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Background. 
The Health Finance 
Development Project 
(HFDP) of the 
Department of Health 
initiated two studies to quantify running the program; (c) estimate NHlP premium 
the financial resources that will be revenues assuming a SSS-Medicare Program 1- 
required to set-up and operationalize a like premium structure; (d) estimate premium 
comprehensive national health insurance subsidy requirements for the indigent population; 
program in anticipation of the passage of the (e) determinethe incremental funding requirements 
pending National Health Insurance Bill in both for the NHlP given the assumed 
Houses of Congress. These studies entitled structure of costs and 
"National Health Insurance Program. Alternative revenues; and (9 identify 
Benefit Packages and Some Estimates of Costs" some of the 
by Dinah N. Patao and Rhais M. Gamboa, both of implications on policy 
HFDP, and "National Health insurance System ofthe resulting NHIP 
Cost SimulationModel"developed b y o ~ l l l e  Solon, f u n d i n g  
Joseph J. Capuno, Benedict Quiton and Elizabeth requirements. 
Edillon of the HFDPIUPEcon Health Policy 
Development Program could be useful for both The authors 
Houses of Congress in estimating overall NHlP categorized NHlP costs into 
costs Thistechnical brief dwells only on the paper (a) benefit payments; (b) recurrent administrative 
by Dinah N. Patao and Rhais M. Gamboa. costs; and (c) organizational set-up costs. The 

authors likewise identifled three NHlP sources of 
The paperof Patao and Gamboa aims to (a) revenues. These are (a) premium collections; (b) 

estimate the benefit costs of alternative benef~t lnterest income; and (c) other income such as 
packages that may be provided by the NHIP; (b) donations and other fees. 
provide some indications of administrative cost in 



'Technlcat Qrlef" 
reports on the flndlngs of 
research studies and thew 
interpretat~ons of ~mpllcations 

"Technical Qrlef" draws attention to were used in' the costing: <he 
recent factual findings that have significant 
policy implications. ~t is meant to disseminate current Medicare Program 1 

1. NHBW Coon 

for health policy. They also 
highlight information regarding 

important aspects of health policy based on 
conferences, research, policy speeches, 
demonstration and pilot project results, 
consultations, and public discussions. 

I. Benefit pavments. These 
were estimated assuming various 
combinations of NHlP inpatient 
and outpatient packages. TWO 
alternative inpatient ~ackaaes 

al ternat ive 

factusl information and expressions of 
opinion bearing on policy and policy related 
issues to provide imporlant information and to 

packages - 
A, B, and C - 

are the options developed in a 
HFDP study titled "Outpatient 
Package Under Fee-for-Service 

package, and the inpatient 
of the health package 

bevelOpmentproject(~~~p),OfficeOfthe 1 package. Inpatient 1. The outpatient 
Undersecretary, Chief of Staff, Department of 
Health under a Coooerative Aareement services included in both packages included are various 

encourage the exchange of ldeas, ~nterpreta- 
tton of facts and expresslons of oplnlon 
amollg those in developmentand 
formulation of health POIICY in the Philippines 

Thrs publication IS Issued under the 
cjeneral stewardship of the Health Flnance 

(contract no 492-0~46-~-00-~114-00) with 
US Agency for lnternatlonal Development To 
assure uniform quality and appropriateness of 

content, the HFDP IS assisted by the HFDP 
lnforinatlon Comrnun~cat~on Committee 
(InfoComm). and techn~cal edltors as 
appropriate The views, expresslons, and 
oplnlons contamed In th~s publlcatlon are 
those of the authors' and are not necessar~ly 
endorsed by the USAlD or the Department of 
Health 

Gloria Gilda V Custodlo 
Issue Edltor 

lnqulrles may be sent to 
Health Pollcy Development Staff (HPOS) 
Department of Health 
San Lazaro Compound 
Manila, Philippines 
TN: (632) 711-6744 
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proposed to be provided by the 
Tarlac Health Maintenance 
C00perative (THMC) which has a 
higher average value of benefits 
perconfinementthan the Medicare 

Specialty consultat~on Specialty consultation 60 
Diagnostics 1 ~ i a i ; t i c s  1 Dia:;:ics I CBC 1 60 

and Capitation, " conducted by 
Philamcare Health Systems, Inc. 
and which are currently being 
evaluated to be provided on a 
pilot basis under Medicare 

* Package B is also being considered to be provided by the Tarlac Health 
Maintenance Cooperative (THMC). 
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utilization rate (IUR) used in the 
paper in estimating NHIP benefit 
payments is 50.72% per family 
with a size of 5.3 members. This 
was computed using SSS/GSIS 
1993 Medicare data and updated b. Special Consultations 

estimates of the proportion of 2. Diagnostic Procedures 

Phil ippine population with 
Medicare benefit entitlement. On 
the other hand, data on outpatient 
utilization rates have to come 

FBSIExtremity X-rays 
from sources otherthan Medicare 3. Minor Suturing 
Program 1 since it does not 
provide outpatient services. The 
utilization rates reported in this paperwas 
based on ~ ~ ~ p - f ~ n d e d  philamcare study 
(1 993) in the accompanying Table 2. 

2. Recurrent Administrative Cost. 

This includesthe overhead 
costs in administering or 
operating NHIP, as 
distinguished from 
program expenses that 
directly accrue to program 
beneficiaries in the form of 
(health) benefit payments. 
Recurrent administrative 
costs include expensesfor, 

among others, membership recruitment and tracking, 
premium collection, claims processing, provider 
accreditation and negotiations, information and 
communication efforts, management information 
systems, and program monitoring and evaluation. 

Recurrent administrative cost is estimated at 
20 percent of the benefit payments. It should be 
noted, however, that this constant rate assumption 
implies that overhead costs increase or decrease 
linearly with benefit costs. This may not necessarily 
hold true, especially if fixed costs are substantial. 

Further, thisassumption may not adequately capture 
the fact that the fixed cost portion of administrative 
costs may taper off over time. 

Generally, administrative cost is viewed as a 
percentage of premium. This paper pegged it in 
relation to benefit payments due to (a) uncertainty 
on how providers will actually be paid under NHI, 
and (b) uncertainty on how premium collections will 
be carried out for the self-employed and 
unemployed. Forinstance, if capitation andlorglobal 
budget schemes were adopted in paying providers 
(as contained in the Senate NHI version), claims 
processing costs would probably be. lower per 
enrollee than the present retrospective fee-for- 
service practice under Medicare. Similarly, if 
premium collection for the self-employed and 

, unemployed is coursed through barangay and/or 
1 municipal treasurers (as has been suggested in the 

earlier versions of the Lower House bill), then 
collection costs effectively become the burden of 
the local government units concerned. However, if 
premium collection for the self-employed and 
unemployed is done individually, then the 
administrative costswouId probably be much greater 
than was assumed in this paper. (See Summaw 
Table 3) 



Table 3. Summary Estimates of NHlP Benefit And Administrative Costs, 
1994-2000 at Constant 1994 Prices 

B. Outpatient Benefits Only 

Inpatient and Outpatient Benefits 

C.2 THIP Inpatlent Benefits plus 

A.l Medicare Program 1 
A.2 THlP lnpatient Package 

C lnpatient and Outpatient Benefits 
C.l  Medicare Program 1 plus 

C Inpatient and Outpatient Benefits 
C. 1 Med~care Program 1 plus 



3. Set-up Cost. 
associated 

Based on assumed inpatient and outpatient 

B. Outpatient Only 
1. Package A, or 
2. Package B. or 
3. Package C 

A. Inpatient Only 
1. Medicare Program 1, or 
2. THMC 

14,131.234 
27,182.649 

C. lnpatient and Outpatient 
1. Medicare Program 1 plus: 

1 .I. Package A, or 
1.2. Package B, or 
1.3. Package C 

2. THMC plus: 
1 .I. Package A, or 
1.2. Package B, or 
1.3. Package C 

19,063.658 
22,275.723 
21,320.378 

32,115.073 
35,327.138 
34,371.793 



II. NHID REVENLIES 

NHlP revenues come from 
three sources: (a) premium 
collections; (b) interest income; and 
(c) other income, such as donations 

v 
and otherfees. In this paper, only the 
premium revenues are estimated, assuming a 
SSS-Medicare Program I-like premium structure 
and the family as the membership and premium 
assessment unit;interest and other income are not 
projected in this paper. The paper estimates that at 
full coverage, the expected total premium collection 
is about 11 billion. This is a conservative estimate 
since the computation did not take into account the 
possibility that there are more than one gainfully- 
employed or NHI member in onefamilywho may be 
required to pay premium. 

The pending bills in both 
Houses of Congress have 
specific provisions forthe government, both national 
and local, to provide premium subsidy for the 
indigent, the determination of which is to be made 
through a "means test." For this paper, the authors 
defined indigent asthose families belowthe poverty 
threshold. The per capita poverty threshold income 
for 1991 is P7350 per annum, or P38,955 per 
annum fora household comprising of 5.3 members. 
In the absence of updated data, the 1991 poverty 
threshold is used as a constant poverty threshold 
level in 1994. 

The paper estimated that the total premium 
subsidy requirementsat universal coverage is about 
P4.170 billion based on the assumption that 49 
percent of the total household population which is 
below the poverty threshold is granted premium 
subsidv. 

@ Assuming Medicare Program 1 -like 
benefits and premium structure, the additional 
funding requirements are estimated as the 

sum of the following: (a) the difference between 
premium collections and expected benefit 
payments; (b) the cost of administering the program; 
(c) the premium subsidy for the indigent; and (d) 
set-upcosts, which is the total organizational set-up 
cost of P527.724 million spread equally over a 7- 
year period, i.e., 1994 - 2000. 

During the init ial year of  NHlP 
implementation, the additional funding requirement 
is about P2.022 billion. This grows to about P I 0  
billion at universal coverage. (See Table 5) 

Funding of this deficit (incremental funding 
requirements) may come from (a) internal sources 
such as investment income which is not considered 
here, and/or additional premium collections that 
may be generated by adjusting the current Medicare 
Program 1 salary ceiling of P3000 per month and/ 
orthe current premium rate of 2.5 percent of salary 
credit to more reasonable levels ; and (b) external 
sources such asgovernment subsidy and donations 
from other entities. The magnitude and timing of 
available external funding, however, are highly 
unpredictable such that the NHlP may have to rely 
more on internal sources to sustain its operations. 

The social burden of premium subsidy 
requirements for the indigent may also be brought 
to more manageable levels by (a) adopting a more 
restrictive definition of the indigent,, possibly 
focussing initially on the "real paupers" and 
expanding to othergroups as the financial resources 



NHlP Coverage Rate 

Premium Subsidy for Indigent Families 780.446 1,289.676 1,818.886 2,367.784 2,935.782 3,522.880 

E. Incremental Funding Requirements 
Net of Premium Collections 2,022.509 3,293.092 4,612.872 5,981.381 7,398.585 8,863.41 3 

' The total estimated organlzatlonal set-up cost of P527 724 IS dlvided equally over the seven-year period, 1994-2000 Thls however, 
does not include cap~tal Investment requirements 

available to the program may warrant; and (b) 
premium cost sharing between the government, 
national and local, and the gainfully employed 
beneficiaries according to their capacity to pay. 

The NHlP may also incorporate program 
featureswhich will aid in controlling the escalation of 
program costs. These may include (a) the adoption 
of non-traditional payment mechanisms, such as 
capitation and global budget, that shift some of the 
risks and associated cost to health service providers; 
and (b) the installation of administrative systems 
that will allow the detection and control of possible 
fraud and abuse to the system. 

No new data allow the refinement of the set- 
up cost estimates as done on the previous study 
("How Much Will It Cost to Set-Up and Administer a 
National Health lnsurance Program'") and thus no 
attempt was made to come up with new estimates. 
Instead, the authors focused only on the estimation 
of benefit packages that may be offered under the 
NHIP. Also, there is a dearth of utilization data for 
the self-employed and the unemployed, making the 
projections rough indicators of NHI costs. Only with 
actual experience can the actual utilization data be 
obtained to make NHI cost estimates more reliable. 



The bases for computing premium 
contribution in the paper isthe family income which 
is consistent with the shift to the family as the NHlP 
membership/coverage unit. In this exercise, family 
income levels are simply assumed to be the same 
as the 1991 levels as reported in the 1991 Family 
Income and Expenditures Survey (FIES), which 
are the only available data on family income at the 
national level. Attempts were made to extrapolate 
1994 family income from 1991 income levels using 
a variety of adjustment factors, orinflators, such as 
the consumer price index, inflation rate, and the 

implicit price index or GNP deflator. According to 
the authors, these attempts were also abandoned 
as the resulting estimates have theirown drawbacks 
and limitations. 

Note: "National Health Insurance Program: 
Alternative Benefit Packages and Some Estimafes 
of CostsJ'is available on request, pick-up basis from 
the HFDP Makati, the address of which is provided 
in the staff box. 
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