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RE: Social and financial impact report — Senate Bill 308

Dear Senator Chvala and Representative Jensen:

SB 308 expands coverage for services related to mental health and AODA
treatment in group health insurance plans. As required in, s. 601.423, Wis.
Stats., | am submitting a social and financial report on the proposed health
insurance mandate.

Current W sconsin Law

Wisconsin’s current mental health parity law applies only to group health
insurance policies. The services covered under current law are; inpatient
services, outpatient services and transitional services.

There are certain minimum coverages for each of the three previously mentioned
services.

A group policy that provides coverage for inpatient hospital services must
annually cover:

. At least expenses for the first 30 days as an inpatient in a
hospital; or

At least $7,000 minus a copayment of up to 10% or actuarially
equivalent benefits measured in services rendered.

. At least $3,000 minus a copayment of up to 10% for transitional
treatment or actualially equivalent benefits measured in services
rendered.

A group policy that provides coverage for outpatient services must annually

cover:
. At least $2,000 of services minus a copayment for up to 10% or
equivalent benefits measured in services rendered.
. At least $3,000 minus a copayment of up to 10% for transitional
treatment or equivalent benefits measured in services rendered.
*x However, total coverage for inpatient, outpatient, and transitional

treatment services need not exceed $7,000 or equivalent benefits per
year.



Pr oposed Coverage Changes

SB 308 prohibits all group health policies offered in Wsconsin fromincl uding
limtations on nental health or al cohol or other drug abuse treatnent (ACDA)
that are not applied to other nmedical services.

More specifically, SB 308 woul d:

a. Permanently suspend annual dollar thresholds for inpatient,
outpatient and transitional nental health services.

b. Renpbve annual dollar thresholds for AODA treatnent.

c. Elimnate any annual day or hourly limts for inpatient nental
heal t h services.

| npact of Mandat es

W sconsin has long benefited froma healthy and conpetitive insurance market.
The state currently has anong the | owest health insurance prem uns, and anpbng
the I owest uninsured rates in the country, according to the U S. Census
Bureau. Increasing the nunmber of mandated coverages could have an adverse
effect on our current health insurance market. Traditionally, as the nunber
of benefit mandates increase, the cost of coverage rises, and as costs rise,
fewer and fewer individuals and businesses can afford to insure.

It is difficult to project the actual inpact of any mandate because of the
factors involved. The structure of a benefit will affect, either positively
or negatively, the level of consuner demand or utilization of service. For
exanple, a limted benefit may | ead consuners to decide not to seek treatnent
that is not vitally necessary. On the other hand, an overly generous benefit
could lead to overutilization for a specific treatment sinply because paymnent
is available. Taking these two factors into account, OCI’s survey and

analysis projects the following impacts of this mandate.

. The mandate will add approximately $27 to $54 million per
year to prem um costs for group health insurance consuners,
borne nostly by small busi nesses.

. I ndi vi dual s who remain covered under group policies wll
have an increased access to care for certain treatnents as
speci fi ed.

. The increase in costs will increase the disparity between

i nsured plans and non-state regul ated self-insured pl ans,
decreasing the effectiveness and protections afforded by
state regul ati on.

Soci al | npact Factors

Fully insured group health insurance products cover approximately 2.5 million
state residents. This mandate will expand coverage for those individuals.
However, individuals who are members of groups whose benefit plans are self-
funded are exempt from state regulation by the Employee Retirement and Income
Security Act of 1974 (ERISA) and will not be affected by the mandates.



Because sel f-funded plans do not have to offer state-nandated benefits, this
option offers self-funded plans the opportunity to save as nuch as 10%to 15%
on prem um costs, or choose which benefits to offer. Anytine nandates are
added to insurance products, it will increase the propensity of enployer
groups to switch to sel f-funding.

Sel f-funding of health benefits has historically been used nostly by |arger
enpl oyers, however; over the |ast decade, the nunber of nedi um enpl oyers
shifting fromfully insured to self-funded products has increased. Larger
enpl oyers are able to spread these costs over a |arger base when sel f-funding
and typically do not experience the same inpact.

Protections passed in 1991 for snmall enployer groups were ainmed at protecting
smal | enployers fromthe trenendous adverse effects on costs in the event a
group has unheal thy nenbers. By switching to self-funding, small and nedi um
enpl oyers have in many cases unknow ngly foregone the protections available to
them and their enployees, a fact they do not realize until it is too |ate.

Increasing the disparity between insured and sel f-funded plans costs will only

i ncrease the incidence of such switching. The potential of this occurring
t hrough mandated nental health treatment is very possible.

Fi nanci al | npact Factors

In estimating the costs of the coverage proposed in SB 308, OCl surveyed
health insurers’ estimates of coverage costs. Actuarial projections provided
indicate approximately a:

e .6%to 1.2% or $27 to $54 nillion increase in insurance
prem unms resulting fromthe nodifications to existing nmental
heal th requirenents.

The above mentioned increase is based on the following assumptions:

* The Mental Health Parity Act of 1996 mandated that group health
insurance policies would no longer be allowed to set annual or
lifetime dollar limits on mental health benefits. However, the
MHPA'’s provisions do not apply to benefits for substance abuse
or chemical dependency (i.e. AODA).

* According to MHPA, only the group health plans that offer
mental health benefits must provide mental health coverage in
their benefits package. In Wisconsin, according to s. 632.89,
Wis. Stats., all group health plans in Wisconsin are required
to provide mental health benefits.

e Since the enactment of federal MHPA (this did not include AODA
coverage) health care premiums for group health insurance in
Wisconsin increased approximately .4% or $18 million.

e With the potential inclusion of AODA coverage in SB 308,
average group health insurance premiums would increase an
additional .2% - .8% or $9 - $36 million.



Since the enactnent of the federal Mental Health Parity Act (MPHA) 1996, the
state health program adheres to nost of the requirenents proposed in SB 308,
with the exception of AODA coverage. The Departnent of Enployee Trust Funds
prepared a fiscal estimate for the effect that this change woul d have on costs
to state enpl oyee coverage as well. That estimate stated that for the 150,000
enpl oyees covered by the state, the changes woul d increase costs between
$345,600 and $3 mllion. Once again, this increase shows costs significantly
| ower than that of private industry costs, primarily because the state health
i nsurance programcurrently covers nental health services consistent with the
federal Mental Health Parity Act.

| npact on the Uninsured

According to Congressional Budget Office estimates - for every 1%increase in
prem uns, approximtely 200,000 persons nationally becone uninsured.
(Currently, the federal MHPA includes an exenption if the cost of parity
exceeds the 1%threshold) Wiile it would be difficult to predict the nunber
of persons affected, it is reasonable to assune that an increase in premnm um
costs to small and medi um si zed enpl oyers certainly will have a negative

i npact on the nunber of people insured in Wsconsin.

Pl ease contact Eileen Mallow at 266-7843 or Ceorge Kl aetsch at 264-6239 if you
have any questions regarding this report.

Si ncerely,

Randy Bl uner
Deputy Conmi ssi oner



