For Oficial Use Only

BRI EFI NG BOOK ON THE FEDERAL EMPLOYEES HEALTH BENEFI TS
PROGRAM

TABLE OF CONTENTS

Page
| . BACKGROUND 1

A General Informati on About the Federal Enpl oyees Health
Benefits Program

( FEHBP) 1

B. Mil ti pl e Choi ce 1

C Enpl oyer Contri bution 1

D. Program Cost | ncreases 2

E Enrol Il ment Patterns 2

F. Conpr ehensi ve Benefits 3

G The Role of the Ofice of Personnel Managenent
1. | SSUES 5

A Ef fect of the New System 5

B. Cost-Effecti veness and Effi ci ency S

C Concentration of FEHBP and & her Federal Health
| nsurance Enrol |l ees . . 6

D. Behavi or of F EI—BP Enr ollees in Selecting a Health Pl an

6

I11. RECOMVENDATI ONS AND RATI ONALE 7

A ption 1: Maintain an I ndependent FEHBP for Federal
Enrol l ees Mdified to
Conformw th National Health Reform 7

B. Option 2: Make Changes Based on Regional Variations



For Oficial Use Only

| v.

Vi .

| NTEREST GROUP PCSI TI ONS 12

A
B.
C
D.
E
F.
QU

Federal Enpl oyees and Retirees 12

Non- Post al Uni ons and NARFE 12

Post al Uni ons 12

Gher Carriers Qurrently Paflicipating i n FEHBP
Congress 13

States 14

ESTI ONS & ANSVERS 15

APPENDI X 16

NookrwhrE

Concentrations of Federal Enpl oyees
FEHBP Enrol | nent Behavi or
Congr essi onal Report on the FEHBP

13

Sel ected Material fromChapter 5 of Mandate for Change

Heritage Foundati on Report: Affordable Health Care

SEW I ssue Paper: CA~l Pers and Managed Conpetition

I nformation on the Wrkers Conpensati on Program



For Oficial Use Only

. BACKGROUND

A GENERAL | NFORVATI ON ABOUT ThE FEDERAL EMPLOYEES HEALTh
BENEFI TS PROGRAM ( FEHBP)

The program covers over nine mllion participants (2.5
mllion full-time and part-tine permanent enployees, 1.7 mllion
retirees, 5.0 mllion dependents).

There is an annual Qpen Season for enrollees to review
informational materials and nake a new el ection if they choose.

There are no exclusions for pre-existing conditions or
wai ting periods when enrolling in any plan in the program

B. MULTI PLE CHO CE

There are seven fee-for-service (FFS) plans open to al
federal enployees and retirees; there are al so ei ght enpl oyee
organi zation plans that are limted to certain groups.

The fee-for-service plan enrol | ees choose their own health
care providers or take advantage of the plan's Preferred Provider
QO gani zati on (PPO.

Over 300 participating Heal th Mintenance O gani zati ons
(HVOs) provide prepaid health care through specific providers to
enpl oyees and dependents living in their service areas.

C. EMPLOYER CONTRI BUTI ON

Bot h the governnent, as an enpl oyer, and enrol |l ees
contribute a portion of the premumcosts for health i nsurance
cover age.
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Wth the exception of the Postal Service, which nmakes a
greater enployer contribution as a result of its collective
bar gai ni ng agreenents, the enpl oyer contributes up to 75 percent
of aplan's premum (i.e., the enployer contribution is capped at
75 percent). On average, the enployer contribution is 72 percent
of the premumcosts for non-postal enroll ees.

In 1992, 53 percent of the plans were bound by the 75
percent cap. In 1987, 25 percent of the plans were bound by the
75 percent cap. This change was the result of |arge nunbers of
enrol | ees sel ecting plans, that woul d maxi m ze t he gover nnent
contribution and mnimze their ow. In nost of these cases,
benefits were reduced.

No adjustnent is nmade for the different risk |evels of each
health pl an's FEHBP popul ation, nor are there any speci a
provi sions for | owincone individuals.

D. PROGRAM COST | NCREASES

This year (FY 1993) the enployer's costs for FEHBP are
estimated at $11.8 billion. Total programcosts, including
enrol l ee contributions, are estimated at $15.7 billion.

Qverall programcosts have risen at an average annual rate
of 9.5 percent (6.5 percent above inflation) since 1983. The
enpl oyer has absorbed the bul k of these FEHBP prem um i ncreases.

E. ENRCLLMENT PATTERNS

The Blue ross and Blue Shield fee-for-serv~ice plan is by
far the nost popul ar choice, selected by al nost 40 percent of
FEHBP enrol | ees.
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The percentage of those choosing to participate in HVO pl ans
has steadily increased, fromsix percent in 1970 to 28 percent in
1992 (based on 38 percent of active enpl oyees and 13 percent of
retirees being enrolled in HMD s).

Enrol | ees can select either Self or Self & Famly coverage,
and in sone plans, they may choose between a Standard or H gh
| evel of benefits. According to a 1989 partici pant survey, price
was the primary factor in active enpl oyees plan sel ecti on;
famliarity with the plan ranked first for retirees.

. O approximately 2.9 mllion Federal enployees, an estinated
15 percent or 435,000 are not enrolled under FEHBP. About 58
percent of all non- participants are covered by a spouse's

i nsurance. There are approximately 175,000 to 185, 000 enpl oyees
are not covered el sewhere and therefore have no heal th i nsurance.

. Appr oxi mately 620,000 retirees froma popul ati on of 23
mllion are not participating in FEHBP, nost are covered under
Medi car e.

F. COVPREHENSI VE BENEFI TS

Al t hough FEHBP has no standard benefit package, certain
coverage is required of the health plans.

Mental health coverage is provided; the | evel of benefits is
better than what is offered by nmany private sector enployers, but
is still not as generous as benefits for physical conditions.

G ThE ROLE OF ThE O-CE OF PERSONNEL MANAGEMENT ( OPM

OPM adm ni sters the FEHBP. It prescri bes m ni num st andar ds
for health benefits plans; sets the enployer prem um
contributions each year according to a statutory formul a;
negoti ates contracts with the carriers over benefits and
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premuns; runs an Qpen Season; decides cl ai mdisputes between the
carriers and enrollees; and audits records of participating
pl ans.

. Agencies transmt both the enpl oyer and the enpl oyee share
of premuns to OPM Funds are disbursed to the carriers fromthe
Enpl oyees Health Benefits Fund. Until now, CPM has not mai ntal ned
any centralized enrolimm information other than nunber of
enrol I ments by plan. A pilot project is currently underway to
provide nore centralized data.
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1. | SSUES

A EFFECT CF ThE NEW SYSTEM

Changes to the FEHBP shoul d not take away the Federal
governnent's ability to nmaintain control over the cost and
quality of the health benefits purchased and to recruit and
retrain qualified workers in conpetition with other enployers.

B. COST- EFFECTI VENESS AND EFFI Cl ENCY

The nost cost-effective and efficient nmanagenment structure for
t he FEHBP under national health reformneeds to be determ ned.
There are a nunber of issues that need to be taken into

consi derati on:

Shoul d the Federal governnent (the | argest enpl oyer in the
country) be treated the sane or differently than other |arge
enpl oyer s?

How shoul d t he governnent as an enpl oyer contribute to the
anticipated increased risk pool costs generated by covering the
uninsured if other |arge enployers are required to do so?

Shoul d the FEHBP be totally regionalized, including fee-for-
service plans, or should only some adm nistrative functions be
regi onalized while others renain centralized?

Shoul d the FEHBP continue to function as suppl ement a
coverage to Medicare for people over 65? In addition, should the
mnority of people over 65 covered by FEHBP but not enrolled in
Medi care be aljowed to continue to do so?

Shoul d ot her Federal prograns be integrated with the FEHBP,
and if so, which prograns and how shoul d they be integrated?
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What is the nost effective way to maintain health plan
choice while mnimzing or elimnating the negative effects of
adver se sel ection?

C. CONCENTRATI ON OF FEHBP AND OThER FEDERAL HEALTh | NSURANCE
ENRCLLEES

Anal ysis indicates a wi de range of Federal popul ation sizes, from
hi gh concentrations in certain areas to internediate or nom na

in others (see acconpanying charts and tables in the Appendi x).
Such information is vital in deciding howto structure the

adm ni stration of health plans on a regional basis.

D. BEHAVI OR OF FEHBP ENRCLLEES I N SELECTI NG A HEALTh PLAN

Managed conpetition assunes that people will nake rationa

choi ces about their health care coverage based on information
about costs and benefits. However, FEHBP enrollees in |arge
nmetropolitan areas frequently select health plans that are NOT
t he best val ue (see acconpanying charts and tables in the

Appendi x) .

G her large enpl oyer popul ations (see the Service Enpl oyee
International Union study of the California Public Enpl oyees'
Retirenment System (Cal PERS), included in the Background
Literature section) denonstrate simlar patterns.

Thi s suggests that addition al concerns notivate FEHBP
enrol lees to select particular health plans, an inportant
consi derati on when eval uati ng how to design the national health
system
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m RECOVMVENDATI ONS AND RATI ONALE

After extensive deliberations, the group decided on two
final ' options.

A OPTI ON 1: MAI NTAI N AN | NDEPENDENT FEHBP FOR FEDERAL
ENROLLEES MODI FI ED TO CONFORM W Th NATI ONAL HEALTh REFORM

RECOVMVENDATI ON:

Retain the FEHBP as an i ndependent Federal health alliance that
woul d conformw th the Health Alliances established under the new
system That arrangenent could be nodified at a | ater date based
on the experiences of the national program

Under this option, the FEHBP would be treated as a | arge enpl oyer
provi ded plan, but would conformto the health alliance nodel

and, perhaps, integrate other Federal popul ations. FEHBP woul d
act as a health alliance, and woul d adopt the standardi zed
benefits and enpl oyer coxitribution formula, and continue to have
the statutory authority to admnister the program and woul d have
the latitude to determne plan participation.

This option would retai n the i ndependent existence of the FEHBP
as a large enployer admnistered health alliance with a
conformng structure.

RATI ONALE:

If all large enployers are allowed to sponsor or purchase health
i nsurance for their enpl oyees, then the Federal government, the

| argest enpl oyer, should |ikewi se admnister a health alliance
for Federal enrollees. Since the FEHBP (or Federal health

al liance) woul d adopt the sane benefits package, enpl oyer
contribution level, risk adjusters, and other structural features



of the health alliances, t hi s approach ensures that the Federal
commu~nity would be treated the sane as others in the system
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In this nodel, the Federal governnent woul d be able to address
its interests as the largest multi-state enployer. It would
continue to naintain a substantial amount of control over the
cost and quality of health benefits foJ its enpl oyees. Further,
CPM woul d continue to assune the sane role that other |arge

enpl oyers do in acting as internedi ary between its enpl oyees and
the health care plans, resolving service disputes, nonitoring
plan viability and quality and facilitating provision of benefits
by enpl oyees and retirees.

Once the FEHBP is transforned into a Federal health alliance, it
could, if deened desirable allow all individuals connected to the
Federal workplace to be covered by the Federal health alliance.
By remaining a free-standing health alliance for the Federal

popul ation, the FEHBP woul d avoi d burdeni ng the new y-energing
state health alliances with the admnistrative responsibility of
serving at |east nine and possibly as many as 15 mllion peopl e.

Transformng FEHBP into a health alliance coul d be acconplished
quickly if the fee- for-service plans, adhering to the prescribed
benefits package, were conpetitively selected. A global budget
woul d need to be determned. Wth relatively few changes, the
path to health care reformcould be explored through the rapid
transformation of the FEHBP to a Federal health alliance.
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B. OPTION 2: MAKE CHANGES BASED ON REG ONAL VARI ATI ONS

RECOVMVENDATI ON:

Adopt a "do whatever makes sense" approach that woul d be dictated
by the specific popul ations and conditions in given arW |n sone
cases, an independent Federal health alliance woul d be created.
In others, the FEHBP woul d di sappear and enrol |l ees woul d be
absorbed Into the local health alliances. In still others, a
conbi ned Federal -1ocal health alliance woul d be devel oped.

Under this option, FEHBP would conformto the health alliance
structure and woul d proceed as the national programfalls into

pl ace to adapt in various ways to local situations. It would
begin regionalization and either initiate or respond to requests
fromhealth alliances to negotiate any of the. follow ng outcones
as appropriate and feasibl e:

Cease operation in "snall Federal population regions" and
shift enrollees to local Health Alliance;

: perate as a Federal health alliance parallel to a | oca
health alliance in "large Federal popul ation regions", possibly
i ncl udi ng CHAMPUS enrol | ees and injured Federal workers covered
under workers' conpensation as well;

Merge with local health alliances under arrangenents
convenient to all parties in "internedi ate Federal popul ation
regions", for exanple, non-Federal popul ations m ght be covered
under the Federal health alliance on sone nutually agreeabl e
basi s.

Under this option, the FEHBP woul d enbrace all of the el enents of
reform and would seek to preserve the flexibility to react
appropriately -- therefore differently -- to the nany and vari ed
circunstances that are sure to face both the FEHBP and the heal th
al | i ances as reform progresses.
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Wiile this alternative includes key features of the other option,
it also introduces an additional possibility. FEHBP as a distinct
programwoul d continue -- but only where it nade sense to the
Federal government as the enployer and to the local Health

A liances that it do so.

RATI ONALE:

Federal popul ation statistics illustrate why the flexibility to
adopt different approaches in different geographi c areas nakes
sense.

In the Washington, D.C netropolitan area, the FEHBP insures
one-third of the area's popul ati on (852, 000 FEHBP enrol | ees and
their dependents plus a very substantial nunber of CHAMPUS
eligibles). It nmakes sense to keep the programtoget her where so
many enr~l|lees are involved and so nany dollars are at stake.

Were it would best serve the reformeffort and Feder al
enrollees for it to do so, the FEHBP coul d sinply disappear. For
exanple, in one small New Engl and state the FEHBP insures only a
small portion of the area's popul ati on and the Federal Government
is not a nmaj or enpl oyer (14,000 FEHBP enrollees and their
dependents and a relatively small nunber of CHAMPUS el i gi bl es
conpared with 241, 000 enpl oyed by ot hers).

SSmlarly, one of the Wstern states has both a small FEHBP
enrol | ment but also a relatively snmall overall popul ation (18, 000
FEHBP enrol | ees and their dependents and anot her two-thirds
CHAMPUS el i gi bl es conpared with 165,000 enpl oyed by ot hers).
Were there are so few FEHBP enrol | ees that FEHBP has no
| everage, and where adding FEHBP enrollees to a sparse health
al liance popul ati on woul d significantly advantage the health
al Uance, it woul d nake sense to sinply disband the Program and
insure Federal enrollees through the |ocal health alliance.

The FEHBP structure and contracts could be use d to bring
coverage to other groups. The flrst and nost obvi ous incl usion
woul d be: ot her Government



10
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enpl oyees now i nsured through ot her neans; injured workers
through ONCP; and mlitary famlies and retirees through CHAMPUS

The FEHBP coul d al so help a particular health alliance get a head
start on insuring enpl oyees of small conpanies by allow ng them
toenroll in FEHBP until the state Health Alliance is

i npl enent ed. Such arrangenents woul d have the additional,
significant advantage of giving health alliance enpl oyees direct,
practi cal experience with adm nistering a new system program
However, this would be the nost difficult to do froman
admnistrative, budgetary, and risk pool perspective and woul d
require careful structuring of the details.

11
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V. | NTEREST GROUP PCSI TI ONS

A FEDERAL EMPLOYEES AND RI | TI REES

The best case scenario as general |y perceived by both these
groups would be to have reformproceed with as little disruption
to the current prograns as possible. However, there could al so be
apprehension in sone circles about the degree of power left to
the Federal Governnent as a large enployer if it were allowed to
remai n i ndependent of the national health care system The
overridi ng concern under any circunstances woul d be the effects
of reformon enrollee health benefits, prinarily as part of their
overal | conpensation or retirement package. You can expect strong
opposition to any proposal whi ch woul d:

i ncrease the premumcost paid by enroll ees;

reduce the benefits offered by the health plans; and

significantly alter current rel ationshi ps between enroll ees
and heal th care providers.

B. NON- POSTAL UNI ONS AND NARFE

These groups will take a position generally in keeping with the
one outlined for Federal enployees and retirees. V- net with
representatives of the A~~A QO NThU, and NARFE. There woul d be a
positive reaction to extending coverage to the currently

uni nsured portion of the Federal popul ation.

C. POSTAL UNI ONS

Postal unions, such as the National Association of Letter
Carriers (NAL~ and the American Postal Wrkers Union (APW), that
sponsor their own health plans wll
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have a vested interest in maintaining an i ndependent FEHBP in
whi ch they can continue to participate.

D. OThER CARRI ERS CURRENTLY PARTI Cl PATI NG | N FEHBP

Heal th i nsurance carriers can be expected to support any proposal
that mninally disrupts their current practices. Large anounts of
nmoney are at stake. Overall, the programpaid fee-for service
carriers $862.3 mllion in adnmnistrative expenses and $67.3
mllion in service charges (profits) in 1991. CQurrent
participants woul d certainly prefer not to have to conpete to
participate in the programand would Iike to maintain as nuch
control as possible over the benefits packages they offer.
However, to the extent that these factors are nandat ed
universally so that all enployers and not just those
participating in the health alliances play by the sane rules,
opposi tion woul d be mtigated.

VW nmet with representatives of Md Atlantic Medical Services,
Inc. which offers an individual practice plan type HVO under the
FEHBP. That particular carrier was generally pleased with the
idea of a standard benefits package and indicated the capability
to expand capacity to accommodat e significant nunbers of
additional enrollees. Its primary concerns were mregard to
financing (i.e., they prefer a general tax rather than a health
care industry specific tax), and the degree to which specific
state requirenents rather than nore standard federal requirenents
wll be applied for participation as a health plan under the
heal th al |l i ances.

Presunmabl y nost carriers would prefer to continue to deal with
CPM as opposed to an untested health alliance, unless of course
insurance interests are substantially protected through

menber ship on health alliance boards.

E. CONGRESS

The perception of FEHBP w thin Congress, as dearl? denonst~rated
by the positions adopted by Congressional staff fromthe House
Post Ofice and AGvil Service Commttee and Federal Services
Subcommttee of the Senate Governnental Affairs Conmttee who



participated in the working group, is that in general the program
provi des adequate health care protection to its enrollees and is
conpetently

13
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admnistered, and that its structural problens can be corrected
wi t hout major programmatic overhaul. Thus, Congress nmay oppose
any plan to significantly decentralize programmati c control away
fromthe Federal Governnment, unless it is denonstrated that the
resulting cost savings woul d be substanti al .

Menbers with [ arge nunbers of federal enpl oyees as constituents
woul d be particularly vocal in opposing any changes perceived by
enrol | ees such as "take- aways" (i.e., reduced benefits and/ or

i ncreased premum share). Questions concerning the fairness of
such actions, as well as the inpact on enpl oyee norale, would be
debated at |ength, although this undoubtedly woul d be tenpered by
the degree to which these changes mrror what is required of

enpl oyees/retirees outside the Federal government.

F. STATES

Assumng states are given the primary authority to oversee health
al liances, one can expect themto want access to risk pools of
maxi num si ze and diversity. Therefore, states woul d support

di ssol ution of the FEHBP and ot her federal insurance prograns so
that their substantial popul ations woul d be absorbed into the
heal th alliances. Exceptions mght be those areas of high federal
enpl oyee popul ati on concentration, where the benefits of risk
pool normalization mght be exceeded by the overwhel m ng
pressures placed on health alliance admnistrative capacities. O
course, to the degree that non-participating enpl oyers are
required to pay a surcharge to conpensate for risk pool

advant ages, this woul d becone a |l ess significant or insignificant
i ssue.
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V. QUESTI ONS & ANSWERS

1. W1l changes to the FEHBP affect the ability of Federal
enpl oyees and retirees to choose coverage from anong vari ous
heal t h pl ans?

Cne of the primary goals of national health care reformis to
pronote conpetition anmong health plans. Federal enpl oyees and
retirees will still be able to select a health plan from anong
several different choices, including fee-for-service plans, even
if the FEHBP is substantially revised or ceases to exist as an

i ndependent program

2. W1l changes to the FEHBP have an inpact on the benefits
of fered by participating health plans?

Under national health care reform all health plans will be
required to offer a standard benefits package. This benefit
package wil! not differ significantly fromthe typical package
currently offered by nost FEHBP plans. It is possible that

enpl oyee organi zations will be able to offer their nenbers
suppl enental benefits.

3. W1l changes to the FEHBP affect the anount that Federa
enpl oyees and retirees pay in health insurance prem uns?

The national health care systemw || feature a standardi zed
enpl oyer contribution to total health insurance premuns. The
effect this would have on the prem um paid by FEHBP enrol | ees
woul d depend on the formula used to determne the enpl oyer
contribution and the prem um charged by each heal th pl an.

4. WIIl those in the Federal population currently w thout
heal th I nsurance be covered under national health care reform
and | f so, how?



Uni versal coverage is a fundanental goal of reform The Federal
governnent will be required to provide coverage to all enpl oyees
like all other enployers.
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