estimates of carriers’ (additional) nonmedical cost of insurance by source of coverage are
documented in Table I1.4. For private coverage, these were obtained from the statements that
health companies in New Mexico (and in all other states) file annually with the Public
Regulation Commission. In cases where the reported data were inadequate to identify
nonmedical costs (for example, for state employees in New Mexico) we made reasonable
assumptions (in this case, assigning to state employees carriers’ reported nonmedical cost rate for
federal employees).

In public programs that contract with private insurance plans—including Medicaid, SCHIP,
SCI, and NMHIA—the state cost of administration and the net cost of private insurance are
additive. Similarly, the employer cost of plan administration and the net cost of private
insurance are additive.
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TABLE I1.4

TOTAL NONMEDICAL COST AS A PERCENT OF TOTAL COST BY PAYER IN THE CURRENT CASE

Payer Estimate Source

FEHBP 16.8%  NM Public Regulation Commission. Estimated as the average CY2004-CY2006
nonmedical cost rate reported for FEHBP coverage in NM, weighted by earned
premiums.

Self-Insured 17.8%  Estimated as the average CT2004-CY2006 FEHBP nonmedical cost rate plus the

Employer Plans employer cost of plan administration.

Group Private 19.5%  NM Public Regulation Commission. Estimated as the average CY2004-CY 2006

Insurance nonmedical cost rate for group health insurance reported by NM group health
companies (weighted by earned premiums) plus the employer cost of plan
administration.

Individual 27.7%  NM Public Regulation Commission. Average CY2004-CY2006 nonmedical cost

(Nongroup) rate for nongroup health insurance reported by NM nongroup health companies,

Private Insurance weighted by earned premiums.

Medicaid and 9.5%  NM Human Services Department. Estimated as the average of (a) the allowed

SCHIP nonmedical cost of MCOs and (b) nonmedical cost for FFS reported by HSD,
weighted by SFY2007 reported medical costs and converted to a percentage of
total cost. Added to this amount is the HSD cost of eligibility determination
($137 per enrollee).

NMHIA 21.0%  NM Health Insurance Alliance. Estimated as the sum of group private insurance
nonmedical costs plus NMHIA administrative and overhead cost expressed as a
percent of total cost.

NMMIP 5.3%  NM Medical Insurance Pool. Estimated as the reported FY2002-FY2006
unweighted average administrative cost per paid claims, converted to a
percentage of total cost.

SCI 18.5%  NM Public Regulation Commission and NM Human Services Department.
Estimated as the nonmedical cost of group insured plans plus the HSD cost of
eligibility determination ($137 per enrollee).

State Employee 17.8%  NM Public Regulation Commission. Estimated as the average CY2004-CY 2006

Health Plan

nonmedical cost rate reported for FEHBP coverage in NM weighted by earned
premiums, plus the employer cost of plan administration.

B. THE MICROSIMULATION MODEL

The microsimulation uses a logic model that assigns individuals by coverage month to

various sources of available coverage.

It assumes that all individuals in New Mexico, when

subject to a requirement that they have coverage, comply with that requirement.

All of the simulations assume that employers will not newly sponsor coverage if they do not

Sponsor coverage in the current case.

However, workers (and their dependents) may newly

enroll in employer coverage if it remains available to them. Thus, any new enrollment in
employer-sponsored is due to workers who, offered coverage in the current case but not enrolled,
accept coverage in the reform model.

13



Because the model assumes that there is no new offer of employer-sponsored coverage,
individuals who are eligible for Medicaid or SCHIP are in general first assigned to those
programs for the full year. For the Health Security Act and Health Choices version 1 (where
Medicaid and SCHIP enrollment would be automatic), other adults and children are assigned full
year coverage in the Health Security Plan or Health Choices Alliance, respectively. For Health
Choices version 2, the Health Coverage Plan, and HealthSolutions, the microsimulation assumes
that, when there is a choice of plan, individuals enroll in the least expensive option.

Similarly, for New Mexico Health Choices version 2, the model assumes that self-insured
employers buy insured coverage if the Alliance premium is less than they otherwise would pay
per employee for coverage. In this reform model, employees that decline an offer of coverage
from their employer either accept public coverage (if eligible) or enroll as individuals in the
Alliance.

In the Health Coverage Plan and HealthSolutions, individuals accept Medicaid and SCHIP
coverage if eligible or accept an employer offer of coverage if it is available and requires no
contribution to coverage. Otherwise they accept employer offer with an employee contribution
to coverage, buy individually into SCI (if eligible), or buy individual coverage. NMMIP remains
the insurer of last resort: individuals who are denied individual coverage (and otherwise are
neither eligible for public coverage nor offered employer coverage) buy coverage in NMMIP.

In each of the simulations, American Indians and other Native Americans are assumed to
enroll as do other New Mexicans. Tribal participation in the programs—potentially with tribal
contributions to coverage—is not assumed during the projection period.

Estimates of the change in health services use and expenditure that would occur as New
Mexicans changed their health insurance status and sources of coverage under each reform
model are based the same actuarial induction factors and estimation methods as described in our
earlier report, provided by the Actuarial Research Corporation.* The resulting estimates
approximate total spending by service type and source of payment, accounting for consumer
response to changes in benefit design, if any, that they experience in the reform models.

¥ An induction factor is a measure of the change in total spending associated with a change in out-
of-pocket costs. For example, if the induction factor is 0.5, this means that for every $1 decrease in out-
of-pocket costs, covered charges will increase by $0.50. Conversely, every $1 increase in out-of-pocket
costs results in a $0.50 decrease in total spending.
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I11. CURRENT-CASE COVERAGE AND COVERAGE IN THE REFORM MODELS

This chapter provides an overview of current sources of coverage in New Mexico. New
Mexicans are categorized in terms of the source of coverage that they held for the longest period
during the year—although many New Mexicans change coverage status during the year as their
employment situation and public program eligibility status change. We then consider how New
Mexicans coverage status and sources of coverage would change in each of the reform models.

A. PROJECTED COVERAGE IN THE CURRENT CASE

Coverage is not static—in every state, people move in and out of different coverage from
various sources, and also gain and lose coverage during the year. In general, transitions in and
out of coverage are more common among people with lower income and possibly also less stable
employment.® We identified individuals by their predominant source of coverage based on
simulated months of coverage during the year. Individuals are categorized as predominantly
uninsured if they were uninsured six months or more during the year. All others were assigned
to their predominant source of coverage, defined as the source of coverage that they reported for
the greatest number of months during the year.'

In FY2010, an estimated 45 percent of the state’s noninstitutionalized non-elderly
population—approximately 782 thousand New Mexicans—are projected to be predominantly
covered by employer-sponsored insurance, including self-insured employer plans, private
insured employer plans, and public employee plans (Figure 111.1). Medicaid, SCHIP, and SCI

. . . 17, 18
are projected to cover an estimated 30 percent of New Mexicans under age 65. Other

' In a 2005 national survey of adults, 37 percent of adults with income below $20,000 were
uninsured currently and another 16 percent had been uninsured in the past year. With income from
$40,000 to $60,000, 9 percent were currently uninsured and another 9 percent had been uninsured in the
past year. Above $60,000, just 4 percent were uninsured and another 3 percent had been uninsured in the
past year. See: Commonwealth Fund Biennial Health Insurance Survey, 2005—Chartpack Figure ES-1:
Uninsured Rates High Among Adults with Low and Moderate Incomes, 2001-2005
(http://www.commonwealthfund.org/usr_doc/Collins_gaps_hlt_ins_all-american_figures.pdf?section=
4056, accessed 1/25/08).

% This method of identifying uninsured New Mexicans (based on MEPS-reported months of
coverage) differs from the definition used in the CPS. The CPS defines individuals as uninsured if they
are uninsured all year, but the similarity between the MEPS and CPS estimates has led many researchers
to regard CPS as reporting point-in-time estimates. CPS estimates of uninsured in New Mexico in 2006
(24 percent of the noninstitutionalized population under age 65) are slightly lower than our MEPS-based
estimates (26 percent).

7 In addition to these persons, Medicaid covers dually eligible Medicare beneficiaries in the
community and income-qualified residents of nursing homes and facilities for mentally retarded residents.
These beneficiaries were excluded from the analysis, in large part because their complex care needs and
the federal rules that apply to these persons warrant separate consideration beyond the time and resources
available to this project.

8 As noted in Chapter Il, following development of the current case data, we discovered that the
average number of months enrolled in Medicaid and SCHIP was greater than we had understood.
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public programs—including the federal TRICARE program—are projected to cover covered
about 5 percent of the population.’® ? Eighteen percent of New Mexicans under age 65 are
projected to be predominantly uninsured; more would be uninsured at some time during the year.

FIGURE I11.1

PROJECTED PERCENTAGE OF NEW MEXICANS UNDER AGE 65
BY PREDOMINANT SOURCE OF HEALTH COVERAGE, FY2010

Uninsured
18%
Other federal and

state programs
5%

Private and public
employer plans
45%
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30%

Individual private
coverage
2%

Source: Mathematica Policy Research, Inc.

Notes: Data include only the noninstitutionalized population under age 65. Medicare
beneficiaries and active military personnel are excluded. Individuals are
identified as uninsured if they were uninsured at least 6 months during the year;
all others are allocated to the source of coverage they reported for the greatest
number of months.

Among New Mexicans projected to be predominantly covered by an employer-sponsored
plan in FY2010, 88 percent are private-sector employees and their dependents. An estimated 33
percent of insured New Mexicans with employer-sponsored coverage (260 thousand workers and
dependents) are enrolled in self-insured plans. These plans are governed by the federal

(continued)

Consequently, the number of enrollees (and enrollees as a percent of the population) reported in the
current case is somewhat greater than may be accurate. However, because the microsimulation actually
models months of coverage, not covered persons, the expenditure and financing estimates are not affected
by this misunderstanding.

9 While active military personnel were excluded from the analysis, a small number of military
retirees and dependents reported benefits from TRICARE.

% Indian Health Service (IHS), the Veterans Administration (VA) and some other public programs
that directly pay for personal health care services are not considered health insurance programs. New
Mexicans with only IHS- or VA-covered spending are considered uninsured.
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Employee Retirement Income Security Act (ERISA) and are exempt from state regulation or
taxation. The remaining 55 percent of New Mexicans with coverage from private employer
plans (436 thousand workers and dependents) are enrolled in insured plans subject to state
regulation, as are the 1 percent of workers and dependents (nearly 6 thousand persons) enrolled
in coverage through the New Mexico Health Insurance Alliance (NMHIA). An additional 6
percent of covered workers and dependents are enrolled in the state employee plan.

FIGURE I11.2

PROJECTED DISTRIBUTION OF NEW MEXICANS UNDER AGE 65 WITH
EMPLOYER-SPONSORED COVERAGE BY SOURCE OF PLAN, IN THE
CURRENT CASE (NO REFORM), FY2010

NMHIA Private-sector
1% w orkers in self-
insured plans
33%

Private sector Federal employees
employees 5%

55% State employees

6%

Source: Mathematica Policy Research, Inc.

Notes: Data include only the noninstitutionalized population under age 65. Medicare
beneficiaries and active military personnel are excluded. Individuals are allocated to
the source of coverage they reported for the greatest number of months.

Detailed estimates of New Mexicans by their predominant sources of health coverage are
reported in Table Il1.1. Several aspects of these estimates are of interest. First, more New
Mexicans are projected to be uninsured at some time during the year (884 thousand) than are
insured all year (865 thousand). Most of those who are projected to be uninsured at some time in
FY2010 (789 thousand) will be uninsured just part of the year; 95 thousand New Mexicans are
projected to be uninsured all year (estimates not shown).

Those projected to be uninsured part or all of the year are substantially younger than the
full-year insured population: 71 percent are under age 30, compared with 32 percent of the full-
year insured population. It follows that compliance with an individual mandate in New Mexico
would generally reduce the average age of the insured population, regardless of the reform model
chosen. However, especially relative to their much younger age, the reported health status of the
population that is uninsured part or all of the year suggests significant and probably unmet health
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care needs: 42 percent report good, fair, or poor health status (not very good or excellent),
compared with 38 percent of full-year insured New Mexicans.

TABLE Il11.1

CHARACTERISTICS OF THE INSURED AND UNINSURED POPULATIONS IN THE CURRENT CASE,
PROJECTED FY2010

Total Population Full-Year Insured Part or Full-Year Uninsured
Number (000’s) Percent |Number (000’s) Percent |Number (000’s) Percent

Total 1,749.4 100.0% 865.1 100.0% 884.3 100.0%
Age

0-5 213.9 12.2% 33.6 3.9% 180.3 20.4%

6-18 357.2 20.4% 64.2 7.4% 293.1 33.1%

19-30 331.6 19.0% 176.0 20.3% 155.6 17.6%

31-44 335.9 19.2% 205.4 23.7% 130.5 14.8%

45-64 510.7 29.2% 385.9 44.6% 124.8 14.1%
Firm Size (Workers Only)

<=10 817.2 68.4% 231.5 49.4% 585.7 80.6%

11-24 187.7 15.7% 112.4 24.0% 75.3 10.4%

25-99 77.9 6.5% 48.8 10.4% 29.1 4.0%

>=100 112.7 9.4% 75.8 16.2% 36.9 5.1%
Health Status

Excellent/very good 1,042.1 59.6% 532.8 61.6% 509.3 57.6%

Good/fair/ poor 707.3 40.4% 332.3 38.4% 375.0 42.4%
Family Income

0-100% FPL 432.2 24.7% 88.8 10.3% 343.4 38.8%

100-185% FPL 293.3 16.8% 66.4 7.7% 226.9 25.7%

185-235% FPL 157.7 9.0% 77.2 8.9% 80.5 9.1%

235-300% FPL 183.8 10.5% 109.0 12.6% 74.8 8.5%

300% FPL + 682.4 39.0% 523.7 60.5% 158.7 17.9%
Location

MSA 1,136.2 64.9% 548.5 63.4% 587.7 66.5%

Non-MSA 613.3 35.1% 316.6 36.6% 296.7 33.5%

Source: Mathematica Policy Research, Inc.

Notes: Data include the noninstitutionalized civilian population under age 65. Medicare beneficiaries and active
military personnel are excluded. Individuals are identified as uninsured if they were uninsured at least 6
months during the year; all others are allocated to the source of coverage they reported for the greatest
number of months.

Other differences also are striking: while 49 percent of full-year insured New Mexicans are
employed in very small firms, with fewer than 10 employees, nearly 81 percent of workers who
are uninsured all or part of the year are employed in these firms. Conversely, just 9 percent of
New Mexicans projected to be uninsured all or part of the year are employed in firms with more
than 25 workers. Finally, those who are uninsured part or all of the year are nearly as likely to be
located in nonmetropolitan areas (34 percent) as in metropolitan areas (37 percent). The
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relatively low projected number of uninsured residents in rural areas reflects New Mexico’s
ongoing efforts in rural communities to enroll adults in children in Medicaid, SCHIP, and SCI
when eligible.

B. COVERAGE ESTIMATES IN THE REFORM MODELS

To compare the modeling results across the reform models in a meaningful way, we made a
number of assumptions about program implementation and behavioral responses; these
assumptions were consistently applied to each reform model. In this section, we summarize
these assumptions and then present the simulation results. Qualitatively, the assumptions used to
generate the coverage results in this report are the same as those in our earlier report.

1. Major Assumptions

Key assumptions that drive the coverage estimates in each reform model include the
following:

e Every New Mexican becomes insured. Each reform model would require that
every New Mexican become and remain insured. Although each reform model
envisions a somewhat different approach to enforcement, we presume that a “best
practice” enforcement strategy could be developed and applied with equal effect in
each. We further assume that New Mexicans comply fully with the mandate—that
is, every resident would obtain coverage from some available source.

e Immediate full implementation. Each reform model envisions the development of
a governing body with different levels and types of authority and responsibility.
Some further envision major changes in how providers are paid and how insurance
markets would operate. All of these changes would require time to implement, and
some reform models may take longer to reach full effect than others. However, there
is no real basis for modeling such differences. Therefore, we assume immediate full
implementation of each reform model.

e Maximum enrollment in Medicaid and SCHIP. In order to retain the significant
federal funding of Medicaid and SCHIP in New Mexico, we assume that both
programs continue. Moreover, we assume that every individual eligible for
Medicaid or SCHIP would enroll in these programs unless they already are enrolled
in an employer plan and that plan continues to be available to them. All currently
uninsured New Mexicans who are eligible for Medicaid or SCHIP are assumed to
enroll in the program.

e Self-insured employer decisions are driven by cost. Under Health Security Act
and New Mexico Health Choices, self-insured employers are confronted with a
decision to maintain their ERISA-protected self-insured plans or to close them in
favor of having their employees enroll in a new statewide program. We assume that
employers make this decision purely on a cost basis, allowing for some “drag”
associated with making such a major change in compensation. As in our earlier
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report, we assume that self-insured employers would terminate their plan in favor of
a newly available coverage option if the per-member cost of the self-insured plan is
at least 20 percent more than the per-member cost of the new coverage option. We
believe that this assumption is conservative; over time if not immediately, self-
insured employers might respond to a much lower difference in cost.

Individual choices among coverage options are driven by cost. When individuals
or their employers have more than one coverage option, we assume that they always
choose the option that is of lowest cost to them. HealthSolutions and the Health
Coverage Plan offer the most opportunities for individuals to make such choices.
Under these reform models, we assume that uninsured workers who are eligible for
both employer-sponsored coverage and individual enrollment in SCI choose
employer coverage if it is less than the SCI individual premium (including the
employer share of premium) by as little as $100 per person per year, a high level of
sensitivity that reflects the low family income of individuals eligible for the program.
Similarly, when they are not eligible for public coverage but have an employer offer
of coverage available to them, we assume that they accept the employer offer before
enrolling in individual coverage. Only individuals who are denied individual private
coverage based on health status enroll in NMMIP. In all of the reform models, when
uninsured individuals are eligible for Medicaid or SCHIP, we assume that they enroll
in these programs rather than in private coverage (which, if offered, they in fact
declined).

Crowd out. Of the reform models, only New Mexico Health Choices envisions
expanded eligibility for Medicaid beyond that assumed in the current case.”
However, in each of the models, insured children who are currently eligible for
Medicaid or SCHIP could enroll in these programs, “crowding out” other coverage.
With respect to HealthSolutions and the Health Coverage Plan, we reasoned that
categorically eligible, privately insured individuals could already have enrolled in
Medicaid or SCHIP but did not; therefore, we assume that they do not drop private
coverage to enroll in Medicaid or SCHIP after reform. In New Mexico Health
Choices, individuals who are eligible for Medicaid or SCHIP receive a voucher to
participate in the Alliance, in the same way as other New Mexicans affected by the
reform. As with the Health Security Act, the designation of Medicaid- or SCHIP-
enrolled under New Mexico Health Choices is retained for the calculation of both
federal matching and cost sharing when covered.

Family coverage is preferred when available. We assume that coverage decisions
are made at the family level. Thus, insurance family units (spouse and children) are
not separated, unless either (1) program eligibility rules do not allow the entire
family to enroll or (2) certain members are already enrolled in coverage (for

eligibility to these persons.

2L New Mexico Health Choices calls for Medicaid enrollment of all adults under 100 percent FPL;
estimates of coverage under this model assume that the state can obtain waiver authority to expand
Both the Health Security Act and the Health Coverage Plan would retain
Medicaid eligibility for parents below 100 percent FPL (as presumed in the current case), as well as
children to higher levels of family income. The Health Coverage Plan would enroll (as at present) adults

without children in SCI, with reinsurance to cover expenditures above the current limit.
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example, Medicaid or SCHIP) at lower cost. New Mexicans not living with a spouse
or children make coverage decisions as individuals.

e Young adults first seek coverage on their own. The Health Coverage model
envisions extending coverage to unmarried adults through age 30 as dependents. We
assume that, if working, these young adults would take coverage from their own
employers if it were offered, before taking coverage as a dependent on their parents’

policy.

e Native Americans enroll in coverage, as do all other New Mexicans. For the
purpose of estimating coverage and cost in the reform models, we assume that all
New Mexicans have the same enrollment opportunities and obligations—including
Native Americans who live either in urban areas or on reservations. Similarly, we
assume that noncitizens may enroll in coverage on the same basis as others living in
New Mexico.

2. Sources of Coverage

Consistent with the assumption that every New Mexican becomes insured under each of the
reform models, the simulations redistribute uninsured individuals into some source of coverage.
In addition, in some reform models, individuals who are now covered by self-insured employer
plans may change their source of coverage, if their employer terminates the self-insured plan in
favor of the new statewide plan. The major features of each reform model that affect coverage
are summarized below:

e The Health Security Act would introduce a new statewide plan intended to cover
most of the population. The private insurance market would disappear in favor of
coverage in the Health Security Plan. In addition, employers would terminate self-
insured plans if Health Security Plan coverage were significantly less costly.

e Health Choices also would introduce a new statewide purchasing cooperative, the
Health Choices Alliance. Under Health Choices v.1, the insured market would be
folded into the Alliance; the model assumes that self-insured employers would
convert to insured coverage, as it would be less costly for them to do s0.?> Under
Health Choices v.2, self-insured employers would terminate coverage only if
Alliance coverage is substantially less costly.

e Both the Health Coverage Plan and Health Solutions would retain the current market
and induce growth in each segment. With respect to the coverage results, the
primary difference between these reform models is whether individuals would
qualify for Medicaid, SCHIP, or SCI when their income exceeds 300 percent FPL,

22 QOur earlier report raised concerns about ERISA preemption of the financing arrangement that
underlies this assumption for Health Choices v.1—as well as the Health Security Act and Health Choices
V.2,

21



despite income disregards that could apply. The estimates for HealthSolutions
assume that they would not.

In all of the reform models, federal employees would remain in FEHBP, and TRICARE
enrollees also would remain in that program.

The coverage results of the simulations are summarized in Table 111.2 and depicted in Figure
I11.3. In each of the reform models, enrollment in Medicaid and SCHIP would increase (even if
eligibility for coverage would not), as uninsured individuals who are eligible but not enrolled in
the current case would become enrolled.

TABLE I11.2

ESTIMATED NUMBER AND PERCENT OF PERSONS IN THE CURRENT CASE
AND SIMULATED REFORM MODELS BY SOURCE OF COVERAGE

Health Health Health
Current Security Health Choices Coverage Health
Case Act Choices v.1 v.2 Plan Solutions

(Persons in thousands)

Total 1,749.4 1,749.4 1,749.4 1,749.4 1,749.4 1,749.4
Uninsured 311.4 - - - - -
Employer Sponsored Insurance 782.1 80.7 80.5 202.8 880.6 891.3
Individual Private Insurance 38.1 - - - 47.1 48.4
Medicaid, SCHIP 510.2 849.7 964.1 955.9 722.9 710.5
SCI 13.3 0.0 - - 64.9 65.3
Other Federal Programs 94.2 34.0 34.0 34.0 34.0 34.0
New Program - 785.1 670.9 556.8 - -

Including Medicaid and SCHIP - 1.6 1.6 15 - -
(Percents)

Total 100.0%  100.0% 100.0% 100.0% 100.0% 100.0%
Uninsured 17.8% 0.0% 0.0% 0.0% 0.0% 0.0%
Employer Sponsored Insurance 44.7% 4.6% 4.6% 11.6% 50.3% 50.9%
Individual Private Insurance 2.2% 0.0% 0.0% 0.0% 2.7% 2.8%
Medicaid, SCHIP 29.2% 48.6% 55.1% 54.6% 41.3% 40.6%
SCI 0.8% 0.0% 0.0% 0.0% 3.7% 3. 7%
Other Federal Programs 5.4% 1.9% 1.9% 1.9% 1.9% 1.9%
New Program 0.0% 44.9% 38.3% 31.8% 0.0% 0.0%

Including Medicaid and SCHIP 0.0% 93.4% 93.5% 86.5% 0.0% 0.0%

Source: Mathematica Policy Research, Inc.

Notes:  Data include the noninstitutionalized civilian population under age 65. Medicare beneficiaries and active
military personnel are excluded.
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Three of the reform models—the Health Security Act, the Health Coverage Plan, and
HealthSolutions—would maintain current eligibility rules for Medicaid and SCHIP (although
HealthSolutions would apply income disregards more conservatively at the highest income
eligible for the program). However, both the Health Security Act and Health Choices would
eliminate the SCI program entirely. Nevertheless, more people would enroll in Medicaid or
SCHIP under the Health Security Act for two reasons: (1) the Health Security Plan would enroll
all currently insured New Mexicans in Medicaid and SCHIP when eligible; and (2) self-insured
employers would terminate their health plans in favor of Health Security Plan coverage when it
is less expensive.

Because Health Choices would extend Medicaid eligibility to childless adults under 100
percent FPL, the Alliance would enroll many more New Mexicans in Medicaid. Under Health
Choices v.1, we assume that self-insured employers would terminate coverage—since they
would pay into the plan regardless of whether they sponsor a health plan. Under Health Choices
v.2, self-insured employers do not pay into the Alliance if they offer coverage, and therefore
make a cost-based decision whether to terminate their self-insured plan. As a result, more New
Mexicans would enroll in the Alliance under version 1 than under version 2 of Health Choices.

FIGURE I11.3

PERCENTAGE OF NEW MEXICANS BY PREDOMINANT SOURCE OF HEALTH INSURANCE
COVERAGE, CURRENT CASE AND SIMULATED REFORM MODELS FY2010

0% 20% 40% 60% 80% 100%

Current case 45% I 30% | | 18% O Private and public
employer plans
Health Security 5|0 % 29% I 45% ® Individual private
Act coverage
Health Choi icai
ealt VCloces Sf/o 55% ” 38% O Medicaid, SCHIP, and SClI
Health Choices 3 5 > @ Other federal and state
v.2 12/‘" 5% ” 32% programs
Health Coverage O New program
50% | 45%
Pan
| @ Uninsured
HealthSolutions 51% I 44%
Source: Mathematica Policy Research, Inc.
Notes: Data include the noninstitutionalized civilian population under age 65. Medicare

beneficiaries and active military personnel are excluded. Employer-sponsored insurance
includes NMHIA. Individual private coverage includes NMMIP.
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HealthSolutions would result in the smallest proportion of the population enrolled in
federally matched public coverage of any of the reform models, although the proportion enrolled
in these programs still would increase markedly—from an estimated 30 percent of the population
predominantly insured in these programs in the current case to 44 percent, as current eligibles
became enrolled. Conversely, HealthSolutions would retain the largest proportion of the
population in current forms of private coverage—increasing the percentage of New Mexicans
with private coverage from 45 percent in the current case to 51 percent.

3. Changes in Coverage

The results reported above with respect to changes in coverage are summarized in Figure
I11.4. Because full compliance with the individual mandate is assumed, each of the reform
models would cover all of the uninsured. However, the reform models differ substantially in the
extent to which they would affect current sources of coverage.

The Health Security Act and New Mexico Health Choices v.1 would largely eliminate
employer-sponsored coverage and fully eliminate individual private coverage except for
supplemental policies. Based on our cost estimates for the Health Security Act, very few
employers that now offer self-insured coverage to workers and dependents would continue to do
so, rather than pay into the Health Security Plan.

While some employer-based coverage would remain under Health Choices v.2, only under
HealthSolutions or the Health Coverage Plan would employer coverage expand to include
workers and dependents over 300 percent FPL who are offered coverage but are not enrolled.
Similarly, both HealthSolutions and the Health Coverage Plan would increase slightly the
number of New Mexicans enrolled in individual coverage, including NMMIP.

As noted earlier, all of the reform models would increase coverage in Medicaid and
SCHIP—either within a new program (the Health Security Plan or the Alliance) or in the
programs as they are currently configured. Because the New Mexico Health Choices models
would extend Medicaid eligibility to childless adults under 100 percent FPL, the estimated
increase in Medicaid and SCHIP enrollment is much greater than under the other reform models,
despite Health Choices’ elimination of the SCI program.
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FIGURE I11.4

SIMULATED NET CHANGE IN THE NUMBER OF INSURED NEW MEXICANS BY SOURCE OF
COVERAGE COVERED IN THE REFORM MODELS, FY2010

Uninsured %
B HealthSolutions
New
program —'_|
O Health Coverage Plan
Medicaid, ;.
SCHIP, SCI )
0O Health Choices v.2
Other
private )
m Health Choices v.1
[ 1
i |‘ Employer Plans O Health Security Act
-750.0 -500.0 -250.0 0.0 250.0 500.0 750.0
Persons in thousands

Source: Mathematica Policy Research, Inc.

Notes: Data include the noninstitutionalized civilian population under age 65. Medicare
beneficiaries and active military personnel are excluded. Employer-sponsored insurance
includes NMHIA. Other private insurance includes NMMIP. Other public programs
include SCI.

4. Sources of Coverage for Uninsured New Mexicans

Both the Health Security Act and Health Choices would substantially alter the sources of
coverage for New Mexicans who are now insured, as well as provide coverage for New
Mexicans who are now uninsured. Because all of the reform models would require uninsured
New Mexicans to obtain coverage, it is useful to understand exactly how the uninsured
population would fare in each.

The Health Security Act would cover all of the currently uninsured population in the Health
Security Plan. Similarly, New Mexico Health Choices v.1 would cover all uninsured in the
Alliance (Table 111.3). In both reform models, a substantial number of the uninsured would
qualify for Medicaid or SCHIP and would enroll via the new program.

In New Mexico Health Choices v.2, some workers who are offered self-insured employer-
sponsored coverage but currently do not enroll could accept that coverage. However, the
Alliance would offer generous subsidies to most of New Mexicans who are now uninsured. As a
result, all of uninsured workers and dependents who have an offer of self-insured coverage in the
current case are assumed to accept coverage in the Alliance under New Mexico Health Choices
v.2,aswellasinv.l.
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TABLE I11.3

SIMULATED SOURCES OF COVERAGE FOR CURRENTLY UNINSURED NEW MEXICAN IN THE
REFORM MODELS, FY2010

Health Health Health Health Health
Security Act Choicesv.1 Choicesv.2 Coverage Plan Solutions

(Persons in thousands)

Total Uninsured in the Current Case 311.4 311.4 3114 3114 3114
Employer-Sponsored Coverage - - - 82.6 925
Individual Insurance - - - 6.2 7.5
Medicaid/SCHIP 190.0 226.1 226.1 190.2 178.7
SCI - - - 325 32.8
New Program 121.5 85.4 85.4 - -
(Percent)
Total Uninsured in the Current Case  100.0% 100.0% 100.0% 100.0% 100.0%
Employer-Sponsored Coverage - - - 26.5% 29.7%
Individual Insurance - - - 2.0% 2.4%
Medicaid/SCHIP 61.0% 72.6% 72.6% 61.1% 57.4%
SCI 0.0% 0.0% 0.0% 10.4% 10.5%
New Program 39.0% 27.4% 27.4% - -

Source: Mathematica Policy Research, Inc.

Notes: Data include the noninstitutionalized civilian population under age 65. Medicare beneficiaries and active
military personnel are excluded.

Only in HealthSolutions and the Health Coverage Plan do uninsured New Mexicans disperse
among various sources of coverage. In HealthSolutions, nearly 30 percent of the uninsured
enroll in employer-sponsored coverage—including some self-employed workers who enroll in
NMHIA. These uninsured are in families with income above 300 percent FPL, and therefore are
ineligible for Medicaid, SCHIP, or SCI. Most are currently offered employer-sponsored
coverage but do not enroll.

In HealthSolutions, approximately 57 percent of the uninsured enroll in Medicaid or
SCHIP—somewhat less than either the Health Security Act or the Health Coverage Plan (both
approximately 61 percent). In all three models the uninsured New Mexicans who enroll in these
programs are currently eligible but not enrolled.

Finally, in both HealthSolutions and the Health Coverage Plan, a small number of uninsured
New Mexicans would enroll in individual coverage, including NMMIP. Although all are in
families with income above 300 percent FPL, this coverage nevertheless is likely to be very
costly for them.
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IV. EXPENDITURES IN THE CURRENT CASE AND IN THE
REFORM MODELS

A. TOTAL EXPENDITURES IN THE CURRENT CASE

In FY2010, expenditures for personal health care services and health insurance and public
coverage program administration in New Mexico are projected to exceed $6.9 billion for the
noninstitutionalized, non-Medicare civilian population under age 65 (Table IV.1).2 Most of this
amount will be paid privately—either through private insurers or out-of-pocket. Private insurers
are projected to pay $3.1 billion for medical services and administration (44 percent of the total),
while consumers will pay nearly $1.0 billion out of pocket (14 percent of the total) to cover
medical costs that public or private insurance do not cover.

Together, federal and state government are projected to finance more than 41 percent of total
health care expenditures for this population in FY2010—an estimated $2.9 billion. Federal
government will finance nearly 70 percent of this amount—an estimated $2.0 billion.?*

State expenditures to finance personal health care services for the noninstitutionalized, non-
Medicare civilian population under age 65 are projected to reach $886 million in FY2010.
Nearly all of this expenditure is for Medicaid, SCHIP, and SCI ($651 million) and for state
employee health benefits ($206 million). In addition, the state operates a number of programs
intended to help individuals who do not qualify for Medicaid or SCHIP. Expenditures for these
programs are projected to reach $29 million in FY2010—approximately 3 percent of total state
expenditures for health care services and administration.

% This estimate excludes some funding for federal and state programs that individuals may not report
as paying for medical services—for example, some federal block grant programs that provide care
directly or some Indian Health Services expenditures. Administrative records of expenditures exceed
payments reported by households from those sources.

In addition, this estimate excludes federal government funding via Medicare reimbursement rates for
medical education to teaching hospitals and special funding for “disproportionate-share hospitals” (DSH)
as well as direct and indirect medical education payments. The federal government provides DSH funds
recognizing that Emergency Medical Treatment and Active Labor Act (EMTALA) requires hospitals to
care without regard to patients’ ability to pay. DSH payments to hospitals that serve a disproportionate
number of low-income or uninsured patients are based on the hospital’s number of Medicare (Part A)
days as well as the number of Medicaid days, the hospital’s size, and whether it is a sole community
provider or rural referral hospital. In our earlier report, we estimated that hospitals in New Mexico
received almost $55 million in federal medical education and DSH payments in 2007, with most of this
funding (78 percent) directed to disproportionate share hospitals. Indirect medical education (IME)
payments are based on Medicare inpatient cases, and are intended to compensate teaching hospitals for
the extra patient care costs they incur. Additional Medicare payments for direct medical education
(DME)—sometimes called graduate medical education, or GME—are based on the number of medical
residents and help teaching hospitals to cover the direct costs of providing clinical education.

# In New Mexico, Medicaid and SCHIP account for 85 percent of federal funds received by the
state—estimated at nearly $1.2 billion in 2007.
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TABLE IV.1

PROJECTED HEALTH CARE EXPENDITURES FOR NONINSTITUTIONALIZED CIVILIAN NEW
MEXICANS UNDER AGE 65 BY SOURCE OF FUNDS IN THE CURRENT CASE, FY2010

Expenditures
Expenditures  for Medical ~ Nonmedical

Expenditures by Source as  Services as a Costasa
Total for Medical  Nonmedical a Percent of Percent of Percent of
Expenditures Services Cost Total Total Total
(in millions)  (in millions)  (in millions) Expenditures Expenditures Expenditures

Total $6,921.8 $5,947.3 $9745 100.0% 85.9% 14.1%
Federal Government 19774 1,710.9 266.5 28.6% 86.5% 13.5%
Medicaid and SCHIP 1,685.8 1,459.6 226.2 24.4% 86.6% 13.4%
Federal employees 177.8 147.9 29.9 2.6% 83.2% 16.8%
TRICARE 64.7 58.8 5.9 0.9% 90.8% 9.2%
Other federal government 49.1 44.6 4.5 0.7% 90.8% 9.2%
State Government 886.0 762.5 123.5 12.8% 86.1% 13.9%
Medicaid, SCHIP and SCI 651.4 564.2 87.3 9.4% 86.6% 13.4%
State employees 205.9 171.1 34.8 3.0% 83.1% 16.9%
Other state government 28.6 27.2 14 0.4% 95.0% 5.0%
Private 4,058.4 3,473.9 584.5 58.6% 85.6% 14.4%
Insured 3,067.4 2,482.9 584.5 44.3% 80.9% 19.1%
SCI premiums 2.2 1.8 0.4 a 81.5% 18.5%
NMMIP 31.3 29.6 1.7 0.5% 94.7% 5.3%
NMHIA 49.2 38.5 10.6 0.7% 78.4% 21.6%
Self-insured private 923.2 761.9 161.4 13.3% 82.5% 17.5%
Commercial group 1,889.2 1,526.5 362.7 27.3% 80.8% 19.2%
Commercial individual 172.3 124.5 47.7 2.5% 72.3% 27.7%

Out of Pocket 991.0 991.0 N/A 14.3% 100.0% 0.0%

Source:  Mathematica Policy Research, Inc.

#Estimate is less than .05 percent.

All systems of health care financing entail nonmedical costs. For public programs,
nonmedical costs include eligibility determination, negotiation and management of private health
plan contracts, contract administrative services, provider relations, general administration and
overhead. For privately insured or self-insured plans, nonmedical costs include claims
processing, provider relations and contract management, marketing, general administration,
surplus, and profit. In addition, plan sponsors—including employers that offer health insurance
benefits—incur administrative cost associated with selecting, reviewing, and modifying coverage
and enrolling and disenrolling employees from coverage when the enter, exit, or change
coverage.

In New Mexico (as in other states), the Medicaid, SCHIP, and SCI programs contract with
private managed care organizations (MCOs) to provide and coordinate care for enrollees. The
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Human Services Department (HSD) allows MCOs a 15-percent margin over medical cost for
these services. In addition, HSD conducts eligibility determination and enrollment and pays
claims for beneficiaries in areas that contracting MCOs do not serve or who receive care from
IHS providers.

Other programs (such as NMHIA) that contract with private insurers also have the same
layering of nonmedical costs. In general, these programs view the additional nonmedical cost
associated with contracting private insurers as cost effective; contractors are expected to ensure
access to care, coordinate care effectively and efficiently, and monitor the quality of care that is
provided.

In FY2010, the total nonmedical cost of state-based insurance programs and private
insurance arrangements in New Mexico is projected to exceed $974 million—approximately 14
percent of total expenditures for health care among the civilian noninstitutionalized non-
Medicare population under age 65. Privately insured groups and individuals pay the highest rate
of nonmedical cost—19 and 28 percent, respectively. It is in part due to the high nonmedical
cost of private insurance for small groups and individuals that small employers are least likely to
offer coverage, and workers and dependents without an employer offer of coverage (unless
eligible for public coverage) are most likely to be uninsured.

B. CHANGE IN EXPENDITURES IN THE REFORM MODELS

In this section, we present estimates of expenditures under each of the reform models. As
with our coverage estimates, our expenditure estimates reflect a series of assumptions about the
behavior of employers and consumers in New Mexico, as well as about the product designs and
methods of payment implicit in each of the reform models. These assumptions, summarized
below, are the same as were used in our earlier report.

1. Major Assumptions

To estimate the change in cost that would result from each of the reform models, we made a
number of assumptions, as follow:

e Alternative benefit designs. All estimates rely essentially on four alternative
benefit designs observed in the current case: (1) the state employee health plan; (2)
average private group insurance; (3) average individual private insurance; and (4)
Medicaid and SCHIP. Assuming the same benefit designs across the reform models
makes the cost results somewhat more transparent and permits more direct
comparison among the reform models. Specifically, the medical cost estimates vary
only on the basis of the characteristics of individuals who enroll and the distribution
of enrollment across sources of coverage. They do not differ based on the plan
designs available to enrollees.

e “Low-option” coverage in New Mexico Health Choices. New Mexico Health
Choices envisions “low option” benefit design which would be available to all,
although only New Mexicans with income above 400 percent FPL would have an
incentive to purchase it. However, the reform model offers no guidance about the

29



specific design intended for that plan. We estimated that all Alliance enrollees (like
Health Security Plan enrollees) would enroll in a plan with cost sharing similar to the
state employee plan—except those whom the new program would enroll in Medicaid
or SCHIP, with lower cost sharing.

e Reduction in payments to reflect lower provider administrative cost. By
reducing the number of payers in New Mexico’s health care system, the Health
Security Act anticipates administrative cost savings and would attempt to capture
them by reducing payments to providers. However, some have argued that provider
costs in fact would not be reduced because multiple payers would remain in the
system. Others have expressed concern that, regardless of any administrative
savings, reduction in provider payment rates would pose a hardship for some
providers who are marginally viable, especially in rural areas. We attempted to
address these concerns in several ways:

— First, we assumed that there would be some saving in providers’
administrative costs, but only in urban areas of the state where there are now
the greatest number of payers for care.

— Second, we assumed that the reduction in payments to providers in urban
areas would be just half that estimated for providers in the Canadian health
care system, as reported in the research literature.”> Accordingly, in urban
areas we reduced payment rates to hospitals (for inpatient, outpatient, and
emergency room services) by 5.7 percent, to office-based providers
(including vision and dental services) by 5.4 percent, and to home health
service providers by 9.6 percent.

— Third, we developed an alternative scenario for the Health Security Act that
reflects no reduction in provider payments. Thus, we refer in this section to
Health Security Act v.1 (which reduces payment rates to urban providers)
and Health Security Act v.2 (which retains current average levels of
payment).

e Nonmedical cost rates. Each of the reform models would entail different levels of
nonmedical cost associated with retaining private insurers and screening individuals
for program eligibility, as well as the general administration of programs under
reform. In the current case as well as the reform models, the nonmedical cost of
screening and enrolling Medicaid/SCHIP enrollees was estimated at $137 per
enrollee in FY2010; other nonmedical costs were estimated as described in Chapter
Il. With respect to each reform model we assume additional nonmedical costs as
follow:

2 \Woolhandler, S. et al. (August 2003). Costs of Health Care Administration in the United States
and Canada. New England Journal of Medicine 349 (8): 768-775.
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— Under the Health Security Act, the nonmedical cost of administering the
Health Security Plan is estimated at $328 per enrollee. This amount is
approximately 2.5 times Medicare’s FFS administrative cost experience per
enrollee projected to FY2010, accounting for activities not included in
Medicare’s administrative cost calculation.

— In Health Choices, nonmedical costs include an estimated $137 per person to
administer an income-based voucher system; no additional cost is included
for Medicaid or SCHIP eligibility determination. However, the Alliance
would incur some unique costs—including an additional 1.015 percent per
paid claim for administration of the Alliance (allowing for economies of
scale, estimated as one-half the rate incurred by NMHIA exclusive of
marketing and net of operating income which might also accrue to the Health
Choices Alliance). Also, insurers in the Alliance would finance a reinsurance
program to help manage guaranteed issue and pure community rating in the
Alliance; this cost is estimated at 1 percent of medical cost. Finally, Health
Choices calls for elimination of the premium tax, and would retain private
insurers within the Alliance. Minus the 4 percent premium tax, the average
net nonmedical cost for private group coverage in New Mexico is 15.8
percent of premiums, based on the most recent available data—somewhat
lower than that estimated on the earlier data available for our previous report.
The nonmedical cost rate for FEHBP (which is not subject to the premium
tax) is 16.8 percent of premiums, calculated on more recent data.
Considering the volatility in insured group nonmedical cost rates and in order
to be consistent with our earlier estimates, we assumed the FEHBP rate (16.8
percent) to estimate private insurers’ nonmedical costs in the Alliance.

— Nonmedical costs for both HealthSolutions and the Health Coverage Plan are
equal to the average historical nonmedical rates by payer, as reported in
Chapter I1.

Medical management in the Health Security Act. While the Health Security Act
hopes to eliminate some of the practices of private insurers—specifically, denial of
claims—that now occur, we assume it would nevertheless develop Plan-wide
management much like that in Medicaid MCQOs currently. In the current case,
Medicaid MCOs are paid 4.45 percent of medical cost (net of the premium tax and
net of the administrative functions already captured in the first bullet above) to cover
enrollment functions and claims. We assume that 2 percentage points of this amount
are profit, and that the net amount—2.45 percent—approximates the cost of medical
management and management of provider contracting. If the Health Security Plan
were to conduct no medical management, medical cost would likely be significantly
higher than our estimates indicate.

Other federal sources of payment. Finally, we assume that some federal sources of
payment for care in the current case—specifically, Veterans Administration facilities
and the IHS—would charge insured New Mexicans in each of the reform models for
care that they would have provided to uninsured patients without charge. Thus, each
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of the reform models supplant these sources of federal funding, refinancing through
various sources of coverage the care that the VA and IHS finance in the current case.

2. Total Costs of the Reform Models

In each of the reform models, additional coverage is expected to result in greater use of
services and higher total expenditure for health care services. All else being equal, the effect of
additional coverage would dominate and total expenditures would rise in all of the reform
models. However, (in addition to the reduction in payment rates to urban providers in the Health
Security Act v.1), two aspects of the estimates temper this result:

e In cases where employees and dependents with group coverage are moved into
standard coverage patterned on the state employee health plan, the slightly higher
average cost sharing estimated for the state employee plan forces slightly lower use
of services. That is, our medical cost estimates for Health Security Plan or the
Health Choices Alliance reflect slightly greater average cost sharing for currently
insured New Mexicans, as well as substantially reduced cost sharing for individuals
who enroll in Medicaid or SCHIP.

e Second, the estimated nonmedical costs of the reform models differ substantially.
These differences in nonmedical costs also underlie the differences in estimated total
cost among the models.

The net cost results of each of the reform models are summarized in Table IV.2. Federal
and state spending would increase in all of the reform models because more New Mexicans
would enroll in Medicaid and SCHIP. The Health Security Act would largely displace private
insurance (with only some self-insured employer plans remaining), so that private insurance
spending would largely disappear. Health Choices would retain private insurers within the
Alliance; while privately insured, those expenditures appear in Table IV.2 as expenditures in the
new program. Otherwise, private insurance expenditures in Health Choices v.2 are associated
only with the self-insured employer plans that remain. In both HealthSolutions and the Health
Coverage Plan, conventional private insurance expenditures would increase, reflecting greater
enrollment in both group and individual health insurance plans. Because more New Mexicans
would become insured, and because many would enroll in Medicaid or SCHIP with very low
cost-sharing and comprehensive benefits, out-of-pocket spending is would decline in all of the
reform models.

In summary, the cost results of each reform model relative to the current case are as follow:

e The Health Security Act v.1, which would reduce payments to urban providers,
would reduce total health care spending in New Mexico. Total health care
expenditures for the noninstitutionalized civilian population under age 65 would
decline to $6.7 billion (from $6.9 billion in the current case). Reflecting expanded
enrollment, Medicaid expenditures would increase to an estimated $2.8 billion, of
which $790 million would be state spending; federal match would fund more than
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$2.0 billion. Very few self-insured employers would remain, accounting for just
$9.7 million in total expenditures; this estimate assumes that self-insured plans
would reimburse providers at the same rates as in the current case.

TABLE IV.2

ESTIMATED AMOUNT AND PERCENT OF TOTAL HEALTH CARE EXPENDITURES IN THE CURRENT
CASE AND REFORM MODELS BY SOURCE OF PAYMENT, FY2010

Health Health Health Health Health
Current  Security — Security  Choices Choices Coverage  Health
Case Actv.l Actv.2 v.1 v.2 Plan Solutions

(Dollars in millions)

Total 6,921.8 6,720.1 6,854.7  7,402.7 7,414.0 7,159.8 7,157.9
Federal Medicaid/SCHIP 16858 2,049.2 2,095 25839 2570.0 1,861.3 1,840.7
Other federal spending 291.6 242.5 242.5 242.5 242.5 251.2 251.2
State Medicaid/SCHIP/SCI 651.4 790.1 808.1 998.7 993.9 720.0 712.0
Other state spending 234.5 - - - - 210.2 210.2
New program - 2,693.9 2,764.2 2,686.2 2,297.7 - -
Private insurance 3,064.2 9.7 9.7 - 457.0 3,201.4  3,2234
Out of pocket 994.2 934.7 934.7 891.3 853.1 915.7 920.5

(Percent of total)

Total 100.0%  100.0%  100.0%  100.0%  100.0%  100.0%  100.0%
Federal Medicaid/SCHIP 24.4% 30.5% 30.6% 34.9% 34.7% 26.0% 25.7%
Other federal spending 4.2% 3.6% 3.5% 3.3% 3.3% 3.5% 3.5%
State Medicaid/SCHIP/SCI 9.4% 11.8% 11.8% 13.5% 13.4% 10.1% 9.9%
Other state spending 3.4% 0.0% 0.0% 0.0% 0.0% 2.9% 2.9%
New program 0.0% 40.1% 40.3% 36.3% 31.0% 0.0% 0.0%
Private insurance 44.3% 0.1% 0.1% 0.0% 6.2% 44.7% 45.0%
Out of pocket 14.4% 13.9% 13.6% 12.0% 11.5% 12.8% 12.9%

Source: Mathematica Policy Research, Inc.

Notes: Data include the noninstitutionalized civilian population under age 65. Medicare beneficiaries and active
military personnel are excluded. Other federal spending includes FEHBP and TRICARE.

e |f the Health Security Plan maintained current levels of provider reimbursements
(v.2), projected total expenditures still would be slightly less than in the current case.
Medicaid expenditures would increase somewhat more—to an estimated $2.9 billion,
of which $808 million would be state spending; federal match would fund $2.1
billion.  As in v.1, few self-insured employers would remain, and they would
account for a very small share of total health expenditures.
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Under Health Choices v.1, total expenditures would rise to $7.4 billion—Ilargely
reflecting the higher administrative cost of this reform model. Medicaid and SCHIP
enrollment would peak, covering more than half of the civilian noninstitutionalized
population under age 65. As a result, federal and state spending for Medicaid and
SCHIP also would peak, reaching $3.6 billion. Of this amount, the state would
finance an estimated $999 million, and federal matching would finance $2.6 billion.
Medicaid and SCHIP would finance 42 percent of all health care spending in New
Mexico for the civilian noninstitutionalized population under age 65. With the
exception of federal workers and TRICARE dependents, all civilian workers and
dependents currently enrolled in group coverage would move into the Alliance, as
would New Mexicans enrolled in private individual coverage and state programs
such as NMHIA, SCI, and NMMIP in the current case. The Alliance would finance
a projected $2.8 billion in total expenditures for heath care.

Under Health Choices v.2, self-insured employers would confront somewhat
different incentives, and some are expected to remain self-insured. This difference
in employer behavior leads to somewhat different cost estimates between Health
Choices v.1 and v.2. Under v.2, self-insured plans would finance $457 million in
health care costs in FY2010, 6 percent of total expenditures for the
noninstitutionalized civilian population under age 65. Retaining workers and
dependents in self-insured group coverage would reduce the number of New
Mexicans who enrolled in Medicaid/SCHIP, compared with v.1. However,
enrollment still would increase substantially compared with the current case,
bringing combined federal and state expenditures in these programs to nearly $3.6
billion—approximately 43 percent of total expenditures for the civilian
noninstitutionalized population under age 65. The Alliance would account for $2.3
billion—Iess than under v.1, but still accounting for nearly a third of total spending.

The Health Coverage Plan would expand all current sources of coverage in New
Mexico. Total expenditures would reach $7.2 billion, of which private insurance
spending would total $3.2 billion—accounting for 45 percent of total expenditures
for the noninstitutionalized civilian population under age 65. While the Health
Coverage Plan would expand Medicaid and SCHIP enrollment, it would not displace
private coverage in the same manner as either the Health Security Act or Health
Choices. Federal and state spending for Medicaid, SCHIP, and SCI would increase
to $2.6 billion, representing 36 percent of total health care expenditures for the
noninstitutionalized civilian population under age 65. Of this amount, the state
would finance $720 million, and the federal government would pay $1.9 billion.

HealthSolutions also would expand all current sources of coverage, but compared
with the Health Coverage Plan, more conservative administration of income
disregards to determine SCHIP and SCI eligibility would slightly reduce enrollment
these programs. Under HealthSolutions, total expenditures would be nearly $7.2
billion in FY2010 (approximately the same as in the Health Coverage Plan).
Medicaid, SCHIP, and SCI would account for nearly $2.6 billion of this amount,
with state expenditures paying $712 million and federal funding paying $1.8 billion.
Private insurance expenditures would account for 45 percent of total expenditures,
approximately $3.2 billion.
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These results are depicted in Figure 1V.1, summarized by federal, state, and private-sector
sources of payment.

FIGURE IV.1

PROJECTED TOTAL EXPENDITURES BY FEDERAL, STATE, AND PRIVATE SOURCES
OF FUNDS, FY2010

HealthSolutions $2.1 [ $0.9] $4.1 |
NM Health Coverage $2.1 [$0.9] $4.1 |
NM Health Choices v.2 $2.8 [ $3.3 [ $1.3 ] 0O Federal
NM Health Choices v.1 $2.8 [ $3.7 [ $0.9]
1 O State
Health Security Actv.2 $2.3 | $3.6 [$0.9]
Heallth Security Act v.1 $2.3 [ $35 [$0.9] o Private
Current case (no reform) $2.0 [$0.9] $4.1 |
$0.0 $2.0 $4.0 $6.0 $8.0
Dollars in billions

Source: Mathematica Policy Research, Inc.

3. Changes in Cost by Major Payer

For each reform model, the change in cost relative to the current case is reported by major
source of payment in Table I1VV.3. With the exception of the Health Security Act, which would
reduce total health care spending by an estimated $67 million (v.2) to $202 million (v.1), each of
the reform models would result in higher health care expenditures. Health Choices v.2 would
result in the greatest increase: $492 million, or 7 percent more than the current case. The
relatively low level of net expenditure associated with each of the reform models reflects both
significant spending to finance care for New Mexico’s uninsured population in the current case
and heavy reliance on Medicaid and SCHIP in all of the reform models; these programs pay less
for health services than private insurance plans.

In light of the considerable increase in projected Medicaid, SCHIP, and SCI enrollment in
the reform models, the relatively low increase in expenditures for these programs warrants
explanation. Two factors drive these results. First, the average duration of enrollment in these
programs in the current case is relatively low, and many New Mexicans who are predominantly
uninsured are in fact enrolled in these programs part of the year. Therefore, despite adding what
appears to be many more people to public programs in the reform models, they account for
relatively few additional enrolled months. The Health Security Act and Health Choices,
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respectively, would auto-enroll individuals in Medicaid and SCHIP through the Health Security
Plan and the Alliance respectively—displacing full-year private coverage with Medicaid and
SCHIP and adding many more months to those programs than would either the Health Coverage
Plan or HealthSolutions.

TABLE IV.3

SIMULATED NET CHANGE IN 2007 TOTAL HEALTH CARE EXPENDITURES
UNDER EACH REFORM MODEL COMPARED WITH THE CURRENT CASE, PROJECTED FY2010

Health Health Health
Security Act Security Act  Health Health  Coverage Health
v.1 v.2 Choices v.1 Choicesv.2  Plan Solutions

(Dollars in millions)

Total -201.7 -67.1 481.0 492.3 238.1 236.2
Total Federal 3144 360.6 849.0 835.1 135.2 1145
Federal Medicaid/SCHIP 363.4 409.7 898.1 884.2 175.5 154.9
Total State 2,598.0 2,686.3 2,799.0 2,405.6 44.2 36.2
State Medicaid/SCHIP/SCI 138.7 156.7 347.3 3424 68.6 60.6
Total Private -3,114.0 -3,114.0 -3,167.1 -2,748.4 58.7 85.5
Private insurance -3,054.5 -3,054.5 -3,064.2 -2,607.2 137.2 159.2
Out of pocket -59.5 -59.5 -102.9 -141.1 -78.5 -73.7
(Percent change from the current case)
Total -2.9% -1.0% 6.9% 7.1% 3.4% 3.4%
Total Federal 15.9% 18.2% 42.9% 42.2% 6.8% 5.8%
Federal Medicaid/SCHIP -16.8% -16.8% -16.8% -16.8% -13.8% -13.8%
Total State -10.8% -8.8% 12.7% 12.2% 5.0% 4.1%
State Medicaid/SCHIP/SCI 21.3% 24.1% 53.3% 52.6%  10.5% 9.3%
Total Private -76.7% -76.7% -78.0% -67.7% 1.4% 2.1%
Private insurance -99.7% -99.7%  -100.0% -85.1% 4.5% 5.2%
Out of pocket -6.0% -6.0% -10.3% -14.2% -7.9% -1.4%

Source: Mathematica Policy Research, Inc.

Notes: Expenditures are for the noninstitutionalized civilian population under age 65. Medicare beneficiaries and
active military personnel also are excluded.

Second, many New Mexicans who currently are eligible for Medicaid, SCHIP, or SCI
remain unenrolled. It is reasonable to expect that those who enroll in these programs in the
current case—particularly adults, but also children—have lower health status than those who
choose to remain uninsured, and our modeling reflects this assumption. Therefore, enrollees
who respond to the individual mandate by newly enrolling in Medicaid, SCHIP, or SCI are on
average healthier than those who are currently enrolled—and represent lower average
expenditure per enrollee.
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Both of these factors—low addition of months among the many New Mexicans whom we
estimated are uninsured part-year, and low expected expenditures per new enrollee—produce a
relatively modest increase in Medicaid and SCHIP expenditures for each of the reform models
relative to the relatively large estimated increase in enrollees. Because neither the Health
Coverage Plan nor HealthSolutions would displace private coverage, the increase in Medicaid
and SCHIP expenditures for these reform models is lower than for the Health Security Act or
Health Choices.

C. PROJECTED COST GROWTH

We projected the growth in total expenditures for the current case and each of the reform
models. In the current case, the cost projections are based on historical growth in estimated cost
per member per month for each source of payment, as described in Chapter Il. In addition, we
assume that all insured New Mexicans remain in the same sources of coverage as in FY2010,
and that uninsured New Mexicans remain uninsured—although, at the current rate of premium
growth relative to personal income, it is likely that New Mexicans would continue to lose
coverage over the projection period. Nevertheless, in order not to distort comparison with the
reform models, we assume no change in the uninsured rate during the projection period.?

The projected change in total expenditures from FY2010 through FY2014 is reported in
Table 1V.4 for each of the reform models. We assume that the entity formed to manage health
care reform—variously, the Health Security Board, the Health Choices Alliance, and the New
Mexico Health Care Authority—succeed in constraining medical cost growth 1 percentage point
below the current trend. In each of the reform models, this reduces the total average annual rate
of growth by less than 1 percentage point—but it is enough to slow overall spending growth
noticeably. Results for each of the reform models are summarized below.

e Under the Health Security Act, the estimated level of expenditures is lower in
FY2010, and slower growth than in the current case would produce much lower
levels of total spending by FY2014—reducing total expenditures by $374 million in
v.2 and $548 million in v.1 compared with the current case. In addition to the lower
medical cost trend assumed for all of the reform models, the slower growth of
expenditures in the Health Security Act reflects a decoupling of nonmedical costs
from medical costs. In both versions of this reform model, nonmedical costs are
constrained to grow at the average annual wage rate in New Mexico—not the
medical cost growth rate, as is the common standard in the private sector and in
public programs that contract with private carriers.

e While all of the other reform models anticipate higher total expenditures than the
current case in FY2010, only Health Choices would have higher levels of

%8 Further erosion of coverage would decrease total expenditures over time in the current case, so that
cost differences between the reform models and the current case would be less in the outlying years than
we have estimated. However, at present, loss of coverage and growing enrollment in Medicaid or SCHIP
(which have maintained low rates of expenditure growth per member per month) would be the only
reasons to expect lower expenditure growth in the current case.
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expenditure through FY2014. The higher ongoing cost of this reform model is
explained by its high nonmedical cost rate. Because Health Choices would include
private carriers in the Alliance with no constraint on nonmedical costs, those costs
would remain pegged to the medical cost growth rate. Furthermore, because
Medicaid and SCHIP would pay providers (and carriers) at the Alliance rate, per
member per month expenditures in Medicaid and SCHIP are assumed to increase at
the Alliance average. While this may reduce cost shifting from public to private
payers, on net it seems likely to increase total expenditures by substantially more
than it would reduce any cost shift.?’

TABLE IV.4

PROJECTED DIFFERENCE IN TOTAL HEALTH CARE EXPENDITURES IN THE REFORM
MODELS COMPARED WITH THE CURRENT CASE, FY2010-FY2014

FY2010 FY2011 FY2012 FY2013 FY2014
(Dollars in millions)
Health Security Act v1 (201.7) (260.7) (344.5) (439.6) (547.6)
Health Security Act v2 (67.1) (117.2) (191.2) (276.2) (373.2)
Health Choices v1 481.0 482.8 464.6 439.9 407.8
Health Choices v2 492.3 499.9 489.1 472.7 450.0
Health Coverage Plan 238.1 174.6 111.3 38.4 (45.8)
HealthSolutions 236.2 177.9 1159 445 (37.3)
(Percent change from the current case in each simulation year)

Health Security Act v1 -2.9% -3.5% -4.3% -5.1% -6.0%
Health Security Act v2 -1.0% -1.6% -2.4% -3.2% -4.1%
Health Choices v1 6.9% 6.5% 5.8% 5.1% 4.4%
Health Choices v2 7.1% 6.7% 6.1% 5.5% 4.9%
Health Coverage Plan 3.4% 2.4% 1.4% 0.4% -0.5%
HealthSolutions 3.4% 2.4% 1.5% 0.5% -0.4%

Source: Mathematica Policy Research, Inc.

Notes:  Expenditures are for the noninstitutionalized civilian population under age 65. Medicare beneficiaries and
active military personnel also are excluded.

e The Health Coverage Plan also would entail higher costs in the first several years
following implementation. However, by FY2014, expenditures would be slightly
less the current case, reflecting the slowing of medical cost growth in each of the
reform models.

2" Various studies have found that cost shifting from public to private payers may be much less than
is conventionally assumed, especially in competitive markets with significant managed care penetration.
For example, see: Robert M Dowless, “The Health Care Cost-Shifting Debate: Could Both Sides Be
Right?” Journal of Health Care Finance 24(1) Fall 2007:64-71. In New Mexico, Medicaid and SCHIP
are thought to pay providers at approximately the Medicare level.

38



Similarly, HealthSolutions would entail higher expenditure in the initial years, but by
FY2014 expenditures would fall below the current case. The primary difference in
the cost trend for HealthSolutions versus the Health Coverage Plan relates to
HealthSolutions’ somewhat heavier reliance on private insurance and, therefore, a
slightly higher pattern of medical and nonmedical cost growth.  While
HealthSolutions also would entail a number of private insurance market reforms, we
estimate that in FY2010 those reforms would not constrain premiums or payments to
providers (other than the medical cost reduction assumed for all reform models).
The projected simulation years assume a continuation of premium levels relative to
medical cost equal to that in FY2010.
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V. FINANCING

Each of the reform models would be financed differently—variously, with payroll taxes,
premiums, special assessments, or some combination of these. In this chapter, we present
estimates of financing for each of the reform models and also identify unfunded costs, if any.

A. FINANCING PROVISIONS OF THE REFORM MODELS

Each reform model specifies a different system of financing:

e The Health Security Act would scale premiums for participation in the Health
Security Plan to income. Below 200 percent FPL, premiums would be a fixed
amount per person; otherwise, premiums would be capped at 6 percent of family
income. A new statewide payroll tax, tiered by employer size to approximate the
amount that employers now offering coverage pay as a percent of payroll, would
cover any costs in excess of premium revenues. Only self-insured employers would
be exempted—and only for workers that they cover directly.

e Health Choices v.1 and v.2 are distinguished by their financing and, in turn, self-
insured employers’ incentives to maintain their plans rather than offer coverage
through the Alliance. Health Choices v.1 would be financed entirely by a tax on
payroll, tiered by firm size so as not to exceed the average amount that employers
currently pay for coverage when they sponsor a health insurance plan. This reform
model makes no provision for exempting employers from the payroll tax, even when
they offer and enroll workers in a self-insured health plan.

e Health Choices v.2 would rely on both premiums and a payroll tax. Families below
400 percent FPL would not pay premiums. Those with higher incomes would pay
the full cost of coverage, not to exceed 6 percent of family income.

e The Health Coverage Plan would retain all current sources of health care financing in
New Mexico. In addition, it would expand subsidies to SCI for enrollees up to 300
percent FPL and require employers to make a Fair Share payment for all workers
they do not cover. For the purpose of estimating financing, we assumed that Fair
Share payments would equal $300 per year for each worker not enrolled in their own
employer’s plan. We assume just one Fair Share payment per worker, in effect
capping fair share payments for each worker at $300 per year even though some—
including disproportionately the lowest-wage workers—may work multiple jobs and
more than 40 hours per week. This is equivalent to assuming that the State would
administer Fair Share payments so as not to disadvantage these workers.

e HealthSolutions also would retain all current sources of financing, expand subsidies
to SCI for enrollees up to 300 percent FPL (with more conservative application of
income disregards than the Health Coverage Plan), and assess all employers a
Healthy Workforce contribution. Employers that offer a health insurance plan to any
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of their workers could deduct from their Healthy Workforce contribution the total
amount that they contribute to coverage—regardless of how many workers are
enrolled.

In addition to these explicit sources of financing, both the Health Security Act and New
Mexico Health Choices would eliminate the current state tax on health insurance premiums by
exempting both the Health Security Plan and all Health Choices Alliance plans from premium
tax. In contrast, both the Health Coverage Plan and HealthSolutions would generate increased
premium tax revenue. Our estimates of financing for HealthSolutions assumes that the General
Fund would allocate at least the additional premium tax revenue generated by increased public-
program enrollment in MCOs to these programs.

These financing provisions, as well as assumptions about the federal funds that would be
available to the reform models, are summarized in Table V.1. For the Health Security Act,
Health Choices, and the Health Coverage plan, these provisions are identical to those assumed in
our earlier report.

Finally, as noted in our earlier report, how carriers would calculate insurance premiums
under each reform proposal is material to the estimation of both coverage and financing. Both
the Health Security Act and New Mexico Health Choices would require that health insurance
premiums be pure-community-rated with no geographic adjustment. This requirement would
pose an incentive problem for self-insured employers, especially: those with the lowest-cost
(that is, healthiest and/or youngest) employees would pay higher premiums in a pure community-
rated market, and therefore would be reluctant to move into the new programs. Considering the
large number of workers in New Mexico now enrolled in self-insured coverage, this selection
effect would pose a serious problem for these reform models: the highest-cost employees would
move into the new programs, bringing with them an unknown level of taxable payroll.

As in our earlier report, we developed the financing projections that minimize premium
payments at the expense of increasing payroll tax financing for these models in order to address
this potentially serious problem of adverse selection. This strategy is implicit in our enrollment
projections, and it is the reason that our estimates indicate that so many workers and dependents
now enrolled in self-insured employer plans enroll in the Health Security Plan and New Mexico
Health Choices. Increased adverse selection would not be an issue for either the Health
Coverage Plan or HealthSolutions.
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While the Health Coverage Plan would not alter private insurance rating rules in New
Mexico, HealthSolutions would constrain initial rating and rate increases due to health status or
claims experience to 110 percent of medical trend (phased in over five years), versus 120 percent
as in current law. Carriers could continue to rate by age and geography within the current overall
rate bands. While lower premium increases for health status might produce less premium
variation related to health status over time than now exists in the small group market, we
estimated no coverage or financing impact from this provision for two reasons. First, our work
in other states suggests that age (which broadly predicts health status) is a much more important
small-group rating factor than health status, and carriers could rate more aggressively on age
within current rate bands. Second, small employers that changed their choice of plan or carrier
would be re-underwritten—recalibrating premiums to the group’s current health status; how
often small groups now change plans or carriers, or would do so with constraints on premium
increases for health status, is unknown.

B. ESTIMATES OF STATE FINANCING

The role of federal funding for Medicaid and SCHIP is important to understanding the
financing of the reform models. Both the Health Security Act and Health Choices would enroll
Medicaid and SCHIP enrollees in, respectively, the Health Security Plan and standard Alliance
plans with low cost sharing. For the purpose of estimation, we assumed the current
Medicaid/SCHIP benefit design would continue for individuals now enrolled in those programs
as well as for new enrollees after implementation of the reform models. Only the actual costs of
Medicaid and SCHIP enrollees would qualify for federal matching—not the average cost of all
enrollees in the new program.

In both the Health Security Act and Health Choices, the average cost of non-
Medicaid/SCHIP enrollees in the new program is higher than the average cost of enrollees in
Medicaid and SCHIP—in part, due to the relatively high proportion of children in Medicaid and
SCHIP. Both reform models would require that coverage be pure-community-rated without
geographic adjustment, so that the average premium for coverage in the new program would be
the same for all participants when not enrolled in Medicaid or SCHIP. In calculating the
financing for these programs, we assume that all net costs (after federal match for Medicaid and
SCHIP enrollees) are pooled, any premium payments are accounted for, and remaining costs are
financed with a tax on nonfederal payroll.

For all of the reform models, the amount of federal matching funds available to the state’s
SCHIP program is capped at $66 million per year under New Mexico’s current waiver. HSD
projects that the program will hit that cap by FY2010. Our current-case estimates reflect the
department’s projected enrollment months, resulting in cost estimates for SCHIP in each
simulation year that exceed the cap for the purpose of federal match. As a result, the effective
federal matching rate for SCHIP in both the base case and the reform models is lower than that in
our earlier report.

The components of financing for each of the reform models are summarized in Table V.2.
Estimates of the financing required for the Health Security Act range from 2.8 percent (v.1) to
3.0 percent (v.2) of total nonfederal payroll. Relative to what employers that now sponsor
coverage pay for health benefits—on average, more than 10 percent of payroll—the cost this
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reform model is low indeed. Of course, employers and workers that do not now pay for
coverage would begin to pay about 3 percent of payroll.

TABLE V.2

ESTIMATED FINANCING OF STATE PROGRAMS IN THE REFORM MODELS
(Dollars in billions)

Health Health Health
Security  Security  Health Health Coverage Health
Actvl Actv2 Choices vl Choicesv2  Plan Solutions

Total Cost $6.720  $6.855  $7.403  $7.414  $7.160  $7.158

Federal Funds® 2.292 2.338 2.826 2.812 2.113 2.092
State Funds

State funds obligated in the reform model 3.484 3.572 3.685 3.292 0.950 0.942

Medicaid, SCHIP and SCI 0.790 0.808 0.999 0.994 0.739 0.732
Other programs 2.694 2.764 2.686 2.298 0.210 0.210
Current funds net of enrollee premiums 0.886 0.886 0.886 0.886 0.886 0.886
Medicaid, SCHIP and SCI 0.651 0.651 0.651 0.651 0.651 0.651
Other programs 0.235 0.235 0.235 0.235 0.235 0.235
Net new obligated state funds 2598 2686 2799 2406 0064  0.056
Other Sources of Funds
New program and SCI premiums 1.522 1.551 N/A 0.584 0.019 0.020
Employer payments N/A N/A N/A N/A 0.103 0.030
Tax on public program premium payments  N/A N/A N/A N/A b 0.008
State Obligation Net of Revenues 1.076 1.136 2.799 1.821 (0.059)  (0.001)
Percent of taxable payroll® 2.8% 3.0% 7.3% 4.7% N/A N/A

Source: Mathematica Policy Research, Inc.

Notes: Detail may not add to totals due to rounding. State funds exclude state employee plan costs. State
employees are included in New Program and SCI premiums, and state employee payroll is subject to a
payroll tax if applicable to the reform model.

& Current-case reported expenditures covered by IHA and VA are excluded Estimates assume that the new program
would not recoup these funds as coordination of benefits.

® This source of funds is not considered, but might be used to reduce employer Fair Share payments.

¢ Based on projected nonfederal payroll of $35.9 billion in FY2010.

Compared with the Health Security Act, Health Choices would rely more heavily on payroll
taxation in lieu of premium payments: enrollees would pay either no premiums for standard
coverage regardless of income (v.1) or no premiums below 400 percent FPL (v.2). To cover the
State cost in excess of premiums, Health Choices would require a tax on payroll of 4.7 percent
(v.2) to 7.3 percent (v.1). While these amounts significantly exceed the payroll tax that would be
required to support the Health Security Plan, the fact that all nonfederal employers would pay—
including those that do not now offer coverage—would reduce the average net financial burden
among employers that currently sponsor group coverage.
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While the financing estimates the Health Security Act and Health Choices were developed
to minimize adverse selection the new programs, the payroll tax estimates for these reform
models remain sensitive to self-insured employer behavior. Within the time and resources
available for this study, we were unable to model self-insured employer selection behavior and,
therefore, the magnitude of the potential effects not only on cost, but also on financing. If self-
insured employers continued coverage only for highly compensated workers (that is, those for
whom contributions to coverage would be less than the estimated payroll tax), the payroll base
would be less than is assumed in our calculations.

Estimates for the Health Coverage Plan and for Health Solutions suggest that the proposed
financing for these models is likely to be adequate. For the Health Coverage Plan, a Fair Share
payment of $300 per year obtained for every worker not enrolled in a plan sponsored by his or
her own employer (similar to that levied in Massachusetts and Vermont) could produce a
considerable surplus fund—an estimated $59 million in FY2010. For HealthSolutions, Healthy
Workforce contributions are more difficult to estimate with precision because available data do
not measure total employer expenditures for health benefits in firms that cover only some
workers and the number of workers that such firms do not cover. Consequently, in smaller firms
especially, it is unclear either how many employers would pay a Healthy Workforce contribution
or the number of workers for whom they would pay.

Given this uncertainty, we produced high and low estimates of revenues for
HealthSolutions, adopting extreme assumptions to test the maximum bounds of a Healthy
Workforce contribution that would adequately finance this reform model (Table V.3). The high
estimate assumes that payments are made for all nonfederal workers who are not offered
coverage, as well as approximately half of workers that offering employers do not cover. The
low estimate assumes that payments are made only for nonfederal workers who are not offered
coverage. These estimates indicate that an annual Healthy Workforce contribution between $100
and $200 per year for full-time workers and $50 to $100 for part-time workers would be
sufficient to generate the estimated $30 million needed to finance HealthSolutions.

C. AFFORDABILITY AND COMPLIANCE

Both the Health Security Act and Health Choices would limit enrollee premiums to
6 percent of family income for individuals who pay any premiums at all. Of course, in both
reform models, cost sharing would increase family burden in excess of the premium cap.

In contrast, neither the Health Coverage Plan nor HealthSolutions limit premiums for
individuals or families who are not enrolled in public coverage—Medicaid, SCHIP, or SCI.
Consequently, those with family income above 300 percent FPL (and therefore ineligible for
public coverage) may pay premiums substantially in excess of 6 percent of gross income, the
amount that the Health Security Act and Health Choices envision as a de facto measure of
premium affordability.

46



TABLE V.3

ESTIMATED REVENUE FROM ALTERNATIVE LEVELS OF A HEALTHY WORKFORCE
CONTRIBUTION: HEALTHSOLUTIONS, FY2010

Low Estimate High Estimate
(in millions) (in millions)
Full-Time  Part-Time Full-Time  Part-Time
Total Workers Workers Total Workers Workers
Level of Contribution: Employers with 6 or More Employees
$100 $13.5 $11.2 $2.3 $30.1 $27.3 $2.8
$200 $26.9 $22.3 $4.6 $60.2 $54.5 $5.7
$300 $40.4 $33.5 $7.0 $90.3 $81.8 $8.5
$500 $67.4 $55.8 $11.6 $150.5 $136.3 $14.2
All Employers
$100 $15.8 $13.1 $2.7 $33.1 $29.7 $3.5
$200 $31.6 $26.2 $5.4 $55.2 $49.4 $5.8
$300 $47.4 $39.3 $8.1 $99.4 $89.0 $10.4
$500 $79.0 $65.5 $13.6 $165.7 $148.3 $17.4

This situation raises some concern about affordability and, therefore, compliance with the
requirement that all New Mexicans have coverage, especially for families with incomes just
above 300 percent FPL (in 2008, $63,600 for a family of four). The Health Coverage Plan
would raise a significant surplus of Fair Share funds if set at $300 per worker without direct
coverage. While these funds are intended to help individuals who are temporarily uninsured or
otherwise exempted from compliance with the mandate, they would seem sufficient to also help
finance care for many who would not reasonably afford private coverage, despite the individual
mandate.

Conceivably, HealthSolutions could offer a somewhat different approach to the problem of
affordability. Under this reform model, a Health Care Authority in New Mexico would be
charged with setting benefit standards and affordability standards for compliance, reducing cost
escalation, and improving quality. Establishing a single point of accountability for these
activities might help to guide the development of more affordable coverage options in New
Mexico. In addition, a somewhat higher Healthy Workforce contribution level—such as that
envisioned for the Health Coverage Plan—could provide a reserve fund to assist families who
are ineligible for public coverage but still unable to afford private coverage.

D. FINANCING SUMMARY
Expenditures and sources of financing for each of the reform models and the current case are

summarized in Table IV.4, projected from FY2010 to FY2014. Several aspects of the estimates
for HealthSolutions especially (as well as for the Health Coverage Plan) are notable.
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First, relative to the Health Security Act or Health Choices, HealthSolutions would entail the
least disruption of current systems of health care financing in New Mexico. In FY2010,
spending for health care would increase in the private sector (2 percent above the current case).
This increase in private spending, while less than the projected increase in federal and state
spending, is in marked contrast to either the displacement envisioned in the Health Security Act
or the reorganization of private spending envisioned in Health Choices. By FY2014, private-
sector expenditures under HealthSolutions (and also the Health Coverage Plan) would be slightly
less than in the current case.

Second, the percentage increase in projected state expenditures to cover all New Mexicans
under HealthSolutions is relatively modest. Projected state expenditure would increase 4 percent
relative to the current case in FY2010, and would approximately equal current-case spending by
FY2014. This relatively modest increase in state spending reflects the retention of private
coverage—so that Medicaid and SCHIP do not displace private coverage—as well as the use of
current eligibility rules for Medicaid and SCHIP, with relatively low anticipated expenditure per
person among those who are currently eligible but have not enrolled.

Finally, because HealthSolutions would preserve current private financing of health care
services and displace other state health care spending that does not draw federal match, federal
spending would increase somewhat faster than state expenditures. Compared with the current
case, estimated federal spending would increase 6 percent in FY2010, and would remain
2 percent above the current case in FY2014. It is this increase in federal spending that largely
generates the modest economic growth associated with HealthSolutions, as described in the next
chapter.
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V1. ECONOMIC IMPACTS OF IMPLEMENTING HEALTHSOLUTIONS
NEW MEXICO

In this chapter, estimates of economic impacts for HealthSolutions are presented by sector,
location (metro area versus the rest of the state), and source of financing (federal government,
the State of New Mexico, and the private sector). These estimates were produced by the Bureau
of Business and Economic Research (BBER), based on Mathematica’s simulation results, as
reported in earlier chapters. Economic impacts of the other reform models were included in our
earlier report; we do not expect that they would change materially and therefore did not re-
estimate them.

A. CHANGES UNDER HEALTHSOLUTIONS

Under HealthSolutions, spending for health care services and for prescription drugs and
medical equipment in FY 2010 would total an estimated $6.1 billion: $174 million (2.9 percent)
greater than the estimated baseline. BBER modeled the changes by category of health
expenditure to develop estimates of the economic impacts.

BBER’s calculation of the estimated change in the cost of health insurance/administration is
presented in Table VI.1, for the federal government, the State, and for private sector entities
providing health insurance coverage.”® The estimates reflect a decline in total federal
government administrative costs, corresponding to less use of non-Medicaid programs like the
Indian Health Service and Veterans Administration services. Conversely, increased participation
in Medicaid and related programs would drive higher costs for State administration of these
programs and for private insurance functions under contract to Salud. (Recall that federal
government would pay most of these costs, while the funds and economic impact would flow
through the State.)

8 Note that in each case, costs are associated with the entity actually performing the insurance or
administrative function, regardless of who may be underwriting the cost. For example, the federal match
for Medicaid includes payment for program administration, but it is the State government that actually
determines eligibility.
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TABLE VI.1

ESTIMATED COSTS OF HEALTH INSURANCE ADMINISTRATION BY PAYER TYPE:
HEALTHSOLUTIONS COMPARED WITH THE CURRENT CASE, FY2010

Change from the
Current Case HealthSolutions Current Case
(Dollars in millions)
Federal Government $10.43 $6.66 -$3.77
Tricare, VA, other non-Medicaid 10.43 6.66 -3.77
State Government 91.98 108.78 16.80
Medicaid/SCHIP/SCI 89.65 106.28 16.63
State employees 0.35 0.34 0.00
Other state 1.98 0.89 -1.09
Health Care Authority 0.00 1.26 1.26
Private 872.05 922.29 50.24
Medicaid/SCHIP/SCI 223.63 246.92 23.30
Government employees 64.33 64.12 -0.21
Private insurance 584.10 611.24 27.15
Total Insurance Administrative Costs 974.46 1,037.73 63.27

Source: UNM BBER calculations from data provided by Mathematica Policy Research.

Estimates of who pays for the additional health costs related to expanded coverage under
HealthSolutions are presented in Table VI1.2. The financing plan anticipates $155 million in
additional federal funding for Medicaid, for SCHIP and for SCI (over the FY 2010 baseline).
The projected net increase in federal dollars is $114.5 million, as use of services in other federal
programs (largely Indian Health Service and Veterans Administration services) is refinanced.?

? Note that the increase in federal dollars for Medicaid and SCHIP reflects projected baseline
participation and program expenditures that are substantially higher in FY2010 than were estimated for
CY2007 in our earlier report.
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TABLE V1.2

ESTIMATED CHANGES IN WHO PAYS: HEALTHSOLUTIONS COMPARED WITH
THE CURRENT CASE, FY2010

Health Change from
Current Case Solutions Current Case
(Dollars in millions)

Total to be Funded $6,921.75 $7,159.20 $237.45
Federal Government 1,977.38 2,091.93 114.55
Medicaid/Schip 1,685.81 1,840.71 154.90
Federal employees 177.80 178.53 0.73
Tricare, VA, other 113.78 72.69 (41.09)
State Government 885.97 885.74 (0.23)
Medicaid/SCHIP/SCI? 651.43 674.32 22.89
State employees 205.92 203.94 (1.98)
Other state” 28.62 7.48 (21.14)
Private 4,058.40 4,181.54 85.45
Public programs 82.70 140.58 57.89

SCI 2.19 19.74 17.54

Healthy Workforce - 30.10 30.10

Change in premium tax, state programs - 7.58 7.58

Other 80.50 83.17 2.67

Private insurance 2,984.69 3,120.50 135.81
Self-insured 923.24 988.10 64.86

Group plans 1,889.17 1,940.03 50.86
Individual premiums 172.27 192.37 20.09

Out of pocket 991.02 920.46 (70.56)

Source: UNM BBER calculations from data provided by Mathematica Policy Research.

# Total is net of additional monies raised by Healthy Workforce Fund payments from employers and estimated
insurance premium taxes on net changes in public programs subject to premium tax.
® Total includes net increase in State funding required for Health Coverage Authority.

In addition to the State monies used to support provision of health care coverage in the
current case, additional funds would be needed for Medicaid and related programs as well as for
the new Health Coverage Authority. Additional revenues to support these expenditures would
come from premiums paid by additional SCI enrollees, employer contributions to the new
Healthy Workforce Fund, and from additional premium taxes associated with coverage to
participants in public programs.*® The change in health insurance premiums (including SCI) and

% The additional insurance costs are budgeted as additional federal and state expenditures. Included
here is the additional revenue that flows back to the State as a result of these expenditures, given the
reliance on private contractors under Salud and on private insurance companies for other State programs
(NMMIP and NMHIA).
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out-of pocket expenses by level of family income are summarized in Table VI.3. Reductions in
health-related expenditures result in additional discretionary income that can be used to purchase
goods and services. Conversely, increases in these expenditures result in reduced income
available for other types of spending.

TABLE V1.3

ESTIMATED CHANGES IN HOUSEHOLD EXPENDITURES FOR INDIVIDUAL AND EMPLOYEE HEALTH
PREMIUMS AND OUT-OF-POCKET HEALTH CARE COSTS BY FAMILY INCOME CATEGORY:
HEALTHSOLUTIONS, FY2010

Insurance Premiums

Out-of-Pocket
Employee Individual Expenditure

(Dollars in millions)

Family Income:

Less than $10,000 -$6.09 $1.69 -$27.98
$10,000 to $14,999 0.04 0.07 2.36
$15,000 to $24,999 3.72 4.41 7.42
$25,000 to $34,999 3.26 57.28 -7.28
$35,000 to $49,999 5.44 10.30 -8.63
$50,000 to $74,999 8.61 14.29 -20.93
$75,000 to $99,999 4.73 5.23 -5.17
$100,00 to $149,999 3.80 8.04 -8.62
$150,000 or more 2.57 3.87 -1.72
Total 26.07 105.17 -70.56

Source: UNM BBER calculations from data provided by Mathematica Policy Research.

For most income groups, estimated out of pocket expenses are projected to decline under
HealthSolutions, while estimated premium payments generally increase. All estimates assume
that employees pay premium contributions with pre-tax dollars (although some employers do not
now offer salary reduction for payment of premium contributions). In contrast, individual
premium payments and out-of-pocket expenses are assumed to be paid from after-tax dollars
(although some employers may offer premium-only salary reduction plans or flexible spending
accounts). Since the estimates assume that the federal government (via reduced federal taxes) in
part pays the increase in employee premiums, a change in consumer outlays for employer-
sponsored coverage has less impact on spending for other consumer goods and services than a
change in consumer outlays for individual coverage.

Changes in employer contributions from the current case—including payments into a
Healthy Workforce Fund for employees who are not offered health insurance—are reported in
Table VI1.4. Note that employer contributions would increase for workers in each income
category except those with family income below $10,000. Higher contributions for employee
health coverage are assumed to result in lower wage and salary income (so that total employee
compensation is unchanged) and in turn, reduced household spending on other goods and
services.
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TABLE V1.4

ESTIMATED EMPLOYER CONTRIBUTIONS BY FAMILY INCOME CATEGORY:
HEALTHSOLUTIONS COMPARED WITH THE CURRENT CASE, FY2010

Employer Premium Payments, Including SCI

Healthy Total Change
Current Change from Workforce from Current
Case HealthSolutions ~ Current Case Contributions Case
(Dollars in millions)
Family Income:
Less than $10,000 $133.32 $112.58 -$20.73 $8.83 -$11.91
$10,000 to $14,999 13.25 13.39 0.14 1.19 1.33
$15,000 to $24,999 250.75 263.40 12.65 2.83 15.48
$25,000 to $34,999 284.11 295.20 11.09 271 13.80
$35,000 to $49,999 357.45 375.98 18.53 431 22.84
$50,000 to $74,999 597.62 626.95 29.33 4.90 34.23
$75,000 to $99,999 304.38 320.48 16.10 3.03 19.13
$100,00 to $149,999  253.54 266.46 12.92 1.72 14.64
$150,000 or more 160.58 169.32 8.74 0.59 9.33
Total 2,354.99 2,443.76 88.77 30.10 118.86

Source:  UNM BBER calculations from data provided by Mathematica Policy Research.

B. ESTIMATED ECONOMIC IMPACTS OF HEALTHSOLUTIONS

The economic impacts of changes due to HealthSolutions were estimated using the Implan
Pro-2 model, which is widely used for regional economic analysis. The individual components
of change—including impacts on different groups within the private sector—were separately
modeled and the results summed to determine total net impacts on employment, income, output,
and value added. The estimates take into account both the overall increase in funding from the
private sector and changes in the distribution of the funding burden on employers, employees
and individuals at different levels of income.™

Various measures of economic impact are summarized in Table VI.5. For each measure,
direct, indirect, and induced effects are summed to produce an estimate of total impact for each
measure. The expected net total economic impacts associated with HealthSolutions are
positive—adding 2,400 jobs to the New Mexico economy, raising labor income by $101 million.

81 Expenditures financed by an inflow of federal dollars stimulate the economy without burden to the
private sector. Therefore, there is no need to model the inflow of federal dollars, only the expenditures
made possible by this inflow. However, where the inflow of federal dollars requires an increase in State
spending above current levels, the modeling accounts for additional taxes or other new revenues obtained
from the private sector.
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TABLE V1.5

ESTIMATED ECONOMIC IMPACTS: HEALTHSOLUTIONS, FY 2010

Direct Indirect Induced Total
Health Expenditures
Employment (in thousands) 1.86 0.36 0.60 2.83
Labor Income (in millions) $76.11 $13.42 $19.45 $108.98
Output (in millions) $151.52 $39.05 $60.50 $251.06
Value Added (in millions) $95.02 $21.93 $34.84 $151.79
Private Insurance
Employment (in thousands) 0.16 0.18 0.12 0.46
Labor Income (in millions) $8.95 $7.85 $3.98 $20.78
Output (in millions) $55.62 $22.56 $12.69 $90.88
Value Added (in millions) $12.69 $13.00 $7.18 $32.88
Federal Government program administration
Employment (in thousands) -0.02 0.00 -0.03 -0.05
Labor Income (in millions) -$3.61 $0.00 -$0.90 -$4.51
Output (in millions) -$3.77 $0.00 -$2.85 -$6.61
Value Added (in millions) -$3.77 $0.00 -$1.62 -$5.38
State Administration
Employment (in thousands) 0.09 0.07 0.06 0.21
Labor Income (in millions) $5.06 $2.22 $1.81 $9.09
Output (in millions) $15.54 $5.55 $5.74 $26.83
Value Added (in millions) $8.66 $3.21 $3.26 $15.13
Employer Contributions
Employment (in thousands) -0.50 -0.13 -0.15 -0.78
Labor Income (in millions) -$15.32 -$4.98 -$4.90 -$25.21
Output (in millions) -$49.56 -$16.17 -$15.57 -$81.29
Value Added (in millions) -$29.16 -$8.35 -$8.84 -$46.34
Employee Premiums
Employment (in thousands) -0.12 -0.03 -0.04 -0.19
Labor Income (in millions) -$3.60 -$1.18 -$1.15 -$5.93
Output (in millions) -$11.71 -$3.81 -$3.66 -$19.18
Value Added (in millions) -$6.90 -$1.97 -$2.08 -$10.95
Individual Premiums and Out-of-Pocket Payments
Employment (in thousands) -0.04 -0.01 -0.01 -0.07
Labor Income (in millions) -$1.35 -$0.42 -$0.43 -$2.20
Output (in millions) -$4.00 -$1.38 -$1.36 -$6.74
Value Added (in millions) -$2.28 -$0.71 -$0.77 -$3.76
Net Total Impacts
Employment (in thousands) 1.42 0.43 0.55 241
Labor Income (in millions) $66.22 $16.92 $17.85 $100.99
Output (in millions) $153.64 $45.81 $55.49 $254.94
Value Added (in millions) $74.26 $27.13 $31.98 $133.36

Source: UNM BBER calculations from data provided by Mathematica Policy Research.
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However, in context, these impacts are small. Relative to BBER’s FY2010 economic
forecasts with no reform, HealthSolutions would generate a net increase in employment of just
0.23 percent, with the greatest net impacts in retail trade and health care and social assistance
(Table V1.6).** (The retail trade sector includes pharmacies and other types of businesses that
sell prescription drugs as well as businesses that sell various types of medical equipment and
supplies.) Total wage and salary disbursements would increase just 0.2 percent (Table V1.7).%

TABLE V1.6

ESTIMATED CHANGE IN WAGE AND SALARY EMPLOYMENT BY INDUSTRY GROUP:
HEALTHSOLUTIONS, FY2010

Current Case HealthSolutions

Number of Workers  Employment Change

(in thousands) (in thousands) Percent Change
Agriculture, Forestry, Fishing, Hunting 12.80 0.00 0.0%
Mining 20.05 0.00 0.0%
Construction 61.29 0.01 0.0%
Manufacturing 38.11 0.01 0.0%
Wholesale Trade 24.30 0.00 0.0%
Retail Trade 98.89 0.91 0.9%
Transport, Warehousing, Utilities 24.99 0.03 0.1%
Information 18.18 0.02 0.1%
Financial Activities 36.53 0.23 0.6%
Professional and Business 114.23 0.16 0.1%
Educational Services 14.28 0.00 0.0%
Health Care and Social Assistance 105.32 0.60 0.6%
Arts, Entertainment, and Recreation 8.71 0.00 0.0%
Accommodation and Food Services 82.20 0.00 0.0%
Other Services 29.92 0.00 0.0%
Government 204.34 -0.01 0.0%
Total 881.33 2.00 0.2%

Source: BBER FOR-UNM Employment Forecast and estimated employment impacts using IMPLAN.

%2 BBER’s FY2010 forecast of wage and salary employment uses the FOR-UNM model. New
Mexico wage and salary employment is estimated as total employment reduced by the ratio of wage and
salary employment to total employment as estimated by the federal Bureau of Economic Analysis.

% In preparing these estimates, BBER used the FOR-UNM forecast of average weekly wages by
industry to approximate an average annual wage.
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TABLE VI.7

ESTIMATED CHANGES IN WAGE AND SALARY DISBURSEMENTS:
HEALTHSOLUTIONS, FY2010

Current Case Wage and Change in Wage and  Percent Change in
Salary Disbursements Salary Disbursements ~ Wage and Salary

(Dollars in millions)  (Dollars in millions) Disbursements

Agriculture, Forestry, Fishing, Hunting $389.00 -$0.02 -0.0%
Mining 1,265.00 -0.01 -0.0%
Construction 2,426.00 0.19 0.0%
Manufacturing 1,828.00 0.47 0.0%
Wholesale Trade 1,232.00 -0.03 -0.0%
Retail Trade 2,645.00 23.27 0.9%
Transport, Warehousing, Utilities 1,241.00 1.19 0.1%
Information 746.00 0.82 0.1%
Financial Activities 1,690.00 10.82 0.6%
Professional and Business 6,286.00 8.24 0.1%
Educational Services 328.00 -0.12 -0.0%
Health Care and Social Assistance 3,992.00 22.45 0.6%
Arts, Entertainment, and Recreation 195.00 0.03 0.0%
Accommaodation and Food Services 1,348.00 0.04 0.0%
Other Services 998.00 -0.09 -0.0%
Public Administration 912.80 -0.40 -0.0%

Total 32,953.00 66.87 0.2%

Source: BBER FOR-UNM Employment Forecast and estimated employment impacts using IMPLAN.

In Table V.5, the estimates of net change in value added can be viewed as a proxy for the
net change in personal income that would result from implementation of HealthSolutions. Thus,
personal income would be expected to increase by 0.19 percent in FY2010. In addition, the
change in value added can be viewed as an estimate of the change in total New Mexico
production. When compared with Global Insight’s forecast of the state’s Gross State Product for
FY2010, the additional value added under HealthSolutions would amount to 0.16-percent net
gain in total state production.

The low net economic impacts of HealthSolutions are not surprising. The only real way for
a region to grow is by increasing the flow of dollars into the economy from outside the state or
by increasing the local production of goods and services that had been imported. Under
HealthSolutions, the major injection (federal government spending on health care) would
increase by only $114 million (a $155 million gain in federal Medicaid and SCHIP minus
$41 million in reduced spending in other federal programs).
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To fund the additional $122 million in estimated program costs would require raising
additional revenues from the private sector through premium payments and Healthy Workforce
contributions. Our estimate assume that whatever the private sector spends on health care
reduces the amount that can be spent on other goods and services, although the amount of the
decrease depends on the extent that private sector businesses or households can use federal tax
provisions to cover some of the costs of health insurance.

C. ESTIMATED IMPACTS ON METRO AND NON-METRO AREAS

In Table VI.8, the estimated economic impacts of HealthSolutions are allocated to (1) the
metropolitan areas of Albuquerque, Santa Fe, Las Cruces, and Farmington and (2) the rural areas
that comprise the rest of the state. Note that approximately 20 percent of the total net economic
impacts of HealthSolutions would occur in rural areas—somewhat less than might be expected.
This relatively low estimate is explained by high projected rural enrollment in Medicaid, SCHIP,
and SCI in the current case, related to the state’s ongoing efforts to enroll rural residents in these
programs. If these efforts produce lower enrollment than is anticipated in the current case, the
economic impacts of HealthSolutions in rural areas would be greater.
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TABLE V1.8

ESTIMATED ECONOMIC IMPACTS IN METRO AND NON-METRO AREAS:
HEALTHSOLUTIONS FY2010

Program Administration Individual Metro/Rural
Premiumsand  Net Percent of
Health Care Employer  Worker Out-of-Pocket Total Total

Expenditures |nsurance Federal State Contributions Premiums Expenditure Impact  Impact

Metropolitan Areas

Employment
(in thousands) 2,115.4 391.0 (31.9) 191.0 (552.1) (132.6) (43.1) 1,937.8  80.4%

Labor Income

(in millions) $80.13 $17.67 -$2.76 $8.18 -$17.80 -$4.24 -$1.38 $79.79  79.0%
Output

(in millions) $187.33 $77.25 -3$4.05 $24.14 -$57.39 -$13.71 -$4.21 $209.35 82.1%
Value Added

(in millions) $113.57 $27.95 -$3.29 $13.61 -$32.72 -$7.83 -$2.35 $108.93 81.7%
Rural Areas

Employment

(in thousands) 709.7 69.0 (20.2) 21.2 (229.9) (52.8) (25.9) 471.1 19.6%
Labor Income

(in millions) $28.85 $3.12 -$1.75 $0.91 -$7.41 -$1.69 -$0.83 $21.20 21.0%
Output

(in millions) $63.74 $13.63 -$2.57 $2.68 -$23.90 -$5.47 -$2.53 $45.59 17.9%
Value Added

(in millions) $38.23 $4.93 -$2.09 $1.51 -$13.63 -$3.12 -$1.41 $24.43 18.3%

Source: UNM BBER estimates using IMPLAN Model.

Notes:  Impacts were allocated to MSA’s as follows: (1) health expenditures and individual premiums and out of pocket
spending were modeled; (2) 85 percent of insurance expenditures were allocated to metro areas (health insurance
carriers are concentrated in Bernalillo County) and agents, brokers and other insurance are assumed to be
dispersed; (3) 61.2 percent of federal administration and 90 percent of state administration were allocated to metro
areas; (4) employer contributions were prorated to earnings, such that 70.6 percent were allocated to metro areas;
(5) worker premiums were prorated to wages, such that 71.5 percent were allocated to metro areas.
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APPENDIX A

NEW MEXICO HEALTH SOLUTIONS:
SPECIFICATIONS FOR COVERAGE, COST, AND FUNDING ESTIMATES
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