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Chapter 1|  Introduction and Background

Mandated Health Benefits Advisory Commission Statement

Introduction The Commission undertook the study with the
understanding that it was charged by law with investigating
many facets of the impact of Assembly Bill 333 (A-333).

With this in mind, and considering the limited time and
expertise of the Commission and Department staff, an
actuarial firm with experience in such investigations was
engaged to study this matter and to prepare a report
addressing all of those facets.  The Commission drew upon
the report of the actuarial firm in developing its
recommendation, but does not specifically endorse any
portion of that report.  Some members of the Commission
objected to specific portions of the report.  The Mercer
Oliver Wyman (MOW) report to the Commission is
attached.

The Commission understands that the Legislature
specifically desires a discussion of the implications of this
bill on the insurance market, including impact on price and
on the availability of necessary medical services.

Background We believe that this bill, if enacted, would result in average
premium increases of .3% to .7% based on MOW's
estimates.  A certain number of people, perhaps up to 5,000,
could lose coverage as a result of the increased cost,
although the estimate of that response has much less
support than the estimate of the premium increase.

We are unable to definitely quantify the extent to which the
mandate would actually increase the amount of mental
health, alcoholism, and substance abuse treatment obtained
by covered individuals, or whether it would simply make
the financial impact of that treatment more affordable.



3

What A-333
Requires

Scope

Assembly Bill 333 applies to the regulated insurance market
and to self-funded and insured coverage provided by the
State Health Benefits Plan (SHBP) to state employees and
employees of local employers who opt to participate in the
SHBP.   The regulated insurance market includes individual
and group contracts sold by hospital, medical, and health
service corporations (e.g. Horizon Blue Cross Blue Shield),
individual and group insurance policies sold by insurance
companies, and contracts issued by health maintenance
organizations (HMOs), including contracts and policies sold
in the Individual Health Coverage (IHC) and Small
Employer Health (SEH) markets and the small amount of
SHBP coverage under contracts issued by insured HMOs.
Because different types of carriers or programs are
governed by different statutes, A-333, like all mandated
health benefit legislation, repeats the same requirements
multiple times to amend the sections of the various statutes
applicable to each type of carrier or program.

Mental Health The bill provides that if coverage is provided for any
condition in the Diagnostic and Statistical Manual of
Mental Disorders (DSMD) that is not a biologically based
mental illness (BBMI), such condition must be covered
under the same terms and conditions as any other illness.
(This requirement presumes that coverage for BBMI is
already mandated, which is the case as described below.)
Consequently, the bill does not provide a “true” mandate for
non-BBMI mental health coverage.  Rather it permits
carriers to determine if they will offer, and employers to
determine if they will buy, coverage for some or all non-
BBMI conditions.  The bill would require that any covered
non-BBMI conditions be subject to the same terms and
conditions as other illnesses.

This is a subtle and confusing point.  The Commission
recommends to the Legislature that it confirm that this is its
true intent, and that no more, and no less, flexibility was
intended for insurers and employers.
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Alcoholism and
Drug Abuse

The bill requires that drug and alcohol addiction be covered
and provides that such coverage must be the same as for
any other illness.  The bill requires that alcohol and drug
addiction be covered when determined to be necessary by a
physician or licensed addiction professional based on
criteria of the American Society of Addictive Medicine.
[This would appear to override any determination by a
carrier of the medical necessity of coverage, but does not
appear to override the carrier's payment of different
compensation for in and out of network providers, or the
requirement that care be provided in network, to the extent
that such requirements are also imposed on physical
illness.]  The bill does not define "licensed addiction
professional" and the Commission was unable to obtain a
definition of this phrase from other state laws.  Services that
are covered include, but are not limited to, inpatient or
outpatient treatment, including detoxification, screening and
assessment, case management, medication management,
psychiatric consultations and individual, group and family
counseling, and relapse prevention; non-hospital residential
treatment; and prevention services, including health
education and individual and group counseling to encourage
the reduction of risk factors for alcohol or drug addiction.

The bill extends the current alcoholism mandate at N.J.S.A.
17B:27-46.1 to reach IHC, SEH, and HMO plans.  The
existing mandate requires group and individual policies sold
by insurance companies to cover expenses incurred in
connection with treatment of alcoholism when prescribed
by a physician to the same extent as for any other sickness
covered under the contract.  However, the current
alcoholism mandate does not apply to policies offered in the
IHC and SEH programs, contracts sold by HMOs, or the
SHBP.  The law requires alcoholism benefits to include
inpatient or outpatient care in a licensed hospital, treatment
at a detoxification facility and confinement as an inpatient
or outpatient at a licensed, certified, or State approved
residential treatment facility.  Treatment or confinement at
any facility shall not preclude further treatment at other
eligible facilities as long as the total number of benefit days
under the contract is not exceeded.
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Chapter 2|  Financial and Social Impacts and Medical Efficacy

The Current
Insurance Market

Approximately 3.2 million people (out of the New Jersey
population of 8.5 million) will be affected by the provisions
of this bill. They are the 2.4 million in the regulated
insurance market (including 900,000 in the SEH market and
75,000 in the IHC market) and approximately 800,000
additional in the SHBP self-funded programs.  The current
and proposed mandates have no direct effect on the people
covered by self-funded plans (other than the SHBP),
Medicare, Medicaid/Family Care, and the uninsured.

Mandates at the Federal level, described below, affect a
wider market: insured and self-funded plans, including the
SHBP.

The Current
Situation

Mental Health

In all insured markets (large employer, SEH, IHC) and the
SHBP, the state BBMI mandate, P.L. 1999, c.106, requires
carriers to cover biologically based mental illness under the
same terms and conditions as any other disease
(deductibles, copays, and benefit maximums) — so-called
full parity. Although the law cites some conditions that
must be treated as BBMI, it also requires treatment of
uncited conditions that satisfy the definition of biologically
based.  Biologically based mental illness is defined as a
mental or nervous condition that is caused by a biological
disorder of the brain and that results in a clinically
significant or psychological syndrome or pattern that
substantially limits the functioning of the person with the
illness, including by not limited to:

• Schizophrenia
• Schizoaffective Disorder
• Major Depressive Disorder
• Bipolar Disorder
• Paranoia and other Psychotic Disorders
• Obsessive-Compulsive Disorder
• Panic Disorder
• Pervasive Developmental Disorder or Autism
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Even though technically beyond the scope of our charge,
the Commission suggests that the current mandate be kept
in mind as A-333 is evaluated.  First, the current mandate is
considered to be a significant mandate, and there
presumably has been some increase in premiums already
reflecting this mandate.  (The Commission did not try to
estimate that increase as part of its work on A-333.)
Second, while coverage for some conditions, such as those
enumerated in the law, are clear, coverage for other
conditions that may also be biologically based is less clear.
Third, some Commission members consider the biologically
based/non-biologically based distinction artificial and to fail
to appropriately address the needs of the insured population.

Other than the BBMI mandate, there is no statutory
requirement that plans offer any coverage for mental health.
This means that in the large employer market, plans may
provide additional mental health benefits only to the extent
that (1) carriers offer the benefits (they are not required to),
and (2) purchasers (employers) choose to purchase them.
Large employer carriers typically offer, and employers
typically purchase, some additional coverage for mental
health but with limitations typically imposed on the number
of days of inpatient treatment or the number of visits for
outpatient treatment.  These benefits may also be subject to
different referral, pre-authorization, or utilization review
requirements.  At least one carrier offers additional benefits
providing full parity with non-BBMI.

In the SEH market carriers must offer, as part of the
standard SEH plans, non-BBMI benefits limited to 30
inpatient days and 20 outpatient visits per year.  However, a
carrier may offer modified coverage through a rider —
reducing (or eliminating) the non-BBMI benefit (but not
reducing the mandated BBMI benefits), or providing
additional benefits.  In fact, only one carrier offers a rider
that reduces, but does not eliminate, the non-BBMI benefit,
so this element of flexibility is not in fact exercised.

The IHC market also has standard plans, but no
modification via rider is possible.   BBMI is covered as
a mandated benefit.  The standard IHC plans also provide
limited coverage for non-BBMI (30 inpatient days and 20
outpatient visits for HMO plans; $5,000 a year and $25,000
lifetime for non-HMO plans.)
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The SHBP is subject to the BBMI mandate by law
applicable to the SHBP.  The SHBP determines in its plan
design whether to offer additional benefits.  The SHBP
covers non-BBMI with benefit limits.  In the preferred
provider organization (PPO) plan offered by the SHBP, the
most popular option, non-BBMI is subject to a combined
in-network and out-of-network limit of $15,000 per year
and $50,000 per lifetime.  The indemnity plan offered by
the SHBP has a limit for non-BBMI of $10,000 per year
and $20,000 per lifetime.  Both plans offer $2,000
restoration of benefit per year.  Dollar limits are used
because the SHBP has opted out of the federal parity
mandate as explained below.  Alcoholism and drug abuse
are covered in both plans, the same as physical illness.  The
HMO plans offered by the SHBP place day and visit limits
on non-BBMI, alcoholism and drug abuse.

Self-funded plans are not subject to any state mandates (but
may be subject to the Federal mandate).  Furthermore, the
benefit provisions of self-funded plans are set by the plan
sponsor.   Even though self-funded plans have the flexibility
to exclude all coverage for mental illness, they typically
offer some level of coverage for mental illness, but
generally provide lower levels of coverage for mental
illness than physical illness.  They usually impose more
restrictive day and visit limits (e.g. 30 inpatient days and 60
outpatient visits) for mental illness than for physical illness.
Higher deductibles, copays, and/or coinsurance may be
imposed on mental illness as compared to physical illness
(e.g., 50% coinsurance for mental illness as compared to
20% coinsurance for physical illness), and, in managed care
plans, larger reductions may be applied for out-of-network
benefits for mental illness as compared to physical illness.
Also, some plans do not include mental illness expenses in
any out-of-pocket or coinsurance limits.  These distinctions
in coverage have their historical roots in a concern for the
potential high cost of long term psychotherapy and
extended hospital stays, as well as the perceived subjective
nature of the need for treatment.
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Federal Mandate Plans provided by employers with more than 50 employees,
whether self-funded or insured, are subject to the Federal
Mental Health Parity Act of 1996, 42 USC 300gg-5.  This
act requires that any annual lifetime and dollar limits on
mental health coverage be no more restrictive than such
limits as applied to medical and surgical coverage.  Even as
applied to affected employers, this law does not provide
much in the way of parity. Its provisions do not apply to
coverage for alcoholism and substance abuse. It does not
require that plans cover mental illness at all (although, as
noted above, plans typically do.).  Moreover, it does not
prohibit the use of day or visit limits for mental illness that
are more stringent than those for physical illness, nor does it
prohibit the use of higher cost sharing (copayments,
deductible, coinsurance, out of network differential) for
mental illness as compared to physical illness.

Any plan may be exempted if its plan claim costs would
increase by 1% as a result of compliance with the
"mandate".  In addition, any state or local government plan
can elect exemption as the SHBP has done.

These Federal requirements do not preempt stronger state
requirements applicable to insured plans under state
regulations.  (Any state regulation of self-funded plans is
pre-empted under ERISA.)

Alcoholism and
Drug Abuse

The current mandated requirement for alcoholism is
described above.  There is no similar mandate for drug
abuse.

The SEH standard plans include the same limited benefits
for treatment for drug abuse as are provided for non-BBMI
mental illness (see above).  As in the case of non-BBMI, a
carrier may offer a rider that modifies this standard drug
abuse benefit, but in reality only one carrier offers a rider
that reduces the benefit.

The Federal Mental Health Parity mandate does not address
alcoholism or drug abuse.
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Impact on
Premiums of A-333

The actuarial consultant, MOW, evaluated the cost impact
of the proposed mandate on health care premiums.  They
evaluated estimates provided by carriers at the request of
the Department, estimates provided by New Jersey
Association of Health Plans and the New Jersey
Psychological Association, experience in other states that
have imposed similar mandates and experience in federal
programs that provide parity.  MOW arrived at an overall
estimate of an increase of .3% to .7% of premium; the
estimated increase due to the mental health mandate ranged
from .2% to .5%; the estimated increase from the treatment
of alcoholism and drug abuse ranged from .1% to .2%.
Almost all estimates of the total were 1% or lower, although
as further discussed, the impact for some markets and plans
was higher. There was one very low (.04%) and one very
high estimate (3%), both of which MOW addresses in its
report.  In evaluating these figures, it should be noted that
rates in the insured market have increased over 10% per
year for the past three years.

The impact of A-333 on costs can be expected to vary by
market (IHC, SEH, or large group), type of carrier (HMO,
insurance company, service corporation), and type of plan
(HMO, Point of Service (POS), PPO, or Indemnity) because
there are variations in the benefits that are currently
required and differences in the management of current and
future costs.  Estimates of the cost impact become more
difficult and variable for these subcategories.

For example, the estimates differed as to whether the cost
impact for HMOs would be higher or lower than for less
managed plans, such as PPO or Indemnity.  Presumably,
estimates that HMOs would have a lower cost impact were
premised on the belief that managed care aspects of HMO
contracts would limit the increased costs.  Estimates that
assumed that HMOs would have a higher cost impact may
have noted that the cost increase is on a generally lower
premium, and that HMOs are not currently subjected to the
alcoholism mandate.

Estimates of the impact by market were more consistent,
and tended to show a higher percentage impact in the large
group market than in the IHC and SEH markets.  This could
reflect the fact that the standard plans in the IHC and SEH
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markets already effectively establish a higher level of
baseline coverage, and that (especially in the individual
market) the premiums per member are higher, so an impact
in terms of cost per member per month will be lower on a
percentage basis.  Except for the 3% estimate discussed
previously, the highest impact estimated for any
subcategory was less than 2%.

These estimates may appear low, and some explanation may
be in order.  The BBMI mandate already covers many
significant mental health conditions.  We did not ask
carriers to evaluate the cost of the current mandate —
however, it appears that carriers currently pay between 1%
and 2% of their costs for inpatient and outpatient mental
health services, including those required by the BBMI
mandate.  This amount may appear low to many people,
who may have a perception that runaway mental health
costs are a significant component of rising health care
premiums.  By comparison, the cost of radiology and other
imaging account for approximately 10% of cost.

Some members of the Commission are concerned that the
substance abuse portion of the cost estimate is too low,
either because of very scarce carrier data (substance abuse
benefits are currently a very small component of costs) or
because of failure by the carriers to incorporate the cost
significance of the requirement which appears to override
any gatekeeper provisions.
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Impact on
Purchase of
Coverage

For purposes of discussion, assume that the mandate causes
a 1% increase in premiums.  This is slightly higher than the
estimate, but leaves room for variation by market and
product.

As a general consideration, increases in premium will cause
some policyholders to drop insured coverage.  These
policyholders may become uninsured, or form self-funded
plans.  The extent to which an increase in premium causes a
decrease in coverage has not been precisely measured, and
depends in part on the reason for the cost increase.  In
general, premium payers react differently to a price increase
that reflects additional benefits than to a price increase that
does not do so.

The term "elasticity" refers to the response of purchasers to
a small price change that does not provide any additional
value.  Although the elasticity of demand for insurance is
very difficult to measure, one study suggests that it is
approximately -.2%.  This means that for each 1%
"valueless" increase in premium, .2% of customers will
drop coverage.  With approximately 2.4 million insured (3.2
million less 800,000 SHBP members), the prediction is thus
that about 5,000 people would lose coverage.

This number could be conservatively high, because: (1) the
estimated cost of the mandate is less than 1%, and (2) this
cost increase is not "valueless"— additional coverage is
provided as a result of the increase.
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Impact on the
Affordability and
Utilization of
Mental Health and
Substance
Addiction Services

It is much more difficult to estimate the impact on the
affordability and utilization of mental health, alcoholism
and drug abuse services than to estimate the impact on
premium.  The primary impact will be on the approximately
3 million people (35% of the population) with coverage
from the regulated insurance market or from the SHBP.

Most of the affected population currently has limited
benefits for non-BBMI, alcoholism and drug addiction.  The
MOW report notes that a high percentage of large
employers (more than 95%) offer some coverage for mental
health.   Moreover, the standard plans in the SEH market
require both the mandated BBMI coverage as well as
additional coverage for non-BBMI, alcoholism and drug
addiction.  Therefore, the impact will be primarily to
increase the amount of coverage for services for which
there is already partial coverage.

Because clear evidence is not available for a full analysis,
we are required to make some assumptions.  Because we
project that insured costs will increase if A-333 is enacted,
we are assuming that people will seek and receive
additional care.  Unless we are willing to assume that this is
the same amount of care that these people sought when the
care was uncovered (or covered to a limited extent) and
paid for by themselves, there will be an increase in the total
amount of care provided to the group of insured individuals.
We are not aware of any more detailed information, which
would almost have to be at the patient level, that allows us
to say more.

Unless we believe that all of the additional care received by
the 3 million persons affected by the bill is unnecessary
(driven solely by the availability of reimbursement rather
than by need), we can also assume that the overall mental
health of the population will be improved as a result of this
additional care.  As noted above, the mandate would almost
certainly reduce the cost burden of care for persons
requiring mental health, alcoholism or drug abuse
treatment.  Some studies have shown that mental health
benefit mandates have led to offsetting utilization in acute
care services or improved outcomes.  For example, when
Ohio implemented parity for state employees, there was an
overall savings in health care costs.
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Chapter 3 |Conclusion and Other Considerations for the Legislature

Conclusion A-333 presents a trade off for society: some people would
benefit and others would pay more for coverage or perhaps
lose coverage.  Most of the affected insured population
would experience increased health insurance premiums,
some would drop coverage, and some would receive more
care and experience better outcomes (or at least would have
less financial burden related to the care they receive).
There may also be modest positive indirect benefits for
society such as reduced absenteeism in the work place.
Columbia University's National Center of Addiction and
Substance Abuse reports that substance abuse is implicated
in 80% of adult felonies and estimates the cost of substance
abuse to the juvenile justice system at $14.4 billion per
year.  The data available to the Commission, and the
difficulty of evaluating the net impact of a policy from
which some groups gain and others lose, limit the
Commission's ability to place a "bottom line" value or cost
on the proposed mandate.

Despite these limitations, the Commission recommends
enactment of A-333, with dissenting votes.

Other
Considerations
for the Legislature

The Commission discussed factors relating to A-333 other
than those enumerated in N.J.S.A. 17B:27D-1 et seq., which
might be useful to the Legislature in its consideration of A-
333.

First, the Commission considered the distinction between
biologically based mental illness and non-biologically
based mental illness to be artificial and problematic in that
both types of illnesses can be severe, of high morbidity and
life threatening.  The Commission noted as an example that
eating disorders, which can result in death, are considered
non-BBMI and therefore are not covered at parity under the
current mandate.  The Commission recommends that the
distinction between BBMI and non-BBMI be eliminated or
replaced by another distinction that differentiates between



14

severe and less severe conditions.  However, the
Commission was unable to craft a replacement distinction.

Second, the Commission believed that carriers should retain
the right to review the medical necessity of services
rendered to treat alcoholism and drug addiction.  Carriers
review the medical necessity of all services for physical
illness and it would be inappropriate to deprive carriers of
their ability to determine the medical necessity of services
to treat alcoholism and drug addiction.

Finally, the Commission discussed the possibility of
exempting the IHC and/or the SEH markets from A-333.
These markets pay higher average premiums than the large
group market but there are currently covered by the BBMI
mandate.




















































































































































