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THE WISCONSIN HEALTH CARE PLAN FOR WORKERS AND DEPENDENTS IN WISCONSIN: COST AND COVERAGE IMPACTS

The purpose of this study is to estimate the impact of adopting a Wisconsin Health Care Plan (WHCP) to provide health insurance to all workers and their dependents in Wisconsin. Under WHCP, all employers would pay a uniform community rated assessment for each worker, who automatically would be enrolled in the program along with their dependent spouse and children. The program would cover a broad range of health services including prescription drugs and mental health services. The plan would require co-payments of $15.00 per visit with a $300 deductible ($600 family). No limitations would be placed on employers providing supplemental benefits (e.g., dental, vision or long-term care), or overlapping benefits or in paying for employee deductibles or co-payments.

As a means of controlling costs and improving quality, the program would emphasize primary care and the use of evidence based best practices. All participants would be required to select a primary care provider who would be responsible for coordinating care for each patient. The primary care physician would be able to help avoid medical errors such as drug/drug interactions by assuring compatibility of care provided to patients with multiple conditions who are seeing multiple physician specialists. The increased reliance on primary care providers would also avoid unnecessary use of costly physician specialist services. As an incentive to use primary care services, a co-payment of 25 percent would be required for all physician specialist services obtained without referral from their primary care physician.

The program is designed to reduce health spending while at the same time expanding coverage. Substantial savings are expected under the program due to administrative simplification and bulk purchasing for prescription drugs and durable medical equipment. As an additional step to control costs, the program caps the rate of growth in per-capita spending under the program not to exceed the national average rate of increase in per-capita health spending. Savings from this provision could be substantial because per-capita spending in Wisconsin has been growing faster than the national average in recent years.

In this paper we describe the WHCP proposal for Wisconsin workers and dependents and summarize the assumptions used to estimate its effects. We then present estimates of program’s impact on health spending for households, employers, and the state and federal governments. For illustrative purposes, we assume that the program is fully implemented in 2003. A description of the data and methods used is presented in the Appendices to this report. 

A. The Wisconsin Health Care Plan Program for Workers and Dependents 
The key provisions of the Wisconsin WHCP program for workers and dependents are summarized below: 

1. Coverage 

The program covers all workers and dependents in the state including federal, state and local government employees. Employees of non-profit organizations are also covered. Those covered under Medicare or the CHAMPUS/TRICare program for military dependents are not covered.

All workers are covered regardless of the number of hours they work. Coverage is also extended for two months following layoff. Employers are not permitted to "opt-out" of the program, although some groups with existing collective bargaining agreements would be permitted to delay participation until after their current contracts expire. The proposal would also permit self-employed individuals and retirees to "buy-in" to WHCP at cost.

2. Covered Services 

Services covered under the plan include:

· Hospital Inpatient; 

· Hospital Outpatient; 

· Physician Services; 

· Routine Physical Exams; 

· Diagnostic testing; 

· Oral Surgery (for injury to natural teeth only); 

· Maternity care; 

· Emergency Care; 

· Ambulance Services; 

· Physical/Speech Therapy; 

· Skilled Nursing Facility; 

· Chiropractic and Podiatric care; 

· Mental Health; 

· Substance Abuse; and 

· Prescription drugs.

The program would not cover:

· Long-term care; 

· Vision; and 

· Dental.

1. Emphasis on Primary Care 

All participants would be required to select a primary care physician who would be responsible for coordinating care for people with chronic conditions and those receiving care from multiple specialists. As an incentive for people to access care through their primary care provider, the plan requires a substantial co-payment for physician specialist services provide without referral from a primary care physician.

The process of coordinating care can reduce the incidence of medical errors such as drug-drug interactions for chronically ill patients receiving care from multiple specialists. It is also likely to lead to lower costs because primary care providers typically require fewer tests and less intensive care. Savings have been documented in managed care plans using this model. 

2. Point-of-Service Cost Sharing 

There would be a $15.00 co-payment for each visit with an individual’s primary care provider and all physician specialist services provided on referral from their primary care provider. As discussed above, specialist services provided without referral from their primary care provider would require a co-payment of 25 percent. 

There would be co-payments for each drug prescription of $15.00 for generics and $20.00 for brand name drugs. There would be a deductible of $300 per person and $600 per family and no lifetime limit on Benefits. Balance billing is prohibited under the proposal for all but the allowable co-payments and deductibles.

3. Financing 

Employers would pay a uniform assessment for each worker. The assessment would be set at a level sufficient to pay the full cost of the program (reflecting administrative savings) less offsets from reduced spending under current public programs (i.e., Medicaid, Relief Block Grant Program etc.). 

The assessment would be a community rated amount that is the same regardless of single or family coverage status.

The employer would pay the full amount of the assessment. Employees would not contribute to the cost of the WHCP coverage. The amount paid for part-time workers would be the same as the amount paid for full-time workers. (Variations on the assessment for part-time workers are examined below). 

4. Supplemental Employer Benefits 

Employers would have the option of providing wrap-around coverage for services that are not covered by WHCP including dental and vision care. The portion of supplemental benefits paid by the employer is permitted to vary by employer. 

5. Disposition of Medicaid and BadgerCare 

These programs would be retained. However, the new program would be primary payer for workers and dependents with Medicaid and BadgerCare providing "wrap-around" coverage for eligible people.

We assume that a Medicaid waiver is obtained so that both the state and the federal share of the savings to Medicaid and BadgerCare would be transferred to the new program to offset the amount of the assessment.

6. Provider Payment Levels 

Payments to providers would be based upon private-payer rates rather than Medicaid or Medicare payment levels. However, provider payment rates would be reduced to reflect:

· Estimated administrative savings for providers under the system; 

· Reduced cost-shifting for uncompensated care; and 

· Reduced cost-shifting for Medicaid/BadgerCare underpayments for working participants and their dependents.

Over a phase-in period of two years, payment rates would be adjusted to reflect estimated provider administrative cost savings (i.e., fully phased-in at the start of in the third year of the program).

1. Bulk Purchasing 

The WHCP program would centralize purchasing for prescription drugs and durable medical equipment, which would create opportunities to obtain greater rebates and price discounts from suppliers. We assume that the plan would negotiate discounts for prescription drugs similar to those received by the current Medicaid program (approximately 20 percent). We assume similar discounts for purchased of durable medical equipment.

2. Provider Payment Updates 

Annual increases in provider payment rates for each health service would be capped so that per-capita spending under the program grows no greater than the national average rate of growth in per-capita health expenditures.

3. Labor Management Commission 

The WHCP proposal would include the establishment of a commission composed of labor and business representatives that would be charged with developing policy for the program. This would give the program flexibility in addressing issues as they arise. The cost estimate presented below reflect the assumptions on program features described above and could change substantially as these provisions are modified.

4. Workers Compensation 

The workers compensation program would remain unchanged under the program. It would coexist with the WHCP in the same way that it now coexists with existing employer health benefits programs. 

A. Key Assumptions 
Our analysis includes several key assumptions concerning the utilization of health services under the program and savings from administrative simplification and bulk purchasing. We also made certain assumptions concerning the economic impacts of the program that are based upon the available research in these areas. These assumptions are summarized below. A detailed description of the data and methods used is provided in the appendices to this report.

1. Services Utilization for the Uninsured 

We assume that uninsured persons who become covered under the program would use health care services at the same rate reported by currently insured persons with similar age, sex and health status characteristics. This assumption encompasses two important effects. First, the increase in access to primary care for this population would result in savings due to a reduction in preventable emergency room visits and hospitalizations. Second, there would be a general increase in the use of elective services such as primary care, corrective orthopedic surgery, advanced diagnostic tests, and other care that the uninsured either forego or delay.

Using this methodology, we estimate that health spending among the currently uninsured population would increase. That is, savings from improved primary care would be more than offset by increased use of elective care. We estimate that the uninsured in Wisconsin will consume about $523 million in health services in 2003, including free care (valued at cost) and services purchased out-of-pocket. We estimate that if these individuals were to become insured, utilization of health services would increase by about 67 percent.

2. Utilization for Underinsured 

Many of the insured have policies that do not cover certain services such as prescription drugs. In this analysis, we assume that utilization of these services by persons who currently do not have coverage for these services would increase to the levels observed among insured covered persons with similar demographic and health status characteristics.

3. Cost Sharing and Health Services Utilization 

The program would require patient co-payments of $15 per outpatient visit along with a $15 co-payment per generic prescription and $20 for brand drugs. These cost sharing levels are similar to those in many existing plans. Consequently, we show no increase in utilization due changes in co-payments under the proposed system except were discussed below. (Studies suggest that plans without co-payment requirements are generally expected to result in increased utilization of health services.)

4. Increased Emphasis on Primary Care 

The program would encourage the use of primary care by requiring each Wisconsin resident to select a primary care provider and by imposing a 25 percent co-payment on specialist services provided without a referral. This is expected to reduce costs by encouraging prevention and assuring coordination of care provided to patients seeing multiple physician specialists. Also, primary care physicians typically have lower charges than specialist physicians and usually use fewer expensive diagnostic services. The process of coordinating the care received by patients seeing multiple providers could also reduce the cost of medical errors and improve quality.

Based upon available evidence, we assume that the shift to primary care would result in an overall reduction in utilization of about four percent.. We applied this assumption to all workers and dependents in Wisconsin who are not already enrolled in an HMO. 

5. Elimination of Managed Care Programs

The WHCP program model would eliminate enrollment in managed care plans for workers and their dependents. This would eliminate managed care savings from provider discounts and the utilization management performed by private health plans. This could result in increased acute care utilization and costs. 

However, we assume that these cost increases would be avoided under WHCP as follows: 

· Provider Discounts – Plans would no longer negotiate discounts with providers, which typically reduce managed care plan costs by about 15 percent. However, provider payment rates under WHCP would be set at levels equal to the average amounts currently received from all payers net of any negotiated discounts. This assures that there will be no net increase in costs as the program is adopted. 
· Utilization Management – As discussed above, HMO utilization management typically reduces health services utilization by about 4 percent. However, due to coordination of care through primary care providers, we assume that there would be no increase in utilization for people currently covered under HMOs.

1. Bulk Purchasing 

We assume that the program would receive rebates for prescription drug purchases equal to those received under the Medicaid program. This amounts to a rebate of about 20 percent compared with an average rebate of about 8 percent under private health plans. This results in a net savings of 13 percent for prescription drugs under the program (i.e., the amount paid under Medicaid for drugs is about 13 percent lower that what private insurers pay). 

We assume that the program would be able to achieve similar savings for purchases of durable medical equipment.

2. Administrative Costs

In this analysis, we estimated savings in administration based upon a prior Lewin Group study of the impact of alternative health reform models on administrative costs, which we have updated with recent data for Wisconsin. These savings include: 

· Insurer Administration - The WHCP program would extend large-group economies of scale throughout the health care system by covering all workers and dependents under a single health insurance mechanism. This would eliminate the costs associated with underwriting and transitions in coverage, and would reduce the cost of maintaining the linkage between employers and their source of insurance. 

· Physicians Administration - This approach would substantially reduce claims-filing costs for physicians by standardizing the means of reimbursement through a single program and by providing full reimbursement through a single source using a standardized electronic claims-filling process. Standardization of coverage would also reduce physician costs related to adjudication of claims and negotiation of selective-contracting arrangements. 

· Hospital Administration – The WHCP would reduce hospital administrative costs by standardizing reimbursement methods and providing a uniform list of covered services for all workers and dependents in the state.

We assumed that the cost of administering WHCP coverage would be similar to administrative costs under the Medicare program (modified to reflect administrative simplification), which can be thought of as a single source program for the elderly. 

Our estimates of the savings in hospital administration are based upon an analysis of hospital spending data for Wisconsin hospitals, which we supplemented with highly detailed hospital cost accounting data for hospitals from other sources. These data show hospital costs for about 39 separate categories of overhead and administration including fiscal services, data processing, billing, collections, education and research. 

We estimated administrative savings for physicians using data provided by the Medical Group Management Association (MGMA) which provides administrative costs data by function for physician practices. We used these data to identify the categories of administration that are attributed to the administrative functions that would be eliminated or simplified under WHCP.

A discussion of the data and methods used to develop these administrative savings estimates is presented in Appendix C of this report. 

1. Employer Response

Our assumptions concerning the employer response to the WHCP include:

· Wage effects – Changes in employer costs under the proposal are assumed to be passed-on to workers in the form of wages. Increases in employer costs are assumed to be passed on to employees in the form of reduced wages. Conversely, savings to employers are assumed to be passed on to workers as wage increases over time. This automatically affects tax revenues from income and sales taxes. These adjustments are expected to take the form of changes in the rate of increase in wages for affected workers over time. 

· Employer supplemental coverage – Employers are assumed to provide supplemental coverage for services that they now cover under their plans, which would not be covered under the Wisconsin WHCP. These services typically include dental, orthodontia, vision and eyeglasses.

1. Buy-in for Self-Employed and Retirees

As discussed above, the proposal permits the self-employed and retirees to "buy-in" to WHCP at cost. However, by making enrollment for these groups optional, those who enroll will tend to be those with higher health care costs who will generally find that the assessment is less than what they would have to pay in the insurance market. To correct for this "adverse selection" (i.e., the disproportionate accumulation of higher cost people in the WHCP), we assume that separate assessments are calculated for these two groups so that the premium is calibrated to reflect the actual costs of those enrolling. Consequently, we show no net-increase in costs from opening the program to these groups.

For illustrative purposes, we assume that all self-employed people take coverage under the WHCP. The retiree buy-in would typically be relevant to only early-retirees who are not covered under Medicare. Early retirees who are working in retirement also would be covered under the WHCP based upon their current employment status. The buy-in provision would be relevant only to early retirees who: do not work; are not the spouse of a worker in the WHCP; and are not already covered under an employee retirement health benefits program. We assume that these individuals buy-in to WHCP if they are currently purchasing insurance on their own in the non-group market.

 

 

The Wisconsin Health Care Plan
(A Proposal of the Wisconsin State AFL-CIO)
Wisconsin and our nation are facing a true health care crisis: rapidly increasing costs will soon put quality health care out of reach of a majority of the American population. Nearly every employer is confronted by health insurance premium increases in double digit; many are facing increases of twenty, thirty, or even forty percent annually. Most employers try to shift these costs to their workers, workers who either can’t afford to pay these additional costs or else experience a declining standard of living in order to maintain access to health care. Just about every significant labor-management bargaining conflict or strike these days has health insurance costs at its center, and non-union workers are affected just as much—if not more—than union workers. Employers are affected too: those that offer good health insurance to their employees are undercut by competing firms that don’t meet their responsibilities to their workers, while the costs of uncompensated care for the uninsured are shifted to the cost of insurance as well. 
There has to be a better, more cost-effective way to provide health care to workers and their families! In the United States we pay about one third more than any other country, per person, for health care. How can we spend so much more on medical care and have constantly rising costs, while nearly 44 million Americans are without health insurance entirely? The answer is relatively simple: we have a highly fragmented system by which people access health care—and that fragmented system is extremely costly, adding a "tax" of at least 20-25% to pay for the bureaucracy necessary to administer this complex system. That "tax" includes the costs of administering hundreds of insurance and HMO plans (each with its unique set of co-pays, deductibles, and coverage exclusions), negotiating discounts with hospitals and physicians, "experience-rating" each group covered by a specific health insurance policy, to say nothing of advertising and promotional costs. None of these costly operations actually pay for health care or improve its quality—they are simply an added cost we pay for the way our health care system is structured.
Some current strategies to reduce costs include computerized drug ordering, quality control measures, computerized medical records, and patient safety protocols. All need to be implemented (and the labor movement supports these initiatives). These changes should both lower costs and raise the quality of care. But the problem we face is far larger. Small incremental changes or adopting "best practice" on a firm or insurance company/HMO level simply will not solve the larger crisis of health care cost and access in our state or the nation. We know that large purchasing pools can lower costs dramatically. But voluntary purchasing pools don’t work, because they are inevitably subject to "adverse selection": only groups with above average costs want to participate. "Consumer-driven" or "market" reforms simply shift costs to individuals and ration access to health care according to wealth: none of these approaches increases access to quality health care or reduces overall costs.
THE WISCONSIN HEALTH CARE PLAN
Some health care advocates have suggested that the only way to resolve our current health care crisis is to move immediately to a universal health care system financed by taxes. While we support such reform, we do not see sufficient political support for such a system today. Therefore, the Wisconsin State AFL-CIO has developed a new proposal, called the Wisconsin Health Care Plan, which is based on our current system of providing access to health care for most workers and their families through their employment. It is a bold plan, yet also realistic—one which we feel can break through the political logjam in health care reform that we have experienced for decades. It is totally consistent with the American model of providing health insurance through employers that has been evolving since WW II. The problem with this model is that this employment-based system has never been taken to scale. Some employers offer no health insurance at all, while others offer only sub-standard health insurance which is often unaffordable. The result? Many workers do not have comprehensive, affordable health insurance, while the costs of providing health care to the uninsured are shifted to employers and workers with good, comprehensive health insurance coverage through higher prices charged to cover the costs of uncompensated care. This system is both dysfunctional and unfair.The basic elements of our proposal, which is inspired in part by Wisconsin’s successful and widely-supported Workers Compensation and Unemployment Insurance systems, are:
1. A Labor-Management Commission will be established through legislation to
decide what the plan will cover. The Commission will be required to develop a quality-driven comprehensive plan, not just bare-bones or catastrophic coverage: the plan will cover all medically necessary care. The Commission will also oversee a bid process for administration of the plan. Modeled after the Wisconsin Workers Compensation and Unemployment Insurance Advisory Councils, the Commission will be advised by the finest medical and health care experts available in the state and nation.
2. All Wisconsin employees and their dependents, public and private sectors, will be 
covered by the common comprehensive health care plan developed by the Commission.
3. The plan will be financed by a standard employer-paid assessment for each employee, as determined by the Commission. An actuarial study of the Wisconsin Health Care Plan done by the highly-regarded Lewin Group estimates that, even with reduced employer assessments for part-time workers and low-wage workers in small firms, the standard employer assessment would be considerably less than $300 per worker per month. 4. The employee share of the cost would be paid through co-pays ($15 per physician visit, $15-generic/$20-brand name co-pays for prescription drugs) and deductibles ($300 per year single, $600 family).
5. Employers may offer, or unions may still bargain for, employer payment of part or all of any co-pays, deductibles, or other employee costs established by the Commission as well as additional benefits (such as vision, dental or long-term care, which we do not propose to include in the initial Plan).
6. The self-employed, early retirees and their families could buy in to the plan at cost, thus making comprehensive health insurance affordable to those who are currently charged extremely high premiums for sub-standard coverage. (The cost for buy-in has not been determined: it would certainly be less than an individual policy in current markets, but this would be a separate community-rated pool which would participate in the cost reductions of the standardized comprehensive plan and reduced prescription drug prices.)What are the advantages of such a health care plan?
1. It levels the playing field between employers on health care costs.
1. It eliminates cost-shifting between plans that cover active employees and 
members of their families.
3. Small businesses would pay the same per-employee assessment as large ones, thus reducing their costs for health insurance and extending comprehensive health insurance to employees and owners of small businesses, many of whom currently have limited health insurance or none at all. 
4. It dramatically reduces administrative costs by standardization. (Currently, 
about 20 to 30% of the cost of health care in the United States is for administration—much of which is simply figuring out who is to pay what for every single health care encounter. What a waste! In contrast, administrative costs for Medicare and for the single payer Canadian health care system are about 3%.)
5. It establishes a group large enough to bargain effectively with pharmaceutical
companies for significantly reduced prescription drug prices and to establish common quality standards for hospitals and health care providers which can control and significantly reduce costs.
6. It makes it possible to universalize, in Wisconsin, best-practice quality standards, 
such as: 
· wellness programs 

· preventive care 

· computerization of medical records and prescription drug ordering
· quality measures and quality control 
· integrated, intensive treatment ("chronic disease management") for those who need the most care (the 15% in any group who account for about 70% of total costs).
These measures will further reduce costs and increase the quality of health care. 
7. Simplicity: We would have a standard, comprehensive, quality-driven plan as opposed to the expensive health care market and plan fragmentation we have today—which is then supplemented by an even more complicated and expensive variety of public programs to fill in the gaps. This fragmentation and duplication is expensive to administer and constantly increases bureaucratic costs which provide no health care whatsoever. Major savings are possible by adopting a simpler system.
8. We would avoid the problems of adverse selection which have undermined just about every effort to organize voluntary buying pools. In addition, the prescription drug bulk purchase buying pool is not subject to adverse selection at all. Quite the contrary: the greater the volume of drug purchases the more bargaining power we have to reduce prices.
9. Freedom of choice: participants in the Wisconsin Health Care Plan would have complete freedom to choose their primary care physician. (In order to restrain costs, however, visits to specialists not recommended by a person’s primary care physician would be subject to a 25% co-pay.) 
10. Because all workers and their dependents would be covered by the Wisconsin Health Care Plan, the number of uninsured in Wisconsin would be reduced dramatically. The Lewin Group actuarial report estimates that some 650,000 people in Wisconsin had no health insurance at some time during the year 2000 (the last year for which statistics are available). Under the Wisconsin Health Care Plan, the uninsured would be reduced to less than 85,000! 
* * * * * * * * * * * * * This proposal, paired with a similar publicly-funded plan for those not covered through employment (paid for by reduced public expenditures for Medicaid and Badgercare), would not only solve our health care crisis, it could also be a powerful tool of economic development. Imagine if we could tell current Wisconsin employers, or firms thinking of expanding or locating in Wisconsin, that their health care costs for employees would be lower than in other states, that the quality of care would be higher–and that they would have no administrative costs for the health care of their workers! We would not only have a stronger economy, but we would have eliminated the current incentives for employers not to offer health insurance, to offer inadequate insurance, or to shift costs to their employees in order to save money and be more "competitive". 
We don’t see this only as a union proposal. We are talking to physicians as well as community and advocacy groups, and we are also actively seeking business support. We are facing a shared crisis with employers and we think that labor and management can agree on a plan such as this and get it implemented—because it is in our common and shared interest. Legislation to implement the Wisconsin Health Care Plan is currently being drafted for introduction in the Wisconsin Legislature in early 2004.* * * * * * * * * * * * *
We don’t have to be victims of the current crisis in health care costs and access. We can turn this crisis into an exciting opportunity to fundamentally reform our health care system and ensure the highest quality of health care for all—and do that at a cost that we as a society can well afford.
One final thought: We can do this, because we’ve done it before! There was no Workers Compensation until Wisconsin invented it in 1911 and showed that the system could work—and the nation followed our example. There was no Unemployment Insurance system until Wisconsin adopted it during the Depression and showed that it could work—and once again the nation followed our example. In the 21st century we can do the same for health care. Let’s begin!
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