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Overview

CurrentCurrent--case medical cost and nonmedical costcase medical cost and nonmedical cost

Medical cost of the reform modelsMedical cost of the reform models
–– New benefit designsNew benefit designs
–– Behavioral response to change in coverageBehavioral response to change in coverage
–– Change (if any) in provider reimbursementChange (if any) in provider reimbursement

Nonmedical costs for new system and productsNonmedical costs for new system and products
–– Administrative cost of systemAdministrative cost of system
–– Insurance functions (claims, reserves, surplus, etc.)Insurance functions (claims, reserves, surplus, etc.)

Cost projections to 2011Cost projections to 2011
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Current Case Medical Cost

Estimated from national data, normalized to New Mexico Estimated from national data, normalized to New Mexico 
spending levels by type of service and program:spending levels by type of service and program:

–– Medicaid and SCHIPMedicaid and SCHIP

–– SCISCI

–– Federal employeesFederal employees

–– State employeesState employees

–– Private group insurancePrivate group insurance

–– Private individual insurancePrivate individual insurance
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Benefit Designs

HSA HSA –– State employee health planState employee health plan

NM Health Choices NM Health Choices 

–– Low, medium, and high cost sharing by incomeLow, medium, and high cost sharing by income

–– Estimated at medium cost sharing (state employee Estimated at medium cost sharing (state employee 
health plan)health plan)

Health Coverage Plan Health Coverage Plan –– Current cost sharing by source of Current cost sharing by source of 
coveragecoverage
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Covered Services and Cost Sharing
Covered servicesCovered services

–– 8 service types8 service types

–– Coverage for vision and dentalCoverage for vision and dental

Cost sharing for covered servicesCost sharing for covered services

–– DeductiblesDeductibles

–– Coinsurance and copaymentsCoinsurance and copayments

Uninsured and services not covered = 100% cost sharingUninsured and services not covered = 100% cost sharing
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Behavioral Response to New Coverage 
and New Benefit Designs

Lower cost sharing induces greater use of servicesLower cost sharing induces greater use of services

–– Change in benefit design for insured months (e.g., Change in benefit design for insured months (e.g., 
move from private to Medicaid/SCHIP)move from private to Medicaid/SCHIP)

–– Coverage in uninsured monthsCoverage in uninsured months

Higher cost sharing induces lower use of services Higher cost sharing induces lower use of services 

–– E.g., move from private to new program coverage for E.g., move from private to new program coverage for 
vision/dentalvision/dental
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Estimated Cost Sharing and
Expenditures for Uncovered Services

( percent of total expenditures)( percent of total expenditures)

25.225.211.211.29.99.90.00.0Home HealthHome Health

71.671.642.742.740.840.819.119.1Other services and Other services and 
suppliessupplies

71.871.845.845.850.750.725.725.7Vision/DentalVision/Dental
59.659.635.335.334.834.815.715.7RXRX
40.540.516.116.121.421.45.15.1PhysicianPhysician
11.411.48.68.610.910.91.31.3ERER
15.615.65.05.07.27.20.50.5OutpatientOutpatient
9.19.12.22.22.52.50.00.0InpatientInpatient

Private Private 
individualindividual

Private Private 
groupgroup

State State 
employeesemployees

Medicaid & Medicaid & 
SCHIPSCHIP
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Change in Provider Reimbursement

Negotiated provider paymentsNegotiated provider payments
–– Health Security Act and NM Health ChoicesHealth Security Act and NM Health Choices

Other avenues for medical cost reduction Other avenues for medical cost reduction 
–– Health Coverage PlanHealth Coverage Plan

Immediate reduction in provider costs and reimbursement Immediate reduction in provider costs and reimbursement 
for simplification of billing and payer relationsfor simplification of billing and payer relations
–– Health Security ActHealth Security Act

8 8 -- DRAFTDRAFT



Considerations for HSA

Reduction in number of payers, but not single payer Reduction in number of payers, but not single payer 

Providers retain administrative cost of billing FEHBP, Providers retain administrative cost of billing FEHBP, 
Medicare, selfMedicare, self--insured employer plansinsured employer plans

Savings estimated at Savings estimated at ½½ of estimates for Canadian national of estimates for Canadian national 
system by type of service (system by type of service (WoolhandlerWoolhandler et al. 2003 )et al. 2003 )
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Assumed Change in Provider 
Reimbursements 2007

------------------Rx, other services and Rx, other services and 
suppliessupplies

--------------9.6%9.6%Home healthHome health

--------------5.4%5.4%OfficeOffice--based providers, based providers, 
vision and dentalvision and dental

--------------5.7%5.7%Hospital inpatient, Hospital inpatient, 
outpatient, and ERoutpatient, and ER

Health Health 
Coverage Coverage 

PlanPlan
NM Health NM Health 
ChoicesChoices

Health Health 
Security ActSecurity Act
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Major Sources of Nonmedical Cost

√√√√Negotiation of provider paymentsNegotiation of provider payments

√√√√New governing/ oversight board; New governing/ oversight board; 
hearings and public processeshearings and public processes

√√New voucher/subsidy systemNew voucher/subsidy system

√√√√Private insurer admin. and surplusPrivate insurer admin. and surplus

√√√√√√Cost and quality reviewCost and quality review

√√√√√√Claims processingClaims processing

Health Health 
Coverage Coverage 

PlanPlan
NM Health NM Health 
ChoicesChoices

Health Health 
Security Security 

ActAct
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Nonmedical Costs of Current Programs
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28.128.1Private individually insuredPrivate individually insured
17.817.8Private group insuredPrivate group insured
20.420.4HIAHIA

33--5 year average nonmedical 5 year average nonmedical 
cost as a percent of total costcost as a percent of total costProgramProgram

6 6 -- 88Other state and federal programsOther state and federal programs

5.35.3NMMIPNMMIP

15.015.0State employeesState employees

17.817.8SCISCI

15.015.0Federal employees and selfFederal employees and self--
insured employer plansinsured employer plans

11.411.4Medicaid and SCHIPMedicaid and SCHIP



Nonmedical Cost Assumptions
for New Programs

AssumptionAssumptionBasisBasis

Current Current 
administrative administrative 
cost ratescost rates

115% of HSD rate 115% of HSD rate 
for eligibility for eligibility 
determinationdetermination

FEHBP net costFEHBP net cost

2 x Medicare rate 2 x Medicare rate 
for FFSfor FFS

Calculated by payerCalculated by payer

$144 per person for voucher $144 per person for voucher 
system and Alliance managementsystem and Alliance management
+ 15.5% of medical cost for private + 15.5% of medical cost for private 
insurers and administration of insurers and administration of 
reinsurance programreinsurance program

$300 per person$300 per person

Health Coverage Health Coverage 
PlanPlan

NM Health ChoicesNM Health Choices

Health Security ActHealth Security Act
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Assumed Annual Medical Cost Growth

19961996--2003 Medicare FFS cost trend per 2003 Medicare FFS cost trend per 
member per year, adjusted for FEHB member per year, adjusted for FEHB 
trend for prescription drugstrend for prescription drugs

20012001--2005 trend2005 trend
by payerby payer

BasisBasis

7.7%7.7%8.5%8.5%20112011

7.7%7.7%8.4%8.4%20102010

7.7%7.7%8.2%8.2%20092009

7.7%7.7%8.7%8.7%20082008

Reform modelsReform modelsCurrent caseCurrent case
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