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Overview

What's the best way to ensure that all New York State residents —
adults and children alike —have access to affordable health-insurance
coverage?

Over the past decade, the state government has answered that ques-
tion by expanding publicly subsidized forms of health insurance,
building on what was already the nation’s most expensive Medicaid
program, while maintaining insurance regulations that make private
coverage both scarce and expensive.

Governor Spitzer’s first major health care initiative would carry the
trend a step further, by extending Medicaid-funded health care to
children in middle-class families previously considered ineligible
for such assistance.

But this approach is likely to have two unintended and apparently
unanticipated consequences.

First, an increased reliance on such government-subsidized programs
will inevitably encourage more New Yorkers to drop their private
insurance. As a result, it is likely to be far more costly than the gov-
ernor expects —adding to a Medicaid budget that already equals the
amounts spent by Texas, Florida, and Pennsylvania combined.*

Second, offering more government-subsidized coverage to more peo-
ple will add to the cost pressures on private insurers that effectively
subsidize Medicaid’s low reimbursement rates. That will ultimately
shrink the availability of affordable private insurance options, cast-
ing some New Yorkers adrift in a broken market and resulting in a
smaller net reduction in the state’s uninsured population.

Rx NY: A Prescription for More Accessible Health Care
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This report offers a way to make health care
more accessible and affordable for all New
Yorkers without expanding Medicaid. Instead,
we offer market-driven reforms to make private
insurance more affordable and accessible by:

Requiring small businesses to allow employ-
ees to pay their share of premiums with pre-
tax income, through payroll deductions.

Basing Medicaid income eligibility on fixed-

* Restoring flexibility to New York’s health-
insurance regulations to permit more inno-
vative and diverse health-plan offerings.

* Creating a guaranteed-access, high-risk
pool for high-cost individuals who cannot
obtain coverage through their employers
and may not be “insurable” in the newly
competitive individual insurance market.

¢ Allowing low-cost, temporary health-insur-
ance plans.

income limits rather than a percentage of
the federal poverty limits, to target truly
needy families on a regional basis.

* Reaching out to noncitizens by targeting
private insurance coverage options to
them.

* Making Health Savings Account — eligible
plans available in the individual insur-
ance market.

New York Medicaid Facts

Medicaid is a joint federal-state program, enacted by
Congress in 1965, as part of Lyndon Johnson's War on
Poverty, to provide health insurance for the poor, chil-
dren, the disabled, and the elderly. In the 1980s and
1990s, the program was expanded to include children
in moderate-income families, pregnant women, and,
in states such as New York, low- and moderate-income
parents and singles without children.

As of 2008, New York’s Medicaid budget totals $47.8
billion—including $23.2 billion in federal funds, $17.5
billion in state funds, and $7.1 billion in local tax sup-
port. It serves 3.4 million people.

New York’s is the most expensive Medicaid program in
the country; the next largest is California, which spends
$37 billion. New York spends nearly twice as much per
Medicaid recipient on Medicaid as the national average,
as shown in the table below:

Expenditure per Medicaid recipient

NY US average
Child $1,900 $1,500
Adult $3,600 $2,000
Disabled  $25,100 $13,000
Elderly $22,800 $11,500

Sources: NY Division of Budget and Kaiser Family Foundation
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|. The Quest for Coverage

In a major health-policy speech soon after taking
office, Governor Eliot Spitzer said that one of his
top priorities was to “cut New York’s uninsured
population in half over the next four years” and
provide “affordable, universal health insurance
for all New Yorkers.”?

Few would argue that New York’s health-in-
surance system isn’t in need of improvement.
Small businesses, in particular, are finding it
increasingly difficult to afford health-insur-
ance premiums for employees. Individuals
without employer-sponsored insurance find
it prohibitively expensive to seek coverage on
their own in New York’s individual direct-pay
insurance market.

The latest Census figures show that some 2.6
million New York residents are without health
insurance. New York’s uninsured rate of 16 per-
cent for all those under age 65 is now below the
average national rate of 17.8 percent. That marks
achange compared with 1999, when New York's
uninsured rate (then 17.1 percent) was above the
national average (then 15.8 percent).?

In other states, the increase in the uninsured rate
was due mainly to a drop in employer cover-
age —something not seen in New York, where
total employer-provided health insurance was
roughly the same in 2006 as in 1999.* Despite
that stability, the state’s Medicaid program has
grown to be the costliest in the nation. at nearly

$48 billion —almost as much as Texas, Florida,
and Pennsylvania combined.

Yet, even with Medicaid’s exploding costs in
New York, Governor Spitzer’s first budget
featured a significant expansion of the state’s
Child Health Plus (CHP) insurance program —
by extending the federal government’s State
Children’s Health Insurance Program (SCHIP)
and Medicaid eligibility to a large swath of New
York’s middle class. At the governor’s direction,
the state has stepped up its campaign to enroll
more eligible New Yorkers in the Child Health
Plus and Family Health Plus programs. And
the Health Department has received funding to
study “proposals for achieving universal health
coverage in New York.”

Under Governor Spitzer’s plan,
the state would provide cover-
age to children in families of four
with incomes of up to $82,000 or
families of five with incomes of
up to $96,000. But as the Spitzer
administration eyes enrolling tens
of thousands of more people in government-
subsidized programs, evidence from around the
country suggests that the governor’s initiative
isn’t the most effective or affordable way to
expand access to health care.

In fact, just the opposite may be true; consider:

* Compared with New York, states with
fewer uninsured residents tend to have
smaller Medicaid populations and higher
rates of private insurance coverage. These
states also have more flexible insurance
regulations, thus encouraging a more com-
petitive marketplace offering a larger choice
of health-insurance options with costs more

Rx NY: A Prescription for More Accessible Health Care
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Table I. Health Insurance Status of Non-Elderly Adults*
10 States with Lowest Uninsured and Largest Private Insured Populations
2005-2006 (BOLD = top 10 in both categories)

Uninsured Population, Ranked from Lowest

State Uninsured* Private Ins Medicaid

1 Minnesota 10.7% 81.2% 8.3%
2 Hawaii 11.4% 78.0% 6.4%
3 Wisconsin 11.9% 79.2% 8.5%
4 Maine 12.6% 71.5% 15.7%
5 lowa 12.7% 80.1% 8.3%

| 6 Pennsylvania 12.8% 79.9% 8.1%
7 Massachusetts 13.2% 75.5% 12.0%
8 Rhode Island 13.3% 75.2% 13.7%
9 Connecticut 13.4% 78.1% 7.9%

| 10 New Hampshire  14.0% 81.1% 3.2%
New York 18.2% 69.5% 13.8%

‘ U.S. Average 20.0% 70.9% 8.0%

* All adults under 65

Private Insured Population, Rankled from Highest
State Uninsured* Private Ins Medicaid
1 Minnesota 10.7% 81.2% 8.3%
2 New Hampshire 14.0% 81.1% 3.2%
3 lowa 12.7% 80.1% 8.3%
4 Pennsylvania 12.8% 79.9% 8.1%
5 North Dakota 14.6% 79.5% 4.6%
6 Wisconsin 11.9% 79.2% 8.5%
7 Nebraska 14.9% 78.5% 5.3%
8 Kansas 15.4% 78.2% 5.3%
9 Connecticut 13.4% 78.1% 7.9%
10 Hawaii 11.4% 78.0% 6.4%

Source: U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplement, 2006 through 2007

accurately reflecting the unique needs of
different populations.

* Expanding eligibility for Medicaid and re-
lated government programs entices some
employers and workers to drop the private
insurance coverage that they already have.
This well-documented “crowd-out” effect
on the private market means that the Spitzer
administration’s effort to expand health
coverage through government programs is
likely to cost more than predicted —without
producing the significant decrease in the
uninsured population that the governor
hopes for.

Individuals, particularly the uninsured, need
more affordable private health- insurance op-
tions. The state can and should provide a safety
net of guaranteed access to health insurance for
otherwise “uninsurable” populations such as
the chronically or seriously ill.
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But while reforming health care and expanding
access to coverage are imperative in New York,
the state need not rely on its already overbur-
dened taxpayers to shoulder the burden. Rather
than simply expand the size of the state’s already
costly public-health programs, the answer can
be found in restoring market forces and incen-
tives to the regulatory apparatus of the state’s
health-insurance bureaucracy.

Back to the Future?

By attempting to “buy down” the uninsured rate
through the expansion of Medicaid eligibility
rules, Governor Spitzer is following the well-
trod path of his predecessors Mario Cuomo,
who established Child Health Plus (CHP), and
George Pataki, who expanded CHP and estab-
lished Family Health Plus.

Under Governor Spitzer’s 2007 expansion of
CHP —New York’s version of the federally



Health-Care Coverage Programs in New York

Public

e Medicare — public health-insurance program with
premiums, deductibles, and copays for almost all
elderly or certain disabled individuals, funded and
regulated solely by the federal government. Covers
2.2 million New Yorkers.

e Medicaid — public health insurance with no
premiums and nominal copays for very low- income,
disabled, or elderly New Yorkers with limited assets,
funded with federal, state, and local dollars. State
and local governments currently contribute over
$24 billion to the program. Covers about 3.4 million
New Yorkers at a cost of $47.8 billion.

o Child Health Plus/Family Health Plus — public
health-insurance program part of Medicaid for
low- to middle-income adults and children with
no or nominal premiums and nominal copays,
funded with federal and state dollars.

Publicly Subsidized

e Healthy New York - state-subsidized plan for mid-
dle-income individuals and sole proprietors who

have been uninsured for at least a year; also available
to small businesses that have not offered coverage
and have at least 30 percent of employees earning
under $35,500 annually. Covers 147,000, with tax-
payer costs of about $118 million in 2007.

Private

e [ndividual Health Insurance (Standard Plans) —
state-regulated health-insurance plans for individuals
purchasing insurance not through their employers.
New York has individual standard plans that are
uniform and very strictly defined by law but quite
expensive at $520-$1,468 monthly per person (NYC
rates). Reached only 57,000 New Yorkers in 2006.

e Small-Group Health Insurance — state-regulated
private health-insurance products for small businesses
or sole proprietors with one to 50 employees.
Covered 1.7 million New Yorkers in 2006.

e Large-Group Health Insurance — federally regu-
lated health-insurance benefits for companies with
more than 50 employees; most tend to be self-in-
sured and are completely outside state regulations
and mandates. Covered 9 million in 2006.

subsidized State Children’s Health Insurance
Program (SCHIP) — the eligibility level would be
expanded from 250 percent of the federal poverty
limit (about $52,000 in annual income for a family
of four) to 400 percent (over $82,000). New York's
history notwithstanding, this “buy down” ap-
proach has proved unsuccessful in other states,
serving only to increase the number on Medicaid
but having little impact on the uninsured rates.

Although New York now has one of the high-
est SCHIP income-eligibility thresholds in the
country, 11 states have lower rates of uninsured
children, according to the Kaiser Family Foun-
dation. Nine of those states even have Medicaid
and SCHIP eligibility bars below New York’s
level of 250 percent of poverty.

The governor’s expansion will promote the well-
documented syndrome of “crowd out,” which
happens when those already covered by private
insurance are enticed to drop their plans in order
to obtain “free” coverage from the state. Nation-
wide, according to the Congressional Budget
Office, for every 100 children enrolled in SCHIP,
25 to 50 children will be from families that drop
their private coverage for SCHIP.”

A recent study by economists Jonatha Gruber
and Kosali Simon documents a 60 percent
“crowd-out” connected to SCHIP expansion
strategies —meaning that for every two kids
enrolled in the program from the uninsured
population, the private coverage for another
three is dropped.®

Rx NY: A Prescription for More Accessible Health Care
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In New York especially, where private indi-
vidual and small-business insurance are so
expensive, those with private coverage have
the most to gain from this expansion. But given
even these conservative national ratios, New
York, in theory, would need to place 750,000
more children on Child Health Plus -a 50 percent
increase in that caseload — to eliminate the ranks
of uninsured children. The Gruber-Simon study
also suggests that charging modest premiums
and imposing waiting periods for SCHIP en-
rollment, as incorporated in Governor Spitzer’s
latest Child Health Plus expansion, will do little
to stem crowd-out.’

So what’s the bottom line? By extending Med-
icaid coverage to all children living in families
earning less than 400 percent of poverty, the
Medicaid rolls could swell by as many as 710,000
as a result of the projected crowd-out effect,
thus costing the state up to $400 million a year
more.® In fact, Gov. Spitzer severely lowballed

the expected cost of the state’s SCHIP expan-
sion, budgeting just $11 million in state funds
for the 2007-08 fiscal year and $41 million for
the year after.

Both the uninsured and the taxpayer may be
better off without trying to achieve universal
coverage —at least, not the kind that New York
has been pursuing for the last 25 years. At the
end of the day, taxpayer-supported universal
coverage in New York would be even more
burdensome and expensive than the existing
system that everyone—from the governor on
down—already regards as unworkable and
unaffordable.

Diagnosing the Problem

A cure requires a diagnosis—and diagnosis
begins with asking the right questions. To start
with, who is uninsured in New York? Of the

Table 2. An Overview of New York's Uninsured Adults* (2005-2006)

Percent Uninsured by Family Income

Family Income - 2005-2006
Total Less than $10,000to  $15,000to  $25,000to  $35,000to  $50,000 to $75,000
$10,000 $14,999 $24,999 $34,999 $49,999 $74,999 and over
Age
18 to 34 26% 41% 41% 36% 32% 24% 23% 17%
35to 49 16% 30% 38% 31% 26% 19% 13% 6%
50 to 64 1% 25% 33% 22% 18% 12% 7% 5%
Nativity
Native 15% 31% 32% 26% 23% 15% 12% 7%
Not a Citizen 39% 48% 58% 48% 43% 36% 34% 30%
Marital Status
Married 11% 30% 33% 28% 20% 17% 1% 5%
Single 25% 35% 39% 32% 29% 21% 20% 18%
Sex
Male 21% 39% 46% 36% 31% 21% 19% 1%
Female 15% 30% 31% 27% 21% 17% 10% 7%
* Under 65

Source: U.S. Census Bureau

Current Population Survey, Annual Social and Economic Supplement, 2006 through 2007
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2.6 million New Yorkers without insurance,
just under 400,000 are children. Here are some
noteworthy characteristics of the 2.2 million
adults who make up the bulk of New York’s
uninsured population:

* About a half are between the ages 18 and
34; almost a third are 35 to 49; and fewer
than one in six are 50 to 64, approaching
retirement.

* The average uninsured adult is 36 years
old —five years younger than the average
for adults who have health insurance.

* Thirty percent are noncitizens, consisting
of legal and illegal immigrants, who are
generally ineligible for traditional Medic-
aid coverage. Of these 714,000 uninsured
noncitizens, fewer than 49,000 are children
and almost half are young adults aged 18
to 34.°

* Ninety percent report that they are in good
health.”

* Two-thirds have no dependent children at
home, and 69 percent are single.

* Sixty-one percent have annual family in-
comes exceeding $25,000, and one-third earn
over $50,000.

* The majority lack health coverage only tem-
porarily. Nationally, 70 percent of adults are
reinsured again within a year."

The data show that most of the uninsured are not
sickly, economically homogenous, or otherwise
marginalized. Rather, they are a diverse and
dynamic lot. They are relatively young, mostly
childless, healthy and —for the most part—not
poor (see Table 2).

So why are they uninsured? First, noncitizens
aren’t eligible for typical state-funded assistance
through Medicaid, and many avoid seeking
private coverage out of fear of jeopardizing
their residency status—or, in the case of illegal
immigrants, being found.

Also, among those with low incomes, a sizable
number of uninsured simply fail to enroll in pro-
grams for which they are already eligible, includ-
ing Child Health Plus and Family Health Plus.
This, in fact, is the very reason the Empire State is
promoting its subsidized health-insurance pro-
grams so aggressively. Of the 367,000 children
who are uninsured in New York, 68 percent are
eligible for Child Health Plus. Meanwhile, of the
state’s uninsured adults, 406,000 are eligible for
coverage under Family Health Plus."

Still, the majority of those uninsured are citizens
who are ineligible for government assistance and
can’t—or won’t—purchase private insurance,
for a variety of reasons that are listed below.

The Lack of Affordable Options

Private health insurance throughout the United
States has primarily been employment-based
since the 1940s, when the internal revenue code
was amended to provide an enormous tax incen-
tive for employer-sponsored plans. There are
2.2 million New Yorkers who aren’t covered by
their employers for various reasons."

Since the average employee has an eight-week
waiting period before becoming eligible, some
workers have not been on the payroll long
enough. Others may not work enough hours to
qualify for coverage or are not offered coverage
at all. An unknown number of workers may
have a health-insurance fallback —such as being
covered by their spouse’s employer-sponsored

Rx NY: A Prescription for More Accessible Health Care
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Ante Up: Individual Health Insurance in New York

Any New Yorker wanting to buy individual health insur-
ance faces some tough challenges. Only two standard
plans—Health Maintenance Organization (HMO) and
Point of Service (POS)—are allowed in the state. An
HMO has a preferred network of providers. A POS al-
lows an individual to go to any provider.

New York has 52 provider and service mandates on
health insurance, 15 more than the national average
of 37. Such mandates include coverage for chiropractic
services, inpatient hospital care, outpatient services in-
cluding laboratory tests and x-rays, care in a physician’s
office, maternity care, chemotherapy, prescription drug
coverage, physical therapy, and inpatient and outpatient
mental health care.

Here are what such mandates and regulations do to the
cost of buying an individual policy:

Monthly Premiums — (June 2007)

Single Family
Albany: $570to $1,412  $1,709 to $3,749
NYC: $501t0 $1,513  $934 t0 $3,736

Average Monthly Premium for Individual* — (2006)

Individual Family
NY: $338 $821
us: $186 $386

*Includes sole proprietors, which are in NY small groups
market. Individual equals 44- year-old. Family equals 49-year-
old policyholder family of four.

Sources: NY Department of Insurance, Kaiser Family

Foundation, Council for Affordable Health Insurance and
Ehealthinsurance.com

plans. The rest—single and married alike —are
left to shop on their own for insurance in the
private individual market. In New York, this is
an exceptionally expensive proposition.

In most regions of the Empire State, the
monthly individual health-insurance premium
(not purchased through an employer) starts at
$500 for an individual policy and $1,400 for a
family policy."* The average premium in the
private market is roughly twice the national
average. The only cheaper option available to
New Yorkers in the private market has been
the Healthy New York program, in which
the state directly subsidizes premium rates
starting at $300. But eligibility for this plan is
limited to workers who earn less than $25,300
and have been uninsured for at least a year or
have recently lost employer-sponsored cover-
age. Relatively few workers qualify, and the
program has reached relatively few —only
147,000 have enrolled, or less than 0.8% of the
state’s population.”

December 2007

Why the Affordability Problem Exists

The level of health-insurance premiums across
the country reflects three principal factors:
health-care costs, utilization rates, and state
insurance regulations.

Despite a high cost of living in its most densely
populated regions, New York’s health-care costs
are not excessive or out of line with national
norms. Unit costs for hospital inpatient care in
New York, for example, are right around the
50-state average.'® Utilization in New York is
not uniformly high, either. Prescription-drug
use in the Empire State for adults aged 19 to 64
is actually below the national average.'”

Perhaps one of the best indicators of New York's
average health-care costs and utilization rates
is the fact that very large New York companies,
which are self-insured and self-administer their
health benefits with very low administrative
costs, report premiums for single and family



coverage at rates close to the national average.
This has been true for over a decade.’®

Where New York stands out, however, is in
the breadth and scope of its health- insurance
regulations on small businesses and direct-pay
individuals. Two state rules, in particular, rob
the system of flexibility:

1. A “community rating” standard for estab-
lishing premiums. This means that, for any
given plan, insurers must charge the same
premium regardless of the age, gender,
and health propensities of the employees
who make up the group. Thus, a law firm
employing a dozen sedentary, cigar-smok-
ing, middle-aged attorneys must be charged
the same rate as a health club employing a

dozen fitness fanatics in their twenties. For
individuals buying insurance on their own,
this is an even bigger problem. A healthy
25-year-old will pay the same for an indi-
vidual policy as an obese 59-year-old with
an unhealthy lifestyle.

2. Mandated deductibles and covered health
services. All health-insurance plans in
New York must cover at least 44 types of
services, ranging from chiropractors to
fertility treatments to mental health. Vir-
tually all states mandate services to some
extent—but New York has more mandates
than most, adding an estimated 12 percent
to insurance costs.

Taxes are another major element in the high
cost of health insurance in New York. The state

now collects over $2.2 billion in taxes and as-
sessments from private health plans, including
a $75 million increase in the so-called “covered
lives assessment” adopted as part of Governor
Spitzer’s first budget. These taxes add roughly
$222 a year to the cost of the average health
insurance premium for the 11.3 million New
Yorkers with private coverage, or $888 for a
family of four.

Individual Extras

In the individual insurance market, New York
is one of only five states requiring all insurers
to sell a community-rated policy to anyone who
can pay for it, regardless of health status. This
“guaranteed-issue” provision—also known as
open enrollment —was designed as
a safety net to ensure that the chron-
ically and seriously ill would not be
denied coverage. But, in practice,
it has encouraged people in many
instances to delay buying insurance
until they are ill and actually need
it. The key to a functioning insurance market is
to have the healthy enroll long before they need
coverage. Guaranteed issue allows the healthy
to wait with no financial penalty, leaving only
those who “need” coverage now to buy into the
costly individual market. What remains is a pool
of ill people who use a lot of health care with few
healthy individuals participating to spread the
risk more evenly.

This is especially the case in New York , where
the high cost of insurance is driving people out of
the individual market. Only 57,000 New Yorkers
were covered by an individually purchased health
plan in 2006, down almost 50 percent from 2000."
In 1994, just as guaranteed issue was first being
implemented in New York, there were more than
750,000 in New York's individual market.? That's
a 94 percent drop in just over a decade.

Rx NY: A Prescription for More Accessible Health Care
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By contrast, the number of people buying indi-
vidual insurance plans nationwide is moving
in the opposite direction, having increased by
6.8 percent between 2000 and 2006* and by 64
percent since 1994.%

In the end, New York’s regulatory straitjacket
has made the state inhospitable to private insur-
ers, who maintain a reluctant presence here
by charging some of the highest standard
individual health-insurance rates in the na-
tion. For the most part, New York insurers
tolerate the oppressive regulations in the
individual and small-group market (which
has 1.8 million people) so that they can have

access to the 9 million people working at large
companies, which fall mostly outside state
regulation. The state has 29 licensed insurers
in its small-group market. Wisconsin —with a
small-group market one-third the size of New
York’s —has 50.

As noted, the clearest evidence that excessive
state regulations are the cause of high insurance
premiums in the individual and small-group
markets is the level of premiums charged by
large, self-insured New York employers, which
are regulated only by federal law. As illustrated
below, these large-company premiums are equal
to the national average.

Figure I. New York's High Cost Premiums for Small Businesses — 1996-2005

$5,000

$4,000
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/\/ 4,121

......

$3,000

Average Annual
Emplovee-Only Premium
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$2,000 ‘ \ \ \
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Source: Agency for Healthcare Research and Quality
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December 2007



2. Lessons from Other States

New York is actually below average in its pro-
portion of adults and children without health
coverage. However, to meet Governor Spitzer’s
goal of cutting the total uninsured population
in half, the state will need to meet or exceed the
performance of states that have done much bet-
ter. Here are two key lessons that can be learned
from these top performers:

More “public insurance” does not guarantee more
insured. The states with the highest rates of adults
on Medicaid or other public insurance are not the
states with the lowest rates of uninsured. Similarly,
the majority of states with alower rate of uninsured
children have more children with private health
insurance. Expanding Medicaid is not an effective
or fiscally reasonable solution to reducing the rate
of uninsured New Yorkers. In fact, prior to New
York’s latest move to expand Child Health Plus
eligibility, there were 14 states with a lower rate
of uninsured children and 31 states with a higher
proportion of privately uninsured children.

Top-performing states have fewer regulations
and lower private insurance premiums. None
of the states with low rates of uninsured adults
imposes the array of insurance regulations that
New York does. Regulations such as community
rating, guaranteed issue in the individual mar-
ket, and a multitude of coverage mandates and
restrictions on plan design significantly reduce
the availability of affordable private coverage
options in New York.

The evidence suggests that more people will buy
private insurance when carriers are allowed to
tailor programs to meet the consumer’s needs.
For instance:

Reaching Young Adults

WellPoint, a multistate insurer, offers the Tonik
Health Plans program, targeted at young adults

between the ages of 19 and 34. Now available in
six states —including Connecticut, New Hamp-
shire and California — the plan will be expanding
to five others soon.

Tonik is sold completely online (Tonik.com),
has an innovative marketing campaign, and
consists of three different plans: Calculated
Risk Taker ($1,500 deductible); Part-Time
Daredevil ($3,000 deductible); and Thrill
Seeker ($5,000 deductible). Each of the plans
covers inpatient, outpatient, primary care,
preventive care (paid completely by the in-
surer with no deductible), prescriptions and
mental-health treatment.

In Connecticut, for example, Tonik premiums
vary from $105 to $202 a month, depending on
age, gender, and plan selected.” By comparison,
the least expensive private plan in New York
City for a 25-year-old male who is not self-em-
ployed costs nearly $415 a month.*

It's worth noting, too, that 78 percent of those
buying Tonik plans were previously uninsured.”
In New York, where 44 percent of uninsured
adults are between the ages of 18 and 34, a plan
like Tonik would have a significant impact.

Consumer-Directed Health Plans

Across the country, consumer-directed health
plans are increasing in popularity. These plans
combine a high-deductible, low-premium plan
with a tax-free Health Savings Account that
allows an individual to save for out-of-pocket
health costs. Deductibles for HSA-eligible plans
must be at least $1,100 for individuals and $2,200
for family coverage. Premiums for HSA-eli-
gible plans are typically 30 to 40 percent lower
than traditional low-deductible, high-premium
HMO/PPO plans.

Rx NY: A Prescription for More Accessible Health Care
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In 2006, individuals may deposit up to $2,850
into the account for single coverage plans, and
$5,650 for family HSA-eligible plans. The plans
typically provide free preventive care outside
the deductible.

A quarter of the people purchasing new indi-
vidual health-insurance policies over the past
year chose an HSA-eligible plan, and 27 percent
of new HSA plan buyers were previously unin-
sured. More than 1.1 million individuals have
purchased HSAs on their own.

For small businesses, 17 percent of new policies
in 2006 were for HSA-eligible plans. For large
companies, the figure is 8 percent.

The best-selling HSA-eligible plans — costing $120
amonth for single coverage and $270 a month for
a family plan—are primarily sold to young adults
between the ages of 20 and 29. For those 30 to 54,
single coverage costs $176 a month and family
coverage is still an affordable $385.

These plans may not be for everyone, but they
are an affordable option and one that is being
purchased voluntarily by the uninsured. In New
York, however, no HSA-eligible plans are avail-
able in the individual market.

Short-Term Coverage

Two million New York adults are uninsured at
any one time. As noted above, more than two-
thirds of those uninsured are reinsured in less
than a year. Despite such a healthy market of
“temps,” providers are not allowed to sell tem-
porary private health insurance in New York.

Like term life insurance, such coverage is limited
to a fixed period in order to reduce the risk to
the insurer, thus lowering the cost to the indi-
vidual. For example, a 40-year-old person living
in Washington, D.C., can obtain a temporary,
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six-month health-insurance policy with a $500
deductible for just $119 a month. A 25-year-old
Washingtonian could obtain a temporary policy
for as low $34 a month. Meanwhile, a couple —
each person 35 years old — with two children can
purchase a six-month health-insurance policy
with a $1,000 deductible for $265 a month.”

All but five states offer temporary health insur-
ance to be sold to their residents. States that don’t
allow such coverage include Hawaii, Massachu-
setts, New Jersey, New York, and Vermont.

Reaching Small Business Employees

A competitive, flexible health-insurance
market allows small businesses of all types
to provide plans that meet the needs of their
diverse workforces. However, as previously
noted, New York’s insurance marketplace is
not competitive and is severely hampered by
regulation. Therefore, it is much slower to
replicate the kinds of innovative practices and
plans available elsewhere.

For a business to simply offer health insurance
greatly encourages employees to enroll, even when
they are responsible for paying a share. Nationally,
according to the Kaiser Family Foundation, compa-
nies with the most costly sharing packages —where
the employee pays 37 percent or more of the pre-
mium — get an average of 68 percent of employees
to take up the coverage. Even for expensive family
coverage, where an employee is paying as much
as 56 percent of the premium, enrollment rates are
77 percent. Meanwhile, at firms where workers are
paid low wages —with 35 percent of employees
earning less than $20,000 a year — enrollment rates
are in the 70 percent range.”

In New York, only 69 percent of firms with fewer
than 50 workers offer health insurance to their
employees, and only 53 percent of those with
fewer than 10 employees do so. Thus, more



should be done to enable and encourage small
businesses to offer a menu of health plans.”

Short of mandating such an offer, flexibility
in health-insurance offerings gives businesses
more diverse and affordable choices.

Access for New York’s Noncitizens

Almost a third of New York’s uninsured are
noncitizens —including legal and illegal —and

most of them most likely don’t realize that pri-
vate health insurance is available to them. Thus,
a greater effort should be made to reach out to
the immigrant population to raise their awarness
of their coverage options.

The more noncitizens covered by private insur-
ance, the more the burdenis reduced on taxpayers,
since it is the public that incurs the cost whenever
uninsured immigrants receive emergency care,

which the state must provide by law.

De Facto Universal Coverage?

A major reason that so many New Yorkers can “afford”
to be uninsured is that New York already has de facto
universal health care. Those eligible for Medicaid have
access to retroactive Medicaid coverage. For others, the
state allows people to buy insurance at any time, even
after being diagnosed with a serious illness. Also, thanks
to various state and federal laws, New York hospitals
and public clinics must treat anyone who walks through
their doors, regardless of insurance status.

There are even programs to guarantee that no one is
without a prescription drug when needed. Such “patient
assistance” programs, operated by pharmaceutical
companies and other organizations, provide no- or low-
cost prescription medication to those without health
insurance or prescription drug coverage.

Patient assistance clearinghouse RxAssist.org lists almost
1,400 brand-name drugs and almost 200 generics
available at no or low cost. Generally, individuals must
be U.S. residents and earn less than 200 percent of
poverty ($20,400 for an individual, $27,400 for a
couple, or $41,300 for a family of four, which accounts
for about half of all uninsured New Yorkers) to receive
the medication.

In addition, Wal-Mart offers more than 300 generic
medications for $4 to everyone. And New York’s EPIC

(Elderly Pharmaceutical Insurance Coverage) provides low-
cost drugs to seniors with incomes of under $35,000 for
an individual or $50,000 for a couple, which effectively
covers almost 80 percent of single seniors and 60 percent
of senior couples.

Thus, there is no policy reason for any New Yorker going
without medical care. However, health coverage does not
necessarily translate into health quality. In fact, while New
York has a higher than average rate of residents with health
coverage, the federal Agency on Health Care Quality and
Research reports that New York has below average (and
falling) quality of health care.!

In 2005 (the last year for which data are available), all this
compensated care for uninsured New Yorkers cost taxpayers
$3.5 billion. Almost two-thirds of the money came from
federal funds; the remainder was split equally between
state and local governments.' The state pays for only a
small portion of this funding — under 18 percent, or $622
million. Meanwhile, the Family Health Plus (FHP) program,
an offshoot of Medicaid, provided coverage to 515,000
New York adults at a nonfederal cost of $700 million as
of 2004. Thus, if FHP is used as a model for extending
universal health insurance coverage to the 2.4 million
uninsured, the net cost is likely to be considerably more
than the state now spends to reimburse uncompensated
health care for the same group of people.

"New York State Snapshot, Agency for Healthcare Research and Quality; available at:
http://statesnapshots.ahrqg.gov/statesnapshots/statesummary.jsp?menuld=3&state=NY&level=0.

i'Randall R. Bovbjerg et al., “Caring for the Uninsured in New York: What Does It Cost, Who Pays, and What Would Full Coverage Add to

Health Care Spending?,” Urban Institute, October 2006, “Table 9. Predicted Medical Spending by the Uninsured if Fully Insured, 2005, "
p. 20; available at: http:/Awww.urban.org/UploadedPDF/311372_uninsured_NY.pdf.

Sources: NY Department of Health and RxAssist.org
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3. Rx for NY:
Market-Based Reforms

Governor Spitzer has embraced the laudable
goal of affordable and universal access to
health care coverage. But he has just as clearly
embarked on a reform path that promises only
to take the state deeper into the woods. Based
on our analysis of New York’s policy and regu-
latory environment, as well as evidence from
states that have more affordable insurance
options and more people insured, we recom-
mend seven initiatives that would help attain
the governor’s goal:

1. Restore flexibility to New York’s insurance
regulations and eliminate needless mandates.

New York should repeal its pure community
rating laws in the small-group and individual
markets and repeal guaranteed-issue rules in
the individual market. Model legislation from
the National Association of Insurance Com-
missioners (NAIC) provides a useful guide
to creating regulations that allow reasonable,
actuarially justified variations in premiums.
This model is used in 36 states and strictly limits
premium variations for health sta-
tus and industry, but allows other
actuarially justified variations,
including age, gender, geography,
family composition/size, wellness
programs, and group size.

Though all states mandate that cer-

tain health providers or certain health benefits
be covered in some form or another, only two
states have more coverage mandates than New
York.*® Requiring plans to cover such a wide
range of services in the Empire State adds an
estimated 12 percent to insurance costs. It’s
time that New York rid insurers of so many
needless mandates.

December 2007

2. Create a guaranteed-access, high-risk pool
forill, high-cost individuals who cannot obtain
coverage through their employer and may not
be insurable in the newly competitive indi-
vidual market.

A better and more cost-effective way to provide
health care to the segment of people considered
uninsurable would be to create a guaranteed-
access, high-risk pool funded by a per-person
assessment that is charged to all New Yorkers
with private health insurance. With an estimated
10.9 million people in New York covered by
private insurance, an annual assessment of just
$5 per person would raise $54.5 million for the
guaranteed-access program.

By providing a stable funding mechanism
through an assessment—as is done in 34 other
states —more people would have access to af-
fordable private coverage, thus reducing the
cost to taxpayers in the long run since the state
would be able to reduce spending on Medicaid
and other subsidized coverage programs.

We've seen what happened when New York
policymakers tried to ensure access to individual
health insurance by passing guaranteed issue
in the individual market. That public policy
drove up costs in the individual market and
made it less financially attractive for people
to buy insurance. As a result, the number of
people with individual health plans in New York



plummeted from 750,000 to 57,000. Creating a
guaranteed-access, high-risk pool with a stable
funding source would restore the state’s private
individual insurance market, while expanding
access to affordable private coverage for those
New Yorkers who need it most.

The Healthy New York plan—which was de-
signed to provide subsidized coverage for people
who would otherwise be uninsured —would be
the perfect vehicle for implementing this plan.

3. Allow low-cost, temporary health-
insurance plans.

These plans, providing comprehensive coverage
for up to one year at a fraction of individual mar-
ket rates, would meet the needs of the roughly 70
percent of uninsured adults who lack coverage
for less than a year and at rates as low as $35 per
month. Forty-five other states allow this type of
coverage. New York should, too.

4. Require small businesses to set up tax-free
insurance plans.

Rhode Island now requires that all businesses
with at least 25 employees must have by 2009 a
Section 125 plan that allows for the purchase of
health insurance, child care, and out-of-pocket
medical expenses on a pretax basis through
payroll deduction. Massachusetts, Connecticut
and Missouri have similar laws.

Based on a part of the federal tax code regulating
pretax premiums, a Section 125 plan can reduce
the effective cost of health insurance by almost 40

percent in reduced federal (25 percent) and state
(6.85 percent) income taxes, as well as FICA taxes
(7.65 percent). Because the employer does not
pay the 7.65 percent FICA tax on an employee’s
withholdings, the Section 125 represents a net
savings over the small administrative payroll
expenses associated with the plan.

Nationally, only 60 percent of small companies
have employees pay their share of the premiums
pretax through a Section 125 plan, and only 20
percent have employees use pretax
funds for out-of-pocket health and
child-care expenses.*

Though a Section 125 plan is slightly
more complicated to administer, it ul-
timately pays for itself in savings.

5. Base Medicaid income eligibility on fixed-
income limits for children and non-elderly, non-
disabled adults rather than a percentage of the
federal poverty limit.

This would not just simplify the eligibility rules;
it would also make the system fairer by using
a fixed-income-eligibility standard rather than
different rules based on the size of households
and the number of dependent children.

For instance, children —regardless of the number
in the family or whether their parents are mar-
ried —could qualify for government-subsidized
coverage if family income were below $60,000 in
New York City or $40,000 in upstate New York.

Right now, New York Medicaid does not target
the truly needy. Instead, it targets those neatly
fitting the national federal poverty-limit for-
mula. With the Child Health Plus expansion, a
single parent with one child cannot earn over
$55,000 and qualify, but the married couple
with three children can earn over $96,000 and
receive Medicaid.

Rx NY: A Prescription for More Accessible Health Care
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No other state has adopted a policy such as the
one advocated here, but it seems a promising
strategy to target expansion to the truly poor
by region.

6. Reach out to noncitizens with private in-
surance-coverage options targeted specifically
to them.

New York State should encourage insurers to
develop and target private coverage plans to
this population, which includes legal and illegal
immigrants and makes up almost three-quarters
of a million of New York’s uninsured adults.

Because noncitizens are particularly vulnerable
in not understanding their private insurance
options, the state should increase its outreach
efforts to better inform this population that one
does not need to be a citizen to purchase private
insurance and to have access to America’s top-
quality health-care system.

As stated previously, the more noncitizens
pay out of their own pockets for coverage, the
more the burden is lessened on taxpayers who
foot the bill whenever uninsured immigrants
receive emergency care, which by law must be
provided.

December 2007

7. Promote Health Savings Account and HSA-
eligible plans as affordable private insurance
for the uninsured.

HSA-eligible plans are very affordable, particu-
larly for those groups that tend to be uninsured.
A 25-year-old male living in Hartford, Con-
necticut, for instance, can buy an HSA-eligible
individual insurance plan for as little as $59 a
month.*? He also can put $1,500 into his HSA
tax-free and be assured that he has a 70 percent
chance of having money left over in the HSA for
future health expenses.

But if this same young adult lived in New York,
where HSAs aren’t allowed, he’d have to pay
$400—$500 a month for a $0-deductible HMO
individual plan that he has very little chance of
significantly using.

HSAs and HSA-eligible plans provide compre-
hensive health coverage, financial protection
from catastrophic health expenses, and a way to
save and pay for out-of-pocket health expenses
tax-free.



Conclusion

The time is certainly ripe for change in the Em-
pire State. Governor Spitzer was elected by an
overwhelming public mandate, providing New
York with a golden opportunity to reverse a
long and costly slide toward health-insurance
bankruptcy. But reforming the state’s ailing
health-care system can’t be done with an ex-
pansion of government programs unless that
expansion is finely tuned and coupled with
regulatory reform.

Other states are closing the gap between afford-
ability and universal coverage by maximizing
opportunities for quality, affordable, and acces-

sible private insurance plans. They’ve shown
that affordable private health insurance reduces
the dependency on Medicaid and other publicly
subsidized coverage programs. And in doing
so, they’ve set themselves on the path toward
fiscal sanity.

By freeing the private health-insurance market
and having competitive regulations, 19 million
New Yorkers could have access to the kind of
cost-effective and affordable private health-in-
surance options available to most of the other
280 million residents of the United States.

Rx NY: A Prescription for More Accessible Health Care
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