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The Office of Fiscal Analysis (OFA) released a fiscal note describing the effects of HB 6305,
proposed SustiNet legislation. This document analyzes the two largest cost issues raised by the
fiscal note. These involve the Basic Health Program, slated for implementation starting in 2014,
and administrative costs during the coming biennium.

Summary

Basic Health Program

OFA estimates that implementing the Basic Health Program (BHP) will cost between $222.8
million and $478.6 million a year, premised on three conclusions, each of which reflects major
analytic errors.

First, OFA estimates that federal BHP dollars will average $3,325 a year per BHP consumer, as of
2014. But OFA misstates the Congressional Budget Office’s (CBO) premium projections and
completely ignores out-of-pocket cost-sharing subsidies under the Patient Protection and
Affordable Care Act (ACA). If these mistakes are corrected, OFA’s methodology yields the
conclusion that average federal BHP payments will exceed $4,758 in 2014.

Second, OFA finds that to provide each eligible adult with HUSKY coverage funded by BHP will
cost between $6,000 and $9,000. As a result, OFA concludes that the state will need to pay
$2,675 to $5,675 per enrollee. However, in estimating cost of providing adults with HUSKY, OFA
erroneously applies the ratio of adult-to-child costs that applies in the commercial market
rather than the very different ratio that applies in HUSKY. Further, OFA bases the upper end of
its cost projection on Medicaid expenses for very poor childless adults, many of whom have
serious, chronic mental and physical health problems, rather than the cost of relatively healthy,
working adults who qualify for BHP because they have incomes between 133 and 200 percent
of the federal poverty level (FPL). If these errors are corrected, HUSKY costs fall to between
$3,195 and $3,759 per BHP adult. As a result, federal BHP payments will exceed baseline HUSKY
costs by $1,000 to $1,500 per enrollee.
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Third, OFA concludes that 101,250 people will enroll in BHP, including 16,000 parents who
qualify for HUSKY under current law and 85,250 other low-income adults. However, OFA uses
outdated estimates of the number of HUSKY-eligible adults who will qualify for BHP; ignores
ACA’s prohibition of BHP eligibility for uninsured consumers who are offered employer-
sponsored insurance; assumes that every single uninsured adult who qualifies for BHP will
enroll; and greatly overstates the number of income-eligible adults with private health
coverage, some of whom will drop that coverage to join BHP. If these errors are corrected, an
estimated 12,000 HUSKY-eligible parents and 33,367 other adults will receive BHP-funded
coverage, for a total enrollment of 45,367.

Administrative costs

Based on the Massachusetts Connector (a health insurance exchange), OFA finds that the
SustiNet Authority would generate administrative costs below $4 million during the first year
and less than $6 million for later years. These estimates seem high, for two reasons:

During the coming biennium, the SustiNet Authority will primarily be addressing Medicaid
and state employee coverage, for which DSS and the Comptroller already incur
administrative costs. Most of SustiNet’s administrative costs will thus be offset by savings in
the latter agencies.

Medicaid will be the primary beneficiary of any new administrative costs, since Medicaid
will be responsible for more than 70 percent of all enrollees and health care costs. Federal
matching funds can be claimed to cover up to 75 percent of Medicaid-attributable
administrative costs, since many activities will require the participation of skilled medical
personnel, for whom enhanced federal matching dollars are available.

OFA also estimates that the Comptroller could need to spend $185,117 on new staff hired to
process municipalities’ applications for coverage. But HB 6305 authorizes those costs to be
charged to municipalities rather than paid with state dollars, as OFA itself notes.
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Detailed Analysis: Basic Health Program

Estimated federal payments

Federal BHP payments will equal 95 percent of what the federal government would have paid
for BHP consumers in the exchange. According to the federal BHP statute, this includes two
distinct subsidies: “premium tax credits under section 36B of the Internal Revenue Code” and
“cost-sharing reductions under Section 1402”* of the ACA. The OFA analysis miscalculates the
amount of premium tax credits by misstating premium projections from the Congressional
Budget Office (CBO). Worse, the OFA analysis completely ignores all cost sharing reductions.
Correcting these two errors but applying the rest of OFA’s approach yields the conclusion that
the federal BHP payment for an individual at the mid-point of BHP eligibility will be $4,758.87.
Put differently, OFA underestimated federal payments by 30 percent.

Premium tax credits

All subsidy estimation begins with the anticipated “reference” premium on which federal
subsidies are based—namely, the second-lowest cost plan with an actuarial value of 70 percent.
OFA claims that this premium will be $4,500, alluding to a “general estimate” from the
Congressional Research Service (CRS) and CBO, without citing any particular source for this
claim. OFA estimates that the consumer’s average premium cost will be $1,000, citing the
Kaiser Family Foundation. OFA thus concludes that the average federal tax credit for BHP adults
would be $3,500 in 2014. The federal BHP payment would equal 95 percent of that amount, or
$3,325

In fact, CBO projected that, as of 2016, the reference premium will be $5,200, not the $4,500
stated by OFA.? Based on what CBO’s actual projections were, one can calculate consumer
premium payments using the provisions of the ACA. In 2016, CBO estimates that the federal
poverty level for a 1-person household will be approximately $11,771.> To determine typical tax
credit amounts, consider an individual at the mid-point of the income range covered by BHP—
namely, 167 percent FPL,* which would be $19,658.29.

The ACA bases consumer premium contributions on a linear sliding scale within defined income
ranges. At 150 percent FPL, consumers will pay 4 percent of income for the reference plan; at
200 percent, the payment reaches 6.3 percent.” Accordingly, at 167 percent FPL, an individual
would pay 4.782 percent of income, or $940.06 in 2016. The premium tax credit would cover
the remaining $4,259.94 of the $5,200 premium forecast by CBO. Applying the 5 percent annual
inflation rate that OFA uses to project health care costs,® the federal tax credit will equal

! patient Protection and Affordable Care Act (ACA) §1331(d)(3)(A)(i).

2 Congressional Budget Office, An Analysis of Health Insurance Premiums Under the Patient Protection and
Affordable Care Act, November 30, 2009, Table 2.

® The same table referenced in the last note states that, at 175 percent FPL, an individual will have income of
$20,600. That would be the case if the FPL were $11,771.43.

* In fact, the average BHP-eligible individual would have an income below this level. That is because, as income
falls, a higher percentage of workers lack employer offers of health coverage and so could qualify for BHP.

® Internal Revenue Code §36B(b)(3)(A)(i), added by ACA §1401(a).

® See OFA Fiscal Note for HB 6305, footnote 11.
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$3,863.89 in 2014. To determine the federal BHP payment, 95 percent of that amount is
$3,670.70.

Out-of-pocket cost-sharing subsidies

The OFA analysis completely ignores cost-sharing subsidies, which pay the cost of increasing
coverage from 70 percent actuarial value (AV) to the following values:

e 94 percent AV for individuals at or below 150 percent FPL; and
e 87 percent AV for individuals between 150 percent FPL and 200 percent FPL.

Returning to the example of an individual at the mid-point of BHP income-eligibility, or 167
percent FPL, such an individual’s health plan in the exchange would receive a payment raising
the AV of coverage from 70 percent to 87 percent. In other words, the cost-sharing subsidy
would raise the plan’s coverage from paying 70 percent to 87 percent of health care costs for a
large population with average health care costs. The amount of the cost-sharing subsidy would
thus equal 24.3 percent of the reference premium, since the subsidy would pay for 17/70ths of
the cost of the reference policy. As noted above, CBO estimates that the reference premium
will be $5200 in 2016. The cost-sharing subsidy would thus equal $1,262.86. Using OFA’s 5
percent inflation rate, this amount would equal $1,145.45. To determine the federal BHP
payment, 95 percent of this amount is $1,088.18.

Total BHP payment

In 2014, correcting OFA’s errors but leaving the rest of OFA’s methodology in place, the total
BHP payment for an individual at the midpoint of BHP’s income range would thus be $3,670.70
plus $1,088.18, or $4,758.87.

The cost of providing BHP adults with HUSKY coverage

OFA estimates that, under current law, HUSKY parents will cost an average of $6,000 a year.
OFA argues that BHP costs could range as high as $9,000 a year, which OFA characterizes as the
average cost of Medicaid coverage for currently eligible “childless adults ... with incomes up to
approximately 68% of the federal poverty level.” Serious analytic errors underlie each end of
this estimated cost range.

HUSKY A costs for adults under current law

To estimate HUSKY’s costs per adult, OFA notes that, with HUSKY A, average per capita costs
are now $3,333 for the program as a whole, and that two-thirds of HUSKY A enrollees are
children. OFA then cites the Department of Insurance for the proposition that, with commercial
coverage, adults cost 2.5 times the amount of children.® Using that ratio, and trending the
result forward to 2014, OFA estimates an annual cost per adult of $6,000.9

" ACA §1402(c)(1)(B).

® OFA Fiscal Note, footnote 11.

® Based on these factors, the cost of adult coverage can be determined by algebra. Consider 3 HUSKY A enrollees.
Based on OFA’s findings, 2 of them are children and their total cost is $9,999. If one adult costs the same as X
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It was a serious error for OFA to use the ratio of adult to child coverage that applies to
commercial insurance, rather than the ratio that applies in HUSKY A, which is a Medicaid
program. Medicaid is quite different from commercial coverage. For example, Medicaid
children are guaranteed all medically necessary treatment for their health conditions—a
guarantee that has no commercial counterpart.10 More fundamentally, provider payments in
Medicaid and HUSKY A are based on entirely different rules than apply in the commercial
market.

According to the Kaiser Family Foundation—the same source that OFA uses to estimate
consumer payments under the ACA—per capita adult costs in HUSKY A are just 3.5 percent
higher than child costs.'* Applying OFA’s methodology but using the HUSKY A ratio rather than
the commercial ratio yields the conclusion that per capita costs per HUSKY adult now average
$3,409.87. Trended forward using OFA’s 5 percent inflation estimate, the estimated cost of the
average HUSKY parent will be $3,759.39 in 2014. In projecting a minimum HUSKY cost of
$6,000 based on inapplicable information from commercial insurance, OFA thus overstated
the correct amount by 60 percent.

Differences between newly eligible BHP adults and current enrollees

OFA’s maximum cost estimate of $9,000 is not plausible. It assumes that working, childless
adults with incomes between 133 and 200 percent FPL will incur the same costs as the
extremely poor childless adults who today receive Medicaid coverage with incomes under 68
percent FPL. The latter group has a high proportion of significant and costly chronic illnesses,
often including mental health and substance abuse problems. Such costs are not characteristic
of higher-income adults who have steady employment. Other states covering childless adults
have thus found that, whereas the poorest such adults have very high health care costs,
childless adults with higher incomes have much lower costs that typify other working
populations.*

In fact, the non-partisan Office of the Actuary of the Center for Medicare and Medicaid Services
concluded that, on average, newly eligible Medicaid adults will cost only 85 percent of the
average cost of currently eligible Medicaid parents:

“The estimated average costs for adults who become enrolled as a result of the
expanded eligibility criteria in the Affordable Care Act are significantly lower than those
for existing beneficiaries. In part this difference arises from the fact that adults in poor

children, then 2+X children = 9999; and each child costs $9999 divided by (2+X). Once the child’s cost is
determined, the adult’s cost equals the child’s cost times X.

19 Sara Rosenbaum and Paul H. Wise, “Crossing The Medicaid—Private Insurance Divide: The Case Of EPSDT,”
Health Affairs, 26, no.2 (2007):382-393.

! Kaiser Family Foundation, “Medicaid Payments per Enrollee, FY2007,” Statehealthfacts.org,
http://www.statehealthfacts.org/comparemaptable.jsp?ind=183&cat=4.

'2Stan Dorn, Sharon Silow-Carroll, Tanya Alteras, Heather Sacks, Jack A. Meyer, Medicaid and Other Public
Programs for Low-Income Childless Adults: An Overview of Coverage in Eight States, prepared by the Economic
and Social Research Institute for the Kaiser Commission on Medicaid and the Uninsured, August 2004.

Page | 5



http://www.statehealthfacts.org/comparemaptable.jsp?ind=183&cat=4

health often suffer a loss in income, increasing their likelihood of qualifying for Medicaid
under the pre-Affordable Care Act criteria.”

Applying this finding to newly eligible BHP adults yields the conclusion that such adults will cost
$3,195.48 in 2014, or 85 percent of what current-law HUSKY adults will likely cost."

The anticipated number of BHP enrollees

OFA claims that BHP would cover an estimated 16,000 HUSKY-eligible parents plus 82,500 other
adults. Each of these numbers is mistaken. Correcting OFA’s errors, the remainder of OFA’s
methodology yields the conclusion that 12,000 HUSKY-eligible parents and 33,367 other adults
will receive BHP, for a total enrollment of 45,367.

HUSKY-eligible parents

OFA does not indicate the source of its estimate that BHP will include 16,000 parents who
qualify for HUSKY under current law. Presumably, the source is Dr. Jonathan Gruber’s 2010
estimate developed for the SustiNet Partnership Board of Directors.” Since then, Dr. Gruber
has continued to refine his model. According to his more recent estimates, presented to the
Legislature on March 15, this category includes 12,000 parents.16

Newly eligible adults

To estimate the number of newly eligible adults who will receive BHP, OFA uses data from the
Department of Revenue Services to identify 225,000 state income tax filers with incomes in the
BHP eligibility range. OFA then uses national Census data to estimate that approximately 65,250
of these residents were uninsured and so could qualify for BHP. OFA further states that “about
7% of those in this income bracket who currently have insurance would drop that to enroll in
the BHP,”*’ adding another 17,250 individuals.

This analysis suffers from three major errors. Correcting those errors yields an estimate that
BHP would cover roughly 33,367 newly eligible adults:

13 Office of the Actuary, Centers for Medicare & Medicaid Services, United States Department of Health & Human
Services, 2010 Actuarial Report on the Financial Outlook for Medicaid, December 21, 2010,
http://www.cms.gov/Actuarial Studies/downloads/MedicaidReport2010.pdf. This conclusion accords with other
research findings. See John Holahan, Genevieve Kenney, and Jennifer Pelletier, The Health Status of New Medicaid
Enrollees Under Health Reform, prepared by the Urban Institute for the Robert Wood Johnson Foundation, August
2010.

1 Costs will likely be lower for BHP-eligible populations than for newly eligible Medicaid adults, since most BHP-
eligible adults will have incomes above 133 percent FPL. By contrast, the cost estimates used by the CMS Actuary
and the Urban Institute include not just working populations, like the adults in BHP, but also the very low-income
childless adults, who disproportionately suffer from costly chronic health problems that can easily interfere with
employment, and who are ineligible for Medicaid, no matter how poor they are, in most states.

!> Report to the Connecticut General Assembly From the SustiNet Health Partnership Board of Directors, January
2011, http://www.ct.gov/sustinet/lib/sustinet/sn.final report.appendix.cga.010711.pdf.

16 Testimony of Stan Dorn, Urban Institute Senior Fellow, concerning HB 6587, Before the Joint Committee on
Human Services of the Connecticut General Assembly, March 15, 2011,
http://www.cga.ct.gov/2011/HSdata/Tmy/2011HB-06587-R000315-Stan%20Dorn-TMY.PDF.

" OFA Fiscal Note, footnote 12.
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e People who decline an offer of employer-sponsored insurance (ESI) are included in the
OFA analysis even though they are ineligible for BHP.'® Among workers with incomes
between 100 and 199 percent FPL, 28.6 percent of those without ESI decline an employer’s
offer of coverage, according to Current Population Survey data.’ If this same proportion
applied to OFA’s estimate of 65,250 uninsured in the BHP income range, 18,662 would be
offered ESI and so be ineligible for BHP. Approximately 47,000 uninsured adults would
qualify for BHP.*

e OFA assumed that every single uninsured person who qualifies for BHP will enroll. This
seems highly implausible. Even in child health coverage, more than a decade after initial
enactment of the Children’s Health Insurance Program, and following considerable efforts
at outreach and enrollment simplification, an estimated 82 percent of eligible children
enroll—not the 100 percent assumed by OFA.*!

With adults newly eligible for Medicaid under the ACA, CBO projects that 57 percent will
enroll.?? Applying this projection to the estimate of 47,000 uninsured BHP-eligible
consumers in Connecticut yields the conclusion that 26,790 will participate in BHP.

e OFA erred in estimating the number of income-eligible consumers with private coverage.
According to OFA’s analysis, if 7 percent of privately insured individuals with incomes
between 133 and 200 percent of FPL dropped their coverage and shifted to BHP, an
additional 17,250 people would join BHP. For that to be true, 250,286 people in this income
range must receive private coverage—more than all 225,000 residents!

The American Community Survey provides much better information about health coverage
for low-income adults. Among all adults with incomes between 100 and 199 percent FPL,
73,269 receive ESl and 20,691 have individual coverage (Table 1), totaling 93,960 with
private coverage. OFA thus overestimated, by a factor of 2.7, the number of income-
eligible residents with private coverage. If 7 percent of privately insured adults in this age
range dropped their coverage to enroll in BHP, 6,577 additional adults would join BHP.

18 ACA §1331(e)(1)(C). The only exceptions involve workers offered ESI that costs more than 8 percent of income
or that has an actuarial value under 60 percent.

19 Lisa Clemans-Cope and Bowen Garrett, Changes in Employer-Sponsored Health Insurance Sponsorship,
Eligibility, and Participation: 2001 to 2005, prepared by the Urban Institute for the Kaiser Commission on Medicaid
and the Uninsured, December 2006, http://www.kff.org/uninsured/upload/7599.pdf. Clemans-Cope and Garrett
combined data from the February and March Current Population Surveys conducted by the U.S. Census Bureau.

% Two uncertainties affect this analysis. First, Clemans-Cope and Garrett examined adults with incomes between
100 and 199 percent FPL. By contrast, most BHP adults have incomes between 133 and 200 percent FPL. On the
other hand, some BHP adults are immigrants with incomes significantly below 133 percent FPL. Second, a small
proportion of workers are offered ESI with employee premium costs that exceed 8 percent of FPL or an AV under
60 percent.

! Genevieve M. Kenney, Victoria Lynch, Allison Cook, and Samantha Phong, “Who And Where Are The Children
Yet To Enroll In Medicaid And The Children’s Health Insurance Program?” Health Affairs 29(10) October 2010.

22 John Holahan and Irene Headen, Medicaid Coverage and Spending in Health Reform: National and State -by-State
Results for Adults at or Below 133% FPL, prepared by the Urban Institute for the Kaiser Commission on Medicaid
and the Uninsured, May 2010.
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Table 1. Health insurance coverage for near-poor Connecticut adults, age 18-64, at various

income levels: 2009

100-149% FPL

150-199% FPL Total: 100-199% FPL

Employer-sponsored insurance 25,533 47,736 73,269
Individual coverage 10,036 10,655 20,691
Medicare 8,452 7,294 15,746
Medicaid 30,093 22,828 52,921
Uninsured 28,578 28,591 57,169

Total: 95,102 109,801 204,903

Source: U.S. Census Bureau, 2009 American Community Survey.

Detailed Analysis: Administrative Costs

OFA estimates that the administrative costs of operating the SustiNet Authority will be less than
S4 million in the first year and $6 million a year thereafter, “based on the costs of the
Massachusetts Health Connector's first three years of operations.”? In addition, OFA
anticipates that hiring additional staff to process municipal requests to buy into state employee
coverage could cost $185,117 a year. Each of these projections is based on serious analytic
oversights.

SustiNet Authority costs

In estimating the SustiNet Authority’s administrative costs, OFA apparently ignores two key
facts. First, unlike the Massachusetts Connector, the SustiNet Authority will begin by focusing
on health care costs for current state-sponsored populations—namely, Medicaid beneficiaries,
state employees, and state retirees. Most of the Authority’s functions are already being
performed by the Department of Social Services (DSS) and the Comptroller. The administrative
costs of the SustiNet Authority will thus be largely offset by savings in administrative costs
incurred by DSS or the Comptroller.

Second, since most of SustiNet’s increased administrative costs will be attributable to Medicaid,
federal matching payments will cover a large proportion of those costs. The new work of the
SustiNet Authority will largely involve health care delivery system reforms requiring the
involvement of “skilled professional medical personnel, and staff directly supporting such
personnel,” to which a 75 percent federal matching rate applies.24 The federal government pays
50 percent of other administrative costs. Under federal cost allocation principles, Medicaid
could claim federal payments based on relative benefits received from SustiNet administration,
compared to the benefits such administration provides to the state employee health program.25
The lion’s share of SustiNet administrative costs will benefit Medicaid since, according to OFA,
Medicaid beneficiaries will comprise 71 percent all initial SustiNet enrollees and incur 72

2 OFA Fiscal Note, footnote 1.
24 Social Security Act §1903(a)(2)(A).
% Title 2 CFR, “Appendix A to Part 225—General Principles for Determining Allowable Costs,” §C 3 a.
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percent of all SustiNet costs.?® Between 36 percent and 53 percent of any increased

administrative costs under SustiNet would thus be federally matched, depending on the extent

to which 75 percent rather than 50 percent match can be claimed.

Administrative costs of municipal buy-in

In terms of administrative costs attributable to municipalities and other new enrollees, OFA
correctly notes that HB 6305 authorizes such costs to be paid by administrative charges to
enrolling employers. This means that any new staff hired to process municipal applications for
coverage would be paid by fees charged to the municipalities themselves, not by the state

General Fund.

% See OFA Fiscal Note, table in section labeled, “Existing Health Programs.”
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