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January 1993

Ewald Busse, MD
President
North Carolina Institute of Medicine

Dear Dr. Busse:

In 1991, the North Carolina Institute of Medicine convened the Health Access Forum
to reach a consensus on how to address the serious problem of inadequate access for
two million uninsured and underinsured North Carolinians. Enclosed herewith is the
proposal developed by the Forum.

This proposal outlines a fundamental restructuring of the current health delivery
system that we believe merits serious public discussion and debate. To agree on this
proposal, Forum members have had to make hard choices and compromise strongly
held positions. This proposal is not perfect and no Forum member agrees with every
detail of this report. However, members who believed that action is critical and
further public discussion and debate essential refused to allow their personal vision
of how to reform the system get in the way of arriving at a consensus.

We strongly believe that action is needed on this critical issne. Our State's leaders
face a fundamental choice: we can continue to delay action and hope that the federal
government intervenes before things reach a crisis or we can take the courageous
steps needed to reform the system. We hope that the Institute of Medicine can use
the Forum proposal as the rallying point for a political consensus on how to achieve
universal coverage at an affordable cost.

All of the Forum members felt honored to be selected for this task. We have
worked diligently and learned much from the experience. We hope that this report
is worthy of the trust you put in us. I think I speak for all Forum members in stating
that we are ready and willing to do our part in the months ahead to assist the
Institute in forging a public consensus on this issue.

Sincerely,

William C. Friday
Chairman






FOREWORD

The Health Access Forum was convened under the spomsorship of the North
Carolina Institute of Medicine. The North Carolina Institute of Medicine is an
independent, non-profit corporation chartered in 1983 by the North Carolina General
Assembly. Its mission is to seek constructive solutions to statewide problems that
impede the improvement of health and the efficient and effective delivery of health
care for all citizens of North Carolina. The problem of access to health care is a
major health policy concern of the Institute. Consequently, a Health Access Forum
was convened in order to build a consensus solution to this problem.

The Forum is a component of a project supported by the Health Care Division of the
Kate B. Reynolds Charitable Trust and The Mary Norris Preyer Fund. The project
was preceded by a study and the 1989 Task Force report Strategic Plan to Assist the
Medically Indigent of North Carolina.

The Forum brought together a distinguished group of leaders from across North
Carolina, representing business, State government, labor, consumers and the health
care industry to develop a proposal that would ensure that all North Carolina citizens
have access to a high level of quality health care at an affordable cost to their
families. This report presents the Forum's proposal.

The Process

The Forum was appointed early in 1991 and met for a total of 15 meetings of the full
Forum between June 1991 and January 1993. At the first meeting, the Forum
established an early consensus on two goals: first, that all North Carolinians should
have access to some minimum essential level of health coverage and second, that the
issue of costs be addressed. Throughout its deliberations, the Forum saw no way to
separate the access and cost issues. The early meetings were designed to explore the
nature and size of problems in health care access and costs. These meetings also
were used to solicit Forum input regarding issues of importance. Subsequent
meetings reviewed solutions being debated at the national level and in other states.
Subsequently, the Forum broke into subcommittees focussed on benefits, cost
containment and structure. These subcommittees held a number of meetings
designed to hammer out conclusions that could be debated within the larger group.,
To reach consensus, the Forum used a process of structured mediation, with the
Dispute Settlement Center of Durham providing facilitation services at each meeting.
To obtain the information needed to reach consenus, the Forum relied on a
combination of technical assistance provided by Duke University Center for Health
Policy Research and Education and outside testimony from selected individuals.




The Participants

The Forum is honored that William C. Friday, President Emeritus of the University
of North Carolina, agreed to serve as chairman of the Forum. Dr, Friday's skillful
leadership, wisdom, humor, and keen sense of political realities were essential
ingredients in getting the Forum to reach a consensus,

The Forum includes leaders in health care, business, labor, government and the
general public. Apart from the knowledge and experience that many of these
members brought to the Forum, all members invested an enormous amount of time
and energy in this effort. Cliff Cameron, Duncan Yaggy, Ulysses Bell and Barbara
Matula all performed skillfully as chairman of committees designed to obtain Forum
suggestions for issues to be addressed. These committees later were superseded by
committees focussed on working through the details of the Forum proposal. As
chairman of the Structure Committee, Lanty Smith skillfully steered the Committee
through some very difficult decisions and was also instrumental in helping to craft
what became the core of the Forum's final recommendations regarding system
reform. As chairman of the Cost Containment Committee, Alex McMahon used his
considerable experience and hard-headed realism to bring that group to closure on
a dozen recommendations focussed on a myriad of complicated issues badly in need
of attention. As chairman of the Benefits Committee, Frank Daniels and his
occasional substitute, Duncan Yaggy, both performed ably in getting the Committee
to perform the difficult act of balancing benefits versus costs. Dr. Yaggy also was
instrumental in prodding the Forum to consider seriously alternatives to incremental
reform.

The Forum benefitted from the testimony of numerous individuals, including Nancy
Winter, an uninsured worker who described the plight of being without health
coverage; Jim Garrison, Comptroller, Brame Specialty Company and Bob Crumley,
Vice President for Personnel, Boddie-Noell, Inc., who both described the coverage
offered to their employees. Thomas L. Speros, M.D., Chairman of the Health Care
Manpower Task Force, North Carolina Academy of Family Physicians, described the
barriers in getting an adequate supply of primary care physicians, particularly in rural
areas. Nancy Bres-Martin, Chairman of the Task Force on Access, North Carolina
Hospital Association, summarized the Task Force proposal for universal access.
Although they were not members, the Forum benefitted from the insights of two
representatives of the North Carolina Institute of Medicine who attended nearly
every meeting: James Davis, M.D., Chairman of the Board and Ewald W. Busse,
M.D., President.

Behind the scenes, the Forum benefitted considerably from the expertise of
numerous other individuals. Chief among these were Doug Bray, of Jefferson-Pilot
Life Insurance Company, whose knowledge of small group reform legislation, benefits
design and other issues was extremely useful in developing the Basic Health Benefits
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Package. Tom Rose and Randy Ferguson generously offered the assistance of their
actuarial people in developing rates for this Package and the Forum is indebted for
many hours of effort provided by a) William W. Blanton, Director of Actuarial
Services, Blue Cross and Blue Shield of North Carolina and members of his staff,
including Larry Morris and Tom Mclnteer; b) Edward W. O'Neil at Jefferson-Pilot;
and ¢) Anna Lore, Health Plan Manager, Kaiser Foundation Health Plan and her
assistant, Harry Kaplan, who also provided very useful information regarding
managed competition proposals in other states.

This project could not have been completed without the help of many individuals in
~ various State agencies. Several members of the Division of Medical Assistance have
been very helpful in obtaining accurate estimates of the costs of Medicaid expansions,
including Daphne Lyon, Director of Planning, Patsy Slaughter, Teresa Shea and
Allen Gambill. Nicole Underwood, Patty Soule and Sharon Wiwel, of the Tax
Research Division, North Carolina Department of Revenue, all were very helpful in
supplying background information on revenue estimates. L.W. Cannady, Alternative
Health Care Administrator, North Carolina Department of Insurance, provided
current information on the HMO service areas in North Carolina. In addition, the
Forum has benefitted from information supplied by a number of different state
agencies and individuals too numerous to mention. These agencies include the
Office of State Budget and Management, the State Library, the Office of State
Planning, the Office of Rural Health Services, the Department of Environment,
Health, and Natural Resources and the Local Government Commission.

Staff support came from numerous quarters, and the Forum was fortunate that
meeting logistics and preparation of meeting minutes were in the able hands of Dina
Grinstead, Secretary, North Carolina Institute of Medicine. Michael Wendt had a
thankless task in trying to build consensus among a very independent-minded group
of individuals. He was ably assisted in that effort by several individuals who, at
various times, served either as facilitators or recorders for committee meetings.
These include Patricia Fischer, Gwendolyn Gardner, Ed Magar, Brenda Merrell,
Lena Steinfeld, Janice Williams and Lynn Williamson. The Forum benefitted from
research assistance provided through Duke University's Center for Health Policy
Research and Education. This effort was directed by Christopher Conover, who
received excellent support from Barry Nocks, Marc Dillard, Ted Ebel, Seldon Hardin,
Samantha Mackey, and Kevin McGee. Stan Paskoff, assisted by Jane Terrell, did an
excellent job in computer programming needed to pull up-to-date estimates of health
coverage in North Carolina from Current Population Survey tapes. Janice Holmes
provided countless hours of secretarial support for the Center's Forum initiative. Kay
Miller has performed an invaluable service in doing public relations work on behalf
of the Forum. The final draft of this report also benefitted immensely from the
editorial assistance provided by the UNC Press.
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EXECUTIVE SUMMARY

OVERVIEW

The Health Access Forum offers for discussion and debate a major restructuring of the
State's health care system. The Forum proposal provides for: universal access to basic
health services; controlling costs by encouraging competition among organized delivery
systems which integrate financing and delivery of care in ways that promote quality and
minimize costs; specific reforms and cost reduction measures in such areas as conflict
of interests, medical malpractice and defensive medicine; greater equity by using tax-
based financing (based on ability to pay) in lieu of premiums. Because the proposal is
such a major departure from the current system, the Forum now seeks reactions from
the people of the State.

The goal is to create a system which ensures that everyone can obtain medically
necessary care in a way that is both efficient and fair. If enacted by the General
Assembly in 1993, universal coverage could be established starting January 1, 1996.

PROBLEMS WITH THE CURRENT SYSTEM

Inadequate Access

This year, more than two million North Carolinians will be either uninsured or
underinsured, putting them "at risk" of being unable to afford needed health services.
The most recent figures, from March 1992, show that North Carclina has more than one
million uninsured on an average day (figures derived on p. 4 of Final Report). Too
often, those "at risk" must defer primary and preventive care. This delay can result in
an adverse effect on their health, and it also imposes a tragic and unnecessary financial
burden on the rest of society when they seek expensive care for conditions that have
gotten worse through delay. Much uncompensated hospital care is medically preventable
or avoidable and could have been averted altogether if the medically indigent had
received more timely and adequate primary or preventive care.

In 1992, North Carolina's citizens spent at least $3.7 billion on care of the medically
indigent. The way in which this huge burden is financed is grossly inequitable (figures
derived on p. 5 of Final Report).

Currently, those North Carolina employers who provide health care coverage for their
employees, the employees themselves, and other insured or self-paying patients are
paying on average at least a 27 percent overcharge to compensate hospitals for patients
who cannot pay or who underpay. By 1996, this "cost shift" is projected to double if
nothing is done to reform the system (figures derived on p. 5 of Final Report).
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This "cost shift" represents a hidden tax or cross subsidy and is highly regressive and
inequitable. In effect, employers who provide health benefits are paying for health care
not only for their employees but also for the employees of their competitors who do not
provide health care coverage. In reality, because of cost shifting, all insured North
Carolinians are paying very large hidden taxes to support health care services for non-
paying and underpaying patients, and all too often those services are being delivered in
an ineffective or inefficient manner. ‘

Excessive Health Costs

The problem of rising health care costs is equally serious: it is impossible to separate the
problem of access from the problem of high and rapidly escalating health care costs.
Historically, in comparison with other states, North Carolina has enjoyed lower-than-
average health care costs, but it appears to be losing that advantage. If current trends
continue unabated, North Carolinians will spend at least 25 percent of their incomes on
health care by the year 2030 (figures derived on p. 7 of Final Report).

The current system is replete with examples of waste and excess: up to 50 percent of
health spending is to cope with problems that are lifestyle-related, and great strides in
holding down costs therefore could be made if people were more responsible about the
lifestyle choices they make. It has been estimated that 20 to 30 percent of all medical
diagnostic and therapeutic procedures performed are unnecessary or inappropriate: they
do not improve our health and in some cases actually harm it. Similarly, the General
Accounting Office has estimated that at least 10 percent of health spending is accounted
for by fraud and abuse, by both providers and consumers. Fraud and abuse include
overcharging by providers; fraudulent diagnoses; billing for services not rendered; and
fraudulent filing of claims by consumers. A similar share is related to spending in the
last year of life: too much is spent on prolonging life in instances where further
treatment might reasonably be regarded as futile and perhaps inbumane. Excess
administrative costs account for at least 3 percent of health spending, and a similar
amount is spent on malpractice premiums and the additional excess cost associated with
defensive medicine (figures derived on p. 9 of Final Report). No system will eliminate
these excessive costs, but the Forum proposal is designed to minimize such waste.

GENERAL PRINCIPLES
'The proposal embodies a set of policy goals and general principles. It asserts:

(1) that all North Carolinians should be guaranteed access to high-quality
health care at a relatively affordable cost;

(2) that health care reform should embody an emphasis on individual
responsibility, consumer cost consciousness, and consumer choice;

(3) that financing should be done directly, based largely on broad-based
taxes and ability to pay rather than indirectly with hidden taxes, cross
subsidies or health status;




(4) that the system should promote the utilization of cost-effective
prevention and early intervention services and should emphasize
personal responsibility for maintaining good health; and

(5) that the financing and delivery of care should be integrated so as to maximize
the cost-effective delivery of high-quality care.

THE FORUM PROPOSAL

Basic Health Care Package

The Forum recommends the creation of a permanent Health Policy Commission, which:
“would make recommendations regarding implementation of this proposed plan;
administer the plan ultimately provided for by the General Assembly; and be an on-
going resource to State government in the area of health care.

The proposal provides for a Basic Health Care Package intended to cover all cost-worthy
medical care that can significantly prevent or cure disease, relieve suffering or correct
dysfunction. This plan would include a modest deductible ($250 per person/$750 per
family) and 20 percent cost-sharing, with reasonable annual out-of-pocket maximums
(81,400 per person/$4,100 per family). Cost-sharing would be income-related so that low
income families would not have to pay an excessive share of their incomes on health
care. All families, regardless of income, would be guaranteed that cost-sharing and
health taxes for essential health benefits would not exceed 10 percent of family income.
To facilitate administration, the system would ultimately include "smart cards" for all
patients, standardized claims, and electronic claims submission.

Covered services would include inpatient and outpatient hospital care; ambulance
services; medical supplies/equipment; therapy services; physician services; 50 percent
coverage of prescription drugs; and full coverage (without deductibles or copayments)
of age-appropriate preventive services, maternity and well-baby care. Some coverage for
chronic/extended care, mental health and substance abuse services also would be
provided. The Health Policy Commission would have the authority to update this Basic
Health Care Package.

Tax-Financed Universal Coverage With Managed Competition

The Forum found no compelling logic for the current employer-based approach to
providing health care other than historical accident and current state and federal tax
advantages which have encouraged this development. Organizing coverage around large
groups does achieve some economies and avoids adverse selection. All of these
advantages can be retained--and, in fact, expanded to the entire population--by
organizing coverage through large purchasing pools and relying on tax-deductible sources
of financing such as payroll or income taxes.

The only practicable means of ensuring universal access at a reasonable cost is to make
health care coverage compulsory. Each year, every North Carolinian would select a
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Community Health Plan (CHP) to join. Individuals would choose among competing
qualified CHPs in their geographic area. Each CHP would deliver services through a
managed care organization (e.g., HMO or PPO), an insurance company, or a group of
health care providers, and would offer, as a minimum, the identical standard package of
State-guaranteed benefits (the Basic Health Care Package). CHPs also could offer
supplemental benefits packages as well (e.g., for dental services).

A Health Insurance Purchasing Corporation (which would be an administrative arm of
the Health Policy Commission) would determine which CHPs are qualified to operate
in a given area. The HIPC, both directly and through large employers, would manage
the enrollment process by providing each family with standardized comparisons of
qualified CHPs in terms of premiums for the Basic Health Care Package, service
availability, consumer satisfaction and qguality of care. The HIPC would provide a fixed
financial contribution to the CHP selected by a family, This fixed contribution would
be based on the premium charged by the lowest priced CHP(s) in a geographic area,
giving plans a strong financial incentive to be the lowest bidder. Families which chose
a plan that costs more than the fixed contribution would be required to pay the
additional amount out-of-pocket directly to their plan.

The economic discipline imposed by competition among CHPs is critical to the success
of this proposal. The suggested package of benefits would be affordable only if care were
managed efficiently by CHPs. Plans which failed to tightly manage utilization and/or
costs would likely be too expensive for most families to want to join. In isolated rural
areas where competition among CHPs did not adequately exist, the HIPC would have
the authority to directly negotiate rates with providers.

The Forum also proposes that North Carolina expand Medicaid eligibility to take
advantage of additional federal dollars that can be used to help subsidize coverage for
the low-income uninsured. However, the State should seek a waiver to allow all
Medicaid beneficiaries to enroll in CHPs along with everyone else. The Health Policy
Commission should have the authority to make recommendations to the General
Assembly regarding any other waivers required to include all citizens in the system. If
and when these waivers are obtained, almost all North Carolinians would be covered by
one, integrated health care delivery system based on the concepts of universal access and
managed competition.

FINANCING

The proposal provides that the current system of premium-based financing be replaced
with tax financing. On balance, the Forum believes that roughly a 50:50 split between
payroll taxes and individual income taxes should be considered as an appropriate way
to finance health care costs in North Carolina. The payroll tax portion ensures that all
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employers and employees contribute something to the system (i.e., 5.0 percent), just as
they now must do in order to support Social Security.

The proposal calls for a 4 percent tax paid by employers and 1 percent by employees.
The portion to be funded through income taxes can be designed to ensure that the
remaining burden is based on ability to pay. All tax revenues for health care will be
placed in a Health Care Trust Fund, whose funds will be administered by the Health
Policy Commission and may not be used for any other purpose than to provide health
benefits to North Carolina citizens.

COST CONTAINMENT

The Forum expects that the proposed system of managed competition will produce
strong pressures to reduce unnecessary costs and reduce future utilization and cost
increases. CHPs will compete fiercely to become the lowest cost, highest quality plan
in order to attract members. The combination of consumer choice and a maximurm limit
on public contributions toward each plan ensures that public costs can be held to
manageable levels, while those who desire additional services or amenities can obtain
them by paying for them directly. However, the Forum also recommends a series of
additional critically important measures that should be taken to contain health spending.

These include steps to encourage health promotion and disease prevention through
- consumer education and efforts targeted at specific groups such as high-risk pregnant
women. The problem of unnecessary medical care would be addressed through actions
to: encourage the development and use of medical practice parameters; reform the
medical malpractice system; and encourage greater use of living wills. More cost-
effective delivery of care would be achieved by steps to expand the availability of
primary care and mid-level providers. Additional recommendations have been made to
combat fraud and abuse and to eliminate unnmecessary administrative costs by
encouraging the development of a system of standardized electronic claims submission.

These measures are imperative if unnecessary, wasteful costs are to be taken out of the
current system. "Business as usual’ must give way to meaningful reform and some
sacrifice on the part of everyone. Not to do so risks a spiraling breakdown in the health
care delivery systern. :

POTENTIAL IMPACT OF FORUM RECOMMENDATIONS

Currently, on an average day, there are more than one million uninsured North
Carolinians. After January 1, 1996, no citizen in our State would be uninsured. If
federal waivers for Medicaid, federal employees, and military personnel are obtained,
all citizens would be covered through Community Health Plans or Medicare. Without
such waivers, roughly three-fourths of the population would be in CHPs.
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The cost to North Carolina State and local governments to expand Medicaid is $195
million a year (figures derived on p. 39 of Final Report). Initially, there will be an
additional cost to cover those individuals who are currently uninsured (since they do not
obtain adequate care in the current system). This additional investment in care for the
uninsured is expected to save 200 lives a year. Moreover, the administrative savings
afforded by pooling coverage, and (over time), the cost controls resulting from managed
competition and the greater use of organized delivery systems should produce savings
that nearly equal or exceed the added costs of covering everyone. These savings are
likely to exceed $550 million a year. Thus, in 10 years, if saved and invested, the
aggregate savings would amount to 37 billion (figures derived on p. 41 of Final Report).
Of equal importance, this proposal would result in the infusion of $363 million in
additional federal dollars into the North Carolina economy, resulting in an estimated $1
billion of new economic activity. On balance, this proposal would pay for itself in terms
of better health and an expanded economy.

CONCLUSION

The opportunity costs for failing to change the health care system are enormous. The
Forum believes that State government, industry, and all North Carolina citizens have
much to gain and little to lose by changing the way in which health care is financed and
delivered. If staying with the current system will cost an additional $7 billion of
unneeded costs during the next decade, the Forum believes that advocates of the status
quo need to justify why it is worth spending those additional amounts and explain what
benefits North Carolina citizens will receive from that expenditure. Proponents of the
status quo also should be required to justify how the economy of our State--which is
already reeling under the weight of medical care costs--will find the additional $7 billion
needed to preserve the status quo. The Forum is well aware that changing the system
will not be easy, but those difficulties pale in contrast to the difficulties of finding an
additional $7 billion during the next decade when we have so many other critical
priorities crying out for attention,

The Forum believes that the time for change has come and that North Carolina should
be one of the leaders among states in showing a cost-effective path to a better and
healthier future for all of its citizens. 1t offers this proposal to that end, believing that
consideration of a forward-looking, universal health care plan, financed by visible and
publicly debated taxes, with sensible cost controls and competition to provide quality
care, is far preferable to the cross-subsidized, Byzantine and ineffectual system which
currently exists. The Forum firmly believes that if we are successful, this progressive
plan could be a key ingredient for future economic development in North Carolina as
the State enters the twenty-first century.
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GLOSSARY OF TERMS

"At Risk"--the medically indigent "at risk" include the uninsured and underinsured. The
uninsured include those who have no public or private third-party coverage for medical
expenses and must pay for all health care out of pocket. The underinsured include the
publicly underinsured (Medicare eligibles who have no supplemental coverage) and the
privately underinsured (individuals with private group or individual health coverage who
have a greater than 5 percent chance of spending more than 10 percent of annual
household income on out-of-pocket health expenses).

Basic Health Care Package--a proposed health benefits package that would be available
to all State citizens. This proposed package covers primary care services (including age-
appropriate preventive care services) and inpatient hospital coverage, along with more
limited coverage for therapy services; chronic/extended care; mental health and
substance abuse services; and prescription drugs. The Health Policy Commission would
have the authority to update this package and to make decisions regarding specific
medical procedures which would be excluded from coverage, based on the best available
scientific evidence.

Community Health Plans (CHPs)--health care delivery plans which meet qualifications
established by the Health Policy Commission. Qualified CHPs must offer the Basic
Health Care Package, but may also market supplemental benefits packages. Qualified
CHPs could be offered by insurance companies, health maintenance organizations,
health care providers, large employers or other organizations which meet qualification
criteria established by the Health Policy Commission {e.g., financial solvency, capacity
to deliver care to plan members and quality of care).

Cost-worthy Care--includes all care for which marginal benefits equal or exceed marginal
costs for people of average incomes in society. In the absence of empirical evidence
regarding cost-effectiveness, a simple test of what constitutes cost-worthy care is to ask
economically self-sufficient people whether they would consider such care to be fair
treatment if they were impoverished and needed such care. This concept is based on
Enthoven (1988) and is consistent with other philosophically derived principles of what
constitutes a decent minimum (President's Commission, 1983).

ERISA--Employee Retirement Income Security Act. Federal statute governing employee

benefits which has protected employers since 1974 from numerous state taxes and
regulations.
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Federal Poverty Guidelines--the official U.S. Government definition of poverty based on
cash income levels for families of different sizes. These income thresholds are updated
each year by the Office of Management and Budget, based on the increase in the
Consumer Price Index. The 1992 thresholds are as follows: 1 person--$6,810; 2 person--
$9,190; 3 person--$11,570; 4 person--$13,950; 5 person--$16,330; 6 person--$18,710; 7
person--$21,090; 8 person--$23,470. Alaska and Hawaii have higher thresholds.

Health Insurance Purchasing Corporation (HIPC)--a proposed administrative body to
be governed by the Health Policy Commission, with responsibility for day-to-day
management of a tax-financed managed competition system. Under policy guidance
established by the Commission, the HIPC would a) determine which plans qualify as
Community Health Plans (CHPs); b) collect standardized data from CHPs; ¢) oversee
annual open enroliment process; and d) monitor plan performance and marketing of
supplemental packages.

Health Policy Commission--a proposed independent "quasi non-government" state agency
whose members would be appointed by the Governor, Senate and House. This
‘Commission would have responsibility for setting policy regarding the on-going
management of a tax-financed managed competition system in North Carolina and
providing recommendations to the General Assembly regarding annual tax rates required
to finance that system and other health matters.

Poor--persons with incomes below federal poverty guidelines (see above).
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I. NORTH CAROLINA RESPONSIBILITY TO ENSURE
UNIVERSAL ACCESS TO ESSENTIAL HEALTH COVERAGE

OVERVIEW

The problem of access to adequate health care is too large to ignore. The situation
affects everyone in our State and imposes a burden that totals billions of dollars. It will
not go away and, if ignored, will get worse. Although we recognize that the issue is
enormously complex and that there are no easy answers, we believe that it is imperative
that State policymakers address the issue now.

The current system is unfair to everyone. The evidence suggests that those with
inadequate coverage receive less than the decent minimum which should be available
to all citizens, although we recognize that there is legitimate room for debate regarding
exactly what constitutes a decent minimum,

The care which medically indigent patients receive typically is obtained through charity
or public programs or financed in part or whole through "cost-shifting"--that is, hospitals,
physicians and other providers are compensated for this care through higher charges
assessed to their charge-paying patients. The resultant distribution of the burden
through cost-shifting is unfair in two ways. First, firms with health coverage subsidize
firms with no coverage or inadequate coverage. When workers without any coverage
leave unpaid bills, firms with coverage (and their employees) pay the consequences
through cost-shifting--in some cases subsidizing their own competition. Second, financing
of cost-shifting, particularly hospital cost-shifting, is very regressive: on average, even
after taking into account Medicaid coverage and other types of subsidized medical care,
poor families face a relative burden six times as great as that for high-income families.

The enormity of the problem and the gross inequities in the current system led the
Forum to conclude that it is inappropriate to respond by placing a band-aid on a system
that is too often ineffective, inefficient and unfair. The urgency of the task cannot be
overstated: if current trends persist for just ten more years, we will spend twice as much
as we now do on health care and the number of uninsured will increase by more than
20 percent.! Thus, there is an urgent need to get started: we cannot afford to lose
precious time by yielding to the temptation to take only modest actions that predictably
will fail or to spend years in search of a perfect solution which does not exist.

The proposal that the Forum offers for discussion is not simple, nor will it solve this
problem overnight. If there were a simple and obvious solution to this complex probiem,
it would have been discovered a long time ago. It is precisely because the access
problem is so large and so complicated that we believe it is unrealistic to expect that any
solution could be simple or that it could solve the problem in a single year. Moreover,
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because we can be justifiably proud of much in our medical system, it is appropriate to
be cautious about proposing sweeping changes that might jeopardize some of the best
features of the current system. For this reason, we have designed a system that avoids
government micromanagement of providers and that allows consumers choice of
providers.

Our proposal advocates four important improvements in the current system. First, it
would establish a minimum level of health care to which all citizens will have access.
This alone would be a noteworthy achievement, since it would place North Carolina
among only a handful of states which provide such a guarantee” Second, it would
establish the principle that everyone in society has a responsibility for securing a certain
minimom amount of coverage and cannot avoid that responsibility by opting not to be
covered and letting society pick up the tab when their gamble turns out badly. Third,
it would ensure that financial barriers would not stand in the way of obtaining timely and
adequate preventive and primary care--particularly for those with the lowest incomes.
Finally, it would establish that paying for health care should be based in part on ability
to pay and that no one should be excessively burdened by health care costs. Thus, in the
case of individuals who cannot afford their own coverage or care, this plan follows the
principle that for financing indigent care it is preferable to rely on visible and publicly
debated taxes rather than on the byzantine system of hidden taxes, subsidies and cost
transfers.

While the Forum recognizes that this proposal contains elements that will be
controversial to some people, the plan has been crafted in a way that key players in the
system will gain something and lose something relative to the current system.

o Patients will be given the security of eligibﬂity for comprehensive care at
an affordable cost, but they will also be given more responsibility for
making choices that entail a balancing of costs, quality and access.

o Employers and their employees will no longer have to underwrite shifted
costs if the proposal is fully implemented. Employers will largely be free
from providing health care insurance, but they are being asked to help
finance the plan using a fixed payroll-based tax.

o Providers will be assured of payment, regardless of whom they treat and
should be subject to less burdensome paperwork and administrative
costs. They also will face greater competition based on quality, service
and efficiency, which will require changes in how they do business.

o Third-party payers will have to bring value (quality, service and lower
cost) to the system, but those who do will have opportunities to expand
their markets.




0 Government will be better able to manage its costs under an integrated
system that avoids the fragmentation and confusion of the current
system, but with this improved system comes greater responsibility for
setting the level of minimum benefits and the rules of the game.

In evaluating this proposal, the issue is not whether this is a perfect solution. There is
no perfect solution. Indeed, that is why the health care crisis is steadily growing worse.
Democratic governments work slowly and painfully when the action required is choosing
among unattractive options. Our starting point must be to recognize that all options are
flawed but one must be chosen. The status quo is unacceptable.

The key is whether on balance this proposal is likely to be an improvement over the
current system. The Forum recognizes that there are both transition costs and
opportunity costs involved in implementing this proposal. However, we believe that this
proposal is a sufficient improvement over the current system that it deserves full
discussion and debate.

FEDERAL ROLE

Why should the State of North Carolina take action on this issue when it is both a state
and federal responsibility? There are several reasons. The first is that a federal solution
may not appear soon. Notwithstanding the recent heightened interest in health care
issues, there are serious differences of opinion regarding the appropriate approach to
deal with this serious problem. There appears to be a growing consensus that universal
coverage is a human right, but it appears that there will be a fierce debate about which
approach is best. A second reason is that, regardless of what federal policymakers
decide, states are likely to retain a significant responsibility in health care financing and
delivery. 'This is certainly true of President Clinton's plan as it was outlined during the
campaign, but even single-payer proposals contemplate that each state would serve as
a single payer for its citizens. States would have major responsibilities for enrollment
and negotiation of payment rates with providers. A third reason is that waiting is very
expensive--because rapid cost escalation is continuing, because cost shifting is continuing
to grow, because the problem of inadequate health coverage is steadily getting worse in
the absence of intervention and because the current system includes too much back-end
care that could have been avoided if individuals had better access to preventive and
primary care. A fourth reason is that North Carolinians need an improved system for
accessing health care. The unmet human needs are well documented. Finally, a well-
conceived and well-managed health care delivery system in North Carolina can be an
important advantage for economic development in our State.

The Health Access Forum is concerned that certain federal laws and regulations, such
as ERISA (see Glossary), place constraints on states willing to tackle this problem.




Nevertheless, because of federal inaction and in spite of such barriers, State
policymakers must take action.

THE ACCESS PROBLEM

Size and Characteristics of the Medically Indigent

The medically indigent are those who cannot fully afford to pay for their own care.
Those who are "at risk” of becoming medically indigent include those who are uninsured
(i.e., have no third party coverage for health expenses) and those who are underinsured
(i.e., have inadequate third party coverage; see Glossary). In North Carolina, more than
one million are uninsured on an average day (EBRI, 1992), and during the past two
years, roughly one-fourth of the population has been uninsured at some period of time3
There are an additional 865,000 who are underinsured.*

Despite an increase in Medicaid eligibles of nearly 90 percent between 1985 and 1991,
Medicaid still falls far short of assisting everyone who is medically indigent.> Even
among the poor (see Glossary), less than half are covered by Medicaid in a typical year,
leaving 260,000 poor who are uninsured on an average day.’ Compared to other states,
the North Carolina Medicaid program continues to have among the strictest eligibility
standards in the nation.”

But the problem of medical indigency is not restricted to the poor: in fact, the chance
of being uninsured among the poor in North Carolina has been reduced by Medicaid
expansions. The chances of being uninsured among the poor exceeded 40 percent in
1985, but declined to below 30 percent by 19902 In contrast, the problem of lack of
coverage is growing fastest among the near-poor and middle class as the number of
people covered through employer-based coverage shrinks. In fact, three-fourths of the
uninsured are either workers or dependents of workers.”

'Most of the employers that do not provide coverage are small firms, which typically must
pay at least 15 percent more than large firms for the identical level of health benefits
coverage,’’ As a consequence, small firm workers are twice as likely as those in large
firms to be uninsured.! Moreover, workers without coverage tend to be
disproportionately low-skilled and are therefore paid relatively low wages: fully 80
percent of uninsured workers have only a high school education or less, and more than
60 percent earn less than $10,000 a year.”* Thus, if their employers do not make a
substantial contribution toward coverage, they are not likely to be able to afford to buy
coverage on their own.

Barriers {o Access

Those "at risk" face significant barriers to obtaining adequate health care at an
affordable cost. Even though they are sicker than the general population, those "at risk”
receive 30 to 50 percent fewer physician and hospital services than their counterparts
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with private third party coverage (U.S. Congress, OTA, 1992). They are particularly
likely to defer preventive and primary care. This can have an adverse impact on their
health: uninsured babies are 30 percent more likely than those with private coverage to
die or have extended hospital stays (Braverman, 1989), and uninsured hospital patients
in general are at least 44 percent (and as much as 124 percent) more likely to die in the
hospital than those with private coverage (Hadley, 1991).

Apart from the adverse effect of barriers to access on health, decisions to scrimp on
needed care can be costly to society: it is well-established that §1 spent on prenatal care
provides at least $3 in "back end" savings through lower use of neonatal intensive care
and other expensive medical procedures (IOM, 1985). Similarly, a Washington, D.C.
study found that fully one fourth of all hospital use by uninsured patients is medically
preventable or avoidable (meaning that such patients could have avoided a hospital stay
altogether if they had received more timely and adequate primary care; see Billings and
Teicholz, 1990).

Financial Burden of the Medically Indigent

The financial burden posed by the medically indigent is staggering: fully one-fourth of
all health spending in North Carolina subsidizes care for those who cannot fully afford
to pay for their own.”®* In 1992, subsidized care in our State probably amounted to over
$3.7 billion (including the amounts we pay for Medicaid, public programs that serve the
medically indigent, and uncompensated care losses experienced by hospitals, physicians
and other providers; Table E-15)."

Roughly half of this subsidized care is paid through public taxes. Over $2 billion is
buried in a complicated system of "hidden taxes" such as cost-shifting (Table E-15).”
Consider, for example, how hospital care is now financed. In North Carolina, a typical
privately insured hospital patient who pays full charges now is paying a hidden "tax" or
overpayment of at least 27 percent in order to finance care for the many patients who
pay less than the cost of their care (including Medicare, Medicaid, and charity patients,
and those leaving behind bad debts). In 1991, on average, this hidden tax amounted to
more than $2,300 per admission for full-pay patients. By 1996, this "cost shift" is
projected to double if nothing is done to reform the system.'®

This hidden tax or overcharge is inequitable for many reasons. First, this cost-shifting
falls on employers who provide health care coverage. They and their employees are
subsidizing others, even their direct competitors, who do not provide health care
coverage. This is becoming increasingly understood by companies looking for a
favorable state in which to locate. Second, the cost shift is more regressive than nearly
any other kind of public tax now in use (including property taxes and sales taxes).
Under the cost shift, the share of income paid by poor families to finance the cost shift
is more than six times as large as the burden imposed on families with incomes over 400
percent of poverty (Conover et al., 1992). Third, unlike most taxes, the cost shift is not

-5-




the same at every hospital. Facilities with greater indigent patient loads and/or a
smaller private patient base onto which to shift costs must impose an add-on to private
patient charges that is well in excess of 40 percent. In the long run, as private payers
become increasingly price senstitive, these facilities will be at a competitive disadvantage
relative to their neighbors, and they will face a painful choice between cutting back on
their care of indigent patients (to retain enough private patients) or continuing to sustain
indigent care losses (and thereby risk going out of business)."”

Thus, it is clear that the current system of financing is both inherently inequitable and
unstable.

THE COST PROBLEM

The Forum was convened to address the access issue, but it quickly became apparent
that it is impossible to separate the problem of access from the problem of high and
rapidly escalating health care costs. Public opinion polls suggest that the general public
is more concerned about health costs than about access to care (Lundberg, 1991).

Current Health Spending Levels

Despite the highest per capita health care spending in the world, the U.S. lags behind
many other industrialized nations in basic measures of health status, such as infant
mortality rates and life expectancy (U.S. Congress, CBO, 1992a). Part of our higher
costs can be attributed to relatively more severe social problems that have a great impact
on health spending. These include higher rates of teenage pregnancies, higher levels of
violence, "crack" babies and AIDS--all of which add billions to our health spending
(Schwartz, 1991). Likewise, there is no question that higher spending in the U.S. gives
insured Americans better access to high-tech services than their counterparts receive in
other nations, including open-heart surgery, cardiac catheterization, organ transplants,
radiation therapy, MRI machines and lithotripiters (Rublee, 1989). However, the
uninsured do not have the same access to these potentially life-saving technologies
(Holahan, 1991), and there is ample evidence that many of these technologies are being
overutilized in the current system (Greene, 1991),

Part of the cost differential relates to the relatively high compensation of providers in
the U.S. compared to other countries. For example, the average U.S. physician earns
nearly 5.5 times as much as the average U.S. worker, whereas in Germany physicians
earn only 4.3 times as much as other workers, and in Canada, they earn only 3.7 times
as much. In Japan and England, physicians earn less than 2.5 times the average annual
employee compensation (U.S. Congress, CBO, 1991).

The fundamental question that these comparisons raise is whether we are getting good
value for the sums being spent on health care.




North Carolina is a microcosm of these national patterns. We can be proud that we
have some of the finest medical care in the entire world in our own State. Indeed,
people come from around the world to be treated at major teaching hospitals in our
State because of their reputation for delivering high-quality care.

Current Cost Trends

What is of serious concern is that North Carolina may be losing its margin of advantage.
For example, the largest single component of health care--hospital costs--grew almost 20
percent faster in North Carolina than in the rest of the nation between 1980 and 1990.
Thus, whereas the share of North Carolina income devoted to hospital care was slightly
below the national average in 1980, today that burden is nearly identical to the national
average (Table E-12). If this same trend has occurred in other elements of health
spending, then the relative burden of health spending in our State (compared to our
ability to pay for it) will exceed the national average before the end of this decade.

In 1990, North Carolinians spent at least $1800 per person for health care (Families
USA, 1990).® By the end of the decade--assuming no change in current economic,
demographic and utilization trends--per capita spending will rise to $4200. Because
health costs are rising much more rapidly than incomes, the share of income spent on
health care will rise from 11.3 percent in 1990 to nearly 25 percent in 2030.° It is
highly questionable whether devoting such a high share of our income to health care is
a wise investment of our resources.

Lack of Incentives to be Cost-Consciouns

The major reason that health costs are too high and continue to rise too rapidly is
market failure. Neither consumers nor providers are cost-conscious because they are
often insulated from the consequences of their decisions. The current health care
delivery system has been based on having no budget, with inadequate restraints on the
provision and consumption of services. As a result, providers define what services are
needed, determine their availability, drive their consumption, and set prices for them.
The predictable result has been rapidly escalating, out-of-control costs.

Consumers are largely covered by third party payment and therefore have little reason
to consider either the real need for care or prices when choosing a provider. In addition,
medical care is so complex that the patient must depend on the physician for decisions
that account for over 70 percent of medical costs (Enthoven, 1979). But there are few
instances in the current system in which a patient is rewarded or even can obtain
information about which doctors are relatively more efficient or which offer better
quality for a given level of cost. Hence many consumers make their selections in the
mistaken belief that the higher the cost, the better the quality.

Third-party payers have competitive incentives to control their claims and administrative
costs. Unfortunately, many insurers have found it far more profitable to compete on

-7 -



- product differentiation and risk selection (or avoidance) rather than through efforts to
curtail the cost of either health benefits or administration. This situation becomes

worse every year as employers become increasingly price-sensitive and more willing to .~

switch carriers in order to find the lowest rates. Some third-party payers are attempting
to orgamize more cost effective networks of providers and/or are trying to manage
(directly or indirectly) cost and utilization. Yet the wide variety of products and types
of payment arrangements, the complexity of products, and the general lack of
comparable data significantly limit what otherwise should be the salutary effects of
competition in this area.

Employers have strong incentives to hold down costs, but equally strong anxieties about
displeasing employees. Since health benefits are fully tax-deductible, employers are
under constant pressure to maximize health coverage (non-taxable compensation to
employees) in lieu of higher cash wages (which are fully taxable to employees). -
Although some employers have pursued limited managed care options, many employers .
have avoided aggressive cost containment measures which run the risk of antagonizing

employees or they simply have not known how to pursue cost containment in the current

complex fee-for-service system. Instead, too many employers find it simpler to respond

to rising health costs by shifting more of the financial burden of paying for coverage to

the employee.

Physicians are concerned primarily with the health of the patient and have little
incentive to consider costs because neither they nor their patients directly pay the bill.
There is no mechanism in the current fee-for-service system to encourage physicians to
balance medical benefits against costs in deciding how to treat a particular patient, and
physicians' fears of malpractice claims have caused extensive defensive medicine
practices. As a consequence, experts believe that one-fourth to one-third of tests and
medical procedures performed on insured patients in the current system are
inappropriate or unnecessary, meaning that the medical benefits of such procedures do
not exceed the medical risks of doing them (Brook, 1991). Because of physician
uncertainty about what works, there is an enormous variation in the amount of treatment
that doctors prescribe for patients who have the same disease. Because patients want
and expect the best care rather than efficient or economical care, there is little reason
for physicians to be conservative in ordering tests or procedures.

Hospitals today are largely paid by third parties and are generally assured of receiving
sufficient revenue to cover expenses regardless of how inefficiently services are delivered
or how they are priced compared to competitors. As long as they attract doctors (who
in turn provide patients) and can shift costs, hospitals incur virtually no risk of going out
of business. To attract doctors, hospitals often purchase an excess of the latest
equipment, which can result in costly duplication with neighboring facilities. Moreover,
having attracted new doctors, hospitals can then expand their bed supplies based on the
expected increase in patients brought in by the additional staff, and this further drives
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up costs. In the fee-for-service system, the incentive is for physicians and hospitals to
do more than is economically prudent, and recent efforts to contain costs by seeking
discounts or reducing payments to providers simply shift and exacerbate the problem.

The State, like the federal government in these tight budget times, has a strong incentive
to be cost-conscious. Yet in North Carolina, the State still purchases the vast majority
of its medical services (via Medicaid and the Teachers and State Employees Health
Plan) on a fee-for-service basis, when more cost-effective payment and delivery
mechanisms are possible. The State should take the lead in establishing and/or utilizing
the most efficient payment and contracting mechanisms in purchasing needed services
for its citizens.

Waste and Excess in North Carolina

Some specific examples of waste and excess in our State are worth summarizing (these
are elaborated in Section VI). Up to 50 percent of all health care costs are lifestyle-
related, and great strides in holding down costs could therefore be made if more people
were more responsible about the lifestyle choices they make. Roughly 20 to 30 percent
of all medical procedures are unnecessary or inappropriate: they do not improve our
health and in some cases actually harm it. It has been estimated that at least 10 percent
of health spending is accounted for by fraud and abuse, by both providers and
consumers. Excess administrative costs account for at least 3 percent of health spending,
and a similar amount is spent on malpractice premiums and the additional excess cost
associated with defensive medicine.”

There is no single party to blame for this dismal situation: most everyone contributes.
The result is a health system that encourages consumers to seek more care than they
need without concern about costs; rewards physicians who provide more and more care;
in many ways penalizes primary and preventive care; and fails to penalize doctors or
hospitals that offer inefficient or excessively costly care. As a consequence, "up to 20
percent of all medical care performed in the United States may be unnecessary or
harmful" (Office of the President, 1992). Other estimates put the amount of waste in
the current system (including excess administrative costs) at one-fourth or higher
(Consumer Reports, 1992). One nationally prominent physician who through the RAND
Corporation has conducted numerous studies of unnecessary care concluded that "one-
fourth to one-third of care given to insured Americans falls into the inappropriate or
equivocal area in which medical benefit does not exceed medical risk" (Brook, 1991).
Until these misdirected incentives are rechanneled, the health cost spiral will continue
to persist.

In short, there is no single, simple answer to the health cost crisis, but in designing a
system to expand access, we need to be sensitive to these issues and take care to ensure
that we do not make these already large problems even worse.
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IIl. POLICY GOALS AND GENERAL PRINCIPLES

POLICY GOALS AND OBJECTIVES
All citizens of North Carolina should have access to cost-worthy (see Glossary) high-
quality health care at an affordable cost to their families.

The State of North Carolina should define "affordable cost” in terms of the fraction of
annual family income devoted to obtaining adequate health care, including family
expenditures for health insurance premiums and out-of-pocket medical expenses, but
excluding indirect costs such as transportation, child care or other support services used
to obtain adequate health care.

GENERAL PRINCIPLES
The following summarizes the basic principles that underlic the Forum proposal
regarding the financing of health care coverage.

Access to Essential Health Care
o Because health care is fundamental to the productivity, independence, and well-
being of the citizenry, society has a responsibility to ensure that basic health care
is available to its members, regardless of economic status.

o Every person should be able to obtain health care on a timely and systematic
basis. No one should be denied access to cost-worthy care for financial reasons.

o Individuals who choose to do so and can afford to do so should have an
opportunity to purchase health care services more extensive and expensive than
those included in the Basic Health Care Package guaranted by the State.

Financing Essential Health Care
o The cost of achieving equitable access to health care ought to be shared fairly.
No family should face the risk of being bankrupted because of a catastrophic
injury or illness. The healthy should share in the cost of adequate care for the
less healthy: health insurance premiums or taxes should be independent of a
person's state of health.

o The insurance system should spread the risks for medical expenses across the
widest practical base, thus ensuring that no individual or group bears a
disproportionate expense. People with greater financial resources should share
the cost of care for those with fewer financial resources. No one should be
excluded from receiving care because of arbitrary characteristics such as family
or welfare status.
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. Health Care Delivery System
o Proposals for system reform should build on the strengths of a system that

provides the highest-quality health care in the world. Such proposals should rely
on current structures to a maximum extent consistent with achieving control of
costs, access, and quality. It is preferable to rely as much as practicable on the
private sector rather than socialize the delivery of health care services.

Incentives are preferable to regulatory controls as a means to expand access,
control costs, and improve quality. The system should promote consumer choice
to ensure that the health care system is responsive to the needs and concerns of
all citizens.

Competition in the current health care system often leads to higher costs not
lower costs. If the State's health care system is to remain private, changes must
be made in it so that competition promotes service, quality and lower costs; the
economic signals present within the system must point in that direction, as they
normally do in a free market setting.

Individual Responsibility
o Individual consumers should be educated, informed, allowed and then assisted

in managing their own health care expenditures.

o Cost discipline must be built into efforts to expand access, and consumers should

share in the financial consequences of their choices. However, out of pocket
costs should be minimized for those unable to pay.

The system should promote the utilization of cost-effective prevention and early
intervention services and should emphasize personal responsibility for
maintaining good health.

Cost Control
o Because of misdirected incentives which encourage waste and excess in our

current system, health care services are consuming too much of our nation's
wealth and are rising too rapidly in cost. It is imperative for the State's
government and taxpayers that growth in State budget expenditures for health
care be capped at an affordable rate.

For purposes of maximizing both the efficiency and cost-effectiveness of the
health care delivery system, strong emphasis must be placed on primary care
and, more broadly, managed care, The system should discourage the provision
and consumption of unnecessary or inappropriate health care services.
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o The system should encourage more cost-effective delivery of care when
appropriate, including the substitution of primary care for specialty care; greater
use of mid-level practitioners (e.g., nurse practitioners, nurse midwives,
physicians' assistants); and wider use of alternatives to inpatient care (e.g,
freestanding ambulatory surgical centers, birthing centers).

Quality
o Our system for dealing with medical malpractice must be reformed in order to
reduce the number of malpractice incidents, ensure reasonable and efficient
compensation for injured parties, protect against costly and unfair abusive
malpractice claims and reduce the wasteful costs for defensive medicine.

o Better information about the appropriateness of medical care and the
comparative performance of health care providers must be generated and
disseminated to improve our control over the quality of that care.

The public and private sectors should share in the responsibility for attaining the
objective that all individuals have access to cost-worthy health benefits. There is no easy
solution or approach to achieve that objective; all options have unattractive aspects.
It is an historic anomaly that availability and funding for private health care in the U.S.
are obtained largely through employers. There is no more logic for tying health care to
employment than for making employers responsible for the provision of food or shelter
for their employees. Employers and insurers cannot manage or even greatly influence
the total cost of health care services under the fragmented fee-for-service system which
exists today in North Carolina and the rest of the nation.

It is important for the business community and others who provide or pay for third party
coverage and health care services to understand that, through cost shifting by providers,
they are already paying for much of the health care being provided for the poor and for
others who are uninsured in North Carolina. This cost shift is an inequitable, hidden
tax. In a real sense, through this hidden tax, employers who provide coverage for their
employees, and their employees themselves, are also providing coverage for the
employees of employers who do not provide coverage.”> Moreover, uninsured
individuals often receive health care belatedly and in a high-cost, inefficient manner.
Overall health care costs can be reduced, with economic benefits for society as a whole,
by earlier intervention, and by greater emphasis on primary care and providing
appropriate levels of care in appropriate settings.

The hidden tax/cost shift cannot be eliminated altogether, but its extensive nature and
future rate of growth can and should be reduced through more direct funding and a
more efficient, economical system for providing health care services to the uninsured.
In designing a plam, there is a need to emphasize (a) system economics, (b) the net cost
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to the ultimate payers for the services provided, and (c) providing effective services in
a well-organized manner to meet human needs.

Cost containment must be an integral part of overall health care planning in North
Carolina. Without cost containment, it will be practically impossible to finance
adequate or even minimal additional health care services for poor citizens. In expanding
coverage, North Carolina should maximize the use of federal Medicaid doliars.

HEALTH POLICY COMMISSION

The Forum proposal envisions the creation of a permanent Health Policy Commission,
that would make recommendations regarding implementation of this proposed plan,
administer the plan as ultimately provided for by the General Assembly, and be an on-
going resource to State government in the area of health care. A major function of the
Commission will be to provide policy guidance to and oversee the Health Insurance
Purchasing Corporation (HIPC) for the State. The respective duties of the Health Policy
Commission and HIPC are detailed in Section IV. The Commission must be an
independent "quasi non-government" State agency comprised of public-minded
individuals (e.g., similar to the SEC). This structure ensures that the Commission will
be free from day-to-day interference while still accountable to elected political officials.

The Commission should include no more than 7 members, including both public
members and those whose backgrounds represent employer payers, public health,
hospitals, providers and third-party payers. Public members are defined to be those who
do not represent employer payers, public health, hospitals, providers or third-party
payers. Employer payers and public members should comprise a preponderance of the
Commission's membership. Care should be taken to ensure that Commission members
are individuals who understand the direct and indirect costs of poor health and who
- appreciate the necessity for cost-effective health expenditures. Members would be
appointed by the Governor, the Senate and the House; and the Commission would
report jointly to the Governor and the General Assembly. Members would be appointed
for six-year, staggered terms with one-third of its members rotating off every two years.

The Commission's focus should be North Carolina public interest and public policy
related to health care, including, but not limited to, oversight of the access program.
Commission members need not initially have extensive expertise in the health care field,
but they should be highly qualified individuals who make a commitment to serving at
least a full term on the Commission and to developing a broad and deep understanding
of health care issues and competing public interests. In order to carry out their
responsibilities, the Commission would have a full-time professional staff with technical
skills similar to those employed by the federal government to provide technical support
to the Physician Payment Review Commission and Prospective Payment Review
Commission.
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lil. BASIC HEALTH CARE PACKAGE

OVERVIEW

The Forum suggests a health insurance benefits plan which contains the cost-worthy
health benefits that should be available to all North Carolinians. The Forum believes
that all North Carolinians should have access to health care services. This package
should include all cost-worthy medical care that can effectively prevent or cure disease,
relieve suffering or correct dysfunction. The Forum believes that initially this standard
of care could be provided under the benefits provided by an enbanced version of the
small group reform law's standard benefit plan (e.g., by adding 50 percent coverage for
prescription drugs). In the long run, if we are to have a truly seamless and efficient
medical care delivery system, coverage for long-term care would be incorporated as part
of the Basic Health Care Package, but that is not proposed here.

The Forum recognizes that there are many alternative approaches to curbing excessive
use of health services, including the use of patient cost-sharing, utilization review or
alternative financing arrangements with providers. The goal is to allow a diversity in
approaches, but to protect those with low incomes from being unduly burdened by out-
of-pocket expenses. In the current system, income-related cost-sharing is too
administratively cumbersome and costly to be done at the point of service (but it could
be done retrospectively through the income tax system so that no family spends more
than 10 percent of income on cost-worthy health care in a year). However, within a few
years, a system where everyone uses a smart card to obtain care will make it feasible to
adjust deductibles, copayments and out-of-pocket expenses by income level at the point
of service.

BASIC HEALTH CARE PACKAGE

The following discussion outlines the benefits that should be available to every citizen
of North Carolina. The Health Policy Commission should have the authority to update
this benefits package and to make decisions regarding specific medical procedures which
would be excluded from coverage, based on the best available scientific evidence. The
Health Policy Commission would decide which particular services/procedures would be
covered and under what circumstances.

The Benefits Plan suggested by the Forum covers primary care services, including age-
specific preventive care services recommended by the U.S. Preventive Health Services
Task Force (1990). The plan includes inpatient hospital coverage and limited coverage
for therapy services, chronic/extended care, mental health and substance abuse services,
and prescription drugs.
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To hold down the premium cost, the plan includes modest deductibles and 20 percent
cost-sharing on most services. However, there would be no lifetime maximum on
benefits offered, and annual out-of-pocket expenses would be limited to $1,400 per
person and $4,100 per family. Furthermore, for those below poverty, cost-sharing would
be limited to the cost-sharing now required in the State's Medicaid program.?

Detailed Benefit Provisions
Most covered medical expenses are subject to an annual deductible and coinsurance,
unless otherwise noted.

0 Deductibles--deductibles could not exceed $250 per person and $750 per family.

0 Coinsurance--patients would be expected to pay no more than 20 percent of
allowable charges for most covered expenses, up to the maximum out-of-pocket
limit. Flexibility in patient cost-sharing allows plans which wish to do so to use
cost-sharing incentives to encourage patients to make greater use of primary care
and/or alternative providers.

0 Maximum Out-of-Pocket Limit--out-of-pocket expenses would be limited to
$1,400 per person and $4,100 per family,

Cost-sharing for those below poverty is restricted to Medicaid-allowable amounts (i.e.,
nominal amounts for prescription drugs and physician visits). For those above 250
percent of poverty, cost-sharing and health taxes may not exceed 10 percent of family
income. For those between 100 percent and 250 percent of poverty, cost-sharing would
be limited to a sliding scale between 0 and 10 percent of family income.

All essential benefits plans would be offered without a waiting period or exclusions for
- medical conditions. Plans would be expected to make provision for out-of-area care
(including out-of-state care, if needed), based on guidelines. developed by the Health
Policy Commission. The following medical expenses should be covered. All plans may
permit pre-certification of selected benefits as noted.

Inpatient Hospital Services--at least 80 percent coverage of semi-private room and board
costs; all intensive care unit costs; radiology services; laboratory tests; medical supplies;
operating/recovery room for all medically necessary (as determined by peer review),
non-experimental surgery and anesthesia; radiation therapy and drugs/medicines (plans
may restrict use of such drugs to a formulary if non-formulary drugs can be substituted
at the request of the attending physician). Private duty nursing would not be covered.
Pre-certification of all inpatient services is permitted.

Outpatient Services--at least 80 percent coverage of preadmission tests; radiology,
pathology; outpatient surgery (pre-certification is permitted) and emergency room. A $25
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deductible would be charged for emergency room visits, but this would be waived if the
patient were admitted to the hospital,

Ambulance Services-—-at least 80 percent coverage of ambulance/rescue squad services
for medical emergencies (including air ambulance) after a $50 deductible per use.

Medical Supplies/Equipment--at least 80 percent coverage in inpatient and outpatient
settings of blood/plasma; medical supplies; medications; casts and dressings. Partial (at
least 50 percent) coverage of the rental (but not to exceed total cost of purchase) or, at
the option of the plan, the purchase of Durable Medical Equipment (DME) when
prescribed by a doctor within the scope of license and required for therapeutic use and
determined to be medically necessary by the plan. The fact that a doctor may prescribe,
order, recommend, or approve a service or supply does not, of itself, make the service
covered service or medically necessary, even though it is not specifically listed as an
exclusion. Only the patient's (insured) medical condition is considered when deciding
which setting is medically necessary. Prosthetic devices would be covered (at least 80
percent) only if internally implantable, and orthotic devices would be covered after a
$400 deductible per person.

Therapy Services--at least 80 percent coverage of therapy services is limited to 2 months
per year for conditions subject to improvement during that time. Pre-certification is
permitted for all therapy services.

Physician Services—at least 80 percent coverage of inpatient visits; all medically
necessary (as determined by peer review), non-experimental surgery and anesthesia;
organ transplants (limited to procedures approved for Medicare coverage and any
additional procedures approved by the Health Policy Commission); office visits; specialty
care; X-ray and laboratory services; family nurse practitioners, certified nurse midwives,
physician's assistants; 50 percent coverage for spinal skeletal services.

Prescription Drags--partial (at least 50 percent) coverage of all prescription drugs, at the
prevailing generic price where available. Full coverage of prescription drugs would be
provided for those below poverty, as is now provided under Medicaid, and sliding scale
coverage would be provided for those between 100 percent and 250 percent of poverty.
Payment would be limited to the lowest available price and dispensing fee. After initial
operating experience is obtained, the Health Policy Commission should explore the
potential cost-effectiveness of adopting a prepaid pharmacy program.

Preventive Services--full (100 percent) coverage (with no deductible) of periodic physical
examinations and other health screening (e.g., immunization, ear examinations, and
vision screening for children), as recommended by the U.S. Preventive Services Task
Force Guide to Clinical Preventive Services. In instances where there is conflict between
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USPSTF recommendations and those of other credible scientific groups, the issue should
be resolved by the Health Policy Commission on the basis of cost-effectiveness criteria.

In instances where USPSTF recommendations regarding frequency of services are
expressed in terms of a range (e.g., a visit every 1 to 3 years), plans may restrict coverage
to the more conservative recommendation (e.g., a visit every 3 years). The essential
benefits plan should provide coverage for well-child visits for children between age 2 and
18 no more frequently than once every three years, except where USPSTF guidelines
provide for more frequent visits for high-risk children.

Pregnancy-Related Services--full (100 percent) coverage (with no deductible) of
maternity care (pre-natal and post-natal), licensed birthing centers and well baby care
to age 2 years. Full coverage (100 percent) for sterilization (excluding reverse
sterilizations), contraceptives and family planning services.

Chronic/Extended Care--at least 80 percent coverage of up to 100 days/year of skilled
nursing facility services (after a $500 deductible which is waived if confinement
immediately follows an inpatient hospitalization); home health services and hospice
services.

Mental Health--at least 80 percent coverage for up to 5 inpatient days and at least 50
percent coverage for up to 25 additional days per year; at least 50 percent coverage for
outpatient visits up to a maximum of 25 visits per year (payment would be based on a
maximum charge per visit not to exceed $60).

Substance Abuse--at least 80 percent coverage for medical detoxification services.
- Cost Containment
It is expected that most plans will contain certain cost containment provisions, but they
are not required to do so. Examples include:
o Case management component, including use of primary care gatekeepers.

o Utilization review, including use of pre-authorization for hospital admissions.

o "State-of-the-art" efforts to detect fraud and abuse, with particular emphasis on
preventing provider conflict of interest.

o All cost containment provisions that have been demonstrated to be cost-effective,
as determined by the Health Policy Commission.

o Negotiated fee schedules.
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0 Practice parameters or protocols.

Because of competition, Community Health Plans (see Glossary and section IV for
discussion) would have strong incentives to develop efficiencies while providing high
quality care. The Health Policy Commission shall have the authority to allow CHPs to
make use of incentives (e.g., rebates) or disincentives (e.g., higher premiums or cost-
sharing) to encourage healthier lifestyles. In making this decision, the Commission shall
take into account the efficacy, efficiency and equity implications of such incentives.

ASSESSMENT OF BASIC HEALTH CARE PACKAGE

Overview

In developing the Basic Health Care Package, the Forum balanced affordability with
comprehensiveness of coverage. Although most consumers might prefer a system in
which care was "free" at the point of service, all the evidence suggests that in the absence
of tight controls on utilization, the result of "free” care is excessive utilization. Patient
cost-sharing is one way to curb excessive use. On the other hand, too much cost-sharing
may become a barrier to seeking timely preventive or primary care and/or expose
families to too much financial risk. The best scientific evidence suggests that "optimal”
health insurance coverage (i.e., coverage which balances the costs of excess care against
the costs of too much risk) consists of roughly 20 percent cost- sharing after a modest
deductible (Keeler, et al., 1988). The Forum has attempted to structure the proposed
Basic Health Care Package in accordance with this insight.

However, because of concerns that financial factors lead too many individuals in our
current system to defer preventive and primary care, the Forum also wants to ensure that
such services are well covered. Thus, cost-sharing has been waived for preventive
services of demonstrated cost-effectiveness. Because the recommended frequency of
such services is based on recommended guidelines developed using the latest scientific
evidence, the Forum is less concerned about "overuse" of such preventive care, and
therefore there is no good rationale for using cost-sharing for such services.

Premium Cost

In order to estimate accurately the current cost of this proposal, the Forum has obtained
actuarial estimates of the premium required to offer this benefits plan through a large
plan. For a traditional fee-for-service plan, the monthly premium cost for single
coverage in calendar year 1993 would be $118 for single coverage and $38 per child (or
an average cost per member of $98 per month). Alternatively, ina group model HMO,
for a plan with similar coverage but different cost-sharing features, the premium cost per
member in 1993 would be roughly $118 per month.” The Forum believes that this
premium represents a reasonable trade-off between comprehensive benefits and
affordability,
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One way to evaluate this premium is to relate it to current wage levels. The projected
premium cost is I8 percent lower than the single premium now being paid for State
employees? For a typical State worker, the estimated single premiuvm under the
Forum proposal amounts to 5.6 percent of payroll, while that for family coverage
amounts to 14.1 percent.”® More than one-third of uninsured workers earn less than 125
percent of the minimum wage. For a full-time minimum wage worker (i.e., an individual
earning $8,840 per year), the $118 monthly premium amounts to 16 percent of earnings,
while a family premium would equal 40 percent of that worker's wage. It is precisely to
avoid making health care coverage too burdensome on individual families that the
Forum proposal provides that the State adopt tax-based financing of the minimum
essential benefits plan, to ensure that everyone contributes based on ability to pay.

-20 -




V. UNIVERSAL ACCESS TO HEALTH COVERAGE

OVERVIEW

The Forum concluded that the only practicable means of ensuring universal access at a
reasonable cost is to make insurance coverage compulsory. This conclusion was based
on findings from other states that have attempted to expand coverage through use of tax
credits targeted at businesses or individuals.®

However, each of the three standard approaches to compulsory coverage is flawed.”’
The Forum has concluded that the only approach that ensures universal access to high-
quality care at an affordable cost is one which combines the best features of all three
standard approaches but avoids their respective flaws.

The Forum plan is, admittedly, a blueprint. There are many nuts-and-bolts decisions
that will need to be made to put such a system in place. It is imperative, however, to
have a destination in mind before a road map can be constructed. North Carolina must
define where it is trying to go in health care. The Fornm has attempted to define a
system that holds the promise of being effective, efficient and fair.

It is recognized that the federal government will continue to exert immense influence on
health care delivery systems, that federal rules and mandates have changed dramatically
in the past and that they may change again in the future. The Forum plan is consistent
with trends on the federal level today, but North Carolina must stay abreast of what
changes may occur on the federal level and try to ensure that State actions are not
jeopardized by federal activities.

Although universal coverage is the ultimate goal, it cannot be implemented overnight.
Without specifying an exact timetable for implementation, the Forum recommends that
Medicaid expansions be pursued as quickly as practicable and that the remaining
components of universal coverage based on managed competition be enacted in 1993
and made effective January 1, 1996.

A 21ST-CENTURY HEALTH SYSTEM FOR NORTH CAROLINA

The Forum proposes a unified health care system which would be managed by a
private/public partnership of employers, consumers, providers and government. Health
care would be publicly guaranteed but privately delivered. Employers would no longer
be responsible for making health insurance coverage available. However, a combination
of payroll taxes and income taxes would ensure that the burden of paying for care is
spread widely and fairly.
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Consumers would select from among competing Community Health Plans (CHP), each
of which would provide, the standard package of State-guaranteed benefits, i.e., the Basic
Health Care Package. This would allow consumers to make an "apples-to-apples”
comparison among different plans.! Supplemental benefits packages (e.g., vision and
dental care) would be available to those who wished to pay out-of-pocket for such
coverage. Unlike the current system, there would be no pre-existing condition exclusions
or waiting periods, and consumers would not have to pay higher premiums due to poor
health, age, or sex. The delivery of care would remain in private hands, and most
consumers would receive care from the same private providers that provide their care
today.

This structure will reverse the current perverse incentives in which competitive forces--
illustrated by the "medical arms race"--lead to increased costs. Under the new structure,
Community Health Plans that are not effective in curbing unnecessary, excess use of
technology and/or medical procedures will have higher costs and fewer customers.
Unlike the current system, in which providers who do more get paid more, the new
structure will reward plans which are effective in matching medical resources to the
needs of the population they enroll. In isolated rural areas where competition among
plans does not adequately exist, the Health Insurance Purchasing Corporation would
have the authority to regulate the acquisition of technology and directly negotiate rates
with providers. Currently, in addition to any indemnity plans which may include
managed care components, more than 90 percent of the population lives in counties
served by two or more HMOs and 75 percent live in counties with 3 or more such plans
(see Appendix D). Thus, even ignoring any new plans that are likely to emerge under
this managed competition structure, most North Carolinians would be able to select
among at least three alternative delivery plans in addition to any fee-for-service plans
in their area.

‘This proposal blends competition and regulation in an ideal way: regulation is used to

ensure a level playing field and fair playing rules for competition, so that the current
system's misplaced incentives are redirected in favor of keeping costs low and quality
high. Normal competitive factors which lead to better quality and lower costs in our free
market economy would then better apply in the health care field.

1as noted catlier, the Basic Health Care Package offered through HMOs would differ somewhat from the Basic
Health Care Package offered through conventional fee-for-service plans. However, the Health Policy Commission
would ensure that these two packages are actuarially equivalent in order to allow fair competition between different
types of plans.
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TAX-FINANCED UNIVERSAL COVERAGE WITH MANAGED COMPETITION
Competition Among Qualified Community Health Plans

Each year, every North Carolinian would select a Community Health Plan (CHP) to join.
Individuals would choose among competing qualified CHPs offered by private payers in
their geographic area.® To qualify, all CHPs must offer the Basic Health Care
Package but they may also offer supplemental benefits packages as well (e.g., for vision
or dental benefits).” The Basic Health Care Package would be similar to an enhanced
version of the small group reform law's standard benefit plan.

Tax-Financed Universal Coverage
With Managed Competition
Health Policy Health Care $ Payroll Taxes
Commission Trust Fund income Taxes
Defines Basi: Health Care Package l $
Recommendstaxrates | Health
Defines CHP qualifications Insurance HIPC Pays Each CHP a
Estabiishes CHP reporting standards Purchasing Fixed $ Contribution per Mermnber
$ .
s Corporation 3 3
HMOQ Pian #1 HMQO Plan #2 PPO Plan #1 FFS Plan #1
No charge $15 charge $25 charge
{o consumers per morith pet month per mcnth
S ooDoo0o0ooo00oon
Individual Providers Individual Provide:s Individual Providers individual Providers
All Community Health Plans (CHPs) offer the same Basic Heaith Care Package

Qualified CHPs would be selected by a Health Insurance Purchasing Corporation (this
HIPC would be an administrative arm of the Health Policy Commission), based on
standard criteria established by the Health Policy Commission (e.g., financial solvency,
capacity to deliver services to their enrolled population, and quality of care), just as third
party carriers now must demonstrate to the Department of Insurance that they meet
minimum criteria in order to do business in North Carolina. Qualified CHPs might
include traditional fee-for-service plans (such as those now offered by non-profit and
commercial carriers) as well as coordinated care plans such as bealth maintenance
organizations (HMOs) and preferred-provider organizations (PPOs). Qualified CHPs
could be offered by insurance companies, health maintenance organizations, health care
providers, large employers (see below) and other organizations meeting Health Policy
Commission requirements.

The HIPC would impose minimal, if any restrictions on how a CHP might be organized
or on which providers participate so long as the CHP has the capacity to deliver or
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arrange the delivery of covered services or benefits to its enrollees within a specified
service area. Each CHP would also have to make provision for out-of-area care.
Providers (e.g., physicians) would be free to contract with one or more CHPs to make
their services available.

Plans would compete on price, quality and service. Each CHP would receive from the
HIPC a fixed contribution per enrollee. The amount of this fixed contribution would be
established by the HIPC based on premium bids received from each participating CHP.
The fixed contribution would be designed to ensure that in most geographic areas (e.g,,
a region or metropolitan area) anyone could choose from at least two plans without
having to pay any additional out-of-pocket premium.* Thus, in difficult-to-serve areas,
the fixed contribution may have to be higher in order to induce providers to serve those
living in such areas.® In additior, to minimize incentives for *cream-skimming" or the
risks of adverse selection, these fixed contributions could be adjusted for age, sex, and
possibly for known health status.”® The HIPC would have the authority to determine
what adjustments are appropriate, taking into account the administrative feasibility /costs
of fine-tuning these fixed contributions.

The HIPC will provide families with standardized comparisons of qualified CHPs whose
service area includes that family's county of residence. For each plan, the HIPC would
provide summary information on premiums, service availability (e.g., hours of operation),
measures of quality (including both outcome information and consumer satisfaction
measures), and quality of service measures (e.g., claims turnaround times and accuracy,
disposition of grievances).®® Just as the State Employee Health Plan now does, each
CHP would be given a chance to include one page of advertising in this comparison
booklet. :

However, to avoid risk selection and cream-skimming, the HIPC and large employers
(over 100 employees) would be responsible for enrolling each individual into the CHP
of their choice. That is, to preserve the economies of scale afforded through an
employment-based enrollment process, all employers with 100 or more employees would
be required to manage the enrollment on behalf of their respective employees and their
dependents and provide the HIPC with a list of enrollments for each plan. Since
virtually all such employers already offer health benefits plans and are now performing
this enrollment function, this requirement is not expected to be a significant additional
burden to such employers. In contrast, it would be relatively more efficient for the
HIPC to perform this function on behalf of smaller employers. The HIPC would then
notify the CHP of its membership at the end of the open enrollment period, and would
remit the fixed contribution for all members directly to the CHP.

If an individual selects a plan that is more expensive than the fixed contribution, that

individual will be responsible for paying the additional amount cut-of-pocket (and it will
be the responsibility of the CHP, not the HIPC, to collect these added premium
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amounts®). The additional amount paid would be the same for all individuals joining
a particular plan, regardless of their age, sex or health status.* In order to encourage
competitive bids, plans which have made bids for an amount that turns out to be higher
than the fixed contribution would not be permitted to waive payment of these additional
premium amounts in order to attract more plan members.*

The Forum recognizes the unique issues related to multi-state employers or very large
employers which have developed or may develop innovative health care financing and/or
delivery arrangements. It is not the intention of this proposal to stifle such innovations
or to introduce unwelcome complications in how employers deal with the health benefits
available to their employees. Therefore, any employer--assuming it could meet the same
standards applied to other CHPs--would have the option of contracting directly with the
HIPC to serve as a CHP or sponsor for its own employees and would be paid the same
risk-adjusted amount as any other qualified CHP. An employer which provided its own
CHP could, but would not have to, open its plan to other members of the community.
An employer which served as a sponsor for its employees (i.e., selected which CHPs to
offer to its employees) would be required to offer at least three choices of CHPs to its
employees, including at least one HMO.® Note that employers taking advantage of
this provision still would be expected to pay the same amount of payroll tax, in order to
avoid adverse selection.®

An employer with an existing health plan has the following options under this system:
a) pay taxes and do enrollment only; b) pay taxes, do enrollment and set up a cafeteria
plan or tax deductible medical expense account for employees to assist them in paying
for supplemental coverage or out-of-pocket expenses; c) pay taxes, do enrollment and
pay for supplemental coverage for employees; d) pay taxes, do enrollment, and serve as
a sponsor for employees (e.g., evaluating plans on the basis of quality and educating
employees about how to make choices); or ¢) pay taxes, do enrollment and serve as a
CHP for employees. In short, the system would provide a wide range of choice
regarding the role that an employer could play in providing health benefits.

These provisions ensure that coverage is purchased in the most cost-effective way. If an
employer can arrange for care less expensively than the HIPC (either because of how
it arranges benefits or holds down administrative costs), it makes sense for that employer
to do so. Nevertheless, given the very large membership in the HIPC purchasing pools,
it is likely that most employers will find that it is less expensive to let their employees
obtain coverage through CHPs qualified by the HIPC. Therefore, very few large
employers will likely find it attractive to serve as their own CHP.

Health Insurance Purchasing Corporation

The Health Insurance Purchasing Corporation will be the administrative component of
the Health Policy Commission and will carry out the rules established by the
Commission under which private carriers would compete fairly over price and quality.
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That is, the HIPC may be thought of as an administrative arm of the Health Policy
Commission and subject to gemeral policies and procedures established by the
Commission. In general, the marketplace--not the Health Policy Commission or HIPC--
will dictate how carriers deliver care and how much providers are paid.

The duties of the Health Policy Commission will include:

o Define the Basic Health Care Package and annually review the need for
changes.

o Establish general qualifications for CHPs (e.g,, financial solvency
and quality).

o Establish general standards for the types of information that may
be required by the HIPC on utilization, guality, consumer
satisfaction and other information needed to facilitate consumer
choice, effectively monitor plan performance, and assist in the
development of medical practice guidelines.

o Establish the fixed contribution that would be paid by the State
on behalf of each citizen, including any needed risk adjustments
so that plans are not encouraged to avoid high-risk patients.

o Report annually to the General Assembly about health matters
(e.g., cost, quality and access trends), including recommendations
regarding State tax revenues needed to fund fixed contributions
for each citizen.

The duties of the HIPC will include:

o Determine which plans qualified as CHPs in a given area, based
on general criteria established by the Commission and using
business judgment in determining the numbers and identities of
CHPs.

o Manage the solicitation and evaluation of premium bids from
CHPs.

o Obtain standardized data from each CHP to facilitate consumer
choice, monitor CHP performance and facilitate the
development of medical practice parameters.

o Prepare explanatory materials and plan comparisons (e.g.,
information on quality, satisfaction) to facilitate meaningful
consumer choice of plans,

o Oversee the annual open enrollment process to ensure that large
employers (100 or more employees) carry out enrollment
responsibilities and that all others in HIPC area have selected a
CHP.
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0 Monitor the marketing of supplemental packages of services
which will be available for purchase {e.g., dental, vision, mental
health, prescription drugs and long-term care) and make
recommendations to the Commission regarding any anti-
competitive practices.¥

STEPS TO ACHIEVING UNIVERSAL COVERAGE

Medicaid Expansion

North Carolina can cover up to 255,000 new eligibles (of which 146,000 are now
uninsured) through various Medicaid expansions now permitted under current federal
regulations (Table E-4). The Forum recommends that Medicaid eligibility be expanded
on a phased-in basis (but as rapidly as possible) to cover everyone below 100 percent of
poverty. The priorities should be: (1) aged, blind, disabled below 100 percent of poverty;
(2) children under age 18 to 185 percent of poverty; and, thereafter, (3) increased
income standards for AFDC (to 75 percent of poverty) and the medically needy (to 100
percent of poverty).

Although it is desirable to expand Medicaid eligibility in order to take advantage of the
additional federal dollars that could be used to help subsidize coverage for the newly
covered, the ultimate goal should be to eliminate Medicaid as a separate program by
giving Medicaid beneficiaries the opportunity to select among the same privately
sponsored Community Health Plans being used by the general population. This step
would eliminate the many barriers to access faced by Medicaid eligibles who in the
current system too often have difficulties finding providers to serve them. However, in
order to retain the federal funding which now pays for roughly two-thirds of Medicaid
costs, 2 Medicaid waiver must be obtained. The Forum has been advised that such a
waiver can likely be secured if the Forum's overall proposal is implemented.

Medicare Coverage

Likewise, the long-run goal should be to guarantee the same level of coverage to
Medicare enrollees as is provided to the non-elderly population. Here again, however,
a federal Medicare waiver would be required in order to allow Medicare funds to be
funneled into the system and to permit Medicare beneficiaries a choice among
competing CHPs. The federal government is likely to grant such a waiver if the State
can demonstrate that the federal payment for Medicare beneficiaries will be no higher
under the new system than under the current system--a standard which we believe our
proposal will meet.

There are, however, many complicated issues that would need to be resolved if State-
guaranteed benefits were to be "wrapped around” existing Medicare coverage. These
issues relate to primary/secondary liability, benefit design, financing and how to address
fairly the question of coverage for retirees who move into or out of the State. The
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Health Policy Commission would make recommendations to the General Assembly
regarding when and how to integrate Medicare into the new system.

Federal Employees/Military Personnel

Under the current system, nearly 60,000 federal employees and their dependents
(through the Federal Employees Health Benefits Program) and roughly 100,000 active-
duty military personnel and their dependents (through CHAMPUS) have access to a
defined level of benefits. These individuals, along with a number of veterans or their
dependents who are eligible for CHAMPVA coverage, could be covered through CHPs
only if an arrangement could be worked out with federal officials. The Health Policy
Commission would have the authority to negotiate an arrangement with the appropriate
federal agencies.

Summary of Coverage

Even assuming no waivers for Medicaid, Medicare, federal employees or military
personnel, nearly three-quarters of the population would purchase coverage through the
HIPC® Moreover, even in the unlikely event that all employers in firms with more
than 100 employees elected to act as a sponsor for their employees (i.e., serving as their
own HIPC), this would reduce the HIPC pool by 2,000,000 employees, leaving more than
43 percent of the population in the HIPC pool. Even in this worst case scenario, the
HIPC would have a high degree of leverage in disciplining the market. For this reason,
most employers are likely to find it advantageous to purchase coverage through the
HIPC.
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V. FINANCING

CURRENT SYSTEM OF FINANCING CARE FOR THE MEDICALLY INDIGENT
How To Improve Current Spending on the Medically Indigent

The share of personal income devoted to paying for care of the medically indigent is
roughly 11 percent higher in the rest of the nation than in North Carolina (Table E-
2)2 However, North Carolina's spending is roughly comparable to the average within
the region and exceeds that of its immediate neighbors by 10 percent. What is
particularly notable, however, is that North Carolina spends one third less than other
states on Medicaid but nearly 20 percent more than those same states on hospital losses
due to Medicaid. Even compared to the region, we spend 11 percent less on Medicaid
benefits and 135 percent more on Medicaid hospital losses.

Suppose we decided to reduce our Medicaid hospital losses to the regional average. If
we took the same amount of extra dollars that we now pay hospitals through cost-shifting
to make up for their Medicaid losses and channeled them into the Medicaid program,
we could increase Medicaid spending by 16 percent (i.e., $273 million, of which $183
million would be new federal spending). Thus, without any increase in State/local
spending on indigent care, we could increase the resources available to assist the
medically indigent by $183 million. Such an expansion is nearly salf of the amount
needed to provide for the maximum allowable expansion of Medicaid (short of raising
income standards, which would be very expensive)--covering 255,000 new eligibles (of
which nearly 146,000 are now uninsured).

Public Support for More Spending to Achieve Universal Access

But maximum expansion of Medicaid would address only 14 percent of the uninsured
problem. How can the State obtain funding for the remaining 900,000 uninsured? As
a general matter, raising taxes is not a popular idea. Yet public opinion surveys have
shown repeatedly that Americans are willing to pay higher taxes to assure universal
health coverage. Indeed, if one extrapolates from a very recent survey conducted by the
Health Insurance Association of America, the results would justify additional taxes of at
least $227 million (and perhaps as much as $380 million) in North Carolina (Table E-3).
Assuming that the 20 percent of the uninsured with incomes above 300 percent of
poverty do not need any subsidy, this amount is enough to subsidize 30 percent of the
cost of a very comprehensive managed care plan for every remaining uninsured
individual. When added to the subsidies now available to a typical uninsured person in
the current system, this would provide enough funds for more than 75 percent of a very
comprehensive health benefits plan.
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FINANCING THE HEALTH ACCESS FORUM PROPOSAL

Sources of Financing

The decision about how to fund this proposal must recognize the realities of the current
federal tax system, which subsidizes employer payroll taxes somewhat more heavily than
income taxes. The share of payroll taxes which is shifted outside of North Carolina due
to tax deductibility is roughly 34 percent, while for income taxes it is roughly 22 percent
(Table E-8). On the other hand, while the efficiency loss from payroll taxes is basically
the same as for income taxes (28 percent), equity questions would be raised by a system
that was financed entirely from payroll taxes, since it would exempt some very wealthy
individuals who rely exclusively on non-wage sources of income.

On balance, the Forum believes that approximately a 50:50 split between payroll taxes
and individual income taxes is an appropriate way to finance health care costs in North
Carolina. The payroll tax portion ensures that all employers and employees contribute
something to the system (e.g., 5 percent), just as they now must do in order to qualify
for Social Security. The income tax portion can be designed to ensure that the
remaining burden is based on ability to pay.

To fill the gap between revenues raised through a 5 percent payroll tax and the total cost
of universal coverage requires that current income tax rates be raised by 4.3 percentage
points. Since the top tax rate mow is 7.75 percent, this would require a State
constitutional amendment to allow income tax rates to exceed 10 percent. If this posed
obstacles, an 80:20 split of payroll and income tax funding would be required in order
to stay within the current 10 percent ceiling on income taxes (Table E-10).

All tax revenues for health care will then be placed in a Health Care Trust Fund, which
may not be used for any other purpose than to provide health benefits to North Carolina
citizens.

Annual Tax Amount

Each year, in advance of the open enrollment period, the HIPC would receive bids for
the Basic Health Plan from CHPs. Based on these bids, the HIPC would determine the
total amount of revenues needed to provide fixed contributions that would cover the full
premium for the lowest cost plans. If the required contributions exceeded projected
revenues, the Health Policy Commission would have five options: it could a) make use
of a “rainy day fund" that was built up each year that revenues exceeded contributions;
b) recommend that the General Assembly increase taxes; ¢) reduce the scope of covered
benefits; d) limit the fixed contributions to available revenues, recognizing that each plan
enrollee will have to pay some amount out of pocket (even for the lowest cost plans);
e) use rate regulation or budget caps. By determining what taxes to impose or not
impose, the General Assembly would, in effect, cap the State budgetary amount for
annual increases in health care spending.
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Payroll Taxes

All North Carolina employers and employees will make a payroll tax contribution: 4
percent for employers and 1 percent for employees. Employers which elect to
supplement coverage for their employees are free to do so either by a) creating a
cafeteria plan (which allows employees to allocate pre-tax dollars toward the purchase
of a supplemental benefits package of their choice); b) negotiating directly for a
supplemental package (e.g., dental) to be provided to all employees; or c) increasing
employee pay.

Income Taxes

Income taxes would be increased by the additional amount needed to fully fund the
system. Current estimates suggest that the added income tax rate (above and beyond the
currgnt effective income tax rate of 6.4 percent) would need to be 4.3 percent (Table E-
10).
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V1. COST CONTAINMENT

OVERVIEW

The restructuring of the health financing and delivery system proposed by the Forum will
go a long way toward holding down the costs of medical care in North Carolina.
However, there are additional steps which should and must be taken to ensure that
avoidable and unnecessary costs are kept to a minimum under the restructured system.
The following recommendations stand apart from the Forum proposal for tax-financed
universal coverage with managed competition insofar as any of these recommendations
can (and should) be adopted regardless of whether the state retains the current system,
adopts incremental reforms or moves in the direction suggested by the Forum.

HEALTH PROMOTION AND DISEASE PREVENTION

The single greatest problem in our current system is unhealthy lifestyles. Roughly half
of all deaths each year are potentially postponable, and better control of just a few
lifestyle factors-—-including exercise, better prenatal care, use of seat belts, better diets,
and abuse of tobacco, alcohol and drugs--could prevent between 40 and 70 percent of
all premature deaths (Office of the President, 1992).

Unbhealthy lifestyles have an enormous impact on costs as well, since up to 50 percent
of current health expenditures are attributable to preventable diseases which could be
reduced if individuals chose healthier lifestyles.® For example, in our State alone,
more than $1.1 billion of our health spending in 1993 can be attributed to smoking;
injuries add nearly $800 million to medical costs; another $566 million can be attributed
to high cholesterol; alcohol abuse accounts for nearly $300 million as well; high blood
pressure costs $465 million; AIDS costs over $100 million; and drug abuse accounts for
nearly $100 million. In short, better control of these lifestyle factors alone has the
potential for influencing more than $3 billion (nearly 20 percent) of the State's health
spending in 1993 (all figures derived in Table E-11).

Recommendation #1: All North Carolinians should be informed on personal
health care issues such as life-style modifications and preventive care, and also
on issues of access and availability of services. We call on public health
departments, educational systems, community hospitals, private providers, and
all relevant agencies to utilize State and local media sources to promulgate the
above.

Recommendation #2: Community Health Plans (CHPs) should initiate measures
for the early detection and education of high-risk pregnant women such as the
model programs now being offered through certain third-party carriers, self-
funded programs, and HMOs. The Governor's Commission on Reduction of
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Infant Mortality should redouble its efforts to target women not in employer-
based plans for similar efforts so that high-risk women are identified early and
given appropriate prenatal and support services.

EXCESS MEDICAL CARE

The current system is enormously wasteful. Experts believe that one-fourth to one-third
of all tests and medical procedures performed in the current system are inappropriate
or unnecessary, meaning that the medical benefits of such procedures do not exceed the
medical risks of doing them (Brook, 1991). Roughly 20 percent of all medical care,
which in North Carolina would amount to $3.2 billion in 1993, may be unnecessary or
harmful (Office of the President, 1992). There is an enormous effort underway
nationally to scientifically assess the efficacy of alternative medical procedures and to
develop practice parameters which will guide physicians in providing high-quality care.

A significant part of the problem contributing to this excess care is the medical
malpractice system. Notwithstanding the fact that North Carolina enjoys among the
lowest medical malpractice insurance rates in the country, in 1993 North Carolina will
spend one-half billion dollars for malpractice premiums and for the cost of defensive
medicine practices used by providers to avoid the risk of being sued.*

Aside from the sheer cost of the current tort system, the evidence suggests that it is very
error-prone, bringing suits against many physicians who do not deserve to be sued and
failing to compensate 14 out of every 15 patients who are victims of actual negligence
(Weiler, Newhouse and Hiatt, 1992).

A related problem concerns medical practices that provide a small amount of benefit,
but at an enormous cost. For example, nearly 20 percent of hospital costs are spent on
‘the last year of life, which in North Carolina would amount to more than $1 billion a
year. Although the system certainly has improved, too much is still spent on
prolonging life in instances where further treatment might reasonably be regarded as
both futile and perhaps inhumane.

Recommendation #3: The Health Policy Commission, on the recommendation
of the State Health Director, will approve medical practice parameters that have
been shown to be successful and cost-effective. The Forum recognizes the value
of developing better medical practice parameters to both improve the quality of
care and avoid unnecessary expense. The Forum believes that development and
refinement of guidelines should be done by medical professionals, but the Health
Insurance Purchasing Corporation should have the authority to obtain
standardized information on utilization and outcomes to facilitate the
development of such guidelines. This information should be collected in such
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a way that analyses can be performed based on individual patient characteristics.
Confidentiality of such data must be strictly safeguarded.

Recommendation #4: North Carolina tort laws should be amended to provide
that adherence to State-approved practice parameters is an absolute defense
against allegations that a provider did not comply with accepted standards of
practice in the community. The State of North Carolina should adopt the
collateral source rule in cases involving medical malpractice, and should also
adopt a no-fault medical malpractice tort compensation system based on strict
liability (Weiler, Newhouse and Hiatt, 1992).

Recommendation #5: The State of North Carolina should actively promote the
use of living wills and other advance directives. The Health Policy Commission
should consider ways to promote greater use of such measures (including sending
information with tax returns or allowing new Medicare beneficiaries to sign up
when first enrolling in Medicare) and how to establish a repository of such
directives (e.g., using a microchip on drivers' licenses or each individual's CHP
enrollment card).

MORE COST-EFFECTIVE DELIVERY OF CARE

There is a general consensus that the U.S. health care system relies too heavily on
specialty care and that shifting the mix of providers to greater reliance on primary care
providers would be more effective and efficient than the current system. Likewise, there
is extensive evidence that mid-level practitioners can provide equivalent quality care at
a lower cost than physicians. For example, physician assistants can handle roughly 80
percent of what a physician can do at a cost per patient that is one-half to two-thirds less
expensive. Likewise, nurse practitioners can deliver care at roughly two-thirds to four-
fifths of the cost of providing the same services through a physician. Even after
accounting for the costs of physician supervision of mid-level practitioners, they are less
expensive than physician care (U.S. Congress, CBO, 1979). Similarly, there are many
alternatives to inpatient care which offer care that is considerably less expensive without
sacrificing quality, including freestanding ambulatory surgical centers, birthing centers,
and home health.

Recommendation #6: The Health Policy Commission should recommend to the
General Assembly steps to encourage a greater supply of primary care residents
and other mid-level practitioners through loan forgiveness or other meaus.

Recommendation #7: The Health Policy Commission should recommend to the

General Assembly measures to reduce legal, regulatory and other barriers to
greater use of mid-level practitioners.
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FRAUD AND ABUSE

Fraud and abuse are estimated to account for 10 percent of all health spending (GAQ,
1992) and therefore will amount to more than $1.6 billion in North Carolina in 1993.
Fraud and abuse encompass a number of different practices, including overcharging for
services through upcoding or unbundling, billing for services not rendered, improperly
acquiring or soliciting drugs, and willfully rendering inappropriate or unnecessary
services.

Recommendation #8: The State of North Carolina should adopt HIAA Model
Provider Anti-Fraud Legislation (attached).

EXCESS ADMINISTRATIVE COMPLEXITY

Another serious concern is high administrative cost associated with the complex system
of financing care through numerous (and sometimes overlapping) third-party payers.
Although the vast majority of coverage is provided by the 20 largest firms, North
Carolina has a total of 700 different third-party carriers which offer some sort of health
insurance plan. The combined costs of heaith insurance administration and the
administrative share of costs for hospitals and physicians amount to nearly $2 billion of
our State's health costs.*® Clearly, not all of this is waste, but most observers agree that
these administrative costs could be trimmed by at least one-fourth (i.e., $500 million)
through measures such as claims standardization, electronic billing and a less balkanized
payment structure. Moreover, a system of standardized, computerized medical records
promises to improve quality and to reduce unnecessary care by roughly 5 to 10 percent--
or up to $320 million a year in North Carolina (Office of the President, 1992). A
national effort is now underway to agree upon standards for electronic billing, which are
expected to be developed within the next two years.

Recommendation #9: The State of North Carolina should enact laws providing
for coordination of benefits/subrogation to avoid duplicate payments for a single
service. Coverage through health benefits plans, workmen's compensation,
automobile liability insurance and other types of third-party coverage for health
expenses should be better coordinated to avoid double recovery for medical bills.

Recommendation #10: The State of North Carolina should mandate a uniform
claim form, the UB82 (soon to be UB92) and the HCFA 1500, for hospital and
physician claims.

Recommendation #11: The North Carolina Department of Insurance should
position the State so as to implement standards for claims standardization and
electronic claims transmission as quickly as feasible once national standards have
been established.
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IMPROVED REGULATION

The Forum examined a wide range of alternatives for regulation, ranging from controls
on physician fees to global budgeting for hospitals. The current evidence on hospital
rate-setting suggests that overall health costs are 14 percent lower in states with hospital
rate-setting (Lanning, Morrisey and Ohsfeldt, 1991; U.S. Congress, GAO, 1992). Yet
though Maryland has one of the oldest and most successful hospital rate-setting systems
in the country, North Carolina matched Maryland's record in holding down health costs
between 1976 and 1990.7 For this reason, and because there may be some technical
problems in replicating the Maryland experience in our State, the Forum opted to
recommend giving managed competition a chance to work before resorting to heavy
regulation. If competition is tried and found inadequate, it makes sense to then try
regulation.

Recommendation #12: The Certificate of Need (CON) should be reconstituted
and strengthened. It should apply to all providers. It should use the State
umbrella to encourage provider cooperation instead of competition aimed at
escaping antitrust prohibitions and should give attention to manpower utilization,
including programs that would encourage physicians to practice in rural areas.

It is vital that these reforms be adopted, which require everyone to give a little in order
to improve the system for all. These reforms are needed in the public interest regardiess
of whether more fundamental changes in the health care financing and delivery system
are adopted. Changes are needed in the tort system and other institutions in order both
to reduce costs and improve quality. The cost savings from many of these reforms can
be significant, but because they are longer term and cannot easily be estimated, they are
not reflected in the discussion of costs and cost savings which follows. In the long run,
implementing these changes should result in cost savings which more than offset the
modest incremental costs associated with providing universal coverage.
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Vil. POTENTIAL IMPACT OF FORUM RECOMMENDATIONS

ESTIMATED COVERAGE OF THE UNINSURED

Of the 1,000,000 uninsured in 1992, more than 200,000 (20 percent) could be covered
through the maximum possible expansion of Medicaid. Roughly 146,000 of these could
be covered without raising AFDC payments. An additional 71,000 could be covered only
if North Carolina were willing to raise AFDC payments by $724 million each year (of
which more than $250 million would be paid by State and local government and the
remainder by the federal government) and increase Medicaid spending by almost the
same amount. Of the 146,000 maximum uninsured who could be covered, most have
incomes below federal poverty guidelines, and the remainder have incomes below 185
percent of poverty (Table E-4).

If federal waivers are obtained, all Medicaid eligibles would be allowed to select a
Community Health Plan in which to enroll each year. Likewise, federal waivers or
approval would be needed to include Medicare beneficiaries, federal employees, and
those covered by military plans (CHAMPUS/CHAMPVA). If all these groups are
included, the entire population would be enrolled in Community Health Plans. If none
of these groups is included, CHPs would cover roughly three-fourths of the population.

ESTIMATED COST OF COVERAGE

The gross new state and local funds that would be required amount to nearly $650
million a year. They consist of the funds needed for Medicaid expansion, new costs for
the uninsured and underinsured, and HIPC administrative costs.

Medicaid Expansion

The full cost of the maximum feasible Medicaid expansion is $1.6 billion, of which nearly
$557 million would have to be paid by State and local taxes. However, nearly half of
this cost is due to the increase in welfare payments to AFDC families. If it were decided
that it is not worth paying $724 million in added welfare payments to cover an additional
71,000 uninsured (plus 58,000 insured), then the total cost of the Medicaid expansion
would be only $558 million, of which $195 million would be financed through State and
local taxes. This latter amount will cover 255,000 new eligibles, of which 146,000 are
uninsured.

Universal Coverage for the Uninsured and Underinsured

In 1993, the gross annual cost of coverage for the uninsured is $1.2 billion (1 million
uninsured multiplied by the $1,176 annual premium cost). However, the current system
now provides $675 million in subsidized care for the uninsured, including more than $300
million through public programs (e.g., local health departments), $164 million in hospital
uncompensated care losses and $191 million in losses to physicians and other providers
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(Table E-15). Moreover, the uninsured themselves pay for some care out of pocket.
Therefore, the net cost of covering the uninsured (above and beyond what is being spent
currently) is likely to be less than $350 million. For those who are underinsured, the
added cost probably would be $88 million,

HIPC Administration

In addition, roughly $25 million in net new costs would be needed for administrative
costs of the HIPC to carry out the functions intended for it (all remaining administrative
costs for the competing CHPs are already reflected in the $98 monthly premium estimate
and any enrollment costs now incurred by employers already are reflected in the current
system).

ESTIMATED COST SAVINGS

The preceding costs overstate the net amount of new state or local funding that would
be required. Cost savings can be grouped into three basic categories: a) administrative
savings from pooling the purchase of coverage through the HIPC; b) reduced
preventable hospitalizations; and ¢) managed care savings. All told, these savings
amount to $555 million.

Administrative Savings from Pooling

Although exact savings will vary by plan, it is reasonable to expect that average
administrative costs for CHPs will not exceed 7 percent.® Based on reasonable
assumptions regarding current administrative costs for self-employed individuals and
firms of varying sizes, the administrative savings from pooling are likely to exceed $200
million (Table E-14).

Reduced Preventable Hospitalizations

Another potential source of savings is through improved primary care access. A study
in Washington, D.C. found that one-fourth of all hospital use by the uninsured is
medically preventable. Even if the share of preventable hospitalization were only one-
half as high, the total savings in North Carolina would amount to $23 million (Table E-
13).

Managed Care Savings/Cost Containment

There is no way of stating precisely the magnitude of the savings that would be achieved
through a structure of managed competition or the other cost-containment
recommendations contained in Section VI. For example, the Congressional Budget
Office estimates that if the entire population received care through staff- or group-model
HMOs, total savings would amount to 10 percent of total spending (U.S. Congress, CBO,
1992). In North Carolina, this would amount to $1.6 billion a year. However, there is
no way of predicting what fraction of the population ultimately would be enrolled in such
tightly managed health care networks. Currently, the state with the highest HMO
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penetration (California) has only one third of its population in HMOs, after more than
a decade of strongly encouraging the development and proliferation of such plans.
Moreover, enrollment in group and staff model HMOs amounts to less than 20 percent
(Marion Merrell Dow, 1992). In North Carolina, only 5 percent of the population is in
HMOs, thus leaving much room for growth. However, it is extremely unlikely that
HMOs could obtain 100 percent of the market. If group/staff HMO penetration
reached California levels, the net savings could amount to 2 or 3 percent of health
spending (roughly $240 to $340 million a year in North Carolina).

Net Cost of Forum Proposal

Even taking into account all plausible sources of savings, it is impossible to expand
coverage to one million uninsured without spending more money initially. The net cost
of the Forum proposal to North Carolinians is estimated at roughly $93 million a year--
or less than $100 per uninsured person. The Forum believes that the benefits that this
step would bring to the uninsured would alone make it a worthy investment. Based on
what we know about the failure of uninsured individuals to obtain adequate preventive
services, a universal coverage plan in North Carolina will save at least 200 lives each
year among the uninsured.® If this proposal has the expected effect of encouraging
greater preventive care among the currently insured as well, the number of lives saved
would be far greater. If one considers the impact on morbidity--fewer days lost from
school and work--the human capital savings from universal access more than justify this
modest expenditure.

Even if we consider only the lives saved, the Forum proposal represents a commitrment
to invest $93 million a year to save 3,800 years of life or $24,000 per added year of life.
This is less than the cost of saving lives through many highway safety improvements and
is less than one-half of the $57,000 cost per added year of life saved due to State-
mandated tire inspections (Table E-16). If we as a State have money to invest in the
latter activities, then it is hard to justify not being able to find a way to afford universal
access to health coverage.

From another angle, consider just the $555 million in annual savings that adoption of the
Forum proposal could achieve in the current health delivery system. In the context of
the $18 billion we will spend on health care in 1993, these savings may seem like a small
sum, but if this amount were saved and earned just 5 percent interest a year, the
aggregate savings in ten years would amount to almost §7 billion. An alternative way to
look at this is to consider that by failing to restructure the current delivery system so that
it delivers care more cost-effectively, we will spend $7 billion more than we need to
during the next decade. The Forum does not believe that this is money well spent, since
it basically represents a continuation of the waste and inefficiency in the current system.
The Forum proposal captures these savings and invests them on behalf of the uninsured
(adding to that amount an estimated additional $456 million a year in new health-related
spending--of which $363 million is paid by the federal government).
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Impact on North Carolina Economy

Overall, the Forum proposal will increase health spending by an estimated $521 million
a year (including $363 million in federal matching dollars for Medicaid expansion) and
will thereby boost employment in the health sector. Conversely, however, the proposal
will impose a 4.0 percent employer payroll tax on 470,000 uninsured workers who
currently contribute nothing toward health insurance coverage. In the long run, most of
this cost will be absorbed by workers themselves in the form of lower wages. But
even assuming a "worst case" scenario in which labor costs rise by 4.0 percent, the most
extreme estimate of job losses resulting from this new tax is 5,600 workers (compared
to 150,000 who are unemployed on an average day).”* But at the same time, the Forum
proposal reduces the employer payroll contribution for health coverage from a current
average level of roughly 8 percent (Garamendi, 1992) to 4 percent. By making labor less
expensive, this aspect of the proposal is likely to stimulate the creation of 6,000 to 30,000
new jobs (above and beyond any new jobs created in the health sector).

These figures do not even include the impact on economic development. Under the
current system, employers who provide third party coverage typically pay three times for
health care: for their own employees, for dependent spouses who often work for firms
without health benefits, and for the "cost shift." The Forum proposal substantially lowers
the burden of providing health benefits to workers for nearly all employers and therefore
should have a very favorable impact on attracting new business to North Carolina.

Thus, if one is to be fair about assessing the potential impact on employment, both the
positive and negative employment effects should be considered. On balance, the impact
is likely to be very favorable.

Moreover, the preceding figures do not take into account the multiplier effect of $389
million in new federal spending for Medicaid. This infusion of new spending is
estimated to produce almost $1 billion in economic output within the State and would
generate an additional $100 million in State and local tax revenues (it should be noted
that under the Forum proposal, the state would lose roughly $40 million in premium tax
revenues).>? Taking into account this new spending, North Carolinians will be able to
provide universal coverage at a lower net cost to themselves than they now pay for the
current patchwork system that leaves many with inadequate coverage. That is, even after
deducting $93 million in new spending borne by citizens of the State, there will be a net
addition of more than $900 million in new economic activity coming into North Carolina.
Thus, the Forum recognizes that some particular individuals will be worse off under its
proposal than in the current system, but for many North Carolinians and employers, this
proposal offers health care at a lower cost than they now must pay.

The opportunity costs of failing to change how we do business are enormous. The

Forum believes that State government, industry and all North Carolina citizens have
much to gain and little to lose by changing the way in which health care is financed and
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delivered. If staying with the current system will cost us an additional $7 billion of
unneeded costs, the Forum believes that advocates of the status quo need to justify why
it is worth spending those additional amounts and what benefits North Carolina citizens
will receive from that expenditure. Proponents of the status quo also should be expected
to justify how our State--which is already reeling under the weight of medical care costs--
will find the additional $7 billion needed to preserve the status quo. The Forum is well
aware that changing the system will not be easy, but those difficulties pale in contrast
to the difficulties of finding an additional $7 billion during the next decade when we
have so many other critical priorities crying out for attention. The Forum believes that
the time for change has come and that North Carolina should be one of the leaders
among states in showing a cost-effective path to a better and healthier future for all of
our citizens.
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APPENDIX A

HIAA Anti-Fraud Model Statute

Section 1. Scope
Any person who, with the intent to injure, defraud, or deceive any insurance company:

1. Presents or causes to be presented to any insurer, any written or oral statement in-
cluding computer-generated documents as part of, or in support of, a claim for pay-
ment or other benefit pursuant to an insurance policy, knowing that such statement
contains any false, incomplete, or misleading information concerning any fact or
thing material to such claim; or

2. Assists, abets, solicits, or conspires with another to prepare or make any written or
oral statement that is intended to be presented to any insurance company in con-
nection with, or in support of, any claim for payment or other benefit pursuant to an
insurance policy, knowing that such staternent contains any false, incomplete, or
misteading information concerning any fact or thing material to such claim;

Is guilty of a felony and shall be subjected to a term of imprisonment not to exceed five
(B) years, or a fine not to exceed $5,000, or both, on each count. Each claim shall be
considered a separate count. Upon conviction, the court shall also order the defendant
to pay restitution to the insurance company as well as its reasonable investigative costs
and attorneys fees.

in a civil cause of action of recovery based upon a claim for which a defendant has
been convicted under this section, the defendant shall be estopped from denying the
elements of the violations for which the defendant was convicted. If the insurance com-
pany prevails in the civil action, the court may award it the company’s damages and its
attorneys fees, costs, and reasonabile investigative costs. If the insurance company can
demonstrate to the court that the defendant has engaged in a pattern of violations of
this section, the court may award the insurance company treble damages from the
defendant.

Section 2. Definition of Statement
For the purposes of this Act, "statement” includes, but is not limited to, any notice, state-
ment, proof of loss, bill of lading, receipt for payment, invcice, account, estimate of

property damages, bill for services, diagnosis, prescription, hospital or doctor records,
x-rays, test result or other evidence of loss, injury, or expense.

~ 45 -




APPENDIX B

Sample Community Health Plan Comparison Guide for Consumers

COMPARATIVE EVALUATION OF HEALTH INSURANCE
CARRIERS OFFERED BY HEALTH INSURANCE
PURCHASING COOPERATIVES

L THE IMPORTANCE OF CONSIUMER CHOICE

tand g

The quality and cos sifectiveness of care can be to ¢ ina
manger that gllows for informed decisions within 2 supperdve adminismative Emmework
Consumess can make these dasisions enly if a5y © wnderstand facweal information is available o

themm. We believe that the zrhical elemants af thase infarmed degisions are:

0 A famework for detision making (e,z.. the Hecith fnsurancs Pursnasing Coopermtival
ot allows tie sonsumer  make informed decisions about who will provide cheir
medicad care in an objustive and unmwried sewing, rather tan during an episods of

iliness,

¢ A sufficient aumber of apuons (e.g.. the carriers) so that the s damand for

choicss is satistied. 5uz not 50 many corons thar the Iaformation is ngt intelligible.

o [nformadon about quality and cost that is presented in an undessanaadle formmat hat

aiiows for valid comparisons among carrers.

‘The following discussion oudines how thess Hexlth Insurance Purchasing Cooperatives can
WOtk with carriers to allow consumers 10 make appropriate decisions about their hexith cxre.,

I  MEASURING THE PERFORMANCE OF HEALTH INSURANCE
CARRIERS
A, Components of the Assessment Process

The qualic and cost-effectivensss of ¢cire can be messwred, g SUCh Measyrements are the
k&Y w0 managing o health care program,  The following are those slements imparane for assessing

the perfonmancs of carriers.
L Cose affectiveness
2 Strucmure and process of its qualicy improvement sysem
3 Quudity of tare measnres
o Member ratings
* Apprope and o
4, Quality of servicn measurss

B. Cost Effectiveness

Cost effectivensss of cars can be assessed in a somightforword manner by comparing
megsures 2 through 4 above 0 thi €08t to the consumer of tie cxmer.  When preseated with
intetligible informarion, congumers will be able o make informed desisions CONGITRING the vaite of

compeHng itaith care plans based on teiy swn particylar s&t of pretermncss,

C. Struerire and Process of the Carrers' Quaiity Improvement
System

The provision of high quality medical care requirss the comers w mainin sxtensive
quality improvement agtivities. In addlition. the uniform callecmon of data thac allows the
performance of carriees (0 be tompared requires 3 genuine commitnent © 3 competitive markee
piace. lust as the business community rquires independenr verification of 2 campany's fnancial
sonditon, 30 cumiers showd aliow indepengent vedification of theic qualisy assurmncs and dagy
collention sysiems if thev are w be offered by the Seaith ingusance Furchasing Cooperadva,

& rationad review agency that functions in chis capacity should have sufficiznt expartise 1o
condues vigoraus and knowledgesbie 2valuations. Ar dhe same Time, it must be independent of tie
managed cars industry and have srong conswmer dnd scademic representation. We pellave the
Nationat Commiues for Qualicy Asswrancs {"NCQA) &5 one such orgamizacion.

Source: Material provided by Michael Stocker, U.S. Healthcare, before Commit'tee on
Labor and Human Resources, U.S. Senate, Health Insurance Purchasing Cooperative Act,

Hearing, May 7, 1992,
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D. Quality of Can; Meagures
L Member Rames
Member ratngs invalve the compasits msponse of membess 10 questions about access
care and interperonal Aspecss of cxre.  Questons conceming actess O care roflest the bers'

estimate of their ability to obmin praventive care 4t te apprapriast dme. ahd 0 foesive Recessary
e for the geamment of disease in & timely tishien, Qu
of comw rmflest the member's perc=ncon of the quaiicy of the ineemetion ameng doctoss. thedr sl
ang the member. Their respomses aiso mafleer member condidence in the skill and ability ©
communicore of the phiysician. There is ampie svidencs that padents who rate the interprsonal

the interp

aspeets of thely cage highly are more likely to e their medicadons a5 insmucted and follow the

recgmmendagons of te destor than who raze interp ) aspects of cars less fvoraniy.

In the exampie used hers, e scores of U.S. Healthcare are included 25 3 goint of
reference. The answars o these questions represent the responses 1o 469,008 quesdonnaires seut 0
1.5, Hegltheore members. The scores oon wmy from O o I00%. [t is possibie o weigin some
questions more highly ton others. In the setting of the Heaith Insurancs Purchasing Cooperative.
questionnmires wouid be sene to Al houstitolds sach yerr, Memipers are told e results would be

mage availzols to Giem and 10 alk porepdal members of the carmier.

i. 2 % Fong ¢ a¢e
i Memoer Queznon Exceiical Good Geand Fair Poor USEC Max
i 4 pmars 3 poion 2 poinw L poines 2 gaeme Score Painey
L Anilty o maxe H
appoiatmanis for B1m | nem 2% 9% %23 31 +
aneak ups, i
3 AR make
ppeigumeass far #$1% 0.2% 161% 3% FRL 33 4+
Hies
3o Ability o soorrt e
doear whesoflead | a3 0 wam | D% 19% 39% EH 4
dosed.
4. Waiting time ie
dovte's affice, B9% 8% 93% 16.0% 5.3% 3 4
i Abillpaogs E H
referrattompeatin | nge | oj0dm | wss | MS 19% 33 4
Pages

and

Approgrinaness of carz refers o the degres to wiich (e tosts. procsdures, and thesamies dur are

Apprapr of a3z are Ympoimant a5pecis of the guality of medicai care.
employed in the core of patienls ae sonsisient with the best avatlable sandords of dore and
performead in the most suitbde locadon. Cuwomes are the resuits of medical care «how the patient
funcdons and how the patient {exis. AL present there is not enougil information (o judge carmers on
the quality of thelr outcomes, What c2n be mensured ioday is the degres o which ¢arviers ooijest
the informaaon o wiil enzole an svalixtion of ourcornes in the fature. 0t is imporant that the

coungry procesd (o 4 Systemt of OulCoMEs MEISUrAMmAnt 15 soon a3 possitic.  The fvilowing are

axamplts of approg: nd o measares anct (.5, Healtheore's estimated performanes,
Immunizasians: Carriers can greedy influence both the presene and feame heaith
of teir enroilers. Ont ama witers this is serteuiacdy tue is childhood
inrnunizations.
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2. Response o auestions copgeoning, intemmerongl aspeste of cope,
K Persesw eoneeen of
Rarar %3% | Wi | % 8.7 20% 29 4
T Treaamens OF remaicder
a¢ sifier snail LI Ba% 24.5% 74% 20 ag ¥
3PEE ST Overalt medicat care 3t
Teur dogorta afmicy 82% 1A% e 45% L% 30 4
5, Would roa recommend + Pointy ¢ Poing
Four dociat B oiges Ya No
34 4
9.0% | tes% '
TOTAL: | 53 N
I scoRe: | 7w !
The final seots i included in secrion AL
< ApgropaziEasss 254 Queams. Meanues




Langs Somaning Thew is o general consensus among sapests coieming the

y with witich inadons and tests shouid be performed o screen an Ruowant | Yory o Gt Prie hiad URE{ Sebosn
earuiled popuiation for cxness, Aress of parisular imparmnce ipcluds serpsting el anatl Mol el B B S
for cervical cancar through Pp wsts and sereening for breast camcsr with “ o L n o

Crrriea| Canoxr tessiag
marmageaphy. for ges 16 + 50 X o3 +
Cholesternl teting:  The lnk berween elevazsd chofesisrol and hears disease is
welt esmblished and. therefore, cholesterol soreening and freamient is @ usefd s | VeryGams | oos . ] e | e
measize of the apropriatness of the care provided by 2 cartier. ey PLPrrey FIEEN Ha Ppezs Swre " s
Prenami Eypluanons: The suecsss of 4 cartier i encoumging pregant women o I :: ul = - 2 - "
ahrain ded prenatsf evaloations and follow-ug, is an important measuse | Preeat evsiyatieos '
of performanes in light of the srong evidencs that appropriies preastal care feads
L0 Deiter putcomes. . « Onpeeomes of Care (Compledon Raes for Outcome Measures)
As the Agency for Henith Cars Policy and Research (ASTPR) produces new itis ;-nopéd that cutcorne measures will be paricularly hefpfud in ares in which ters is a
sopropriaceness guidedines. its work showid be incorporated i messupes of iack of tonsansus tonesrning optimal oeamnent, The four arens listed beiow, which Rave
curriers’ perfprmoncs. significant impace on ©e nation's health. ore ones for which thers are 1 varery of

compering treamment apgrodches. The collection of sutcomes informanen should assist in

she 2efore 10 datermine the Best methods for Teating these and outer MO0 condidons.

Stentant rry Cond Gaos e e wHE Munwn
71N L% Heirn el e Seors ] ; i | VrGosd | Coss P ) e i usHe atimwes
: !
1 ) o it i @ [ amm E Py eat% T g cuh | g Foesu
Cuildbooa tmmusintiog bk E ! h SN i : i 3 3 % w HE Y ] ™ T © I
i P 1 x H 1 H H 3
; Cardiac Disease i i t b ]
Sxcestens. verGoos | Gows O B ey Manim E | ' H X i E z :
: Assama : ! ! ¢
> % [T Ppre NN o xm Seore Pl i : :
. ] i ! i {ox oo 4
B ] = : a H o | Depremosn H ! 3 H H E
Mammogeanay raie for age > 30 } i E i 1 ; i T f < ' i - 4 @
I Law Bagk Paia H b i N ' ! -
' : T 1os i : i : ; ; : i
T | VerrGosa G | e L e [— TOTAL: E B [ *
aaa A dd domm | umaass e E e
i [ - SCORE: i 5% ;
i 5 @ D owm b om
Cholescernt soreaning for 2ge» 40 i H L. . .
' x : H The finai scors is iheluded in Secton O
R E i ks
Pz5e 5
Page
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E. Quality of Service Measares

L Diszpssion
Quality of service measures reflect die ability of the camier w respond to member questions
and grievances and ensure thar bills for medicad care ars paid in 2 dmely and accurate manner. The
<zt ugexd in this seation reprosents 1.5, Heaitheare's performance. Servics measures usad hers am
+  Average claims o around dme and ofaims scourncy.  These mwvo mmsur&
reflecs the aversgs time that the camrier tkes to pay its providers. and the
aszurasy of chaims procsssing. Plans tiat ke an excassive amount of tmes o
pay bifls, or pay them incomeedy, have significant membey (and provider)
sasisfaction problems,
» Avesage speod of answer, ond percent resolution of grisvance within 30 days.
Thess owO messurss astimare how long ic tkes the carrier o answer is
wlephone when 1 member colls and how aquickly the correr resoives

grievances.
kN of iy af fga A
: Vet | i ;
d Gaodh P :
Crmna Srestenr Good Fair foar USHC | Max
. } 1
4 poisu + gotals Jporms 1 Lpwtam Qomas Scaee | Poing
11 Avenge dams um W30 2055 #as | sl =45} :
§ amuddme Tava Day: Dws | Dap avs | FI 4
s ;
2 Claimy socurscy 95.97% | MR954 FL95% i 39.91% kzdtis 4 i +
3. Aveaze Speed of ; ;
Anser (0 teoess’ <30 2040 030 | 2040 >0 PR
« s seconds ingandi i jecanas secmndy !
4 % eosoturion af H
rlevasees minin 39 $%ern | 9095% | S500% | 30-85% | TRE0% 3 3
days. i
TOTAL: LI 73
SCORE: 33%
The finai score is included in Seston OL
Fage 7

. OPEN ENROLLMENT INFORMATION FOR EMPLOYEERS

Usmg riv: mzn:ui dﬁmbed above, open arelimeat informarion distibuted by the Heaith
1 ive might appear as follows. Hezld [asurance Carrier A is an estimace
of U.5. Healthoses's perst . Feaith & Carriers B through D are onty for illustmtion.

XYZ Health Insurance Purchasing Cooperative

Open Enroliment
Tanuary lst through January 10th

QUALITY | CARE MEAStmES
Mantly Findings o Duie OF Apgrograteness Quaiity of
Fayroil af Review Memiber & Quiranta Sereco
Deduction Orpaizzion 7 | Ratings (3) Meapiens (4) Mesres
{t} 4]
Hlenith Ioyeence ¢ Ful ] 474% 85
Carnicr A Accreivtion
992
Heauh Insumnce 50 Provisionai 8% £41:4 N
Cartsar 3 Atorediation
1989
Hexlta Inmurancs sto Demd E1%: G5 %
Carter © Accrmdiudon
1391
Heaith lsurande 50 Fuil k) 57 T
Carries T Assreditation
1990 i
0 Your empioyer pays the full cost of te izast sxpensive qualified pian. You will have tie
difference becwesn the feast expensive pian, and the vian vou choose, dedunted from yOur paysneck.
{2% The review agency evaludtes each camer's quality S$WMARE Programt every shroo years.
Piaos neesive wither full or grovisional accreditation . Plans that 2H must be reviewed sgain within
15 menths,
{3} Member ratngs sefer o @embers averaged resgonse (o questions coaceming access and

interpersonzl aspects of care. Acuess 10 care means 1hac ability @ sée the tight docor when you nesd
w. Derpersosal Gre @eans e guality of your intercnon with the dociar, agd vour estimats of
tda/her skill and sbility o communicate.

<33 This indicates the resuits of e eaith insurant: curiers’ Jopropriutences wnd cuttomes
WeAsres, Approprimsness mend the degree to which sts, procedures, and thermpies are conststant
with the best avaiianie smpdards of care and wrromm[ in e most suimbie focation. Ouicomeas

measures look st compliestion tares for partieud: and proced 20d Bow wail members
do after soecific procadures.
(3 Quality of servics measures raflest bow weil the carrier responds to questi and

grievancas,

Page §
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APPENDIX C

Phased Implementation of Forum Proposal

The Forum recognizes that it has outlined an ambitious proposal for consideration by
North Carolina policymakers. It would be unfortunate if the proposal were automatically
rejected or failed to receive serious consideration due to a perception that it is an "all-or-
nothing" proposal. There are many ways that the Forum proposal could be put in place
in incremental steps. The following outlines one possibility. The chief disadvantage of
phasing in coverage is that all the costs involved in expanding access to those who cannot
afford it are incurred up front, while the potential savings achieved from squeezing waste
out of the current system are delayed. Therefore, it is more expensive to adopt the Forum
proposal on a phased-in basis rather than within a short period of time.

The steps shown represent a sequence which address those at the greatest risk first and
phases in universal coverage for others once policymakers are satisfied that the managed
competition framework is sufficiently mature to be extended to all citizens in North
Carolina.

EXPANDING ACCESS TO COVERAGE

Step 1: Medicaid Expansion--the proposed expansion of Medicaid could be
implemented without necessarily adopting the managed competition framework
suggested for universal access. '

Step 2: HIPC Coverage of Low-Income Uninsured--a subsidized pool could be created
to provide coverage to the roughly 300,000 uninsured individuals with incomes -
between 100 percent and 200 percent of poverty. This pool would use the
HIPC structure and competition among plans to provide such coverage.
Individuals would be charged a sliding scale premium based on income, and
those with incomes above 250 percent would be allowed to purchase coverage
on a full-premium basis (to avoid adverse selection problems, this requires
charging them an experience-rated premium). For many uninsured and possibly
many who now purchase individual plans, such a large purchasing pool would
provide more affordable coverage than is currently available,

Step 3: Mandated Individual Coverage--once the HIPC(s) had been established in
Step 2, all individuals could be required to have coverage for essential health
benefits. This would put the remaining 350,000 uninsured above 200 percent
of poverty into the HIPC pool {although a large number of these might already
have purchased coverage voluntarily once the HIPC structure had led to the
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development of a number of affordable health plans). Omnce Step 3 is
completed, all North Carolinians would have coverage for essential health
care.

DEVELOPING MANAGED COMPETITION TO CONTAIN COSTS

Step 1:

Step 2:

Step 3:

Managed Competition for State Employees--the State could be enlightened by
the experience of California, Minnesota and the federal government in offering
fair multiple choice among competing plans (i.e., managed competition) to
State employees and their dependents. In any given county, the State would
contribute a fixed dollar amount to the lowest cost plan being offered to State
employees. The State employee group is the largest single insured group in the
State and is therefore big enough to attract CHPs to compete for that business.
This step has the additional advantage of providing a workable solution to a
serious cost containment problem that concerns State policymakers.

Managed Competition for Medicaid Eligibles--once managed competition has
been shown to work for State employees, the idea can be extended to the
Medicaid program by offering Medicaid beneficiaries choice among the same
CHPs which serve State employees (Medicaid eligibles would get a more
comprehensive set of benefits). Initially, long-term care services probably
should continue to be provided as they are today through fee-for-service
providers. It is probably wiser to incorporate them as part of the benefits
offered through CHPs only after CHPs have had enough experience in
delivering preventive, primary acute care services in a managed competition
market.

Managed Competition for All Citizens--once it is clear that the HIPC structure
has been successful in providing choice among plans to State employees,
Medicaid eligibles and those eligible for subsidized coverage, the State can
mandate that all coverage be provided through the pool and adopt tax-based
financing.




APPENDIX D
COUNTIES SERVED BY HMOS, JANUARY 1993

Counties Served by HMOs
January, 1993

Frepared by Duke University, Center for Health Policy Reseorc h & Educotion
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APPENDIX E
METHODOLOGY
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Table E-1
Employer-Based Health Insurance Coverage
by Firm Size and Poverty Status

North Carolina, 1993

Source of Health Insurance Coverage
Characteristics Employer Employer Other
of Employers Total Direct Indioct Coverage Uninsured
Estimated Distribution of Coverage
BELOW 100% POVERTY 508,332 62,792 68,543 481,656 205,342
Nonworkers 674,898 20,480 58,711 412,008 185,829
Workars 233,334 42,342 11,832 69,647 109,513
Under 25 107,914 10,085 4,526 33,259 80,044
25t0 99 32,957 4,959 425 9,181 18,392
100 to 499 23,005 10,289 1,511 5,887 5318
50010 999 11,780 3,331 1,445 2,297 4,708
1000 and over 57,678 13,878 3,925 19,024 21,051
100—199% POVERTY 1,420,089 308,767 302,804 477,483 342,934
Nonworkers 878,814 86,573 250,926 371,380 169,935
Workers 551,156 220,195 51,879 106,083 173,000
Under 25 173,052 33,122 20,535 45,621 73,775
2510 99 69,603 29,694 5,003 9,410 25,406
100 to 459 82,789 40,517 5,416 10,509 25948
500 o 999 31,494 19,050 1,550 3,805 7,049
1000 and over 194,217 97,812 19,245 38,339 40,822
200—289% POVERTY 1,397,069 487,218 422,953 290,219 196,679
Nonworkers 702,153 113,078 317,328 189,845 81,504
Workers 694,817 374,143 105,624 100,374 114,776
Under 25 183,325 51,006 47,902 51,826 42,691
2510 89 84,210 43,561 12,101 8,847 18,700
10010 499 111,386 76,926 12,626 8,358 13,476
50010 999 47,854 32,611 4,724 3,816 6,704
1000 and over 258,142 170,039 28,271 28527 33,306
300-399% POVERTY 1,125,434 485,404 358,807 185,853 85,669
Nonworkers 513,257 103,657 284,017 113,232 32,351
Workers 612,177 381,747 104,420 72,621 53,319
Under 25 158,387 54,575 47,506 35,051 21,255
251099 65,268 35,684 10,036 9,302 9,246
100 to 499 89,286 65,677 10,703 6,470 6,436
500 to 999 35,900 27,900 3,848 746 3,408
1000 and over 263,335 196,911 32,398 21,052 12,974
400% POVERTY AND OVER 2,008,923 1,083,089 597,126 244,254 104,444
Nonworkars 778,207 223,583 385,409 137,588 31,617
Workers 1,230,717 839,516 211,718 106,656 72,827
Under 25 204,088 110,431 91,335 60,374 32,850
2510 99 138,101 87,652 29 441 12,151 8,857
100 to 499 162,522 125,431 20,727 5,887 10,477
500 to 999 77,636 ©3,167 6,980 2,482 5,008
1000 and over 557,469 482 835 63,236 25,763 15,837
TOTAL 6,869,728 2,405,281 1,759,834 1,679,445 1,025,089
Nonworkers 3,547,428 547,339 1,274,891 1,224,063 501,635
Workers 3,322,30C 1,857,942 485,543 455,380 523,434
Under 25 927,667 259,215 211,803 226,130 230,514
25 to 98 380,139 202,550 57,096 49,891 80,602
100 1c 489 488,988 318,840 50,983 37,511 61,655
500 to 889 204,664 146,059 18,584 13,146 26,875
1000 and over 1,330,842 931,274 147,076 128,704 123,788
Hotes A} [B] [C]
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Notes:

[A]

(8]

i to EBRI Tabulations " News release, Qctober 30, 1992,

Figures obtained using matrix of raw data from pooled Current Population Survey date for North Carolina,
1888~1891. Totals for each poverty category were obtained by multiplying 1983 population times the share of
population in that category in the pooled data (.., this implies no change in poverty status between 19881991
petiod to 1983). Totals for workers were obtained in a similar fashion except that all worker totals have been
multiplied by a ratio {P1.4] to adjust the total count of full— and part—time workers in the CP$ so that it matches the
projected average monthly total for 1883 [PL3]. Nonworker totals are computed as a residual,

Within each row, figures are obiained by subtracting estimated uninsured population from total and assuming that
the distribution of coverage within the remaining insured population is proportional to the distribution of coverage
within that row in: the matrix of raw data from poolad Current Population Survey data for North Carolina,
19881991,

[€] Within each row, figures are obtained by muttiplying total population times the uninsured rate obtained from poaled
Current Population Survey data for North Carclina, 19881991 and then multiplying by an adjustment factor [P1.7].
This adjustrment factor equals the known numbser of uninsured in North Caroling based on the March 1992 Current
Population Survey {1,014,000) [S2], inflated by the increase in population between 1982 and 1983 (i.e., this implies
no change in the uninsured rate between 1992 and 1993),
Parameters:
{PL1] 6,869,728 Estimated July 1, 1983 Population, obtained from Offica of State Planning (personal communication:
Marianne Dale).
[P1.2] 3,956,608 Total workers implied by conversion of raw CPS data to 1993 population.
[P1.3} 3,322,300 Projected NC Employment, 1993 (DRI forecast), obtsined from Office of State Budget and
Management (personal communication: Mike Kiltie).
[PL4] 84.0% Ratio: {PL3)/[PL2].
[PLS] 1,014,000 Total uninsured in North Caroling, March 1992 [S2].
[PL6] 6,795,546 Estimated July 1, 1992 Population [S1].
[P1.7] 1.11 Uninsured adjustment factor (1,014,000 x 6,869,725/6,795,546)/923,534)
Sources:
s} Office of State Planning. *North Carolina: Projected Population, July 1, 1892, By Age, Race, and Sex.* Unpublished
projections based on modified 1990 Census counts, prepared May 1992,
[s2] Employee Benefits Research Institute. "Number of Uninsured Americans Reached 36.3 Million in 1891, According
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Table E-2
Comparative Expenditures on Medically Indigent
from Own Source Revenues
North Carolina, Region and U.S.

Neighbor-—- | South
North ing Atlantic United
SQURCE OF CARE Carolina States* | Region** States
Expenditures per $10,000 income
GRAND TOTAL $111.97 $101.29 $114.48 $126.52
MEDICAID, FY1990 46.82 50.33 51.60 67.11
Benefits 43.69 47.48 48.75 63.86
- Administration 3.13 2.86 2.86 3.24
PUBLIC PROGRAMS 25.93 22.45 28.06 24.34
Personal Health, FY1989 6.01 5.89 9.90 5.37
Mental Health, FY1987 19.92 16.56 18.16 18.98
HOSPITAL FREE CARE, 1989 39.22 28.51 34,82 35.07
Medicaid Losses 11.61 410 4,94 972
Charity & Bad Debts 27.61 24.41 20.89 26.35
index {(US = 100}
GRAND TOTAL B9 80 80 100
MEDICAID, FY1990 70 75 77 100
Benefits 68 74 76 100
Administration a7 88 88 100
PUBLIC PROGRAMS 107 82 115 100
Personal Health, FY1988 112 110 184 100
Mental Health, FY1887 105 87 a6 100
HOSPITAL FREE CARE, 1989 112 81 99 100
Medicaid Losses 119 42 51 100
Charity & Bad Debts 109 96 118 100]
Note:  Figures exclude ail federal outlays used to finance Medicaid, public programs or hospital free

do not, due to reporting inconsistencies across states.

includes Virginia, Tennessee, South Carolina and Georgia.
dR

Carolina, Virginia, and West Virginia.

1990 Medicaid figures obtained from He
health figures obtained from Public Heal

Sources:

hospital free care figures abtained from American Hospital Association.
Detajled data available upon request,

care. Medicaid and hospital free care figures include local funds, but figures for public programs

Includes Delaware, District of Columbia, Florida, Georgia, Maryland, Norh Caroling, South

aith Care Financing Administration. 1989 personal

th Foundation; 1990 mental health figures obtained
from National Association of State Mentai Health Program Directors Research Institute; 1989
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Table E-3

Public Willingness to Pay (WTP) Higher Taxes

to Assure Universal Health Coverage
North Carolina, 1993

Willing to Pay But No Average WTP
at Least More Than | Percent | Minimum | Maximum Notes

$0 NA 31.0% $0.00 $0.00

$50 $100 30.0% $15.00 $29.70
$100 $200 19.0% $19.00 $37.81 [A]

$200 $400 9.0% $18.00 $35.91

$400 $800 4.0% $16.00 $31.96

$800 NA 4.0% $32.00 $32.00
Total per U.S. Respondent $100.00| $167.08 (8]
Estimated Total per N.C. Respondent $87.21| $14598 o]
Total WTP in NC (millions) $226.82| $370.64 (23]

Note:
[A]

(B

[C]
(D]

Parameters:
87.2%
2,517,026

2,600,706

Sources:
[s1]
[82]

[S3]

Figures shown represent the amount respondents would be willing to pay in
additional taxes to assure all Americans health insurance coverage. Thisis
based on a survey of 800 Americans over age 18 conducted in January 1992
for HIAA by Meliman and Lazarus, Inc. (Washington, D.C.) and Public
Opinion Sirategies, LP (Alexandria, VA), reporied in [S1]. Minimum figures
obtained by multiplying lower bound willingness to pay figure times the
percent of the population willing to pay that amount. Maximum figures
obtained by muitiplying upper bound WTP minus $1 times percent willing to
pay that amount.

Figures shown are a weighted average, which reflects the average amount
an American would pay to provide universal access if each of the subgroups
shown paid the amount that they have stated they are willing to pay.

Figures shown obtained by multiplying U.S. figures times the ratio of NC per
capita income to U.S. per capita income (see Parameters).

Figures shown obtained by multiplying estimated total per N.C. resident
times total households in N.C. (see Parameters).

Ratio of NC per capita income to US per capita income, 1991 [S2]

Total households in North Carolina, 1990 [S3], excluding

those in group quarters.

Projected households in North Caroiina, 1993 based on population growth,
1990 [S3] to 1993 [S4].

Business and Health, March 1982,

Preliminary state estimates of per capita persanal income are reported in
Survey of Current Business, April 1892,

Profile 3—--—-Household and Family Characteristics, 1980

Census of Population and Housing- - Summary Tape File 1.
Unpublished data provided by North Carofina Office of State

Planning and State Library of North Carolina,
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Table E-5

Projected Costs of Universal Health Coverage
North Carolina, 1993

COsTS NOTES
ESTIMATED NC POPULATION {1983) 6,868,728 A
Less Actual FY1982 Medicaid (<65) 755,837 {B]
Less Projected New Medicaid {<65) 162,061 iC}
less Estimated 1993 Medicare 968 960 1D}
Pius Medicare/Medicaid Overiap {28,283) {3
Net Total Covered 4,954 587 | Computed
Per Person Monthly Cost of Benefits Package $98.18 IF]
Annual Cost of Universal Coverage (millions) $5,837 Computed
Persons Below 200% Poverty not in Medicaid 1,420,403 I3
Additional Monthily Cost for Low income Individuals $28.05 H]
Additional Cost for Low income Individuals (millions) $478| Computed
Administrative Costs for HIPC (85/person) $25 i
State and Local Costs for Medicaid Expansion $195 141
TOTAL SYSTEM COSTS {millions) $6,535| Computed
Wages and Salaries
Projected 1993 Wages/Salaries (millions) §71,452 K
Total Wages/Salaries Exempted (millions) $8,508 il
Net Wages/Salaries Subject to Contribution {millions) $62,944| Computed
Employer Payroil Contribution Rate 7.13% | See Parameters
Total Employer—Paid Premiums {millions) $4,486 Computed
Employee Contribution
Total Wages/Salaries Exempted {millions) $20,016 M
Net Wages/Salaries Subject to Contribution (millicns) $51,437| Computed
Employee Payroll Contribution Rate 1.31% | See Parameters
Total Employee—Paid Premiums (millions) $675| Computed
Seli—Employed Contribution
Projecied 1993 Wages/Salaries (millions) $6,058 K
Total Wages/Salaries Exempted (millions) $1,479 M
Net Wages/Salaries Subject to Contribution (millions) $4,579| Computed
Payroll Tax Rate 8.44% | See Parameters
Total Self—Employed Premiums {millions) $386| Computed
Total System Revenues
Option 1: Using California Payrolt Tax Exemptions 55481 Computed
Option 2: Assuming No Payroll Tax Exemptions 6,542| Computed
Surplus/{Deficit)
Option 1: Using California Payroli Tax Exemptions (987}
Option 2: Assuming No Payroll Tax Exemptions 7 7,763
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Nates:
[A}
8]
©l

[0

5]

i)}
{H]

11

[
1K}

m

M)

Parameters
255,218
7,478
108,066
80.0%
$5.00
B8.44%
7.13%
1.31%
8.44%
Sources;
1]

[s2]
{s3]
[84
(S5}

158}

{87

{S8]

(58]
{510]
{s11]
[$12)
151}

{514}

Figure reported in [S1].

Figures shown computed based on data reported in [S4].

Flgura reportad In [54], assuming that 80% of aged, blind and disabled who would be

coverad under the proposed sxpansions are eiderly (this 80% figure is similar to the eldery

share of aged, blind and disabled who are covarad through MCCA expansions, as

reported in [53), The figure shown Madicald sxpansion with no AFDG increase,

since AFDC Increase adds $330 million In added state and local coste and |s unlikely to be

politically feasible.

Figures shown computed on data reporbed in 185), [84), 157}, and (58], Estimates tor aged

and disabled computed separately and combinad: e.g., {Disabled Enrollment) x (July 1,

1901 Enroliment/July 1, 1860 Enrollment} ~2

Based on tolal disabied Medicald eligibles with Medicate Part B Premiyms in FY1960 [S21

as shars Mgtcg;.l aged [S5] and disabled {88] Madk Higlbtes on July 1, 1960 times
Smated 1 Mol i

Blended {adult/chitd) premium for Bask Health Care Package, assuming that chlideen =
o25% of uninkurad and that children cost 38% as much as adults, Data provided by Jefferson
Pilict Insurance Company.

Figures on batow 200% Poverty reportad In [S10]. Al Madicaid eligibles subtrasted fram
this totat to obtain figure shown.

Figure computed by multiplying monthly bansfit costx 30/105 based on figures usad in
[$11] {in Garamend! plan, baseline package costs $105/month and

cost- sharing/deductibles walvad/reduced for those below 200% poverty}.

Basad on administrative costs for Calpers managed competition system of 5 per person
1513] timas total numbaer enrolled through HIPCs {snratimeant figures include 2,000 000
workets wha would be enrolled through employsrs with 100 or more amployees since they
would have snroliment rasponsiblities analogous to employment unlts in the Calpars
systarn.

Figure teportad In {S4].

Total wages snd salaries for 1983 {axcludes farm ir } are sstimated from projected
wagas and salaries for 1982 assuming that growth in wages and salarias {5.6% from 1862 to
1993} I8 the samse as for personal incoeme. Al figures based on DA projeations for North
Caroitha obtained from Office of State Budget and Manag nt {p i communication:
Mike Kitie ard Paul Zipin). The portian for non—aelf—employed workets was obtained
basad or the estimated non—self-amployed share of wages and salazles in 1880, datived
from figures raported In (S12].

Exempt share derlvad from figures reported in {811] and appliad to total wages and
salariras, Undar Garamendi plan, the first $10,000 per firm is exampt and there Isa
$150,000 cap on wages par amploywe.

Exempt share dartvad from §S11) and sppllad to total wagas and salaries. Under
Garamand! plan, the first $5,000 per employee is exempt and there is a $150,000 cap on
wages per employee.

Newly covarsd Medicald total (S14]

Total uninsured aged, blind and disabled newly covered by Medicald {814},
Total Insurad aged, blind and disabled nawly cavered by Medicald [814],
Eldatly share of agad, blind and dizabled newly covered by Medicaid [S3].
Adminigirative cost per ¢nzolies through HIPC [S13].

Bavcaling Payroll Tax Rate

Assumed smptoyer contribution rate (7.6% used In Garamend: plan {$11])
Assumad smpioyes cantribution rate {1.4% under Garamendi pian [$13];
Assumad seif--employed contribution rats (9.0% under Garamandi plan [s11])

Office of State Planning. *North Carolina: Projected Population, July 1, 1982, By Age, Race,
5332951.' Unpublished projections based on modified 1990 Census counts, prapared May
] .

State of North Garclina, Divisian of Medical Assistance. HGFA 2082 Report, Federal FY 1990
State of North Caroling, Division of Medical Assistance. HOFA 2082 Report, Federal FY1881.
State of North Carolina, Division of Medical Assist HCFA 2082 Report, Faderal FY1962.
HCFA. Tabls 2,16, Enrciiment Summarized by State and County, Persons 85 Years and
Cwver Enrolied July 1, 1890, Unpublished data provided by Hoakth Care Flnancing
Adminlstraton.

HOGFA. Table 2.21. Disabled Beneficiaries Enrclled as of July 1, 1890, by Type of
Covarage, Stabe, Pusrto Hico, Virgln islands, Metropolitan ~ Nonmetropolitan Residence
ard Caunty. Unpublishad daia provided by Health Gare Financing Administration,

HOFA. Table 2.18. Enrollment Summarized by State and County, Persons 85 Years and
Owver Earolled July 1, 1981. Unpublished data provided by Health Care Financlng
Administration.

HOCFA. Table 2.2%. Disablad Beneficiarkes Enroltad as of July 1, 1891, by Type of
Coverage, Stats, Puerto Rico, Virgin lalands, Metropoiitan— Nonmetropolitan Rssidence
and Sounty. Unpublished data provided by Health Care Financing Administeation.

CHERE. Estimated Cost of Alternative Plans, North Carolina, 1082, Background data
pravided to Health Access Forum, September 14, 1902.

Table E— 1. Employe: ~Based Health Insurance Coverage, by Flrm Size and Poverty Status,
Nortk Carofina, 1983,

John Gazamendi. Calfforria Health Care inthe 21st Century: A Vision tor Referm. State of
Calterala, Department of Ingurance, February 1962,

CHPRE. Potential Revanues from Alternative Tax Sources, NG SFY1890. Background data
provided to Health Acceas Forum, July 14, 1882,

Testimony of Alsin Enthoven before the Committee on Labor and Human Resources, U.5.
Senats, Hearing on Heatth lnsurance Purchasing Act, May 7, 1982,

Tsble E—4, Estimated Cost to Expand Medicaid, North Carolina, SFY199%
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Table E-7
Estimated Tax Rates Required to Finance Universal Health Coverage

North Carolina, 1993

Type of Tax
Individual General Local
income Payroli Sales Property
Tax Tax Tax Tax
CY1993 North Carolina Baseline

Current Effective Tax Rate [A] 6.40% 13.77% 6.00% 0.90%
Current Tax Yield (millions) [B] $3,928.8| $10,6084. $28143 $2,879.8

Monthly Per Capita Plan Cost Added Tax Rate Required [C]
Health Access Forum Plan ($98.18) 10.65% 8.43%| 13.45% 2.04%
$80 8.08% 6.41% 10.23% 1.55%
$90 9.11% 7.21% 11.51% 1.75%
$100 10.12% B8.01% 12.79% 1.94%
$110 11.13% 8.81% 14.07% 2.13%
$120 12.14% 9.62% 15.35% 2.33%
$130 13.15% 10.42% 16.62% 2.52%
State Employee Plan {$140.74) 15.26% 12.08% 19.28% 2.93%
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NOTES FOR ESTIMATED TAX RATES REQUIRED TO FINANCE UNIVERSAL HEALTH GOVERAGE

income tax rate = [PA.8] from [S6]; payroll tax rate = current tax yield/{PA.5], reported in {S6);
income tax yield = [PA.7] from [SB]; payroli tax yield = [PC.8] + {PC.11] + [PC.15]; general
sales tax vield = current tax rate x 1993 General Sales from [S8]; local property tax yield =

Figures are estimated assuming that each type of tax shown is the sole source of revenue for &

represent the increase in tax rates required to finance universal health coverage {i.¢, these rates

©8.18 Monthly premium per person for Health Access Forum proposal [S91.

7,006.0 Total FICA contributions for OASDHI, North Garolina, 1988 {miliions) [S1].
251,814 Total FICA contributions for OASD, U.S., CY1988 {millions), reported in Table IL.F.12

328,807 Projected FICA cortributions for CASDI, U.S., CY1893 {millions), using intermediate

62,449 Tota! FICA contributions for HI, U.S., CY1988 {millions}, reported in Table 2 of [83].
85,914 Projected FICA contributions for Hi, U.S,, CY1993 {milions), using intermediate

0,245.8 Projected FICA contributions for OASDHI, North Carcling, CY 1882 (millions),
computed as follows: [PC.3] x ([PC.8] + [PC.7)M/([PC.4 + PC.3]).
254.7 Total payroll contributions for Unempioyment Insurance Fund, North Carolina,

262.7 Total payroll contributions for Unemployment Insurance Fund, North Caroling,

279.4 Projected payroll contributions for Unernployment Insurance Fund, North Carclina,
CY1993 (millions), computed as follows: [PC.10} x {{PC.10)/iPC.E1 "2
554,990,039 Written: premiums for worker's compensation, 1880 {exciudes self—insured) [S7].
620,004,014 Written premiums for worker's compensation, 1991 (excludes self—insured) [S7].
4,518,108 Premium taxes billed in 1990 for self-insured worker's compensation plans (2.5%

plans——including regulatory charges of $405,416 (2.5% tax rate) [S8].

1,083,513,219 Projected payrcll contributions for workers compensation, North Caroling, CY1892
émillions). computed as follows: [PC.13} x {[PC.131[PC.12]) + {[PC.15] x

Board of Trustees, Federa! Old—Age and Survivors Insurance and Disability Insurance Trust

Insurance Trust Fund. 102d Cong., 2nd Sess., House Document 102~278. Washington, D.C.: u.s.

Board of Trustees, Federal Hospital Insurance Trust Fund. 1882 Annual Report of the Federal
Hospital insurance Trust Fund, 102d Cong., 2nd Sess., House Document 102—-280. Washington,

Employment Security Commission of North Carolina. Employment and Wages in North Carolina,
1890, Raleigh: Employment Security Commission of North Carolina, Labor Market Information

Unpublished information obtained from Employment Security Commission of North Carolina,

Notes:
{Al
enearal sales tax rate = 4% state rate plus 2% local rate; focal property tax rate =
PA.18]/[PA.20], reported in [S6].
(8]
IPA. 18], reported in [SB].
[C]
universal health coverage plan {.e., no mixing of different tax sources). The rates shown
are in addiion to current tax rates for each tax type).
Parameters:
{PC.13
[PC.2) 140.74 Monthly premium per persan for State Employee Health Plan, 1982,
[PC.3]
[PC.A4]
[s2].
[PC.5]
assumptions, as reported in Table iL.F.12 of [52].
[PC.€]
[FC.7] _
assumptions, as reported in Table 2 of [S3].
[PC.8]
[PC.8]
CY 1990 {millions) [S4].
iPC.10)
CY1881 (millions) [S5].
[PC.11]
[PC.12]
PC.19]
[PC.14}
tax rate) [S8].
{PC.15) 8,842,902 Premium taxes billed in 1991 for self—insured worker's compensation
[PC.16]
[PC.18]/{PC.14]).025
Sources:
[$1} Social Security Bulletin, Annual Statistical Supplement, 1881
{s2]
Fund. 1992 Annusl Report of the Federal Oid—Age and Survivors insurance and Disabili
Govemnment Printing Office, April 3, 1892,
[s3]
D.C.: V.S Govemnment Printing Office, April 3, 1992,
{s4)
Division, 1991.
{s8]
Laber Market Information Division,
[S6] Table E-6. Baseline Financing Data, North Carclina, 1983
[87} Personal communication with Jerry Hamyrick, North Carclina Rating Bureau.
s8] Personal communication with Sam Watson, North Carolina Deparntment of insurance.
[S9] Table E~5. Projected Gost of Universal Health Coverags, North Carofina, 1993,
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Table E-8
Comparative Efficiency of Alternative Mechanisms
for Tax Financing of Universal Health Coverage, 1993

Type of Tax
Personal Genaral Locat Flat
income Payrolt Sales Propenty Head
Tax Tax Tax Tax Tax Notes
Efficiency Losses -28.0% ~28.3% ~12.8% —35.8% ~0.8% Computad
Collection Costs ~Q.9% —-0.9% - 0.2% -0.4% ~0.4% [A}
Compliance Costs ~3.2% ~3.2% ~1.2% ~3.2% -0,4% 8]
Excess Burden -23.9% ~24.1% ~11.5% —32.2% 0.0% icl
Exporting 21.7% 33.5% 10.0% 34.4% 0.0%| Computad
Feoderal Exporting 21.7% 30.5% 0.0% 24.0% 0.0% D}
Other Exporting 0.0% 3.0% 10.0% 10.4% 0.0% B}
Net Loss/Gain -~8,3% 5.2% ~2.8% ~1.4% —0.8% i)
Net Yield per $1 Taxed $0.94 $1.08 $0.97 $0.99 $0.99 (@l

Notes:

Al Colloction Costs = costto state govemment to cofiect tax. Figures shown are intendad to reflect the marginai cost
of l:}gﬂer tax rates, which aro assumed to squal one third of the average callecticns costs reportad in empirical
studias.

Paersonal Incoma Tax— ~figure shown is an average of two astimates: one study measured collection costs for state
income taxes at 5.0% of rovenyes raised [S1], while a study of federsl income taxes estimatad that the shara of
federal taxes sbsorbad by the budgets for IRS and units of Departments of Justice and Treasury which assist iy tax
coflaction amourts o .0.64% [52].

Payrall Tax—~figure assumed 1o be the same as for incoma taxes.

Ganeral Satas Tax— ~figure shown is computed based en the reported administrative cost of coliecting the one
percant loca! govemment sales/use tx and the ona—half percent Aricle 40 sales and use tax in 1938 {83].

Local Proparty Tax——figure shown ig based on the average coliections cost 1.0% 1o 1.5% based on iocal property
tax coflectons in California [S4].

Flat Head Tax -~ —figure assumad to be the same as for local property tax.

8] Compliance Costs = cost o consumars or business to comply with tex (e.g., ime coats, gte.). Figures shown are
intendad to refloct the marginat cost of higher tax rates, which are assumed to equai one third of the average
compliance costs reponed in ampircal studias.

Individuat Income Tax~~figure shown equals one half of the average figure from 4 studies pius other indiract compli-
ance costs such as tax evasion, 83 roportad in [S2]. A 1992 study by GAQ cites estimates of the cost to file individua!
income taxas at $30 billion (pased on 3 billion hours) {S5]; total individyal income tax revenues in 1991 ware $467.3
billion [S6], implying a pure compliance costof §.4%, A 1983 study of Minnesota taxpayers by Jouf Slarmrod and
Nikki Sorum measired tax—compliance labor and expensas a8 7% of fedaral and siate income—tax revenue. 1964
study of Mortana taxpayers by John Wicks measured tax~compiiance isbor and expenses as 11 5% of fedaml
intome-tax revenue. A 1985 study of U.S. taxpayers by Arthur Anderscn using hourly employee cost figures
recommandad by James L. Payne messured individual and business tax~comphance costs as 24.48% of total
faderal taxas [S2]- To each of these estimates, a figure of 6.78% has beent addad to account for the private costs of
tax arforsament (e.g., audis), lorced colections, fifigation, tax avoidanae and tax evasion (S2].

Payrall Tax« ~fgura assumed t be the same as for income texes.

Genaral Sales Tax— —figure shown is an average of figures from two sources. Until 1987, 3% was paid to NG
corporations 1o offset their costs for coilecting sales taxes {S7]. The second figure (3.93%) ia the average eatimated
compliance cost from a study of a reprasentativa sample of retall firms in Ohio in 196061 981

t.oeal Proparty Tax—figure sssumed 1o be the same as forincome xes,

Flat Head Tax—~figure assumed to be ane third as large as for ganeral asles taxes.

1] Excass Burdan = loss of value due to behaviorsi changes induced by a tax (e.q., tax on consumption lowers
consumption; tax or iabor lowers usa of labor). Most empirical studies estimate the marginal excess busden (MEB}
asscciated with emall changes in & WX,

Parsong Incoma Tax - —fgura shown i an average of MEB estimates from a general equilibrium study using 1973
data, based on a mnge of plausible velues for saving elasticity (0 t .4} and laber suppiy elasticity (0 to .15); the
reuulty are MEB estimates ranging from 16.3% to 31.4% [S9].

Payrolf Tax——figure shown i3 an average of estimates from 3 studies. A general aquilibrium study for 1876
estimated 2 bassling MEB for labor of 20,7% for af fadens, stme and local toxes (510]: A 1981 study by Jorry
Hausman {cited in [S2]} estimated the MEB for fabar at 28.7%. A genaral squilibrium study for 1973 estimates the
MEB for labor taxes at the industry level at 23.0%, using the most plausible estimates of savings and tabor supply
alagticity {S8].

General Sales Tax— ~ figure shown is the MES for saies taxes on commodities other than aleahel, tobaccao and
gasaline, using a general equilibrium stdy for 1973, using the maost plausible estimates of savings and labar suppiy
olagticity {S9].

Local Poparty Tax——figure shown is the MER estimata for capital taxes at the industy lavel from a ganeral
aquilibrium study for 1973, basad on & range of plausible valuas for saving and labor supply alasticity, This study
faats property |xes as ad valorem taxes on the usa of capital sesvices by industry {SS].

Flat Hoad Tax—— by definition, a flat head tax has ne exgess burden, since no chenge in bahavier can reducea its
impact
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€]

Sources:
[51]
[£2]
(&3]

[s4]
{s5]
{se]

[s7]
(s8]

[s9]

{510]

Federal Exporting = amount of tax which is indirectly paid by federal government due 1o tax deductibiity
rutes.

Other Exporting = share of taxes levied in North Carolina which are paid by consumers and/or business
owners outside of North Carolina,

Clara Penniman. State Income Taxation. Baltimore: Johns Hopkins University Press, 1980.

James L. Payne. "Unhappy Returns: The $600—Billion Tax Ripoff.* Policy Review (Winter 1992): 18-—-24.

State of Nerth Carolina, Department of Revenue, Tax Research Division, Statistics of Taxation, 1988, Raleigh, NC:

Department of Reveniue, March 1850,

George F. Break. Agenda for Local Tax Reform. Berkeley, CA: institute of Giovernmental Studies, University of

California, 1870.

Genaral Accounting Office. irternal Revenue Service: Opportunities to Reduce Taxpayer Burden Through

Retumn—Free Filing. Washington, D.C.: GAC GGD~92—-88BR May 1992,

gongre.ssionai Budget Office. The Economic and Budget Outiook: Fiscal Years 19831957, Washington, D.C.: CEQ,
anuary 1992,

Van Denton, *New Year to Mean Higher Taxes for N.C. Firms.* Raleigh News and Observer. December 30, 1987.

J.C. Yokum. Retailers’ Cost of Sales Tax Collections in Ohio. Columbus, OH: Bureau of Business Research, Ohio

State University, 1961,

Charles L. Baltard, John B. Shaven, John Whalley. *General Equilibrium Computations of the Marginal Welfare Costs

of Taxes in the United States." American Economic Review 75, No. 1 (March 1985): 128138,

Charies Stuart. *Welfare Costs per Dollar of Additicnal Tax Revenue in the United States.* American Economic Review|

74 No. 3 (June 1984): 352361,
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Table E-9

Comparative Equity of Alternative Mechanisms
for Tax Financing of Universal Health Coverage

North Carolina, 1993

Type of Tax
Personat General Local Flat
income Payrofi Sales Property Heoad
{__Family Poverty Status | _Tax Tax Tax Tax
Added Tax Rate Required* 10.6% 8.4% 13.5% 2.0%
Tax Amount per Capita
Total 851 851 951 951 1,318
Below 100% Poverty 0 99 547 385 1,319
100-~199% Poverty 451 313 718 624 1,319
200--299% Poverty 689 648 842 759 1,319
300--399% Poverty 993 1,008 976 962 1,319
Above 400% Poverty 1,890 1,871 1,362 1,568 1.318
Tax Amount per Household
Total 2422 2,422 2,422 2422 3,359
Below 100% Poverty G 246 1,367 961 3,287
100—199% Poverty 1,081 750 1,721 1,496 3,161
200—209% Poverty 1,887 1,783 2,274 2,050 3,561
300--398% Poverty 2,881 2,717 2,636 2,887 3,561
Above 400% Poverty 4,724 4,926 3,404 3,820 3,297
Parcent of Family Income
Total 4,9% 4.9% 4.9% 4.9% 6.9%
Below 100% Poverty 0.0% 2.2% 12.5% 8.8% 30.1%
100--199% Poverty 51% 3.5% 8.1% 7.1% 14.9%
200—209% Poverty 51% 4.7% 6.1% 5.5% 8.6%
300--399% Poventy 8.1% 5.2% 5.0% 4.9% 6.8%
Above 400% Poverty 5.1% 5.3% 3.7% 4,2% 3.6%
Parcent Distribuiion
Total 100.0% 100.0% 100.0% 100.0% 100.0%
Below 100% Poverty 0.0% 1.4% 7.8% 5.3% 13.2%
100-199% Poverty 9.89% 6.8% 15.7% 13.7% 20.8%
200—-299% Poverty 14.9% 13.9% 18.0% 16.2% 20.3%
300~-399% Poverty 17.1% 17.3% 168.8% 16.6% 16.4%
Above 400% Poverty 58.1% 60.6% 41.9% 48.2% 29.2%
* Figures show the additional tax rate required to pay for & universal heaith covarage plan requiring
$8,535 000,000 in revenues, as reported in [S2].
Note: Per capita and per housshold figures for fiat tax are higher than for other taxes shown
because anly 5.C milfion out of 8.9 million North Carclinians are covered by universal pian
{remainder are Medicare/Medicaid eligibles who may not initially be covered and therefore
would not be subject to head tax; see {S2]). Remaining taxes are allocated across all households
for comparative purposes,
Sources:
[S1] Table E-8&. Baseline Financing Data, North Cardlina, 19843,
[82] Table E-7. Estimated Tax Rates Required to Finance Univarsal Health Coverage, North Carolina,
1993,
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‘ Table E-10
Alternative Tax Mixes to Finance Universal Health Coverage
North Carolina, 1993

Required Tax Rate Expected Tax Mix
Description of Tax Mix Income | Payrall Income | Payroll

Alternative Tax Mixes [A]
90% Income Tax/10% Payroll Tax
75% Income Tax/25% Payroll Tax
50% Income Tax/50% Payroll Tax
25% Income Tax/75% Payroll Tax
10% Income Tax/90% Payroll Tax

Alternative Income Tax Rates [B] |
1% Income/Remainder Payroil Tax
2% Income/Remainder Payroll Tax

2.95% Income/Remainder Payroll Tax
3% income/Remainder Payroll Tax
4% Income/Remainder Payroli Tax

Alternative Payroll Tax Rates [C] |

1% Payroll/Remainder Income Tax 9.4%] T 1.0%]

L
3% Payroll/Remainder Income Tax 6.5% 3.0% 64.4%
5% Payroli/Remainder Income Tax 4.3% 5.0% 40.7%
7% Payroll/Remainder Income Tax 1.8% 700 = 17.0%

Note:  All figures assume that universal health coverage plan costs $98.18/person/month.

‘Al Al figures computed as foliows: the expected tax mix percentage is multiplied by the
respective added tax rate requirad to fully finance universal health coverage [S1}, e.g., 80% x
10.65% = 9.6%. .
Bl All figures computed as foliows: [(1 — Income Tax Rate/(Added income Tax Rate Required to
Fully Finance Coveragae)] x Added Payroll Tax Rate Required to Fully Finance Coverage.
Added tax rates required to fully finance coverage are reported in [S1].

[C] All figures computed using the same logic described in Note [B].

Source:

[s1] Tabie E—7. Estimated Tax Rates Required 1o Finance Universal Heaith Coverage, North
Carolina, 1993.
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Table E-11
Preventable Health Costs
U.S. and North Carolina, 1993

Diract Health Costs Share of Personal
Due to Problem Health Spending
United North United North
Heaith Problem States Carolina States Caralina NOTES
TOTAIL 178.3 3,434.5 21.5% 21.9%
Smoking 53.1 1,103.9 6.4% 65.8% {Al
Injuries 40.6 7935 4.8% 4.9% 8]
High Cholesterc] 29.0 566.4 3.5% 3.5% {81
Alcohe! Abuse 153 299.0 1.8% 1.8% 8y
High Blood Pressure 238 465.3 2.9% 2.9% {8}
AlDS 11.8 114.9 1.4% 1.4% iG]
Drug Abusa 4.7 91 .4 0.6% 0.6% [t

Notes:

[A} U.5. costs assums shara of health spending due 1o smoking is same in 1693 as It was in 1985. North Carciina
costs are hased on reportad smoking—atiributable health costs in 1985, Inflated by the national Increase in
aggragata smoking-attributable health cosis batween 1985 and 1993,

[ L, 8. costs assume share of health spending due to a2 givan healih probiem is same it 1993 as it was In 1885, This
share is assumed to be the same in North Carofina and is applied against estimated personal heaith spending to
obtain the dollar figura showrn.

<1 U.5. costs based on most recant forecast of AILS gosts [$4]. North Garofina figure based on 1988 projection that
AIDS costs would reach 5100 million {$7]. This figure is inflated by the natlonal risa in AIDS costs from 1982 10
1993 (see Parameters).

Parameters:;
.8, Costs Year 3.8, Parsonal
(rnillions) of Estimate | Health Costs* Heaith Problem Squrce
23,654 1985 368.7 Smoking [S1]
23,600 1988 482.8 Injurieg** - 1S9}
7,655 1980 218.4 Hign Cholesterol 82}
6,810 1985 369.7 Alconol Abuse [$3]
6,289 1880 2194 High 8lood Pressure [S2]
11,840 1983 830.2 AIDS 1541
2082 1985 369.7 Drug Abuse 53

* All figures reported in [S8], except for 1993 figure [SS].
** Figure shown is medical costs of accidents at work and home, Including motor vahicle accidents,
530.2 Pesscnal heatth spending, US, 1983 {billlons} [S5].
16.2 Persconal heaith spending, NG, 1993 (bililons) {S6].
491.6 North Carolina smoking - attributable medical costs, 1985 (miltons).
491.6 North Caroling smoking—attrivutable medical costs, 1985 {mitions).
10,507 1.8, AIDS Cost, 1992 {54)

Sources:
{s1] U.$. Dapartment of Health and Human Sarvices, Smoking and Health: A Nalional Status Report, 2nd Editlon. A
Report 1o Congrass. DHHS Publication Na. (GDC) 87--8396 (Revisad 2/90).

{521 Otfice of the President, The President's Comprehensive Health Heform Program. Washington, D.C.: Office of the
President, 1992.

{83] Dorothy P. Rica, Sander Kaiman, Leonard 8. Miller, Sarah Dunmavyer. The Economic Costs of Alechod and Drug
Abuse and Montal liiness: 1985.

[54] Frad Helilnger. "Forecasts of the Costs of Medical Care for Persons with HIV: 1992— 1995." Inquiry (Fall, 1892),
cited In Medical Benefits 9(22): 4.

5] U.8. Departrment of Commerce, U.S, industrial Qutlook, 1983, Washington, D.G.: U8, Government Printing Office,
1993,

(6] CHPRE. "Estimated Per Capita Health Costs, North Carolina and U.S.. Selected Years, 1990--2000." Durbam: Duke
University, Canter for Health Policy Research and Education, unpublished.

{s7] Donna Alvarado, 89 N.C. Al0S —care Cost Forecast A $20 Million,” News and Observer, August 30, 1988,

(28] Kathatine R. Levit, Helen C. Lazenby, Cathy A. Cowan and Suzanne W, Letsch. “Nationai Health Expendliures,
19980," Health Care Financing Review 13(1): 29- 54,

[89] HIAA, Source Book of Heaith Insurance Data, 1991. Washington. D.C.: HIAA, 1992,
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Table E-12
Rate of Increase in Hospital Revenues
Short-Term Community Hospitals, 1979-1990

Neot Hospital

Net Hospital | Revenue Per
Net Hospital Revenue Revenue Per $10,000 lncome

Per Capita $10,000 Income {100 = US)

State or Division 1975 1978 1380 1885 1969 1390 1980 1990 1580 1990
U.S. Total $182| $306; 352 po82] TN $851 $3651 9454 100 100
All CON States $185| $310] $356| $554! $799| $885) $365| 467 103 103
Locse Capital Thresholds* 193] $353] '$3ca| ge78] $8c8| $9eB| H4a01 $514 113 113
Tennessee** $164]  $30 $383| $619] #6855 $955| $440, $589 124 13C
CON Morg Strict Than NC*** $186] $300! 33471 $575, $78t $864 $352| 3449 99 as
States Without CON**** $174] $202| $3391  3548| $698| $7e3|  $327| $418 ap g2
High HMO Penstration***** $191 $314| $366| $581 $723| 771 $332; §397 84 Ba
All Other $148]  $258| $300| $5001 $859) $751 $3191 #4586 90 1™
Mandatoty Ratesetting $220| $335! $380| $616] $862) $943) $347| 422 88 83
Connecticyt $190;  $302] 34 $550] $854| $910) $262| $360 79 79
Maryland $165] $279| $324| 3$498| $e661 $710)  $300! %328 85 72
Massachusetts $274| $420] 3487! 789 $1.046; $1,101 $459| 5487 129 110
New Jorsoy $173| dzeB] $3061 $522| S762)  $873) $264| 5347 74 77
New York $O55| $382| $4p6]  3669] $966| $1.084)] $397! 5486 112 107
Washington $141 s208| $286] $478| $604] 662 239!  $380 67 79
Non—Ratesetting States $173| $209| $346| §574; $75% $830F $357| 462 101 102
High HMC Penetration*****+ $1685| $306; $355| 4666,  Sri2|  $763| $330| $399 93 &8
Hawail 31101 3208 $236| $415] 8565( $672) $223| G325 63 72
Al Other $160| $o96| $343| §577| $765! 9E854) $367| 9486 103 107
South Atlantic Division 2174 $306| $347! $567] $760| $836) $495| $581 140 128
Excluding Maryiand $174] $300] $345  3573| $7ed| $848) - $525; 9619 148 1371
Excluding North Carolina $180] $318] 9360 $590| $7/5| %851 $5241 3603 148 133
North Garolina $129| sepol  $253] $4000  $640) §724| $315]  $442 89 28

Note: Al hospital revenus figures reported in [$1]. Revenue per $10,000 income computad based on persenal income data raported in [S2].
* tncludes statzs which have capital thresholds higher than NC (Hawaii and Nevada) or equal to NC (lllinois, O, Pennaylvania, Tennessee}.
e Tenressoe hasthe same capital and equipment thresholds as NC, bt anly ragulates new services if they require new beds,
*x%  |ncludes 3% other states with CON regulations mare strict than North Caroling’s,
wxxx |neludes 11 states which o not review capital expenditures {Arizona, California, Colorade, ldaho, Kanses, L ouisiana, Minnesct, New Mexico,
South Dakaota, Texas, Ltah and Wyoming).
wwwew  nalides § atates which do not review capital expenditures and had mare than 20% of population in HMOs in 1991 (Arizona, California, Colomdo,
Minnasats and Utah).
wnnuss  tnelydes 9 shabes without mandatory state rate--setting and which had more than 20% of population in HMOs in 1981 (Arzona, California, Colomdo,
Hawaii, Minnesala, Oregon, Rhode island, Utah and Wisconsing.
Sources:
{A] Armerican Hospital Association, Annua! Survey cata, selected years, reported in Hoapital Statistics.

183 Ragionat Economic Measuremant Division, "Stata Per Capita Personal income, 19851990, and State Parsonal income, 1988--90; Revisad Estimates.”
Survey of Coment Buginess, August 1991 30,
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Table E-13
Estimated Net New Health Spending
Under Universal Health Coverage
North Carolina, 1993

TOTAL NEW SPENDING
(millions) | Federal |  State NOTES
Added Costs 1,012.14 363.4 648.7
Medicaid Expansion 557.9 363.4 184.5 [A]
Net New Cost for Uninsured 341.2 0 341.2 [B]
Net New Cost for Underinsured 88.2 0 88.2 {C]
HIPC Administration 24.8 0 24.8 (3]
Potential Savings 555.5 0.0 §55.5
Administrative Savings from Pooling 205.7 0 205.7 [E]
Reduced Preventable Hospitalization 23.1 0 23.1 [F]
Managed Care Savings 326.8 o 326.8 Gl
l Net Change in Spending |¥ 456.5?[ 363.4” 93.1 | |

Notes:

[Al Figures includes cost of covering all elderly to 100% of poverty and children to 185% of
poverty {i.e., excludes raising AFDC/medically needy income standards) [St1].

[B] Figure shown computed: (1,025,068 daily uninsured in 1993) x ($380 net new costU.S.
uninsured, 1991) x {1.093) ~ 2 x {Ratio of NC to US per capita spending)/1000000. See
Parameters for sources.

[C] 563,000 privately underinsured x (1990—1993 population growth) x net new cost for uninsured
x (Underinsured per capita spending as percent of uninsured per capita spending). THIS IS A
VERY ROUGH FIGURE.

D] $5 per person x 4,954,587 covered through Health Insurance Purchasing Corporation, based
on Calpers muitiple choice experience [S6].

[E] Total figure reported in {59].

[F} Figure computed: Total uncompensated hospital care provided to uninsured in North
Carolina, 1993 x medically preventable/avoidable hospitalization rate {assumed to be 12.5%
or 1/2 of preventable hospitalization rate among uninsured in Washington DC; see [S8]).

€] Assumes additional 17% of population shifts into group/staff HMOs (above current baseline of
2.3%). Figure computed as follows: (1993 Per Capita Spending x 1993 Population) x (implied
Savings in NC from Shifting Entire Population to Group/Staft Model HMOs) x (1993 Projected
Share of California Population in Group/Staff HMOQs).
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Table E-14
Estimated Administrative Cost Savings Through Pooling of Coverage
Through Health Insurance Purchasing Corporation
North Carolina, 1993

Employees With | 1989 Cost/Worker | 1989 Workery 1993 | Administra-| Estimated
Group Coverage | for Group Coverage With Family | Average || tion Share | Savings
Diract indiract Single anlli Coverzge | Pramium
e . L )
TOTAL 750,609 319,881 5 i il 205.7
Seif Employed 82,217 72,429 1.400 3,110 20.9% | 28.6% 36.6
tnder 25 Employees 177.002 138,373 1,400 3,110 20.9% $2.063 23.1% 58.7
25—~499 Employess 202,550 57,096 1,330 3,100 28.6% $2,252 15,3% ar.7
100—499 Employees 318,840 50,983 1,310 3,280 I7.4% $2.623 13.8% 56.8
500~—999 Employses 146,059 18,584 1,420 3,300 44.2% $2,036 10.7% 15.9
Notes A B8] %3] 2] [EL [F1
Notes:

Al All figures by firm size are reported in [S1]. Withln sach group covarage category, the count of workers who are seff-employed is based on the share
of all workers who are setf-employed {incomperated or unincorporated firms), work without pay or are self—raported workers whe never work, based on
pociad Current Population Survey data for North Carolina, 19681991, As a rough approximation, all such workers are assumed to teport themsalves
as working in firms with fewer than 25 employees. The estimatod total number of self~employed workers is sublracted from total estimated workers in
firms batow 25 workers to obtain the totals shown.

8] Figures shown are average premiums, by firm size, in the South, as timatad using & mi imulation mode! and Gurrant Population Survey data for
1889 {S2]. The premium for sef—employed warkers was essumed to be the same as for those in firma with under 25 employees.,

i€l Figures shown are the fraction of warkers in 1888 with family coverage provided through thelr own employer [S3].

0] Figures shown are computed: Single Promium x (1 — Share of Workars with Famy Coverage) + Family Promium x Share of Workers with Farnily
Coveraga. Tha result is then inflated by the annusl rate of Increase in premiyms {1 + PEI 4.

1E} Figures shown are puted based on reported administrative costs as & share of benefits paid in a national survey performed in 1988 {see
P turs): (Admink Ciosts As Percent of Beneofits)/(1 + Agdminstrative Costs As Percent of Benefils).

(3] Figures shown are computed; Savings = Total Emplayees with Direct C ge x 1993 A ge Pramium x {Admin} Share of Pramium ~
Administrative Cast per Community Health Pian). A ¢ CHP admini ive Gost is reportad in Parametess.

Parameters:
10.1% Assumed annual incroase in employer pramiums, 1968~ 1983 {average of estimatad annual private Insurance pramium increases for 1880
. 7.0% Assumed administrative costs per Community Health Plan (data for employers with 10,000 or more members shows average administrativeg
Average Administrative Costs As Percent of Benefits Paid 185]
40.0% | Self Emplayed
20.0% | Under 25 Employees
18.0% | 2599 Empioyees
16,0% | 100498 Employees
12,009 | 500999 Employees
Sources:
81 Table E~1. Employer—Based Health ! C ge, by Firm Size and Poverty Status, North Carolina, 1982.
[52) Zodiewski, Sheila, Acs, Gregory P, Wheaton, Laura, and Winlerbottom, Colin W. Pay or Play Empioyer Mandates: Effects on | Coverage and
Conts, Washington, D.C: Urban Institate, January 20, 1992,
{$3) Zediowskl, Shella, Expanding the Employer—Pravided Health Insurance System: Effects on Workers and Their Employers, Washington, D.C.: Urban
Ingtitute, Oatober 1690,
[S4} U8, Congress, Congressional Budget Cffice, Projections of National Health Expenditures. Weshington, DG US, Government Printing Office, October
1982,
=8 Hay—Huggins survey, fﬂpartsd In U3, Congress, Library of Cangress, Gosts and Eéfects of Extending Health insumnce Coverage. Washingten, D.C.:
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FOOTNOTES

1. The Congressional Budget Office estimates that by the year 2000, the national number of uninsured under
age 65 will increase to almost 40 million, compared to 83 million in 1990--a 21% increase {U.S. Congress, OBO, 1892¢).
Between 1980 and 1990, North Carclina’s uninsured rabe rose faster than the national average (Farmilies USA, 1990},
so0 the national growth rate in the uninsured is likely to be a lower bound estimate of how quickly things would get
worse in North Carolina.

2. Florida {December, 1994), Massachusetts (1995) and Vermont (July, 1994) are the only two states which
have statutes providing for universal coverage for the entire state population, but actual implementation will not be
completed for several years (deadlines shown in parentheses; see Alpha Center, 1992). To date, programs adopted by
other states such as Hawaii, Minnesota, Oregon and Washington fall short of universal coverage,

8. National data show that 28% of the population lacked health insurance for at least one month during a 28-
month period (U.S. Bureau of the Census, 1980). North Carolina’s uninsured rate is nearly identical to the national
average (EBRI, 1992), so it is likely that these results can be gafely extrapolated to our state. Assuming no change
in uninsured rates, there are 1,025,000 uninsured in North Carclina on an average day in 1993 (Table B-1).

4.  The underinsured include 271,600 who are covered exclusively by Medicare {estimated based on pooled CPS
data for North Carolina). These individuals are considered underinsured since most have low incomes and since
Medicare covers less than half of the typical medical bills of the elderly (Waldo, et al., 1989). The underinsured also
include 564,000 privately underinsured, defined as privately insured individuals who have greater than a 5 percent
chance of spending more than 10 percent of annual household income on cut-of -pocket health expenses {exclusive of
amounts they might pay out of pocket for health insurance premiums). This figure was obtained by using 1977
estimates of the underinsured rate among those with private coverage, by poverty status (Fatley, 1985) and applying
these rates to North Carclina estimates of the privately insured in each poverty group. Assuming that the
underinsured population has grown as fast as the general population, there are 865,000 underinsured in 1993 (Table
E-13).

5. The Medicaid figures are derived from HCFA-2082 reports showing 758,310 annual eligibles in FY1991
compared to 408,152 in FY 1985,

6.  Pigures are based on an analysis of Current Population Survey data for North Carclira for 1988-1990,
applied to a 1990 population baseline.

7. A recent analysis showe that based on 1989 eligibility rules, 44% of the poor would be eligible for Medicaid
in North Carolina compared to 52% for the U.S. Among the 8 states in the South Atlantic region, the share of poor
eligible for Medicaid was lower in North Carolina than in any other atate except Florida {Holahan, Zedlewski and
Winterbottom, 1690).

8. Figures based on analysis of CPS data for North Carolina, 1988-1990.

9.  Pigures based on analysis of CPS data for North Carolina, 1988-1980.

10. ‘There are no North Carolina data on the fraction of employers offering health coverage. A 1988 Hay-
Huggina survey showed that nationally, 33% of firms with under 10 employees offered health plans, along with 72%
of firms with 10-24 workers and 94% of firms with 26 to 99. Nearly all employers with 100 or more employees offer
plans (U.S, Congress, CRS, 1988).

11. Figures based on analysis of CPS data for North Carolina, 1988-1990.

12. Pigures based on analysis of CPS data for North Carclina, 1988-1990.
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13. This figure includes long term care. Exclusive of long-term care, the subsidized total in 1992 is estimated
to be $3.7 billion (Table B-15). Figures are based on CHPRE analysis of health spending for 1990, using a} data on
Medicaid expenditures reported in the HCFA-2082 report; b) detailed public program spending data compiled from
various agencies; ¢} estimated hospital uncompensated care losses obkained from an analysis of 1989 AHA data
performed by the North Carclina Hospital Association; and d) physician and other uncompensated care logses, based
on a synthetic estimate derived from state and national studies, as applied to North Carolina. State health spending
for 1990 is estimated based on actual U.8. spending in 1990 (CHPRE, 1992a).

14. The 1992 estimate assumes 27.9% annual growth in Medicaid (based on the annual increase from 1990 to
1991), 9.9% growth in public programs and 16.5% growth in non-hospital free care {based on average annual rates
of inerease in these components between 1985 to 1990) and 18.3% annual growth in hospital free care (Table E-15).

15. Figures are based on CHPRE analysis of health spending for 1990 (footnote 13).

16. An analysis of 1989 data for all North Carolina hospitals, using AHA Annual Survey data and taking into
accounting offsettingrevenues such as state and county tax appropriations and Hill-Burton funds, found that a typical
full-pay patient was charged 27 percent above the actual cost of their care to cover the cost of uncompensated care
costs attributable to bad debts, charity and contractual allowances (chiefly write-offs for Medicaid and Medicare
paitents). Full-pay patients were charged 40 percent above the cost of their care to cover indigent care losses and
provide a positive profit margin for hospitals (unpublished analysis performed by NCHA for CHPRE). More recently,
a Blue Cross Blue Shield of North Carolina projection shows that uncompensated revenue losses a8 a percent of total
hespital charges will rise from 32 percent in 1991 ($2,372 out of average charges per admission of $7,412) to 50 percent
in 1996 (87,454 out of average charges of $14,908; see Tinker Ready, “Hospital 'arms race’ drives up costs,” Raleigh
News and Observer, September 13, 1992). The difference between the 27 percent and 32 percent figures is as follows.
The 27 percent figure represents total economic losses {estimated patient costs minus actual patient revenues) for
public patients and bad debt/charity care patients) as a percent of full-pay patient gosts. The 32% figure representa
total revenue losses (gross patient charges minus actual patient revenues for the same set of public/charity /bad debt
patients) zs a percent of total patient charges. The 27 percent figure is 2 more accurate way of measuring the burden
of hospital economic losses: the 32% and 50% figures are cited simply to show how quickly the problem is growing.

17. Evidence from a national study shows that typically, hospitals in financial trouble cut back on their free
care in order to cut costs and improve their bottom line (Feder, Hadley, and Mullner, 1984).

18.These 1990 place-of-residence figures developed by Lewin and Associates, using a "top-down" methodology
are not as accurate as the more detatled "bottom up" place-of -service figures developed by HCFA and reported by
state for 1082,

19. Pigures are based on unpublished CHPRE projections of health spending. State projections of per capita
health spending to the year 2030 are based on Bureau of Economic Analysis projections of per capita personal income
to the year 2040 (BEA, 1990). The ratio of growth in medical spending to growth in per capita income was estimated
for three periods for which data are available (196619786, 1976-1982, and 1980-1990) and a weighted average derived
using weights of 10%, 25% and 65% for each respective time period. In North Carolina, this weighted average was
1.37, while the U.8, figure was 1.37. It was assumed that the 7 percent differential in these ratios narrowed uniformly,
disappearing for the 2020-2030 time period. Individual state projections were adjusted so that the summed total for
each projection year matched the actual national projected health spending total for that year (CHPRE, 1992d}.

20. 'The AMA estimates that the cost of professional iability, including professional liability premiums and the
coats of "defensive medicine,” amount to 17.8 percent of physician spending {Moser and Musacchio, 1991). Physician
expenditures account for 18.9 percent of all health spending, so the estimated share due to malpractice costs is 3.3
percent (17.6% x 18.9% = 3.3%).

21. One study found that move than half of all workers covered as dependents through health plans provided
by firms with 1,000 or more employees are employed in firms with under 100 workers. Nationally, in 1991, an
estimated $11.5 billion is shifted from small employers (under 25 employees} and $20.3 billion in shifted costs is
absorbed by large firms (over 1,000 employees). See National Association of Manufacturers, 1991,
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22, ‘There may need to be some provision for the truly destitute (e.g., the homeless) who have no funds to pay
any out-of-pocket costs. However, there zre relatively few such individuals and the Medicaid cost-sharing
requirements are so low (e.g., $1 per physician visit) that most providers should be able to waive cost-sharing on the
basis of need without absorbing significant losses (particularly compared to the amounts of free care provided in the
current system).

28. It is not efficientfor HMOs to use a standard front end deductible coupled with an 80% payment structure,
since this places an administrative burden on HMOs to keep track of spending towards a deductible and to set a price
for different types of services and to collect varying amounts of cost-sharing from patients, depending upon the
complexity of a visit. For this reason, HMO plans typically eliminate front-end deductibles for outpatient care and
require a flat payment per vigit. The price quoted is based on 100% coverage for most services, with the following
cost-sharing requirements: a) a $10 copayment per officevieit; b) $160 per day inpatient deductible for the first 5 days;
<) $400 deductible for durable medical equipment; and d) a $50 emergency room deductible (waivable upon admission).
For a typical patient, therefore, the average amount of cost sharing would be lower than for the fee-for-service plan
{one reason for the price difference). Another reason that the HMO premium is higher is that it is based on utilization
patterns of urban areas in North Carolina, which typically are higher than in rural areas (based on personal
communication with Anna Lore, Kaiser Foundation Health Plan).

24. In 1992, the premium for single coverage under the state employee plan was $144.60, obtained from Office
of State Personnel.

25. Figures are based on an average annual salary of $25,155 for permanent, full-time state employees {as of
August 1992), obtained from Office of State Personnel. Family rate is assumed to equal 2.5 times the single rate.

26. ‘The experiences of these other states demonstrates that even very deep subsidies cannot succeed in covering even
one-half of the uninsured (Thorpe, et al, 1992; Blendon, et al, 1992). Therefore, such subsidies would either have to be
unaffordably large or the Forum would have to abandon its goal of achieving universal access. Neither choice is appealing, so
the Forum has opted to make insurance coverage compulsory for all citizens.

27. The most common single-payer approach being discussed among various states (e.g., Vermont) entails a high degree
of centralized state regulation in the delivery of health care and, as such, has administrative and politicat liabilities that cannot
be ignored. Likewise, an employer mandate ("pay-or-play”) has inherent instabilities that could result in its quickly unravelling
into a single-payer (i.c., government) pool, or which—even if stability could be preserved—raises potential problems of inequitable
financing and a lack of built-in cost containment. Similarly, an individual mandate on the state rather than the federal level
raises potential equity problems and, unless accompanied by a significant restructuzing of the health insurance and service
delivery systems, would be unlikely to stem rising heaith costs.

28. Although actual enrollment might be carried out by employers, the Health Insurance Purchasing
Corporation is responsible for managing the enrollment process to ensure that no individual enrclls in more than one
CHP at any one time.

29. As part of its general authority to ensure that competition among plans is fair, the HIPC would have the
authority to monitor supplemental benefit offerings to ensure that they were not being used to attract good risks
and/or discourage poor risks. If necessary, the HIPC could take steps (e.g., standardization of supplemental offerings)
to address problems if they emerge.

30. Where a sufficient number of plans are competing, the HIPC would set the fixed contribution at the
premium of the 2nd lowest cost plan {the lowest cost plan would be permitted to retain the difference between the
fixed contribution and its bid as profit, thus preserving the incentive for all plans to seek to be the lowest cost plan).
However, in areas with only 2 or 3 plans, the fixed contribution would have to be based on the lowest cost plan. The
HIPC would determine the appropriate level of geographic aggregation, depending on information regarding how plan
costa vary by county. ¥ the HIPC paid a fixed contribution based on the lowest cost 2 plans in the State, some county
residents might have to pay an amount out-of - pocket to join a plan in their area (even if they selected the lowest cost
plan within their area) and might regard this as unfair. Conversely, if the HIPC paid a fixed contribution based on
the Jowest cost 2 plans in an ares, residents of neighboring counties may get very different fixed contributions and the
county receiving the lower fixed contribution may regard this as unfair. To balance these extremes, the HIPC might
opt to set the fixed contribution based on the lowest cost plan{s) in a region. But whether this made sense would
depend on how much variation in plan costs arises across counties and regions within the state.
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81. An alternative approach is to require that CHPs cover an entire geographic region (e.g., such as a Health
Service Area). Advocates of this approach say that it will prevent geographic redlining. Others say that such a rule
would put tightly organized plans--e.g., federally qualified HMOs~~at a competitive disadvantage since they have to
comply with federal rules regarding the maximum distance that members must drive to reach a clinic and it would not
be cost-effective to build such clinics in remote areas to comnply with these rules. The Health Policy Commission would
have the authority to take steps to address this issue.

32. A great deal of work haz been done on how to overcome the potential for biased selection in rultiple choice
arrangements. A recent method developed foremployers showed excellent resuits, particularly forlarge groups of 1,000
or more (Robinson, et al., 1961).

33. Appendix B contains a sarple booklet describing the types of quality of care and quality of service measures
that could be used to compare CHPg. The state of the art in outcomes measurement is still in its infancy, but the
Federal government is investing enormous amounts to improve on current methods. It ia expected that over time, the
types of quality measures used by the HIPC to compare plans will improve significantly, thereby enhancing the ability
of consumers to make a wise choice of plan.

34.  To avoid excess administrative costs associated with the collection of premiums on an individual family basis, the
Health Policy Commission would establish guidelines authorizing the HIPC to work out arrangements with CHFs to collect these
added premium amounts through the payroll tax system and remit (electronically) the appropriate amount to each CHP on a
monthly basis, based on their certified enroliment.

35, That is, each plan would submit a monthly premium bid for a standardized risk (e.g., males age 45) and
the HIPC payment to each CHP would be tied to either the lowest bid or lowest two bids (depending upon how many
plans were operating in an area}.  a particular plan had a monthly premium bid that was $10 per month higher for
the standardized risk, then all members joining that plan would pay $10 per month more even if the expected cost of
their care was, for example, $26 per month more. In this case, the fixed contribution paid to the CHP would be $15
above the "standard risk” contribution (to refiect an individual's higher age and/or worse health}. Thus, each plan
would be paid in accordance with its unique mix of members, but members themselves would not have o pay the
higher cost associated with their higher risk.

86. Without such a rule, there is a danger that many CHPs would be tempted to submit inflated bids knowing
that they could retrospectively adjust their bids downward once they learned of the amount of the fixed contribution.
With such a rule, all CHPs would have a strong metivation to submit honest bids knowing that they are jeopardizing
their enrollment prospects by bidding too high.

37. This permita an employer to be more selective about the plane being offered, but would still ensure some
choice among plans for employees.

38. Without this provision, there is a danger that all firms with payroll tax liabilities that exceed the value of
the risk-adjusted contributions available to their employees will ieave the BIPC, leaving the HIPC pool with
insufficient revenues to cover the disproportionately unhealthy members left in the pool.

89. Under policy guidance provided by the Commission, the HIPC would have the authority to regulate
supplemental benefits if it appeared that CHPs were using them to skim good risks and/or if consumers were too
confused by the lack of standardization in this market.

40. Total population in 1992 {6,795,546) minus 755,837 non-elderly covered by Medicaid in FY1982 minus
942,795 covered by Medicare minus 60,000 federal employees and dependents minus 100,000 active duty military
personnel and dependents equals 4,936,914, or 73% of the population.

4]. Nationally, states spend $126 per $10,000 income on Medicaid, public programs and hospital free care (excluding
federal revenues for such activities), while North Carolina spends $112 per $10,000 (Table E-3).

42, ‘The effective tax rate is an average of the 6.0% rate paid on most income, 7% paid certain portions of
income, and 7.75% paid by those with the highest incomes. The additional 4.8% could either be levied as a flat
additional rate paid by all income groups (e.g., with most people paying an 10.3% income tax rate and those in the
highest bracket paying 12.05%) or as a 67% surcharge on existing taxes (e.g., with most people paying 11.4% and those
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in the highest bracket paying 13.0%). The Health Policy Commission might make recommendations regarding which
approach to take, but the General Assembly alone would have the authority to determine which approach is best.

48. Dever (1976) estimates that 43 percent of health spending is lifestyle-related. Larson and Kristen, 1982
estimate that nearly 50 percent of costs in a typical employed population may be attributable to smoking, high bloed
pressure, high cholesterol, cardiovascular disease and cancer.

44. This figure is based on estimated personal health spending of $16.2 billion in 1993 (CHPRE, 1092a) times
the estimated 8.8% of health spending attributable to malpractice premiums and the costs of defensive medicine.

45. ‘This is based on a Minnesota Medical Asaociation analysis of hospital spending in Minnesota in 1983, which
found that 14 percent of all hospital costs were in the last six months of life (HealthWeek, June 11, 1990}, Within the
Medicare program, 21.5% of ali spending is in the last six monthas of life and 28.2% is in the last year of life (Lubitz
and Prihoda, 1978). Assuming that the same relationship holds for hospital services, this implies that 18.4% of
hospital spending is in the last year of life, which in North Carolina would be $1.3 billion {see CHPRE, 1592a for
breakdown of 1993 health spending, by type of gervice).

48. 'There are widely varying estimates of the administrative cost share of health spending. Even the most
consetrvative estimates show that the combined costs of insurance administration, hospital billing costs, physician
billing costs and billing costs for ather providers amount to 12.2 percent of personal health spending {Office of the
President, 1992), or nearly $2 billion in North Carolina in 1893,

47. Maryland’s per capita costs matched the national average in 1976 and 1990, while North Carolina’s per
capita costs were 24 percent below the national average in both years (CHPRE, 1992b).

-48. 'This is based on testimony provided by Kenneth Thorpe to the Legislative Study Commission on Health
Insurance.

49. This is based on the estimated annual lives that could be saved from breast cancer (52), cervical cancer (84),
infant mortality (50) and hypertension {at least 20), assuming that screening and prenatal care use rates among the
newly covered uninsured rise to the levels now observed among those with insurance {see U.S. Congress, OTA, 1992
for o synthesis of recent literature which relates lack of insurance coverage with poor health outcomes).

§0. Conversely, however, this reduction in wages among currently uninsured workers would be more than offset
by the savings to employers with plans (since their payroll tax contribution will drop from 8% today to only 4% under
the Forum proposal).

$1. Minimum wage studies show that a 10 percent increase in the minimum wage produces a .5% to 8% decline
in employment (Brown, 1988). This implies that at most, for low-wage workers, the demand elasticity is roughly .3.
There are 523,000 uninsured workers in North Carolina (Table E-1}, not all of whom are low wage. These figures
suggest that job losses wonld not exceed 6,300 (523,000 x .04 x .3).

52. These figures are based on a multiplier of 2.715 derived from an input-output study performed in Georgia
{Allen, Floyd and Schaffer, undated). This study estimated the impact on overall economic growth of exogenous
spending on hospitals (i.e., new federal spending). A Pennsylvania study found a similar regional trade multiplier of
2.69 for externally-originating hospital revenues {Erickson, Gavin and Cordes, 1986}. The estimate of tax revenues
is based on 1990 state and local tax revenues per $10,000 personal income (U.5. Bureau of the Census, 1991).

- 83 -







BIBLIOGRAPHY

Allen, M.T., Floyd, F., Schaffer, W.A., “The Impact of the Hospital Industry on Georgia’s
Economy," University of Georgia, College of Business Administrtion, undated.

Alpha Center, "States Developing Broad Spectrum of Plans to Increase Access and
Control Costs," State Initiatives in Health Care Reform, Number 1 (October 1992).

Billings, J., and Teicholz, N., "Uninsured Patients in District of Columbia Hospitals,"
Health Affairs 9(4):158-65, 1990.

Blendon, R.J., Donelan, K., Lakas, C.V,, et al., The Uninsured and the Debate over the
Repeal of the Massachusetts Universal Health Care Law." Journal of the American
Medical Association 267(8): 1113-1117, 1992.

Braverman, P., Oliva, G., Grisham Miller, M., et. al., "Adverse Outcomes and Lack of
Health Insurance Among Newborns in an Eight-County Area of California, 1982-1986."
New England Journal of Medicine 321(8):508-12, 1989.

Brook, Robert H., "Health, Health Insurance, and the Uninsured." Journal of the
American Medical Association 265(22): 2998-3002, 1991.

Brown, C.. "Minimum Wage Laws: Are They Overrated?" Journal of Economic
Perspectives 2(3):133-46, 1988. '

Center for Health Policy Research and Education (CHPRE, 1992a). Estimated Per
Capita Health Costs, North Carolina and U.S,, Selected Years, 1990-2000. Durham:
Duke University, unpublished.

Center for Health Policy Research and Education (CHPRE, 1992b). "Impact of
Maryland All-Payer System on Hospital and Health Costs,” in Maryland Hospital Rate-
Setting System. Unpublished background paper prepared for Health Access Forum,
June 1992.

Center for Health Policy Research and Education (CHPRE, 1992c). Per Capita
Personal Health Expenditures, By State, 1966 to 2030. Durham: Duke University,
unpublished.

Conover, C.J., Thorpe, K.E,, Pitcher, J., and Nocks, B.C. Health Care for the Medically
Indigent of South Carolina: 1990 Health Access Update. Final Report. Columbia: South
Carolina Hospital Association, May 1992,

-85 -




Consumer Reports, "Wasted Health Care Dollars.” July 1992: 435-448.

Dever, G.E.A., "An Epidemiological Model for Health Policy Analysis." Social Indicators
Research 2: 453-466, 1976.

U.S. Department of Health and Human Services (DHHS). Smoking and Health: A
National Status Report, 2nd Edition. A Report to Congress. DHHS Publication No. (CDC)
87-8396 (Revised 2/90).

Employee Benefits Research Institute (EBRI). "Number of Uninsured Americans
Reached 36.3 Million in 1991, According to EBRI Tabulations." News release, October
30, 1992.

Enthoven, Alain, "Consumer-Centered vs. Job-Centered Health Insurance." Harvard
Business Review. January-February, 1979: 141-152.

Enthoven, Alain. Theory and Practice of Managed Competition in Health Care Finance.
Amsterdam: North-Holland, 1988.

Erickson, R.A., Gavin, N.I, Cordes, S.M., "The Economic Impacts of the Hospital
Sector." Growth and Change 17(1): 17-27, 1986.

Families, USA. Emergency! Rising Health Costs in America 1980-1990-2000. Washington,
D.C.: October 1990.

Families, USA. Health Spending: The Growing Threat to the Family Budget. Washington,
D.C.: December 1991.

Farley, P.J,, "Who Are the Underinsured?" Milbank Memorial Fund Quarterly/Health
and Society 63(3): 476-503, 1985.

Garamendi, J. California Health Care in the 21st Century. Sacramento: Office of the
Insurance Commissioner, February 1992.

Greene, Sandra B. North Carolina Health Care Trends. Chapel Hill: Blue Cross and Blue
Shield of North Carolina, Health Economics Research, October 1991,

Feder, J., Hadley, J. and Mullner, R. Falling Through the Cracks: Poverty, Insurance
Coverage, and Hospitals' Care to the Poor, 1980 and 1982. Washington, D.C.: Urban
Institute, Working Paper 3179-08, June 1984,

- 86 -




Hadley, J., Steinberg, E.P., and Feder, J., "Comparison of Uninsured and Privately
Insured Hospital Patients: Condition on Admission, Resource Use and Outcome,”
Journal of the American Medical Association 265(3):374-79, 1991.

Holahan, J. and Zedlewski, S. and Winterbottom, C. Estimating the Cost of Medicaid
Eligibility and Benefit Uniformity. Washington, D.C.: Urban Institute, Working Paper
3836-04, July 1990.

Institute of Medicine (IOM). Preventing Low Birthweight. Washington, D.C.: National
Academy of Sciences, Institute of Medicine, 1985.

Keeler, E.B., Buchanan, J.L., Rolph, J.E., ef al. The Demand for Episodes of Medical
Treatment in the Health Insurance Experiment. Santa Monica, CA: Rand Corporation,
R-3454-HHS, March 1988,

Lanning, J.A., Morrisey, M.A., and Ohlsfeldt, R.L., "Endogenous Hospital Regulation
and its Effects on Hospital and Non-hospital Expenditures," Journal of Regulatory
Economics 3 (June 1991): 137-54.

Larson, K.P. and Kristein, M., "A Cost-Benefit Analysis Using Comparative Projections
of Outcomes with Natural Controls for the American Health Foundation Promotion
System at Blue Cross/Blue Shield of Indiana,” Unpublished paper, 1982.

Lubitz, J. and Prihoda, R., "Use and Costs of Medicare Services in the Last Years of
Life." HCFA, unpublished manuscript, June 29, 1982,

Lundberg, G.D., "National Health Care Reform: An Aura of Inevitability is Upon Us."
Journal of the American Medical Association 265(19): 2566-67, 1991.

Marion Merrell Dow. Managed Care Digest, Update Edition, 1991. Kansas City, MO:
Marion Merrell Dow, 1951,

Moser, J. and Mussachio, R.A., "The Cost of Medical Professional Liability in the 1980s."
Medical Practice Management. Summer 1991, cited in Medical Benefits 8(20): 4.

National Association of Manufacturers, Report on Emplyer Cost-Shifting Expendiures.
Prepared by Donald Moran and John Sheils, Lewin-ICF. Washington DC: NAM,
December 1991.

Office of the President. The President's Comprehensive Health Reform Program.
Washington, D.C.: The White House, February 6, 1992.

- 87 -




President's Commission for the Study of Ethical Problems in Medicine and Biomedical
and Behavioral Research. Securing Access to Health Care. Volume One: Report.
Washington, D.C.: U.S. Government Printing Office, March 1983.

Robinson, J.C., Luft, H.S., Gardner, L.B., Morrison, E.M., "A Method for Risk-Adjusting
Employer Contributions to Competing Health Insurance Plans.” Inguiry 28: 107-116,
1991.

Rublee, D., "Medical Technology in Canada, Germany, and the United States." Health
Affairs 8(4):178-81, 1989.

Schwartz, Leroy L., "The Medical Costs of America's Social Ills." Wall Street Journal.
June 24, 1991.

Thorpe, K., Hendricks, A., Garnick, D., ef al., "Reducing the Number of Uninsured by
Subsidizing Employment-Based Health Insurance." Journal of the American Medical
Association 267 (February 19, 1992).

U.S. Department of Commerce, Bureau of Economic Analysis. BEA Regional Projections
to 2040, Vol. 1. Washington, D.C.: U.S. Government Printing Office, 1990.

U.S. Bureau of the Census. Government Finances: 1989-90. Government Finances,
GF/90-5. Washington, D.C.: U.S. Government Printing Office, December 1991.

U.S. Bureau of the Census. Health Insurance Coverage, 1986-88. Current Population
Reports, Series P-70, No. 17. Washington, D.C.: U.S. Government Printing Office, March
1990.

U.S. Congress, Congressional Budget Office (CBO) 1992a. Economic Implications of
Rising Health Care Costs. Washington, D.C.: U.S. Government Printing Office, October
1992.

U.S. Congress, Congressional Budget Office (CBO) 1992b. The Potential Impact of
Certain Forms of Managed Care on Health Expenditures, CBO Staff Memorandum.
Washington, D.C.: U.S. Government Printing Office, August 1992,

U.S. Congress, Congressional Budget Office (CBO) 1992c¢. Projections of National Health
Expenditures. Washington, D.C.: U.S. Government Printing Office, October 1992.

U.S. Congress, Congressional Budget Office (CBO). Rising Health Care Costs: Causes,

Implications, and Strategies. Washington, D.C.: U.S. Government Printing Office, April
1991.

- 88 -



U.S. Congress, Congressional Budget Office (CBO). Physician Extenders: Their Current
and Future Role in Medical Care Delivery. Washington, D.C.: U.S. Government Printing
Office, April 1979.

U.S. Congress, General Accounting Office (GAO) 1992. Health Insurance: Vulinerable
Payers Lose Billions to Fraud and Abuse, GAO/HRD-92-69. Washington, D.C.: U.S.
Government Printing Office, May 1992.

U.S. Congress, General Accounting Office (GAO) 1991. U.S. Health Care Spending:
Trends, Contributing Factors, and Proposals for Reform, GAO/HRD-91-102. Washington,
D.C.: U.S. Government Printing Office, June 1991.

U.S. Congress, Library of Congress, Congressional Research Service. Costs and Effects
of Extending Health Insurance Coverage. Prepared for the Subcommittee on Labos-
Management Relations and the Subcommittee on Labor Standards of the Committee on
Education and Labor and the Subcommittee on Health and the Environment of the
Committee on Energy and Commerce, US. House of Representatives, Education and
Labor Serial No. 100-EE, October 1988.

U.S. Congress, Office of Technology Assessment (OTA). Does Health Insurance Make
a Difference?--Background Paper, OTA-BP-H-99. Washington, D.C.: U.S. Government
Printing Office, September, 1992.

U.S. Preventive Services Task Force. Guide to Clinical Preventive Services: An Assessment
of the Effectiveness of 169 Interventions. Baltimore, MD: Williams and Wilkins, 1989.

Weiler, P.C., Newhouse, J.P. and Hiatt, H.H., "Proposal for Medical Liability Reform."
Journal of the American Medical Association 267 (17): 2355-2358.

-89 -













%
0
R, Qo
OLIN, TRE

Ewald W, Busse, M.D., President

North Carolina Institute of Medicine
Brightleaf Square, Suite 19-B
905 W Main Street (Box 25)
Durharn, NC 27701

Phone: (919) 688-2144
FAX: (919) 683-9633

tesident &CEQ
C. Institute of Medici

he Honorable Marie. W, C_alééh S D

N.C. House of':f{épifesénia ives Executive Vice President for i
eville i Health Affairs * 00 - Sarah T. Morrow, M
alih Alial : Misdical Dissctor

Betty R McGain:
Wilson




fr.




