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FISCAL AND POLICY NOTE

Senate Bill 515 (Senator Middleton)
Finance and Budget and Taxation

Healthy Maryland Program

This bill modifies the Maryland Health Insurance Plan (MHIB)be the Healthy
Maryland Program. Beginning January 1, 2010, every resident withoussatoe
employer-sponsored health care coverage must enroll in the prodfamployers with
nine or more full-time employees that do not offer and contributegmoup health plan
must pay a per-employee contribution. Individuals with incomes over @G&deral
poverty guidelines (FPG) that do not maintain continuous health ccarerage are
subject to a tax penalty. Per-employee and tax penalty revaneiased to subsidize
lower-income individuals in the program.

The bill takes effect July 1, 2009, with the exception of the taxltygmavisions, which
take effect January 1, 2010, and apply beginning with tax year 2010.

Fiscal Summary

State Effect: Special fund revenues increase by a significant amount 8029 from
the mandated per-employee contribution and premium income. iaSpstd revenues
further increase by $27.8 million in FY 2011 from tax penalties. neGd¢ fund
expenditures increase by $3.4 million in FY 2010 to administer the npelogee
contribution. Special fund expenditures increase in FY 2010 to adenitie Healthy
Maryland Program, including collection of tax penalties. Only castociated with
enforcement and other activities required of the ComptrollerfBced have been
guantified.  Significant other expenditures are required. Futures yegiftect
annualization, inflation, and declining tax penalty revenues due to setteates of
insurance.



($ in millions) FY 2010 FY 2011 FY 2012 FY 2013 FY 2014

SF Revenue - $27.8 $25.9 $18.1 $1418
GF Expenditure $3.4 $2.2 $2.3 $2.4 $2.5
SF Expenditure - $.2 $.1 $.1 $.1
Net Effect ($3.4) $25.4 $23.5 $15.5 $12.2

Note:() = decrease; GF = general funds; FF = federal funds; SF = special funds; - = indeterminate effect

Local Effect: None.

Small Business Effect: Meaningful. Small businesses with nine or more full-time
employees may be subject to the per-employee contribution or ipenfilbm the
Commissioner of Labor and Industry.

Analysis
Bill Summary:

Healthy Maryland Program: Beginning July 1, 2009, the program must enroll any
eligible residents without access to employer-sponsored health caverage.
The program will be overseen by the Healthy Maryland ProgranmrdBfihe former
MHIP board). All underwriting risk must be borne by participatiragriers. The
program will provide subsidies to residents without access to earpéppnsored health
care coverage and incomes below certain levels as establisiied byard. Enrollment
of individuals entitled to a subsidy must be capped based on available funding.

Coverage Requirements. Coverage must (1) be issued on a guaranteed-issue basis;
(2) include benefits approved by the board; and (3) have no preexisting @onditi
limitations or medical underwriting. The board must establigaradard benefit package
that is affordable and comprehensive; thus, coverage may exclude ethbeaiefits,
coverage, and reimbursement requirements otherwise imposed on bezafit plans.

The benefit package must include incentives for healthy behaviquramdie first-dollar
coverage for preventive services. A change in the standard bengfdgeais not
effective until six months after adoption by the board.

Rating: The board must establish a community rate for program coverage T
community rate may be adjusted only for age, family composi@ad, incentives for
healthy behavior. Rates may not be adjusted for health stabesw@pation. The board
may allow a rate that is 40% above or 50% below the communéy @arriers must be
allowed a reasonable administrative fee and a margin of 2%iteloded in rates. Each
participating carrier must charge the standard premium r&iash carrier, by March 31
of each year, must report to the board its actual medical anadiattative costs for the
previous year and any request for rate adjustment.
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Carrier Requirements. Carriers that participate in the small group market must
participate in the program; otherwise, participation is voluntaycarrier that ceases to
participate in the program may not reenter the program or paticin the small group
market for five years. A carrier may remain in the snmbbup market without
participating in the program if the carrier experiences cuineladbsses under the
program exceeding $50.0 million or 10% of premiums or greater in two @aihse
years.

Each carrier must develop a master plan document that inchefesits, exclusions,
preauthorization and utilization review guidelines, any limitationprawvider selection,
cost-sharing requirements, and procedures for presenting clairob. ntaster plan must
be approved by the board. Each carrier must also develop ace&stifif coverage that
must be updated as necessary and provided to program enrollees at speeified tim

Mandated Per-employee Contribution:  Employers with nine or more full-time
employees that do not offer a group health plan to which the empl@alersna fair and
reasonable premium contribution must pay a per-employee contribufioe.Maryland
Health Care Commission (MHCC) will determine the required rdmriton annually
based on the average premium contribution made by employers ismié group
market. The Commissioner of Labor and Industry must determinecalfett the
contribution and assess a penalty on an employer that fails totheakentribution. The
commissioner must distribute the per-employee contributions aradtypeevenues to the
Healthy Maryland Program Fund.

Tax Penalties: Individuals who do not maintain continuous health care coverage for
themselves and any dependent child during the taxable year aret $algepenalty of
$1,000. For a married couple filing a joint return, the penalty is $2,000ssupkch
spouse and each dependent child of the married couple had continuous heslth ca
coverage. If only one spouse in a married couple and each dependent child
had continuous coverage, the couple is subject to a $1,000 penalg. pefalty is
applicable to tax year 2010 and beyond.

The penalties do not apply to a nonresident, including a nonresident spouse or a
nonresident dependent. The Comptroller must provide an exception fadigitual

(1) whose annual premium costs would exceed 6% of federal adjustssl igcome;

(2) whose annual income is below 300% FPG or (3) who objects to hesaltiance on
religious grounds. The Comptroller must distribute penalty revenudsetdiealthy
Maryland Program Fund, after deducting a reasonable amount for administoestise

Taxpayers have to indicate on their income tax return whetherhtéény the required
coverage.
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The Comptroller has to publicize the health care coverage reaunteta provide
adequate opportunity for individuals to obtain coverage and avoid a penalty.

Healthy Maryland Fund: The bill renames the MHIP Fund the Healthy Maryland Fund
and alters the revenue sources to the fund by repealing premourMHiP coverage
(defunct under the bill) and adding revenues from the per-employeebcioins and
tax penalties required under the bill.

Current Law/Background:

Maryland Health Insurance Plan: MHIP is an independent unit of State government.
The purpose of MHIP is to decrease uncompensated care costeviing access to
affordable, comprehensive health benefits for medically uninsurafiderds. Medical
eligibility for the program requires that applicants have been démi@ddual coverage,
have been offered coverage that excludes or limits coverage fodieameondition, or
have specific health conditions. Members pay a premium basegepsubscriber type,
and type of benefit plan. Individuals with incomes below 300% FP@ meeeive
discounted premiums through MHIP+. MHIP currently has 15,180 enrollees.

Small Group Market: The Comprehensive Standard Health Benefit Plan (CSHBP) is a
standard health benefit package (standard plan) that carriersetiustsmall businesses

(2 to 50 employees). Carriers must offer the standard plalh small businesses, but
may sell additional benefits or enhancements through riders.rideng must be offered
and priced separately. CSHBP includes guaranteed issuanceerawlal, adjusted
community rating with rate bands, and the elimination of preexisting tamdi
limitations. CSHBP has a minimum benefit floor based on the ra&tualue of a
federally qualified health maintenance organization (HMO) and famdability ceiling
based on the average premium of all policies expressed as a pgecehthe average
wage in Maryland (currently 10%).

Carriers must use a community rate that must be based on theegpeof all risks
covered by that health benefit plan without regard to health status or occupdimnate
may only be adjusted for age and geographical location. Camaysharge a rate that
is 40% above or 50% below the community rate and offer a discoumeeaf nap to 20%
to a small employer for participation in a wellness program.
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According to MHCC, there are 53,671 employers and 427,738 employdiegpptng in
CSHBP. Only eight carriers participated in 2007, with thettep insurers having a
combined market share of about 86% of the small group market. Tregay@emium
in 2007 for an HMO plan with riders (the most common plan purchasasl 4,560 for
employee-only coverage and $12,204 for family coverage.

While the small group market is not substantially impacted hey Lill, several key
aspects of the market such as guaranteed issue, no preexistingoodnditations, and
some rating principles, are applied to coverage provided under thenyHb&aryland
Program. Further, carriers that sell CSHBP must participate in digeson.

Employer-based Health Care Coverage in Maryland: According to MHCC, in
2006-2007, 71% of nonelderly insured individuals in the State had emploet-thealth
insurance (about 3.5 million individuals) and 7% had direct purchase masura
(about 346,000 individuals). Access to employer-based insurance tlasederom
78% in 2000-2001.

Uninsured in Maryland: According to MHCC, 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). Maryland’s nbgnelder
uninsured rate is consistently lower than the national average of 17.5% dueater
employment-based coverage. Persons in families with incbetes 200% FPG form a
minority (44%) of Maryland’s uninsured. About 60% of Maryland’s unieduare
employed adults. Those working in smaller private firms (fettvan 100 employees) are
disproportionately represented among uninsured workers (62% comp#ne?7%a of all
workers).

Massachusetts Health Reforms:  Massachusetts’ major reform efforts in 2006
(1) expanded children’s Medicaid eligibility to 300% FPG; (2) raisedlement caps for

a number of Medicaid programs; (3) established the Commonwealtth fogram to
provide subsidized coverage to low-income adults below 300% FPG;dijeth the
individual and small group markets; (5) required all adults to haaéhhmsurance if
affordable coverage is available or pay tax penalties; (6) esjuemployers with
11 or more employees to make a “fair and reasonable contributmovérage” or pay a
$295 assessment per worker each year; and (7) established theo@Geeaith Health
Insurance Connector to enable people with incomes above 300% FPRGrctoase
standardized private insurance plans.

Massachusetts has experienced budget difficulties due to the lscaadthexpansion,
mainly due to the higher-than-expected number of enrollees & dresubsidized
programs and lower-than-expected revenues from employesassds. In July 2008,
the state increased its cigarette tax by $1.00 per pack (talaotd2.51) to help offset
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higher-than-anticipated costs of the State’s coverage effogul&ions governing the
employer assessment have also been expanded to further increasecaneaitahles.

Health Care Reform in Other States: Vermont requires employers to provide coverage
but does not require individuals to purchase health insurance. Vermontdop&ne
subsidized health plan, Catamount Health, in November 2007. In May ¥Z6@6pnt

had approximately 67,000 uninsured residents. As of September 2008, apprgximatel
6,000 individuals had enrolled in Catamount Health.

Approaches have varied in other states, but most states, likdah@drhave taken an
incremental approach. Connecticut and Florida have created dosehealth care
policies that do not provide a full range of benefits. Connecticatenlehe Charter Oak
Health Plan for adults that have not had health insurance for six momties plan is
offered by several insurers, and the state provides premiundigsb®or low-income
adults. The plan began taking applications on July 1, 2008, and as of
September 24, 2008, had enrolled approximately 1,000 individuals. Floridas allow
low-cost insurance, reduced benefit policies to be sold to nonelderguwiad adults
who are not eligible for public insurance. Insurers may not repalicants for the
policies based on age or health status.

Pennsylvania covers children from families with incomes up to 368% through its
Children’s Health Insurance Program and allows families iwthmes above 300% FPG
to buy into the program at full cost. New Jersey recenifcten a law that requires all
children to have health insurance by July 2009. New Jersey's ChidHealth
Insurance Program covers children up to 350% FPG and allows paiémtsmcomes
above 350% FPG to buy into its program at a cost of $137 per montimdochild,
$274 per month for two children, and $411 per month for three or more children.

ERISA: The federal Employee Retirement and Income Security BRISA) of 1974

contains a preemption clause stating that the Act “shall supeasgdand all State laws
insofar as they relate to any employee benefit plan.” Theasgfiteinclude health care.
State reforms have often come into conflict with ERISA whery tiedate, directly 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 insurafddedugh this clause, states
have tried to side-step ERISA, usually without success. Fonoestéhe U.S. Court of
Appeals for the Fourth Circuit in 2007 upheld the decision of the loant @ ruling
that the Maryland “Fair Share Health Care Act,” which méedi&mployee health care
coverage by certain large employers is preempted by ERISéwever, in 2008, the
Ninth Circuit upheld a San Francisco ordinance that requiresrcertgloyers to pay for
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health insurance or health care expenses for their employees ort@ay fund, ruling
that this requirement was not prompted by ERISA.

State Revenues:

Tax Penalties. Special fund revenues to the Healthy Maryland Program Fund increase by
$27.8 million in fiscal 2011 from tax penalties imposed on individuals madied
couples with adjusted gross incomes of 300% FPG or higher that do noaimaine
required coverage. This estimate is based on the following facts and assumptions

° approximately 227,000 individual and joint filers with incomes 300% FPG or
more will not have health insurance in tax year 2010;

° 136,200 (60%) will indicate that they have obtained health insurareeoid the
surcharge;

° 90,800 will be subject to the surcharge;
o 50% of the individuals subject to the surcharge (45,400) will meet otie diill's

exceptions;
o 31,780 will be assessed surcharges (70% compliance rate);
o 90% of the amount assessed will be collected; and
° 75% of the amount assessed will be collected within the same fiscal year

Legislative Services notes that this estimate is considerapher than actual revenues
achieved in Massachusetts. For tax year 2007, about 95% of Masstsctassdilers
indicated that they had health insurance coverage. Of the 5% (168,00@ysofvho
were uninsured, 69,000 (40%) were exempt from penalties. As of Nove&tb8r
Massachusetts collected only $4.3 million in tax penalties foygax 2008. Maryland’s
uninsured rate (15.4%) is substantially higher than the uninsurednraassachusetts
(an estimated 7.0% in 2007).

Mandated Per-employee Contribution: Special fund revenues to the Healthy Maryland
Program Fund further increase beginning in fiscal 2010 due to collecfioa
per-employee contribution from certain employers and penak®ssssed on employers
who fail to make the required contribution. The amount of revenues caanetiably
estimated at this time and will depend on (1) the extent tohmnployers with nine or
more full-time employees do not offer group health plans to wtiiely make fair and
reasonable premium contributions; (2) the number of employsegiated with these
employers; (3) the amount of the required per-employee contrib(ibdbe set annually
by MHCC); and (4) compliance with the requirement on the gfagtmployers. Whereas
the tax penalties under the bill are specified, the per-emplogetribution amount and
any penalties for noncompliance with the contribution are not specified.
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According to the 2006 Medical Expenditure Panel Survey, there are 49,vategector
establishments in Maryland with 10 or more employees. Togédliese establishments
have 1,390,651 full-time employees. In 2006, 43,774 (88%) of these estariishm
offered health insurance, while 5,987 (12%) did not. For thos®liskt@ents that
offered insurance, it is unknown whether the employer's premium lbotiom was
“fair and reasonable.”

For illustrative purposes only, Massachusetts requires employers with
11 or more workers to make a “fair and reasonable contribution taagw/eor pay

a $295 annual assessment per worker. To date, about 650 firms havesessadafor
about $7.0 million. In September 2008, Massachusetts’ Division of H&zile
Financing tightened regulations to increase the number of employeesctsidjthe
assessment in hopes of generating an estimated $30.0 million in addiscgrales from
the assessment.

Healthy Maryland Program: Special fund revenues increase by a significant amount
beginning in fiscal 2010 from premiums paid by Healthy Marylarmbfm enrollees.
This amount cannot be reliably estimated at this time anddeflend on the number of
enrollees, the premiums established for the program, and the sulohiegule for
low-income enrollees.

State Expenditures:

Mandated Per-employee Contribution: General fund expenditures for the Department of
Labor, Licensing, and Regulation (DLLR) increase by $3.4 milliofisical 2010, which
accounts for the bill's October 1, 2009 effective date. This estinedlects the cost of
hiring 26 full-time positions and associated start-up costs to dewsldpmaintain an
employer database on an estimated 164,556 employers, colleacyempiformation,
process reports, assess and collect contributions, establish andenmanaollection
system, and impose penalties on noncompliant employers. It isckadaries, fringe
benefits, one-time start-up costs, and ongoing operating expenses. |ITtheedinot
provide for administrative expenses to be covered by per-emplogatibution
revenues. Therefore, general funds are required for these expenses.
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Positions 26

Salaries and Fringe Benefits $1,093,555
One-time Start-up Costs 1,750,000
Ongoing Contractual Services 243,750
Other Operating Expenses 303,763
Total FY 2010 State Expenditures $3,391,068

Future year expenditures reflect full salaries with 4.4% anncatases, 3% employee
turnover, and 1% annual increases in ongoing operating expenses.

Tax Penalties. General fund expenditures for the Comptroller's Office increase by
$250,000 in fiscal 2010 to publicize the bill's requirements in advantieedbx penalty,
which begins in tax year 2010. Publicity must provide adequate oppgrtiamit
individuals to obtain health care coverage and avoid a tax penalty.

Special fund expenditures for the Comptroller's Office increage$h72,108 in

fiscal 2011, which accounts for the January 1, 2010 effective datheobill’'s tax

provisions. This estimate reflects the cost of hiring two reweexaminers to audit
returns and a one-time only expense to alter tax year 2010 inceriogrte to collect the
information necessary to calculate and assess the requiredypehahcludes salaries,
fringe benefits, one-time start-up costs, and ongoing operating expasisdse with the

administrative costs for the per-employee -contribution, the ddes allow the
Comptroller to deduct a reasonable amount for administratives dostcollect tax
penalties. Therefore, special funds are used for these expenses.

Positions 2
Salaries and Fringe Benefits $52,254
One-time-only Tax Form Alterations 111,360
OtherOperating Expenses _ 8,494
Total FY 2011 State Expenditures $172,108

Future year expenditures reflect full salaries with 4.4% anmgatases, 3% employee
turnover, and 1% annual increases in ongoing operating expenses.

Healthy Maryland Program: Special fund expenditures increase by a significant amount
beginning in fiscal 2010 to administer the Healthy Maryland Progrdinis amount
cannot be reliably estimated at this time and will depend onuhwer of enrollees, the
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number of subsidized enrollees, claims experience, and adminestraipenses.
Legislative Services assumes that these costs will be paid the Healthy Maryland
Fund using revenues from the current MHIP assessment ($114.9 nmilliiscal 2010),
enrollee premiums, the per-employee contribution, and tax penalgsenditures will
be further offset by hospital uncompensated care savings achievedcinsently
uninsured individuals enrolling in the program.

For illustrative purposes only, CareFirst BlueCross BlueShield prepared an actuarial
analysis of the cost to implement a proposal similar tdilhe This analysis estimates a
total cost per member per month of $253. A total of 537,867 individuaks estimated

to enroll in the program for a total cost of $1.6 billion. These awstdd be offset by
revenues from the current MHIP assessment, premiums, thenpmoyee contribution,
and tax penalties, as well as anticipated savings from avieogaital uncompensated
care.

Small Business Effect: To the extent that small businesses with between
9 and 50 employees do not offer a group health plan to which they anékie and
reasonable premium contribution, they will be subject to a peresm@lcontribution.
Small businesses subject to this contribution that do not comply afso incur
unspecified penalties from the Commissioner of Labor and Indugtocording to the
2006 Medical Expenditure Panel Survey, there are 21,540 establishméhts
10 to 49 full-time employees in Maryland. An estimated 20%hefe establishments
(4,308) do not offer health insurance. It is unknown whether those dstadiits that do
offer health insurance will be found to provide a “fair and reasohabltdribution under
the bill. The amount of the per-employee contribution and any poteraralty for
noncompliance is not specified in the bill.

Additional Comments. Exhibit 1 displays the 2009 federal poverty guidelines by
family size for 300% FPG.

Exhibit 1
2009 Federal Poverty Guidelines

Family Size 300% FPG
$32,490
43,710
54,930
66,150
77,370

a b wNPEF
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Additional Information
Prior Introductions. None.
CrossFile: HB 860 (Delegate Hammen) - Health and Government Operations.

Information Source(s): 2006 Medical Expenditure Panel, Agency for Healthcare
Research and Qualitijealth Insurance Coverage in Maryland Through 2007, Maryland
Health Care Commission, January 2009; Community Catalyst; &tatylHealth
Insurance Plan; Department of Health and Mental Hygiene; Muatylensurance
Administration; Comptroller’'s Office; Department of Labor, émsing, and Regulation;
Department of Legislative Services

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

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