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I.  Summary of Governor’s Proposal

The Governor’s health insurance proposal would require all individuals to have a minimum level of health insurance coverage for themselves and their dependents.  Under the proposal, employers with 10 or more employees would be required to provide health coverage to their employees or to pay an in-lieu fee that would 
provide some level of subsidy for health insurance coverage for low-income 
individuals through a new purchasing pool.  Eligibility for the Medi-Cal and 
Healthy Families programs would be expanded, and provider rates in the Medi-Cal program would be significantly increased.  Health plans and insurers would be 
required to guarantee issue of plans in the individual market and to use modified community ratings to determine rates.  The proposal would enact a number of provisions to reduce or offset part of the costs of health coverage and implement several new programs and initiatives related to health prevention, promotion, and wellness.  Financing for the proposal would come from a variety of sources, 
including new federal matching funds for some coverage expansions and the 
provider rate increases, assessments paid by employers and health providers, 
individual contributions, and redirection of county and other health safety net funds.

II. Major Provisions of Governor’s Proposal

A. Individual Mandate.  All Californians would be required to have a minimum of 
health insurance coverage, defined as a $5,000 deductible plan with maximum out-
of-pocket limits of $7,500 per individual and $10,000 per family.  Primary care and preventive services, such as check-ups, immunizations, well-baby and child care, 
and adult preventive care, would be exempt from the deductible.  According to the administration, this amount of coverage can be purchased currently for $100 or less 
per month for an individual and $200 or less for two persons.  Individuals and their dependents with low enough incomes could satisfy the mandate by enrolling in the Medi-Cal or Healthy Families programs or in a plan offered through a new purchasing pool that would be administered by the Managed Risk Medical Insurance Board (MRMIB).  The administration envisions several processes to enforce the mandate that it believes will facilitate enrollment of uninsured persons into health coverage plans, including a process for providers to facilitate enrollment in health coverage plans at the point of service, as well as procedures which would automatically enroll persons who were identified as not having coverage either through employer payroll reporting or by information submitted 
by taxpayers on their income tax returns.  

B. Requirements on Employers.  

Employers with 10 or more employees would be required to offer health coverage for employees or pay four percent of payroll to the state.  The administration estimates the payroll fees would generate $1 billion in revenues that would be used to fund subsidized coverage provided through the state purchasing pool.

All employers would be required to establish Section 125 plans regardless of whether or not they offer employer-sponsored coverage.  With Section 125 plans, employees or their employers are allowed to set aside money on a pre-tax basis to pay for health coverage or services.  

C.  Requirements for Insurers.  The proposal would impose three new requirements on health plans and insurers:

· Modified Community Rating/Guaranteed Issue.  The proposal requires insurers to guarantee issue and use modified community rating in the individual insurance 
market.  Under modified community rating, insurers would be allowed to vary rates 

by age, geographic location, and family size, but would be limited to a specified number of rating categories for each factor, and to overall limits on the amount of rate variation.  According to actuarial analyses commissioned by the administration, the impact on existing rates in the individual market would be minor.  The administration estimates that 890,000 uninsured people not eligible to receive subsidized coverage through the purchasing pool would purchase individual coverage under the proposal.

· 85 Percent Medical-Loss Ratio.  Current law prohibits health plans from expending excessive amounts of the payments they receive for providing services on administrative costs and also provides that the administrative cost incurred by a health plan shall be reasonable and necessary, taking into consideration various factors, including the plan's stage of development and other considerations.  In 2004-05, the California Medical Association estimated that medical-loss ratios of full service and public health plans licensed by Knox-Keene ranged between 72.4 percent and 99.7 percent.  The Governor’s proposal requires health plans as well as insurers to spend 
no less than 85 percent of revenues on patient care and to limit administrative 
expenses and profit to 15 percent.  The definition of expenses that would be 
considered administrative as opposed to patient care expenses would be determined through a stakeholder review process.  The administration believes that the 85 percent  requirement for health plans limits premium growth by forcing plans to increase their 
medical loss ratio.  The 85 percent would be applied across a plan or insurer’s entire book of business.  
· Healthy Action Programs. The proposal requires plans and insurers to offer rewards to beneficiaries who enroll in preventative health programs, such as smoking 
· cessation, diabetes management, weight reduction, breast or colorectal cancer screenings and immunizations, or meet certain health goals. (See Section F: Prevention, Health Promotion, and Wellness Provisions). 

D.  Public Program Expansions and Modifications.  The proposal expands and 
modifies eligibility for Medi-Cal, the Healthy Families program, and other public programs in a number of ways:

· Making all uninsured children at or below 300 percent of the FPL eligible for state-subsidized insurance  This will be accomplished by raising the income eligibility limit for children in the Healthy Families program from 250 percent to 300 percent of the FPL and making children eligible for either Medi-Cal or Healthy Families, regardless of their immigration status, depending on family income.  Coverage for 
undocumented immigrants would be funded by a state-only program.

· Making all legal resident adults with incomes at or below 100 percent of the FPL eligible for no-cost Medi-Cal.  The modification would require a federal Section 1115 waiver.  The bulk of these new eligibles would be childless adults.  This change is estimated to make an additional 630,000 adults eligible for Medi-Cal.

· Establishing a “bright line” for income eligibility for Medi-Cal at 100 percent of the FPL.  This change means that children in families with incomes greater than 100 percent of FPL shift to the Healthy Families program.  In order to maintain the level 
of benefits they receive under Medi-Cal, their coverage under the Healthy Families program would include Early Periodic Screening and Disability Prevention and 
Treatment (EPSDT) services, including expanded mental health services.  The change also requires Medi-Cal eligible adults with incomes above 100 percent of the FPL, 
with the exception of pregnant women, to enroll in one of the health plans offered by the purchasing pool.  This move would reduce benefits for this group to those offered by plans participating with the pool.  These adults would also have to pay a share of 
the premium for their plan and also pay higher co-payments for services.  The administration estimates that these changes would affect 679,000 children and 
215,000 adults who are currently enrolled in Medi-Cal.

· Further streamlining enrollment in Medi-Cal by eliminating the asset test and deprivation requirement for determining eligibility for Medi-Cal to facilitate enrollment at the point of service.

· Eliminating several programs, including:

--The Access for Infants and Mothers (AIM) program, which provides health care for low-income mothers and children who are not otherwise eligible for Medi-Cal and Healthy Families.  Infants would move to the Healthy Families program and mothers to the purchasing pool.
--The Major Risk Medical Insurance Program, which serves medically uninsurable persons.  The individual insurance market changes in the proposal would allow them 
to purchase coverage in the individual insurance market.

--The Medi-Cal share of cost program, under which Medi-Cal eligible persons whose income is too high are allowed to become eligible with a monthly share of cost.  
These individuals would also be eligible to receive coverage through the purchasing pool but would be subject to income contribution and other cost sharing requirements.

· Enacting a $4 billion ($2.2 billion state funds) Medi-Cal rate increase designed to 
bring hospital payment rates up to the level of Medicare and rates for physician and outpatient services to 80 percent of Medicare levels.

E.  Health Care Purchasing Pool.  The proposal would create a state purchasing pool, operated by MRMIB, that would offer subsidized health coverage plans meeting the level of the Knox-Keene Act.  The plans would include prescription drug coverage and impose deductibles and co-payments.  Vision and dental benefits would not be included in the coverage, but could be purchased through the pool without subsidies.  The pool would 
also offer plans providing the minimum required health benefits ($5,000 deductible and maximum out-of-pocket limits of $7,500 per individual and $10,000 per family, with specified primary and preventive health care services not subject to the $5,000 
deductible).  

Subsidized pool coverage would be available only to uninsured individuals with incomes between 100 and 250 percent of the FPL and to persons in the same income range with individual coverage or access to employer-sponsored coverage.  Persons with access to employer-sponsored coverage would only be eligible for coverage through the pool if the employers contribute to the pool the amount they are contributing for coverage for other employees.  Individuals with incomes above 250 percent of the FPL would not be eligible for subsidized pool coverage, but could purchase a minimum coverage plan offered by the pool with no subsidy.

In order to obtain subsidized coverage through the pool, all income-eligible individuals would be required to contribute a percentage of their gross income, as follows:

· 100 – 150 percent of FPL  – 3 percent 

· 151 – 200 percent of FPL  – 4 percent 

· 201 – 250 percent of FPL  – 6 percent



The administration estimates that approximately 1.9 million legal residents with incomes between 100 – 250 percent of the FPL would obtain coverage through the purchasing 
pool, including one million uninsured residents, 700,000 persons with individual 
coverage or access to employer coverage who opt for coverage through the pool under 
the provisions allowing them to do so, and approximately 215,000 persons who were previously enrolled in Medi-Cal with incomes above 100 percent of FPL.  The administration estimates that the average cost of coverage offered through the pool, in current dollars, would be $224 per person per month.  At full implementation, the full 
cost of coverage would be $5.1 billion, of which $1.4 billion would come from individual contributions, $1.3 billion from employer assessments, and $2.4 billion from state and federal funds.  
F.  Prevention, Health Promotion, and Wellness Provisions.  The proposal includes 
five major new health prevention and wellness components: 

· Healthy Actions Programs. The proposal requires the Medi-Cal fee-for-service program, as well as Medi-Cal managed care plans and commercial health plans and insurers, to offer rewards or incentives to beneficiaries who enroll in preventative health programs, such as smoking cessation, diabetes management, weight reduction, breast or colorectal cancer screenings, and immunizations.  Rewards may include vouchers and credits for health-related goods, services and items, such as gym or weight loss program membership, child car seats, bicycle helmets, or transportation vouchers. Additionally, health plans and insurers would be required to offer premium reduction (for plans with cost sharing), among other types of incentives, to enrollees who engage in healthy activities or meet certain health goals.  The administration emphasizes that practices and behaviors for inclusion in the program must be 
evidence-based and shown to reduce the burden of disease and demonstrate cost-effectiveness.  All programs would require, at a minimum, completion of a health risk assessment and a follow-up doctor visit every other year.  Incentives and rewards may be tailored to individual health risk.

The administration would spend $150 million annually (50 percent state funds and 50 percent federal funds) to implement these Healthy Actions provisions in the Medi-Cal and Healthy Families programs.  The administration anticipates setting minimum standards and guidelines for these programs and is actively involved in stakeholder discussions. The requirement that plans offer healthy actions programs may constitute a health plan mandate that would be required to be reviewed by the California Health Benefits Review Program (CHBRP).

Evidence of the success of wellness programs is found broadly in the private sector, most notably by large employers that have the resources to administer such programs. Lesser evidence is found in the cases of medium to small employers. The administration cites the example of Safeway, which pays 100 percent of preventative care costs and provides incentives that improve health care decisions.  According to Safeway representatives, its costs for employees enrolled in the plan have decreased 
30 percent over a two-year period, a reversal of a prior increase.

Wellness initiatives in Medicaid are a more recent phenomenon. The 2005 Deficit Reduction Act enabled states to target alternative benefit packages to specific subsets of Medicaid beneficiaries, thereby allowing targeting of chronic disease populations. More than half dozen states have launched wellness initiatives, aimed at both specific and general populations, with a variety of rewards and incentives. Additionally, a few states have enacted legislation dealing with wellness programs in the private sector.

· Obesity.  Following on the Governor’s 10-Step Vision for a Healthy California and 
the California Obesity Prevention Plan, commissioned by the Budget Act of 2005, 
this proposal includes $52 million in General Fund expenditures for the following initiatives:

--$12 million for outreach and public education to encourage physical activity and motivate Californians to make healthy lifestyle choices;

--$24 million in local assistance grants to promote anti-obesity efforts;

--$12 million in state technical support, evaluation and tracking;

--$4 million to help employers integrate wellness programs into employee benefits plans and worksites.

Additionally, the proposal would include new standards and policies to improve nutrition in schools, such as the elimination of trans fats and increased offerings of whole grains and healthier oils.

· Diabetes. The proposal includes a five-year Diabetes Prevention and Management Initiative targeted toward the Medi-Cal fee-for-service population, which includes aged, blind and disabled beneficiaries. At this time, this initiative proposes to spend $150 million annually (50 percent state funds and 50 percent federal funds) to screen beneficiaries for diabetes and pre-diabetes, as well as promote self-management through financial incentives. Financial incentives may be offered to providers as well to screen, coach, and train their patients.  The initiative would be evaluated for health outcomes and savings, and possible expansion to the broader population. The 
proposal would require the Departments of Health Care Services and Public Health to work with stakeholders to develop this initiative.  It is estimated that more than two million Californians have diabetes, a figure which may double by 2025.

· Tobacco Control. The proposal includes an augmentation of $11 million for tobacco control.  The funds would be used for augmenting smokers’ help lines, providing nicotine replacement therapy for those contacting the line, cessation media and an evaluation of the benefits deriving from the use of insurers’ tobacco cessation programs.

· Reducing Medical Errors and Acquired Infections.  The proposal contains four provisions designed to prevent and reduce medical errors:

--Requiring electronic prescribing by all health care providers and facilities by 2010;

--Requiring health facilities to implement additional measures beyond those 
contained in SB 1301 (Alquist) of 2006 and SB 739 (Speier) of  2006 to reduce medical errors and hospital acquired infections;

--Encouraging health care facilities to implement evidence-based measures to prevent harm to patients, including through technical assistance;

--Teaching new approaches to improving patient safety and reducing costs.

G. Provisions to Reduce Costs of Health Care and Health Coverage.  The administration believes a number of its prevention, health promotion, and wellness proposals will lead to long-term reductions in health care spending and costs.  The proposal additionally contains several provisions it claims would make health coverage more affordable, including a requirement that all employers establish Section 125 savings plans, allowing employees to set aside money on a pre-tax basis to pay their share of 
costs for health coverage.  The Franchise Tax Board (FTB) estimates that with this requirement, California employees would save $2.8 billion in federal income taxes, and 
$900 million in state income taxes, as well as sharing with employers $4.7 billion in savings in FICA (federal payroll) taxes.  

Additional provisions include:

· Conforming state tax law to federal law to allow individuals to make pre-tax contributions to Health Savings Accounts (HSAs).  HSAs are federally tax-
advantaged savings accounts that may be used to pay for health coverage and 
qualified medical expenses.  They must be paired with a qualifying high deductible health plan.  Contributions to HSAs are limited to $2,850 annually for an individual 
high-deductible plan and $5,650 for a family high deductible plan.

· Requiring hospitals to spend 85 percent of revenues on patient care and capping the amount they can charge for services provided to insured patients receiving care out of their health plan’s network.

· Allowing certain hospitals to delay compliance with hospital seismic safety deadlines 
if new modeling indicates that they are below or near a threshold of risk for collapse during an earthquake.  The Office of Statewide Health Planning and Development is currently reevaluating the seismic risk of SPC – 1 hospital buildings (those previously found to be at risk of collapse during an earthquake) using a newer assessment tool 
known as HAZUS.  The reassessment may result in the reclassification of some SPC – 1 buildings, in which case they would not need to meet the 2008/2013 deadlines for retrofitting or replacement.

· Implementing a five-year pilot project to implement a 24-hour coverage program within CalPERS.  Under 24-hour coverage, employees receive medical care for work-related injuries or illnesses from their regular primary care physician or an 
occupational health care specialist affiliated with their group health care plan’s network, rather than from a workers’ compensation physician chosen by 
their employer. The Governor’s proposal allows private sector employers to opt into the pilot.  Legislation in 1992 created a 24-hour coverage pilot program in California that allowed employers to contract with an HMO to be the exclusive provider of medical treatment for both work-related and non-work-related injuries and illnesses.  Evaluations of individual pilots showed that they had mixed success in reducing medical claims related to workplace injuries.

· Altering scope-of-practice requirements for nurse practitioners and physician assistants who provide care within retail-based clinics.  There are 253 retail-based 
clinics operating in California.  Despite the large potential consumer market for retail-based clinic services, fewer retail-based clinics have been opened and operated in California than most other states.  California law currently requires physician 
oversight of care provided by nurse practitioners and physician assistants.    

· A proposal to review health plan, provider, and procedural mandates.  Procedural mandates include 48-hour maternity stays; provider mandates include direct access to obstetrician gynecologists as primary care providers; health plan/insurer mandates include osteoporosis screening, mental health parity, and cervical cancer screening, among others. In the last decade, several laws have been enacted to require health 
plans and insurers to provide or offer coverage related to specific diseases, conditions, treatments, procedures, or providers.  The administration has indicated its intent is to identify outdated and obsolete requirements, and also to evaluate the appropriateness of existing mandates in the light of current health care trends. 

· Several proposals to advance the adoption of health information technology (HIT).  The proposal seeks to establish statewide leadership and coordination of HIT by appointing a deputy secretary of HIT to facilitate 100 percent electronic health data exchange by 2017. The administration has indicated that the current Office of HIPAA Implementation may be well suited to assist in this role.  The proposal also includes establishment of a state HIT Financing Advisory Committee, as well as a county-
level pilot program for electronic health records for mental health clients. The administration has indicated that it may pilot the use of personal health records for consumers in CalPERS health plans and in Medi-Cal. The administration is 
convening stakeholders to develop these proposals as well as other concepts, such as leveraging state purchasing to provide incentives for adoption of HIT and expanding broadband capabilities to facilitate tele-medicine in underserved and rural areas. 

· Pay-for-performance provisions in the Medi-Cal program linking reimbursement to specific measures, including measuring and reporting quality information, improvements in health care efficiency and safety, and adoption of health information technology.  These provisions would not apply to the proposed rate increases in the proposal; however, future Medi-Cal provider and plan rate increases would be contingent on performance on these measures.

· Numerous other proposals, including allowing electronic submission of documents between insurers and enrollees, eliminating certain health plan reporting 
requirements, and streamlining the process for approval of new health insurance and plan products.

H.  Provisions Affecting Counties and Public Hospitals.  Under current law, counties are responsible for providing health care to indigent persons who have no other means of paying for it.  Counties receive funding from several sources to fulfill their mandate, including realignment funds (consisting of a portion of state sales taxes and vehicle license fees (VLF)), Proposition 99 tobacco tax funds, county funds, and fees paid by 
patients.  It is estimated that, in total, counties spend about $2.5 billion on indigent health programs.  The proposal proposes to redirect $1 billion of the total $1.7 billion in realignment funds going to counties and shift it to providing subsidized coverage under
the purchasing pool.

The administration argues that as a result of the various coverage provisions and requirements in the proposal, the size of the uninsured population that counties would be responsible for would decline to approximately 900,000 residents, who would be predominantly persons without green cards, including undocumented immigrants and persons with temporary visas.  The administration also argues that counties will receive additional new revenues from the proposed Medi-Cal rate increases (e.g. for county 
clinics and hospitals) and that Medi-Cal would retain its obligation to pay for certain emergency services provided to undocumented immigrants.  The administration states 
that, despite the redirection of funds, counties would have proportionally more funding after the changes, on a per capita basis.  Counties currently have discretion to serve undocumented residents in their county health programs, but are not required to do so.

Public hospitals currently receive special funding to offset the high cost of 
uncompensated care.  These high costs of uncompensated care are caused by the fact that Medi-Cal rates are significantly below actual costs of providing care, as well as from providing care to the medically indigent.  

To offset these uncompensated costs, public hospitals receive funds from both the safety net care pool (SNCP) and the disproportionate share hospital (DSH) fund, established as part of the state’s Medi-Cal hospital waiver negotiated in 2005.  The administration proposes to shift $542 million of the SNCP funds on an annual basis to help finance subsidized coverage in the purchasing pool.  Public hospitals would retain $224 million 
in SNCP funds and would retain all of the $1 billion in DSH funds.  The administration argues that, under their proposal, in addition to retaining these funds, public hospitals would benefit from the much larger numbers of insured patients they see and from the Medi-Cal rate increases, which it estimates would amount to $599 million.  

I.  Proposed Financing.   The administration estimates the projected cost of the reforms
in the Governor’s proposal at full implementation to be $12.1 billion, including $2.6 billion in state and federal funds for increased coverage in the Medi-Cal and Healthy Families programs, $2.3 billion in state and federal funds for the coverage subsidies in 
the purchasing pool, $4.0 billion in state and federal funds for the proposed Medi-Cal rate increases, $900 million in revenue losses associated with expanded use of Section 125 plans by employers, $300 million for the proposed Healthy Actions program and 
proposed diabetes prevention and management initiative, and $2 billion in county costs 
for serving the residual population that does not have coverage.

The proposal assumes the state would receive $5.4 billion in the first year of operation in new federal revenues for the proposed eligibility expansions for Medi-Cal and the 
Healthy Families program ($1.4 billion), subsidies for coverage provided through the purchasing pool ($1.1 billion), the proposed Healthy Actions and diabetes programs 
($150 million), and proposed Medi-Cal rate increases ($1.8 billion).  Costs would additionally be paid for through several new revenue sources, including assessments paid by employers who opt to not provide health coverage ($1 billion), redirection of county realignment funds ($1 billion), county expenditure of $1 billion in remaining realignment and local health care funds, and savings from elimination of the Access for Infants and Mothers program, Managed Risk Medical Insurance Program, and Medi-Cal share of cost program ($203 million).  In addition, the Governor proposes to raise $3.4 billion through assessments on health providers, including a four percent assessment on gross revenues 
of hospitals and a two percent assessment on physicians’ gross revenues and related ancillary services ordered by physicians, including laboratory and X-ray services.

J.  Coverage Estimates.  The administration estimates that, as a result of the coverage 
and individual mandate provisions of the proposal, 4.8 million uninsured residents, including 4.1 million adults and 750,000 children, would have some form of health 
coverage.  Of the 4.1 million adults, 1 million are projected to obtain coverage through 
the purchasing pool, 630,000 are projected to enroll in Medi-Cal, 610,000 are projected 
to be covered through employer-sponsored coverage, and 890,000 are projected to obtain coverage through the individual market.  Additionally, 900,000 adults, primarily persons without green cards, are projected to be covered through county medically indigent programs.  Of the 750,000 children, 220,000 children are projected to enroll in Medi-Cal, 250,000 children are projected to enroll in the Healthy Families program, 210,000 are projected to be covered through employer-sponsored coverage, and 50,000 children are projected to be covered through private insurance purchased by their parent or guardian.  

III. Background

A.  Meltdown in the Health Care “System”

The health care system has been engaged in a downward spiral of rising costs and declining coverage.  According to data compiled by the California Healthcare 
Foundation, health spending in California reached a new high of $169 billion in 2004, 
or 11 percent of the state’s economy.  Health spending has increased at an average of 8 percent between 1980 and 2004, over twice the rate of economic growth over that time period.  Current projections indicate that health care spending could exceed 20 percent of the gross national product by 2025.

Between 1999 to 2005, premiums for employer provided health insurance in California increased by 112 percent, while the general cost of living increased by “only” 29 percent.  Average premium increases in California in 2006 (8.7 percent) were more than 
twice the California inflation rate of 4.2 percent, and higher than the national increase 
rate of 7.7 percent.  At the same time, of employers offering any kind of health insurance coverage, over one-third of employers overall, and nearly half of employers with less 
than 200 employees, experienced premium increases of over 10 percent.  

According to the UCLA Center for Health Policy Research, over 20 percent (20.2) of the non-elderly population, roughly 6.5 million residents, lacked health insurance coverage in 2005.  The percentage of the non-elderly population with employer sponsored coverage declined from 56.4 percent to 54.3 percent between 2001 and 2005, while the percentage with Medi-Cal or Healthy Families coverage increased from 13.7 percent to 15.8 percent during the same time period.

Nearly two-thirds of the uninsured in California have family incomes below 200 percent of the federal poverty level, compared to 37 percent of the non-elderly population as a 
whole.  Only 22 percent have family incomes above 300 percent of the FPL.  Families 
with incomes below $25,000 are four times as likely to be uninsured as those with 
incomes over $75,000.  

Nearly 90 percent of working age adults who lacked employer coverage and tried to 
obtain it in the individual market over the past three years were rejected either for health reasons or for past prescription drug use, or found it too expensive to obtain coverage, according to a recent study.  Two out of five spent five percent of their income or more 
on premiums for individual coverage.  Other studies indicate that individual insurers 
reject 12 – 18 percent of the applications they receive.  While persons who have been rejected in California can qualify for coverage through the Major Risk Medical Insurance Program (MRMIP), the program currently has a long waiting list for coverage.

According to a recent survey by the Kaiser Family Foundation, one in four Americans say their family had a problem paying for care sometime during the past year, and 28 
percent say someone in their family has delayed care in the past year. 

Studies show that, compared to persons with health insurance, people without health insurance are more apt to postpone seeking care because of cost, more apt to fail to fill prescriptions due to cost, more apt not to receive preventive care, and more apt to have trouble paying medical bills.  Because they are uninsured, reports show that individuals 
are often billed for hospital care at the hospital’s full charges, which are typically three to 
four times higher than the costs paid by insurance plans.  

A recent study by Harvard researchers found that nearly half of all personal bankruptcies in the US are due to medical expenses and three-fourths of those patients had health insurance.  

According to a recent study by the New America Foundation, cost shifting by health care providers, related to treating the uninsured, accounted for 10 percent of the cost of health insurance premiums in California, roughly $455 annually for an individual policy and $1,186 for a family coverage policy.

Chronic diseases, lack of access to preventive care, and significant expenditures on health care administration contribute to preventable spending on health care.  According to a recent report by the California Healthcare Foundation, nearly 40 percent of adult Californians live with a chronic medical condition and collectively account for more than 80 percent of health care spending.  Nearly 60 percent of adult Californians and nearly a quarter of all children are overweight based on body mass index.  Conditions related to obesity cost California over $20 billion annually in direct and indirect medical costs.  Over seven percent of adult Californians have diabetes and another two million are at risk 
of developing the disease.  The total cost of diabetes in the US has been estimated at $132 billion, or one of every 10 dollars spent on health care.

According to a recent study by the Commonwealth Fund, almost half of all US adults fail to receive recommended clinical screening tests and preventive care, which puts them at risk of requiring more extensive care later.  Lack of development of integrated health delivery systems reduces opportunities to better manage chronic conditions, reduce preventable errors, and reduce administrative costs.  According to the National 
Committee for Quality Assurance, tens of thousands of avoidable deaths and nearly $2 billion in avoidable costs annually result from the failure of the health care system to provide recommended screenings and treatments for heart attacks, breast cancer, 
colorectal cancer, diabetes, osteoporosis, and other conditions.

A recent study also found that health insurance administrative costs account for 20 – 22 percent or more of the payments health insurers make for physician and hospital services.  This observation supports recent findings published in the journal, Health Affairs, which 
concluded that 25 percent of health care spending is directed toward administrative costs.  Administrative costs were also the fastest growing category of health expenditure in 
2003, outpacing the growth rate of pharmaceutical spending.  

At the same time, funding for public health care programs such as Medi-Cal and county indigent health programs is constrained and under funded and consistently proposed for reduction in national and state budgets.  Per capita spending in the Medi-Cal program (California’s version of the Medicaid program) in 2004 was $4,855, the lowest of the industrial states and far below the national average of $6,579.  Physician payment rates in Medi-Cal in 2004 average 59 percent of Medicare rates, lower than many states and 
below the national average of 69 percent.  According to the Insure the Uninsured Project, funding for county health programs is less than one-sixth of the cost of coverage provided through a well-managed commercial HMO where providers are reimbursed at 
commercial rates.  Funding for county health programs is set at one-fourth the cost of coverage provided through a well-managed HMO with providers reimbursed at Medi-Cal rates.  

B.  Proposal Incorporates Elements of “Massachusetts Plan”

In 2006, Massachusetts enacted legislation requiring all residents to be covered by some sort of health insurance.  The core requirement of the law is a requirement that all 
residents who are 18 or older have health insurance, if coverage is “affordable”, a term 
not, unfortunately, defined in the statute.  Those who fail to comply are subject to tax penalties.  The plan enacted a number of Medicaid reforms, including expanding 
eligibility for children in the state’s Medicaid program from 200 to 300 percent of the federal poverty level, expanding enrollment caps for Medicaid coverage for disabled persons, childless adults, and people living with HIV/AIDS, increasing payment rates for Medicaid providers, and restoring certain benefits that had been cut in Massachusetts in recent years.

The plan also imposes a number of requirements on employers, including a requirement that each employer must establish a “Section 125” plan for their employees, which allows them to pay health insurance premiums with pretax dollars, a requirement that employers with more than 10 workers make a “fair and reasonable” contribution towards employee health coverage or pay an assessment not to exceed $295 per worker per year.  Employers with more than 10 workers who do not establish a Section 125 plan are also potentially liable for “free rider surcharges” equal to 10 – 100 percent of the cost of care provided to their workers and dependents by the state’s uncompensated care pool if their workers 
incur $50,000 or more in costs.

In addition, the bill establishes a state purchasing pool known as the “Connector” to provide coverage options for persons without access to employer-provided coverage and employers with 50 or fewer workers, including low-cost products specifically for 19 – 26 year olds.  The Connector is also charged with determining if coverage is affordable for families with various levels of income and defining the minimum level of coverage required to meet the mandate.  In addition, the Connector is to operate the 
Commonwealth Care Health Insurance Plan (CCHIP), which will offer subsidized coverage on a sliding scale basis to persons with incomes up to 300 percent of the FPL. 

Finally, the law merges the individual and small group insurance markets and applies modified community rating requirements for the combined market. 

The Governor’s proposal has several elements in common with the Massachusetts program.  Both proposals mandate that all residents have health insurance coverage (limited to all residents who are 18 and older in Massachusetts), although the requirement does not apply in Massachusetts for groups for whom coverage is deemed to be unaffordable.  Both proposals require employers to establish Section 125 plans and to make contributions to the cost of health coverage for employees or pay an assessment.  
The assessment in Massachusetts is capped at $295 per year per worker while the assessment in the Governor’s proposal is more closely linked to wages.  Both proposals establish a state purchasing pool to provide subsidized coverage to persons with lower incomes, although the Massachusetts plan provides subsidies up to 300 percent of the 
FPL, as compared to 250 percent for the Governor’s plan.  In addition, the subsidies are undefined in the Massachusetts plan whereas the Governor’s proposal enables lower income residents to purchase coverage through the purchasing pool by contributing 3 – 6 percent of their income.  The proposed purchasing pools in both cases would also offer high deductible coverage plans without subsidies for residents with higher incomes.  

Both proposals expand eligibility for public programs, provide rate increases for 
Medicaid providers, and include individual insurance market reforms, although the Massachusetts plan includes greater protections for safety net providers by limiting 
plans that may provide subsidized coverage through the purchasing pool to Medicaid managed care plans for the first three years.  Finally, proposals in both states utilize similar financing sources—assessments on health care providers; federal matching funds for public program expansions and rate increases; redirection of safety net funds; employer assessments; individual contributions; and General Fund revenues.

The Massachusetts plan has yet to go into effect.  At the end of the first round of 
proposals submitted to the Connector, actuarial estimates of the costs of providing even 
the most minimal high deductible coverage plan in Massachusetts have come in with premiums significantly higher than originally projected, which may require the state 
either to further reduce already minimal coverage required to meet the mandate and/or provide significant numbers of residents with exemptions from the mandate.  According 
to initial bids submitted by insurers in Massachusetts, the per person cost of a plan with deductibles of $2,000 per individual and $4,000 per family, which would not apply to preventive care, and with out-of-pocket limits of $5,000 for an individual and $7,500 for 
a family, would be $380 per month, higher than the $260 per month estimated by 
actuaries last fall.  The administration states that differences between cost sharing limits and scope of benefits between the minimum coverage option adopted in Massachusetts 
and the Governor’s proposed minimum coverage plan make direct comparisons difficult.

C.  Other Current and Prior Proposals in California

1.  Current Proposals

· SB 48 (Perata). Requires employers to spend a certain percentage of payroll on employee health insurance or pay an equivalent amount into a state trust fund. Employees whose employers elect to pay into the fund would be required to pay a percentage of payroll into the fund. Creates a purchasing pool for employees whose employers opt to pay into the trust fund. Requires working Californians and their dependents to have a minimum health coverage policy. Expands public coverage for low-income children and parents. Includes health cost containment measures, such as requiring plans participating in the purchasing pool to implement evidence-based practices. 

· SB 840 (Kuehl).  Establishes a single-payer universal healthcare system that provides all California residents with comprehensive health insurance including a choice of doctors and hospitals.  Consolidates federal, state and local monies currently being spent on health care services into a health care trust fund.  Requires employers to contribute a percentage of payroll toward employee health care costs and individuals 
to contribute a percentage of income into the healthcare trust fund; these contributions replace premiums now paid to insurance companies.  Prohibits use of co-pays and deductibles for at least two years.  Contains long-term growth in health care spending though savings on administrative overhead, increased emphasis on preventive, 
primary and chronic care, using statewide purchasing power to negotiate discounts on drugs and durable medical equipment and through long-term budgeting and planning.  Calls for investment in health information technology, electronic medical records, and development and dissemination of best practices for use by providers as a tool to 
improve care quality and efficiency.  Summary reflects bill that was considered in the 2005-06 Session; the author intends to reintroduce the bill in the 2007-08 Session.

· AB 8 (Núñez). Requires employers to provide health coverage for workers and dependents or pay a fee based on a percentage of payroll, with certain exemptions. Employees who are offered coverage at work would be required to accept coverage 
for them and their dependents, provided their share of costs does not exceed a reasonable percentage of their income. Employees whose employers pay rather than 
offer coverage would pay a percentage of their income. Creates a new purchasing 
pool for employees whose employers choose the pay option. Restricts insurance underwriting and requires health insurers to offer uniform benefit designs. Expands the state’s high-risk pool for medically uninsurable persons. Expands public coverage 
for low-income children and parents, and eventually childless adults. Includes health cost containment measures, such as utilizing disease management and personal health records systems.  Summary reflects proposed provisions outlined by Assembly 
Speaker in December, 2006.

· Senate Republican Caucus “CalCARE” Proposal. Makes changes to the types of products that health plans and insurers can offer in the market and makes changes to Medi-Cal benefits. Allows changes in health insurance rates in the small group 
market. Allows hospitals to offer “preventive services only” coverage. Allows registered nurses to run health clinics. Provides state tax conformity on Health 
Savings Accounts. Provides tax credits for employers who contribute to Health 
Savings Accounts. Provides tax credits to certain health care providers for purchasing health information technology and for the cost of providing care for the uninsured. Implements a new prioritization system for hospitals that are currently required to meet seismic safety requirements. Reallocates the expenditure of various existing 
funding streams related to health services.  Summary reflects provisions outlined by Senate Republican Caucus on January 30, 2007.

2.  Prior Year Proposals

· SB 1414 (Migden). Required employers with 10,000 or more employees to spend a specified percentage of their payroll on employee health insurance benefits or make specified payment to the state. This bill was introduced in 2006 and was subsequently vetoed.

· San Francisco Health Care Security Ordinance. Requires employers with 20 or more employees to spend a minimum amount per hour per employee on health care services, with certain exceptions. Employers could spend this amount on various 
health care services for its employees, including, but not limited to, health insurance, contributions to public programs for the uninsured, health savings accounts, or direct reimbursements to employees for health expenses. Also establishes a new Health 
Access Program, focused on prevention services, to replace the city’s current system for providing health care to the uninsured. This ordinance was adopted by San 
Francisco in 2006.

· AB 1670 (Nation and Richman, as introduced February 22, 2005). Required individuals and their dependents to obtain minimum health coverage. Defined minimum required coverage. Required the state to work with each county to establish 
a public-private purchasing pool to provide health coverage for all uninsured individuals. Applied the current gross premiums tax paid by insurance companies as a 
new tax on health plans regulated by the Department of Managed Health Care. Included potential subsidies for children, low-income parents, and small employers. 
The bill failed passage in the Assembly Health Committee.
· SB 2 (Burton and Speier, Chapter 673, Statutes of 2003). Required California employers with 50 or more employees to pay a fee to the state to provide health coverage for employees or to directly provide the health coverage to employees (and dependents for larger employers). Defined minimum required coverage. Required employers to contribute at least 80 percent of the costs of coverage and employees to contribute up to 20 percent of the costs, with a cap for low-wage earners. Established 
a purchasing pool to provide coverage for employees. Expanded small group market reforms to cover employers with 51-199 employees. Included a potential premium assistance program for individuals eligible for Medi-Cal or Healthy Families. SB 2 
was overturned in a November 2004 referendum initiative.

· AB 1528 (Cohn, as amended April 22, 2003). Required adult California residents to demonstrate evidence of health coverage for themselves and their dependents. Required employers to pay an assessment equal to an unspecified percent of total payroll costs for all full-time and part-time employees, unless the employer directly provided coverage to the employees and their dependents. Defined minimum required coverage. Established a purchasing pool to offer coverage for employees and dependents. Provided subsidies for employers and individuals based on their ability to pay. The provisions of the bill related to the health coverage proposal were 
subsequently amended out. The chaptered version of the bill created a health cost containment commission.

IV. Issues Raised by Governor’s Proposal

A.  Many Positive Elements of Proposal.  The Governor’s proposal contains a number 
of positive elements that have the potential to help reduce health care costs, expand coverage, and improve the health status of Californians which may garner widespread support.  Those include increasing state resources devoted to disease prevention, health promotion, and healthy lifestyles; expanding eligibility for Medi-Cal and the Healthy Families programs; requiring insurers to guarantee coverage in the individual insurance market and adhere to minimum loss ratio requirements; and increasing Medi-Cal 
payment rates to providers.

B.  Questions of Affordability of Coverage.  The Governor’s proposal requires low-and-moderate income residents to spend a relatively high percentage of disposable
income to meet the requirements of the mandate.  According to data compiled by the Institute for Health Policy Solutions, 28 percent of workers with incomes from 100 – 250 percent of the FPL (the income range that would be eligible for subsidized coverage through the purchasing pool in the Governor’s proposal) currently spend one percent 
or less of their incomes on their premium share to participate in coverage offered by their employer; another 27 percent spend 1 – 5 percent of their income.  The Governor’s proposal would require families in this income range who receive coverage through the purchasing pool to pay 3 – 6 percent of their incomes, a significantly higher level.  In addition, the Governor’s proposal provides no subsidies for persons earning above 250 percent of the FPL.  For a family of three earning $50,000, which is slightly above 250 percent of FPL, the cost of even a minimum coverage policy purchased through the pool 
or privately would exceed six percent of income, which doesn’t include out-of-pocket 
costs or the $5,000 deductible.  In addition, since all insurers would be unable to refuse enrollees because of previous health conditions, premiums could be increased by insurers to cover these costs.  There are no limits on premiums for those above 250 percent of the FPL and no requirement of affordability in the mandate.

C.  Impact of Assessments on Employers and Providers.  Although the majority of employers in California offer health insurance coverage to their employees (70 percent overall and 80 percent for employers with 10 – 49 employees), significant numbers do not.  In addition, many larger employers do not provide coverage, or provide limited 
coverage, to part-time workers and/or require employees to work for some period of time before they are eligible for coverage.  According to surveys, the high cost of providing coverage is the most frequently cited reason that employers do not provide coverage.  Further, according to data compiled by RAND researchers for the California Healthcare Foundation in 2006, 25 percent of employers who do offer coverage spend less than four percent of their payroll as their contribution towards the coverage.  Employer groups 
argue that, for many employers, contributing even four percent of their payroll costs is likely to lead to wage reductions and less employment over time.  While a major premise of the proposal’s health provider assessment is that providers would gain more in reimbursements from treating more insured patients and receiving higher Medi-Cal reimbursement rates than they pay through the assessments, that is not likely to be true in all cases.  In addition, it is possible that sicker patients, who use more health care 
services, may pay a disproportionate share of the provider assessments, in the likely event that the assessments are passed on in the form of higher premiums and cost sharing.

D.  Minimum Coverage Standard.  By setting a bare-bones, low minimum coverage standard, the proposal could accelerate a trend towards such plans over time.  For persons with incomes above 250 percent of the FPL, who do not qualify for subsidized coverage and who do not have access to employer-provided coverage and persons without green cards (collectively about 900,000 persons as estimated by the model relied on by the administration), minimal coverage is likely to be the most affordable means of meeting 
the mandate.  In addition, if health insurance premiums continue to increase faster than incomes (premiums increased an average of 8 percent in 2006, double the rate of inflation and wage growth), coverage in the purchasing pool and outside of the pool may continuously move towards higher deductible plans over time.  Finally, some employers, particular smaller and low-wage employers, may opt for minimal coverage plans as a means of reducing costs while meeting the payroll spending requirement.  According to initial research findings, high-deductible minimal coverage plans result in reduced utilization of both appropriate and inappropriate care and tend to attract enrollees who are both wealthier and healthier.  If true, this could contribute to more rapid premium growth in more comprehensive plans over time.

E.  Enforcement of Individual Mandate.  In support of the Governor’s proposal, the Administration posits that requiring all residents to have health insurance coverage will reduce cost shifting to insured persons associated with providing care to the uninsured, which some studies estimate accounts for 10 percent of the cost of health coverage.  It would also broaden the risk pool, and enable the state to apply modified community 
rating requirements in the individual insurance market.  The administration envisions several complementary processes to enforce the mandate, which will facilitate enrollment of uninsured persons into health coverage plans, rather than penalize people for not 
having insurance.  Those include a process for providers to facilitate enrollment at the point of service, as well as procedures to automatically enroll persons identified through payroll reporting data submitted to the Employment Development Department and information submitted by taxpayers on their income tax returns in health coverage plans.  While these procedures are still being worked out by the administration, they are likely to entail significant new administrative challenges for health providers, employers, and state agencies such as the Employment Development Department and Franchise Tax Board.  

F.  Viability of Purchasing Pool.  The 4% payroll assessment for employers with 10 or more employees who do not elect to provide coverage directly under the proposal is low relative to the average amounts now paid by employers.  According to data compiled by Rand researchers for the California Healthcare Foundation in 2006, only 25 percent of employers currently spend less than four percent of payroll on health coverage for their workers.  The median among all employers is 7.7 percent; for low-wage employers (those with workers earning average wages of $9.50 per hour or less) it’s currently 20 percent. 
It is likely that smaller, lower-wage employers, as well as those experiencing significant premium increases (25 percent of smaller employers experienced premium increases of greater than 15 percent in 2006) will be tempted to drop coverage and pay the payroll 
assessment.  In addition, under the Governor’s proposal, employer contributions to the purchasing pool are not indexed to the actual cost of coverage.  The relatively low assessment level, lack of indexing, and potential for adverse selection into the purchasing pool could result in under funding problems for the purchasing pool. 

G.  Standards for Employer Provided Coverage.  The proposal establishes no 
standards for the types of benefits or level of cost-sharing that employer-sponsored health plans must provide in order to avoid paying the four percent employer assessment contained in the proposal.  It is conceivable that many employers may be able to meet the four percent of payroll threshold and still leave many employees uncovered or only partially covered, for example if they exclude certain types of workers (e.g. part-time, seasonal, or new hires), provide dependent coverage but require the employee to cover all or most of the costs, or provide plans with high deductibles.  If such workers have 
incomes below 250 percent of the FPL, they may be eligible for subsidized coverage through the purchasing pool but only if the employer contributes to the pool.  

The issue of mandating benefits is complicated by the federal Employee Retirement Income Security Act (ERISA).  As interpreted by the US Supreme Court and lower courts, ERISA preempts state laws that relate to employee fringe benefit programs 
sponsored by private sector employers, either because they refer to such plans or affect the plans’ benefits, structure, or administration.  While states cannot directly regulate 
ERISA plans, court cases have established that ERISA does not preempt state laws that 
are not directed at ERISA plans and do not require plan administrators to structure 
benefits in a particular way, even if they indirectly raise the costs of operating such plans, e.g. by requiring them to pay surcharges on hospital rates to help fund uncompensated care.  A lower court and recently an appeals court have found Maryland’s recent “Fair Share Act”, requiring for-profit employers of 10,000 or more workers that do not spend at least 8 percent of their payroll on health insurance costs to pay the difference to the state, to be preempted by ERISA on the grounds that the law was targeted at Wal-Mart and that the intent of the law was to encourage Wal-Mart to increase its level of spending on 
health care for its employees.  Legal analysts disagree on whether the courts have 
correctly ruled on the Maryland statute, and further disagree on whether pay or play proposals such as the Governor’s similarly are preempted.  It is likely that any such proposal, if enacted, would be subject to legal challenge under ERISA.  

H.  Redirection of County Realignment and Hospital Waiver Funds.  Whether the proposed redirections make sense depends on whether most uninsured residents do, in 
fact, end up in public or private coverage arrangements and whether counties choose to 
use the remaining resources to serve undocumented residents and those without green cards.  If large numbers of residents, both legal and those without green cards, choose not to have coverage, despite the mandate and the enforcement mechanisms outlined by the administration, counties and public hospitals could end up with insufficient funds to serve the residual population that lacks insurance.  In addition, VLF revenues are a constitutionally protected revenue source for counties and redirection of sales tax 
revenues could trigger the requirements of Proposition 98.
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