4-2.

CHAPTER 4. HEALTH | NSURANCE

HEALTH MAI NTENANCE ORGANI ZATI ONS. The Heal t h Mai nt enance organi zati on Act
of 1973, subpart H, Sec. 1310, details requirements for enployers offering
qual ified heal th mai ntenance organi zation plans (HM3s). These "dua

choi ce" regulations contain two requirenents: (1) the circunstances under
whi ch enpl oyers are required to offer their enpl oyees the options of
enrolling in a federally qualified HMO, and (2) how rmuch an enpl oyer had
to contribute toward coverage of enpl oyees who elected to enroll in a
federally qualified HMO plan. The 1973 HMO Act was anended in 1988. The
essence of the original Act was retai ned; however, the anended | aw
contained two nmajor nodifications -- a seven-year "sunset" provision that
woul d repeal the "dual choice' requirements and a provision that would
nodi fy the | anguage in regard to enpl oyer contributions on behal f of

enpl oyees who enroll in qualified HMO plans. The effective date of both
nodi fications is October 24, 1995. Consequently, as of COctober 24, 1995,
a federally qualified Health M ntenance Organi zation (HMD) can no | onger
mandat e enpl oyers to offer a "dual choice."

CONSCLI DATED OWNI BUS BUDGET RECONCI LI ATI ON ACT OF 1985 (COBRA). COBRA's
inmpact is briefly discussed bel ow.

a. Continuation of Group Health Benefits. Goup health benefit plans
provi ded by HAs having 20 or nore enployees including full and
part-tine) are required to offer enployees and their dependents, who
woul d otherwi se | ose coverage, the chance to continue in the group
heal th benefit plan for a specified period by paying the full cost
calculated at group rates. HAs that normally enpl oyed fewer than 20
enpl oyees on a typical business day during the precedi ng cal endar
year are exenpt, but nmay elect to extend the COBRA provisions to its
group health benefit plan

b. Wor ki ng Aged. The "Wbrki ng Aged" provisions of the Social Security
Act and The Age Discrimnation in Enploynment Act are extended to
active enpl oyees and spouses regardl ess of age.

c. Rei mbursenment to U.S. Governnent. Insurers and other third-party
payors are required to reinburse the U S. CGovernnent for care
rendered to insured arnmed services retirees and dependents in
mlitary hospitals (for nonservice related disabilities).

d. Participation in Part A Medicare. State/local governnment enpl oyees
hired (or rehired) after March 31, 1986, nust participate in Part A
Medi care even though covered by Social Security. Part A Medicare
will be secondary to a HA-financed group health benefit plan for al
active enpl oyees and their spouses regardl ess of age. Medicare is
primary for retired enpl oyees covered by a group plan.

e. Assi stance. Advice of |egal counsel and/or the group health benefit
pl an representative shoul d be obt ai ned.

f. Per f ormance Fundi ng System (PFS) Inpact on Eligibility for
Addi tional Operating Subsidy. Under Sec. 990.108(c) of the PFS
Regul ations, provision is nade for an increase in operating subsidy
in cases where a change in Federal (but not state) law or regulation
results in a significant increase in expenditures of a continuing
nature. The HA rental housing progranmis share of the cost of Part A
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Medi care for HAs not already covered by Social Security under the
new requirenents, as well as expenses not covered fromthe
adm nistrative fee (added to the group health benefit plan
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prem um, nmay be covered by revising Line 28b of Form HUD- 52723
after the end of the HA's fiscal year to incorporate the actua
anount of eligible increased expenditures. This procedure will be
repeated at the end of each fiscal year. No entry for these costs
will be nmade on Line 04 of Form HUD-52723. |In order to qualify for
fundi ng under this provision, the HA nust charge the covered
enpl oyees and qualifying beneficiaries the maxi nrum all owed for
continui ng coverage (ie., 102 percent of the prem um applicable to
simlarly situated participants). Should additional administrative
costs be incurred in inplenmenting these new requirenents, such costs
will be eligible for funding under the provisions of Sec. 990.108(c)
of the PFS Regulations only to the extent that the costs are
necessary to inplenment and maintain the new Federal statutory
coverage on an ongoi ng basis. Al requests for funding pursuant to
Sec. 990.108(c) shall be fully docunented and are subject to HUD
Field Ofice approval

PERSONAL POLI CIES. Were a HA woul d have too few eligible enpl oyees to
obtain (or participate in) a group policy, it should consider contributing
on a nondiscrimnatory basis toward a portion of the cost of a persona
policy (which may include coverage for dependents) obtained by the

enpl oyee personally.

VOLUNTARY EMPLOYEES BENEFI Cl ARY ASSOCI ATI ON (VEBA). A VEBA may be used to
provide for the paynment of life, sickness, accident or other benefits to
the nmenbers of such association or their dependents or designated
beneficiaries, provided no part of such association inures (other than
through such paynents) to the benefit of any individual (IRC Sec.
501(c)(9)).

| RC Sec. 125 CAFETERI A PLANS. A Sec. 125 cafeteria plan allows an enpl oyee
the opportunity to pay nontaxable benefit premuns for health insurance
with before--tax dollars through salary reduction rather than with
after-tax dollars. Were practical, enployees may al so be offered the
opportunity to select fromanong various types and | evels of benefits at
specified prices on the basis of individual need. Mre conplex plans nmay
gi ve enpl oyees the opportunity to establish an account through salary
reduction to be used to rei nburse noncovered, out of pocket expenses such
as dependent care and health care (nedical, dental, vision, hearing).

Sal ary deferrals under Sec. 125 cafeteria plans are not subject to Soci al
Security (FICA) tax or unenploynment (FUTA) tax (Social Security Act Sec.
3121(a)(5), 3306(b)(5), and 209(e) as amended by TRA' 86 Sec. 1151(d)(s)).
The term "cafeteria plan" does not include any plan which provides for
deferred compensation such as a | RC Sec. 457 plan (I RC Sec. 125(c)(2)(A)).

COST CONTAI NVENT. The cost of nedi cal insurance has increased
significantly over recent years. Sone of the increase is due to
availability of innovations in health care service and to the cost of
providing these as well as customary services. Al so, there has been a
significant increase in the utilization of health care. The need for cost
containment is dictated in part by personnel needs, the perception of
noral obligations, and financial necessity. To help contain the rising



1/ 97

cost of health insurance, HAs should consider adopting one or nore ways
and nmeans whi ch have been shown effective nethods of cost containnent. A
variety of these methods include devel opnent of alternative choices such
as regional, state or local multi-agency prograns, self-funding, inclusion
of cost contai nment prograns such as case nanagenent and prescription drug
pl ans, increasing enpl oyee copaynent, and providing cash inducenents to
enpl oyees who receive coverage for both thenselves and their dependents
through their spouse's plan.
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