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Executive Summary

The New Mexico Health Choices proposal:

· Ensures that all New Mexicans have health insurance

· Gets contributions from all individuals and businesses, according to their means rather than employment, age, family situation or medical history
· Offers individuals a choice of private insurance plans to fit their needs, from catastrophic plans with medical savings accounts to comprehensive coverage, and frees employers from making medical benefit decisions
· Places the entire non-Medicare population in large insurance purchasing pools to improve competition and lower insurance costs
· Reduces medical costs by giving health consumers greater knowledge and responsibility, reducing costs and risks for providers, allowing financial incentives for individual and workplace wellness, encouraging disease management programs 
· Boosts economic development, by carefully balancing costs and funding sources to keep New Mexico competitive, reducing costs, improving workforce mobility and productivity, and strengthening the healthcare industry
Proposed implementation:

· Private insurers are invited to publish offers for various population segments and co-insurance levels. The state coordinates an annual statewide enrollment procedure. Individuals receive vouchers, larger for low-income families, with which to purchase a fully funded basic policy; upgraded coverage with additional premiums; or a cheaper high-deductible plan with the difference placed in a Healthcare Savings Account.

· A pool of tax dollars funds healthcare premiums for all except Medicare recipients, federal employees and the military. The Medicaid program already draws $2.6 billion in state and federal funding. Depending on desired benefit allocations and other factors, $2.6 to $3.2 billion more are needed to replace current insurance premiums and cover the uninsured.
A spreadsheet model demonstrating multiple benefit and financing options is provided separately. One possible funding structure is:
· $1.9 billion from an Employer Healthcare Contribution tax, from $1.00 per employee hour for small businesses to $1.30 for large businesses and $1.50 for state & local government
· $0.65 billion from a Personal Healthcare Contribution tax at 3% of adjusted gross income

· $0.2 billion from net state savings and increased federal Medicaid funding
· $0.15 billion from voluntary premium complements by individuals
Most families and employers who purchase insurance today would see their costs reduced, although some may need to make additional payments to match their current benefit levels. The elimination of uninsured care costs, premium taxes, broker commissions, duplicate coverage and small risk pools, combined with leaner default benefits, allows extending commercial health insurance to 41% more people, with just a 6% increase in total premiums. Recurring administrative cost savings are $400 million per year.
For more information, questions & comments, see www.nmhealthchoices.org or email info@nmhealthchoices.org
The proposal is subject to change. We actively seek out expert review and stakeholder input. This is v1.3.
Introduction

The New Mexico Health Choices proposal’s primary objectives are to provide health insurance to all New Mexicans, and to reduce the overall cost of insurance coverage in the state. 

There are many other important issues which will not be discussed here: reforming medical liability, curbing unneeded medical spending, cutting administrative costs at the provider level, improving access to care for rural and special needs populations, reducing drug costs, managing disabled and long-term care, improving care through information technology, detecting fraud, etc. These are all complex issues that merit their own careful analyses. 

This proposal is focused on insurance coverage, and stems from a combination of analyses that take into account economic, social, political, and business management factors, but its main argument can be summed up as follows.

Only half of all New Mexicans under 65 are covered by private insurance. Roughly one quarter are covered by Medicaid and the last quarter are uninsured. The cost of caring for the uninsured is covered in part by taxpayers through hospital subsidies, but it also results in higher costs for the privately insured. The rise in the number of uninsured, in our view, is the main factor explaining why medical insurance premiums have gone up at an annual rate between 10 and 15% while overall healthcare spending only rose at around 7% a year. In turn, the rising cost of medical insurance explains the rise in the number of uninsured: individuals and businesses are increasingly deciding not to purchase insurance, trusting that government-funded programs and providers will keep offering free care should they really need it.

In order to escape this vicious cycle, we must get everyone to participate in funding the healthcare system. The surest, most efficient and fairest way to do this is through a balanced mix of taxes. Once funding is assured by public means, everyone can be given a certain dollar amount, or voucher, to purchase the private insurance products of their choice. 

At first glance, partisans of incremental changes may find this approach radical, but many aspects of the current system are so incredibly unfair and inefficient, that comprehensive system reform is the only sensible solution. This proposal is designed to achieve reform through a simple, efficient process. It minimizes impacts on businesses, strives to reduce costs, and does not upset the relationship between insurers, providers and patients.

In Part 1, we explain the primary features of our proposal by describing how they tackle specific problems found in the current system. In Part 2, we show preliminary estimates of how the plan can be funded and implemented. 

About the author

Celia Ameline is a freelance database consultant in Albuquerque known as GEN5 DEVELOPMENT, LLC. Since 1999, she has built many custom Windows and Web business solutions, including some for PNM, Silver Oak Partners and the National Hispanic Cultural Center. In the last four years, she has developed and maintained a custom medical billing information system used by Hogares, Inc. Hogares is a non-profit agency offering counseling, mental health services, addiction treatment and foster care to at-risk youth. The Bernalillo County Juvenile Detention Center is now using a modified version of the software to manage their behavioral health services. 
Celia has a Bachelor’s degree in Economics from the Paris Sorbonne University, a Master’s in Business Aministration from the Paris Dauphine University, and is a Microsoft Certified Solution Developer.
Please send comments, corrections, and additional input to info@nmhealthchoices.org.
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Part 1. Plan features and benefits
1.1 Universal contribution through taxation
... Why move away from a voluntary contribution system?
►
The New Mexico Health Choices proposal gets contributions from all individuals and businesses, according to their means rather than purchasing power, family size or health status. A tax dollar pool funds healthcare premiums for all except Medicare recipients.

The current voluntary system for purchasing healthcare insurance has failed spectacularly. Excluding seniors, who receive Medicare benefits, only 52% of the New Mexico population is covered by commercial insurance; 23% are covered by the taxpayer-funded Medicaid or Medicare programs, and 25%, or 400,000 people, had no medical insurance at any time in 2003
. Not all uninsured are poor or unemployed. There are two basic facts underlying the current crisis: almost half of all New Mexican employers choose not to provide medical insurance benefits; and many individuals choose not to purchase coverage, even though it is available to them.
Offering medical benefits is not cost-effective for most employers

There is no requirement for employers to provide health benefits. They are expensive and complicated to administer. So why do employers give benefits at all? There are three traditional reasons for offering medical insurance, but they are weakened by opposing factors in many cases.
· Health insurance, along with pay and other benefits, is part of the package that attracts and retains quality workers in a competitive labor market.
Many employees prefer higher wages to benefits when selecting a job. Even when they need medical insurance, most people are unlikely to take or reject a job offer based on the exact level of benefits offered. While 87% of New Mexico employers who do not offer medical benefits said that “we cannot afford to subsidize health insurance for employees” definitely or somewhat applies to them, 47% also agreed with “we don’t need to offer health insurance to attract workers” and 43% with “our employees prefer higher salaries to insurance coverage” 
.
· Medical benefits can keep workers healthier, reduce absenteeism and improve productivity.
In low-wage, high-turnover industries, workers tend to come and go. The cost of healthcare is disproportionately high and the productivity pay-off is low for those employees. As a result, low-wage workers and their families are least likely to get benefits, and they are unable to afford healthcare on their own.

· Due to the lack of other healthcare funding entities, employers have come to view it as their role to provide health insurance in America.
More and more entrepreneurs find that their peers no longer offer medical benefits, and that it puts them at a competitive disadvantage. They are also encouraged to cut benefits by vocal schools of thought according to which providing only catastrophic coverage encourages patient savings and responsibility; there is no such thing as a right to healthcare; and a safety net of public facilities can take care of the uninsured. 42% of NM employers who do not provide benefits now say that “healthcare is not our organization’s responsibility” definitely or somewhat applies to them.
Overall, 41% of all New Mexican employers do not offer health insurance benefits according to the study commissioned by the Health Policy Commission (53% according to another survey 
). While 87% of firms with more than 20 employees do offer benefits, many of them do not cover dependents and/or require too much premium sharing for most employees to take up the offer. In addition, 30% of workers are employed by smaller firms, many more of which do not provide medical benefits at all. In the next few years, more and more employers will likely reach the conclusion that benefits aren’t worth it, and will stop taxing themselves to the tune of $2,000 to $8,000 per employee per year. 
At current prices, many individuals don’t want to buy health insurance
Over the last 5 years, employers faced with unrelenting cost increases have asked employees to contribute a larger and larger portion of the premiums, increased co-pays and deductibles, and sometimes dropped coverage for children and spouses. As a result, more workers and their families can no longer afford insurance coverage, or choose to decline it.

Individuals clearly have already decided that insurance is too expensive for them to purchase, even when they have the means to do it. In New Mexico, 21% of the uninsured have income levels above 300% of FPL
: they could purchase individual coverage plans from a variety of insurance companies, or buy at group rates through various associations, but don’t. 17% of the uninsured declined to take benefits offered by their employer. National studies show that 57% of workers are eligible to continue an employer-sponsored health plan through COBRA for up to 18 months, but only 7% of unemployed workers end up paying the premium to stay covered
; and 18% of employees eligible for employer-sponsored benefits decline them
.
When given a choice between health benefits and a cash amount equivalent to the cost of insurance, most people choose cash. It’s a decision that makes sense psychologically: insurance premiums are a bigger expense than food or transportation, and yet don’t provide an immediate tangible benefit.
· Most people do not believe that they will get sick or injured in the short term, so insurance purchases are delayed.
· They credit their genes or their lifestyle for their health and underestimate common health risks.
· They do not fully appreciate the price of healthcare services and the financial risk they are taking.

· They trust that if they do get in an accident and are unable to pay, they will probably get free care.
· They identify healthcare with employer benefits, not a personal purchasing decision.

· Overextended car, home and credit card debt leaves them unable to purchase health insurance.
This is especially true for young adults. 31% of New Mexicans 18 to 34 years old are uninsured4.

How the uninsured affect the system
People without savings or insurance still get expensive, quality care when they really need it: baby deliveries, knee surgery, cancer chemotherapy, pacemakers, etc. After all, doctors – and hopefully society as a whole – cannot ignore people in dire need of help. It’s estimated that the uninsured manage to pay about 35% of the cost of their care through tremendous personal effort
. 
It’s just that it takes a lot of savvy and persistence for uninsured patients to apply for free care, negotiate reduced rates and establish special payment plans. It takes a lot more effort and administrative overhead for providers to get paid for those services. And sadly, because low-income uninsured patients feel excluded from the healthcare delivery system, they often delay care until more expensive treatments are required. 
Low-cost public health facilities have been able to provide prevention and treatment for many uninsured, but their success is limited because they have had insufficient funding and advertising, and they have not been equipped to deal with the most costly diseases and emergencies.
Instead, private providers are left to struggle with large amounts of unpaid services. Tax dollars cover part of the remaining cost for hospitals: almost $200 million in 2004 from federal, state and county sources. Still, the New Mexico Hospitals & Health Systems Association reports that $300 million’s worth of its members’ services went unpaid in 2004; dentists estimate their costs at $10 million and we’ll conservatively estimate other providers’ losses at $50 million. Some providers may voluntarily provide some percentage of their services for free – but they have to recoup most of the cost by charging higher fees to privately insured patients. This cost shifting results in a whopping $400 per year for each of the 903,000 men, women and children insured in New Mexico, or $1,200 per year for a family policy. 
Here’s why the growing number of uninsured can quickly throw us in for a loop. If the number of uninsured increases by 10% and government help to providers is unchanged, fewer privately insured people are left to pick up the tab: cost shifting per insured person must go up by 22%, to $490.
The uninsured in most cases have the capacity to pay some reasonable amount for health insurance and they are slightly healthier, as a group, than the insured. They are not elderly, poor children, or disabled adults, or they would be getting Medicaid or Medicare. 82% of the uninsured live in households with at least one full-time or part-time worker
. Only 19% of the uninsured say their lack of coverage is all or partially linked to health issues, while 69% say their household being healthy is a factor in why they do not buy coverage. If the uninsured are brought into medical insurance pools, they can dilute risks and and thus reduce premiums somewhat.
A universal right to healthcare should be matched by universal contributions
Doctors have a mandate to provide needed medical services to everyone. Unfortunately, this de facto universal right to healthcare is not balanced by a universal obligation to pay for it.

Fewer and fewer people are left to pay for a growing amount of healthcare spending. As their share of the cost increases, more stop contributing. This system is not sustainable: as the insurance market shrinks, premiums rise even faster from concentrated risk pools, patients must pay more out of pocket, and taxpayers must fund ever larger government programs.

To escape this vicious cycle, we must stop asking for volunteers, and start demanding that everyone pay their fair share. 

Taxation ensures that everyone contributes

No one likes taxes! But it is the best way to ensure that all individuals and businesses contribute. 
First, cost-effective estimation, collection and enforcement mechanisms are already in place. No new procedures are required for individuals to pay slightly increased sales tax and income tax rates. Employers could contribute through a payroll tax in much the same way that existing payroll taxes and income tax withholdings are collected today. In contrast, trying to encourage medical coverage through subsidies or tax incentives only helps a small number of uninsured, requires more administration efforts, and results in significant, hard-to-predict costs to taxpayers.
Second, collecting healthcare premiums as a high dollar amount per person regardless of income is a root cause of the current crisis. It makes it impractical for low-income families and their employers to purchase insurance, so instead, medium- and high- earners must pay more to provide for everyone’s care. Taxes that are roughly proportional to income allow everyone to contribute.

Taxation allows public input

Health-related spending is projected to be over $3,600 per capita this year
, which is more than food, clothing, or transportation in most family budgets. Private health insurance premiums now represent between 10% and 20% of the median household income in New Mexico. 
The current system is anything but fair:

· Small businesses who provide benefits, pay more per employee than large businesses.

· Employees pay vastly different premiums, deductibles and co-pays based on where they work.

· Families pay much more for insurance than single people do.

· People with chronic diseases and women of child-bearing age must pay higher premiums.

The private sector excels at measuring risk, rewarding entrepreneurs, and ensuring that supply meets demand, but it is not meant to deal with social and political issues. Healthcare is massively important in terms of dollars and human lives: citizens must be involved in determining how this critical expense is managed and allocated. 
1.2 Individually purchased, not employer-based coverage
... Why should we move away from employer-based coverage?
· The New Mexico Health Choices proposal ensures that all New Mexicans have health insurance, and frees employers from making benefit decisions.
Employer-based coverage excludes most unemployed and working poor
Non-workers are obviously left out in an employer-based system. 13% of non-elderly households in New Mexico are either unemployed, early retirees or not looking for work. Then employers may not provide adequate, affordable or any coverage at all to employees or their dependents. But even workers whose employers offer medical benefits are not always eligible for health insurance.
It is not cost-effective for most employers to purchase health insurance for their seasonal workers and part-time employees. 10% of households in New Mexico have one or two part-time workers, but no full-time worker. Companies also usually wait from one to three months after hiring to start benefits and do not offer them to contracted employees. As a result, in companies that offered medical benefits, only 80% of employees were eligible for coverage when surveyed
. 

Labor trends are increasing the number of uninsured, raising the cost for taxpayers
Employer-based insurance was designed when most households had a single earner, working full-time at a single job, staying with the same company for most of his career. All the workers’ dependents could be covered by the employer’s health plan. Nowadays a significant number of workers hold two or more jobs, work part-time, or are self-employed, and turnover is high. Another disadvantage of employer-based coverage is that when companies shut down in smaller communities, hundreds of people can become uninsured overnight.
Employer-based coverage is expensive to administer
Administering health benefits, communicating them to employees and complying with regulations is so complicated that outside contractors or specialized staff are required. Insurance companies also rack up costs by calculating risks for each employer’s workforce, negotiating thousands of contracts, registering and un-registering participants as they change jobs. 
Providers are often caught in fights that last for several months about patients covered by more than one policy or transitioning from one to the other. One policy may have been used because of lower co-pays, but the other should have paid first, but it ran out of benefits or was not pre-authorized, or it should have been billed at a different rate, etc.
Other healthcare costs for employers could be reduced
Establishing universal coverage would also reduce costs for employers who:

· Help early retirees (under 65 years old) purchase health coverage. If only part of those benefits is converted into cash, those retirees will be able to obtain the same or better coverage by supplementing their government voucher amount, or they may prefer to keep the extra income.

· Suffer from workers’ compensation insurance fraud by employees who are not covered by other health insurance. Over time, those workers’ comp premiums should go down slightly.

· Pay for redundant policies when spouses are both covered under family plans or a pension plan.

· Are small: firms with less than 10 employees paid 13% higher premiums, on average, than firms with 1000+ employees
. This proposal allows small employers to pay less than large firms.
Leveling the playing field among private businesses 
Employers have a conflict of interest when making benefit decisions. Because employees have a preference for cash, and because of the cost of administering benefits, employers who decide to provide benefits are faced with higher labor costs, reduced competitiveness and reduced profits. With everyone now contributing equally, competition will be more fair, especially in low-wage industries such as restaurants, construction or temporary staffing. 
Reducing conflicts, legal risks and financial liabilities
When employers offer medical benefits to their workers, they assume a lot of long-term risk. Employee morale and union relations can be poisoned when benefits must be cut or premiums increased. For example, in California, Safeway’s decision to only pay for 50% of insurance premiums in late 2003 caused a five-month strike that spilled onto two other grocery chains and cost them $2.5 billion in lost revenue. Additional legal and financial liabilities are tied to self-insured plans and commitments made to retirees.
More mobile and productive workforce

Once people have health coverage independently of their employer, they become free to choose any job they like. Currently, individuals with children or health problems often must limit themselves to companies that offer good benefits, which means extended periods of unemployment, and/or reduced cash wages. Highly qualified workers who depended on large-organization benefits will become available to work for smaller and riskier businesses, the engine of economic development. In order to avoid turnover, some businesses which relied on benefits to attract workers will increase cash wages, also stimulating the economy.
Productivity will be improved by reducing absenteeism from employees who suffered from unnecessarily long illnesses, or cared for relatives who could not afford medical treatment.
No more health insurance discrimination based on family status

Each individual resident of New Mexico will be entitled to insurance coverage. There are no couple or family policies, since coverage is purchased individually for each household member. Whether one is married, single, partnered, parent, step-parent, foster parent, divorced parent, etc., will be irrelevant.

Eliminating employee privacy concerns
Employers will no longer need to process information about their employee’s personal and family health, whether reviewing claims in self-insured plans, getting utilization reports from their plan administrator, responding to employees’s questions or asking about sudden premium increases. Conversely, they will no longer need to worry about volumes of HIPAA privacy protection and other federal regulations. Employees will be relieved that they no longer have to confide in their HR departments to understand their benefits, especially in the mental health and substance abuse area. 

1.3 A choice of competing private plans

... Why does this proposal favor private insurance over a centrally governed system?
· The New Mexico Health Choices proposal offers individuals a choice of private insurance plans to fit their needs, from catastrophic plans with medical savings accounts to comprehensive coverage
Single-payer government-run plans are not necessarily cost-effective

The single-payer proposal advocated by the Health Security for New Mexicans Campaign and this proposal share the same critical goals regarding universal coverage, the end of employer-purchased insurance, and a fair financing structure. There is a disagreement about the best way to deliver benefits and implement reform.

Universal private insurance sounds like it would cost significantly more than an established single-payer system would: there are larger administration costs, profits, marketing expenses, less authority to cut provider prices. Large insurance carriers may or may not be champions of initiative, efficiency and freedom of enterprise. But conversely, single-payer environments have their own quirks which can easily drive up costs.

Single payer proponents argue that large savings could be had by eliminating the claims payment and utilization review processes, and making rational investment decisions about the purchase of expensive equipment or the contruction of new facilities. They would like to fund providers by setting each facility’s budget. There are several problems with this approach, which ultimately led France to introduce a partial claims-based funding process for its public hospitals last year, after decades of facility budget management.
· Claims billing makes a natural and powerful data collection tool for public health purposes as well as fraud control, productivity and utilization monitoring both inside and outside the provider organization. If claims are removed, new data gathering processes with similar data collection requirements must be inroduced, cancelling much of the administrative savings to be had. Another component of provider overhead, eligibility verification and benefit coordination, is reduced by the same amount under the single payer and this proposal.
· Facility budgets either give a worrisome amount of power to the central authority regarding equipment and medical staffing decisions which is very resented politically; or they negate that authority with decisions by local community stakeholders, who slow down the decision-making process and invariably drive up demands for healthcare funding in their area.
· Writing optimal facility budgets requires a tremendous amount of complex, impartial analysis and tweaking to keep up with changing costs and patient needs. In practice, facility administrators tend to game the process so that budgets remain stable and hide a safe amount of surplus financing. Claims billing simplifies management at the payer level by ensuring that funding automatically follows utilization. It stimulates management at the provider level to provide more services and rein in overhead, instead of trying to influence the budgeting process.
Another seemingly simple way to cut costs, authoritatively setting the price of medical services, would not work as intended. It is extremely difficult for a single committee or government authority to set prices in the absence of free market mechanisms. The risk of corruption is increased. The opportunity for special interest groups to drive prices up is much higher than the chances of negotiating them down. If prices are set too low, providers will launch bitter ongoing political wars or simply leave the state, triggering an even worse kind of healthcare crisis. Price setting is not a very good idea at the national level; it is not feasible at the state level.

Given that its administrative cost savings are moderate, facility budgets typically do not reduce costs and price controls would not stick, there is no clear-cut case for a single-payer system in New Mexico, as opposed to other ways of providing non-employer-based universal coverage. Relying on private companies to provide benefits, on the other hand, has many advantages. 
Private insurers have critical advantages over government-run plans
· A government-designed health plan would be under intense political pressure to increase benefits, year after year. With private insurers defining benefits instead, the political debate becomes focused on how much tax funding is provided for healthcare, so the process inherently promotes cost control.

· A government-run health plan cannot completely predict or control utilization, meaning that the state budget would be under constant threat. With pre-determined premiums paid to insurers, this risk is transferred to private companies. 

· Insurance carriers have learned over the years how to negotiate prices while retaining productive provider relationships. In particular, with the integrated health systems that dominate the industry in New Mexico, it is actually in the health plan’s interest to cut provider costs and they have some means to do it.
· Hundreds of millions of dollars and several years’ time would be needed to establish the infrastructure for a government-run plan including management expertise, information systems, financial risk reserves, staff, procedures, etc. No upfront investment is required by this proposal.
· Having multiple benefit administrators provides a natural cross-check and fail-over system which is not present in a single government payer. If an insurer messes up their benefit design, does not pay providers adequately, or their information technology has a fatal flaw, another company is standing by ready to accommodate stranded consumers. With a single payer system the same situations could result in personal tragedies, loss of doctors and tens of millions of tax dollars.
Individuals want choice, this is the most practical way to provide it
Cafeteria plans are very popular with employees who have them. Some people would rather pay more every month so they are never faced with large out-of-pocket costs; others have cash reserves and would rather reduce the cost of insurance. Some want the freedom to select any provider they choose; others are willing to stay in-network in exchange for lower costs; some prefer a particular hospital system. Small companies cannot offer these choices to their workers. With our pool system, individuals are free to choose from various plan designs and add-on optional packages.

In summary, calling on the private sector is both better politics and better economics in the long run. Just as importantly, it does not automatically antagonize critical stakeholders, and it allows immediate reform with low transition costs.
Factors that would improve competition between insurance carriers
Information is crucial for free markets to function correctly. Employers have limited information and little bargaining power when it comes to purchasing insurance. They must rely on brokers whose commissions are paid by the insurance companies. Insurers routinely refuse to disclose what other customers are paying, using arguments such as privacy, varying risk and utilization profiles, different benefit levels, different group sizes, geographical settings, etc. A few tough, hard-bargaining mid-size employers have been able to get significant discounts by pitting insurers one against the other. It shows that insurers have substantial profit margins, which could not be sustained in a truly competitive environment.

With the proposed expansion and consolidation of the non-Medicare health insurance market in New Mexico, yielding up to 1.6 million members, insurers would be under more pressure to make their best offers available to everyone. Consumers would make better purchasing decisions, because they would be given easy access to complete information about prices, benefits, and choice of providers. 

New types of plans may improve care and reduce costs

Plans with expertise in chronic diseases could be developed for the general population, that could not be marketed effectively in the employer-based approach. For instance, newly specialized doctors and nurses could more efficiently address the needs of diabetics who currently visit with multiple specialists. Peer support groups, information seminars and long-distance monitoring could replace many individual doctor visits. These new types of services hold the most promise for long-term cost reduction and quality of care improvements. 

1.4 Respect for economic and federal constraints

... Can New Mexico reform healthcare without hurting the economy or various groups?
►
The New Mexico Health Choices proposal keeps New Mexico competitive, thanks to sensible benefit structures and careful balancing of healthcare funding sources.
Keeping economic balances intact

The New Mexico Health Choices proposal is designed so that healthcare cost allocations do not change overall. 
· The contribution of volunteering employers is spread among all employers through a payroll tax. 

· The amount paid by employees through their share of premiums and individually purchased coverage is spread among all New Mexico residents through personal income and sales taxes. 

· The amount paid by patients in the form of deductibles and co-pays does not change significantly because benefit proposals will be similar to those offered by employers today. 

· The amount currently paid by New Mexico taxpayers for Medicaid and other healthcare services is still collected through the state’s general fund.

· The amount currently paid by the federal government for Medicaid in New Mexico is increased by 8-10% as the state can now fully fund its share of the cost for Medicaid-eligible populations, but this will be at least partially offset by reduced federal grants for the uninsured.

As a result, the overall competitiveness of the state will not be affected. In fact, it may be improved because costs for businesses that hire highly qualified workers would be reduced.
Medicare

Medicare is a federally funded program which covers Americans over 65 years old. Medicare recipients would keep receiving their existing benefits, and they would be exempt from paying the Personal Healthcare Contribution income tax.
Medicaid
Medicaid is absolutely critical for New Mexico, so it’s worth briefly explaining how it works. Federally eligible Medicaid populations include children in low-income households, their parents, pregnant women, individuals with disabilities, and low-income seniors 65 or over. The program varies widely from state to state: each state has control over exactly which populations are eligible, income cut-offs, benefit levels, cost sharing, enrollment procedures, and the amount of funding dedicated to the program. The federal government contributes an amount which is equal to Medicaid spending by the state, plus enrollee cost sharing, multiplied by a factor depending on per capita income in the state relative to the nation. 

In New Mexico, the federal government contributes 74.3% of the costs for adult enrollees, and an enhanced 82.01% of the costs for children’s health insurance (SCHIP). It’s one of the four highest federal contribution rates in the country, averaging $3.38 federal dollars for each state dollar. Utah gets $3.04, Arizona gets $2.46, Texas gets $1.88, while California and Colorado get the minimum $1.25 for each state dollar
. 

425,000 New Mexicans are currently enrolled in Medicaid
. In FY 2005, the state expects to spend $585 million on Medicaid, and to receive $1,979 million in matching grants from the federal government. This is a total of over $2.6 billion, up from $2 billion in FY 2003 and $1.5 billion in FY 2001. 
How is this a good thing? First, Medicaid covers healthcare services for low-income families who, when uninsured, are unable to pay. This keeps many providers afloat, especially in rural areas of the state. Without Medicaid, half the population of New Mexico would have no insurance... Second, it is in the best interest of the state to maximize the number of enrollees since the federal government pays for three-quarters of their medical insurance. Third, Medicaid is the single best economic development tool in New Mexico. When the state spends $1 on Medicaid, it produces $5.68 in economic activity and income for New Mexicans
: the state even gets back $0.31 in increased tax revenue
. Maximizing Medicaid was the number one strategy recommended by the Governor’s Health Care Coverage and Access Task Force. 
The federal contribution’s basic rate in New Mexico has remained between 73% and 75% for the last 6 years, except when Congress temporarily increased it for all the states by 2.95% for 15 months ending in June 2004. This cutback explains why Medicaid budgets are now reeling nationwide. 

Note that Medicaid growth due to additional enrollment is “good growth” for the state since it reduces the overall cost of health insurance for New Mexicans. There are legitimate concerns about some “bad growth” in spending for existing enrollees in areas such as over-utilization, drug costs, long-term care costs, fraud, expensive modes of care, lack of prevention, etc. We do not deny the need for reasonable cost control measures to address those problems, which incidentally affect both Medicaid and privately funded healthcare.
Currently, state budget constraints and bureaucratic obstacles are limiting Medicaid enrollment in New Mexico. These constraints can be eliminated when healthcare funding and enrollment are consolidated. The governor’s health care task force estimated that 54,000 eligible children and 40,000 parents under 200% of FPL are not enrolled. After looking at current enrollment and census estimates of income distrbution in New Mexico, it does seem that 50,000 children and at least 5,500 adults could be added. A very rough estimate of Medicaid Salud! capitations is $2,100 for children and $4,900 for adults (not disabled or elderly). Medicaid costs would increase by approximately $133 million, and the federal government’s contribution would increase by slightly over $100 million. 
More could probably be done. The State Coverage Initiative (SCI), a new Medicaid program for low-wage workers and their families, is slated to start in the summer of 2005. With help from the federal Medicaid administration, it might be possible to integrate and expand that funding as well.
Accommodating special groups

More study remains to be done to see how the proposal could apply to special groups:

· Active and retired military

· Federal government employees

· Indian tribes
· Public and private retirees with employer-sponsored health benefits

· Union members

· Currently self-insured large employers

However, the system would be flexible enough to allow a range of solutions.
· Some groups can be transitioned into the new system while preserving their current benefit levels, by recalculating cash transfers between the funding source and its beneficiaries. For example, employers may no longer have to purchase health insurance for retirees, if instead they raise pensions by an amount that allows retirees to keep their existing health plan.

· If needed, some groups can be kept outside the general system by exempting employers and/or individuals from all or part of the Business and Individual Healthcare Contributions if they have qualified medical benefits. Maybe individual members of these groups should be able to select which system they want to be a part of. 
Dealing with special groups will require careful analysis and negotiation with the parties involved, to avoid serious potential risks on the system’s financing, costs and political viability.
Part 2. Plan implementation
2.1 Funding
... Who ends up paying for this and how much?
A spreadsheet model is provided separately and allows testing multiple benefit and funding scenarios. Numbers must be taken with caution since different sources offer different estimates of the uninsured population, premium costs, employer vs. individual shares, etc. More work needs to be done to secure valid projections.
In our preliminary estimates, current private insurance premiums payments approximate $2.5 billion and cover 900,000 New Mexicans under 65. Medicaid covers 425,000
 at a cost of $2.6 billion, half of which is for disabled and elderly populations, and there are 365,000 uninsured. Assuming some reduction in premiums from the elimination of cost shifting and significant administrative savings due to universal coverage, covering the entire population under 65, excluding federal beneficiaries, would only cost $0.1 to $0.7 billion more, depending on materialized savings and desired benefit levels
. This means that $2.6 to $3.2 billion in new tax revenues or government savings must be collected to replace private premiums and cover the uninsured.
This section explores a few ways to find these revenues, but is by no means a final answer.

Employer Healthcare Contribution (payroll tax): $1.9 billion
Relying exclusively on payroll taxes to fund healthcare would excessively burden wage earners and labor-intensive industries. The payroll tax must be kept below current healthcare premiums in order to keep New Mexican employers competitive and promote job growth. On the other hand, a reasonable payroll tax allows New Mexico’s income tax rates to remain low, while comparing favorably with the cost of private coverage, thus improving New Mexico’s overall competitiveness.

Imposing a payroll tax per employee-hour mimics employer-paid premium costs better than a payroll percentage tax. It fits part-time and full-time employees equally well. It also avoids discouraging employers from raising wages over time, as a percentage tax might. 
A downside for revenue, that is a potential upside for cost control, is that a flat dollar amount per hour would not automatically increase revenue with rising wages, but only with the numbers of New Mexico’s labor force. It is possible to index the tax annually so that it does follow inflation or wages and avoids tough political battles about raising taxes “manually”. On the other hand, it may be preferable to let business contributions lag, and increase the share of personal contributions over time. Individuals would become more sensitive to health cost issues; and personal income offers a wider, fairer base of financing from many sources, besides only the work of employed individuals.
Businesses react to the payroll tax very differently, depending on how much they are spending for healthcare now. In particular, a few businesses that perceive themselves as having a competitive advantage or satisfying customers with low prices by keeping wages low and not providing benefits find it difficult to accept mandatory new costs, even as low as $1.00 per hour ($2,080 per year FT). However, recent debates about minimum wage increases around the country have introduced the idea, and shown that such mandatory increases can sometimes be successfully enacted and seem to have positive economic effects. Also, it can be argued that those low-wage businesses will see a good part of the hourly increase compensated by reduced turnover and better-quality job applicants.
Still, the current situation is that less than half of very small businesses provide benefits, while almost all employers wth over 100 employees do. A payroll tax using a uniform rate would result in very large savings for big companies, and a collectively large cost increase for small businesses, which could prove unpopular as well as a dampener on job growth in rural areas. This proposal recommends a tiered contribution system based on company size. 
Federal government employees and the military are assumed to be excluded from the proposed changes to healthcare financing, unless specific input from them can be obtained. State and local governments are subject to a per-hour “tax”. Their tax amount is higher so that unlike private businesses which should see significant savings, state & local governments’ healthcare contributions are almost the same as they are today. It allows us to draw on the portion of their general funds which is already dedicated to healthcare, without re-engineering all other taxes and inter-government transfers. A secondary benefit of this tax is that it does not make government labor appear cheaper than private labor – it offers a very slight incentive to use private contracts.
Figure 1 –  Tiered payroll tax structure

	Type of employer
	Number of employees (March 2005)
	Hourly rate
	Revenue using est. 2006 hrs worked
($ million)

	Federal government
	29,100
	$0.00
	-

	State government*
	70,400
	$1.50
	196

	Local government*
	104,700
	$1.50
	327

	Government subtotal
	204,200
	
	524

	Agriculture
	11,966
	$0.75
	16

	Self-employed unincorp.
	68,934
	$1.00
	130

	Private non-profit
	47,269
	$1.00
	96

	For profit < 20 employees
	166,620
	$1.00
	328

	For profit 20-49
	108,198
	$1.00
	213

	For profit 50-99
	80,252
	$1.00
	158

	For profit 100-499
	51,250
	$1.15
	116

	For profit 500-2499
	36,632
	$1.30
	94

	For profit 2500+
	104,679
	$1.30
	268

	Business subtotal
	675,800
	
	1,418

	Total
	
	
	1,942


* Note: different data for state/local hours worked shows expected revenue from governments lower by $53 million.
Besides rating for size, another potentially useful and popular measure could be a short-term rate reduction (3 months) for newly established businesses – although its cost needs to be evaluated.

Optionally, payroll tax rebates could be used to give employers incentives to implement workplace wellness initiatives. For example, on-site fitness activities or facilities; relaying an email newsletter on health matters; allowing employees to attend CPR and other training. That could truly improve preventive healthcare for employees and reduce health costs overall.

Personal Healthcare Contribution (income tax): $0.65 billion

The state’s Personal Income Tax is estimated to bring in $1.0 billion in FY 2005 with progressive rates ranging from 1.7% to 6%. Governor Richardson made it a priority to reduce the top personal income tax rate. It is being cut from 8.2% in 2002, down to 4.9% in 2008. It is a competitiveness issue for the state: Texas and Nevada do not have statewide personal income taxes, Colorado has a single rate of 4.63%, Arizona has progressive rates from 2.87% to 5.04%. If PIT rates are reduced, wealthy retirees and successful professionals may become more attracted to New Mexico, generating more economic development.
However, it is equally important to get individuals to contribute to healthcare costs through some type of income tax. An income tax offers the following benefits:

· Proportional contributions. With property taxes, sales taxes and traditional healthcare insurance premiums, the less one earns, the more one must pay as a percentage of his or her income. 
· Contributions from all types of income. Wages and salaries only account for 75% of personal income in New Mexico: 25% of New Mexicans’ income consists of pensions, rents, interest, dividends, capital gains, etc. It’s important to get a contribution from all sources of revenue, so that workers are not unfairly burdened with everyone’s health costs. It also ensures that collections won’t suffer when the share of business income, early retirement pensions and investment income grows in our economy.
· Neutrality regarding household expenses. With sales taxes, taxpayers are punished for spending money on needed goods and services instead of purchasing real estate, investment securities or internet products.
· Low correlation with short-term economic fluctuations, which helps weather recessions.

A new income tax dedicated to healthcare funding is created, called the Personal Healthcare Contribution.This helps outsiders differentiate between general state expenses and healthcare benefit funding, and helps legislators separate healthcare from other state funding debates. Medicare recipients, the military, federal employees, and any other groups which do not participate in the new state benefit system are exempt from the tax.

Beyond that, there are several design decisions to be made about this tax. 

The most critical issue is that of the tax basis. Our view is that the proportion of personal income that is actually subject to the tax rate, should be as close to 100% as possible. First, that makes it possible to keep the tax rate low, which is more palatable politically and attractive for economic development. Second, it makes it clear how much we are actually paying. Third, it makes the state less vulnerable to changes in the federal income tax laws, which have been allowing more and more exemptions over the last years and decades. 

Most importantly, it is a question of what we are taxing and why. Strangely, how much income tax we pay these days has little to do with how much income we get: it has much more to do with where we get the money, and how we spend it. Do we get money from working at some job, operating a small business or winning the lottery? It is taxed. But do we get money from an inheritance, from pensions and retirement accounts, by holding mutual funds or buying and selling stocks? It is not taxed, or not taxed nearly as much. Do we spend our money at the supermarket? It is taxed. Do we spend it on buying expensive homes and paying high property taxes, abundantly giving to local charities, on college education, retirement accounts, medical goods and services, or many other exempted uses? Then it is not taxed. Marginal tax rates are no longer close to predicting how much tax we really pay. Exemptions, deductions and refundable credits have transformed the federal income tax into a tool used to influence the decisions we make in almost every area of our life: marriage and children, home, business, investments, vehicles… and political elections.
What this proposal is looking for, is simply a means of funding healthcare according to people’s ability to pay, not a way to amplify the rewards of certain forms of wealth and lifestyle choices. Like Social Security contributions, our ideal healthcare contributions would be clear and straightforward; unlike them, they would be based on all forms of income, rather than just wages. More research is needed to figure out exactly how to assess total personal income. Federal tax returns do not show total personal income (even the “total income” line excludes several types of income), and the IRS does not publish statistics that would allow us to precisely estimate revenue potential based on total personal income. 
Therefore, our revenue model is only able to show scenarios based on Adjusted Gross Income (AGI) and on Taxable Income. The difference is already striking: per IRS statistics in 2002, AGI in New Mexico was $28.9 billion and Taxable Income was $18.4 billion (64% of AGI). Another IRS analysis suggests that the reported AGI may have only been 60% of total personal income at the national level in 2002, which means that federal taxable income, in aggregate, might be as low as 38% of total income
. In other words: the federal income tax collection represented 17.3% of taxable income in 2002 in New Mexico, but the same revenue could have been obtained by collecting 11.0% of AGI or perhaps as little as 6.6% of total personal income.
The other question when designing this new income tax is whether to make it progressive or proportional, and capped, floored or qualified. 

We propose a single proportional rate of 3% of adjusted gross income. It is not assessed on taxable income above $100,000 (indexed for inflation), so that no household has to pay more than $2,750 per year for health benefits. Estimated contributions are shown below by income category, based on Internal Revenue Service data for tax year 2002 in New Mexico.
We don’t want to ask most families to pay more than they do now if they have health insurance. Our proposed guideline is the average employee share of healthcare premiums: $3,000 for family coverage this year.

Figure 2 –  Average Personal Healthcare Contribution by Income Category

	Adjusted Gross Income
	Number of filing households in NM
	Average Adjusted Gross Income
	Average Taxable Income
	Number of filing households in NM with taxable income
	Yearly Contribution for Average Taxable Income

	< $20K
	363,056   
	$8,124 
	$5,532
	130,273
	$152.14

	$20K -> $30K
	123,182   
	$24,670 
	$14,996
	            92,591 
	$412.40

	$30K -> $50K
	139,812   
	$38,909 
	$25,333
	          128,223 
	$696.66

	$50K -> $75K
	91,317   
	$61,095 
	$41,967
	            90,344 
	$1,154.09

	$75K -> $100K
	43,361   
	$85,855 
	$62,129
	            43,233 
	$1,708.55

	$100K -> $200K
	36,026   
	$130,027 
	$99,151
	            35,978 
	$2,726.66

	> $200K
	8,097   
	$429,149 
	$365,595
	              8,078 
	$2,750.00


The Personal Healthcare Contribution would bring in roughly $400 million.

Gross Receipts Tax increase: up to $0.30 billion (not recommended)
In 2005, the New Mexico Gross Receipts Tax (NMGRT) is estimated to bring 36% of state government revenues in New Mexico, or $1.5 billion. Raising the statewide sales tax rate from 5% to 6% could yield $300 million. The new sales tax rate in Albuquerque (7.75%) would still be comparable to those in Phoenix AZ (7.4%), Tucson AZ (7.6%), San Diego CA (7.75%), Los Angeles CA (8.25%), Denver CO (7.2%), Las Vegas NV (7.5%), and Austin/Dallas/El Paso/Houston TX (8.25%).
The Gross Receipts Tax offers the following benefits:
· A wide tax base that benefits from purchases by tourists and visitors, federal installations, and households with no declared or taxable income.

· Prompt payment computed and paid on a monthly basis.
It has the following drawbacks which ultimately lead us to recommend against using it if possible:

· Sales taxes unfairly impacts low- and middle-class families because they spend more of their income on taxable items. High-income households are not taxed on purchases of real estate, stocks and bonds. 

· A higher sales tax rate will encourage consumers to buy more from the Internet, which hurts local retailers.

· Raising the sales tax rate would be a third tax on top of Business and Individual Contributions, and it may be one too many. It is guaranteed to be strongly opposed by a variety of political organizations. It even goes against lobbying efforts by business groups to exempt more medical services and reduce tax pyramiding in business-to-business transactions.

Instead of raising the sales tax rate, we would recommend that the state increase its national lobbying effort to better tax Internet sales and/or look at ways to better enforce the existing 5% compensation tax theoretically due on imported merchandise.
Savings on state government spending for the uninsured: $0.06 billion

The New Mexico Department of Health, CYFD, other agencies, city, tribal and county governments administer hundreds of miscellaneous health programs. Some are for public health study and enforcement, some for schools and prisons, others fund public health facilities, help hospitals provide care for the uninsured, buy healthcare services for targeted populations, even study the uninsured. The state spends $610 million, counties $110 million on these programs
. Various federal grants, plus Indian Health Service funds and hospital subsidies total $640 million. The amount spent by cities and tribes has not been compiled. 
Savings will take time to identify and implement. Until better data can be gathered, this proposal estimates that only 10% of the amount spent by the state, or $61 million, can be redirected to the healthcare funding pool. A very aggressive push to analyze and cut these programs might reveal additional free funds which could reduce the need for new tax revenues for several years after the implementation of our reforms. Conversely, federal grants in those programs may also be cut, reducing revenues for the state and many private organizations, unless those grants are completely analyzed and renegotiated if needed. However, New Mexico may have an opportunity to present itself as a pilot program and should ask for special help for the transition period from the federal government and private foundations.
Counties have had very different approaches and effort levels regarding healthcare. It is expected that they will redirect their healthcare spending to other purposes or cut local taxes, rather than give that money to any state funds. 
Savings on government employees’ health insurance: $0.04 billion
The state currently spends an estimated $4,370 for each full-time employee
. Under a new payroll tax of $0.95/hour, they would only spend $1,976 for each full-time equivalent position. That means saving $83 million per year, or 48%, on health insurance costs for current state employees
. Local governments would save an additional estimated $130 million per year. Up to $60 million more might be saved on government retirees’ medical benefits
.
Other government revenue sources?
The temptation to reduce income, payroll and sales tax rates will always be strong, because they are highly visible and can be compared from state to state. Legislators could come up with other funding mechanisms that are not so obvious.
Some, such as taxing tobacco and alcohol, and restoring the taxation of capital gains, can be quite legitimate. Their revenue potential is fairly limited, however. A doubling of the tobacco tax would increase the cost of tobacco products by 27% and yield $37 million; a quadrupling of the tax on alcohol would increase the cost of beer, wine and liquor by 26% and yield $67 million
. Of course increases of that magnitude are very unlikely to pass. Repealing the 50% capital gains exemption scheduled to take effect in 2006 could yield $26 million
.
Revenue from current high oil and gas prices, while it may safely cushion unexpected bumps in the initial transition period, cannot be counted on for the long term – it would lead to highly unstable funding and a sure crisis down the road. Increasing property taxes might look appealing because they are much lower in New Mexico than everywhere else. However, not only are property taxes regressive overall, they subject taxpayers to arbitrary rulings from their local property value assessors, and they hurt long-term residents of areas with skyrocketing real estate prices. Besides, these taxes don’t automatically adjust and grow according to economic conditions as income, payroll and sales taxes do.
In our opinion, it is preferable to allocate costs in a straightforward way so that taxpayers feel a shared sense of responsibility towards healthcare expenses.
Optional premium complements paid by individuals: $0.10 to $0.20 billion
Some portion of the population will be willing to pay an extra monthly premium in exchange for better benefits than their voucher will allow. For example, individuals may choose plans with their preferred providers or lower deductibles. Employers may help employees upgrade their benefit plans by giving them a one-time raise or a special cash allowance. Some portion of the Medicaid population, above a certain income level, may be required to share in the cost of premiums in order to obtain the comprehensive Medicaid benefit package.
Not knowing what insurance products will be offered or how consumers will react, ballpark estimates may range from $50 million (20% of the non-disabled Medicaid population and 30% of others paying $10/month in extra premium sharing per person on average) to $350 million (40% of the Medicaid population paying $25/month and 75% of others paying $30/month on average). The most likely range seems to be $100 to $200 million.
2.2 Procuring insurance
... How should the state obtain insurance proposals?
Getting bids for special services
Some services are provided by health professionals outside the main medical provider networks, and may require more judgment calls in determining medical necessity. Many HMOs and other insurers do not have the expertise or provider relations required to offer those benefits effectively. Also, consumers often overlook benefit levels for those services, when they are mixed in with a medical policy. To maximize choice and fair competition, the state should allow patients to choose from the best specialized plans for: 

· Dental services;

· Vision services;

· Behavioral health services including mental health, counseling and substance abuse treatment. 

Vision and dental benefits are often bought separately by large businesses today. Behavioral health is carved out less frequently, but it is expensive and difficult to manage. The state’s Medicaid program has recognized this, and is in the process of transferring behavioral health to a new entity separate from their Salud medical payers. The lessons learned in that bid process should help define parameters for this carve-out as well.
Getting bids for populations with long-term and life-threatening diseases

Patients suffering from expensive long-term conditions generate a majority of the costs. Those costs cannot be arbitrarily cut or determined by revenue numbers only. Establishing a balanced political process to deal with these patients first would be a critical step towards managing a budget and getting costs under control, not to mention providing better care. 
The state should estimate the populations affected by each long-term condition, then evaluate its current fee-for-service payment programs as well as new detailed medical insurance proposals that may include care coordination efforts, specialized integrated providers, drug discounts, support groups, and other best practices. 
Exactly how to manage medically fragile patients remains to be determined: whether they should be steered towards Medicaid programs to benefit from a federal match, encouraged to enroll in a dedicated disease management plan, or if all insurers offering standard benefit plans are required to offer specialized care when needed. In any case, the state should ensure that adequate provisions are made to accommodate these patients. It would also be beneficial to pull these patients out of the risk pool when the actuarial analysis of standard benefit plans is made, by determining a distinct benefit amount for them.

Getting bids for the standard-risk population

With special-needs groups carved out, insurers would have an easier time computing risk and lowering premiums for the general population. The state would improve competition and reduce costs by requesting bids in several cross-cutting categories:

· Service area. There are cost and access disparities in the state: not all insurers may be able to serve the entire market, but the maximum number of plans should be offered in each location. Up to five service areas could be defined and separate bids requested for each, showing in-network providers if applicable. 
· Age. To reflect large differences in spending, premiums could be quoted separately for children up to 18, adults 19 to 39 and adults 40 to 64, for instance.
· Co-insurance level. The state should ask insurers to quote plans for a few deductibles and out-of-pocket maximums. For example, $0/$500, $250/$1000, $500/$2000, $1000/$5000, $2000/$10000. These pre-defined categories would make it easier for consumers to compare the plans they can afford, while still giving insurers a lot of flexibility in setting detailed reimbursement levels.
· Add-on packages. More study could determine the feasibility and appeal to consumers of structuring each offer as a basic medical offering, plus individually priced options. For example, alternative medicine packages; enhanced pharmacy reimbursement; an experimental/high cost treatment package; enhanced travel coverage, etc.

Bid terms and conditions
Regulations should be kept to a minimum in order to attract new bidders and keep costs down. The proposals are expected to match currently available plans in most respects. The only new requirements set by the state should be simple to implement, and have clear competitive, cost or public health benefits. 

· Setting minimum and maximum out-of-pocket costs. Minimum preventive care services should be provided for free, but patients should be responsible for part of all other services, so that they will not casually overuse them. On the other hand, very high deductibles are not effective at cutting costs, discourage people from getting care, and may cause collection problems for providers. A low deductible paired with either percentage copays, fixed-dollar copays, or copays that equal the difference between providers’ actual fees and some reimbursement rate, may be most desirable overall. Consumers would decide what options are best for them, but the state should require maximum out-of-pocket costs to be, for example, at least $500 and at most $5000 a year per adult. 
· Requiring data for public health analysis. Insurers could be required to provide quarterly utilization reports based on claims (e.g. aggregate amount paid for each service code in each population group, aggregate number of patients and paid amounts for each diagnosis code). They would allow public health researchers to identify problem areas, prevention needs and opportunities for cost savings. For example, this data could help develop provider information campaigns; ask insurers to reduce reimbursement rates for inappropriate treatments; design prevention campaigns to be conducted in schools and workplaces; point out the need for new or specialized facilities in underserved areas. It would also be aggregated and sent back to insurers to help them refine their bids the following year.
· Setting uniform penalties for costly behavior. For instance, a penalty for missing doctor appointments; the premium surcharge for smokers; a claim processing charge for providers who do not submit electronic claims; an interest rate for insurers who don’t pay claims within 15 or 30 days, etc. Other incentives are possible in theory but may prove too controversial, such as a premium reduction for healthy weight, increased cost sharing in case of repeated sport injuries, or charges for the inappropriate use of emergency rooms. 
· Requiring insurers to process new enrollees in less than a week using a simple standardized electronic procedure: for example, a text listing of enrollees with names, addresses, dates of birth, etc. There is no need for insurers to obtain medical history, income level, employment data or family status anymore.
· Limiting the amount spent by insurers and affiliated providers on advertising. The pharmaceutical industry spends 14% of its revenue in media and direct marketing efforts, that must absolutely be prevented for the insurance industry. Marketing activities would be capped at a certain amount for each potential plan member, approximately equivalent to 1% of revenue for instance. Up to maybe 1.5% more would be allowed for sponsorship of charitable causes and campaigns with specific public health messages. These sample caps would still allow around $100 million in combined communication budgets for the industry.

· Offering a nurse and pharmacist-staffed 24-hour hotline or helping to pay for one, if it is proved effective at helping patients and saving them some trips to their doctor or emergency room.
· Asking that most health plan administration personnel be located in New Mexico.
2.3 Allocating benefits

... How do we ensure that the state’s health spending stays on budget and is allocated fairly?
Not an entitlement: defined contributions, not defined benefits

It’s important to note first that the New Mexico Health Choices proposal is not an entitlement program. An entitlement program is one where participants get a pre-defined benefit, which is not correlated to program revenues. Over time, program costs usually outpace revenues, which means that painful legislative action must be taken to raise taxes, cut benefits, or both.

In this proposal, just as with employer-sponsored health coverage, there would be no guaranteed benefits from year to year. This is unfortunate, but health costs are growing by 7% a year while the economy and tax revenues are only rising by 3% a year. Instead, the state would be asking the same question that every business employer does today: given our revenue forecasts, how much medical insurance can we buy this year?

There are also some new elements that the state should take into account when it takes responsibility for covering all New Mexicans, plans for future expenses and tries to get some costs under control. What follows is a proposed budgeting and allocation process, step by step.

Prudent budgeting, long-term reserves and investing in healthcare
Long-term growth in healthcare spending is assured, thanks to the marketing of new technologies, the aging of our population, and increased obesity rates. Tax revenues are not perfectly assured, they go up and down along with economic activity in the state. The state of New Mexico has an investment fund that generates 12% of its general fund revenues, helps absorb the impact of short-term recessions, and reduces taxes over the long term. It would seem prudent to set aside a small percentage of revenues, the savings that should materialize after the first few years of operation, and some of the current oil and gas windfall in order to cover revenue shortfalls and hopefully build a long-term income-generating reserve.

Savings would be counter-productive if they took New Mexico tax dollars and bought national or international securities without any feedback on the state economy. Instead, they should be used as an economic tool for the state as much as possible. One of the safest and most beneficial investment opportunities is in the healthcare sector itself: whether financing specialized disease management clinics, helping practices procure expensive equipment, expanding successful public health facilities, or investing in healthcare information technology. Developing a top-quality, low-cost healthcare infrastructure could be a major growth factor for New Mexico in the race to attract wealthy retirees and some of their families. 
Better funding universities and student loans to make our medical schools larger and more attractive is perhaps the best investment we could make. It could bring down healthcare costs by helping to reverse the nursing and doctor shortage in the state. It would also bring in students and import dollars from throughout the country, and may help New Mexico in its quest to attract new businesses in the bio-science industry. Finally, it would provide exciting nationwide opportunities for New Mexico’s students, which would likely improve high school and undergraduate school performance.

Allocating dollars between different populations and services
Determining what premiums the state can afford to pay for each population category will be, by far, the most difficult step in the entire process. It’s not simply about numbers. It’s about how much will be spent to give patients with terminal illnesses the best possible care, versus helping those with drug addictions, versus providing affordable dental and medical care for the vast majority of New Mexicans. Thankfully, the government will be shielded from making the gritty decisions that single-payer systems have to make, such as allowing or denying certain drugs, organ transplants, lengths of stay, setting reimbursement levels, etc. That’s up to insurance companies and providers, who also have some leeway in looking at patients on a case-by-case basis.
At the state level, a simple spreadsheet model will show population estimates in each category, along with the cost of their cheapest comprehensive plan (the maximum benefit provided to low-income individuals). Regulators will adjust variables such as the minimum benefit provided to higher-income households, the implicit tax rate at which benefits are reduced, and if necessary negotiate with insurers and/or providers to reduce the cost of disease management and comprehensive policies. The process is complete when the total cost matches revenue forecasts minus the reserve allocation, without drastic changes in coverage for any one group. Legislators will then amend or approve the proposed solution in an annual special session shortly before enrollment begins.
Figure 3 –  Sample budgeting sheet outline (simplified, with dummy numbers for illustration)
	 
	Population count
	Population under 100% of FPL
	Yearly cost of comprehensive coverage per capita
	Yearly cost of minimum coverage per capita
	Minimum benefit
	FPL cutoff
	Total estimated cost (million)

	Cancer
	          100,000 
	               20,000 
	$10,000 
	$8,000 
	$10,000 
	250%
	                     920 

	Diabetes
	          150,000 
	               75,000 
	$6,000 
	$3,000 
	$4,000 
	250%
	                     825 

	Heart disease
	          200,000 
	               50,000 
	$5,000 
	$1,500 
	$2,000 
	250%
	                     775 

	Physical disability
	           50,000 
	               40,000 
	$6,000 
	$3,000 
	$5,000 
	250%
	                     290 

	Behavioral services
	       1,500,000 
	              400,000 
	$500 
	$100 
	$300 
	250%
	                     640 

	Dental services
	       1,500,000 
	              400,000 
	$200 
	$100 
	$100 
	250%
	                     245 

	Vision services
	       1,500,000 
	              400,000 
	$150 
	$100 
	$100 
	250%
	                     198 

	Standard medical (0-18)
	          500,000 
	              200,000 
	$1,600 
	$1,000 
	$700 
	250%
	                     665 

	Standard medical (19-44)
	          300,000 
	               70,000 
	$2,400 
	$1,600 
	$1,100 
	250%
	                     635 

	Standard medical (45-64)
	          200,000 
	               40,000 
	$3,000 
	$2,000 
	$2,100 
	250%
	                     528 

	Total cost:
	 
	 
	 
	 
	 
	 
	                  5,721 


Allocating benefits according to household income
Both social and practical concerns lead us when linking benefits and income. The poorest portion of the population cannot afford to pay for hardly any of their healthcare costs, so their benefits must be comprehensive, or providers and taxpayers will continue to suffer. Thus the maximum benefit is determined for each population category by identifying the cheapest policy with no deductibles and low co-pays. 
At the other end of the scale, we must ensure that higher-income households receive a voucher amount that buys them a decent benefit package, with reasonable coinsurance levels. A new study suggests that when deductibles exceed 5% of personal income or out-of-pocket medical expenses exceed 10% of income, one-third to half of these “underinsured” experience many of the same difficulties in accessing care as the uninsured, including foregoing needed care, facing collection agencies and changing their way of life to pay medical bills
. As a result, the minimum benefit should be selected so that it falls under the 5-10% guideline. For example, it might afford a policy with a $1000 deductible and $4000 maximum out-of-pocket costs. These criteria would be determined each year during the budgeting process. 
The benefit amount should automatically, smoothly decrease from the maximum to the minimum amount as income rises. As the Rio Grande Foundation explains in their 2003 report “Solutions to the Medicaid Crisis in New Mexico”, reducing benefits when income goes up is equivalent to imposing an implicit marginal income tax rate on borderline-poor families. For every dollar that they earn around the poverty level, they lose more of their earned income credit, food stamps, cash assistance, and healthcare – all this can discourage them from finding work or declaring all of their income. We’ll use a simple linear reduction of benefits to alleviate this problem.
In the example below, we assume that a comprehensive medical package comparable to current Medicaid Salud policies costs $4,500 for an average adult. This cost is fully subsidized for the very poor (under 100% of FPL). Between 100% and 250% of FPL, an increasing amount of premium sharing is required for individuals to keep this comprehensive coverage. They also have the option of purchasing a medium-deductible, medium co-pay policy and either keeping the remaining cash, or upgrading their coverage. There are as many options as there are insurance proposals on the market. Above 250% of FPL, the benefit amount becomes constant at $2,200: it’s enough to either purchase a medium-coinsurance policy, or buy a cheaper high-deductible policy and put the remaining cash in a tax-free Healthcare Savings Account.

Figure 4 –  Benefit allocation and sample of possible choices according to income level

	
	 
	 
	Monthly additional premium required (if positive) or contribution to healthcare savings account (if negative)

	
	Adjusted Gross Income
	Insurance voucher amount
	Comprehensive benefit package
	Medium benefit package
	Catastrophic coverage

	Sample benefit package cost (average single adult) 
	$4,500 
	$2,200 
	$1,500 

	 
	$0 
	$4,500 
	$0
	N/A
	N/A

	 
	$3,000 
	$4,500 
	$0
	N/A
	N/A

	 
	$6,000 
	$4,500 
	$0
	N/A
	N/A

	100% FPL
	$9,000 
	$4,500 
	$0
	N/A
	N/A

	 
	$12,000 
	$3,990
	$43
	($149)
	N/A

	 
	$15,000 
	$3,480
	$85
	($107)
	N/A

	200% FPL
	$18,000 
	$2,970
	$128
	($64)
	N/A

	250% FPL
	$22,500 
	$2,200
	$192
	$0
	($58)

	 
	$24,000 
	$2,200 
	$192
	$0
	($58)

	300% FPL
	$27,000 
	$2,200 
	$192
	$0
	($58)

	 
	$30,000 
	$2,200 
	$192
	$0
	($58)

	 
	$60,000 
	$2,200 
	$192
	$0
	($58)

	 
	$100,000 
	$2,200 
	$192
	$0
	($58)


2.4 Administration

... How does the system work? Can we avoid creating a new level of bureaucracy?
Enrollment procedure

A centralized enrollment system is required to determine the benefit amount allocated to each person as a function of their age and income, and to ensure that everyone gets a single insurance plan.

This system would be very easy to use for enrollees. It would work similarly to the benefit web sites, paper materials and automated phone lines that large corporations make available to their employees. With so many options available in this case, users should be guided towards the medical plans suitable for them. A web-based wizard would ask anonymous users a few questions: age, county of residence, income category, need for long-term disease coverage. It would estimate their benefit amount, ask them what maximum additional premium and deductible they would accept, and offer printable fact sheets for matching health plans.

A secure web-based process would record actual enrollment decisions, validate them against income tax data, then forward them to insurance carriers. It could be used by taxpayers themselves, qualified helping hands, or government staff processing mailed-in applications. This system would be fairly simple to build: it must meet high requirements for security, scalability and reliability, but it is not complicated. Its primary output is a simple listing of new enrollees and cancelled policies, provided to insurers. It could be managed by the state, similarly to the web site that already allows taxpayers to file income and other taxes online. Or, the system could be outsourced to a specialized service provider.
Figure 5 –  Sample screenshot of enrollment web site
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The same database could feed into a centralized online insurance verification and benefit determination tool accessible to medical providers. Currently they routinely have to call insurance companies to verify that their patients are still enrolled, to see if the requested procedure requires pre-authorization and to find out what co-pays they should be asking for each type of service. A centralized eligibility verification tool would be a huge productivity boost for providers and insurers alike. Such a system is already in place for Medicaid enrollees and could probably be expanded easily.
Enrollment calendar

To facilitate budgeting, legislators should define and apply voucher amounts for the whole state fiscal year. Benefit amounts should also be determined mostly based on individual tax returns processed for the previous year. So, for instance:

· Insurers would deposit their offers by March 15; they would be negotiable until April 15.

· Analysts and legislators would work out their budget in a special session ending April 30.

· Benefits information materials would be finalized between May 1 and May 15.

· All New Mexicans would be invited to make their annual benefit choices between May 15 and June 15. Each enrollee must either have filed their income taxes with the state, or signed an affidavit that they do not have any taxable income. Those who don’t sign up would be defaulted to plans based on their benefit allocation.

· Benefit decisions would apply from July 1 through June 30 of the following year.

Other procedures would apply throughout the benefit year. Newly eligible residents could register at any time. Everyone would be allowed to switch plans once during the benefit year, as a penalty for insurers who don’t keep customers satisfied. Every month, an effort would be made to identify enrollees who pass away or move out of state, so insurance payments can be stopped. Families who suddenly lose a significant amount of income could apply to get increased voucher amounts.
Procurement and payment

No big government entity is required to make this system work. A small number of experienced benefit managers, similar to their counterparts in the corporate world, would:

· Write annual request for proposals, validate responses, and identify the most cost-effective offer which would be used as the default choice in each category. 
· Work with public relations specialists to prepare materials that help New Mexicans select their insurance plans. 
· Cooperate with Taxation and Revenue and Department of Health analysts to establish budget estimates and propose voucher amounts, and present their findings to legislators and the Governor’s office. 
Very few support personnel would be needed to handle payments at the state level.

· The benefit amounts allocated to individuals are virtual vouchers enabling them to purchase health insurance through the state’s enrollment web site. They would not result in checks being mailed to taxpayers. Instead, the health insurance carriers selected by enrollees would receive weekly or monthly consolidated payments directly from the state. 
· Individuals who select high-deductible plans that cost less than their voucher amount, would receive a monthly cash balance through automatic deposit. 
· Individuals who select plans that require premium payments above their voucher amounts, could pay the difference upfront through the state’s web site, opt for monthly billing by the insurer, or let their employer withhold the appropriate amount for them, if their employer allows it.
· At the insurer and provider levels, claim administration processes would largely be left unchanged. Providers would submit standard invoices and receive payments just as they do today. Patients would still pay providers directly for any deductibles and co-pays.

Conclusion
The current system is fast moving out of control:

· Employers feel taken hostage by insurance companies raising premiums 10% to 15% a year.

· Employees and patients are struggling with a rapidly growing share of the costs.

· Government and taxpayers worry about ever-expanding Medicaid and other healthcare budgets.

· Providers fear that as the private insurance market shrinks and government subsidies cannot keep up, uncompensated care will drive them out of business.

The New Mexico Health Choices proposal does not address all the factors that provoke the long-term rise in health spending. In an aging society with higher expectations from health technology, we are guaranteed to see health costs grow for decades to come. Other cost control initiatives are needed. 

However, the current crisis does not stem from growing costs, as much as from a broken healthcare financing system that does not allocate costs correctly. 
· Almost half the population which should have private insurance, does not. The cost of their care is reverberated erratically on a shrinking number of volunteering private insurance buyers, a patchwork of government programs, increasingly stressed providers and the unfortunate patients themselves. By requiring everyone to participate and providing universal coverage, we can reduce insurance costs, spread them more evenly; and regain a great measure of fairness and control.
· By moving away from employer-purchased medical insurance, we are also placing benefit decisions and more financial responsibilities where they belong: individual health consumers. Increased choice will bring increased competition and innovation in insurance products. As consumers become more educated and cost conscious through a variety of initiatives, we will eventually get better healthcare for our money.
New Mexico Health Choices can be implemented in our state because it is affordable and relatively easy to setup. It really benefits individuals, businesses and providers, and it’s much more likely to succeed than other reform proposals. 
Please offer your support. With your help, it can really happen! 

Visit www.nmhealthchoices.org or email info@nmhealthchoices.org for more information and ways to participate in The New Mexico Health Choices Initiative.
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