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Is an individual mandate to purchase health care insurance the solution to America's
growing health insurance crisis?

More and more states are considering individual mandates as key elements of reform
guaranteeing affordable health care for all families. Yet, the problem of affordability is
emerging as a key barrier to the implementation and fairness of individual mandates. By
examining Massachusetts’ experience implementing its first-in-the-nation individual
mandate and other state proposals for affordable health care, this report will: (1)
consider the fairness and financial impact of individual mandates on American families
and (2) present priorities for addressing the problem of affordability inherent in our health
care system and health care reform.

Finally, any health care reform approach should be judged based on its financial impact
on families and small businesses measured as a percentage of income.
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Summary

47 million Americans are without health care coverage and millions more are struggling
to afford ever-rising premiums, deductibles and co-pays. In 2006, Massachusetts
became the first state to require all residents to have health care coverage, known as an
individual mandate, and the deadline to comply with the mandate was December 31,
2007. Non-compliance will result in significant tax penalties.

The problem with an individual mandate is that the vast majority of individuals impacted
by it will be lower-income people who are working yet don't have access to employer-
based coverage. A report by the Blue Cross Blue Shield Foundation of Massachusetts'
shows that 75% of the uninsured live below 300% of poverty and most are working? yet
they are not eligible for employer-sponsored coverage or can't afford what is offered to
them. These numbers mirror most states®. Uninsured Americans are very cost-sensitive
as health care costs eat up a significantly larger portion of their income than higher
income people, potentially making an individual mandate very burdensome on low-
income and many middle-income families.

This problem of affordability is the key issue for individual mandates, just as
Massachusetts is currently experiencing. Despite premium subsidies and a new state
insurance negotiating agency, Massachusetts is exempting over 60,000 uninsured
residents from the mandate because of the lack of universally affordable health
insurance options. In contrast, reforms proposed in Wisconsin, Washington, and
Maine, present strong models for states struggling with how to ensure affordability.
These proposals measure affordability by including all out of pocket costs - premiums,
co-pays, and deductibles - in the calculation and limit total yearly health care costs to a
percentage of an individual's or family's income. A measure for affordability

must consider more than just the cost of premiums and take into account the real-world
financial realities of already financially stressed Americans.

In summary, health care costs must be made proportional to a family’s resources, ability

to pay, and take into account other family obligations, like the cost of housing, food,
clothing, transportation, education and savings.

Massachusetts - Is the individual mandate affordable?

When Massachusetts enacted comprehensive health care reform, Chapter 58*, in 2008,
it was heralded as the first state to pass universal health care coverage. Yet it still left
many families unable to afford the health care they were now mandated to buy, unlike
comprehensive plans enacted in Maine® and Vermont® which expanded coverage
without an individual mandate.

Massachusetts did try to make their mandate easier to stomach; the law included
several laudable measures to improve affordability of health care coverage,

including subsidies to individuals and families living below 300% of the federal poverty
line and combining the non-group and small group insurance markets, which is
reducing individual premiums’ on average 15%. The plan also created a unique state
clearinghouse, called a Connector, to negotiate with private insurance companies for
more affordable health insurance options for the state’s residents.




Although the Connector authority® determined that premiums should not exceed
between 5% and 10% of an individual's income, that affordability requirement did not
include the costs of deductibles, co-pays and other cost-sharing. Under new plans
negotiated by the Connector, deductibles go as high® as $2,000 per individual and
$4,000 per family and total out of pocket spending limits can be $5,000 for an individual
and $10,000 for families.

Under the rules, an individual earning just over 300% of the poverty line ($31,000) could
face total health care costs of $7,100 when you add monthly premiums to the out of
pocket limit. The cheapest option'® for a middle-age resident is about $175 per month,
with a $2,000 deductible and out of pocket limit of $5,000. In the event of a major
medical crisis, like a cancer diagnosis, a personal injury, or complications from
managing a chronic disease, like diabetes, the combined costs would amount to 23%
of the individual's income and could quickly result in a serious fiscal crisis, if not
bankruptcy.

Potential Costs for Individual Making
$31,000 perYear under MA Health Plan
(without exemptions)

$23,900.00

$7,100.00

W Health Care
Costs

W Other Family
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Loopholes to the Massachusetts Individual Mandate

Before other states adopt an individual mandate, they should recognize that
Massachusetts itself understood the difficulty of achieving affordability and wrote into the
law loopholes to prevent these costs from crushing state residents.

First, as mentioned above, there were subsidies provided through the Connector for the
lowest income individuals. Premiums are scaled as follows: $0 in premiums for
individuals below 150% of poverty scaling up to $105 for individuals between 250% and
300% of poverty. For individuals ineligible for subsidies, or reduced premiums, the cost
of plans™ offered through the Connector range from $122 to more than $800, with the
cheapest option for middle-age residents starting at $175 a month.

Second, although 300,000 previously uninsured? residents have obtained health
insurance through the end of 2007, anywhere from 150,000 to 300,000 residents had yet




to sign up with an insurance plan leading up to the December 31, 2007, deadline. After
December 31st, any uninsured residents will be penalized' in 2008 by losing a $210 tax
exemption. In 2009, the penalty will jump to "half the monthly cost of the least expensive
plan available for each month that individual is uninsured." But officials recognize that
the still-high costs of health care in Massachusetts make imposing this penalty unfair.
The Connector authority is granting waivers to 20%" of the state's uninsured residents,
or roughly 65,000 individuals, exempting them from the individual mandate.

Measuring Affordability - Include ALL QOut of Pocket Costs

The bottom line for consumers in the health care reform debate is the affordability of
health care and coverage. The problem of affordability is especially pronounced with
individual mandates. It is not enough to only consider premiums when determining the
affordability of health care coverage and the feasibility of individual mandates. All out-of-
pocket costs must be included when calculating the affordability of health care coverage.

As already discussed, uninsured and low-income Americans are very cost-sensitive.
Health care costs take up a larger slice of their income than higher income and insured
Americans. As the Blue Cross Blue Shield of Massachusetts Foundation’s™

report, Getting Ready for Reform: Insurance Coverage and Access to and Use of Care
in Massachusetts in Fall 2006, points out,

An important issue to consider in assessing the quality of health care for low- and
moderate-income adults is whether their health insurance coverage protects
them from financial risk in the event of a major illness or surgery. Limited benefits
and high cost-sharing place more of the financial risk of high health care costs on
the individual.

Also documenting the cost-sensitivity of low and middle income families is a June 2007
report by Health Access-California'’. The report states'® that a major medical event and
a $5,000 deductible would financially "wipe out 40% of Californians" and a $10,000 out
of pocket limit "would eliminate almost all the assets of 60% of Californians."

Health Access shows that middle income families have few resources to withstand the
potential costs of an individual mandate without strong protections for affordability that
reflect a family's "real-world" ability to pay. Middle income families, earning as much as
$70,000 a year, are struggling with higher everyday costs to afford a home, put money
away in savings, and pay down credit card debt, tying up as much as one-third of their
income.

The only true and fair way to ensure affordability of health care coverage for all families,
those insured and those uninsured, is to limit ALL yearly out-of-pocket expenses -
premiums, deductibles and co-pays - to a percentage of a family's or individual's income.
This ensures that health care expenses do not exceed financial resources. Percentage-
of-income limits on all yearly health care expenses should allow for other expenses,
including housing, food, clothing, transportation, and the ability to accrue savings for
family and education. More and more states are pursuing this model.



Limiting Individual Mandates with
Aggressive Affordability Protections

With an eye towards Massachusetts, states are developing concrete proposals to ensure
affordability of individual mandates and other programs that would cover all residents.
Examples include California, lllinois, Maine, and most notably, Wisconsin. Although
these have not been enacted, they are promising models for achieving affordability of
health care and expansion programs.

Wisconsin

A promising affordability measure for individuals and employers is being pursued by
legislators and health care advocates in Wisconsin, as we profiled' this past summer.
Healthy Wisconsin®® would preserve choice of providers while guaranteeing all residents
comprehensive health care coverage equal to legislators' own health plans. The initiative
would ensure shared responsibility by instituting a payroll-based fee paid by all
employees, individuals, and employers. The payroll deduction would replace all
premiums in the current system and co-pays and deductibles would be minimal.

The fees would be capped at 4% of social security wages for employees and 12% for
employers (estimates placed the initial employer fee at 10.5% of wages). The virtue of a
payroll-based payment system is that it ensures shared responsibility for health care
and, importantly, each employee's and employer's payments are directly proportional to
their income, or wages, and ability to pay.

A study®' by the Lewin Group found that Healthy Wisconsin would save® the state $13.8
billion over ten years, the average family $750 per year and employers that currently
provide coverage an average 15% from their current costs. Healthy Wisconsin was
passed by the State Senate but blocked by the conservative Assembly. However,
progressives, led by State Sen. Jon Erpenbach, vow to bring Healthy Wisconsin back®
as its own separate piece of legislation in 2008.

A similar®* reform package has been proposed in Washington by State Senator Karen
Keiser, called the Washington Health Partnership®.

California

The 2007 comprehensive California health care reform package negotiated by Governor
Schwarzenegger and Legislative leaders, called ABX1 1?°, was rejected by a Senate
committee after passing the Assembly last December. Despite this defeat, the measure
included strong affordability protections that serve as a model for any lawmaker
considering mandates, or a similar participation requirement, as part of a comprehensive
reform package.?’

The California measure included an individual mandate. To help families afford
coverage, it employed several measures put forth by the Massachusetts law, including
an insurance connector to bring more affordable options to market, robust Medicaid
expansions, premium subsidies to help families afford coverage and an employer "pay or
play" requirement. Yet, the affordability protections went a few steps further than
Massachusetts. Subsidies in the form of a refundable tax credit would have been
provided to families with incomes up to 400% of poverty if premiums exceeded 5.5% of
income, versus sliding scale premium subsidies up to 300% in Massachusetts. A
downside to this measure, like Massachusetts, is that there were no specific caps on




potential out-of-pocket expenses, a major concern to some health care advocates who
opposed the individual mandate.

Additionally, a hardship exemption to the California mandate would be available to
families based on the impact of all health care costs on a families’ budget.

lllinois

Governor Rod Blagojevich's lllinois Covered? initiative offered strong measures to
ensure affordability of health care premiums, although it did not include deductibles and
other insurance costs in the affordability measure. The proposal®, which did not include
an individual mandate, was similar to many comprehensive reform packages that rely on
a combination of public and private efforts to expand access to quality coverage. To help
ensure affordability, lllinois Covered would have provided premium subsidies to
residents with incomes up to 400% of poverty, or $80,000 for a family of four, a level
significantly higher than Massachusetts. While the legislation would limit premium
payments to a percentage of annual income, it did not cap out-of-pocket expenses, so
many families might be able to afford the insurance but not be able to afford deductibles
in the case of serious illness. lllinois Covered stalled® in 2007 but the Governor has
signaled his intent to push®' for the reform package in 2008, picking up support along the
way the AFL-CIO, SEIU and Teamsters.

Maine

A stronger measure of affordability was proposed® in Maine in 2007. To ensure the
state's public/private insurance program for individuals and small businesses, called
DirigoChoice®, is more broadly affordable, legislators sought to tie all insurance costs to
an aggressive income scale through LD 1716>. Subsidies for DirigoChoice are currently
offered to enrollees with incomes up to 300% of poverty, but, again, the subsidy scale
does not directly limit an enrollee's total exposure to health care costs. Under LD 1716,
DirigoChoice enrollees with incomes up to 250% of poverty would receive full coverage
at no charge. Those between 251% and 300% of poverty would spend no more than
0.5% of their taxable income on coverage, including deductibles and co-pays. From
301% to 350% of poverty, enrollees would pay no more than 1% of their taxable
income. The scale would increase similarly up to a maximum of no more than 10% of
taxable incomes being spent for coverage under the program. Although the legislation
failed, it presents a strong model for ensuring affordability of health care coverage.

Pennsylvania

Advocates for a single-payer health care system® in Pennsylvania are steadily signing
up co-sponsors in the State Senate and House of Representatives. Funding for the plan
would be a combination of state and federal dollars and a 10% payroll tax paid by
employers and a 3% income tax paid by residents. Again, the strength of tax-based
funding is that an individual’s and employer’s health care costs are directly proportional
to their financial resources and income. The measure would guarantee comprehensive
health care for all residents, including documented immigrants. It would establish a
system of medical malpractice coverage for providers and residents would not face any
premiums, deductibles, or co-pays under the system. 37 members of the 203-seat
House of Representatives have co-sponsored the plan and 6 members of the 50-seat
Senate are co-sponsors.*® And, although he is pushing his own package of reforms,
Governor Rendell is on record indicating that if a single-payer bill got to his desk it would
receive his signature.*




Federal Poverty Level is Falling Behind

Payroll-based funding systems keep up with the times better than affordability measures
which use the federal poverty level to determine eligibility for subsidies. As a Kaiser
Family Foundation®® report shows, the value of the federal poverty level has not kept
pace with health care costs.
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And so, subsidies to purchase health insurance coverage, as in Massachusetts,
Vermont, and Maine, based on the federal poverty level lose value over time as health
care costs rise precipitously. Therefore, the family share of premiums, even with a
subsidy, will increase overtime and consume more and more of the family income. The
report says,

As long as health insurance premiums continue to rise more quickly than the
costs of other goods and services, eligibility thresholds tied to FPL (or a multiple
of FPL) will not maintain a consistent level of financial protection against rising
health insurance costs.

Ensuring Affordability of Employer Mandates

As polling by the Herndon Alliance shows, Americans strongly identify with small
businesses® and are very concerned that reform not hurt small firms. Yet, employers
play a vital role in US health care, providing health care coverage for more than 158
million Americans*’, and ensuring continued employer participation is a key priority for
health care reform. In fact, a recent survey*' of small business owners in California
found that 80% believe employers should pay something to provide health care to their
employees and 75% ranked the availability of affordable health care as extremely or
very important.

Including affordability protections for small businesses as part of employer mandates
can help engage small business owners and advocacy organizations as strong allies for
reform.

Massachusetts and Vermont were early leaders in requiring employers to provide
health coverage for employees or pay a penalty to the state. The penalties, however, at
$295 and $365 per worker per year respectively, are pittance compared to the cost of



health care coverage. The City of San Francisco has gone several steps further by
requiring employers with 20 or more employees to either provide health care or
contribute $1.17 to $1.76 per hour (depending on firm size) to a city program providing
health care for uninsured city residents.

As with San Francisco, states are considering sliding scale employer mandates that take
into account firm size and other financial factors. For example, although the California
measure previously discussed, ABX1 1, was defeated it proposed a sliding scale
employer mandate. The measure proposed that employers either provide health care
coverage or make payments at increments of 2% and 4% for payrolls less

than $250,000 and the full 6.5% fee for employers with annual payroll above $250,000.

Conclusion

As a means to achieving quality and affordable health care for all, individual mandates
are problematic absent strong affordability protections for consumers. As long as
families are not protected from resource-depleting health care costs in the event of a
medical crisis, individual mandates will only exacerbate the lack of affordable access to
health care coverage that pervades our health care system.

Several states in addition to Massachusetts and California are actively considering
individual mandates to obtain health care insurance as key elements of comprehensive
health care reform proposals, including Colorado*?, New Mexico*, and lowa*. The
health care debate in these and other states must include affordability protections that
limit total health insurance costs to a percentage of family income; a percentage that
allows for other family expenses like food, clothing, transportation, housing, and the
ability to accrue savings.

Lastly, it is important to note that despite the affordability challenges faced by
Massachusetts and its individual mandate, the state's health care reform law has
achieved significant and measurable success. The Connector authority, as an agent
negotiating with insurance companies on behalf of consumers, is a strong model for
bringing more affordable options to the market. Combining the individual and small
group markets is a smart and practical way to create economies of scale and provide
consumers with stronger negotiating power against insurance companies. Importantly,
almost 140,000 residents have enrolled* in subsidized coverage through the
Connector*®, which is the level officials had expected by next July. And, 55,000*’
residents have newly enrolled in MassHealth, the state Medicaid program. However,
through September, only 8,306 residents*® had signed up for unsubsidized health care
coverage through the Connector and anywhere from 150,000 to 300,000 residents
remain uninsured*.




More Resources

This report is adapted from the November 19, 2007, Stateside Dispatch Individual Health
Care Mandates and the Problem of Affordability®.

Kaiser Family Foundation - States Moving Toward Comprehensive Health Care Reform
+  http://www.kff.org/uninsured/upload/State %20Health%20Reform.pdf

Kaiser Family Foundation - Effect of Tying Eligibility for Health Insurance Subsidies to
the Federal Poverty Level
+  http://www.kff.org/insurance/snapshot/chcm0215070th.cfm

Health Access-California - Health Access Weblog, Tracking California Health Care
Reform
« http://www.health-access.org/blogger.html

Citizen Action of Wisconsin - Healthy Wisconsin Resource Center
- http://citizenactionwi.org/index.php?option=com content&task=view&id=122&
ltemid=92

Commonwealth Fund - A Roadmap to Health Insurance for All: Principles for Reform
« http://www.commonwealthfund.org/publications/publications _show.htm?doc i
d=553840

Massachusetts Commonwealth Connector - Affordability Tool and Certificate of
Exemption
+  http://tinyurl.com/ynnorn

Progressive States Network - Wringing Costs Out of the Health Care System
- http://www.progressivestates.org/content/541/health-care-in-2007

Progressive States Network - Health Care in 2007
- http://www.progressivestates.org/content/541/health-care-in-2007#1

Progressive States Network — Healthy Wisconsin: Model Policy and Advocacy
- http://www.progressivestates.org/content/649
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