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SUMMARY

At the time of the 1991 Budget the Government announced the introduction of the Interim Targeting Regime (ITR) as a means of directing health subsidies to those families with the greatest need. The ITR introduced the Community Services Card, which was a mechanism for targeting health subsidies and user charges on the basis of family income and composition.

As the title suggests, this system was to be temporary, pending development of a more refined system. There was recognition that the ITR was a fairly crude targeting tool and that further refinement would be required. Budget statements Welfare that Works and Your Health and the Public Health sketched the idea of a Family Accounts/global stop-loss type system that might limit families' exposure across health sector costs as a possible line of development to replace the ITR.

Work subsequently began on a replacement of the ITR. This initially took place within the Health Reforms Directorate and the Department of Social Welfare, and later transferred to the Department of Health. A key question facing advisors was whether the existing ITR system had a capacity for further development, or whether a more finely tuned Family Accounts/global stop-loss type system
 would be required. As a result of the work of the Global Stop-loss Taskforce in the Department of Health, the idea of proceeding with a Family Accounts/global stop-loss type regime was discarded. The Minister of Health announced on 27 May 1993 that the replacement for the ITR would be known as the Health Targeting Regime (HTR).

This paper outlines the ITR as introduced February 1992 and considers the problems and anomalies with it. Although there were several modifications to the ITR following its introduction, these are not discussed in detail. The paper then outlines the changes made to develop the Health Targeting Regime, and shows how the new regime has been able to address key concerns with the ITR.

It is of interest from a social policy perspective that the Government has decided to stay with a targeting structure more similar to the ITR, rather than going on to a more refined Family Accounts/global stop-loss type system. The ITR and the Community Services Card would appear to have proved more sustainable than was imagined at the time of its introduction, and it has provided a base for further development and refinement. The Health Targeting Regime has been able to continue to use the ITR structures while at the same time adjusting key parameters to exclude some of the most inequitable features.

In this respect the HTR could be seen as a victory of practical, workable, and known solutions over more finely tuned and complex systems with a high element of the unknown.

THE INTERIM TARGETING REGIME

The ITR came into effect on 1 February 1992. It was extended to cover national superannuitants from 1 September 1992. It was designed to target assistance for health care costs on the basis of ability to pay. This was done via the Community Services Card.

The Community Services Card

The Community Services Card (CSC) was the mechanism for targeting government assistance for health services on the basis of family income and composition. There were three card groups: Group 1 for lower income families, Group 2 for middle income families with Children, and Group 3 for families with higher incomes. Group 1 received the highest levels of health subsidies, Group 2 slightly lower subsidies, and Group 3 the default subsidies.

Eligibility for the CSC was essentially based upon receipt of a means tested government benefit. Thus families who received a benefit such as the unemployment, sickness or invalid's benefit were entitled to a Group 1 card, as were families who were in receipt of unabated Family Support. Family Support is an income maintenance scheme delivered by the Inland Revenue Department, which provides targeted financial assistance to low income families with children. The amount paid depends on the number of children in the family. Low income working families (without children) who did not receive a state income benefit could also apply for Group 1 cards. Eligibility for Group 2 was based upon receipt of partly abated Family Support and thus was not available for families without children. Anyone who did not qualify for a Group 1 or 2 card was deemed to be in Group 3, and they did not receive a CSC. They qualified for the default subsidies. The extension of assistance to low income working families was a move away from the previous health benefits system, in which health benefits were only available to state income beneficiaries.

The effective income levels for the Community Services Card (including Family Support and GMI) are detailed below.

Income Levels for CSC Groups under the ITR

	Family Type

	Group 1/2 ($)
	Group 2/3 ($)

	1+0 sharing
	16,500
	16,500

	1+0 living
	17,500
	17,500

	1 + 1
	21,390
	28,580

	2 + 0
	23,000
	23,000

	1 + 2
	22,980
	32,400

	2 + 1
	21,390
	28,580

	1 + 3
	24,570
	36,200

	2 + 2
	22,980
	32,400

	1 + 4
	26,160
	40,020

	2 + 3
	24,570
	36,200

	1 + 5
	27,750
	43,800

	2 + 4
	26,160
	40,020

	2 + 5
	27,750
	43,800


Targeting of the CSC was based upon the "core family". This concept assumes economic interdependence within the Group. Core families may be made up of:

· a single adult with or without children; or

· a couple with or without children.

Subsidies and Charges Under the ITR

Under the ITR some families paid less for their health care than in the past, whilst families with greater income paid more. Subsidies for GP visits and pharmaceuticals were increased for families who held a CSC, while those families without CSC cards faced an increase in pharmaceutical charges and new charges for hospital services.

Charges under the ITR for each charge group were:

ITR User Part Charges

	
	Expected GP

charge


	Outpatients
	In patients
	Pharmaceuticals


	Group 1 child <5
	$6
	$0
	$0
	$3

	Group 1 child <5
	$11
	$0
	$0
	$3

	Group 1 adult
	$16
	$0
	$0
	$3

	Group 2 child <5
	$6
	$6
	$35
	$3

	Group 2 child <5
	$11
	$11
	$35
	$3

	Group 2 adult
	$19
	$19
	$35
	$4

	Group 3 child <5
	$16
	$31
	$50
	$15

	Group 3 child <5
	$16
	$31
	$50
	$15

	Group 3 adult
	$31
	$31
	$50
	$15

	HUHC child <5
	$6
	$0
	$0
	$3

	HUHC child <5
	$11
	$0
	$0
	$3

	HUHC adult
	$14
	$0
	$0
	$3


Hospital Charges

The introduction of the hospital inpatient and outpatient charges coincided with the introduction of the Community Services Card. These were perhaps the most contentious aspect of the ITR on its introduction.

The following objectives underlie user charges in the New Zealand health sector:

· the use of price signals to encourage effective and efficient use of resources;

· the progressive redistribution of assistance; and

· additional resource for the health sector.

For instance, outpatient charges were introduced because of recognition that some outpatient and general practitioner services were the same. The outpatient charges were set in the main to reflect the likely charge that people would face if they visited their general practitioner. In the context of the health reforms, overlap and provision of similar services becomes more and more important as providers realign themselves and the traditional distinction between a general practitioner and outpatient clinic becomes less clear. However, even under the current system people sometimes used outpatient hospital services, notably Accident and Emergency, when a general practitioner might have been more appropriate, purely because outpatient services did not attract a user charge. The introduction of outpatient charges was intended to remove these perverse incentives.

Inpatient charges were introduced to flag the resource implications of services to users, and to prevent any distortionary signals that might arise if outpatient charges were in place and there was no charge for inpatient services. The Minister of Health removed the inpatient charges on 1 April 1993.

When hospital charges (both inpatient and outpatient) were introduced, it was recognised that there were some areas where user charges were not appropriate and where services should be free of any charge. Services were exempted from user charges where there were public good arguments for the service being provided free of charge (e.g. blood donors and sexually transmitted disease treatment), or where there was compulsion to accept treatment (e.g. mental health services).

The High Use Health Card

The High Use Health Card (HUHC) was introduced as an early modification to the ITR and replaced the previous Chronically Ill Certificate (CIC). Eligibility for the HUHC is event and condition driven. An individual uses either six charged services in six months
 or 12 services in 12 months, with an expectation of ongoing high use. Originally only visits to the general practitioner counted towards eligibility for the HUHC. This was extended to charged outpatient visits in September 1992. The objective of the HUHC is to protect high users from ongoing high costs.

The CIC scheme required that a doctor expected ongoing high use due to chronic illness, but no definition of high use was given (although guidelines were available). More importantly, as the CIC was approved by Medical Officers of Health in the Area Health Boards, approval of the CIC varied greatly depending on the Area Health Board that the individual was covered in. The HUHC standardised the approval conditions and process across the country.

Stop-losses

For pharmaceuticals, outpatient and inpatient services, a maximum annual limit on items or services paid for applies. These limits are referred to as stop-losses. The limits per family were 20 items for pharmaceuticals (changed from 15 to 20 in February 1993 in conjunction with the lowering of item charges), 10 inpatient nights (removed on 1 April 1993), and 5 outpatient visits. The stop-loss year is from 1 February to 31 January the following year.

A problem that has been noted with the system of service specific stop-losses (ie: differing stop-losses for pharmaceuticals, outpatients, etc) is that a family's annual exposure to user charges may vary dramatically according to their mix of services over a year. A family which uses mainly one service, and therefore hits its stop-loss, may face lower annual costs than a family which may use a more appropriate mix of services. The Government has examined an alternative mechanism for annual protection called the Global Stop-loss which would place an annual cap on all core health expenditure for a family. That examination proved this proposal to be problematic to implement in the medium term.

Problems and Anomalies with the ITR

Over the course of its operation it became clear that there were a number of problems and anomalies associated with the ITR. These included:

· the abrupt shift from Group 1 to Group 3 for families without children (due to the lack of Group 2 for these families);

· the relatively favourable treatment of single parent families vis a vis two parent families wit the same number of children (due to the use of Family Support as the entitlement mechanism);

· a perceived low threshold for the Community Services Card which meant that families on modest incomes faced the Group 3 user charges;

· complexity of the ITR due to the existence of four charge schedules (Group 1, 2 and 3 and the High Use Health Card) with each schedule having three rates of subsidy (child under five, child over five, and adult). This led to 12 different subsidy/charge rates for each of the 4 service areas – GP, pharmaceuticals, outpatients and inpatients (until 1 April 1993). This meant that there were effectively 48 charge rates (although in some cases there was no difference in the charge schedules within service categories);

· delays in the High Use Health Card meant that in the period between "qualifying" for the card and receiving the card (and therefore becoming eligible for HUHC subsidies) significant costs could be incurred;

· the "cycling" effect on the High Use Health Card caused by the requirement that qualifying services needed to be "charged" for resulting in people having to go through a period of facing user charges in order to requalify for the HUHC; and

· the rapid growth in uptake of the High Use Health Card and poor targeting in this area.

These anomalies, and their resolution in the context of the Health Targeting Regime, are discussed below.

THE HEALTH TARGETING REGIME

The Minister of Health announced details of the Health Targeting Regime to replace the Interim Targeting Regime on 27 May 1993.

The HTR simplifies the ITR and rationalises income levels for Community Service Cards. Modifications are also made to the High Use Health Card.

Implementation of the HTR is in two stages, the first stage began on 1 July 1993, and the second will begin on 1 February 1994. The reason for the two stage process is that it was not possible to set up systems and assess the additional families who would gain eligibility for a Community Services Card before 1 February 1994. However, it was desirable to make any changes to the ITR that were possible at an earlier date.

Summary of Changes under the HTR

1 July 1993

· Group 2 people face lower Group 1 charges.

· Outpatient charges for Group 3 children reduced from $31 to $16.

· Pharmaceuticals charges for Group 3 children reduced from $15 to $10.

· "Chargeable" services contribute to High Use Health Card.

· Extension of CSC reimbursement system to HUHC, and Prescription Subsidy Card (from NZISS).

· HUHC adult GMS reduced from $17 to $15.

· Commencement date of HUHC set at the day after qualifying service.

1 February 1994

· Families at the lower end of Group 3 move to Group 1.

· Surcharge allowed for Community Services Card eligibility.

· "Six services in six months" will no longer qualify for High Use Health Card.

The changes in the Health Targeting Regime may be grouped into three broad areas:

· changes to charge rates;

· changes to charge groups; and

· changes to the High Use Health Card.

Changes to Charge Rates

Changes to charge rates take place on 1 July 1993. There are three components to the charge rate changes.

· Group 2 charges move to Group 1 rates

This change effectively merges the current Groups 1 and 2. The effects are discussed below in Changes to Charge Groups

· Group 3 child charge rates lowered

As from 1 July 1994 user charge rates for children whose families do not have a Community Services Card were lowered. The child pharmaceuticals maximum was lowered from $15 per item to $10 per item, and the outpatient charge was lowered from $31 to $16.

There are two reasons for the changes. It was recognised that moving from three charge groups to two could mean that potentially quite high effective marginal tax rates existed at the boundary between card holding families and non card holding families. In order to minimise the jump in exposure to charges between card holding and non card holding groups, it was decided to lower the user charges for children, so that families which children would face less of an increase at the boundary. The child outpatient charge was reduced from $31 to $16 to reflect the expected charge which a child would face at a GP. In addition the Core Services Committee had identified children's access to health as a priority, and the lowering of user charges for these children was intended to facilitate this.

· High User Health Card Subsidies Reduced

As part of the changes to charge rates, the adult GMS (General Medical Subsidy) for visits to the GP by HUHC holders was reduced by $2 from $17 to $15. This means that adult HUHC holders may find themselves paying an additional $2 per visit to their GP, although, as these fees are set by GPs themselves, this is at the doctor's discretion. This change was made in order to simplify the number of charge schedules. Under the ITR the key difference between a HUHC and a Group 1 card was the differential of $2 at the GP; this change removes that differential.

The charge rates under the HTR are detailed over. The HTR reduces the 48 charge rates under the ITR to 18 as a result of the move to two charge schedules, one for card holders and one for non card holders.

Charge Rates under the HTR

	
	Expected GP charge

	Outpatients
	Pharmaceuticals


	CSC & HUHC child <5
	$6
	$0
	$3

	CSC & HUHC child <5
	$11
	$0
	$3

	CSC & HUHC adult
	$16
	$0
	$3

	Non card child <5
	$16
	$16
	$10

	Non card child <5
	$16
	$16
	$10

	Non card adult
	$31
	$31
	$15


Changes to Charge Groups

The HTR merges the three card groups under the ITR into two card groups to simplify the regime and minimise the number of subsidy levels required. It does this in two stages. On 1 July 1993 all current holders of a Group 2 Community Services Card will receive Group 1 benefits and pay Group 1 charge rates. This is estimated to benefit 74,000 families who currently have Group 2 status, or about 294,000 individuals. Adults who hold a Group 2 card will now pay less at the GP and less for pharmaceuticals. In addition, there will be no user charge for any Group 2 family for outpatient services.

The change to charge groups has been effected by simply altering the charges paid by Group 2 cardholders. However, on 1 February 1994, more substantial changes take place. At this time regulations governing the Community Services Card will be changed so that there is only one Community Services Card Group. The income boundary between card holding and non card holding families will be increased so that more families are eligible for the Community Services Card. The table below shows the income levels for Community Services Cards under the ITR and the HTR.

Card Boundaries Under ITR and HTR

	
	Group 1/2
	
	Group 2/3

	Family Type
	ITR
	HTR
	Family Type
	ITR
	HTR

	1+0
	$17,500
	
	1+0
	$17,500
	$17,500

	1+1
	21,390
	
	1+1
	28,580
	26,000

	2+0
	23,000
	No
	2+0
	23,000
	26,000

	1+2
	22,980
	Group 2
	1+2
	32,400
	30,500

	2+1
	21,390
	Under
	2+1
	28,580
	30,500

	1+3
	24,570
	HTR
	1+3
	36,200
	35,000

	2+2
	22,980
	
	2+2
	32,400
	35,000

	1+4
	26,160
	
	1+4
	40,020
	39,500

	2+3
	24,570
	
	2+3
	36,200
	39,500

	1+5
	27,750
	
	1+5
	43,800
	44,000

	2+4
	26,160
	
	2+4
	40,020
	44,000

	2+5
	27,750
	
	2+5
	43,800
	44,000


These income boundaries are inclusive of any Family Support or Guaranteed Minimum Family Income payments received.

Income boundaries under the ITR were, as previously noted, based primarily upon receipt of an income tested state benefit. This led to a number of anomalies. Income boundaries under the HTR have been constructed on the basis of equivalised family income. The concept of equivalised income recognises that a large family on the same income as a smaller family has less available disposable income than the smaller family, and this should be recognised in the setting of Community Services Card boundaries.

The equivalence scale used bases the equivalence for a single person in relation to a couple on the benefit system (ie: single person = .67 of couple). A two person family has an equivalence of 1, with a factor of .17 being allowed for each additional person.

The changes to charge groups in February 1994 have the following effects:

· Only two charge groups will exist – those with a card (either Community Services Card or High Use Health Card) and those without;

· Most current Community Services Card Holders (be they Group 1 or 2) retain Cards with Group 1 status;

· 48,400 families (132,400 individuals) who currently have incomes in the lower end of Group 3 will move to Group 1; and

· 2,800 working sole parent families who are currently eligible for a Group 2 Community Services Card will lose their eligibility.

Although the majority of families will benefit from the February changes, 2,800 working sole parent families will lose eligibility to the Group 2 Community Services Card. This situation occurs because of the favourable treatment that sole parent families received under the ITR vis a vis to parent families with the same number of children. Group 2 under the ITR was, as noted, based on the receipt of partly abated Family Support. Family Support counts only the number of children in a family, not the total number of people. As a result, sole parent families were assessed as having the same need as two parent families with the same number of children on the same income, even though the health needs of a larger family are greater. Although this is appropriate for Family Support where the unit of targeting is children, in the CSC system, which is based on whole families, it created anomalies.

The HTR moves away from the use of entitlement to social security benefits or family support as the means of targeting, thereby removing many of the anomalies under the ITR. Eligibility for CSC is now a function of family income and size, and is assessed on a basis independent of income maintenance equivalences.

A further change to the way that entitlement is assessed is an allowance for national superannuation surcharge liability in CSC income assessment. This is a special additional tax that is payable by national superannuitants with other income. Under the ITR, gross taxable income was used as the main definition of income (although some variation did occur depending on the means of assessment). While this is appropriate for the majority of the population, the argument has been made that for superannuitants gross income does not necessarily reflect net income in the same fashion as it does for the rest of the population. This is because of the effects of surcharge.

This meant that some superannuitants with the same net income as other families, but a higher gross income, were missing out on a Community Services Card. In order to correct this anomaly, superannuitants will, from 1 February 1994, be able to deduct an allowance for surcharge from their gross income to ensure that they do not miss out on a Community Service Card because of the effects of surtax.

Effects of changes to Charge Rates and Charge Groups

Overall, it has been estimated that changes in the HTR could benefit up to 372,400 families, consisting of 895,400 individuals. The table below shows the families and individuals benefiting from each change of the HTR, and shows the composition by adults, superannuitants and children. It should be noted that there are some areas where double counting may occur, e.g. Group 3 children will benefit from the reduction of charges in July 1993, and some of these children will also receive benefits when their families move from Group 3 to Group 1 in February 1994. The figures in the total row include these families with children (as they will receive benefits both in July and February) while the final row (total cumulative) is cumulative and takes account of double counting.

Families and Individuals Benefiting from HTR Changes

	Change
	Families
	Individuals
	Composed of

	Group 2 to Group 1 change
	74,000
	294,000
	adults

children
	135,000

159,000

	Group 3 child price changes
	248,000
	467,000
	children
	467,000

	Card changes in Feb 1994
	48,400
	132,400
	adults
	50,000

	
	
	
	
	46,800

	
	
	
	children
	35,600

	Surcharge allowable for CSC
	2,000
	2,000
	superannuitants
	2,000

	Total benefiting
	372,400
	895,400
	
	895,400

	Total Cumulative Benefiting (no double counting of child subsidies and charge group change)
	357,400
	859,800
	
	859,800


As already noted, there will be approximately 2,800 working sole parent families who will lose eligibility for the Community Services Card on 1 February 1994. Their entitlements have however been "grandparented", that is, they will continue to receive their existing entitlements until the expiry of their current Community Services Card which could be as late as September 1994).

Changes to the High Use Health Card

In addition to changes to charge rates and charge groups, the HTR also makes changes to the eligibility criteria and the dates of entitlement for the High Use Health Card. Again the changes take place in two stages, 1 July 1993 and 1 February 1994.

HUHC 'Cycling'

On 1 July 1993 there are changes to the services that may contribute towards the HUHC. In the ITR, only services for which a charge had been made could contribute towards eligibility for the HUHC. Although this is appropriate for a stop-loss (which is based on expenditure via the proxy of charged events) it is not appropriate for a mechanism designed to protect chronic high users from the ongoing costs of their condition. The requirement that services be charged in order to qualify towards HUHC created an anomaly whereby an individual would qualify for a HUHC by using six charged services in six months, or 12 charged services in 12 months, and would then receive outpatient services at no charge, and sometimes also GP services at no charge (depending on whether the GP sought additional fees over and above the GMS for the HUHC holder) for the next 12 months. If a service was not charged for, it could not contribute towards eligibility for renewal of the HUHC. Therefore people were placed in a cycle of paying for services, receiving the HUHC, receiving free services, losing eligibility for the HUHC and then having to pay for more services in order to clock up eligibility for renewal.

This cycling effect was seen as being unfair. As a result, from 1 July 1993 any outpatient services for which a charge could be made if the patient were in a fee paying category (i.e. any service which is not itself exempt from user charges such as maternity, mental health and STD [sexually transmitted diseases] services) may contribute towards HUHC eligibility, and a charge does not have to be levied. For GP services either a GMS claim must have been submitted on behalf of the patient, or a charge levied.

Date of Entitlement

From 1 July 1993, the date of eligibility for the High Use Health Card will be set at the day following the last qualifying service. So if a patient uses their twelfth service qualifying towards a HUHC one day, they will be entitled to HUHC benefits the following day (although pharmaceuticals prescribed on the last consultation but not dispensed until the following day will attract the user charge that would have occurred in the absence of a HUHC).

Under the ITR eligibility for HUHC, benefits commenced on receipt of the HUHC itself. There were sometimes delays in the issuing of the HUHC, either because the GP failed to send in the application speedily or verification was required by the Department of Health, which meant that in some cases people waited some months for their card. During this period they would continue to pay the higher charge rates. The change to the date of entitlement is intended to fix this problem. In cases where the patient uses a number of services in the days following entitlement but before receiving their HUHC, they will continue to pay the higher charges, but they may claim reimbursement from the New Zealand Income Support Service for the additional amounts paid.

Removal of "Six in Six" Qualifying Criteria

While retention of the High Use Health Card has been made easier with the change from "charged" to "chargeable" qualifying services, from 1 February 1994 it will be harder to obtain the card in the first instance. From 1 February people must use 12 qualifying services in 12 months rather than the current choice of either six in six, or 12 in 12 months.

There is some evidence that the High Use Health Card has not been targeted tightly enough on its target group, the chronically ill with ongoing high use. In February 1992 there were about 25,000 High Use Health Cards: by March 1993 this figure had climbed to nearly 100,000. The substantial growth in HUHCs was cause for concern, especially since the majority of cards were being issued under the six-in-six criteria for conditions which were not necessarily chronic in nature and requiring sustained high use. The objective of the two initiatives of not requiring all services to be charged in order to qualify, and raising the number of events needed to qualify, is to ensure that only the target group receives the card, but once they do receive it, fewer barriers to its retention exist.

CONCLUSION

On its introduction it was acknowledged that the Interim Targeting Regime was indeed interim, and that changes would be made to the scheme over time. In the medium term it has not proved feasible to move to a more accurate targeting system for personal health care, whilst still maintaining access for all. The added complexity of a more finely tuned targeting system would in the medium term require significant effort on behalf of the user and review of health information systems.

The Government has instead decided to focus on simplicity and ease of access as the prime determinants of the Health Targeting Regime. The compression to two charge groups and schedules, coupled with the movement of more families into a higher subsidy group and increased assistance for children are aimed at meeting these objectives.

� A system that would seek to provide overall expenditure limits on all core health services for which there are changes, on the basis of families' ability to pay taking into account family size and income.


� A family type of 1+0 is 1 adult with no children, 1+1 is a sole parent with 1 child, 2+1 is a couple with 1 child, etc.


� Assuming an average general practitioner charge of $31 per consultation.


� These are the charges as of 1 February 1993. Pharmaceutical charges as originally implemented in the ITR were set at higher levels.


� The "six in six" criteria is removed under the HTR.


� Based on expected GP charge of $31 minus GMS.


� Community Services Card and HUHC will have the same charge schedule (except for pharmaceuticals used post stop-loss where HUHC holders whose families do not hold a CSC will continue to pay $2 residual part charge).





