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Best Intentions and Unintended Consequences

The House Health Care Committee’s proposal, like last year’s vetoed H.
524, appears to have the effect of putting Vermont on track toward a
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(1) The bill requires Catamount Plan to be actuarially equivalent to state employees®' PPO plan, provided
thru CIGNA, and funds chronic care through the Blueprint for Health Chronic Care Initiative. The plan the
state negotiated with their employees’ union has no deductibles and generally $15 co-pays for any in-network care. Out
of network has $500 deductible ($1000 for family), 70% co-insurance to $1000 out of pocket ($6000 out of pocket).
This plan is far more generous than what most small businesses (and more and more large businesses) are able to
afford in the private market. Alternative benefit designs presented to the committee (by business associations,
hospitals, medical society, Douglas Administration and the committee’s own consultant, Ken Thorpe) recommended a
“basic plan,” something that covered basic health care needs (covering chronic care under the Blueprint initiative) and
protected against catastrophic loss, and would not attract the currently insured, but the committee disregarded this
advice. Because the plan’s value would be set in law, in the event of cost overruns the benefits cannot be reduced by
the Administration to stay within budget.

The problem doesn’t stop there: the bill also restricts care management and cost management strategies that are
allowed in the state employee plan. The bill includes an “Any Willing Provider” requirement, which effectively means all
licensed providers, including “alternative providers” in the state can be “on network” and also limits the state’s ability to
negotiate discounts. (See our blog Vol. 1 No. 10 for how Any Willing Provider drives up costs.) The bill also prevents
Catamount from charging different co-pays for different providers. (For example, no charging lower co-pays for higher
quality and/or less costly providers, or charging a higher co-pay for unnecessary ER use) The fee schedule cannot be
negotiated: fees are set in the bill at 10% above Medicare fees.

(2) The bill establishes premium subsidies based on income and family size, up to 350%6 of poverty. This
could make half of Vermont households eligible for subsidies because the median Vermont income is BELOW 350% of
poverty. (See endnote 1 for bill’'s income levels.) VT employers are not in a financial position to provide this level of
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subsidy, making Catamount extremely attractive to the currently insured and their employers. Might employees ask
their employers to terminate an existing plan in order to gain access to the subsidized plan? Also, there is no provision
allowing enrollment to be closed at a particular target, such as a budgetary limit or cap on enrolilment numbers. In other
words, Catamount is a new entitlement program, and the next legislature will either have to cut back the program or
raise taxes anew.

(3) The bill sets maximum premiums in statute, capping maximum premiums at $310/month. (See endnote 2
for bill's premiums.) The basis for the committee’s premiums is not clear, especially when compared to the actual costs
for the state employee plan. But even if the premium to be set in law is accurate it will be out of date in one year.
However, the bill does not allow the Secretary of Administration to adjust these premiums for any reason; only the
legislature could adjust premiums. This fixed premium in the law caps the cost for all enrollees. Because Catamount is
“self insured” by the state, any shortfall is automatically picked up in the state’s subsidy, and thus by taxpayers. For
employees around the state facing higher contributions for the employer’s plan, it is only a matter of time before it
makes sense for employers and employees to terminate the employer plan. In the meantime, where does the state get
the additional money for all the subsidies?

A late amendment to the committee’s draft bill (version 3.1) also cut the premiums for the children’s health insurance
programs -- Dr. Dynasaur and SCHIP -- in half. The bill would set a statutory limit of $40/month/child for families with
incomes between 225% and 300% of poverty. (This computes to $480 per year per child for a family of four with
income between $45,000 and 60,000). It should be no surprise if even more employees turn down employer-sponsored
family coverage and move their children onto the state subsidized plans instead.

How Employers and Employees Will Finesse the 12-Month Waiting Period. Employers are not bad people, but
they have to make business decisions when money it tight, just like families do. Because the plan and subsidies are
generous, it won’t take long for resilient and resourceful Vermonters to find ways to legally “outwit” the waiting period.
Since Catamount doesn’t start until July 2007, if a business and its employees take action quickly, the employees would
be eligible in Catamount’s first months. There are numerous ways that employers could assist employees during the 12-
month waiting period, after the employer terminates their plan:

e Enroll employees in an income-replacement policy that pays cash to employee and family in event of
disability/accident. (This “Aflac” style benefit is NOT health insurance, and thus wouldn’t disqualify the employee.)

e Pay a cash bonus to the employee equal to value of the employer’s premium contribution. Pay this (possibly even
pre-tax) into a Flexible Spending Account or Health Reimbursement Account, thus allowing the employee to access funds
as needed to cover medical costs during the 12-month wait. Supplement the FSA with income “bonus” if employee uses
up all the money.

e The definition of “uninsured” in the bill says to be eligible, the person “had no private insurance or employer-
sponsored coverage that includes both hospital and physician services within 12 months prior to the month of
application.” An employer could terminate existing insurance and self-insure only hospital or only physician coverage,
during the 12-month wait.

¢ Reduce employees’ hours, dropping them 30 minutes below eligibility threshhold for employer plan. This allows
selectively disqualifying employees, without terminating plan for others.

o Explain to employees that in lieu of layoffs to cover growing cost of insurance, the employer is asking employees to
give up coverage for a year, and then be in Catamount forever. Even without the threat of lay-offs, many employees will
grasp the win-win nature of finessing the waiting period.

And these are just a few of the legal routes we could brainstorm in a few minutes. And the administration, verification
and audit of compliance with the waiting period requirement will certainly add costs to Catamount, too.

Catamount, as proposed, will take away important incentives for employers to help finance health care for their
employees, creates a new entitlement program and cuts off every option for the Executive Branch to contain the
program’s costs in the short-term or long-term.

(Other concerns with the House proposal will be outlined in the next issue of “Toward Evidence-Based
Health Care Reform.”)
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ENDNOTES:

1. House Committee proposes subsidies up to 350%b of poverty. According to US Census Bureau, VT Median
Income Family of 4 FY2006 is 65,876.



FAMILY 350% FAMILY 350%
SIZE OF POVERTY SIZE OF POVERTY
2. House Committee proposal for maximum
1 $34,300 5 $81,900 premiums for individuals:
2 $46,200 6 $93,800
3 $58,100 7 $105,700
4 $70,000 8 $117,600
Income < 200 percent of FPL: $ 55 per month.
Income > 200 percent and < 225 percent of $100 per month.
FPL:
Income > 225 percent and < 275 percent of $120 per month.
FPL:
Income > 275 percent and < 325 percent of $150 per month.
FPL:
Income > 325 percent and < 350 percent of $160 per month.
FPL:
Income > 350 percent: $310 per month.

The “premiums” the state employee plan uses for the plan that is the basis for Catamount are (2-14-06):

1 person $444
2 persons $888
Family $1222

The House version is “richer” than the state employee plan because it includes Any Willing Provider, allows alternative
providers, and does not allow differential co-pays. (e.g. if you get your primary care in an emergency room.)
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