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Unlike the Ninth Circuit case cited above, the Rhode Island case would not be binding
precedent on a federal district court in Alaska. Neither the Ninth Circuit case nor the
Rhode Island case would be binding on an Alaska state court, but a state court might
regard such authorities as persuasive. The Rhode Island decision certainly demonstrates
that the tonnage clause is not a dead letter, and in light of the Rhode Island decision,
caution would certainly be in order in imposing any fee or tax exclusively on vessels,
unless the proceeds were used to provide services to vessels,

Other Potential Constitutional Issues
A number ot other constitutional provisions might be raised in an attack on a tax on
passengers traveling on commercial passenger vessels.

|i a tax can survive scrutiny under the second prong of the Complete Auto test and is at
least minimally rational, it can probably survive a due process challenge as well. see
Keane v. Local Boundary Commission. S93 P.2d 1239, 1248 (Alaska 1995) ("As long as
services are available, the issue of usage by the taxpayer is irrelevant."); Katmailand. Inc.
v. Lake and Peninsula Borough. 904 P.2d 397, 402 (Alaska 1995).

Equal protection is another potential issue. Alaska uses a sliding scale equal protection
test, but the interests involved in taxation fall at the low end of the scale and arc reviewed
under "relaxed scrutiny." 1d. at 401, n. 6. The federal equal protection clause requires
only that the tax be "rationally related to a legitimate governmental interest." Id. at 401
As the Alaska Supreme Court observed, "[t]axes are rarely found to be without a rational
basis." 1d. at 400.

Other potential arguments might be based on the foreign commerce clause or the
privileges and immunities clause of the federal constitution.

C' elusion

A head tax on cruise ship passengers might encounter challenges hasal on several
provisions of the United States constitution, particularly the commerce clause and
tonnage clauses.
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An excise tax on passengers traveling on commercial passenger vessels might engender
challenges based on the commerce and tonnage clauses of the Constitution of the United

States.

Commerce Clause

When the framers wrote the federal constitution, they were very concerned about
removing harriers to free trade between the states. This concern was addressed in the
Commerce Clause in Article 1, section 8 of the Constitution of the United States. His
commerce clause expressly permits Congress to regulate commerce among the severa
states. It lias also been interpreted to include a "negative command, known as the
dormant Commerce Clause, prohibiting certain state taxation even where Congress has
failed to legislate on the subject." Oklahoma Tax Commission v, Jefferson Line.?. Inc..

514U.S. 175,179(1995),

The Supreme Court has developed a four-part test for determining die validity of a tax
under the federal commerce clause:

(1) whether the activity taxed has a sufficient nexus with the taxing state;

(2) whether the tax is fairly related to benefits provided by the state to the
taxpayer;

(3) whether the fax is fairly apportioned to local activities; and

(4) whether it discriminates against interstate commerce.

mbog v. State. Dcpartrpent of Revenue. 622 P.2d 967, .973 (Aluska 1981), citing
Complete Auto Transit. Inc.. v. Dndv. 430 U.S. 274, 279 (1977).1

1* Although this is an older case, the four-part test it describes is still good law. Senfor
example Oklahoma Tax Commission v. Jefferson Lines. Inc.. 514 U.S. 175, 183 (1995)
Sometimes courts first analyze whether a law treats in-state and out-of-state interest
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The first prong of the Complete Auto deals with ‘nexus,” or the quantity and quality of
connections between the taxing state and the activity being taxed. The many interactions
between cruise ships and coastal communities in Alaska would be found sufficient to
satisfy the first prong of the Complete Auto test. Cruise ships and ferries provide
overnight accommodations in part to enable passengers to enjoy the goods, services, and
attractions available on shore in Alaskan communities. Cruise ships and ferries dock in
Alaska ports, purchase goods and services from local vendors, and cruise hips sell on-
shore tours and other services to disembarking passengers. Other state taxes involving
vessels have easily met this prong of the Complete Auto test by virtue of less extensive
contacts with shore. see Sjona v, State. Department of Revenue. 622 P.2d 967, 970-971
(Alaska 1981); Harley Marino v. Mierke. 474 S.E.2d 599, 608-609 (W. Va. 1996)

The second prong, requiring a fair relationship to benefits provided by the state to the
taxpayer, is also easily met. This relationship need not be especially close. According to
die United States Supreme Court,

If the event is taxable, the proceeds from the tax may ordinarily be used
for purposes unrelated to the taxable event. .. The bus terminal may not
catch fire during the sale, and no robbery may be foiled while the buyer is
getting his ticket, but police and fire protection, along with the usual and
usually forgotten advantages conferred by the State's maintenance of a
civilized society, arejustifications enough for the imposition of a tax.

Oklahoma Tax Commission v. Jefferson Lines, 514 U.S. at 199-200 (upholding an
Oklahoma sales tux on the full price of bus tickets, including tickets for travel between

states)." See a/so Hartley Marine v. Mierke. 474 S.E.2d at 610 ("There simply is no
requirement that the tax imposed result in a direct and attributable benefit to a taxpayer.")
Cruise ships and disembarking ferry and cruise ship Passengers use many services
provided by state and local government. For purposes of the commerce clause, it is not
necessary that each vessel or passenger acmally need or use each service in order to
justify the tax.

The apportionment prong of the Complete Auto test is intended to ensure that "each State
taxes only its fair share of an interstate transaction.” 1d. at 184, quoting Qoldhcrg v.
Sweet, 488 U.S. 252 (1989). Although there may be some question about how to

differently, and then move to the Complete Auto test. See Barber v. Hawaii. 42 F.3d
1185, 1194 (9th Ci. 1994); Hartley Marine Corporation v. Mierke. 474 S E.2d 599, 607

(W.Va. 1996).

2' Similarly, to satisfy the requirements of due process, the relationship docs not have to
be particularly close -"[a]s long as the services arc available, the issue of usage by the
taxpayers is irrelevant.” Keane v. Local Boundary Commission, 893 P.2d 1239, 124R
(Alaska 1995).
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apportion nights spent in transit between Canada and Alaska, assuming there is an
equivalent Canadian tax, there should be no apportionment problem if the tax is
calculated based on nights spent on Alaska waters.

The final commerce clause test element is whether the tax discriminates against interstate
commerce. This prong of the Complete Auto test, according to the Alaska Supreme
Court, means mat a state cannot impose a tax which discriminates against interstate
commerce by providing a direct commercial advantage to local businesses relative to
interstate business. Siong v. DepartmentofRevenue. 622 P.2d 967,973 (Alaska 1981).

The Tonnage Clause

The tonnage clause is a relative of the commerce clause; it too is concerned with ensuring
the free flow of commerce between states. It prohibits a state from laying “any Duty of
Tonnage" without the consent of Congress. The term "tonnage" originally referred to tine
internal capacity of a vessel. Clvde Mallory Lines v. Alabama ex rel State Docks, 29
U.S. 261, 265 (1935). However, the clause has been interpreted more expansively to
include "all taxes and duties regardless of their name or form, and even though not
measured by the tonnage of the vessel, which operate to impose a charge for die privilege
of entering, trading in, or lying in a port." 1d. The clause prohibits "reliance on tonnage
duties to raise general revenues, to regulate trade, or to charge for the privilege of
entering, lying in, or trading in a port." New Orleans S.S. v. Plaquemines Port, Harbor
and Terminal District, 874 F.2d 3018 1023 (5th Cir. 1989).

The clause permits states to charge for services rendered to a vessel, such as pilotag-r,
wharfage, use of locks on a navigable river, or policing of a harbor. Clvdc Mallorv Lines.
296 U.S. at 265, or for ensuring the availability of a service, such as fire fighting, even
though not every vessel will acmally need the service. Plaguemines. 874 F.2d at 1023

The first question to ask in a tonnage clause analysis is whether the tax in question fits
into the tonnage clause framework-whcthcr it might reasonably be construed as a charge
tor the privilege of entering, trading in, or lying in a port.

West Virginia considered this issue in Hartley Marine Corporation v. Mierke, 474 S.E.2d
599 (W.Va. 1996). Tlie statute challenged in that case taxed the use or consumption by
"motor carrier*'--including buses, trucks, and aircraft as well as barges and watcrcraft-of
fuel purchased outside the state. Id, at 672. 'Hie court held:

Appellants urge this Court to view the use tax at issue as a charge
for navigation of the rivers in violation of the Duty of Tonnage Clause. If
tliis use tax were solely imposed for fuel consumption on the waters of this
state, Appellants’ arguments would be more convincing, The use tax at
issue, however, is not a prohibited toll on the use of this state's navigable
waterways, but an excise tax on the use of fuel which is imposed on all
motor carriers operating within this state, including, buses, trucks, trains,
and aircraft,
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id. at 612, Because the tax did not fall exclusively on users of the state's waterways, the
court did not see it as a tonnage tax.

The tax imposed in West Virginia affected vessels and buses and aircraft, as well as
commercial passenger vessels. A tax dealing exclusively with commercial passenger
vessels may be more vulnerable to a tonnage clause argument.

Hawaii imposes fees for anchoring and mooring in state harbors. In Barber v. Hawaii. 42
f.3d 1185 (9th Cir. 1994), the plaintiffs argued that mooring and anchorage fees collected
by the state were a duty on tonnage that violated the federal tonnage clause. The
plaintiffs conceded that under the Clvdc Mallorv case, a state was permitted to charge
reasonable fees for services rendered. They apparently also conceded that provision of
restroom facilities, parking, trash disposal and security services would be sufficient to
satisfy the requirements of the Clvde Mallory case. The plaintiffs then tried to argue that
because the services provided were open to the public and not provided specifically for
those paying the fees, that the state was effectively not providing those services. The
court rejected this argument finding that Hawaii in fact provided services in exchange for
the mooring and anchorage fees, and that the fees were not a duty on tonnage. Barber v.
Hawaii, 42 F.Bdat 119.

The plaintiffs in Barber v. Hawaii apparently did not argue the tonnage clause issue very
well, and the court's discussion of the clause is cursory. However, the case upheld the
fees in question. In contrast, a recent Rhode Island case held that a registration fee on all
boats operated in Rhode Island waters for more than 90 days was an unconstitutional
tonnage tax, because the revenues from the fee would not necessarily be used for services
benefitting boaters. State v. Tumbaugh. 705 A.2d 530 (R.I. 1997),

The Rhode Island statute provided that the proceeds from the registration fee, subject to
approval of the General Assembly, should be allocated to fund expenses of the
department of environmental management harbor maintenance, boating safety and other
boating related programs. 1d at 532 The court wrote:

p]t should be noted that any funds collected under the provisions of this
chapter were required to be allocated, distributed, and used subject to the
approval of the General Assembly, Thus this alleged restricted receipt
account was entirely subject to being used as a gcncral-rcvenue measure
atiri not merely for the purpose of providing services to bouts, boaters, and

navigational improvements.

lie court rejected the state's argument that the registration fee was merely a property tax,
and instead concluded that it was "aclassic form of tonnage tax specifically prohibited by
the Constitution of the United States." 1d at 533
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Unlike the Ninth Circuit case cited above, the Rhode Island case would not be binding
precedent on a federal district court in Alaska. Neither the Ninth Circuit case, nor the
Rhode Island case would be binding on an Alaska state court, hut a state court might
regard such authorities as persuasive. The Rhode Island decision certainly demonstrates
that the tonnage clause is not a dead letter, and in Light of the Rhode Island decision,
caution would certainly be in order in imposing any fee or tax on exclusively on vessels,
unless the proceeds were used to provide sendees to vessels.

Other Potential Constitutional Issues
A number of other constitutional provisions might be raised in an attack on a tax on

passengers traveling on commercial passenger vessels.

If a tax can survive scrutiny under the second prong of the Complete Auto test and is at
least minimally rational, it can probably survive a due process challenge as well, See
Keane v. Local Boundary Commission. 893 P,2d 1239, 1248 (Alaska 1995) ("As long as
sendees are available, the issue of usage by the taxpayer is irrelevant."); Katmailand. Inc
V. Lake and Peninsula Borough. 904 P.2d 397,402 (Alaska 1995).

Equal protection is another potential issue. Alaska uses a sliding scale equal protection
test, but the interests involved in taxation fall at the low end of the scale and are reviewed
under "relaxed scrutiny." 1d. at 401, n. 6. The federal equal protection clause requires
only that the tax be "rationally related to a legitimate governmental interest," 1d at 401,
As the Alaska Supreme Court observed, "[tjaxes are rarely found to be without a rational
basis." 1d. at 400.

Other potential arguments might be based on the foreign commerce clause or the
privileges and immunities clause of the federal constitution.

Conclusion

A head tax on cruise ship passengers might encounter challenges based on several
provisions of the United States constitution, particularly tire commerce clause and

tonnage clauses.
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HOUSE BTLL NO. 207
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE -FIRST SESSION
BY REPRESENTATIVE GATTO

Introduced: 3/24/03
Referred:

A BILL
FOR ANACT ENTITLED
"An Act relating to taxes regarding certain commercial passenger vessels operating in

the state; and providing for an effective date." .
BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section t. AS 43 is amended by adding a new chapter to read:
Chapter 52. Excise Tax on Passengers Traveling Aboard
aCommercial Passenger Vessel.

Sec. 4352.010. Levy of excise tax on passengers traveling aboard a
commercial passenger vessel. There is imposed an excise tax on passengers
traveling in the marine waters of the state aboard a commercial passenger vessel that
provides overnight accommodations.

Sec. 4352.020. Rate of tax. The tax imposed by this chapter is levied at a
rate of $100 a passenger a voyage.

Sec. 4352.030. Liability for payment of tax. (a) A passenger traveling in
the marine waters of the state aboard a commercial passenger vessel that provides
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United States, or a foreign government; or
(C) vessel licensed under AS 16.05.490 and used in charter
service for the recreational taking of fish and shellfish;
(2) "marine waters of the state” means the marine bays, sounds, rivers,

inlets, straits, passages, canals, Pacific Ocean, Gulf of Alaska, Bering Sea, and Arctic

Ocean within the territorial limits of the state, and all other bodiesof marinewater that

are wholly or partially within the state or are under the jurisdiction of thestate;

(3) “passenger" means a person with whom a common carrier has
contracted for carriage from one place to another.
* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to
read:

TRANSITION:  REGULATIONS.  Notwithstanding sec. 4 of this Act, the
Department of Revenue may proceed to adopt regulations to implement sec. 1of this Act.
'\ he regulations take effect under AS 44.62 (Administrative Procedure Act), but not before the
effective date of sec. 1of this Act.

* Sec. 3. Section 2 of this Act takes effect immediately.
* See. 4. Section 1ofthis Act takes effect January 12004,

11110207:1 1111207
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You have asked whether there are legal problems with adding a cruise ship head tax like that
in CSS3 308(FIN) to WB 3002.

Single Subject

HB 3002 addresses publia employee compensation and benefits. The .nly conceivable link
between HB 3002 and c ciuiso ship head tax would bo "public finance," but thus may be loo
broad to be upheld. Sfi£ Harbory, . T>enkmejian, 742 P.2d 1290 (Calif. L987). Ofcourse, die
Senate could decide to introduce and pass the "head fax" bill as separate legislation.

Constitutional Issues
The tax in CSSB 308(FIN) may be subjectto constitutional challenges. Inparticular, I think

it might engender challenges based on (he commerce and tonnage clauses o fthe Constitution
oftho United States,

Commerce Clause
When the flamers wrote the federal constitution, they were very concerned aboutremoving

barriers to free trade between the stales. This concern was addressed m the Commerce
Clause in Article I, section 8 ofthe Ccmsfa'tiition ofthe United Stales. The commerce clause
expressly permits Congicts to regulate commerce among the several stales. Ithas also been
interpreted to include a "negative command, known as the dormant commerce Clause,

prohibiting certain stale taxation evep where Congress has failed to legislate on the suh/cct.”
Oklahoma Tax Commission v T cfTcrson Tines, Inc., 514 U.S. 175. 179. (1995).

The Supreme Court has developed a four-part test ibr determining tho validity of a tiix un.ier
the federal commcice cUuso:

(1) whether the activity taxed has a sufficieat nexus with the taxing state;

(2) whether the tax is fairly related to benefits provided by the state to the taxpayer;
(3) whether the tax is fairly apportioned to local activities; and

(4) whether it discriminates against interstate commerce.
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Sjoii&X-Slatc. DcpartmoflIfliR*amc, 622 P.2d 967.973 (Alaska 1981), citing Compirjf.
Auis Transit, Inc., v..Brady, 430U.S. 274, 279 (1977).1

The first prong: of the Complete Autn, deals with "nexus," or tlio quantity tend quality of
connections between the taxing slate and the aotivity being taxed. Tho activity taxed by a
bed tax would b e either the provision ofaccommodations, or the privilege o frenting Or Using
accommodations, depending on how the tax was structured- In either case, the many
interactions between auisc ships and coastal communities in Alaska would be sufficient to
satisfy the first prong ofthe Complete Anrn test. Cruise ships and fferries provide overnight
accommodations in part to enable passengers to enjoy the goods, services, and attractions
available on shore in Alackan communities. Cruise ships and ferries dock in Alaska ports,
purchase goods and services from local vendors, and cruise ships sell on-shore tours ana
otherservices to disembarking passengers. Other state taxes involving vessels have easily
met this prong of the Cflmplc‘fiAn'il tost by virtue ofless extensive contacts with shnre. See
Sjang v. Stats. Department nfRsverm.fi, 622 P.2d 967, 970-971 (Alaska 19S1); Hanley

Mmns_xJriicrkCs 474 S.E.2d 599. 608-609 (V/. Vjl 1996).

The second prong, requiring A fair relationship to benefits provided by the state to the
taxpayer, is also easily met. This rdlatiooship need not be especially close. According to the

United States Supreme Court,

Ifthe eventis taxable, the proceeds from the tax may ordinarily be used for
purposes unrelated to the taxable event ... The bus terminal may not catch
fire during die sale, and no robbery may be foiled while the buyer is getting
his ticket, bat police and fire protection, along with the usual and usually
forgotten advantages conferred by the State's maintenance of a civilized
society, are justifications enough for the imposition of a tax.

fiklahnma Tax.Cnmmisrion v Irffargnn T.in® 514 U.S. at 199-200 (upholding an
Oklahoma sales tax on the full price of bua tickets, including tickets for travel between
states). See afso Hartley Marine v. Minrkc, 474 SJR2d nt 610 ("Thoro ahnply is no
requirement that the tax; imposed result in a direct md attributable benefit to a taxpayer.")

U Although thisis an older chso, the four-part test it describes in still good law. See
for example Qklxhqrailkx_Commisg(m v. JefTarson Linen, Inc., 514 U.S. 175, 183 (19951.
Sometimes courts first analyze whether a law treats in-stato and out-of-statc interest
differently, and then moves to the Complete Auto tert S*« Tfa/Wv. 'Hawaii. 42 F.3d 1185,
1194 (9th Cir. 1994); Hartley Marine Corporation v. MicHrc, 474 S.E.2d 599, 607 (W.Va,

1996).

Vv Similarly, to satisfy thercquiremetda of due process, the relationship does not have
te be particularly closc-"(a)s long as the services era available, the issue of U30gc by the

taxpayers i3 irrelevant." Keane v. .Local Boundary Commission, 893 P.2d 1239, 1248

(Alasla 1995).
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Cruise ships and disembarking fenry and cruise ship passengers use many sendees prodded
by state and local government For purposes ofthe commerce clause, it is not necessary that
each vessel or passenger actually need or use each service in order to justify the tax.

The apportionment prong ofthe Complete Auto test is intended to ensure that "each State
texes only its fair share cf an interstate transaction.” Id. at 184, quoting GaM hag-vJiwcct,
4SS U.S. 252 (1989). Although there may be some question about how to apportion nigbrs
spentin transit between Canada and Alaska, assuming there is an equivalent Canadian bed
tax, there should be no apportionment problem if the tax is calculated based on nights spent

on Alaska waters.

The final commerce clause test dementis whether the tax discriminates against interstate
commerce. This pnemgo fthe Complete Anfn test, according to the Alaska Supreme Court,

means that a state cannot impose a tax which discriminates against interstate commerce by
providing a direct commercial advantage to local businesses relative to interstate busicess

Sinus V.-Department of Revenue, 622 P.2d 967, 973 (Alaska 1981). The coverage ofthe
proposed tax (which does not affect aon-commcrcial vessels, or vessels with fewer than 50
berths) is very similar t0 that ofJuneau's cruise ship head tax 0rdinance. John Corso, the
City Attorney for the City andBorough, has expressed, concern that the cruise industry wall
challenge the city’s ordinance based oa this prong ofthe Complete Auto test. Memo from
John R. Corso to the Mayor and Assembly, dared July 22, 1999. Mr. Corso opined that the
Juneau head tax "would have a much better chance of surviving a discrimination, claim”
without those exemptions. ld, page 4. That point is worth considering in regards to the

proposed tax.

The Tonnage Clause
The tonnage olauso is a relative o ftha commerce clause; it too is concerned with ensuring

the tree flow of commerce between statec. It prohibits a state from laying "any Duty of
Tonnage” without the concent of Congress. The term "tonnage" originally referred to the
internal capacity ofa vessel. Clyde,Mallory Linns v. Alabama ex rel Slate D ocks. 296 U.S.
261, 265 (1935). However, thopbmse has been interpreted more expansively to Include “all
taxes and duties regardless of their name or form, and even though not measured by the
tonnage ofthe Yeascl, which operate to.impose a charge forthe privilege ofentering, trading
in, orlying in a port" Id. The danse prohibits "reliance on tonnage duties to raise general
revenues, to regulate trade, or to charge for the privilege of entering, lying in. or trading in

101S, 1023 (5th Cir. 1989).

The clause permits states to charge for scrviocs rendered to a vessel, such as pilotage,
7/harfxge, use oflocks on anavigable river, or policing ofa hmbor, ClyduAfcliniylincs,
296 U.S. at 265, or for ensuring the availability of a service, ruch as fire fighting, even
though not every vessel will actually need the service. Ptagnomines, S74 F.2d at 1023.
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The first question to esk in atonnage clause Analysis is whether the tax in question fits into
the tonnage clause frameivork—whether it might reasonably be const Jed as a charge for the

privilege of entering, trading in, or lying in a port.

West Virginia recently considered this issue in Hartley Marine Corporation vIMieric. 474
S.B.2d 599 (W.Va. 1996). The statute challenged in (hat case taxed the use or consumption
by "motor carriers”-including buses, trucks, and aircraft as well as barges and watercraft—o f

fuel purchased outside the state. IdLat 672. The courtheld:

Appellants urge this Court to view the use tax at issue as a charge for
navigation oftho rivers in violation ofthe Duty of Tonnage Clause. If this
use tax wero solely imposed for fuel consumption on the waters ofthis state,
Appellants’ arguments would bo more convincing. The use tax. at issuo,
however, is not a prohibited toll on the use of this state's navigable
waterways, but an excise tax on the use of fuel which is imposed on all motor
enrrierc operating within this state, including, buses, trucks, trains, and

maircraft.

Id at 612. Because the (ax did not fall exclusively on users of the state's waterwayj the
courtdid no: &00it os a tonnago tax.

The arcimposed in CSSB 30S(HN) is distinguishable from tho tax in (ho West Virginia cass,
however, because it affects commercial passenger vassals exclusively (notvessels und buses
and airmail, like the West Virginia. tax). That makes it more likely that a court will entertain

a tonnage clause argumenL

Hawaii imposes fees for anchoring and mooring in stale harbors. In Barber v. Hawaii, 42
F.3d 1185 (9th Cir. 1994), the plaintiffs argued that utoormg and anchorage fees collected
by the state wero a duty on tonnage that violated the federal tonnage clause. The plaintiffs
conocded that under the Clyde Mallgry case, a state was permitted to charge reasonable fees
forservices rendered. They apparently also conceded that provision ofrestroom facilities,
parking, crash disposal and security services -would be Kuffieient to satisfy the requirements
of the Clyde .Mnllory case. The plaintiffs then tried to wgua that because the services
provided were open to the public end nolprovidM specifically for those paying the fe*s, that
the state was effectively not providing thoss services. 'The court rejected this argument
finding that Hawaii in fact provided services in exchange for Ihft mooring and anchorage
fees, and that the fees were not a duty on tonnage. Barbery. Hawaii, 42 F.3d at 1196.

Tho plaintiffs in Bather v.Hawali apparently did not argue the tonnage clause issue very
well, and the court's discussion o fthe clauso is cursory. However, the case uphold the fees
IN question Tn contrast, & FECENt Rhodo Island cosa hold that & registration fee on all boats
operated in Rhodo Island waters for more than 90 days was an unconstitutional tonnage tax,
because the revenues from the fte would not necessarily be used for services benefitting

boaters. Statc.v. TUmhaugh, 705 A.2d 330 (R.I. 1991).
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The Rhode Island statute provided that tire proceeds from the registration fee, subject to
approval ofthe General Assembly, should be allocated to fund expenses of the department
ofenvironmental management, harbor maintenance, boating unfety and other boating related

programs. ld. at 532. The court wpotc;

[13t should bo noted that any funds collected under the provisions of thin
chapter wero requirod to be allocated, distributed, and used subject lo the
approval of the General Assembly. Thus this alleged restricted receipt
account was entirely subject to being used as a gcnerai-reveauc measure and
not merely for the purpose of providing services to boats, boaters, and

navigational improvements.

The court rejected the state's argument that the registration foe was merely a property tax,
and iuctond concluded that it was "a classic form oftonnage tax specifically prohibited by

the Constitution of the United States." Id at 533.

Onlike the Ninth Circuit case cited above, the Rhode Island case would not be binding
precedent on a federal district courtiu Alaska. Neither the Ninth Circuit case nor tire Rhode
Island case would be binding on tin Alaska stale court, but a state court might regard such
authorities as persuasive. The Rhode Island decision certainly demonstrates that ihe tonnage
clause is not a dead letter, and in light of the Rhodo Island decision, caution v ould certainly
be in order in imposing any .fee or tax on cxoJusive'y on vessels, unless the proceeds were
used to provide services to vessels, A bed tax that wax imposed on beds on land as well:
beds in ships would probably avoid tonnage clause problems.

Other Potential Constitutional Issues
There are n number of other constitutional provi ions frequently used to challenge tax

statutes which might be raised in an attack .on the p.-oposcd tax.

Ifa IPXcan survive scrutiny under the second prong ofthe Complr.tr Auto lest and is at least
minimally rational, it can probably survive a due process ahaUongo as well. 55se Keane v,
JLoual BniirulsryXdmroririnn. 893 P_2d 1239,1248 (Alaska 1995) ("As long as services arc.
available, thoisQUC o fusage by the taxpayeris irrelevant.”); Katynailaiuf Inc v. Lake And

I -enimuilaJ3.0XQUghr P.2d 397,402 (Alaska 1995)-

Equal protection is another potential issue. Alaska uses a sliding scale equal protection test,
but the interests involved in taxation fall al the low end oftha scale and are reviewed under
"relaxed scrutiny." ld. at 401, n. 6. Tho federal equal protection clause requires only that
the tax be "rationally related to a legitknnto governmental interest." Id. at 401. As the
Alaska Supreme Court observed, "[tJwcs arc rrroly found to be without a rational basis "

Id at 400.

Other potential arguments might be based on the foreign commerce clause or the privileges
and immunities clause ofthe fedcm! constitution.
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Representative Ramona Barnes

May 5, 2000
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Couclnsioa
Putting a cruise ship head tax in HB 3002 would raise serious tringlc subject questions. In

addition, a tax like that in CSSB 308(F1N) might encounter challenges based on several
E{é)u\giggons ofthe United States constitution, particularly the commerce clause and tonnage
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FISCAL NOTE

STATE OF ALASKA Fiscal Nolo Number:
2008 LEGISLATIVE SESSION Bill Version: CSSB 170(L&C)
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Sponsor McGuire
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Appropriation
F?equired Information

OPERATING EXPENDITURES FY 2009 FY2009 FY2010 FY2011 FY2012 FY2013 FY 2014

Personal Services
Travel
Contractual
Supplies
Equgnment
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Grants &Claims

Miscellaneous
TOTAL OPERATING 00 00 00 00 00 00 00
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Estimato of any current year (FY2008) cost:
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This legislation would require health care insurers lo provide insuranco coverage for well-baby exams, [tis not expected
to impact Ihe operalions of iho division.
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CS FOR SENATE BILL NO. 170( )
INTHE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FIFTH LEGISLATURE -SECOND SESSION

BY

Offered:
Referred:

Sponsors): SENATORS MCGUIRE, Davis

A BILL
FOR AN ACT ENTITLED

"An Act requiring that health care insurers offer insurance coverage for well-bahy
exams."

BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 21.42is amended by adding anew section to read:

Sec. 21.42.351. Coverage for well-baby exams, (a) A health care insurer that
offers health care insurance that covers a dependent of a covered individual shall,
initially and at each renewal, offer coverage for the cost of well-haby exams. The
coverage required to be offered by this section is subject to standard policy provisions
applicable to other benefits, including deductible or copayment provisions.

(b) In this section,
(1 "health care insurer" has the meaning given in AS 2 1.54.500;

(2) "health care professional” means a health aide, physician, nurse,
and physician assistant, but does not include a practitioner of religious healing;
(3) "well-baby exam™ means

) _ CSSB 17(( )
Uow 7v*xt Undt-rlinoci IDELETED TEXs DRACKIrED]



WORK DRAFT

SSH 170( )

WORK DRAFT 25-L.S0868\K

(A) a periodic physical examination by a qualified health care
professional of a baby during the first 24 months oflifc in which information is
collected on matters including normal development, growth rate, hearing,
vision, language skills, motor development, diet, general care, preventative
health care, immunizations, and infectious diseases; and

(B) consultation between the health care professional and a

parent.
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You asked about health insurance coverage for "well-cInld" examinations. Specifically, you
wanted the following information:

e The number of states that require insurance companies to provide coverage for well-child

exams;
¢ Provisions of those requirements, including the number and frequency of exams required
to be covered and the obligations, ifany, that such laws place upon the insured;

¢ Research showing the health impacts of well-child examinations; and

e Potential impacts to Alaska of requiring coverage of well-child exams including benefits,
negative consequences, and impacts on the uninsured.

Summary

Since being incorporated into the U.S. health system in the 1930s, routine pediatric health
supervision—commonly known as "well-child" care or wv.all-child exams—has become a
cornerstone of the nation's preventive healthcare.' At least twenty-one states require commercial
insurance companies to cover some level of well-child care; however, among these states the
health services and the number of exams that must be covered vary widely.

Despite the efforts of government agencies and others in recent years, high quality clinical
research into the effectiveness of well-child exams is relatively scarce. This circumstance creates
difficulties for healthcare providers, policy-makers, and parents when weighing the costs and
benefits of providing or funding well-child care. Clearly, for certain population groups—in
particular children of low-income families, who are most likely to suffer from chronic illness—
certain aspects of well-child exams appear highly beneficial. Beyond immunizations, however,
the battery of well-child services suggested in the schedules recommended by groups like tne
American Academy of Pediatrics (AAP), when delivered to heaithy children, may incur costs
unnecessarily and further strain an already burdened healthcare system.

Two things are true of nearly all state insurance mandates: they provide increased access to
services and protection to consumers, and they raise premium costs. The question with regard to
mandating well-child coverage in Alaska, then, is as follows; would the benelits gained by
expanding preventive services outweigh potential increases in insurance premiums and the
associated possible loss of coverage? Unfortunately, with the data available to us, we cannot
conclusively answer this question. There exists wide consensus that certain preventive
interventions improve health outcomes while remaining cost-effective—particularly when those
services are targeted to population gioups at increased risk for chronic illnesses With the limited
data ava table to us. however, it is not possible to determine the overall impact of mandating all

well-child care services recommended by the AAP and others

~"Inthis repoit Iho loima "well cfuM" and Well baby" exams or cate .iiu used Interchangeably. Significant variation
exists ,n nit, compogition of mese exams among vanous junsdicttons and healthcare providers, in general, the visits
include a mi wn: of health interventions delivered hy a pediatrician or oilier lieullhcnre provider according lo a specified
schedule througlhout childhood. Thu interventions most commonly Includo behavigral counseling ((jsleep positioning,
violence provoiilion, etc). Health screenlnq (testing for iron deficiency, vision imparment, etc), and duflvety of prophylaxis

(Immunization, vitamin sipplementation, €lc")
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It is clear that mandating commercial insurance companies to cover well-child care would directly
result in increased preventive care for only a portion of the state's children. About 47 percent of
Alaskan children either receive public insurance benefits, which include access to robust well-
child care, or are uninsured. The remaining 53 percent receive employer-based or some other
form of private insurance. Although this is the type of insurance that a mandate would impact, a
majority of such plans may already cover some aspects of well-child care (most often
immunization and physical exams, at a minimum). With the data to which we have access, itis
not possible to determine the number of children who would receive access to "new benefits”

through a well-child mandate."

Denali KidCare, Alaska's combination Medicaid and State Children’s Health Insurance (SCHIP)

provides access to comprehensive well-child benefits for low-income children as

program,
Diagnosis, and Treatment

required by the federally mandated Early and Periodic Screening,
program (EPSDT). The services in this program are generally more comprehensive than those
provided by private insurers, yet research has shown that Medicaid's coverage of children is. on
average, less expensive than private coverage. However, like many other states, Alaska
struggles to enroll all of its e'-gible children. Particularly troublesome is that data from the U.S.
Census Bureau show that the very young children (ages 0-5 years) of the lowest income families
(under 100 percent of the federal poverty threshold) are also the least likely to be enrolled.
Although the federal government is now requiring that states increase efforts to meet an 80
percent participation threshold, enrollment is not the sole issue. Of the Alaska children who are
enrolled in Denali KidCare, only about half receive the well-child exams to which they are entitled.
This lack of utilization is likely the result of a number of factors, including lack of access to
healthcare providers and parents being unaware of available benefits. The combination of under-
enrcliment and low utilization of benefits means that there are thousands of Alaska children who

currer*'/ qualify for well-child benefits, but do not receive those services.

Other states appear to have successfully increased delivery of well-child services by combining
public insurance with private coverage of cost-effective services that have shown to improve
health outcomes. Five of the seven states that currently exceed the federal goal of enrolling 80
percent of eligible children for EPSDT benefits have expanded both initial eligibility requirements
for public insurance (at least 200 percent of federal poverty guidelines) and mandates for

commercial well-child coverage.

Regardless of the strategies pursued, when considering mandating coverage of we!l-child care,
Alaska-specific actuarial analyses of the cost-effectiveness of delivering individual preventive
services to specific population groups may be the best means of determining Which benefits

would best serve the slate’s children.

_ho number of children who would receive now beriehts depends Iargel¥ on two factors as follows Iho cervices lo
which rhiidicn currentI?/ have access, which wo cannot determine largely ddu to coniideiilinMy provisions ol insur in*o
ran.ers and stale regufators, and ihe specific nundalos that may ho enacted in law
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Private Insurance Coverage of Well-Child Exams inthe S tates

At least twenty-one states require private health insurance plans to include coverage of vvell-child
exams based on the “Recommendations for Preventive Pediatric Healthcare," or “periodicity
schedule," published by the American Academy of Pediatrics (AAP).3 Few of these states,
however, require coverage of all of the procedures in the complete periodicity table. Indeed,
states vary widely in the number and types of procedures covered, the years for which coverage
is required, and whether the exams are exempt from deductible, co-pay, and coinsurance
charges. For instance. New York requires very broad coverage of the AAP recommendations
from birth to age twenty and exempts the costs for those exams from deductibles and
coinsurance. By contrast, Montana requires coverage only through age three and allows
companies to charge a co-pay and coinsurance for related exams and treatments.4

Olher than deductibles, co-pays, and coinsurance, we located no requirements of or obligations
placed upon the insured as a result of lav/s requiring coverage of well-child exams. Specifically,
we found no requirement that insured parents make use of well-child benefits.

Research on Well-Child Exams

Assessing the overall effectiveness of well-child exams is complicated by a number factors. First,
we were unable to locate high quality evidence-based studies of the impact of the exams as
whole—that is, the specific combination of screening, preventive treatment, and counseling that
are generally included in these exams. Indeed, with the notable exception of childhood
immunizations, rigorous research designs such as randomized clinical trials have rarely been
applied to individual compoi.’nts of the exams, much less for the well-child regimen as a whole.
Second, even where a particular service can be shown to provide benefits, those benefits may

not justify the costs for delivering that service to all children.
The Evidence Base

The U.S. Departmenl of Health and Human Service established the U.S. Preventive Sen/ices
Task Force (USPSTF) in 1964 to give health care professionals advice aoout which forms of
preventive care should be routinely offered to patients who exhibit no symptoms of illness.5 In
Order to be recommended by the USPSTF, a given service must first undergo rigorous, impartial

" Those stales are Arkansas, California, Colorado. Connecticut, Florida, Georgia. Ilav/an, lowa, Mainland,
Massachusetts, Minnesota, Missouri, Montana. New Mexico. Now Yoik. Ohio. Oklahoma. Rhode Isfand, Texas. Virginia
and Wiscons n Additional slates require c&verago of individual procedures- metabolic testing and heanng screening, (or
example—but do no! compel covera%e nt Ihe comprehensive exams recommended by The AP~ We include a copy of tho

AAP periodicity table as Attachment

“We include 1 table prepared by the AAP, which prov.des details on stales' requirements for coverage of well child
exams, as Attachment B “Jody Ruskamp llatc. Senior Pohlg,Speuahst, National Conference ol Slain Leglslatures, (3
8561501 provided this table *According lo Ms Rusknmp-Hritz, most laws requiting coverage of well-ctuld exams wore
enacted due to ihe advocacy ol iho AAP far tho “Child Health Insurance Reform Flan" (CHIRR).

* Extensive information about the USP3TF and its recommendations nro available online at
littp./Aw.v.dhrg QOv7c.linic7cp33clix htnntpepijtric
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assessments of the scientific evidence of its effectiveness. Since its inception, the Task Force

has been widely viewed as the “gold standard" for definitevly establishing the importance of
including prevention in primary health care; however, due to the very high standards of evidence
required, relatively few services have received the recommendation of USPSTF for delivery to
asymptomatic children who are at average risk for illness. Table 1 compares the
recommendations of the USPSTF to those of the #well-child" periodicity schedule of the AAP for a

child of twelve months."

nCleaily, bolli the AAP and tho USPSTF promote Iho value of preventive medicine, and the variations among their
recommendations may not relied disagreements between Ihe two rougs, but rather result from lhe organizations
dilfenng missions and methods. The USPSTF Is widely recognized'as having among Ihe most stringent evidence-hased
standards in reviewing preventive health services prior lo recommending (hose services he administered widely. By
contra: |, allhough Ihé' AAP supports its recommendations with some degree ot clinical evidence, Ihe organization uses an
"expert consensus™ method, In'addition, the AAP may be inoio concerned with establishing a “continuum of cart." lot
Individual Panents through frequent and comprehensive exams than wilh absolute clinical certainly of the value ol a

service |o The entire population.
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Table 1. Comparison of USPSTF and AAP Preventive Services
Recommendations for a Child of Twelve Months

AAP USPSTF
Sorvico' Patient Risk Factors"’

Average Increased Average Increased
Anemia (iron deficiency) Screening X 1 B
Developmental/Behavioral Assessment X
Hearing Screening X 13
Hereditary/Metabolic Screening X Currently being updated
Hip Displaysia Screening 1
Immunization X XJ
Injury Prevention X
Lend Screening X D 1
Nutrition Counseling5 X
Oral Fluoride Supplementation
Physical Activity Counseling
Skin Cancer Counseling
Tuberculin Test X
Urinalysis X
Violence Prevention X 1

X B

Vision Screening
Logond: American Academy of Pediatrics (AAF): X -Recommended; U.S. Preventive Services Task Force
(USPSTF) "gradm(%" system:” A -Strongly recommended, B -Recommended; C -No recommendation; O «Not
recommended; | -Insufficient evidence to make determination . o .
Notos: The AAP and the USPSTF hoth promote the value of preventive medicine. Differences amon%thew
recommendations may not reflect disagreements between Ihe two groups, but rather may result from the
organizations' differing missions and methods, The USPSTF is widely recognized as having among the most
strlnPent standards in reviewing preventive health services prior to recommending those seivicos be administered
widely By contrast, the AAP may be more concerned with establishing a “continuum of care" for individual patients
through frequent and comprehensive exams. o

1) These are (he services that one or both of the groups recommend for asymptomatic children at age t (twelve
monthst). A blank space in llia AAP columns indicates this service was not included in Ihe group's schedule of
preventive services. A blank in the USPSTF columns indicates that the task force has nut issued an opinion on tho
service Recommended services vary by age for both organizations. , , ,

2) Each organization publishes gu dance regarding increased risk factors for children of various ages. For instance,
the USPSTF considers status as a recent immigrant arid low birth weicght and premature birth to be risk factors (or
anemia

3) The USPSTF does, however, recommend hearing screening at b/rih N _
a)Although it issues no immunization recommendations, Ihe USPSTF endorses the joint recommendation of the

AAP and the Centers for D.sease Control, which is widely accepted as the official immunization schedule of the U.S.
5%, The USPSTF recognizes the |m?0rtance of mention and has reviewed data on the health risks of obesity in
children; however, Hus is an example ofa service for which there is insufficient evidence showing the positive and
negative results of counseling. As a result, the organization has not issued a recommendation for nutritional
counseling and has found insufficient evidence (17 for obesity sc_reenmg in children aged Gand older.
Sourcos: American Academy of Pediatrics, Committee on Practice and Ambulatory Medicine, online at

hitixJ/aatim rfu’U c uu'nnlAiillliilL'raAntnre- Ta~L-Linfrru-

Tho differences between the recommendations of the USPSTF and (he AAP are illustrative of the
environment of confusing and often conflicting information in which healthcare providers,
policymakers, and otners are operating with regard to well-child exams. A group of researchers

Arm 10.2007—Pages
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wno reviewed numerous studies in an attempt to assess the value and efficacy of well-child

exams found that

taken together, the literature evaluating the effectiveness of well-child care is
perhaps more remarkable for its limitations that for its findings.7

Those words were written in 1989. Despite the efforts of the USPSTF and others in the
intervening years, it does not appear that the situation has improved significantly.

A 2004 6tudy that reviewed the well-child recommendations of seven major North American
health organizations found hundreds of discrete recommendations, and forty-two separate
preventive interventions for children that were variously recommended by two or more of the
organizations studied.8 Despite the dozens of recommended services, the researchers reported
that they found “limited direct evidence" to support the recommendations. Although delivering
preventive services, even in the absence of clinical data may appear benign, perhaps even wise,

these researchers concluded otherwise, as follows;

Because a large number of interventions are routinely recommended and often
mandated and because the implementation of any recommendation may caus«
harm (including the displacement of other beneficial activities), these
recommendations should be based on the strongest possible evidence. When
recommendations are made, supporting evidence shcald be clearly stated.0

Governments at all levels may have to take more active roles in developing the evidence base for
well-child exams. In the meantime, however, scarce data, and the discrepancies in
recommendations from well-respected organizations, require that healthcare providers, policy-
makers, and parents make often difficult decisions in prioritizing limited healthcare resources.

W eighing Costs and Benefits

Critically discussing the costs of well-child exams in public arenas is often challenging because if
a given service has a chance of improving the health of children it is difficult to deny that service,
even where evidence of its efficacy is relatively weak. Nonetheless, in an age of rapidly
increasing healthcare costs and intense competition for healthcare dollars, policy-makers and
others may have little choice but to prioritize services according to their costs and benefits in
relation to other services. This is particularly true in light of the fact that governmental well-child
policies impact not only those who are covered by Medicaid and other public health programs, but
also lhe insurance companies that are "mandated” to provide coverage of well-baby visits in
nearly half of the states and, ultimately the consumer who may bear increased costs in a number
of ways. Moyorand Butler emphasized this point in the following discussion;'0

*Judith L Wagner. Roger C Herdinun, .met David W Alberts, ‘Well-Child Core" How Much is Enough?"* Healti
Nairs. Vol 8 No. 3 Foil 108). Wo include a copy ul this article as Attachment C

"Virginia A Moyer, MD ,M,P H , and Margate! DuIIer BA GaR)As/ in the Evidence la Well-Child Cans. A
Challenge to Our Profession." Podiolr.es, Vol 114 No O e« Judo a copy ol tins aiticle as Attachment D

"Moyor and Butler, p 1511

'*Moyorand Butler, pp. 151G-1S17.
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The costs and potential adverse effects of the recommended aspects of well-child
care have not been evaluated adequately. Costs include not only the direct costs
of physician and staff time, laboratory costs, and costs of agents used in
prophylaxis but also costs to parents, such as time lost from work and costs of

transportation.

As the authors say, these costs become increasingly burdensome if they cannot be justified by
the benefits produced, particularly in light of the increased demands the exams place on the

healthcare system;

When ineffective or less effective interventions displace more effective
interventions, children are deprived of the more effective interventions. Although
time per [healthcare] visit has incieased, the average remains [approximately] 15
minutes ... it would require 7 to 8 hours per working day for a primary care
physician lo provide the preventive services recommended by the USPSTF.
making it unfeasible to provide even this limited list of preventive services within
the current structure of practice.

Measures of Costs and Benefits''

There are a number of ways in which to weigh costs and benefits of health policy, themost
comprehensive of which are quite complex, often requiring analysis by an actuary specializingin
healthcare. Perhaps the most common of these methods are variations of "cost analysis," "cost-
benefit analysis,"” and cost-effectiveness analysis,"which are briefly defined as follows:

Cost analysis—calculates the net cost of a policy by subtracting the value of
illnesses prevented by the policy from the cost of implementing that policy (the
"cost of prevention"). When a policy has a negative cost—that is, the value of
illness prevented is greater than the cost of prevention—the intervention is said

to be a cost-saving policy.

Cost-bcnofit analysis—compares the cost of a policy to improvements in health
as measured in dollars by subtracting the dollar value of healtn improvements
from the cost of prevention.'3 Frequently, results of these analyses are
expressed as a cost-benefit ratio with benefts on top ard costs on the bottom
(dollar value of health improvement / cost of prevention). A policy is generally
viewed as worthwhile if the cost-benefit ratio is greater than one, which indicates
the benefits are greater than the costs.

Cost-effectiveness analysis—allows comparison of health policies by dividing
the value of the health improvement achieved by the policy by tne net cost of that

" Tho following two suctions arc ai, nnwized from What Policymakers Need lo Kno.v About Cost Effectiveness,*
Partnership ter Prevention, 2001 Pditneiship (o Prevention identifies itself as a membership organization of businesses
nonFroﬂt organizations and government ng mcios advancing policies and Rraqtlces to prevent disease an| improve the
health of ail Americans. We'Include this doc 'merit as Attachment E - Further information Is available on tho group's

website at lilip7/prevei>1.cnyconlentArlow/S/20,’

Thu; method of cost-benefit analysis is specific lo healthcare TI".e dollar value of health improvements is a
measure that includes a degree ol SubjeCtIVJt)f/ and, at tunes, controversy  In depth discussion of such measures ate
outside Ihe scope nl this report. Additional information on measuring the economic burden of iliness is included in

Attachment E.
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policy. This calculation creates a figure Ihat can represent the value of a number
of designated outcomes. For example, the analysis could be designed to
compare the relative value of deaths averted for two screening procedures, the
per year savings of those interventions, or the per injection value of several
vaccines. Therefore, unlike cost analysis and cost-benefit analysis, cost-
effectiveness analysis is designed to show which policies requite fewer
resources to achieve health benefits compared to other interventions, but does

not necessarily indicate whether a policy produces net savings.

In general, it appears that cost-benefit analyses of well-child exam services, particularly those
that are not supported by convincing clinical evidence, provide policymakers with the most useful
information with which to make an "apples-to-apples'” comparison of the relative value of

interventions.

The Costof Insurance Mandates

There exists fairly wide consensus that governmental mandates that commercial insurance
policies include coverage of specific benefits raises the cost of insurance to consumers. There is
no consensus, however, on the amount of increases such mandates generate. In 2003, the U.S.
General Accounting Office (GAQO) reviewed studies of the costs of state mandates. The GAO
found wide variation in published estimates of increases in premiums attributable lo mandates,
from a 34 percent increase in premiums in Maryland, to a study in Virginia that claimed
mandates accounted for nearly thirty percent of premiums. Some of this variation can be
explained by the fact that the number and type of mandates varies among the states. In addition,
some studies of mandates did not consider the fact that many state mandated benefits would be
offered by insurance companies—either as an option or as a standard service—in the absence of

In such cases, state mandate laws cannot be said to be responsible for the full portion
In studies that evaluated the

in the absence of a

mandates,
of the premiums that are attributable to the service mandated.

marginal costs of mandates—those that likely would not be offered
mandate— premium increases due to mandates were typically less than ten percent. 1

Research specifically into increases in premiums due to mandating well-child exams appears !o
be relatively rare. One study by the Council for Affordable Health Insurance claims that well-child
mandates represent one percent to three percent of premiums in the states that require such
coverage. This study did not take into account whether such services would be provided absent
a mandate; neither, however, does the study's definition of well-child care appear to include al' of
the sen/ices recommended by lhe AAP periodicity table.14 One of the primary concerns wiln
mandates is that they may actually reduce coverage for certain consumers by raising premiums
to the extent that individuals or employers are forced to reduce or eliminate coverage. Although
premiums in the state would likely increase to some degree, in the absence of additional data we
are unable to determine what impact a well-child exam mandate would likely have on the level of

insuranco coverage in Alaska.

11Tho GAO report is available onlin at http /Avmv gao gav/naw itéms/do31 IH.peri

" Thu Council for AtforOablo Health Insurance is 4 research ana advocacy group made up of insurance Carriers Its
report on mandates u available online at http ca/i/ org/frxW asp
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Inpacts of Requiring Coverage of W ell-C hild Exams in Alaska

In general, it appears that health insurance "mandates" are both beneficial and costly to
consumers. Mandates are popular because they provide consumers greater access to services,
particularly preventive services, which commercial insurers may not other/rise cover. This
expanded coverage should lead to avoidance or earlier detection of health issues, which may
produce long-term savings in health spending and increased quality of life. However, opponents
of mandates point to studies showing that mandated benefits increase costs to consumers,
forcing employers and individuals to reduce their level of coverage or even forego insurance
altogether, resulting in fewer insured individuals.l5 The question with regard to mandating well-

in Alaska, then, is as follows: would tho benefits gained by expanding

child coverage
premiums and the

preventive services outweigh potential increases in insurance
associated possible loss of coverage?

Unfortunately, with the data available to us, we cannot conclusively answer this question. To be
clear, there exists wide consensus that certain preventive services improve health oulcomes.
Some of these services likely prove to be sound investments for healthcare dollars because they
avert costly treatments for chronic illnesses. This is particularly true of services targeted to
population groups who are at increased risks for certain illnesses. Nonetheless, with the
exception of childhood immunization, we find no source lo state with certainty that mandating
commercial insurance coverage of lhe combination of services suggested by groups such as the
AAP will provide benefits (improved health outcomes and long-term cost savings) that will
outweigh increases in premiums and the potential loss of health coverage for some number of
residents that may result. To address these questions fully, you may wish to consult an actuary

specializing in healthcare policy.
Current Well-Child Coverage in Alaska

The extent of well-child exam coverage for Alaska children currently depends on several factors
including healthcare coverage status, whether parents take advantage of 'he well-child
benefits that are available lo them, and family income level. Table 2 shows the status and
type of healthcare coverage for Alaskans compared (o the national average for children aged 0 to

18 years.

1\We indudu, as Attachment F, Mandated Health Insurance Benefits; Tradeoffs Among Benefits Coverage, and
Costs?* cah/omm Health Policy Roundtable (2 Kaiser Family Foundation funded organization). July ,\0G2
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Table 2. Type of Healthcare Coverage of Children Aged 0-18 in Alaska and

the U.S., 2004
Type of Coverage N Alaska N United States

Individuals Percent Individuals Percent
Employer 96,160 49.3% 43,899.504 56.4%
Individual 7,210 3.7% 3,502,620 4.5%
Medicaid 60,210 30.8% 20,470,668 26.3%
Other Public 13,790 7.1% 1,089,704 1.4%
Uninsured 17,880 9.2% 8,873,304 11.4%
Total 195,240 100.0% 77,836,000 100.0%

Notes: Percent figures do not sum lo 100percent due lo rounding Alaska’s proportion of children covered by "other

gublic“ insurance exceeds that of lhe U S,
ource: Kaiser Family Foundation, from

s

ulation due in large part lo children covered by Ihe Indian Health Service
Census data; available online al ntlp/Avww.slaienheallhfacls.org.

Our analysis of the data in Table 2 indicates that the pool of children who would be impacted by
mandating well-baby coverage is somewhat limited. Well-child benefits are currently available lo

those covered by Medicaid and "other public" insurance, which

includes the

Indian Health

Service, primarily under the federally mandated Early and Periodic Screening Diagnosis and

Treatment program (EPSDT).

commercial coverage would provide no new benefits to the uninsured.

of approximately 103,000 children—those covered by employer-based or
This is not to say,

pool

(We discuss this program in greater detail below.)
Therefore, the remaining

insurance—represents about 53 percent of all children aged 18 or younger.
however, that 53 percent of Alaskan children would substantially benefit from mandated well-child
coverage, because a number of the slate's insurers already provide some level of well-child

benefits.

Mandating

individual

For instance, Premera Blue Cross, which, according to the Department of Commerce

Community and Economic Development, Division of Insurance, underwrites about 78 percent of
the comprehensive health insurance pr'.'cies in the state, includes immunizations and preventive
office visits in its group plans.’0 Sucn coverage is limited, however, and it is unclear exactly

which well-child services are covered or how many exams are allowed annually,”

Nonetheless,

it is clear that only a minority of Alaska children who currently receive no well-child benefits would

begin receiving such benefits were they to be mandated by lhe state.

However, the care of

children who currently receive benefits may improve under such a mandate as a number of
studies have shown that private preventive coverage is generally less than compiehensive, and
are generally inferior to those required under Medicaid (EPSDT). We explore this issue further in

our discussion of EPSDT below

__'nExcept lor group plans vztli over 200 members, lor which such services ale an optional benefit. Information cn
Piemera Blue CroSs group plans is available online Ihrougn nttu.'AvseeVpremera com

ir Insurance tuinparnc-. operating In Alaska are not required lo Unclose details ol policy agreements, except to

regulators who are required |

Legislative Research Report07 i 13
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eep stich information confidential  We. therefore, have no means of determining exactly
how many Alaskans with private insurance .1 entitied lo well-child bone tils.
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"Uptake"of Well-Child Benefits

Research has demonstrated that even when well-child benefits are available, many parents do
not take advantage of them, nor do parents typically adhere to recommended exam schedules as
their children age. This is a cause for particular concern with regard to low-inccme families,
whose children are mere likely to be in poor health, are more likely to have special healthcare
needs, and are at greater risk for long-term disability than children in families with higher
incomes  In short, these are precisely the children who could benefit most from well-child
exams.18 Figure 1 illustrates the "uptake" of healthcare services by low-income children in 2002.

Figure 1. The Use of Healthcare Services by Insurance Status for Low-
Income Children in the U.S., 2002

Olid or Moro Wall-Child Visits
Uninsured

Ona or Moro Doctor Visits

Uninsured S7* it
jui*Sd— R B |
Woclcaid;'! H3
Oiw ol Moro Donut Visits
Uninsured

cor. 0

Sourco; Chflslino PravOStPeletS, TPSOT: Medicaid's Critical Cut Cantroverii.11
Benefits Progum for Cti iilron.* Health Pol.cy Toruni Issue Brief No 810
NovemDor 20. 2000.

" Ctviitiiie f'tovns! iVreri, CFSDT fVu. mie "uii. IPutCcniUG.ei-iiil Benniits Piogiam (or Chidum’ he.iitn
Polcy Forum tsajo Br.vt, G0 1jo V."jstiiivjlcn University. No OiN.ovoint »:i. m2008 Wktinr.ludo .i cooy utin .
document .is Attachment U
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Figure 2 shows that even within the coverage group most likely to receive well-child care—those
on Medicaid—uptake of available services diminishes rapidly as children age.'0

Figure 2. Percentage of Children Receiving Medicaid-Funded Well-Child
Screening by Age Group in the U.S., 2003

lirlli ma . -1 id

82%

G8%

46%

Ago "ViAirsi
sourco: Christine Provost Peters, 'EPSDT: Medicaid's Critical But Controversial Benelils Program for Children.” Health Policy Forum
Issue Brief No. 819: November 20. 200G

The above figures suggest that a significant portion of Alaskan children who would benefit most
from mandated coverage of well-child care—that is, children from low-income families who are
covered by commercial insurance that does not already provide such coverage- would not

receive that care or would receive itonly for a few years.
Income as a Factor inCoverage

Household income is perhaps the single most predictive factor of health insurance coverage and,
therefore, for receipt of well-child exams. Pecause low-income children are less likely to be
insured, they are also, as Figure 1 illustrates, less likely to receive well-child care. Table 3
provides further evidence that the uneven distribution of insurance coverage across income levels
is such that the children who need preventive care most may not be receiving it.:o

» These fkjumr. are fri.m prove,t Prvi+

' Population data ate from 2005 Certain poverty data are from 20iM, Became?opulanon and poverty data may tm
(icm different yeaiy_.mil due lo itie impact of sampling error and oilier statistical complomlios, thuso data stiould he séen
Je estimates only "For the same reasons, and because wo used data Irom different acurr.es. the conn* ol "uninsured,”
nnd certain r.tt.nr f|(11ures in Ilvs table may nr;t precisely matcfi oilier informatjon its thus re%otl Wo believe, hev.vver, tli.i

li & proportions of clu'drun in ccelain ago"groups and of tho uninsured are reliable esiunalOs
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Table 3: Insurance Status by Age and Income Level in Alaska, 2004-20052

Number of Children in Specified Family Income Groups (Expressed as

Insurance Number a Percentage of Federal Poverty Threshold)1
RO stats Chi?;ren Below % of Un- 102% % of Un- 150% to % of Un- 20:(;% % of Un-
100% f|'\r}iured 150% insured 200% insured above insured
Total 194,207 23,033 25,050 ¢, . MR1868 124,256 ¥
OYt:arlSB Insured 174,587 16,071 22,604 . 18,831 117,081
Uninsured 19,620 6,963 j 35.5% 2,446 12.5% 3,037 15.5% 7,175 36.6%
0t 6 Total 69,816 8,966 8,895 9,692 \ V . X 42,264
Vears Insured 62,988 5,529 8,055 8,836 ] * 40,568
Uninsured 6,828 3,437 50.3% 839 12.3% 856 12.5% 1,696 24.8%
Total 63,461 8,463 6,405 7,317 t '*I* 41,276
7Yte0ar152 Insured 57,683 6,882 5,636 6,650 38,514
Uninsured 5,779 1,581 | 27.4% 769 13.3% 667 11.5% 2,762 47.8%
13 to Total 60,929 5,604 | 9,750 | 4,859 "o - 40,716
18 Insured 53,916 3,660 . 8,912 £ B> 3.344 38,000

Years Uninsured 7,013 1,945 | 27.7% 838 11.9% 1.515 21.6% 2,716 38.7%

Notos and Scurcos: 1) Tho Federal Poverty Threshold”is a complex slatislica’ reasuio used by Ihe U S. Census Bureau lo report
pooulalion, economic, and demographic data, This measure (iffers somewhat from the Federal Poverty Guidelines, which is an
adminisirafive calculation used loestablish eliginility for need-based programs. This table should be viewed as estimates of Alaskan
children at certain general income levels rather than an indication of who may qualify for specific income-based assistance programs
Additional information on the differences between poverty guidelines and thresholds is available online al

htip//aspe /TbS gov/povortyrtaq shtmWdiiforonces. ) )

The figures in this table are Irom Ihe U S Census Bureau, "Current Population Survey" of 2005, Certain poverty data are trcm 2004
Because population and poverty data may be from different yeats, and due to the impact of sampling encr and olh*. statistical
complexities, these data should be seen as estimates only For the same reasons, and because we used data from different
sources, some figures in this table may noi Preusely match other information in this report, The public database for "Cunent
Population Suivey” information from several years is available online at

mtp /WY census govAihos/MVw/cpstc/cpsJablc_cigBtor himl.

There are a number of striking aspects of the data in Table 3 First, over one-third of all children
with family incomes below 100 percent of federal poverty threshold are uninsured This
compares to an overall uninsured rate for children in Alaska of about 9 2 percent (see Table 2),
Even more alarming, about half of all children from birth to age 6 living in poverty do not have
insurance The research we reviewed indicates that this is the precise group for which society

This table used tho *Fi:tliiiai Poverty Threshold,”which is a statistical measure used b}/ tho U 5. Census Bureau to
report population, economic, and demographic data. Thu calculation differs somewhat from tho Federal Poverty
Guidelines, winch am administrative measures used lo establish eligibility (or r,cod-based ,ro?,rams | ms tabid Should be
viewed s estimates of Alaskan children at certain general income "eve's rnlhcr than an indication of who may gu.l,fy loi
spenhc incomo-hasrd assistance programs . Additional information on the differences between poverty guideline: and
thresholds is available online at hitp Waspe tihs gov/povsrty/fag shimufdilferenccs
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will likely face Ihe greatest expense for corrective healthcare."” Perhaps the most remarkable
aspect of these data is the fact that a significant portion of all uninsured children in Alaska may

qualify for well-child benefits under current public assistance eligibility criteria.
Medicaid EPSDT Coverage?23

As you know, the primary public insurance program for children in Alaska is Denali KidCare
(DKC).'m Because DKC is funded in part by Medicaid, federal provisions require implementation
of the Early and Periodic Screening, Diagnosis, and Treatment program (EPSDT). This program
requires comprehensive well-child services for Medicaid eligible children, which must include the

following:

Screening Services;

Comprehensive health and developmental history:

Comprehensive unclothed physical exams;

Appropriate immunizations;

Laboratory tests;

Lead toxicity screening;

Health education;

Vision, hearing and dental services; and

Other necessary diagnoses, treatments, and other measuresasprescribed

by law to correct or ameliorate defects and physical and mentalillnesses and
conditions discovered by the screening services.

* 6 & &+ o e ¢ o o

Overall EPSDT benefits must meet 'reasonable standards of medical practice” as suggested by
recognized medical organizations in child health care." In Alaska, tnese services are

recommended at the following ages;
¢ Birth, 2, 4,6, 9, 12, 15. 18 and 24 months;

¢ Aged 3, 4. 5, and 6 years;
¢ At least every other year after age 6 *J

See, (or example, Eileen Saliitshy. 'Clinical Preventive Services: V.tton is tne Jwco Worm the Squeeze >
hiMoihii Haji'h Pct% Forum I:mo duel. George Washington University. No. BOG; August 24, 2006 We include a copy

of tins document as Attachment H

, -L\comr{lrehensive review ot Medicaid and ETSOT coverage is outside the scope ol tins report, We provi le this
information only as an indlicator ;f tho current status ul vwilchild caru in the stale and of tho potuntial lo oupand this an:
under tuOlic inSurance tri lieu of. or in combination v/t reqi.rimj coverage of vmli-child exams hy commorcial irsurcrs

" Uenali KidCare is Ihe nainc given lo the slate's puttie insurance program that is &undo lin pad hy Medicaid and
e tale Children's Health Insurance Program (5CHIIB further information on Denali KidCare s available online at
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A number of studies have found that the comprehensive requirements of EPSDT generally
provide greater well-child benefits than those of commercial insurance policies, which tend to
restrict or deny certain services.27 In Alaska, however, those who are eligible are not fully utilizing
this benefit. According to the fiscal year 2005 "Annual EPSDT Participation Report," only 50.75
percent of "total eligibles who should receive at least one initial or periodic screen" actually
received that service.23 Although the federal government is now requiring states to implement
programs to increase participation rates, those efforts have not yet been widely successful. Just
seven states have met the federal participation goal of 80 percent. Each of those states has
initial income eligibility guidelines of at least 200 percent of the federal poverty guideline (54,167
per month for a family of four in Alaska in 2006).‘3 The barriers to participation are manifold, but
include low provider participation rates due to inadequate reimbursement for services, lack of
parental awareness of the benefits available, and the overall scarcity of healthcare services in

many parts of Alaska.

it appears that the number of children who would be impacted by increased efforts lo

In general,
lhe

raise participation rates among those currently eligible for EPSDT services may exceed
increases that are possible strictly from mandating commercial coverage of well-child exams.
According lo data from the U.S. Census Bureau, expanding Denali KidCare income guidelines lo
200 percent of federal poverty guidelines would likely increase by several thousand the number of
uninsured children who are eligible for services. 0 However, increased education about available
benefits and expanding eligibility do little to address the shortage of healthcare providers in
certain areas cf the state Although we located no Alaska-specific research in this regard, the
healthcare system in many parts of the state likely could not sustain substantial increases in
comprehensive EPSDT services. In addition, expanding publicly funded services will clearly
increase a Medicaid budget that is already seen by many as being too costly and growing at too
fast a rate. It is worth noting, however, that the national average annual per capita spending on
children in Medicaid is. at 51.315, about one-third that of other enrollees at 54,011. Also, historic
costs per child are less, on average, for Medicaid than for private insurance.3L

As you know, Chapter 34 SLA 2003 reduced the household income limits for uninsured children
and pregnant women from 200 percent of the federal poverty guidelines for Alaska to 175 percent
of the guidelines, and converted that percentage into dollar amounts. As a result of this change,
fewer children and pregnant women were eligible for Denali KidCare. The federal poverty
guidelines typically increase over lime, so the income limits, which are fixed at 175 percent of the
2003 guidelines, are only about 160 percent of the 2006 guidelines and 155 percent of the 2007

If the federal poverty guidelines continue to increase, Alaska's income guidelines for

guidelines
thereby

Denali KidCare wil' continue to fall as a percentage of the federal poverty guidelines,
excluding additional residents from coverage

Seu, lor oxampio, [0 4-5 of Provost Rotors

-1Tins report is available* oniino at
http/ a«VWem; hhs govAledKOi'iUoriyHenocllcScm-OiJStotcAsenayttotfponsibiMiesittp
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Conclusion

The policy question of whether to mandate commercial insurance coverage of well-child visits in
Alaska is a highly complex one. A comprehensive review of the question would include an
actuarial analysis of the cost-effectiveness of requiring such coverage. Such a review may also
include considering ways to expand public health coverage and use of well-child exams for both
Ihe currently eligible population and those below a certain level of income not currently receiving
such benefits. Other states that have mandated benefits require an exam schedule that is based
on, but is more limited than, that suggested by the American Association of Pediatrics. Some mix
of these strategies may provide the preventive care Alaskan children need—particularly those in
low-income families—while avoiding driving healthcare policy premiums and the Medicaid budget

to unacceptably high levels.

I hope you find this information to be useful Please do not hesitate to contact us if you have
questions or need additional information
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Investing in Maternal and Child Health: An Employer's Toolkit.
Published by (he National Business Group on Health, 2007.

Part 1, Page 3

Over the past 15years, “evidence of effectiveness™ has emerged as a key factor in health benefit
investment decisions. Employers interested in “smart purchasing” have developed benefit plans
that support and inccntivizc evidence-based or evidence-informed services.

Part 2, Page 11

Increasing healthcare costs and stagnating quality have led many employers to shift their focus
from budget-hased allocation decisions lo value-hased purchasing strategies. Value-based
purchasing brings together information on the quality of healthcare, including health outcomes
and health status, with data on the dollar outlays going towards health.

Because preventive services can prevent or reduce the need for treatment they provide a cost-
offset. Employers who invest their healthcare dollars in screening, counseling, and preventive
medications may he able to avoid spending healthcare dollars on treatment. In some cases, where
the cost of screening is less than the cost of treatment, employers may be able to save healthcare
dollars by investing in preventive services

Part 2, Page 18-19, 24-25
In an actuarial analysis, the National Business Group found that Well Child Services,
Immunizations, and General Preventative Services were all cither eosl-cflective or cost-saving.

Part 2, Page 33-36,45-46
Well Child Services, Immunizations, and General Preventative Services arc all included in the

Recommended Minimum Plan Benefits.
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Investing in M aternal and Child
Health :: A B usiness Im perative

EXECUTIVE SUMMARY

The Business Case for Investing in Maternal and Child Health

Ever-increasing healthcare costs are forcing companies to explore alternative benefit designs
and health promotion strategies for employees and their dependents. To reduce costs,
employers are asking beneficiaries to manage their healthcare expenses and take on a consumer
role in healthcare decision-malting. Employers are also focusing on particular sub-groups of
their overall beneficiary population to identify opportunities to improve health status and

reduce cost. One important, yet commonly overlooked sub-group, is child and adolescent

dependents and pregnant women.
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Investing in Maternal and Child Health: A Business Imperative

Maternal and child health is important to business. Maternal
and child healthcare services (e.g., labor and delivery,
childhood immunizations) account for SI out of every

$5 large employers spend on healthcare.1furthermore, a
substantial proportion ofemployee's lost work time can be
attributed to children’s health problems. And pregnancy isa
leading cause of short- and long-term disability and turnover
for most companies,*

Improving the health ol children, adolescents, and childbearing-age women benefits employees in at

least four ways:
1 Lower healthcare costs. Ile.tlthy women and children use fewer costly healthcare services

(such as hospitalization) and thus have lower total healthcare costs,

. Increased productivity. Parents of healthy children miss fewer workdays than those with ill

children. As such, they are Kss likely to take family medical leave, personal sick leave, or paid
time offdue to a child's health problem. They may also be more productive at work because
they do not suffer stress related to carcgiving.

. Improved retention/reduced turnover. Women who have healthy pregnancies (pregnancies

without complications) are able to work longer during their pregnancy and return to work
sooner after delivery as compared to women who sutler complications. Similarly, parents

with healthy children and adolescents are less likely to leave the workforce or cutback their
work hours compared to the parents of children with chronic illnesses or severe disabilities.

. A healthier future workforce. Ihe children and adolescents of today are the workforce ol

tomorrow. Many chronic diseases, lor example obesity and mental illness, put children at
risk for a lifetime of health problems. Kmploycis benefit (Irom lower healthcare costs and
improved productivity) when the people in the community or region where they recruit are
healthy.

lutvsiine in Mitertuil,md ( J'ifd Health includes information, resources, and tools employers can use
to improve the health ol their beneficiaries. This toolkit includes:

Recommendations on evidence-informed, comprehensive health benefits to support child,
adolescent, and pregnancy health (Part 2).

(,'ost-impact assessments of the recommended benefit changes (Part 2).

Data on the cost of maternal and child healthcare services (Parts 2 and 4)

I he business case for investing in child and adolescent health, healthy pregnancies, and
primary care services tor ail beneficiaries (I’art *1).

fools employer can use to develop a maternal and child health strategy, commuuh ate

the value ol elicit maternal and child health benefits, and link maternal and i liild health
outcomes to nigaui/ational petformance (Parts Aand ).

Strategics employers ian use to effectively cominunii ate with beneficiaries, and tailor existing
health programs and policies to the unique needs ofchildieu, adolescents, and prcgr.aut
women (Pail 3).

Health education information specific illy developed fir beneficiaries (Part (>).



Improving Maternal and Child Health

Maternal and child health refers to the health and health care of:
* Preconception women (women of childhearing-agc prior to conception);
* Pregnant women;
e Postpartum women (women who were pregnant in the previous year);
e Children (birth to 12 years) and adolescents (aged 13 to 21 years), including those with

special health care needs.

Benefit Design Opportunities
Benefit managers, charged with selecting and implementing health benefits, struggle with complex

and sometimes contentious resource allocation decisions. Hach year, benefits department staff'must
decide which healthcare services to cover in their plan(s) and at what level. Typically, these decisions
are a function of cost, employee and/or union negotiations, and tradition.

Over the past 15 years, “evidence of effectiveness” has emerged as a key factor in health benefit
investment decisions. Employers interested in “smart purchasing” have developed benefit plans

that support and incentivize evidence-based or evidence-informed services. Many evidence-
based benefit guidelines have been developed for adult care; far fewer arc availabl «to inform the
design of maternal and child health benefits, increasing healthcare costs, stagnating qua lity, ami
pressure from globalization have also led employers to shift their focus from budget-based allocation
decisions to value-based purchasing strategies, hmplovers are beginning to see health benefits as an

investment, not merely a cost.

flic provision of evidence-informed, high-value maternal
and child health benefits, and innovative, family-friendly
svorlc/lifc benefits may help employers improve the health
ofchildten, adolescents, and pregnant women, and the
prodttc tivity of employee

Tho Muternetend Child Health Plan Benefit Model

lhe Maternal and (ihild Ilealtli Plan Benefit Model (Plan Benefit Model) is the cote component
of this toolkit, Ilte Plan Benefit Model is an evidence-informed, standardized, equitable, and
comprehensive health benefits pat kage trcatcd spec die ally for childteu, adolescents, and ptcgnant
women. It emphasizes prevention and eatly detection, aims to reduce employee cost barriers to
essential care services, and strives to balance employee afioidahiliiy with employer sustainability.

I he Plan Benefit Model is the National Business (lump on Ilealtlt's (Business (irotlp's)
recommendation on minimum health, pharmacy, \< ion, and dental benefits. It includes guidance on
cost-sharing arrangements and other infbtmatiou pertinent to plan design and administration.

Concepts of evidence and value have helped balance health benefit decisions in recent years.
I lowever, the cost impact of benefit modification remains a critic al lactut in employers' resume?
allocation decisions. Pinthermore, the potential cost-olfsets ol investing in prevention and early



Investing in Maternal and Child Health: A Business Imperative

detection arc frequently overlooked. To address these issues, the Business Group sponsored an
actuarial meta-analysis of the Plan Benefit Model. This analysis estimated the cost impact of the Plan
Benefit Model recommendations on typical large-employer PPO and HM O plan types. The analysis,
presented in Part 2, provides cost-impact assessments for (a) the entire Plan Benefit Model, (b) each
service category (e.g., preventive services), and (c) each recommended benefit (e.g., immunizations),
Employers can use this information to estimate the cost implications of adopting the Plan Benefit
Model recommendations for their own covered population.

Variation in Benefits
While virtually all large employers provide health benefits, there is wide variation in the structure of

benefits and coverage levels. While tailoring can be used to meet diverse needs, variation can also lead
to fragmentation, beneficiary confusion, and administrative costs. The extreme cost, quality, and access
variation seen in the marketplace today suggests that employers arc not maximizing their investment

in health benefits. Employers may be able to improve their return on investment in health benefits

by improving the alignment between health benefits, organizational strategy, and internal operations.
Part 3 includes tools to help employers evaluate the relationships between maternal and child health
outcomes and organizational performance, implement and track Plan Benefit Model recommendations,
and design and evaluate other maternal and child-focused he.tbh and work/life benefits.

Beneficiary Engagement Opportunities

Experience has shown employers that providing comprehensive health benefits is not r T ’cicnt to
enstue good health lor any population: engagement, appropriate utilization, and qual. \ are necessary
factors as well. In order for beneficiaries to become engaged in health promotion and healthcare
decision-making, they need education on the importance ol these activities, resources and tools,

appropriate incentives, and employer support.

The idea behind engagement is simple. Beneficiaries will make better healthcare decisions il they are
equipped with:
I. 1he knowledge necessary to understand their personal (or their child’) health needs and
unique health risks; and
I he inhumation required to make ellective healthcare decisions, for example information on
cost and quality.
Many employers have successfully developed strategics to engage employees; lew have effectively
engaged dependent beneficiaries, Parts i, T and () present strategics employers can use to engage
dependent benefitiatics in health promotion and healthcare decision-making.

Overlooked Benefits: Child, Adolescent, and Maternity Care

Employer sponsored medical benefit plans were originally developed to protect employees from the
catastrophic costs of unplanned illness and injury. ()vei time, these "health iiisin.ince’ plans evolved
into " health coverage" programs as tiny began to provide access to basic healthcare services, preventive



services, and ancillary services such as medical equipment, denial care, and vision care." Today, most large
employers offer a robust benefits package that typically includes:

9 Healthcare coverage (general medical; prescription drugs; specialty services such as behavioral

health, dental, and vision care; and disease management services).

« Disability benefits.

e Employee assistance services.

« Wellness programs.
These programs are designed to provide health or health-related services that address specific
employee and employer needs.

Employer-sponsored health coverage programs, past and present, have focused mainly on the needs

ofworking-age adults. Benefit plans wctc structured to provide care to adults, and the unique health

care needs ofchildren were largely ignored. Consider die following examples regarding care for
children and pregnant women:
« Children generally receive care in different settings than adults; they are more likely to

need provider office visits, home health services, and school-based care, and less likely

to need prescription drugs or
hospitalization.

« The type and intensity ofrequired
care differs as well. Eor example,
comprehensive well-child care,

(essential preventive care), requires
26 provider office visits and at least
37 immunizations during the first
21 years o f life."4s These critical
healthcare services are a long-term
investment; they set the stage for a
lifetime of good health.

e« Children with special health care
needs (approximately 12.8% of
children under the age of 18)
require intensive and/or specialized
care. These children suffer from
complex problems that are often
best addressed by a healthcare team
that sail integrate necessary health, education, and social
services.

« Research shows that preconception health affects
pregnancy health and the health ol infants and children.
Therefore, child health requires a long-term perspective
and an investment in women?’s health and well-being.

Typical employer-spons red plans do not adequately account for

iluse differences in either plan design or cost-sharing strategies.
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Employer-Sponsored Health Coverage Pertinent to Maternal
and Child Health

Dependent Coverage

Typically, employer-sponsored plans

arc open to qualifying employees

under die age of 65, their dependents

(children, and spouses or domestic

partners), and occasionally retirees.

Virtually all large employers provide

maternity benefits (i.e., coverage for

prenatal care, labor and delivery, and

postpartum care). Dependent coverage for children varies by age, school status, and other factors.
M ost large employers provide child dependent coverage bom birth, though adolescence, and into
young adulthood. In fact, 43% ol Business Group member survey respondents provide healthcare

coverage to dependent children through age 25, as long as the child remains a full-time student.b

Figure 1A: Child Dependent Age Cutoffs for Largo Employers

43% CUTOFF COVERAGE
lot WI t me students

29% CUTOFF COVERAGE 24% CUTOFF COVERAGE
unless no dependant tor wiMimoStudents
1Ba witme student

10% CUTOFF COVERAGE
5% CUTOFF COVERAGE nsjard csj of student status 5% CUTOFF COVERAGE 3% CUTOFF COVERAGE
rejtattfess ol suounl status ieflud!ess ol Student status regaraiosj ut student status
AGE 21 GE26

Souk n-fj.t; nil Bum; Gtoti;; mi llealth. f.litctKilm | Chlillfaith Bcitt'hls h'lirvr™ Wi..ttaujton. DC fljtional Rusmcss Group no liwitlt. J<Inij.i(y 2£X)&

Demographics
Pregnant W omen

In 2006, there were 55.9 million women of Ch“dbCﬂl’il”Ig-UgC (women aged IS to 44 years) in the

lhtiied States.Approximater6 million (1 1**) of these women betame pregnant and 4 million had
live births. In 1000, 65.0% of pregnant women had private health insurance, namely employer-
sponsored health coverage.”" Gertain sub-groups of pregnant women, forexample non |Ilispanic

white women and women with incomes 30 1'hi or more above the Federal poverty line, were even

more likely to be privately-insured (74.S')a and 92.1% respectively).



Age 0*3

Children and Adolescents
In 2006, there were 73.7 million children in the United
States between the ages ol 0 and 17 years, accounting z Age
for 25% ol the total population/ In 2005, 57.8% 13% 4'12
ofthese children had employer-sponsored health
coverage.gAccording to Business Group surveys, child
' 9% — Age 13-18
and adolescent dependents (through age 25) generally
comprise about one-third ofa large employer’ total
-A ge 19-21
beneficiary population/’
Age 22-25
Children with Special Health Care Needs
Approximately 12.8% ofchildren under the age of 18
in the United States have a special health care need (a
chronic and severe health problem that requires more intensive or specialized care than children
normally require).lOChiIdren with special health care needs are only slightly less likely than
their peers to have employer-sponsored healthcare
coverage. Children with special health care needs
are an important parr of an employer’ beneficiary
population because they:
« Experience complex, chronic, and severe
health problems, which can be difficult to
manage.
¢« Use more healthcare services than other children and thus have higher overall healthcare
expenditures.

« Experience more sick days than other children and require additional office visits and

hospitalizations, which results in lost productivity and absenteeism for their parents.

Pregnancy-Related Healthcare Costs: An Overview

lluting 2003, 70% of females had at least one healthcare expenditure. Pregnancy is a major cause

of health cxpeiuliunes among women ofchildbearing-age.l

Il he total cost of a pregnancy includes physician/provider services lor prenatal care and labor and
delivery; hospital or birth-center fees for labor and delivery: laboratory and diagnostic testing

costs; medication; and postpartum care. The total cost of a pregnancy is difficult to estimate due to
different provider payment methods (e.g., capitation); extensive regional differences; and variance in
the ptoccdui'cs. medications, and screening services women and their newborns receive. According
to a rccenr study of women with employer-sponsored health coverage who delivered a baby in

200 i, prenatal cate and maternity-related hospital payments comb'mcdaveraged 57,737 for a vaginal

delivery and .510,758 for a cesarean delivery (these figures include patient out-of-pocket costs).1'
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In 2000, the average hospital charge for labor
and delivery was $6,200 (this figure does

not include charges lor the newborns care).
Other types ofobstetric hospital stays included
antepartum care (average charge $6,900),

care related to pregnancy loss (average charge

$<$,200), and postpartum care (average charge $8,900).12 A nother study using 1996 data included
infant costs in their analysis and found that labor and delivery costs averaged $ 12,770 among women
in employer-sponsored -ians. 11T he costof delivery for a full-term healthy infant averaged $8,593, and

the cost ofdelivery fora full-term infant with complications averaged $13,713.M

Prematurity isone of the most expensive complications of pregnancy. The cost of delivery for a

preterm infant averaged $21,052 in 1996, and the cost ofdelivery for an extremely preterm infant

averaged $63,256."' " In 2003, the care of premature or low-birthwcight babies accounted for nearly

half of the $36.7 billion dollars spent on hospital care for infants. Nearly halfofall charges related

to prematurity fall in the laps ofemployers and other private insurers. In fact, each year employers

spend approximately $9 billion dollars on claims related to prematurity.tG

Healthcare Costs for Children and Adolescents: An Overview

In 2000. national healthcare expenditures for children and adolescents totaled $67 billion. Among

children who used any type of healthcare service in 2000, the average medical expense was $ 1,1 15

As iscommon in adult populations, a relatively small proportion of children are responsible fin the

bulk of total medical expenditures, h'orexample, while the average pcr-child healthcare expenditure

was $1,1 15 in 2000, the median expense was only $316.1'

By definition, children with special health care
needs use more healthcare .services than their
peers, lor example, children with special needs
have twice as many outpatient care visits as other
children.1' The increased service use results in
additional healthcare costs. Among children with
a special health care need, the average medical
expense was $2,498 in 2000, more than double

the average for all childten.

Healthcare Services Used Children with Special Health Care Needs All Children
Outpatient <llitcvi. 4 83 3% 07.4%
Emergency tlepailmtnl visit 16.3% 11.1%
If)D31ii'l htVsjiilal ..lay 0.0mi 2A .
Denial v sit 50.3% 44
IVsciipfinn medication 1(1.1% 451V

Source: O-.uVyIM Uh \Itm M il><HUIimtOiO '-kftenm h$/'< til Herts H' .tidlh !I"|iNo 71 R kv MI) Aj-- iy

for ItiMIllirato Ht m vdi anil Quality; »(X1G



Special needs sratus isonly one demographic
variable that affects healthcare use and healthcare
costs. Forexample, children living in rhe Northeast
and the Midwest are more likely to use healthcare

services and have higher healthcare expenses than

children in other areas ofthe country. W hite children arc more likely to incur medical expenses
than either Ilispanic or black children.17Age is also an important factor: very young children (0

to 5 years) are more likely to have healthcare expenditures than older children (6 to 11 years) or

adolescents (12 to 17 years).ll

More than 4 million hospitalizations per year could be prevented by improving primary care, increasing
access to quality treatment, and encouraging Americans to live a healthier lifestyle.
In 2004, spending on pedialiic conditions included'

«Short-lerm diabetes complications (§GL million)

o Asthma (8326 million)

«Gastroenteritis f($241 m|II|or3 -

e Urinary tract infections ($109 million)

While hospital admission rates for some of these conditions have reminded stable or declined, trealmenl
costs for oihers have risen dramatically. For example, between 1997 and 20048

«Diabetes complications costs rose more than 50%, from $40 to $61 million.

*Pediatric gastroenteritis costs rose 10%, from $219 to $241 million,

«Urinary tract infection costs rose 27%, from $86 tn $109 million

Em ployer-Sponsored Healthcare Coverage Costs

The cost of employer-sponsored health plans increased dramatically through the late 1980s and

1990s. llealrhcare cost increases peaked in 2002, svheu the cost trend reached \4.7%.vV' Since 2002,

costs have stabilized; yet large employers still lace steep annual increases.1’
In 2005, large employers, on average, paid $6,658 per employee enrolled in an IINK) plan and
$6,518 peremployee enrolled in a 1'I’O plan (refer to figure It!) (note this isa summary of

individual and family coverage and does not include costs for some specialty behavioral health
services, or dental or vision care).l’lln 2007, the total average cost of coverage was approximately

$4,360 for an individual and $ 12,1 11) for a family (these figures include employer iiutliemployee

premium costs). 1
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Figure 1B: Large-Employer Healthcare Cost Increases, 1990-2008

1999 2000 2001 2002 2003 200-1 2005 200G 2007 2008

Source: National Business Group on Health, Walson Wyatt Worldwide. 2007 Dashboard tor Success: Ho,v Best Pertormeis Do Il 12th Annual Survey
Report Washington, DC: Walson Wyatt Worldwide: 2007.

Figure 1C: Large-Employer Healthcare Costs by Plan Type, 2005

x et e Single ~ Famly  Single  Famly  Single  Family
HVO Sod2 $2,598 $3472 8,741 $u4 $11339

PPO $709 $2,628 $3,618 $9,124 $326  $1L752

All Plan Types $089 $2,658 $3550 $917 $239  $11575

Note: Large oivpbycr ,videfined as any employer with mute than 200 employees.
Source: Hsi.tyJ Kii: «r I.wily t oundation, I'eallh Ro: inrr.ti 7,! ducalin Trust, iImphiycr Health Benefits 2006 Annual Swvcy Menlo Park, CA: lleuiy

u.

J Kaiser ramify inundation. Heattti Research A I duration Trust: 200G

For years employers have used employee cost-sharing to contain healthcare costs. In fact, growth in
healthcare premiums has consistently outpaced both inflation and growth in workers’earnings for
the past .2(I years.'lbetween 200(1 and 2005, the cost ol buying coverage lor an employee (i.e., the

employees share ol the premium) increased (11% ($273) tor single coverage and 60% (£071) for

family coverage.”

Family out n| pocket
costs fot medical c.ne
are also on the rise.
In 2003. 1iS.2°0 of
families covered by
employer-sponsored
health benefits spent

10% or more of their

o 10



annual income on medical expenses (premiums and copayment/coinsurance), compared to 14.2% in

1996.21 This represents a 28% increase over 8 years.

W hile employee cost-sharing is an effective cost-coiuainment strategy, many experts believe that
employers have maximized the financial benefir ofcost—sharing.23 High cost-sharing, specifically

high premiums, can price some families out ofthe market. Similarly, high deductibles, copayment/
coinsurance requirements, and out-of-pocket maximum amounts may force families to delay or forgo
care. One ofthe primary purposes of the Plan Benefit Model is to balance employer sustainability
and employee affordability. The Plan Benefit Model aims to ensure beneficiary access to essential care

services by removing beneficiary cost barriers wherever possible, all without increasing employer costs.

Em ployer-Sponsored Maternal and Child Hejalth Benefit Costsl

To provide data on the cost of maternal and child healthcare services for a typical large employer in

the United States, PricewaterhouseCoopers (PwC) developed a cost projection model. This model

included data from PwC '’ proprietary health insurance cost model and the Mcdstat database.

The Medstat: database used in this analysis included information on the experience of3 million
members covered by large-etnployer healthcare benefit plans during 2004. This data set represents

a typical distribution ofenrollment by plan type (HM O, PPO, POS, and indemnity plans) and

average cost-sharing provisions (deductible, consu ranee, and copayment). The data was normalized

to reflect the typical level of costs for a hypothetical population of 120,000 beneficiaries (refer to

figures 1p, 1. and 1F).

Children and adolescents
>u ’ Average Annual Cqst of Benefits For

comprised 33% ofthe
Covered Children ;and Adolescents

e wegsi ot g mere Newborrs (01 ) $4629
Children (1-12 years) 872

responsible for 14.7% of total

costs (549.5 million) (refer Adolescents (13-18 years) $1,125

to Figure ID). Children and

adolescents’ use of healthcare Al Children (0 18years) §1,258

services, and the associated

costs, were highest in the

fitsi year of lile (including birth) and during late adolescence. | fealthcate services for children and
adolescents were responsible for 16% of inpatie nt costs, 12% of outpatient costs, 18% ol professional
services/office visit iosts, 1()"i> ol press, ription drug costs, anil 24% ol antillary service costs.

Females comprised 54.6% ol the adult beneficiary population and were responsible for 64.3%

of adult-related costs. M aternity benefits, in< hiding prenatal and postpartum care services, were

responsible for 3.8% (512.7 million) of total plan costs.
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Figure 1D: Health Plan Benefits for Large Employers, Average Benefits
for a Plan with 120,000 Beneficiaries, 2004

Benefits for Children
= $49.5 Million

Adult Female Non-Maternity Benefits
= $171.5 Million

Noles: The plan enrollment for this data includes active employees, retirees under 65, and COBRA participants. Dental benefits are not

included. Benefits for retirees 65 and over are not included.
Source: PricewaterhouseCoopers LLP. Actuarial Analysis ol the National Business Group on Health's Maternaland Child Health Plan

Benefit Model, Atlanta, GA: PricewaterhouseCoopers LLP, August 2007.

Figure 1E: Beneficiary Healthcare Costs for Children and Adolescents, by Age, 2004

Average Inpatient Outpatient Professional Prescription Ancillary

Age Grou
g P Number of Hospital Hospital Services Drugs Services

(Years)
Beneficiaries Services Services

00-00 1664 $2,108 $242 $1,537 $67 §74
01-04 5199 $Lr $23%5 $569 $107 §58
0509 1613 $9 $154 $309 $135 %1
10-14 9,450 $126 $156 $307 $183 il
1519 10,09 $249 $219 $#12 $249 $94
20-25 5,342 $367 $357 $493 §383 $110
Total 39,367 $301 $228 $446 $203 $79



Figure 1F: Total Plan Costs, by Age, 2004

Average Inpatient
Age Group Number of /Hospital
Beneficiaries ( Services

Children 39,367 $0,860,067
| | L |
Adults 80,633 $62.093.331
Al
120,000 $73,953,399

Beneficiaries
Distribution of Benefits 220%

Children's %
of Total

33% 1C%

The 2004 data shown above was one ol the primary sources used to project
plan costs lor 2007. T he updated 2007 plan costs were used to estimate the

Benefit Model’s recommended changes in plan design.

.Outpatient
Hospital
Services

$8,992,537

$64,069,727

$73,052,264
21.7%

12%

recommend plan design changes, refer to Part 2.

Professional
Services

$17,572,525

$81,467,397

$99,039,922

29.5%

18%

Health-Related Costs for Em ployers

For more

*

Prescription
.Drugs

$7,979,406

$68,911,505

$76,890,911

22.9%

10%

information on

Ancillary
Services

$3,101,806

$10,021,403

$13,123,210

3.9%

24%

Total

$49,506,342

$286,563,363

$336,069,705

100%

15%

the average health

impact of the Plan

the cost impact of

fn addition to health plan expenditures, employers pay for specially services such as dental, vision,

and mental health care; disease management services; short- and

associated with absenteeism, lost productivity, and turnover.

W orkplace Burden

long-term disability; and costs

A substantial proportion ofemployees lost work time can he attributed to child health problems.

Research shows that child illness and

significant work interruptions/' Working parents with young children

injury

result

in absenteeism,

tardiness,

leaving work early, and

in childcare typically miss 9

days of work annually due to child illness; the parents ofelementary-school-aged children miss up

to 13 clays of work annually due to child

illness.r’These

missed work clays result in lost productivity costs lor

employers. In fact, employee absences due to childcare

breakdowns cost businesses in the United States

approximately S3 billion dollars every year.

The parents of children with special

are particularly vulnerable to lost work time.

W hen

health cate needs

asked about their experience during the previous year, parents ol special needs children

report an

average of 20 missed school/childcare days, 12 provider office or emergency department visits, and

1.7 hospitalizations.*70ne study found that the mothers of children with a developmental delay or

disability (e.g., cerebral palsy, autism)

lose around 5 hours ol work each week, totaling 250 hourrg

per year. This translated into lost productivity costs of$3,000 to $5,000 a year (assuming an liottrh

employee cost ol $12 to $20, including fringe benefits).:H
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The workplace burden ofchildhood illness

is highesr among the parents ofyoung
children, due to the increased rare of illness
among young children and their inability

to care lor themselves. liliness, injury, and
disability among adolescents also result in lost
productivity for parents and subsequent costs
for employers. Adolescent injuries are the most
expensive injuries of any age group and require
a significant amount of care. The parents of
these adolescents olren lose work time in order

to care for their child in the hospital and during the rehabilitation process. Unique issues of

adolescence such as serious mental illness, substance abuse, and unintended pregnancy can cause

significant parental stress.

both child and adolescent
health problems can result in
work cutback or. in extreme
cases, an early exit from the
workforce. Research shows
that work/tile benefits can
support families struggling
with acute or chronic: illness
or injuries.]l These benefits
can reduce turnover and

improve productivity. 3i,'6

Family-Friendly Benefits

Employer sensitivity to family issues is strongly associated with increased job satisfaction atul loyally.

A 2000 America @ W oik .survey found that several family-friendly benefits were independently

related to organizational commitment. Employees who had access to (a) flexible work schedules, (b)

preventive medical care, and/or (c) childcare for sick children, even when they did nor personally
use these benefits, showed a stmnger commitment to their organization and .l.significantly lower

intention to quit than employees without access to these benefits.'"

family-friendly benefits are alsn a means of recruiting employees and promoting, prndiu tivity (refer

to figure I(i). In a recent study, tcsean hers evaluated the imp.n tol lour types of family-friendly

benefits: prenatal programs, worksite l.u tatioii piogtams, sick childcare, and flexible working

arrangements. All font benefit types svete found to itu tease employe! attractiveness, furthermore,

flcxihle working arrangements were found to improve productivity, and prenatal programs ami

lactation programs were found to reduce oveiall healthcare costs/ 1



Figure 1G: Family-Friendly Benefits Offered by Large Employers, 2005

P V- I e
. Percentage ofLarge,
Type Family-Friendly Benefit Employers who
, ot i iOffer Benefit
Flexible Work Schedule Flextime 56%
N . * T ek
Bring child lo work in an emergency 18%
Leave Programs Paid family leave 39%
Fry<: . Family leave above and beyond that
28%
n’ > -y required by Federal FMLA
Parental leave above and beyond that
18%
required by Federal FMLA
Childcare Benefits On-site childcare center
fto " . * o\ Emergency childcare
12%
(center open to sick children)
Company-supported childcare center 11w
Other Lactation program/designaled area 28%

Source: Burke ME 2005 Benefits Sum y Report. Alexandria, VAlSociety lor Human Resource Management 2035

Summ ary

Hmployers have a unique opportunity to improve the health of women anti children through health
benefit design, beneficiary education and engagement, and health promotion programs. lhis toolkit
provides employers with the information and tools they need to design and implement evidence-

informed, comprehensive health benefits; effectively communicate benefit offerings to beneficiaries;
educate beneficiaries on the importance of health promotion and disease prevention; and link these

activities to organizational success.
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The M aternal and Child
H ealth Plan Benefit M odel:
Evidence-Informed C overage

Health plan benefit design recommendations
to improve the health of children,
adolescents, and pregnant women.

. Plan implementation guidance -
plan administration information,
cost-sharing provisions, and key
definitions.

. The Maternal and Child Health Plan
Benefit Model -recommendations on
minimum health, pharmacy, vision,
and dental benefits; and abbreviated
cost-impact assessments.

. An actuarial analysis illustrating the
financial impact of the M aternal and
Child Health Plan Benefit Model on
both PPO and HMO plan designs.
Employers can use this information
to estimate the impact of the Maternal
and Child Health Plan Benefit Model
recommendations on their covered
population.

. A cost-offset addendum that provides
economic data to support the cost-
effectiveness of prevention and

early detection.



M aternal and Child H ealth

Plan Benefit M odel:
E VL gdid e\ n s Fl&@d coverage

Plan Implementation Guidance Document

This document provides a description of the Maternal and Child Health Plan Benefit Model and guidance for its
implementation. Italso includes an actuarial analysis illustrating Ihe financial impact of the Maternal and Child Health Plan
Benefit Model on hot!) HMO and PPO plan designs. Employers can use this information to estimate the cost implications of

adopting the recommended benefits in their own covered population.

Introduction ..ocevvenieniiniininnnnns

Plan Benefit Model Design: e
Development
Content and Data Sources
Review
Evidence-Informed Coverage

Plan Benefit Model GUIdanCe s
Covered Population
Referenced Health Plans

Covered Services

Plan Benefit Model Key Concepts
Cost-Sharing
Communication
Plan Structure

Key Definitions that Govern Plan Benefit Model ProViSions s
Medical Necessity
Children With Special Health Care Needs
Case Management
Experimental Treatment Modalities
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Actuarial Analysis
Purpose
Process

HMO/PPO BenChMArk M 00 e |
IIMO/PPO Benchmark Model Terminology

M aternal and Child Health Plan Benefit Model Actuarial Analysis. 14

Estimated Cost Impact of lho Plan Benefit Model
How lo Use the Actuarial Analysis Information

Explanation ol Terms Used in the Actuarial Analysis Documents
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Pricing Analysis of lhe Maternal and Child HealthPlan Benefit Model(HMO PlanDesign) 18

Pricing Analysis of IThe Maternal and Child HealthPlan Benelil Model (PPO PlanDesign)



Plan Implémengtion Guidahce Document

Introduction

The Maternal and Child Health Plan Benefit Model (Plan Benefit Model) proposes a set of evidence
informed, comprehensive, standardized, integrated, and sustainable employer-sponsored health

benefits for children and adolescents (ages 0 to 21 years), as well as preconception, pregnant, and

postpartum women.

The model includes recommendations on minimum health, pharmacy, vision, and dental benefits;

cost-sharing arrangements; and other information pertinent to plan design and administration. The
Plan Benefit Model isnot meant to he a gold-standard; rather, it is the National Business Group on

Healths (Business Group’) baseline recommendation on which benefits till large employers should

cover in niloftheir health plans.

The Plan Benefit Model was designed to:
1. Kncourage evidence-informed benefit design.
2. I'mphasize prevention and early detection.
3. Reduce employee cost barriers to essential care services.
4.Improve standardization.

3. Balance employee affordability and employer sustainability.

Plan Benefit Model Design
The Business Group used a multi-step process to identify, structure, and estimate the financial

impact of the health benefits recommended in the Plan Benefit Model.

Development

The Business Group established the Maternal and Family llealth Benefits Advisory Board (Benefits
Advisory Board) to develop and vet the Plan Benefit Model, and to provide guidance on the overall
project. 1he Benefits Advisory Boatd consisted of Id Business (Ir<up member medical directors,
benefit managers, and health promotion program stall; healthcare consultants; and delegates (torn
the American Academy of Family Physicians (AAF'P), the American Academy ol Pediatrics (AAP),
and the National Association ol Pediatric Nurse Practitioners (NAPNAP). 1lie Benefits Advisor,-

Board met between February 2()0(» and May 200 ‘to design and revise the Plan Benefit Modi I.

Content and Data Sourcos
The benefits recommended in the Plan Benefit Model were adapted from ilinical guidelines and

(ccommeudatious developed by 2K professional organizations, hcalthc.iie groups, and Federal In iltli

agencies (refer to Figure 2A). In order to promote consistency and st.mdaidi/.uinu, well child cate

benefits were modeled on the/American Academy ol Pediatrics' Hright I'ntU M (iuitirlinft (2,007. 3id

edition), which luitclions as the standard of preventive care in pediatric practices actoss the country.

W hen clitlieal guidelines and recommendations wcio not available, indiistty M.uidatd definitions and

benefit covetage limits wete applied. 1lie I ccicial | mpluyccs I lealth Benefit Plan (I I 1 IBP) was used



ax the industry standard default. FEHBR is the largest group medical plan in rhe United States and s

reviewed annually tor adequacy.

In situations where clinical guidelines or recommendations conflicted, the Benefits Advisory Board

reviewed the original documents and developed their own “expert opinion” statement.

Figure 2A: Organizations Cited in the Plan Benefit Model

Advisory Committee on Immunization Practices (ACIP)

Agency lor Healthcare Resea.cn and Quality (AHRQ)
American Academy of Family Physicians (AAFP)

American Academy o! Ophthalmology ( A A o )

American Academy ol Pediatric Dentistry (AAPD)

American Academy of Pediatrics (AAP)

American Association lor Pediatric Ophthalmology and Strabismus (AAPQS)

American Association ol Certified Ortlioptists (AACO)

American College ol Obstetricians and Gynecologists (ACOG)

American Dental Association (ADA)
American Dietetic Association (ADA)
American Medical Association (AMA)

American Psychological Association (APA)

American Speech-Language-Heaimg Association( A S H A )

Bright Futures Guidelines

California Healthcare Foundation (Ch'CF)

Center for Medicare and Medicaid Services (CMftS)

Centers for Disease Control and Prevention (CPC)

Eye Med

Federal Employee Hea'th Benefit Pbn(F U ‘BP)

Hospice FourJat.on ol Amer ca (HfA)
Kaiser Family Foundation (Kf F)
National Academy ol Neuropsychology (NAN)

National Hr aand Palliative CareO i g a m [/a tio n

us’ Services Health Care Stry  s(TirCate)
U S Breastfeeding Committee (USED)
rtmr  1lof Health and Human Services. Bureau of Health Prof

U G Pre.'ir t'.c Sf.'iv.C!; fa-k I vr.e (USPSN)

Review

I hi* Pl.iii Benefit Model was reviewed hy the Benefits Advisory Board. In addition, in ad hot
committee ol .’<)individuals and organizations reviewed the model and submitted comments and
corrections. These external reviewers provided additional expertise and guidance. Reviewers inc.In 1l
primary care providers; academic researchers; maternal and child health policy experts; patient and
family advocates; and am illaty service providers, iru hiding dentists, dieticians, vision providers, and

others. A full list of external reviewers is provided in the acknowledgements section on page iii.



Evidence-Informed Coverage
The Plan Benefit Model was informed by medical evidence. Some recommended interventions (e.g.,
ST I screening) are evidcncc-bascd. Other recommended interventions do not meet the stringent
criteria for being evidence-based, but nonetheless represent the best available information for health

improvement. These interventions are based on what iscalled “recommended guidance.”

Generally, the term “evidence-based" refers to medical
interventions (e.g., tests, procedures, medications) that
have been evaluated and determined to be effective.
This means the intervention has a measurable impact
on health outcomes: it prevents disease, reduces

mortality, or improves aperson’s functionality.

An intervention isconsidered “cvidcncc-bascd” whenl7:

e Peer-reviewed, documented evidence shows that the intervention is medically effective in

reducing morbidity or mortality;

« Reported medical benefits of the intervention outweigh its risks;

¢« The estimated cost of the intervention is reasonable when compared to its expected benefit; and

« The recommended action is practical and feasible.

Recommended guidance is based on the best available information about a condition, disease, or

health service, but lacks the scientific research support in order lo be considered evidence-based. Expert

opinion, expert panel judgments, and consensus opinion are all forms ol recommended guidance.

Evidcncc-bascd benefit design is an approach lor developing health benefits. Evidence-based

plans promote health care with icmonstrated effectiveness by providing more generous coverage

lor services supported by strong evidence, and less generous coverage for services that are unprovecn

or e idence indicates may be ineffective or unsafe." The Business (irottp and many individual

employers believe that this approach promotes quality and standardization, and helps reduce costs bv

eliminating waste.'

Evidence-based benefit design is a useful approach tor many areas of clinical care. Ilowever. it is

not feasible in all areas. lor many interventions commonly performed in the course of thild and
adolescent care, there are few, ifany, properly constructed studies that link the intervention with
intended health outcomes. | he absence ol evidence does not demonstrate a lack of usefulness,

however; it mostly reflects a lack ofdocumented study.* Many organizations and institutions ate

svoiking to fill these existing gaps in inhumation.*

I 'mil siientific iese.itilu.m be conducted employeis must find other ways to evaluate the usefulness and
appropriateness of iInk! health interventions. Recommended guidance (e.g., an expert opinion from a

leading ptofession.il nigani/atinn) isone important source of inhumation in the benefit design pmccss.



Evidence-based recommendations in pediatrics are limited due to3
® Unique ethical issues regarding the withholding of treatment from vulnerable populations. H\NOU|d_be
unthinkable for a clinician towithhold a Iong-st_andm freatment froma child in order to lest its utility

yet, that is what a true randomized controlled trial (RCT) would require. _
© 1 ower levels of research investment. Childrens healttt problems (compared to adult issues) are less
likely to be studied, and, when studlieg), the research is ot as well funded.
® Challenges o] research in children. Children are more dificult to study than adults. For example,
because childrens bodies change rapialy through the natural process of growth and development,
the effect of a given intervention (8., counselirig to promote weight loss in obese chilaren) can be

difficult to measure. , . . o
* Demographic challenges. Children aged 1to 5 years in the United States are the most diverse in

terms of race and ethnicity of any agé conort. * _ _
® Social determinants of health (€0, poverty, education, social support) impact chilaren to a far

Oreater extent than adults,

The Plan Benefit Model is based primarily on recommended guidance. For the purpose of

transparency, each proposed benefit carries an “evidence rating.”

Evidence Rating Level
Evidence-Based Research 1
Recommended Guidance 2

« Expert Opinjon
* Expert %;wl
« Expert Consensus

Feclerally Vetted 3
Indlustry Standard 4

Plan Benefit Model Guidance

Covered Population

I'lie Plan Benefit Model is designed to address the mhmnuM health care needs of a target population:
1. Preconception, pregnant, and postpartum women.
2. Children (Oto 12years of age) and adolescents (13t0 m.years ol age), including those with
special health care needs.
The Plan Benefit Model does not include recommendations on benefits for adult men (with the

exception ofvasectomy) or for adult women outside of the scope ol maternity care.

llie adolescent age limit (21 ycats) is consistent with commonly accepted definitions For
diflerentiating between adolescence anil adulthood.*““ Plan provisions for preconception, pregnant,
and postpartum women apply to adolescents who requite kproductive health services,

Benefit coverage for labor and delivery, which includes services for newborns, can be applied to the
mother and/or retrospectively to the newborn child once an application lor the child’s health covetage
has been completed. It isrecommended that the application for enrolling the newborn child he

completed and submitted to the employer’s health plan within 30 clays of birth,
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R eferenced Health Plans
The Plan Benefit Model was designed to support two common managed care plan designs: preferred

provider organizations (PPOs) and health maintenance organizations (HM Os). These two

plan designs were chosen because they are extremely common. As such, utilization and claims data

could be used for actuarial modeling purposes. The Plan Benefit model can be applied to other plan

designs, such as consumer-directed health plans (GD 1 IPs); however, restructuring would be required.

Covered Services

Covered services described in the Plan Benefit Model are designed to support a range of healthcare

services along a prevention - illness - chronic disease continuum . The covered services are organized

into five descriptive categories:

Preventive Services are designed to detect the existence of, or risk for, diseases, conditions,

and problems. These services include comprehensive health assessments; age-appropriate

screening, counseling, preventive medication, and preventive treatment; parent and child

education; and anticipatory guidance. The recommended preventive services address the

physical, mental, vision, and oral health care needs of the target population.

e Physician/Practitioner Services support the delivery ofcare by individual health

professionals who may or may not be affiliated with a group practice or hospital.

« Emergency Care, Hospitalization, and O ther Facility-Based Care address acute health care

needs. These services may be necessary to treat illness, address injury, or support pregnancy.

e Therapeutic Services / Ancillary Services include an array of specialty services that may be

performed in a practitioners office, the beneficiarys home, or in a healthcare facility.

« Laboratory', Diagnostic, Assessment, and Testing Services are used to determine the

presence, severity, or cause of an illness, or for diagnosing a specific illness, injury, or disability.

Plan Benefit Model Key Concepts

Cost-Sharing

Fmployce/etnploycr cost-sharing isan employer strategy designed to lessen the financial liability of

a health plan. While employee cost-sharing is an effective eost-containment strategy, many experts

believe that employers' have maximized the financial benefit of cost-sharing. |Ifigh cost-sharing,

specifically high premiums, can price some families out ol the market. Similarly, high deductibles

and copayment/coinsurance requirements may force families to delay or forgo care.

Kese.ua It has shown that as the cost of healthcare increases for beneficiaries, utilizatio' of t "'necessary

iinn essential care decieascs, W hen beneficiaries forgo preventive care or delay seeking cate lor an

acute problem, there is a teal risk that the problem will become exacerbated over time. In the end,

the beneficiary is likely to require more intensive and expensive care than would have been requited

had he 01 she sought cate when symptoms first emerged.

lhe Flan Benefit Model supports access to essential care setvices by removing benefic iary cost

barriers whcrcvei possible. The Plan Benefit Model aims to balance employe «affordability and

employer sustainability.



Growth in healthcare premiums has consistently outpaced both inflation and rovvth |n Workers’ earnm?s tor
the oast 20 years.8Between 2000 and 2005, thé cost of mg covergge for e efgnq £, the employee}
share of the premium) increased 61% ($273) for ingle coverage and’s ? lly coverage. 9Family
out-of-pocket costs for medlical care are also on the, r|se In2003,18.2% of am|I|es g emplo er-sponsored
health coverage spent 10% or more of their annual income on medical expenses épremmms and copayment/
coinsurance), compared to 14.2% in 199. This represents a 28% increase over 8 years.8

Typical cost-sharing methods include: premiums, deductibles, copayment or coinsurance, annual

out-of-pocket maximums, and/or lifetime maximums. The Plan Benefit Model includes the following

cost-sharing recommendations. These cost-sharing provisions were included in the actuarial analysis,
with the exception of recommended premium and out-of-pocketamounts.

e Preventive Services. The Plan Benefit Model recommends zero cost-sharing for preventive

services to avoid real or perceived financial harriers, and to increase utilization.
the

e Premium. Ifemployers require employees to contribute toward the cost of health benefits,

Plan Benefit Model recommends an amount between 15% and 25% of the total plan cost.10
In 2007, the average cost of coverage was approximately $4,360 for individual coverage and
$12,110 for family coverage (these figures include employer iturlemployee premium costs).]l

Twenty percent (20% ) cost-sharing was applied to these numbers in order to calculate the
following recommended premiums:

) Individual (1): $870

> Individual plus one dependent (2): $1,740

0 Family (3+): $2,420
If a higher premium amount isrequired, the Plan Benefit Model recommends lowering
the maximum out-of-pocket limit by a similar percentage. The Platt Benefit Model also

recommends using scaled premiums that are consistent with an employers salary handing

methodology.
« Deductible. The Plan Benefit Model recommends againstusing deductibles because they

can he cost harriers to essential services. Ifa deductible must he used, one amount should be

collectively applied to all covered services described in the Plan Benefit Model.

* Out-of-Pocket OP) Maximum. O OP maximums protect beneficiaries from mounting cost-

sharing requirements (premium costs and copayment/coinsurance). Ifan employer includes a cost-

sharing provision, the Plan Benefit Model recommends the following annual total O O P schedule*:

1 Individual (1): $2,37(1 total ($1,500 maximum copayment/coinsurance, plus $.870 premium).
> Individual plus one dependent (2)2 $5,420 total ($3,000 maximum copayment/

coinsurance, plus $1,740 premium).

> Family (3 0:$5,420 total ($3,000 maximum copayment/coinsurance, plus $2,420 piemium).
‘Note that these recommended O OP maximums include dental and vision out-of-pocket

expenses; they do not include out-of-pocket pharmaceutical costs.

¢« Copayment. The Plan Benefit Model reeonunends acopayment schedule for the I'I'M ()

model. (Inpayments are a disincentive to the overuse of certain healthcare services; they also

scale out-of-pocket spending with service use (i.e., beneficiaries who use more healthcare
services are required to pay more in out-of-pocket costs than those who use fewer services).
This schedule excludes preventive care, and is sealed to correspond with the cost and

utilization frequency of the service category. Plan partiiip.ints are proteited from excessive

copayment costs through the O OP maximum noted above.
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e« Coinsurance. The Plan Benefit Model
recommends a coinsurance schedule for the
PPO model. Coinsurance isa disincentive
to the overuse ofcertain healthcare services;
it also scales out-of-pocket spending with
service use. This schedule excludes preventive
services, and is scaled to correspond with the
cost and utilization frequency of the service
category. Plan participants arc protected from
excessive coinsurance costs through the O O P
maximum noted above.

* Annual/lifetime caps are excluded from the

Plan Benefit Model for reasons ofequity.

Communication
Employer-sponsored health plans subject to the
Employee Retiremcnr Income Security Act (ERISA)
of 1974 are required to provide plan participants with
specific information about the benefits to which they
are entitled, including covered benefits, plan rules,
financial information, anil documents about plan
operation and management. The Plan Benefit Model attempts to support the regulatory provisions
contained in 29 CFR - CHAPTER XXV -PART 2520 regarding the publication of health plan
provisions in a summary plan description (SPD). Employers are encouraged to develop their own plan
administration rules regarding the following items, which are not teferenced in the Plan Benefit Model:
i COBRA eligibility and administration procedures.
= Claims administration procedures.
> Eligibility requirements.
i Provider network administration rules.

m | )etails regarding plan sponsorship, governance, and termination provisions.

Plnn Structure

. Il he Plan Benefit Model recommends that group care be reimbursed as a covered service.
<itoup care allows for multiple plan participants to be seen at the same time by an individual
provider or healthcare team. (iroup care isa com-effective means ofcare that can improve
quality and timeliness in specific situations. Croup care is most relevant for education-based
services such as nutrition counseling or antic ipatury guidance. Employers are encouraged
to develop administrative procedures and set reimbursement levels with their plan
administrator(s).

e« The Plan Benefit Model also teiomniends that care delivered by a “healthcare team 'be
reimbursed as a covered service. A healthcare team is a group of healthcare professionals
who work together to recommend diagnoses or treatments. Catrrently, claims for services
delivered by two or more providers on the same day lor the same diagnosis are frequently

denied. I lie denial of such claims inhibits efficient referrals (e.g., the immediate referral from



a primary care provider to a mental health specialist) and coordinated care.

« A network, for the purpose ofa PPO oran HM O, is typically a geographic area designated

by the employer or the health plan. Providers and provider services are classified as being “in-

network"” or “out-of-network.” The Plan Benefit Model provisions recommended here only

cover in-network providers and provider services. Employers should apply theirown out-of-

network provisions, as appropriate.

Plan coordination. The Plan Benefit Model strongly encourages employers to coordinate
the delivery of care when using multiple plan administrators (e.g., vision, dental, behavioral

health). Beneficiaries are often confused by multiple plan administration rules and cost-

sharing requirements, and employers sometimes duplicate payment for like services (e.g., EAP
and mental health treatment services).
« Flex benefits. I'he Plan Benefit Model recommends that employers “llex" benefits for children

and women with complex case management needs. All children with special health care needs

and all women with high-risk pregnancies should qualify for case management. A definition

of case management is provided in the next section. Employer; should work with their health

plan administrat- rs to determine the exact nature of flex benefits. Some examples include:

o Extending a single benefit for multiple providers (e.g., home health visits),
o Providing additional benefits for high-risk populations (e.g., increasing preventive dental care

visits from the recommended two visits per year to three visits per year for certain children),

o0 Reducing or eliminating copayment or coinsurance amounts on essential services or products.

Key Definitions that Govern Plan Provisions

M ost cmpioycr-sponsorcd health plans use a set of definitions to explain and govern plan provisions,

and mediate appeals from plan participants anil providers when claims are denied. The key definitions

that guide the Plan Benefit Model are listed below. Each definition was created or adapted to meet the

specific health care needs ofchildren, adolescents, and pregnant women.

M edical Necessity

M edically necessary care is:
e Prescribed by a physician or other qualified healthcare provider.’

« Required to prevent, diagnose, or treat an illness, injury, or discn.sc or its symptoms;

help maintain, improve, or testore the individual’s health or functional capacity; prevent

deterioration of the individual’s condition; or remedy developmental delays or disabilities.

e (laterally agreed to be ol clinical value.
e« Clinically consistent with the patient's diagnosis and/or symptoms.

e« Appropriate in terms of type, scope, frequency, duration, intensity, and delivered in a setting

that is appropriate to the needs of the patient, lu

" Ihrfail (tin -.rivucs .ite [>iovii!fil, |-tc\cillicit, hi .ipptnvrii hy | pltystcljo ill other ipullfinl h Iltlu.ur pinvolct tlors not in JIlil of

itsell mom tli.it the service is incditjlly necessary.
1 ( .lie shonltl not lie primarily liir the m im nieiue of tlir patient, physician, nr .innihcr hr.ililu.iie pinviilcl (r j>, clittivcirs.ilc.nl ilclivery),
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Children W ith Special Health Care Needs

Children with special health care needs are those who have or are at increased risk for a chronic
physical, developmental, behavioral, or emotional condition and who also require health and related
services ofa type oramount beyond that usually required by children of the same age,lZChildren
who are victims of abuse or trauma and children in foster care also qualify as “children with special

needs” due to their demonstrated risk for physical, emotional, and behavioral problems.

Case Management
Case Management refers to the arrangement, coordination, and monitoring of healthcare services
to meet the needs of a particular patient and his/her family. Case management isconducted by a
case manager or other qualified healthcare provider who - in collaboration with the patient and
the patient’s healthcare team - develops, monitors, and revises a plan that outlines the patients
immediate and ongoing health care needs. Case management may also include the coordination or
delivery of the following services:

e Arrangement forcommunity services.

« Arrangement for physician ordered services.

* Benefit administration.

« Benefiteducation/optimization and provider/facility selection.

« Collaboration with care providers within or outside of the healthcare team (e.g., social

services, school counselors).

e Crisis intervention.

« family consultation.

« Patient education.

e Patient advocacy.
Ilhe Plan Benefit Model recommends that all children with special health care needs and all women

with high-risk pregnancies have access to case management services.

Experimental Treatment Modalities

A drug, device, or procedure will be considered “experimental” ifany of the following criteria apply:
. There is insufficient outcome tiara tosubstantiate the treatment’ safety.
. N o reliable evidence demonstrates that the treatment is effectivein clinical diagnosis,

evaluation, or management of the patient’ illness, injury, disease, 01 its symptoms, or;
evaluation of reliable evidence indicates that additional research is necessary before the
treatment can be classified as equally or more effective than conventional therapies.

¢« The tieatmecnt is not of proven benefit or not genet.illy recognized by the medical
community as effective or appropn tie for the patient’s specific diagnosis.

e« The treatment has not been granted required | DA approval for marketing.'

. ihe treatment isonly providcu or performed in special settings for research purposes.

* Ilsilitriimi lines mil rsi luilr 'nil IkT use

wifVv



Plan Integration

Employers arc strongly encouraged to systematically coordinate their health plan design and

administration activities with other benefit and human resource programs. The Business Group

believes this type of integrated approach will lead to decreased healthcare costs. Examples of
integration opportunities include:
« learn with workforce scheduling stalfto develop alternatives for pregnant and postpartum
women and parents of children with special healthcare needs (e.g., compressed workweeks,
telecommuting, flex-time, alternative start and end times, and partial workloads).
« Collaborate with disability plan administrators regarding return-to-work strategies for

postpartum women.
e« Coordinate plan benefit administration activities with employee assistance program (MAP)
managers regarding the availability and use of mental health prevention and treatment benefits.

e Include information on the value of preventive services in work/life manager and employee

training sessions.
e« Include well child care and prenatal care r nirccs in health promotion materials.
Incorporate maternal and child health needs into existing worksite-based health promotion

programs and policies (e.g., healthy cafeteria, on-site immunizations, campus-wide smoking ban).

Actuarial Analysis

Purpose
Benefit managers charged with administering employer-sponsored health benefits are often forced to

make difficult resource allocation decisions. Typically, an employers benefits budget determines the

selection and continuation of health benefits. Ilowever, increasing healthcare costs and stagnating

quality have led many employers to shift their focus from budget-based allocation decisions to value-

based purchasing strategics. Value-based purchasing brings together information on the quality of

healthcare, including health outcomes and health status, with data on the dollar owtL, going towards

health." It aligns financial incentives for beneficiaries and providers to encourage the use of high-

value care while discouraging the use of low-vaitie
or unprovcen services.1' Employers have also begun
to evaluate the medical evidence for benefits, as

described in the previous section.

(.'oncepts of evidence and value have helped
balance lieallli benefit divisions in recent years.
liowever, (he cost impact of benefit modification
remains a critical f.utor in employers’resource
allocation decisions. Ill help employers understand
the cost of adopting the Elan Benefit Model
reeommeiul.itions, the Business Group sponsored
A1l actuarial meta-analysis of the model. This
analysis estimated the cost impact of the model's

recommendations on typiial l.irgc-employcr health
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plans (HM O and PPO plan types), flic analysis provides cost-irnpact assessments of the following:
« flic Plan Benefit Model (in whole);
e« Each service category (e.g., preventive services); and
« Each recommended linc-itcm benefit (e.g., immunizations).

lhe meta-analysis was conduced by PriccwaterhouseCoopers, LLP (PwC) in conjunction with the

Business Group.

Process

In order to estimate the cost impact of the Plan Benefit Model, PwC:
1. Identified Internation.il Classification of Diseases Version 9 (ICD-9) diagnoses codes

sunnortcd by the Plan Benefit M odel/

2. Used these codes and the Plan Benefit Model recommendations to construct a benchmark
model, called the PriccwaterhouseCoopers’
HMO/PPO Benchmark Model (HM O/

PPO Benchmark Model) (Figure 28). 'IsanactUarlai.i*bdelthatPvvCiy
3. Priced the ICD -9 codes and developed /Created In. Orderto develop cost*

utilization and cost estimates for the |m a stimates, e a X
SnaRaT iU nearn M Yether

.Modal (Plan BenefitModel).

HMO/PPO Benchmark Model using PwC
proprietary health insurance cos- models,
M edstat data, and lata from other private
and public-sector sources (e.g., peer-reviewed journal articles, meta-analyses).

4. Used key attributes of the IIM O/PPO Benchmark Model to illustrate the employer and

employee costs of a standard IIM O and PPO. These plan costs were then applied to the Plan

Benefit Model in order to calculate the estimated cost increase or decrease of applying the

Plan Benefit Model recommendations to a typical latge-cmployer health plan.

HMO/PPO Benchmark Model

I'lie IINK)/PP() Benchmark Model (Figure 2B) provides estimates ol the average cost of typical

large-employer health plan (1 IM O and PPO plan types). I'lie costs are modeled for 2007 and

represent typical utilization rates and set .ice costs for large employer health plans covering a

commetcial population ol active employees and dependents.” The estimates are based on dollar
amounts paid to healthcare providers who deliver medical, mental health, dental, and vision services

covered under typical emplover-.sponsorul health plans; they do not include administrative costs

charged by the heal h plan administrator.

lhe ''M O/PPO Benchmark Model was based on the following sources:
« PwC lproprietary health insurance cost models;
e« large-employer claims experience lrom the Medstat database ol 3 million members for

services incutred in 2004; and

e« Published healthcare cost reports



Figure 2B: PricewatcrhouseCoopers’ HMO/PPO Benchmark Model

"s b
HMO plan costs

Average per member

permonlli (PMPM)

Average per employee

per year(PEPY)

PPO plan costs
.'verage per member

per month (PMPM)

Average per employee

per year(PEPY)

Average Allowed Costs

$322.07

$8,116

$390.31

$9,836

Amount Paid by Employees Amount Paid by Employers

$29.98 $292.10

$755 $7,361
$86.52 $303.79
$2,180 $7,656

Nole: rhe Lenchrnark model may include covered services that are rot applicable lo an individual employer's population.

HMOI/PPO Benchmark Model

I lie following items describe terminology used

« Average Allowed Charges PM PM

Terminology

in die HM O/PPO Benchmark Model:

represents billed cliarg s (less provider discounts) and is

equivalent to the total plan costs paid by the employer and the employees.

e Amount Paid by Employees. The estimated cost ofservices paid by employees depends on the

cost-sharing provisions ol their health plan. In order to facilitate comparisons to dknown plan

design, the following cost-sharing provisions were used

j HM O Medical Cost-Sharing.

in the HM O/PPO Benchmark Model:

I1'IM O cost-sharing for medical services includes $ 10

copayment for primary care otfice visits, $25 copayment forspecialist office visits, $ 100

copayment foremergency department visits and

inpatient hospital admissions, S50 copayment

for outpatient surgery, and 20% coinsurance for durable medical equipment (DMK).

> PPO Medical
deductible, 20% coinsurance, and .1$2,500 out-of-pocket (OOP) maximum.
and O OP maximum
family <)()P maximum

copayment for office visits, which

Cost-Sharing. PPO cost-sharing for medical services includes a $250

lhe deductible

are on aper member basis. The family deductible is $500, and the
is $5,000. Note that this plan design does not have a fixed dollar

is fairly common in todays marketplace. Ilowever, many

employers are shifting toward coinsurance as the predominant method ofcost-sharing.

Prescription Drugs. lor both I'IM O .uni PPO plans, cost-sharing includes $10

copayment for retail generic drugs and $25 copayment for retail brand prescriptions.

Required copayment for mail-order prescriptions with a 90-day supply ate $20 for generic

prescriptions and $50

OOP maximum

lor brand prescriptions.

Prescription drugs are not subject s> an

in the HM O/PPO Benchmark Model.
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o Dental. For both PPO and HM O plans, cost-sharing includes a $50 deductible. There is
no coinsurance for preventive services, 20% coinsurance for restorative services, and 50%
coinsurance for orthodontic services. The maximum annual dental benefit paid by the

employer is $2,500 per member, with a $5,000 family maximum.

o Vision. For both PPO and HM O plans, vision exams require a $25 copayment anil the

maximum annual benefit for cyc-wear is $200 per member.

e« Benefits Paid by Employer. The amount paid by the employer is the difference between the

totalallowed amountand the amountpaid by employees.

M aternal and Child Health Plan Benefit Model Actuarial Analysis

lhe Plan Benefit Model actuarial analysis begins on page 18. Flic data are organized into a HM O
cost estimate (Figure 2F') and a PPO cost estimate (Figure 2F). The analysis documents provide

estimates of the incremental cost to an employer ol adopting each line-itcm benefit recommended in
the Plan Benefit Model. I he cost increases arc expressed on a per member per month (PMPM ) basis

and as a percent increase to the HM O /PPO Benchmark Model described in Figure 2B.

Estim ated CostIm pact ofthe Plan BenefitModel
Ifan employer did not ojj'ernny ofthe recommended benefits and choose to adopt the Plan Benefit
Model in full, the recommended HM O plan would cost $322.07 PMPM or $8,116 per member per

year (PMPY) and the PPO plan would cost $390.31 PMPM or $9,836 PMPY (refer to Figures 2E

and 2F).

If an employer’s current health plans were identical to the HM O/PPO Benchmark Model and the
employer were to adopt all of the Plan Benefit Model recommendations, the employer’ health plan

costs would increase 10% and 6.2% , respectively (refer to column 11 in Figures 2F and 2F for line-

itcm benefit cost estimates, and Figures 2C and 2D for high-level summaries). Ilowever, because

most large employers provide coverage for at least some of the benefits recommended in the Plan

Benefit Model (e.g., prenatal care), me total cost increase is likely to be less than noted. Analysis of

the variance between an employer’s current health plans, the HM O/PPO Benchmark Model, and the
Plan Benefit Model is required for an exact cosi-impaci assessment.
Figure 2C: Estimated Impact ol Plan Benefit Model Recommendations on * Typical
|.arge-Employer HVO Plan Design
Employer Impact of Total Employer- Percent Employer
Plan Benefit Model Adjusled Cost of Plan Change from Current Cost
(PMPM) Benefit Model (PMPIY Eslimale (% of total)*
Impact Benefit Additions and St3.3-1 16% 67%
Modifications
Impact From Cost-Shifting lo $4 < 16% M/A
Employer/From Employee
- w—H
Total $1/./0 © 6.2%
—



Figure 2D: Estimated Impact of Plan Benefit Model Recommendations on a Typical
Large-Employer PPO Plan Design

* o
Employer Impact Total Employer- Percent Employer
rooivo 1 . W/ ploy

of Plan Benefit Adjusted Cost of Plan Change from Current Cost

Model (PMPM) Benefit Model (PMPM) Estimate (% of total)*
Impact Benefit Additions and $20.81 G.j% 9.9%
Modifications
Impact From Cost-Shifting to $9.50 3.1% N/A
Employer/From Employee

Total $30.31 100% 10.09%

How to Use the Actuarial Analysis Inform ation

Employers can use die actuarial cost estimates listed in Figures 2C-2F to estimate the cost

implications o( adopting the recommended benefits for their covered population.

Itisimportant to note that the financial data presented in tiie actuarial analysis documents cannothe
used to predict the exactcost of implementing Plan Benefit Model recommendations for any particular

employer. T he cost increase estimates were based on the degree to which the HM O/PPO Benchmark

M odel benefits were lower than the benefits recommended in the Plan Benefit Model.

Ifagiven employers current health benefit costs are lower or higher than those listed in the 11M O/PPO
Benchmark Model, or if the employers current health plan costs do not match the HM O/PPO Benchmark
M odel costs, then the actuarial analysis cost estimates will not be exact. T herefore, itisimportant that

employers compare theircurrent health benefits to those recommended in the Plan Benefit Model and

analyze the variance. A sidc-by-side comparison tool isprovided in Part 3 for this purpose.

Explanation of Terms Used in the Actuarial Analysis Documents

Current Cost Estimate (PMPM)

« Total costs (PM PM ), similar to the Allowed Charges, represent 100% of the estimated costs

that will be paid by the employer and employee. Total costs are expressed on a per member per

month (PMPM) basis.

e« Paid by Members (I’'’M PM ) represents the estimated amount or percent of the total costs that arc

paid by employees and dependents. T hcsc costs typically reflect the specific cost sharing amounts
that are included in each covered benefit or service. Employees and dependents are collectively

teferred to as "members” and costs are expressed on a per member per month (PM P M) basis.

¢« Paid by Employer (' M PM ) represents the estimated amount or percent of the total costs

that are paid by the employer and are expressed on a per member per month (PMPM ) basis.



Plan Implementation Guidance Document

Revised Benefit Cost Estim ate

« Employer Impact of Plan Benefit Model (PMPM ) represents the estimated change in the
employer costs that are created by applying the Plan Benefit Model recommendations to the
total costs'. These costs typically reflect recommended changes that were made to the cost-
sharing strategy or benefit coverage levels.

e Total Employer-Adjusted Cost of Plan Benefit Model (PMPM ) represents the employer’s
share of the combined total estimated cost lor the Plan Benefit Model.

e« Member Impact of Plan Benefit Model (PMPM ) represents the members financial portion
of the costs associated with each service recommended in the Plan Benefit Model. The
change in value from the HM O/PPO Benchmark Model is typically a function of the change
in the recommended cost-sharing levels in the Plan Benefit Model.

« Percent Change from Current Cost Estimate (% ofTotal) represents the percentage change
to the employer’s share of the combined total estimated cost for the Plan Benefit Model.

« Rationale for Change summarizes the changes the Plan Benefit Model makes lo the I'IM O
and PPO Plan Design Benchmark Model along with the estimated cost or percentage change
to the employer’s share ol the overall benefit plan costs.

¢« Coinsurance or Copayment Amount summarizes the value of the member's cost-sharing
responsibility for a specific service category.

e« Coinsurance or Copayment Frequency summarizes the frequency thatdmember will he

required to pay the coinsurance or copayment amount.
Sum m ary Points

« The Matein.il and Child 1lealth Plan Benefit Model (Plan Benefit Model) proposes a set
ofevidence-informed, comprehensive, standardized, integrated, and sustainable employer-
sponsored health benefits for children and adolescents (ages 0 to 21 years), as well as
preconception, pregnant, and postpartum women. It includes recommendations on
minimum health, pharmacy, vision, and dental benefits; cost-sharing arrangements; ami
other information pertinent to plan design and administration.

e« The Plan Benefit Model supports access to essential care services by removing beneficiary cost
barriers wherever possible.

« To help employers understand the cost Ofadopting the Plan Benefit Model
recommendations, the Business (iroup sponsored an actuarial meta-analysis of the model.
T his analysis estimated the cost impact of the model’s recommendations on typical large-
employer health plans (1IM O and PIT) plan types). Ifan employer did not ojj'crany of the
recommended benefits and were to adopt the Plan Benefit Model in lull, the recommended
I''M O plan would cost $322.07 PMPM or $3,116 per member per year (PMPY) and the
PPO plan would cost $300.31 PMPM or $M,S.36 PMPY. Il an employees cuircnt health
plans were identical to the IIM O/PPO Benchmark Model and the employer were to adopt
all ol the Plan Benefit Model recommendations, the employer’s health plan costs would

increase 10% and 6.2%, respectively.



Footnotes

10

12.

13.

14.

ICD-9 (2007) diagnosis codes that corresponded to the recommended services were included (ICD-9 diagnosis codes were
excluded for gener d categories of services [e.g., office visits, ED visits)).

lhe HMO/1'1’0O Benchmark Model did not indue! the cost ofease management services for children with special health cate
needs or other populations with complex medical needs. An estimate of the cost o(adding llex benefits (as described in the
Plan Benefit Model; would need to consider the degice to which these sctvices arc altudy provided in an employers gcncial c.ue

management benefit.
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Houre ZE Riang Ardlysis o Ine Metemdl and Child Heelth Hlan Bereit Moo (HMD Han Design)

HMO Benchmark Model Costs and Changes to Meet Minimum Plan Benefit Model Recommendations
oL .

. Current Cost Estimate (PMPM)
HMO Estimate i X i
Average 2007 HMO Cost Revised Benefit Cost Estimate

(2007 Year Dollars)
Per Member Per Monthl

V-*'b.lil.'Jy" I
Employer Member Percent Employer
X . Total Employer-
. Paid by Paid by Impact of . Impact of Change Irom
Plan Benefit M'vlel Total Costs X Adjusted Cost .
. Members Employer Plan Benefit . Plan Benefit Current Cust
Recommendations (PMPM) of Plan Benefit i
(PMPM) (PMPM) Model Model Estimate
Model (PMPM)
(PMPM) (PMPM) (% of total)*
| t: Preventive Services. > = ’ '
a. Well-Child Services $224 1 $037 $187 $0.37 $2.24 $(0.37) 0.1%
b. Immunizations $2.21 3- R s- $2.21 s- 0.0%
c. Preventive Dental Services $686 $- $6.86 S- $6.86 % 0.0%
d. Early Intervention Services for $- S- $- $4.83 $4.83 % 1.7%
Mental Health/Substance Abuse
e Preventive Vision Services $- $- $- $0.32 $032 $- 0.1%
1 Preventive Audioiogy S- $- $- $032 SO 32 S- 01%
Screening Services
rj. Unintended Pregnancy $307 $3.07 S- $307 S- 0.0%
Prevention Services
h. Pieventive Preconception Care $- $- $- $- S- $- 0.0%
i. Preventive Prenatal Care $ $- S- Sl 61 $161 $- Os%
|. Prevent ve Postpartum Care S- $ S- $032 $0 32 5- 0.1%
k Preventive Services (General) 5- t. $- $3 22 $322 $- 11%
Category Sub-Total; $10.89 $(0.37) 3.8%
jl.LReCQmmendodUveljgfCar»TbVjfrlcl*n/ractl jooiut A Xi.tiuAxVijti t
a. Services Delivered by a $23 72 $185 $2188 $- Plss 000%
Primary Care Provider
t). Services Delivered by a Mental S4 59 $082 S374 $0/4 $4.6° $- 03%
Uealth'Sufcatance Abuse Provider
¢ Seivices Delivered by a $6121 $253 $6t 67 $e $6167 $- 00%
Specially Provider nr Surgeon
d E-Vis.tsand Telephone Visas N A N/A 1A N/A N/A N/A N/A
$0 74 $0.00 0.3%

Category Sub-Total:



