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FISCAL AND POLICY NOTE

House Bill 1186 (Delegate Montgomeaet,al)
Health and Government Operations

Maryland Health Security Act of 2009

This bill establishes a single-payor Maryland Health Systtm (1) provide
comprehensive and coordinated health care coverage that is not depemndent
employment to all State residents; (2) reduce costs; and t@lise mechanisms to
reduce medical errors, decrease health disparities, resolvielgar shortages, and ensure
transparency and accountability.

The bill's provisions regarding the Maryland Health System tdfecteJuly 1, 2011,
while the remainder of the bill’s provisions relating to various be®#odransition to and
implement the system take effect October 1, 2009.

Fiscal Summary

State Effect: Potentially significant expenditure reductions for the DepartiwieHealth

and Mental Hygiene (DHMH), the Maryland Insurance Administrat{dHA), the
Maryland Health Insurance Plan (MHIP), and the State Emplaypé Retiree Health and
Welfare Benefits Plan (State plan) beginning in FY 2012. The pedpb¥ 2010 State
budget includes more than $8.5 billion for health care. Significant wegeand
expenditures for the Maryland Health System Trust Fund beginning in FY 2012
In 2006, Maryland residents spent nearly $33 billion on health care. c&gnificant
reduction in uncompensated health care costs in Maryland.

Local Effect: Potentially significant reduction in local health department expendiage
well as local jurisdiction employee benefit expenditures.

Small Business Effect: Meaningful. Small businesses may benefit from significant
expenditure reductions for employee health insurance. Small budweedth care



providers may experience increased or decreased reimbursemepésididg on
reimbursement rates set by the Maryland Health System Paymeqdt Boar

Analysis

Bill Summary: Each State resident is a member of the plan and is eligiblecéve
benefits for services covered under the plan. A health insurer, norfpeafth service
plan, or health maintenance organization (HMO) may offer benkétsdb not duplicate
services covered by the plan. Highlights of the system for ersoiledude no
preexisting condition limitations, coinsurance, deductibles, or co-patgmas well as
choice of provider.

A Maryland Health System Trust Fund is established to fin#meesingle-payor system
and an Office of the Health Inspector General is created b @aygmnents. The special,
nonlapsing fund consists primarily of (1) money from State armtkré financial
participation in Medicaid, the Maryland Children’s Health ProgrétCHP), and
Medicare; (2) money from other federal programs that pay falttheare services; and
(3) State and local funds appropriated for health care services.

Seven boards are established to administer and oversee tlie $iestem, with specific
duties, membership requirements, and term provisions, including the:

o Maryland Health System Policy Boatd establish a benefits package, establish a
global budget, evaluate requests for capital expenses, and evaluate pedprmanc
o Maryland Health System Administrative Boatd plan for and oversee the

transition to the Health System, implement specific plans toredse
administrative costs, and administer payments and a stateysigensof electronic
medical records;

° Maryland Health System Health Needs, Planning, and Improvement Board
review requests for services not covered by the Health System, devetymagbr
for long-term care coverage for the Health System by Octbb2014, develop a
health database and a comprehensive system of community hewéiscengage
in health promotion, and approve grants to local communities;

° Maryland Health System Quality Boartb establish clinical standards, a
prescription drug formulary, guidelines for prescribing, medical ggrograms,
guidelines for care coordination, and programs to monitor adherencesto be
practices of care;

o Maryland Health System Patient Advocacy Bo&mdadvocate for and educate
residents on the Health System, prepare materials on memieditband rights,
establish a grievance system, and create a Public Advisory Committee
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° Maryland Health System Fund Boatd manage the fund, establish a sufficient
reserve account, and recommend funding sources; and

° Maryland Health System Payment Boandestablish and negotiate payment rates,
negotiate discounts for prescription drugs and medical equipment, and provide
incentives to attract health care professionals into neededicprdelds and
geographical areas.

Members of all boards may not be or have been employed withitwthgear period
immediately preceding appointment by pharmaceutical compamiedical equipment
companies, or for-profit insurance companies; nor may they acoggbynent with
such companies for two years following the end of their terms.

DHMH must apply by October 1, 2010, for federal waivers to petmitState to deposit
all federal payments under State health care programs to dngdavid Health System
Fund. The Maryland Health System Policy Board must seek alevgafrom the federal
Employee Retirement Income Security Act (ERISA) necgssar ensure total
participation in the Health System and report on any legislainsges necessary to
most effectively carry out the provisions of the bill.

Current Law: There is no universal health care delivery system. The Btatedes
comprehensive health care coverage through the Medicaid and themdaGhildren’s
Health Program (MCHP) to eligible individuals. The State diss a variety of
pharmacy assistance programs that assist lower-income indsvidlibe State provides
comprehensive health care coverage to State employeesegetaed their eligible
dependents through the State plan.

Medicaid and the Maryland Children’s Health PrograrMedicaid provides health care
coverage to children, pregnant women, elderly or disabled individuals, digenb
parents who pass certain income and asset tests. Eligibility @HP currently extends
to individuals younger than age 19 with family incomes up to 300% hef t
federal poverty guidelines (FPG). Children in families with inesrabove 200% but at
or below 300% FPG are enrolled in the MCHP Premium Plan. Indigiduao have
been eligible for employer-sponsored health insurance in the previoumsoaths are
ineligible for MCHP. Children and pregnant women who have not beenitegeadrants
for at least five years are ineligible for federal Medicamdl MCHP benefits. The State
currently provides Medicaid benefits to legal immigrant pregnant emoand children
who have been in the country for less than five years using gefusrd$ only.
Emergency services are provided to all financially eligible imlials regardless of
immigration status.

Chapter 7 of the 2007 Special Sessidbhapter 7 expanded eligibility for Medicaid to

parents, caretaker relatives, and childless adults with incomies 1i6% FPG effective
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July 1, 2008. Chapter 7 also established a Small Employer HeatgfiBPlan Premium
Subsidy Program and the Health Care Coverage Fund.

Maryland Health Insurance PlanMHIP provides health care coverage for individuals
who have certain qualifying conditions or do not have access to healttanosur
Members are required to pay a premium based on age, subsgpberahd type of
benefit plan. Individuals with incomes below 300% FPG may receiveouwised
premiums through MHIP+.

Background:

Health Care Spending in Marylandin 2006, Maryland residents spent $32.7 billion for
health care services, averaging $5,823 per person. Total healtspeading increased
8% from 2005 to 2006, but health care spending per capita increased by only 7%.

Nearly one-third of Maryland’'s health care dollars was spent orpithbscare

(approximately $10.3 billion in 2006). Inpatient hospital care aceounfor

23% ($7.5 billion) of total health care dollars spent; outpatient hospitahcaoeinted for
8% ($2.7 billion). Physician and other professional services accountednéther

31% of health care spending, with 17% ($5.6 billion) spent for physis@mices,

and 14% ($4.6 billion) spent for other professional services. Spendingufpatient

prescription drugs was 15% of total health care spending, totaling $8dh.bilThe

administrative costs of health insurance accounted for 9% ofhetdih care spending
($2.9 billion).

Medicare (which covers seniors and specified individuals with dises) is the largest
government source of payment for health care in Maryland. In 2006, &ledic
accounted for 22% of total health care spending. Medicaid (which cepersfied
low-income individuals) accounted for 17% of the total expenditures fathheare in
the State. Private insurance arrangements, including cominiesugance, HMOs, and
self-funded employer health plans accounted for 40% of health caredirspe
Marylanders paid 16% of the cost of health care — $5.4 billion — opbcdket. The
remainder was covered by various other small government programs.

Uninsured in Maryland: According to the Maryland Health Care Commission, in 2006-
2007, 15.4% of Maryland’s noneldery population was uninsured, with an average of
760,000 uninsured nonelderly residents per year (610,000 adults and 150,000 children).

Single-payer Health CareMany other countries have single-payor health care systems,

including Canada and Australia. Several states have also codsisiagde-payor
systems, including California, Illinois, Massachusetts, and Oregon.
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Health Care Reform in Other State$p date, only three states (Massachusetts, Vermont,
and Maine) have enacted comprehensive health care reform progiosadisat achieving
near universal coverage of residents. These reforms have includegdiges as
individual and employer mandates and subsidized insurance plans. &msda reform
have varied in other states, but most states, like Maryland, h&ga ain incremental
approach such as expansion of Medicaid and Children’s Health Insurancen?sagrd
insurance market reforms.

ERISA: The federal Employee Retirement and Income SecurityoA&®74 contains a
preemption clause stating that the Act “shall supersede anyilgsthte laws insofar as
they relate to any employee benefit plan.” These benefitsdachealth care. State
reforms have often come into conflict with ERISA when they reldieectly or
indirectly, to employee benefits. States cannot mandate thalbysms pay for health
insurance, directly tax benefit plans, or require reports on casteoof the plans from
employers. States are permitted to “regulate the business of insurance.”

State Fiscal Effect: There is insufficient data to reliably estimate the padémtipact to
the State. The bill calls for most health programs to berpacated into the Maryland
Health System. Such a transfer will take a significamwarhof time and planning and
will in all likelihood be phased in over time. DHMH expenditures faedidaid and
other health care programs decrease significantly as covered pmmikate transferred
into the plan. In addition, MHIP and Senior Prescription Drug AssistéProgram
(SPDAP) expenditures decrease. As a point of reference, tlovifadl programs are
projected to spend approximately $7.36 billion in fiscal 2010.

Fiscal 2010
Public Health Program Department Proposed Budget
Medicaid (not including nursing home care) DHMH $5.8 billion
Mental Hygiene Administration DHMH 964.9 million
Community and Family Health Administration DHMH 254.8 million
Alcohol and Drug Abuse Administration DMHM 150.7 million
MHIP and SPDAP MIA 129.5 million
Local Health Departments DHMH/Local Govt.  57.4 million
Total $7.36 billion

Depending on the benefits package developed by the Maryland Healtim33ystiey
Board, additional health care funds may be transferred to thdunasas well, including
funds appropriated under the AIDS Administration and the Develophergabilities
Administration.
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Additionally, State plan expenditures will decrease significanfiife State plan, which
provides comprehensive health benefits coverage to State engphryeeetirees, will be
cut back significantly, providing only benefits such as term life mste. For
fiscal 2010, the State plan is projected to spend $1.183 billion on paytodmalth care
providers.

Additional Information

Prior Introductions. Several bills have been introduced in recent legislative sedsions
establish a universal health care system in Maryland, includiBgl125 of 2008;

SB 474 and HB 400 of 2007; and SB 410/HB 1152 of 2006. SB 410, SB 474, HB 400,
and HB 1125 were heard by committee, but no further action was takére daills.

HB 1152 received an unfavorable report from the House Health and Guamrn
Operations Committee.

CrossFile: SB 881 (Senator Pinsky) - Finance.
Information Source(s): Experience from 2006 State Health Care Expenditures
Maryland Health Care Commission, January 2008; Department dthHmad Mental

Hygiene; Maryland Insurance Administration; Department of Legisl@emices

Fiscal Note History:  First Reader - March 3, 2009
ncs/mwc

Analysis by: Jennifer B. Chasse Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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