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I. INTRODUCTION

The New Mexico Health Policy Commission has developed two alternative health reform
plans that would achieve universal coverage by 1998. The first alternative is a single-payer plan in
which all New Mexico residents would obtain coverage through a single state operated health
insurance plan. The second alternative is a multi-payer plan where individuals would chose from a
selection of health plans competing on the basis of price and quality. Both reform plans would
require employers to contribute to the cost of covering workers and their dependents and both
include taxes to cover other program costs.

In this report, we analyze the financial impact of these alternative reform plans on various
payers for health care including state, local, and federal governments. In addition, we present
estimates of the financial impact of these proposals on employers by industry and firm size. We
also estimated the financial impact of alternative variations in benefits and financing under these
reform plans. Finally, we present estimates of the impact of a voluntary insurance coverage
program which could serve as an incremental first step towards universal coverage.

Our analysis is presented in the following sections:

Summary of universal coverage plans;

Estimating the impact of health reform in New Mexico;

* & o

New Mexico health spending under reform;

Government spending under reform;

*

Changes in employer health spending;
Impact on household health spending;

Variations in plan design; and

* & o o

Voluntary coverage expansions.

In addition, detailed analysis tables for the single payer and multi-payer proposals are
presented in Appendices A and B.
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1I. OVERVIEW OF ALTERNATIVE HEALTH REFORM PLANS IN NEW MEXICO

New Mexico House Bill 702 directed the state Health Policy Commission to develop
alternative models of health care delivery and payment to support universal health coverage for
New Mexicans by October 1, 1997. In accordance with the state legislation, the Commission
chose to consider two alternative models: (1) a single payer approach which would create a
statewide, publicly funded health care system administered by a state agency; and (2) a multi-
payer approach based on managed competition and financed through premium payments. Limits
on the rate of growth in health spending could be implemented through either program.

In this study, we estimated the financial impact of the two alternatives on the state
government and other payers for health care including: employers of various firm size and
industry groups; households of various age and income groups; and federal and local
governments. As originally specified by the New Mexico Health Policy Commission, the single
payer and multi-payer models included different standard benefits packages and different
approaches toward cost controls. To make the two alternatives as comparable as possible, our
analysis assumes identical benefits packages for both models and cost control provisions under
each alternative. Variations on these assumptions are examined latter in this analysis.

This section summarizes the two policy alternatives in the following sections:

¢ Single Payer Model
Multi-Payer Model

Treatment of Medicare Beneficiaries

< * <

Differences in Financing

Exhibit 1 illustrates the structure of the single payer model and compares it to the multi-
payer alternative.

A. Single Payer Model

The single payer model studied in this analysis would replace the current health insurance
system in Mew Mexico with publicly financed coverage under a new state Commission. All New
Mexicans (except Medicare recipients) would be covered under the state health plan with a
standard benefits package. Inherent in the single payer model is the seamless integration of the
Native American population into the new state-run health plan. All New Mexicans would receive
coverage under this system, and services would be provided through a uniform program without
any regard to race, or economic status.
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ExHiBIT 1

OVERALL STRUCTURE OF SINGLE AND MULTI-PAYER MODELS COMPARED

One government health plan for | Competing health insurance
all state residents except plans for all state residents
Medicare except Medicare
Fee-for-Service Medicine _Cap itated payments to
integrated health plans

President Clinton's benefits package: hospital care; physician
services; drugs; mental health up to limits

Patient deductible of $200; 20 percent copayment; $1,500 out-
of-pocket limit ($3,000 per family)

Medicare retained; state provides: supplemental drug coverage;
out-of-pocket maximum

Premium for workers and

dependents ($1998)
Individual = $1,757
Payroll tax of 7.92 percent Couple = $3,514

Two-Parent = $4,696
One-Parent = $2,967
Employer pays 80 percent/employee pays 20 percent

No premium Pays full premium
) No premium below poverty;
None Required sliding scale through 200
percent of poverty
None Required Cap on employer spending:
7.9 percent of payroll
No cost sharing for persons below poverty
2.08 percent of taxable income 2.78 per.cent of taxabl§
income
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Although publicly financed coverage means that families would no longer pay health
insurance premiums, the single payer model would require some level of cost sharing. Individuals
with incomes over 100 percent of poverty would be responsible for: a $200 annual deductible
(8400 per family) and 20 percent coinsurance above the deductible up to a $1,500 out-of-pocket
limit ($3,000 per family). Persons below the federal poverty line are exempt from all cost sharing
requirements. Exempting this population from cost sharing implicitly establishes a system of cost
sharing subsidies financed by the state.

Financing for the single payer alternative would come from two general sources: (1)
funding from current public sector health spending; and (2) dedicated payroll and personal income
taxes. Current public sector health spending includes Medicaid (federal, state, and
disproportionate share hospital funds) and funding for other health programs (including the Indian
Health Service). With Native Americans completely integrated into the new system, Indian Health
Service funds could be used to offset the costs of providing health care to this population.

The employer payroll tax rate would be set at a level sufficient to cover program costs for
workers and dependents. Based on our analysis of costs under the program, we estimate that the
payroll tax rate would be 7.92 percent. Costs for non-workers would not be financed through the
payroll tax. Employers and employees both would pay a portion of payroll tax expenses, 80
percent and 20 percent respectively. We also assume that the tax rate on personal taxable income,
2.08 percent, is set at a level sufficient to cover all remaining program costs.

Because the single payer system is tax financed, there would be no premium requirements
for families or employers, nor would there be premium subsidy requirements placed on the state.
However, exempting persons below poverty from cost sharing does entail a system of cost sharing
subsidies that would be part of a single payer system.

Finally, the single payer model includes a number of cost containment mechanisms,
including:
¢ Anoverall health care budget limiting expenditures for covered services;
¢ Negotiated fee schedules for health professional reimbursement;
¢ Global budgets for health care facilities;
¢ Utilization management;
¢ Administrative cost caps; and

¢ A statewide formulary.
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B. Multi-Payer Model

Like the single payer model, the multi-payer model is designed to provide universal
coverage for all New Mexicans. However, unlike the tax financed single-payer plan, the multi-
payer model relies on a combined employer/individual mandate and premium subsidies under a
managed competition system to achieve its goal.

Under the multi-payer model, all employers would be required to provide insurance
coverage for workers employed more than 20 hours per week. Employers would pay 80 percent
of the cost of a standard premium based on the weighted average cost of coverage in the region.
Employees would pay the remaining 20 percent of premium costs.

Along with the employer/individual mandate, the multi-payer model would implement
premium subsidies to help businesses and families finance the cost of insurance. Employed persons
with incomes up to 100 percent of poverty would be eligible for full premium subsidies for their
share of insurance costs. Subsidies would be phased-out for persons with incomes through 200

percent of poverty.

In addition, the multi-payer model would require all non-working individuals (except
Medicare beneficiaries) to purchase insurance coverage. Non-workers with incomes below 100
percent of poverty would be eligible for full premium subsidies up to the cost of a "standard" plan;
premium subsidies would be phased-out for individuals and families through 200 percent of

poverty.

Employers also would be eligible for premium subsidies in the form of a premium cap for
each employer. Under this policy, employers would be reimbursed by the state for premium
expenses in excess of 7.9 percent of payroll. Thus, no employer will spend more than 7.9 percent
of payroll on health insurance.

Like the single payer model, the multi-payer system includes patient cost sharing. This
includes a $200 annual deductible ($400 per family) and 20 percent coinsurance above the
deductible up to a $1,500 out-of-pocket limit ($3,000 per family). Families below 100 percent of
poverty are exempt from cost sharing requirements. Like the single payer system, the multi-payer
system would include a cost sharing subsidy system financed by the state to pay these costs for
persons below poverty.

To facilitate businesses and individuals in purchasing coverage, the multi-payer model
would establish Regional Health Alliances. All individuals and businesses, including those covered
through workers compensation or Indian Health programs, would select from Approved Health
Plans (AHPs) through the Alliance (Exhibit 2).

94FM0290 5 LEWIN-VHI, INC.



EXHIBIT 2
MANAGED COMPETITION: CONSUMERS CHOOSE FROM SEVERAL COMPETING HEALTH

PLANS
Workers
Compensation;

sitBmployd | | NonWorkers | | SO0ES potons || dtere

: Health
Regional Health Alliance Existing
Delivery
System
AHP AHP Wrap
A “B” Around

Benefit

Public subsidies and other costs under the multi-payer system would be financed through:
(1) current state and federal spending for Medicaid and the Indian Health Service; and (2) a 2.78
percent tax on personal taxable income. As under the single-payer system, the tax rate on personal
income is set at a level sufficient to fund program costs not covered by premiums and current
government health spending.

The Native American population would be completely integrated into the multi-payer
system just as under the single payer system. Native Americans would receive coverage in the
same manner as any other New Mexican, either through an employer or through the Alliance.
Native Americans would be eligible for the same premium and cost sharing subsidies as the rest of
the population, and services would be provided without regard to race, ethnicity, or income.

The primary cost containment features under the multi-payer model are incentives for
individuals to enroll in lower-cost health plans (i.e., managed competition). Employer premium
contributions are tied to average costs in a region; if an employee chooses a plan with premium
costs in excess of the regional average, the employee must pay more than the standard 20 percent
share. In addition, premium subsidies are available only for the employees' 20 percent share of the
average premium; costs in excess of this amount must be paid by employees.

As the managed competition system induces individuals to choose the lowest priced
AHPs, health plans will have to reduce costs to remain competitive. The primary manner in which
AHPs will reduce costs is through increased efficiency through increased use of managed care.
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We assume that the multi-payer model would have the effect of moving more and more people
into managed care settings which in turn would result in health care savings.

In addition, the multi-payer model could be implemented with a cap on the rate of growth
in premiums. For comparison purposes, we assume that the multi-payer model is implemented
with expenditure budgets which limit the growth in health care costs to the same levels permitted
under the single-payer model.

C. Treatment of Medicare Beneficiaries

Under both the single-payer and the multi-payer programs, we assume that Medicare
coverage is retained for all persons who are currently eligible for that program. The Medicare
benefits package covers most hospital and physicians services but does not cover prescription
drugs and does not include a maximum out-of-pocket spending limit. We assume, however, that
under both health reform plans, additional benefits would be provided for Medicare beneficiaries.

Under both policy options, we assume that a program would be established to provide
prescription drug benefits to persons who are covered under Medicare. In addition, the program
would place a limit on out-of-pocket expenses for Medicare beneficiaries of $1,500 per individual
and $3,000 per family. The program would be identical under both the multi-payer and the single-

payer models.

D. Differences in Financing

Perhaps the most important distinction to make between the two alternatives addressed in
this paper is the financing source. The single payer system is tax financed while the multi-payer
system is premium financed. The tax financed system is directly tied to an individual’s ability to
pay for coverage. That is, family payments for health care are computed as a percentage of
income which in effect varies family payment amounts by income level. In comparison, the
premium paid by an individual in a premium financed system is unrelated to a persons income.
Thus, the premium is the same for each individual regardless of income except among low-income
groups where premium subsidies are provided.

Consequently, the premium financed multi-payer system must include a system of
subsidies to make insurance affordable to low income families. The tax financed single payer
system requires no premium subsidies because their tax payments are already varied for families
by income level (i.e. ability to pay). However, both models must include cost sharing subsidies

for persons below poverty.
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I11. ESTIMATING THE IMPACT OF HEALTH REFORM IN NEW MEXICO

In this analysis, we estimated the financial impact of the single payer and the multi-payer
proposals on major payers for health care in New Mexico including state and local governments,
employers, households and the federal government. In particular, we estimated the distributional
impact of these proposals on various subgroups of these payer groups such as small employers
and families in various age and income groups. These estimates were developed using the Lewin-
VHI Health Benefits Simulation Model (HBSM) which is specifically designed to provide these
detailed distributional impacts analyses for state-level health reform initiatives.

In this section, we describe the data and methods used in HBSM to develop estimates of
these health reform initiatives in New Mexico. We begin by describing the overall methodology
used in the model. We then explain how the model was adapted to provide New Mexico specific
estimates of the impact of this bill on health spending by various payers in future years. The
discussion is presented in the following sections:

¢ Overview of HBSM
¢ Health Spending in New Mexico

¢ Projections to Future Years

A. The Health Benefits Simulation Model

HBSM is a “microsimulation” model of health spending. The core of the model is a
representative sample of New Mexico households. For each household in the sample these data
provide information on health insurance coverage, health spending, income employment and basic
demographic characteristics. The model uses these data to show how expenditures for households
will change as they become covered under a new health insurance system. This micro level
approach of simulating changes in spending for individual households permits us to estimate both
the aggregate impact of major health reform initiatives as well as the impact on households of

various socio-economic groups.

For example, the model estimates the increase in utilization which will occur as coverage
is extended to previously uninsured persons. The model also determines which of the services for
each individual are covered under the plan, the reimbursement amount for these services under the
plan's cost sharing rules, and savings to the sources of payment for this care under current law
(family out-of-pocket, employers, county hospitals, charity care, etc.). Because the model is based
upon a representative sample of the population, it produces aggregate estimates of the impact of
policy proposals on total number of persons affected, aggregate health spending, and program
costs. However, because the model develops these estimates based upon analyses performed on
an individual-by-individual basis, the model also provides estimates of the impact of these policies

On various socioeconomic groups.
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Using these data, HBSM produces estimates of program impacts by source of payment
including:

¢+ Employer Impacts

¢ Number of workers and dependents affected

e Cost to employers

e Impact on firms that do not now insure

e Number of firms affected

e Uncompensated care cost shift savings

e Tax savings (corporate deductions for health benefits, if applicable)

¢ Provider Impacts

¢ Utilization by type of service/provider

e Sources of payment for care

¢ Expenditures for services by type of service/provider
e Hospital uncompensated care

¢ Household Impacts

e Number of insured by income, age, sex, etc.
e Family premium payments
e Family out-of-pocket spending

¢ Government Impacts

e Expenditures under Medicaid expansions

e Offsets to general assistance

e Offsets to public hospitals

e Corporate income tax losses

e Tax revenues under various financing mechanisms

The basic data source used in this analysis is the New Mexico subsample of the March
1993 Current Population Survey (CPS) conducted by the Bureau of the Census. These data
provide detailed information on New Mexico residents by age, income, employment status and
other demographic characteristics

Because the CPS does not include health spending data, we merged the New Mexico
subsample of the CPS with the 1987 National Medical Expenditures Survey (NMES) data which
includes health care utilization and expenditures data for households across various income, age
and employment status groups. The population and income data in the data base were adjusted to

94FM0290 9 LEWIN-VHI, INC.



1994 based upon the best available projections for that year. Health expenditures data were then
controlled to replicate aggregate health expenditures estimates for 1994 by type of service and
source of payment in New Mexico as estimated in a recent study by RAND.

The model also uses a survey of private employers in New Mexico developed by RAND.
These data provide information on employer insurance coverage including firm size, industry,
coverage, and employee premium contributions. The sample also includes employers that do and
do not offer insurance. These data permit us to develop estimates of health spending impacts for
workers and firms in various firms size and industry groups in New Mexico.

B. Health Spending in New Mexico

As discussed above, health spending in the household data base is controlled to replicate
estimates of health spending by type of service and source of payment for New Mexico. Estimates
of health spending in the state are based upon an analysis of New Mexico health spending by
RAND (Exhibit 3). These estimates were derived from various sources, including HCFA data on
health expenditures by type of service. Data provided by various government agencies on public
program expenditures were also used.!

These data indicate that total expenditures for health care in New Mexico were $3.9
billion for the period July 1, 1992 through June 30, 1993. Expenditures for personal health
services were $3.5 billion of which about $300 million was for long-term care services and $3.2
billion was for acute care services. State health spending included about $235 million for
administration of public and private insurance programs and about 54 million in public health
expenditures.

C. Projections Through 1998

The household data base was “aged” to be representative of the New Mexico state
population in 1998. This was accomplished by adjusting the population totals in these data to
reflect trends in population growth by age and sex. The earnings and other income data reported
in the household data base were also adjusted to reflect income growth projection. Finally, health
expenditures were adjusted to reflect projections of health spending by type of service and source

of payment.

! “Existing Health Care Delivery System, Estimated Fiscal Resources, State Health Expenditure For The Period July 1, 1992
through June 30, 1993,” New Mexico Health Care Initiative, July 25, 1994.
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Existing Health Care Delivery System Estimated Fiscal Resources State Health Expenditure

Exhibit 3

July 1, 1992 through June 30, 1993

: S paiie i PdveteCongumer i A .. Government
~ Description: Total Out-of-Pocket ClaimsPaid |  Other State & Local Federal Total Total
e .. HEALTHSERVICES & SUPPLIES G : .
Hospital Care $951,484.2 $902,958.5 $32,350.5 $870,608 $48,525.7 $314,917.2 $256,133.8 $571,051.0 $1,522,535.2
Physician Services $732,702.3 $732,702.3 $135,135.9 $597,566.4 $0.0 e = $0.0 $732,702.3
Dental Services $179,467.2 $179,467.2 $84,349.6 $95,117.6 $0.0 —- $6,843.0 $6,843.0 $186,310.2
Other Professional Services $205,342.0 $205,342.0 $32,169.7 $173,172.3 $0.0 - $10,211.2 $10,211.2 $215,555.2
Home Health Care $68,519.3 $68,519.3 $14,389.1 $54,130.2 $0.0 - $0.0 $66,619.3
Prescription Drugs & Non-Durable $339,859.6 $339,859.6 $187,262.6 $152,597.0 $0.0 - $3,689.5 $3,689.5 $343,549.1
Vision & other Durable $60,196.8 $60,198.8 $60,198.8 N/A $0.0 $60,198.8
Nursing Home Care $209,474.5 $209,474.5 $90,283.5 $119,191.0 $0.0 $27,328.3 = $27,328.3 $236,802.8
Other Personal Health Care $0.0 - - $0.0 $121,019.5 $28,265.7 $149,285.2 $149,285.2
Total Personal Health Care $2,747,047.9 $2,698,522.2 $636,139.7 $2,062,382.5 $48,525.7 $463,265.0 $305,143.2 $768,408.2 $3,515,456.1
o : e PROGRAM ADMINISTRATION AND GOVERNMENT PUBLIC HEALTH . ; . G 0 '
Program Admin & Net Cost of Private Health Ins. $217,819.6 - - - $217,819.6 $18,645.4 - $18,645.4 $236,465.0
Govt. Public Health Activities $0.0 - o - $0.0 $50,562.9 $3,345.4 $53,908.3 $53,908.3
Total Prog. Admin. & Gowt. Public Health $217,819.6 $0.0 $0.0 $0.0 $217,819.3 $68,208.3 $3,345.4 $72,553.7 $290,373.3
CaEaE e L . WIC, CCFP, AND ENVIRONMENTAL PROGRAMS : L o
WIC & CCFP $0.0 - o = $0.0 $52,446.8 - $52,446.8 $52,446.8
Environmental Programs $0.0 - $0.0 $25,859.2 - $25,859.2 $25,859.2
Total WIC, CCFP & Envir. Programs $0.0 $0.0 $0.0 $0.0 $0.0 $78,306.6 $0.0 $78,306.0 $78,306.0
TOTAL HEALTH SERVICES & SUPPLIES $2,964,867.5 $2,698,522.2 $636,139.7 $2,062,382.5 $2,66,345.3 $610,778.3 $308,488.6 $919,267.9 $3,884,135.4
i i ... RESEARCH & CONSTRUCTION =@ . = . e i S
Research - - - N/A N/A N/A N/A
Construction $45,098.0 - $45,098.0 - $45,098.0
TOTAL RESEARCH & CONSTRUCTION $45,098.0 - - $45,098.0 -~ - - $45,098.0
i ¢ i G L TOTAL STATE HEALTH ACCOUNT ; : ! :
| $3009,965.5 |  $2,598522.2 | $636,139.7 |  $2,062,382.5 | $311,443.3 | $610,779.3 | $308,488.8 | $919,287.9 | $3,929,233.4
Source: New Mexico State Health Expenditure (SHE) account.
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