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EXECUTIVE SUMMARY

Kansas is one of many states considering how to reform its health care system to better
meet the needs of the uninsured. With an uninsured rate of just over 10 percent,
Kansas’ problems are not as daunting as those of many other states. Still, with reform
on the horizon lawmakers will be looking at other states’ plans for guidance.

With this in mind, it is vital for policymakers to strike a balance between a desire to act
and the need for a sound approach. Lawmakers must not allow politics to undermine
good policy decisions. Good ideas, poorly implemented, have the potential to be more
harmful than sticking with the status quo.

Kansas should learn from the experience of others that are wrestling with the
challenges of the cost and quality of health care in their states. This paper looks at the
health care situation in Kansas, evaluates several other states’ plans including Florida,
Massachusetts, California, Missouri, Oklahoma, and South Carolina, and suggests
some options for making sound health care policy decisions.

Kansans must be aware of the costs of health care reform both from a taxpayer
standpoint and as individuals purchasing health insurance. While some ideas may
sound good at first, the realties may prove to be quite the opposite. That is why
analyzing how other reforms have played out and the true consequences these plans
create is vital to forming sound policy decisions in Kansas.




Introduction

The number of Kansans without insurance is
estimated at around 10 percent of the
population.* In 2007 Senate Bill 11 charged
the Kansas Health Policy Authority (KHPA)
with studying different options for health care
reform with a goal of recommending its
findings in time for next year’s session.

With only 10 percent of the population
uninsured, Kansas’ “problem” of the
uninsured is one of the least dire in the
nation. Indeed, of that 10 percent, one-third
are young men who either feel that insurance
is unnecessary or find that it does not make
economical sense for them to purchase. Two-
thirds of the uninsured are without insurance
for less than one year.?

Another frequently raised concern is the cost
of uncompensated care. But the majority of
uncompensated care is not attributable to the
uninsured but rather to those on Medicare
and Medicaid.?® None of this is to suggest that
the problem of the uninsured is not one worth
addressing, but merely that the policy tools
used to combat the problem must fit the
need.

As other nations seem to be experimenting
with privatized health care, the United States
seems to be rushing in the other direction.®
Kansas is not the first state to tackle the
health care issue. Several other states have
proposed and enacted reforms in the last few
years. The empirical results and lessons
learned by those states should be considered
before enacting any health policy in Kansas.

Florida

Medicaid is in trouble in Florida. Their recent
health reform policies focus on trying to
salvage the program. Florida’'s Medicaid
spending grew from to $12.7 billion in FY
2004 from $418 million in FY 1980.

Medicaid's share of the budget grew to 23.6
percent in FY 2004 up from only 5.9 percent
in 1980. Projections estimate that unless
reformed, Medicaid spending in Florida will
top $40 billion by the year 2015 and by 2035
Medicaid will consume two-thirds of the
state’s budget.®

Medicaid Reform Pilot Project

In late 2005, the Center for Medicare and
Medicaid Services (CMS) approved a section
1115 waiver allowing Florida to fundamentally
change Medicaid.® Florida’s pilot program,
“Empowered Care” launched in July of 2006.’

Florida’s goals were to improve access to
health care services while providing more
health plan and benefit choices. The state
wants to encourage beneficiaries to actively
make their health care decisions and reward
healthy behaviors. Finally, the plan seeks to
bridge the gap between private insurance
and Medicaid coverage while slowing the rate
of growth of taxpayer investment in the
program.

The pilot programs started in Broward and
Duval counties. It is estimated that about
212,189 individuals in those counties will join
the program by the summer of 2007. That is
about 9 percent of Florida's Medicaid
beneficiaries.’ In July of 2007 the pilot
program expanded to Baker, Clay, and
Nassau counties.

Beneficiaries receive a risk adjusted credit
which they use to purchase health care from
prepaid plans. This moves the state to a
defined contribution plan in which the state
will allot risk adjusted premiums to
beneficiaries who choose among different
coverage options. Beneficiaries use the
credits to buy both comprehensive (routine
care) and catastrophic coverage.




Managed care plans also gain new authority
to determine adult benefits.®® The State sets
an annual maximum benefit limit for adults.
Beneficiaries can opt-out and use their
premium to subsidize the purchase of
employer-sponsored or individual insurance.
The plan is mandatory for disabled adults and
children; parents and pregnant women with
incomes below 23 percent of poverty;
children 0-1 under 200 percent of poverty;
children 1-6 under 133 percent of poverty;
and children 6-21 under 100 percent of
poverty. Pregnant women and children,
however, are exempt from the maximum
benefit limit. The plan also provides
enhanced benefit credits that can be used for
uncovered health services or for premium
costs of private coverage.

Individuals are required to choose from a
variety of health plans.'* Based on the
individual's choice the state pays a premium
amount adjusted for age, sex, and health
status of each beneficiary. The beneficiaries
can also choose to take their grants to the
private market and enroll in health care plans.

Criticisms

A recent study by researchers from
Georgetown  University’s  Health  Policy
Institute finds faults with the Florida

program.’? In their own study, however, a
footnote contains a telling disclaimer. The
conclusions reached were based on focus
groups totaling only eighty people. As for their
claims on provider participation declining, the
researchers note that they received only 186
responses from doctors (8 percent of those
surveyed). Those who responded failed to
answer all the questions. The researchers
state, “Because of the low response rate, the
survey findings should not be considered
generalizable to the entire membership of
these organizations.”?

Others are concerned by the impact the
Georgetown study may be having. Some in

the media may be basing their conclusions on
“unverified or anecdotal evidence from a
single study with significant and admitted
shortcomings.”*

Outcomes

While only a limited pilot project, Florida's
plan caps spending growth for Medicaid at 8
percent for the next five years.” This puts
Florida on track for salvaging their Medicaid
system without bankrupting the state.

Florida’'s plan  encourages individual
responsibility and choice while rewarding
citizens with higher quality health care.
Individuals can connect with choice
counseling services to help them decide the
best choices for their situation. This creates
an incentive for consumers to economize on
the use of services.'® Since “no one receives
lower quality care than fee-for-service
Medicaid patients,”’ Florida’s program offers
higher quality health care more in-line with
the private market.

The program is exempt from Florida’'s fifty-
one mandates. This drives down the costs of
plans and allows flexibility in plan creation.
Participants in the program receive quality
health care services. Every plan offered thus
far includes more than the minimum required
mandates.

Eliminating the fee-for-service approach is
important for controlling utilization without
significant cost sharing. Florida’s plan
encourages healthy behavior by providing
individuals with  an enhanced benefits
program. Credits may be earned through a
variety of ways such as getting immunized,
having blood pressure checked, and other
preventative treatment. These funds can be
used to buy more medical services and they
can use them to buy insurance when they
leave Medicaid.*®




The Florida plan affords providers the
opportunity to design packages with special
focuses. Having two plans (catastrophic and
comprehensive) will encourage providers to
compete for beneficiaries. Additionally,
smaller health care innovators will be able to
enter the marketplace by offering catastrophic
coverage.®

Florida’s program uses consumer-driven
health care options to save its Medicaid
system while improving the lives of the
beneficiaries. While this program is relatively
new and effects of the expansion are yet to
be seen, early indicators suggest that Florida
is on the path to a healthier health care
system.

Massachusetts

One of the health care options being debated
by many states, including Kansas, is modeled
on the Massachusetts health care reform law
which includes a Connector regulator. Both
democrats and republicans in the
Massachusetts political arena decided to
reduce the number of uninsured in their state.
While Massachusetts has an uninsured rate
of less than 10 percent,® the motivation for
reform was the expiration of their federal
waiver. If they did not enact reforms they
would possibly lose their federal funding for
uncompensated care.” In the spring of 2006
Massachusetts passed a law requiring
universal health care as a requirement of
citizenship. Initially, all Massachusetts
residents are required to have health
insurance by July of 2007.2* The goal is to
insure those who are without health
insurance, to provide portability of insurance
for individuals who change jobs or are
between jobs, and to control the costs of
insurance in the state.” But changes brought
on by political pressure do not always result
in good policy.

Components of the Massachusetts Plan

The plan includes an individual mandate, an
employer mandate, and subsidies; it also
requires community rating, a cafeteria plan,
and multiple mandates of benefits, providers,
and covered persons.

The Connector regulator restructures the

small business and individual insurance
markets.?* The plan is managed by the
Commonwealth Insurance Connector

Authority, an “independent” pubic entity. The
board is composed of eleven members
including: the secretary of administration and
finance, ex officio (who is the chair); the
director of Medicaid, ex officio; the
commissioner of insurance, ex officio; the
executive director of the group insurance
commission; three members appointed by the
governor—one a health economist, one a
representative of small business interests;
three members appointed by the attorney
general—one of whom shall be an employee
health benefits plan specialist, one a
representative of a health consumer
organization and one a representative of
organized labor.?®

While the board is touted as an “independent”
public entity, in reality it is controlled by the
government. Several of the members are
employed by the state. Although most of their
positions are ex officio, their opinions
(especially the director’s), are bound to be a
strong influence on the board’s decisions.
Additionally, most of the seemingly
independent members are appointed by the
governor and the attorney general — both of
whom are likely to choose people who agree
with their visions and goals.

Problems with the Massachusetts Law

On its face, the Connector’s plan to create a
marketplace for small business® and
individual markets appears to be a step in the
right direction. Unfortunately the requirements




of the Massachusetts law will lead to
managed competition, limiting choices.

Individual Mandates

The individual mandate is the most negative
component of the Massachusetts law. This
mandate is leading to widespread regulation
of both consumer choices and enforcement.
Individuals who did not comply with the July
2007 deadline will lose their individual
personal income tax exemption in 2008.%’
This penalty is about fifty percent of the cost
of a standard insurance policy.®® The
enforcement of this plan is set up for failure.
First, the penalty only applies to those who
file tax returns. Second, the sanction is less
than the cost of health insurance. Those who
choose to accept the sanction rather than pay
the more expensive option of insurance will
be penalized but the state’s goal of universal
coverage will be unattainable. Furthermore if
the young and healthy residents don’t sign up
premiums could increase even more® and
the state will be left to pay more to provide
the free and subsidized care promised. Due
to high policy costs and the inability of some
individuals to pay, Massachusetts has now
exempted 20 percent of uninsured individuals
from the mandate requirement. Their goal of
universal health care has already admitted
defeat in the first year.

Employer Mandates

The Massachusetts law also includes
employer mandates. If an employer has more
than ten employees, that employer is required
to purchase their employees’ health care
plans through the Connector®® or subsidize
non-Connector plans if the business has
more than fifty employees. This mandate is a
regressive tax on workers and families. Many
business owners who cannot afford to pay for
health care will either cut back on the number
of employees, reduce employees’ wages, or
both.*® The mandate may lead many
businesses to freeze their hiring.

Subsidies

Those with incomes under 300 percent of the
federal poverty line (about $30,630 for an
individual) will receive subsidies (of varying
levels) to pay for their insurance. There are
several problems with this aspect of the plan.
First, it is overgenerous.*> People at 300
percent of the federal poverty line should not
be the targets of a government safety net.
These individuals should be responsible for
purchasing their own health insurance.
Unfortunately the Connector is likely to drive
up already high prices for health insurance.
The subsidies are poorly targeted. Many of
the individuals who get subsidies already
have health insurance.®

Community Rating

The Massachusetts law requires that a
community rating be used. This is equivalent
to a mandated pooling of individuals.®** With
community rating insurers are required to
charge the same price to all individuals---
regardless of age, sex or health risk. In
essence it requires that healthy people pay
more while those who are actually sick pay
less. Since healthy people are subsidizing the
unhealthy, they are more likely to withdraw
from the plans because they see the cost is
not worth the benefits they are receiving. The
end outcome is a high premium because
those who would drive down the costs are not
enrolled, and the number of uninsured
increases because the government requires
community rating, thus usurping
Massachusetts’s goal of providing universal
health care.

Mandates---Benefits, Providers, and Covered
Persons

Massachusetts has forty-three health care
mandates. Twenty-five of those are benefit

mandates (such as alcoholism and
contraceptives); eleven  are  provider
mandates (such as chiropractors and




dentists); and seven are covered persons
(such as dependent students and non-
custodial children).®* To the average person
these mandates might sound great---of
course they want to get as much coverage as
possible. But these benefits are not free. The
reality is that each additional mandate drives
up the cost of insurance for everyone.

Cafeteria Plan

The cafeteria plan requirements mandate that
other programs be provided like day care. It
also allows employees to purchase health
insurance on a pre-tax basis. Just like the
mandates mentioned above, the other
programs required by the cafeteria plan drive
up the costs for everyone.

Outcomes

It remains to be seen just how much the
health reform law will impact the residents of
Massachusetts. While the plan only recently
went into effect the negative effects have
already begun compounding. The type of
managed competition created by the
Connector is already negatively impacting the
health care market in Massachusetts, leading
to a reduced number of options for
consumers which will decrease if the plan
continues.

Another problem is that the new health
insurance plans require that the individual
have a primary care doctor. Many of the new
enrollees, however, did not previously have a
primary care doctor.*® For those who did have
a primary care doctor, not all of the doctors
are taking the new insurance. And many of
the doctors who are accepting the insurance
are not accepting new patients.*’

Low enrolliment has led the agency to extend
the deadline to sign-up for health insurance
to December 31st.*® Now a waiver of twenty
percent of the state’s uninsured population is
in place because of the high costs of the

health plans. Furthermore, the cost of the
Connector was projected to be $1.35 billion
for the first three years. However, the plan is
projected to cost almost $1.7 billion this
year.*®

California

Of all the states California has the highest
number of uninsured---6.5 million.** This is
approximately 19 percent of the state’'s
population.* One million of those uninsured
are illegal immigrants. In order to address this
situation both the California legislature and
California Governor Schwarzenegger are
developing plans for health care reform.

In January the governor outlined a $12 billion
plan for reform. This summer the governor
and legislators will negotiate plans for reform
in the next session.”  Governor
Schwarzenegger's plan is modeled after a
mix of the Massachusetts Law and the
Canadian health care system.

The goal is to provide universal health care
for all Californians. In order to do this the plan
is to use the state government’s regulatory
power to create what essentially amounts to a
command and control health care system.
The plan has several components.

The Governor’s Plan

First, the plan provides added payments to
doctors and hospitals participating in the
Medicaid program. The payments are based
on performance and are offset by a new tax
on doctors and hospitals.*® Second, it
implements price controls requiring that
insurance companies increase their loss
ratios to 85 percent. Third, the plan would
allow a state pretax contribution to a health
savings account (HSAs). The governor’s plan
also creates a state-wide pool to purchase
private insurance and provides direct
assistance to low income residents to buy
coverage.**




Like the Massachusetts law, the California
plan requires both individual and employer
mandates. It also requires guaranteed issue--
-meaning no one can be turned down for
insurance.*

Outcomes

California  has not implemented the
governor’s plan. It will, however, most likely
be at the top of the agenda in the next
legislative session. The state-wide pool has
potential for increasing consumer choice but
it may also lead to more government
intervention, depending on how it is
implemented.*® The direct assistance to low
income Californians to purchase coverage is
also a positive policy. Additionally, the plan to
allow pre-state tax contributions to HSAs, is a
step in the right direction because it
encourages consumer empowerment in
making health care decisions.

While the governor’s plan has some positive
aspects to it, it is, unfortunately, riddled with
destructive policies. The new tax on doctors
and hospitals creates a myriad of problems.
Not only does it increase bureaucracy by
having the state award payments by
evaluating performance but it also brings up
legal issues. It is actually a sort of money
laundering scheme.*” When the state makes
the additional payments, the state will get an
increased amount of federal tax dollars. But
by turning around and taxing the doctors and
hospitals, the state receives part of its money
back. Debate on whether this is a tax or a fee
is leading to state constitutional and political
ramifications. Fees require a simple majority
in the legislature while taxes require a two-
thirds majority.

The requirement of insurance companies to
use at least 85 percent of the premiums
directly on health care may actually cost more
than it saves. With this provision the state is
attempting to limit administrative costs.*® But
part of the administrative costs improves the

qguality and availability of products and can
increase efficiency. For instance, selling
policies to individuals (as opposed to
employers) is more expensive because with
an employer the company is covering several
people with a visit as opposed to just one.
Part of administrative costs is claims
systems, fraud detention and prevention, and
information systems. It can also involve
additional benefits such as phone access to
nurses which in addition to adding
convenience to the consumer can also save
money. Therefore setting high loss ratios may
result in lower quality of care along with
higher premiums.*

As with the Massachusetts law, the employer
mandates are both legally questionable and
can be counter productive.*® Some argue that
requiring employers to have health care
deductions is a violation of the Employee
Retirement Income Security Act of 1974
(ERISA). Assemblyman Todd Spitzer claims
that, “If you dictate a specific amount that
has to be applied to health insurance, you are
violating federal law... Federal law requires
uniformity when it comes to health care
deductions.”™® Employers who fail to
contribute to their employees’ insurance will
be required to pay an additional 4 percent
payroll tax.>? This creates a hostile business
climate and may lead to job loss.>® Ultimately
it is an added tax on the workers.

The California plan will likely crowd out
private coverage by increasing the eligibility
for the states Medicaid program. This in turn
encourages a dependency on government
while diverting resources from the truly
needy.

The individual mandate disallows self-
insurance giving the government the power to
determine a minimum benefit package. This
stiffes innovation in the market and will
restrict choice. It forces citizens to purchase a
commercial product controlled by the
government. The guaranteed issue




requirement will drive up plan costs and lead
to adverse selection.® Both consumer and
labor groups are concerned that the
individual mandate will be unaffordable for
the working class.*

The governor’s plan for universal health care
is tenuous and filled with pitfalls that are
already playing out in Massachusetts.

Missouri

Missouri’s uninsured rate is estimated to be
between 11 percent and 12.6 percent of the
population.®® Temporarily uninsured workers
are 45 percent of the uninsured. And small
group health plans are generally much more
expensive than individual policies.”” As a
response to the situation the Governor of
Missouri signed into law House Bill 818 in
June. This bill makes Missouri the first state
to allow small business owners to make pre-
tax contributions to employees’ selected
policies.®® This also applies to state
employees.

Under this bill employees are allowed to
choose their individual plans. These
employees are allowed to choose from a
marketplace of insurance carriers. It also

allows employers to make defined
contributions---they get to choose their
contribution amount. Because individual

policies may be less expensive than the usual
group plans, employers may save money.>

Outcomes

While the law was only recently enacted, the
intended advantages are numerous. The
employees’ individual premiums are allowed
to go through the employer’'s cafeteria plan,
thus allowing those premiums to be pretax
contributions.

Missouri’'s new law addresses the problems
of insurance portability. Unlike any other type
of insurance---car insurance, property

insurance, and personal life insurance---
health insurance is not “owned” by the
individual. So, if the person leaves his/her
employment, he/she loses the insurance. But
this plan allows employees to purchase
individual polices through the cafeteria plan
of a new employer. Since the individual owns
the policy, that policy follows the individual.
Many of those who are uninsured are
uninsured for short periods of time while they
are between employers. This plan for
portability helps the employee retain
coverage even while in-between employment.
A further advantage is that the individual
does not have to learn about the transition to
a new policy every time there is a job change.
This makes their coverage seamless, thereby
preventing the problems that can arise when
coverage is changed---finding a new doctor,
figuring out changes in the benefit plan, etc.

Families are now able to contribute to one
plan even if spouses have different
employers. This can be a decrease in cost for
the family’s coverage and can therefore make
health care more affordable.

Additionally, the new law creates a Health
Savings Account which is added to the state’s
high risk pool and is available to state
employees. So those who work for the state
are given a pretax advantage as well as
people who cannot qualify for plans from a
private carrier (the high risk individuals).

Oklahoma
The 2006 Bill

As of 2004, 20 percent of Oklahoma’'s
population was on Medicaid. The result was a
budget that consumed $2.8 billion a year.®® In
an effort to combat these rising costs
Oklahoma considered a program to
incorporate a Personal Health Account (PHA)
into their Medicaid system.




In 2006 HB 2842 was introduced, authorizing
a section 1115 waiver. Beneficiaries are
allowed to own a PHA. This PHA can be used
to purchase an individual policy from
competing packages or to opt-out of
Medicaid. It also includes e-prescribing and a
provider database which tracks the utilization
of health care benefits.®* As this plan is yet to
be implemented it is impossible to access its
impact. There are, however, several
provisions in the bill which should prove
advantageous. The costly mandated benefits
for Medicaid, for instance, have been
removed. This will increase the flexibility for
providers to design plans and decrease the
costs to the beneficiaries. This plan
encourages preventative care and provides
financial incentives for people to live a
healthier lifestyle. Supporters of the bill claim
that it will save the state more than $100
million and will allow participants to receive
health care “tailored to their needs.”®

The 2007 Law

A 2004 study by the State Health Access
Data Assistance Center (SHADAC) found
that Oklahoma’s overall rate of uninsured was
17.9 percent.®® Concerns were voiced
regarding the number of uninsured children in
the state. In response Governor Henry of
Oklahoma signed two health care bills this
June. The first law increases the eligibility for
“Insure Oklahoma” which gives businesses
subsidies to help purchase their employees’
health insurance.®® The second law, the “All
Kids Act” increases Medicaid eligibility for
children from the previous level of 185
percent of FPL to 300 percent of the FPL.
The state projects that this will add about
42,000 children to the program.®® The cost of
this program is projected to be approximately
$8.2 million over the first three years.®® It
requires the Oklahoma Health Care Authority
(OHCA) to institute a program by 2011.°"

As this law was recently passed the plan’s
effects cannot be measured. There are,

however, several concerns that arise with the
All Kids Act. It is a further step away from
personal responsibility towards coverage for
the middle-class. Medicaid was originally
intended not to be a safety-net for everyone,
but rather for only the very neediest in
society. By expanding Medicaid eligibility,
resources are diverted from the individuals
who most need them.®®

Maine

Unlike the recently enacted reforms of
Missouri and Oklahoma, Maine enacted a
sweeping reform in 2003, which was
implemented in January 2005. With
approximately 10 percent of their population
uninsured,®® Maine’s goal was “universal
health care.” They wanted to cover 130,000
uninsured residents by 2009.

The Dirigo Health Reform Act, An Act to
Provide Affordable Health Insurance to Small
Businesses and Individuals and to Control
Health Care Costs (Dirigo) aims to provide
comprehensive coverage for employees of
employers with fifty or fewer employees, to
the self-employed, and to individuals. The
state subsidized those under 300 percent of
the federal poverty level (FPL) and expands
the State Children’s Health Insurance
Program (SCHIP) up to 200 percent. It also
expands the bureau of insurance rate reviews
and asks insurers and providers to voluntarily
limit operating margins to 3.5 percent.”

Outcomes

Due to the fact that Dirigo has been operating
for more than two and half years, its effects
are apparent. Unfortunately for Maine, Dirigo
has encountered many problems.

Instead of decreasing the number of
uninsured, the number of uninsured under
the age of 65 actually increased. The number
rose in 2005 to 141,000 (from 130,000 in
2004)." Furthermore, sales are 75 percent




below projections. Only 18,000 people have
signed up for the plan. Too many businesses
find that the program requirements are too
expensive for them to participate.” The costs
are also soaring. More than 50 percent of the
enrollees actually qualify for the highest level
of subsidy offered---80 percent. That cost
was simply not anticipated when the program
was passed.

The underlying problem with Dirigo is that
universal coverage leads to adverse
selection. The sickest or neediest individuals
are the ones who join and because this leads
to high costs, it is not cost effective for the
healthy to participate. Dirigo also has a
complex benefit design which increases the
cost of switching providers.” Insurance
premiums are higher than projected further
discouraging the healthy from joining the risk
pool. While Maine was right to not enact an
individual mandate thereby making the plan
voluntary (because they included too many
other mandates and high subsidies) their plan
failed to induce people to join.

Dirigo has been a failure. Not only is it 75
percent below projected enrollment but
taxpayers in Maine have spent $70 million on
the program thus far.” In response to the
program’s rising costs, Governor Baldacci
proposed a plan known as Dirigo 2.0 earlier
this year. Dirigo 2.0 would change the funding
for Dirigo. Instead of charging only those with
private insurance a fee, the governor's plan
would tax all hospital bills. The bill also calls
for an individual and employer mandate.” In
June Dirigo 2.0 failed to make it to the floor
for a vote.” Due to the Dirigo’s financial
trouble, starting the 1% of September the
program will only accept those who do not
need subsidies.”’

South Carolina

In South Carolina the state found that
Medicaid patients visited the emergency
room 66 percent more often than other

citizens of their state. The state projected that
nearly twenty percent of the state budget
would soon be consumed by Medicaid
spending.”® In November of 2005 the South
Carolina Department of Health and Human
Services submitted its “South Carolina
Healthy Connections” proposal to CMS. This
waiver is still pending.” But, South Carolina
is moving forward with the plan without prior
CMS approval under a provision in the
federal Deficit Reduction Act.®°

Healthy Connections

The goal of the Healthy Connections plan is
to empower the beneficiaries with more
control so that they can pick the care that
best fits their needs.®’ This ensures better
health outcomes and reins in the growth of
health care costs. Eventually the state plans
to save money, but at first the state
contributes on average what it has paid for
fee-for-service plans. The overall hope is that
competition amongst health plans will slow
spending and provide better care for those
who depend on Medicaid to meet their health
care needs.*

Personal Health Accounts

Healthy  Connections allows Medicaid
recipients to own a risk-adjusted personal
health account (PHA). The account can be
used to pay for medical expenses, buy
employer insurance or join a managed care
plan. Healthy Connections, in effect, brings
marketplace principles into Medicaid. It allows
Medicaid beneficiaries to act as prudent
buyers of health care services.

With the PHA each person receives a debit
card that can be used at any health care
provider. The account is funded with an
actuarially determined amount based on
current fee-for-service average expenses
minus the actuarial equivalence of the
catastrophic or major medical benefit. It is




then risk adjusted for eligibility categories as
well as age and gender.

The PHA allows unspent credit to be rolled
over, thus avoiding the perverse incentive of
requiring consumers to “use it or lose it.” It
may also include an allowed retention of
some of the funds into a health savings
account if they leave Medicaid.

The PHA can also be used to upgrade their
plan or to add pharmacy or dental plans.
Thus they are free to “shop” for what they
need rather than receiving a one-size-fits-all
package.

Outcomes

Healthy Connections provides for
catastrophic as well as preventative benefit
coverage. This includes a safety net of limited
benefits such as physician visits, inpatient
hospital treatment, durable equipment, some
drugs, and some lab and x-ray services.®

This program provides counselors to help
beneficiaries chose their plans. The agency
wants the beneficiaries to become
responsible for making their own health care
decisions. A program administrator lacks the
dispersed knowledge necessary to determine
what insurance best suits each individual or
family. No one knows better what their needs
and desires are than the beneficiaries
themselves. A more efficient and beneficial
system results when beneficiaries have the
tools to help them figure out which plans
meet their needs.

What Should Kansas Do?

The experiences of other states provide
suggestions for what Kansas should do and
perhaps more importantly what Kansas
should not do. The beauty of federalism is
that states become laboratories for policy
experiments. But if Kansas does not learn
from the lessons of the other states, this

advantage is lost. The state should look at
the particular aspects of the different plans,
but should be careful not to miss the forest for
the trees. There is one underlying lesson
from all of these plans---that moving to
universal coverage ends up costing too much
money, alienates large parts of their
populations, and fails to address the health
care goals of the state. But programs that
have a consumer-driven focus allow states to
control costs and encourage everyone to find
what best works for themselves.

Kansas should be wary of modeling
Massachusetts too closely. There are aspects
of the plan which encourage consumers to
make choices. But, because the state de
facto runs the program adding the constraints
of individual mandates, employer mandates,
subsidies, community rating, mandates, and
the cafeteria plan, the benefits of creating
their artificial marketplace are usurped by the
restraints. The big lesson from
Massachusetts is that a good idea poorly
implemented can be worse than doing
nothing at all.

Mandating that individuals self-insure is
doomed to fail. Individuals do not react
positively to being told by the government
that they must do something. People instantly
look for ways to subvert the process. In
Kansas, for instance, car insurance is
mandatory. Yet, approximately 13 percent of
Kansas motorists are uninsured®---a higher
percentage than those without health
insurance!

Unfortunately California is not heeding the
warning signs that the Massachusetts law is
waiving. It is likely to follow along the same
path and Kansas should not climb onto this
doomed bandwagon.

Oklahoma offers a mixed bag. The 2006 plan
allowing for PSAs may yield some positive
results. The 2007 law, however, only




intensifies the problems with Medicaid. It will
likely prove costly and unsustainable.

Maine’s Dirigo Program has shown that the
goal of universal health care is unattainable.
Not everyone will benefit from universal
health care and those who do not benefit (the
young and the healthy) are likely to fight it as
they should. While Maine was right to make
their plan voluntary, they destroyed the
mechanism for inducing enroliment by driving
up costs with other mandates and high
subsidies.

On the other hand, the Florida, South
Carolina, and Missouri plans all offer some
advantages which Kansas should consider.
Florida’s Medicaid Reform Pilot project gives
individuals choices of health plans so that the
individual can tailor a plan to their needs.
Unlike Maine, Florida's plan puts them on a
path to saving their Medicaid system instead
of bankrupting it. South Carolina’s Healthy
Connections plan also empowers people
giving them personal health accounts and
brings market principles into Medicaid.
Missouri's recent law creates the right
incentives for individuals and employers to
participate.

Both the Florida plan and the South Carolina
plan incorporate a defined contribution
program. This will provide a more predictable
budget and the program will be able to better
identify and meet the needs of the
beneficiaries. The beneficiary chooses the
plan which fits his or her needs. The defined
contribution can also be used to purchase
insurance through the employer.®

On the other hand, with a defined benefit
program the beneficiaries are guaranteed
certain benefits that are set by the state. This
program drives up costs, gives beneficiaries
less choice in their health care, and creates a
complex administrative system for the
employer (provider). Kansas should keep this
in mind while reforming health care. Defined

contribution is a superior plan because the
state allots risk-adjusted premiums to
beneficiaries; beneficiaries are allowed to
choose the coverage option they prefer, thus
giving the employees or the beneficiaries
more control over the plan, benefits, and
expenditures.

Consumer-driven health care is the answer to
Kansas’ health care concerns. Instead of the
Massachusetts-type plan with the Connector,
Kansas should implement a Small Group and
Individual Health Insurance Exchange (SGIX)
that avoids the pitfalls of the Massachusetts
plan. It must be voluntary; it must adjust
subsidies properly for the beneficiary’s health
status; and should allow underwriting by
carriers.®® It should avoid mandates and
instead open up the market allowing insurers
the flexibility to truly design the types of plans
people want and need. Also it is extremely
important that the plan not use community
rating and guaranteed issue. If the state runs
the program it must avoid becoming a
regulatory agency. A better option is for the
SGIX to be a true market maker because a
Connector run by a state which contracts with
insurance  providers, individuals  and
employers, becomes a huge bureaucracy®’
and will use its authority to usurp the power of
the market.

The SGIX will induce people to join by
offering individuals choices and keeping
prices low with the lack of mandates,
guaranteed issue, and community rating. It is
essential that people want to join the program
instead of being forced to join or being unable
to join because of high costs.

Conclusion

Lawmakers and the public are quick to
equate health care with health insurance.
This is a misnomer. But if health insurance
can incorporate the principles of responsibility
and choice, it should augment the quality of
health care.




Health care should not be one-size-fits-all. Do
people all want to drive the same car or eat at
the same restaurants? No, because each
person has different wants and needs. For
some, a truck may be essential to the
operation of their business, for others luxury
is key, and for many others they just need the
bare minimum, that which gets them to and
from their destinations. The same is true for
all types of consumer goods. Health
insurance is no different. Women do not need
coverage for prostate screening and men do
not need coverage for cervical screening.
Some people only need to see the doctor
once a year, others need to go often.

What would happen if the government
mandated that everyone pay the same
amount and then handed out all different
types of vehicles? Many people would be
unhappy while a few would hit the jackpot.
People would not stand for having the
government take their money and choose the
car they got to drive. Is not health care even
more important than what type of car people
drive? Then why should the government be
allowed to control those choices?

The Kansas Health Policy Authority,
legislators, and citizens should carefully
consider the options before hastily enacting a
policy. The tendency is to just do something.
But if the wrong “something” is chosen the
result can be more devastating than sticking
with the status quo. Instead, the KHPA
should consider all of the options for health
care reform while studying reforms in other
states. Legislators should examine the
benefits of consumer-driven health care and
give individuals control over their own health
insurance.

About the Author

Sarah Mcintosh is the Vice
President of Programs for
the Flint Hills Center for
Public Policy. She is a
Wichita native who
graduated magna cum
laude from Wichita State University with a
Bachelor of Arts in Political Science and a
minor in Economics. She earned her Juris
Doctor from Georgetown University Law
Center in Washington, D.C. where her
studies focused on criminal justice and
constitutional law. Sarah is licensed to
practice law in the State of Kansas and the
Commonwealth of Virginia. She can be
reached at sarah.mcintosh@flinthills.org.




Notes:

! “Health Insurance Coverage Status by State for All People: 2005.” CPS Annual Demographic Survey,
2007, Table H106.
2 Colyer, State Representative Jeff. Presentation at Legislative Academies on the Insured and Uninsured
in Kansas. Wichita, Kansas, July 10, 2007.
® Medicare is responsible for 33% and Medicaid for 42.6%, while the uninsured are responsible for 24.3%
and every Kansan pays more than $120 annually for someone else’s health care. Colyer, State
Representative Jeff. Presentation at Legislative Academies on the Insured and Uninsured.
4 Herzlinger, Regina E. “Consumer-Driven Health Care: Lessons from Switzerland.” The Journal of the
American Medical Association, September 8, 2004.
® Bond, Dr. Michael. "Reforming Florida's Medicaid Program with Consumer Choice and Competition."
The James Madison Institute Backgrounder, February 2005, p. 3.
® Kaiser Commission on Medicaid Facts. "Florida Medicaid Waiver: Key Program Changes and Issues,"
December 2005, http://www.kff.org/medicaid/7443a.cfm, p. 1.
" Agwunobi, Andrew. "Medicaid Reform Program Deserves a Chance.” Tallahassee Democrat, May 25,
3007’ http://search.tallahassee.com/.

Ibid.
¥ Kaiser Commission on Medicaid Facts, p.1.
' They are subject to state approval.
1If they do not choose they are assigned a plan.
12 Alker, Joan, and Jack Hoadley. "Waiving Cautionary Flags: Initial Reactions from Doctors and Patients
to Florida's Medicaid Changes." Georgetown University Health Policy Institute, May 2007,
http://ihcrp.georgetown.edu/floridamedicaid/pdfs/briefing2.pdf. Their study shows that fewer than half of
the focus group said they had spoken with a choice counselor. It also claims that people are frustrated
with not getting the information necessary to choose the right plan for them. Beneficiaries are also
worried about their ability to keep their current doctors. Finally, the study claims that provider participation
in Medicaid is declining---especially specialists.
'3 Alker and Hoadley, p.4.
1 Agwunobi.
% "Florida Medicaid Reform Pilot Program 'Appears to be Reducing Number of Participating Physicians,
Study Finds." Medical News Today, May 11, 2007,
http://www.medicalnewstoday.com/medicalnews.php?newsid=70430.
ij Bond "Reforming Florida's Medicaid Program”, p.1.

Ibid.
'8 Bond, Dr. Michael. “Reforming Medicaid in Kansas: What Are Other States Doing?” Flint Hills Center
for Public Policy Paper, January 16, 2006, p.7,
[19ttp://WWW.fIinthiIIs.org/component/option,com_docman/task,doc_download/gid,127/Itemid,52/.

Ibid.
0 CcPS Annual Demographic Survey, 2007, Table H106.
! Moffit, Robert E., and Owcharenko, Nina. "The Massachusetts Health Plan: Lessons for the States."
The Heritage Foundation Backgrounder, July 18, 2006, p. 2.
*2 The date has now been extended to December 31, 2007.
2 Schneider, Gregory. “Medicaid Reforms in Other States and the Path to Reform in Kansas.” Flint Hills
Center for Public Policy Paper, p. 1,
http://www.flinthills.org/component/option,com_docman/task,doc_download/gid,422/ltemid,52/.
%4 Tanner, Michael. "No Miracle in Massachusetts Why Governor Romney's Health Care Reform Won't
Work." Cato Institute Briefing Papers, June 6, 2006, p.1.
> Massachusetts Legislature. 2006. Chapter 58 of the Acts of 2006, Chapter 176Q, Section 2(b),
http://www.mass.gov/legis/laws/seslaw06/s1060058.htm.
2t only applies to individuals and business with fifty or fewer employees.
" This has now been extended to January 1, 2008 because of low enroliment.




% Tanner, p. 5.

29 Appleby, Julie. "Country is Watching' Massachusetts Insurance Plan." USA Today, July 2, 2007,
http://www.usatoday.com/money/industries/insurance/2007-07-01-mass-insurance_N.htm.

% Massachusetts Legislature. 2006. Chapter 324 of the Acts of 2006 Section 29(i),
http://www.mass.gov/legis/laws/seslaw06/s1060324.htm.

% Moffit and Owcharenko. "The Massachusetts Health Plan,” p. 2, 7. See also Belluck, Pam.
"Massachusetts Universal Care Plan Faces Hurdles." The New York Times, July 1, 2007. Retrieved July
5, 2007, from http://www.heartland.org/Article.cfm?artld=20745. “Sandy Reynolds, executive vice
president of Associated Industries of Massachusetts, representing 7,500 employers, said some
businesses were considering limiting part-time employees’ hours to below 35.”

* Tanner, p.1.

* Ipid., p.7.

% Tanner, Michael. "The Wrong Road to Reform." Hastings Center Report No. 36, Sep. - Oct. 2006, p.
25.

% Bunce, Victoria Craig, and JP Wieske. "Health Insurance Mandates in the States 2007." Council for
Affordable Health Insurance, January 2007.

% They used clinics or the emergency room instead.

3" McCormick, Cynthia. “Doctor Shortage Undercuts Promise of State Insurance Program.” Cape Cod
Online, July 9, 2007.

% Belluck, “Massachusetts Universal.”

% Dembner, Alice. "Massachusetts Officials Say State Must Curb Health Cost." The Heartland Institute
Health Care News, July 2007.

O Colyer.

*1 CPS Annual Demographic Survey, 2007, Table H106.

*2 Thompson, Don, and Samantha Young. "Legislature Debates Sweeping Reforms to Health Care
System." San Jose Mercury News, June 7, 2007, http://www.mercurynews.com/news/ci_6084681.

** Doctors will have to pay a 2% tax and hospitals will have to pay a 4% tax. Moffit, Robert E., and Nina
Owcharenko. "The Schwarzenegger Health Plan: A Great Leap Forward for Bigger Government." The
Heritage Foundation Web Memo, January 22, 2007, p. 1. See also Dial, Karla. "Schwarzenegger Plan
Would Drive Up Costs: Experts." The Heartland Institute Health Care News, March 2007,
http://www.heartland.org/Article.cfm?artld=20612.

** Moffit and Owcharenko, p.1.

* Dial.

* Wieske, J.P. "High Loss Ratios Undermine the Affordability of Health Insurance." Heartland News, July
2007.

* Ibid.

*0 Barry, Patricia, and Barbara Basler. "Healing Our System.” AARP Bulletin, March 2007,
http://www.aarp.org/bulletin/yourlife/healingoursystem.html.

> Thompson and Young.

*2 This does not apply to employers with less than ten workers.

*3 Thompson and Young.

> Dial. Bruce Denton, the vice president of the National Association of Health Underwriters’ western
regional chapter, says that, “Insurers would have to offer guaranteed acceptance [of all enrollees
regardless of their health condition], and whenever that has been done, it's devastated the industry.”
*Wilde Matthews, Anna and Rhonda L. Rundle. “Schwarzenegger Fights to Save Health Plan.” The
Wall Street Journal, July 17, 2007, Al.

*% "New Numbers on the Uninsured in Missouri." Missouri Foundation for Health, January 2006,
http://www.mffh.org/ShowMe8-factsheet.pdf.




°" Gossage, Beverly. "Missouri Leads the Way to Free-Market Health Care Reform."” Show-Me-Institute,
June 1, 2007, http://www.showmeinstitute.org/publication/id.61,css.print/pub_detail.asp.
“For example, last year in Missouri the average small group premiums for single employee and family
coverage were $292 and $765 respectively. By comparison, the average individual policy premiums for
single and family were $192 and $332.”
%8 Gossage, Beverly. "Free-Market Health Care Reform in Missouri: A Primer." Show-Me-Institute, June 3,
529007, http://www.showmeinstitute.org/publication/id.62,css.print/pub_detail.asp.
Ibid.

% Kaiser Foundation State Medicaid Fact Sheet, Oklahoma & United States.
www.kff.org/mfs/medicaid.jsp?r1=0OK &r2=US.
® Raniszewski Herrera, Christie. "Oklahoma House OKs Medicaid Reform Bill.” The Heartland Institute
Health Care News, 2006, http://www.heartland.org/Article.cfm?artld=18929.
®2 price, Marie. “Medicaid Makeover: Oklahoma House Passes Key Health-care Reform.” The Oklahoma
City Journal Record, March 14, 2006,
http://ffindarticles.com/p/articles/mi_gn4182/is_20060314/ai_n16161017.
® Annual Demographic Survey, 2007, Table H106.
% "Health Care Reform Around the Nation: June 11." California Healthline, June 11, 2007.
http://www.californiahealthline.org/articles/2007/6/11/Health-Care-Reform-Around-the-Nation-June-
11.aspx.
% "Senate Approves Plan to Provide Access to Health Care for More Children." Oklahoma State Senate,
March 8, 2007, http://www.oksenate.gov/news/press_releases/press_releases_2007/pr20070308a.html.
% "Oklahoma Governor Signs Two Bills to Increase Health Insurance Affordability." Kaiser Network-Daily
Health Policy Report, June 8, 2007,
http://www.kaisernetwork.org/daily _reports/rep_hpolicy recent _rep.cfm?dr_cat=3&show=yes&dr_DateTi
me=06-07-07.
®" Fiscal Impact Report 1% Session of the 51%' Legislature, SB No. 424, analyzed by Mark Newman, April
23, 2007.
® Gulibon, Grant. "All Kids' Is Al Wrong." Oklahoma Council of Public Affairs Perspective, 2007.
% cPS Annual Demographic Survey, 2007, Table H106.
" "Health Reform in Maine, Massachusetts, and Vermont: An examination of State Strategies to Improve
Access to Affordable, Quality Care." Maine Health Access Foundation Issue Brief, March 2007,
http://www.nashp.org/_docdisp_page.cfm?LID=21026208-8246-4AA8-B878BF5454E52C6D.
™ "Maine Offers Lessons on Health Reform."” Forbes.com, May 25, 2007. Retrieved June 11, 2007, from
http://www.forbes.com/2007/05/24/dirigo-health-care-biz-ex_05250xford.
2 They are required to enroll at least 75% of their employees and pay at least 60% of the costs. Belluck,
Pam. "As Health Plan Falters, Maine Explores Changes." The New York Times, April 30, 2007. Retrieved
June 18, 2007, from http:www.nytimes.com/2007/04/30/us/30maine.html.
3 “Maine Offers Lessons on Health Reform.” National Center for Policy Analysis Daily Policy Digest, May
25, 2007, from http://www.ncpa.org.
™ Maine Heritage Policy Center. "Legislature Should Abandon Dirigo in Favor of Affordable Health
Insurance." Magic City Morning Star, June 21, 2007, http://www.magic-city
news.com/State_18/Legislature_Should_Abandon_Dirigo_in_Favor_of_Affordable_Health_Insurance_for

all_Mainers8200.shtml.
™ Wallack, Victoria. "Health-Reform Proposals Move to Front Burner." Village Soup, May 18, 2007,
http://www.waldo.villagesoup.com/print/Print.cfm?StorylD=92687.
® wallack. “"Legislature Fails to Find Funding for Dirigo." Village Soup, June 28, 2007,
http://www.villagesoup.com/print/Print.cfm?StorylD=95356.
" wallack. “Lacking Funds, Dirigo Health Insurance Enrollment Capped.” The Ellsworth American, July
5, 2007.




8 "Medicaid Waiver Proposal Submitted to Federal Government SC Healthy Connections Plan Would
Improve Quality of Care, Help Slow Program Growth." State of South Carolina Office of the Governor,
November 16, 2005, http://www.scgovernor.com/Uploads/PressReleases/NR-c111605-Med.pdf.

" "Medicaid Waivers and Demonstrations List: Details for South Carolina Health Connections 1115."
Centers for Medicare & Medicaid Services, http://www.cms.hhs.gov.

8 Raniszewski Herrera. "Pressure for Market-Based Medicaid Reform Rises." The Heartland Institute
Budget & Tax News, June 2006, http://www.heartland.org/Article.cfm?artld=19069.

8 "Medicaid Waiver Proposal Submitted to Federal Government SC Healthy Connections Plan Would
Improve Quality of Care, Help Slow Program Growth.” State of South Carolina Office of the Governor,
November 16, 2005, http://www.scgovernor.com/Uploads/PressReleases/NR-c111605-Med.pdf.

8 Herrick, Devon. "South Carolina Plans Tailored Medicaid.” The Heartland Institute Health Care News,
October 2005, http://www.heartland.org/Article.cfm?artld=17756.

8 sanford, Mark A. "South Carolina Medicaid Choice.” The Heartland Institute Health Care News,
October 2005, http://www.heartland.org/Article.cfm?artld=17762.

8 «|RC Estimates More Than 14 Percent of Drivers are Uninsured.” Insurance Research Council, June
28, 2006.

% Owcharenko, Nina. “Florida and South Carolina: Two Serious Efforts to Improve Medicaid.” The
Heritage Foundation Web Memo, November 18, 2005. The federal government uses a defined
contribution program in the Federal Employee Health Benefit Plan (FEHBP). The government gives the
employees a defined contribution then the employee selects the plan. The program has high satisfaction
levels and is more effective at keeping down costs.

% Bond, Michael. “Dealing with Kansas’ Uninsured.” Flint Hills Center for Public Policy Paper, March 20,
2007, p. 12,

http://www flinthills.org/component/option,com_docman/task,doc_download/gid,482/ltemid,52/.

87 Schneider. “Medicaid Reforms in Other States,” p. 3.

8

The Flint Hills Center for Public Policy is a Kansas think tank created as an
independent voice to help political decision makers make informed choices. The Flint
Hills Center for Public Policy is a non-profit, nonpartisan policy think tank. While not
involved in the implementation or administration of government policy, our goal is to
inform and raise public awareness of policy issues. For more information, visit our
website at www.flinthills.org.

" #$
%" 9

VHS+ $*,- #.
"/012 "1/304"/ &"4451 6
777 04" &"4451 6




