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THE WHITE HOUSE
WABHINGTON

January 15, 1997

MEMORANDUM TO THE PRESIDENT

FROM: Chris Jernings and Nancy-Ann Min

SUBJECT:  Children’s Health Investments and Medicaid Update

You recently asked Gene Sperling for the status of your children’s health care investments. What
follows is a summary of your policy and a brief review of the likely reaction to your Medicaid
and health investments from advocates, the Hill, and the Governors,

Uninsured Children and FY 1998 Budget,

There are currently about 10 million uninsured children in the nation. Your budget includes a
new S-year, $8.5 billion investment to cover uninsured children. I includes all major mitiatives
outlined 'in Secretary Shalaia’s attached memo to you. We believe that these proposals,
combination with your Workers Between Jobs Health Initiative (which will extend coverage to
700,000 children annually) and the 1 million children {aged 14-18) who will"be added to
Medicaud during vour second term under current law, will cover between 4 and § million
aninsured children® by the end of 2000,

Specifically, your FY 1998 budget includes four new indtiatives explicitly designed to expand
coverage andfor services to children:

(1}  Support for Innovative State/Private Children's Coverage Expansions for Populations -

Above Medicaid Eligibility Line.

Investrnent: $3.75 billion. Coverage: About | million children.

Indireet Investment: $1.1 billion Coverage: About 400,000 (These indirect numbers
are the result of the actuaries’ assumption tha( Medicaid eligibles will be enrolled when

they apply for the state innovation proposal outlined above.)

{2}  State Option to Extend Medicaid Coverage To (2 Months Without Eligibility Re-

Determination,
Investment:  $3.6 billion. Covergpe: About | million cldldren.

(3} Outreach to the 3 Million Medicsid Eligibles Not Enrolted.
Investment: I‘ienc. Future baseline. Coverage: Now Unknown. Perchaps 1.2 million.

(4} Suppuort for Increased Access to Servives through School-Based and other
Community Health Centers.
Invesunent: At least $25 million, © Coverager  Increascs services/not coverage.
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Medicaid and iﬂiefalih Investments: Likely Reaction to the FY’98 Bﬁdget

While the public may embrace your proposal to expand coverage w childien and workers in-
between jobs, the base Democrats, the Governors, the advocaics, and providers will not
necessarily share such enthusiasm. They will be displeased about our $22 billion Medicaid
reduction and our use of a per capita cap and disproportionate share (IDSH) payment cut o
achieve this savings number. Net surprisingly, all of these groups claim that the baseline has
come down so far as (o no longer justify more savings, They alse fear that any savings number
will only increase durm;,, negotiations. =

Our response 10 these groups will be three-fold: {1} Our 322 billion reduction actually works out
to a modest $9 billion savings number after the Medicaid and welfare improvements are netted-
out; (2) Our retention of the per capita cap is primarily a budget safeguard that assures that out-
year spending does not rise too guickly; and (3} Supporting a fiscally responsible per capita
approach is in the long-run interest of the program {as protection against future moves to block
grant it}. - , .

In general, we believe that the Blue-Dog Democrats and the Republicans will be relatively
recepive to your Medicaid proposal, The Blue-Dogs will like it because it is fiscally responsible
and consistent with their past policy. The Republicans will like it because they will think they
can simply tighien up the per capita eap’s index to achieve more savings. They wil] also like it
because it gives them cover with their Republican Governors. (In short, the Republican
Leadership does not want to have & block grant fight; they do want to blame us, however, for the
need to stick with a per capita cap.} It remains unclear how both these groups will respond to
yvour health investments. They will probably want to see how much room they have 1o operate
under the new CBO baseline and how much steam your proposals pick up before bemg either
overly supportive or critical.

We will keep you apprised of developments on the Hill with regard to the proposal to expand
coverage to children. In brief, Senator Daschie and Congressman Gephardt are pushing for 2
fatrly expensive and difficult to administer tax credit; Senators Kennedy and Kerry are
advocating for a costly subsidy program; ‘and Senators Rockefeller and Chafee appear to be
quietly working on more modest, targeted approaches. Tomorrow the Democrats are scheduled
to hold a press conference on Kid's Health Initiative.

Because of the intercst in tax credits/deductions by the Leadership (and perhaps some
Republicans), we will write you a separate memo on the strengths and weaknesses of this type of
approach. Even though there may well be insurmountable administrative and structural problems
{e.g., the amount of substitution ol private and state dollars that takes place with higher subsidies
and 1ax credits/deductions), being overly critical of any kids' investment proposal scems unwise
untii afier the Congress has locked in on an investment number for a kids coverage cxpansion.
i
* There will be ’doubicmunting or averiap in o pumber of pur policics. We believe, however,
that our future Medicaid outrvench initintives (which are not now scored in the budget) will
make it passible for us to credibly claim that your policies will expand coverage (o about §
million children. ilaving said this, since there appears to be sn increasing uninsured
problem, coverage of § million msre children may not represent half the uninsured children
in 2000. Therefure, while auany will infor we are going to address Thalf” of (he prablem, we
may want to aveid specifically stating it surselves untifunless we get sutside validation for
doing 50,



THE WHITE HQUSE
WASHINGTON

March 1, 1997

MEMORANDUM TO THE FIRST LADY

FROM: Chris 1. Qf,;
SUBJECT: Follow-up on Monday’s Meeting on Uninsured Children

o “VBruce R., Gene 3., Melanne V.

At last Monday’s meeting on uninsured children, you asked for three items:

L A response to the Glassman “Monster Kiddie Care” op ed piece (FYT, the President also
noled that picce and we plan on forwarding a similar response (o him as well).

2. More details on the repealed 1990 EITC child health tax credit.

3. An amended “aninsured children” chart that adds the distribution of the total number of
children,

The President’s briefing on child health issues is on hold pending a final conversation with
Sylvia about how the President would best like it structured. We are also waiting to see if he has
had a chance 1o review the February 21 memo. I the President decides he would like an internal
staff briefing, we are of course ready 1o be responsive at any time. The one exception to this is
Monday, when I will be in Fayetteville at the request of David Pryor to teach a few of his classes,
to brief some of his new facuity colleagues and to meet with some local health care providers.

Speaking of the President, Rahm told me last night that the communication folks are still
thinking that we might want 1o use the March 14 radio address (when the President will be down
in Florida} for a children’s coverage message event. We think it might be a very good
opportunity because of Governor Chiles’ school-based children’s coverage program, which his
staff believes could be expanded by our proposed grant initiative. Gene informed me today,
however, thal we may focus on a new health care fraud and abuse package that the President
could unveil in Florida; Florida is 3 good place for this unveiling because it is the fraud and
abuse capitel of the country and because of Chiles’ aggressive efforts in this area. 1t is unclear
whether we have time to do more than one health event during the Florida trip.



Lastly, I saw a number of Republican Congressional staff vesterday. Although they do not have
an idea of what their final budget constraints will be, they are currently assuming that Republican
members will probably include some type of children’s health expansion. More importantly,
they did acknowledge that there are legitimate concerns about {ax incentive approaches (this is
not to say that they won’t find it necessary to include them for political reasons) We will keep
vou apprised of ongoing developments.



RESPONSE TO “MONSTER KIDDIE CARE” OP ED

On February 11, 1997, James K. Glassman wrote an editonial in the Washingron Post critical of
proposals to increase coverage of children. On February 24, 1997, Lawrence McAndrews,
president of the National Assoctation of Children’s Hospitals, wrote a response {see
attachments). The Glassman article is extremely flawed in both its zizag;wszﬁ of and prescription
for the problem. Specifically, Glassman:

Misstates the facts. Glassman implies that all of the $162 billion in Medicaid spending
is for children. In fact, only 13 percent, or about $23 billion, is spent on poor children.

Misdizzgﬁases the “real” problem. Glassman wrongly suggests that the “real problem™
is the 1.5 million children whose parents earn more than $40,000, and are willing to “take
thelr chances” and not insure their children:

o f’;mi the 1.5 million children he cites represents only 15 percent of the 10 million
uninsured children.
o Secomd, of the 1.5 million children, most éi’ them have incomes that are at or just

above $40,000, which is below 250 percent of poverty for a family of four —
certainly not people who can easily afford annual premiums of at least $6,000
{about the average family premiom).

o Third, and most importantly, many of these children are uninsured because their
p.farents: (1) are not offered insurance tn their jobs; (23 are offered but cannot
afford family coverage because, unlike most American workers, their employers
rﬁakc {ittle or no contribution toward coverage; or (3} did buy coverage through
their employer but lost their ability to afford it when they lost or changed jobs.,

i

Prescribes fwo extreme and flawed solutions to address the problem:

1. Tax incentives: Glassman suggests a tax credit for children’s health coverage — the
same type of approach that was repealed in 1993 due to low participation, poor targeting,
and fraudulent insurance practices. His tax credit would be available to anyone who
qualifics for it with no overall fimding limit — in other words, it would be an open ended
entitlement. Ironically, this approach is more like one of the “vote-buying, burgaucracy-
building monstrosities” that Glassman denounces than is the President’s approach, which
more afi}ciemiy covers more uninsured children and does so with a cap on spending.

2. Chavrity: Glassman asserts that charity can pick up where the tax eredit leaves off: if
“government gets out of the way, more charities will eagerly fill whatever gap is creat
Although charities make a critical contribution, they are the first to acknowledge that

they “cannot do the job alone”, as the president of the National Association of Children’s

Hospitals wrote in response. The fact that meaningful government effort is needed to

expand children’s coverage is acknowledged by policy experts, consumer and child

advocates, providers, insurers as well as the Republicang and Democrats Glassman cites,
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SUMMARY

In the Omnibus Budget Reconciliation Act (OBRA) of 1990, a tax credit for heatth insurance that
covers children was added o the garned income tax credit (EITC). An EITC-cligible family
could receive a tax credit for its health insurance premium pavments if its plan was not an
indemnity type afncl inciuded coverage for children. It was administered as an end-of-the-vear
credit against taxes or refund if it exceeded the family’s tax liability, Unlike the EITC, it could
not be received in “advances”. About 2.3 million familics received the health tax eredit in 1991
at a cost of $496 mitlion.

While the BITC remains in effect today, the health insurance credit was repealed in OBRA 1993
due primarily to: (1) low participation; {2} poor targeting of populations in need; (3) fraudulent
insurance practices and oversight problems, Despite the Center on Budget and Policy Priorities’
support of the EITC, Robert Greenstein testified to the child health tax credit’s failure and
supported its repeal — as did the Depariment of Treasury.

4
z

PROBLEMS WITH THE 1996 CHILD HEALTH TAX CREDIT

A General Accounting Office study and the Ways and Means Subcommitiee on Oversight

documented nurmerous problems with the policy, including: ’

. Low pari'tieipation: GAQ estiroated that ouly about 26 percent of people eligible
participated in the program. This is based on a division of 2.3 miilion into an estimated
8.8 million familics eligible for the credit. It is not know bow many of the 2.3 million
participants gained coverage through the credit versus had coverage already.

. Probably paid fer coverage that would have been purchased anyway: The policy
" did not differentiate between subsidizing existing versus new coverage. Thus, if the tax
¢redit was not generous enough to induce uninsured families to purchase 2 policy, most
of the subsidy went to families who would bave been covered by health insurance
Ay WAaY.

» Amount insufficient to increase coverage: In 1991, the average employee share of the
family premium, according to a GAQ study, was about $1,025; the average credit was
£233. Thus, the GAQ questioned the credit’s ability to induce purchase of health
insurance. The administration as well as the amount of the credit may also have
decreased the effectiveness of the policy. Since the credit was only available at the end of
the year, it was retrospective, Low-income families may have had “liguidity” problems:
an inability to {ind the cash during the year to make the payments in hope of
mzmbursemeni in the next year.



. Low awareness: A GAQ survey found that many EITC recipients who had purchased
health insurance did not clain the credit. They cited lack of outreach as a major problem,

. Plans tol;l cmployees that they could not get any portion‘of their EXT'C if they did
not purchase health insuraace: Some promotionsl material implied that the individual
had 10 have health insurance premiurs deducted from their paychecks in order to get the
EITC advance. For example, an insurance plan in Texas had a notice that said,
“COMPULSORY, NOT OPTIONAL: The credit for health insurance came into effect in
1991, Failure to comply can result in “a penalty equal o the amount of the Advance
EITC Payments not made’.” Other plans also suggested IRS retribution would occur if’
they were denied access to employees. '

’ Higher than expected premiums: One of the most common complaints was that plans
advertised that health insurance coverage was “free”, Some plans falsely claimed that
their premiums were totally covered by the health credit when in fact the health tax credit
was insufficient and, unbeknownst to the employ ce, tﬁc remainder of the premium was
deducted from the non-health EITC.

. Incligible and substandard policies: Families often plans that did not qualify for the
credit,. Amount, duration and scope restrictions were often large, and some policies had
pre-existing condition restrictions of 2 years. Some people bought cancer, dread disease,
and other supplemental policies that were barely worth the paper that they were writien
on.

. Limited information on plans: People claiming the credit had 1o name the insurance
plan {in 1991 only) and report the amourt of the premium paid in filing for the tax credit.
This minimal information made it very difficult if not impossible for Treasury to ensure
that the credit was going to ¢ligible families for the purchase of qualifying policies.

CONCLUSION

The experience with the OBRA 1990 child health tax credit has relevance to today’s debate over
insuring children. The Heritage Foundation has stated interest in reviving this particular policy
and Senator Gramm has a comparable one in development. While some of the problems
described above may be inherent {n a tax incentive approach, others were specific to the structure
of the 1990 child health tax credit and may be addressed through policy medifications {e.g.,
enlisting the states in the oversight of plans to reduce fraud).
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“Por” means < 100% of poverty, "Near Poor” means 100-196% of poverty, “Middie Class™ meana » 200% of poverty, *Private” inthiges nongtoup and other coverage,
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Children’s Health Coverage, 1995

Proportion of Children Covered by Different Sources

Private
(2.1 million)

22%
Uninsured
{3.3 Million}

Medicaid
(9.8 mitfion)

Poor

{15.2 million)

87%
Private
{34.7 million} |

23%
Uninsured
{3.6 Million)

Medicaid
{4.3 million)

?% Uninaue

Near Poor " Middle Class
{15.9 million} {40 million)

Nute: The number of children toversd by Medicsid is less than 18 miion dus fo underreporting on this survey. Soarge; ERRY, 1986

M Private

TUninsured

® Medicaid

* 2.4 million.




Thely

ashingtonjJost

H

BRULARY |1, 1997 l

5
»

THESDAY. F_i

James K. Glassman

Monster Kiddie Care

When politicians start aiking about how
they're going 1o help poor, sick kids, wateh
out. Bomething bigger and more peraicious is
afoot—in the htest case, trying (o achisve,
piecemeal, the government-run health system
the mation rejected afler President Clinton
was elected the st time,

. Clistton says in hig new budget that he wafits

“to expangd health core coverage to the grow-
ing numbers of American children . . . who
lack insurance.” He's proposing to spend 10
hillion over the next five vears, but that's just
for starters. Senate Democratic Leader Tom
Baschie has 2 miore ambitices plan that would
assist families that make up 10 375,600 5 yerr.
Massachusetts Sens. Ted Kennedy and Iohn
Kerry want Washington to spend $9 billion
annually.

it won't b easy for Republicans in Cone
gress to appose kiddie care—and don't Damo-
crats know ! But before everyone is swept up
in the emotional tide, let’s examine some
facts, as well as the heroic effort of one
unlikely, uanaticed charity.

First of all, the government already helps
sick kids. Medicaid, the $162 billien health
program for the poor, covers children whose
families earn up to 130 percent of the poverty
level {even higher in some statey). Three
mitiion kids who currently qualify for Medizaid
don't receive the benelits; outreach mav be in
arder, bt not angther entitiement,

In fact, thie real problers is with the middle
class, Michael Tanner of the Cato Institule
pomis out that, sccording to the Census, 1.5
miflion families with incomes of more than
$40.000 a year dont insure their children.
Why not?

“They've simply decided to spend the mon-
ey elsewhere,” Tanner says, Insuring children
is actually inexpensive—aonly about $100 a
month, he sdys--since Kids are far heplthier
than adults, Sull, seme parents would rather

t1ake their chances and pay out of their own
pockets when a child breaks an.arm. That's
their decision, and the rest of us should not
subsidize it, )

Anciher reason parents don’t insure Kids is
“pur insane 1ax system. Health insurance bene-
fies provided by busipesses to employees

dren't couated as workers income, so rapst of
us dont't buiy eur own health nsarance direct-
Iy, the way we buy hife insurance, mutual funds
ar groceries, As a result, the nurketplace
daesn't provide the choives we truly wan—
mctuding kiddie insuranee il meels ogr v
specitications.

Thure's an easy remedy, The current
heglth-insurance exclusion reduces federal tax
revenues by $85 billion g year—-and onst of
that bresk aids wealthier Answeivans, Why not
give 3l Americans the same amount in the
form of 3 personal tax credif, which is like cash
tn thelr pockets, 10 use to purchase the insur-
ance they reafly want? There wouold still e
children who need health care, especially in 2
catastrophe, But why shonld we assume that
government is the answer?

Last summer, researching another story, |
ran acvess one of the great umtold tales in

heaith care: the Shriners Hospitals for Chil-.

dren. Yes, the same Shriners who wear funny
hats and drive little motorbikes and hang out
i clubbouses with a Mideast motif, While the
650 000 Shriners evidantly have {un, they also
do remarkably good deeds, and, since they
don't Mab like Clinlun and Kesnedy, they
don't got proper recognilion.

For 75 years the Shriners have heen build-
ing and running hosphals for children, There
are now 22 of them~19 that specialize in
pediatric orthopedics and three that provide
burn treatment. Last year, they admiited
22,000 children fo the bospitals, performed
$6.000 operations and recorded 321,608 out-
patienl visils,

All of this eatinent is free. Completely,
utterly free. The Shriners take no money from
the government. no fuoney from iAsurance
companies oy paremts. Instead, the 3425 miil-
fion i takes o run the hospitals this year
Gacluding 320 mitlon for research} tomes

{fram a $5 bithon endowment, which ntself was

butit slowly with small and large private con
tributions, including some from gratelal for-
mer patients,

The Sheiners love their independence, as do
the doctors in their hwospitals. Members of
Congress are astonished to learn that the
Shriners don't want Waghington's maney,

“If ‘you start laking insurgnce money or
federal maney,” Gene Bracewell, chairman
emeritus of the Shriners, told me, “then you
have to do it thelr way”

in fact, the process can work the other way
around: the Shriners help the gevernment,
They ve st worked out an agreement with
the Veterans” Administration, at no charge, to
treat spina bifida (a oaralytic disease} i chil
dren of Vietnam veterans.

Thiz new entitiement was based on bad
science, byt the Shriners don't care. As Raoul
Frevel, a trustee of the Shriners Hospitals,
teld seastors, “Our mission is to ensure that
every child who has sping bifida or some other
crippling disease receives top-quality medical
care, regardless of ability to pay.”

What a wonderful credo! | suspeet that i
the government gets oot of the way, more
charities will eagerly B whatever gap Is .
created,

Still, politiciang of both parties prafer vote-
buying. bureaucracy-bullding monstrosities
like kiddie care. Instead of changing the tax
code to open a competitive, robust health
insurance matket, they'd rather pose as the
healers of sick children, In truth, the healers
are upsung Shriners and millions of other
compassinnate privaze Americans,



Health Care for Poor Chil‘dren

Maonday, February 24 1997, Page A8
"The Washington Post

%
On behalf of the nation's childres’s hospitals, which devote a
disproportionate share of their care to children of low-income families, |
take strong exception to James Glassman's muddled Feb. 11 op-ed
column "Monster Kiddie Care."

Mr, Glassman is correct that Medicaid is the sine qua non of public
health coverage for children of low-income families. It pays for the
heaith care of one in four children and one in three infants.

But Mr. Glassman misrepresents the issue of uninsured children. He
focuses on the 1.5 million children in families with incomes of more than’
$40,000 but ignores the fact that 7 million uninsured children live in

| families with incomes of less than $26,000 -- most of them working

. - families. He also igaores the fact that this nation's health insurance
system is built on employer-based insurance, yet it is rapidly

disappearing as companies drop coverage they feel is 100 expensive.

[ Y

While tax credits may have the potential to help families, a guaraniee of
their effectiveness is by no means as simple as Mr. Glassman sugpests.
Congress created an eamed income tax credit for children's health
insurance in 1990 and was forced to repeal it within a few years because
it didn't work,

Finally, the charitable motivation that drives and sustains the Shriners is
to be commended and honored, just as is true of the extraordinary
charitable givi a% that children's hospitals receive, But these same

‘hospitals know from firsthand experience that charity, no matter how
' sirengthensed, cannot do the job alone.

Our nation's 75 million children deserve basic health protection if for no
1 ~ other reason than because they will grow up to work longer and harder ©
] support Mr, Glassman's generation. They deserve beiter thanhis

! ill-conceived proposals.

LAWRENCE A. McANDREWS

President and Chief Executive

National Association of Children's Hospitals

s Alexandria

& Copyright 1997 The Washingion Post Company
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Nearly 11 Million Children Uninsured in 1996

HES Secfetary Donna E.‘shalala today announced new estimates
for 1996 aho?ing that more than 15 percent of children under 18
years of age --- almost 11 million io all -- and 17 parcent of
Americans as. & whole —- ﬁa#rly 45 million persons -~ have neithex
private nor gublic health insurance for the satire firat part of
1956, Furth@imﬂ:a, by the new measures, childran account for
nearly 25 percent of all uningursd Americans.

*Thege éstimates tell up thet nearly one of every seven
children in éhia country, and one of every six hm&riaanalovarall,
may not be able to obtain health services when needed," said
Secretary Shalala. “These new egstimates, though preliminary,
clearly indi;ate that the number of both families snd children
without haaléh insurance is a continuing problem in America. The
estimates support the Administration’s initiative to provide more
Americang access to health cara.' |

The Btatistics the President used in his State of the Union

address in Jénunry «= 40 million uninsured Americans overall and
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10 million n9inaured children during the entire oalendar yesr -
were derived from estimates for 1995 from the Census Bureau’s
Current Popaiaﬁian Survey. 'These statiptics differ from those in
the xé&xaal Expenditure panel Burvey {(MEPE) in that they count
IHS, VA and %upplamantnl plang (such as dental or druog policies}
a8y insurancaland include mll children of adults coversd by
Medicaid as insu:ad. These definjtiunal differencer could
potentially éccaﬁnt for as many as 2.6 million respondents baing
clagaified as unineured inm MEPS. In addition, it is expected
that the xzyé uninsured estimates using the full calendar year
data for 1935 will be lowser than those reported here.

‘the nev aatimates, which were produced by HHS‘ kganay for
Hoalth Care Policy and Research, are from the Hausahnld Componant
of its Medical Expenditure Panel Burvaey (MEPS) and ¢over the
fivst half of 1596,

Other findings from the survey show that:

evarﬁll population:

o Men are more likely (19 percent) than womean (15
percent} €0 be uninsured.

¢  Peraons in the South and West are more likely to
be uninsured than thoss in the Northeast or
Midwost, Forty-one percent of all vninsured
Americans live in the South. -

o . Over 33 percent of the nation's 26.4 million
" Hippanies and 23 percent of the 33 million African
Amaricans are uninsured, whereas less than 14
. persent of the 202.2 million Americansg of other
- ragial/ethnic groups, iacluding whites, are
- uninsured.
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Children:

o Rinoty percent of uninsured children live in
families with one or morye employed adults.

o] Over 27 percent of children living in families
whera adults do not have a high sohool diploma are
uninsured, comparad with 18 percent of chlldren in

. families in which adults completed bigh school,

. Loss than 11 percent of uninsured ¢hdldren are in

: families whers adulte have more than a2 high school
| education. :

o  Almost 28 percent of Eigpanic children are

,  uninsured, compared with nearly 18 parcent of
African American children and with over 12 percent
of white children and those of other
racial/ethnic groups.

Hispanic children rapresent sbout 15 percent of
American children, but acnount for 26 percent of
all uninsured children.

e W b v — e

MEPS is & continuing national sanple survey of Amexican
households and includes follow-up surveys of respondents’ health
providers, insurers and employers to corroborate the information
they give when interviewed. A separate nursing home component
gathers information on the dempyraphic éharactaristica, residence
histeory, health and functional gtatus, use of services and othexr
information sbout nursing home residents. An important feature
of both &ampoﬁenta is that they collect data on health care
axpenditurag,§

 The aurvéy, which replaces the Ratinaal’Madiaal Expanditure
survey, last éanducted in 1987, was designed in conjunction with
the Rational %antex for Health Statistics ;écﬂs) and is part of
an BHS initi&éiv& to streamline and integrate health care

expenditure and insurance survey activities,
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Slecretary Shalala agi&, "With the release of these findings,
we bogin to see the fruita pf the Dapartment’s effort to addreas
eritical dat% gaps and emerging health data needs in a timely
faahi?n,“ gtreamlining dats pollection alsc reduces costs,
According ta%tha Becretary, because MEPS uses the smme sampling
pource as NCHS's larger National Health Interview Survey (NHIS},
the n&partmﬁéﬁ has saved over §7 million in aveoided duplication
and lower data collection costa.

Lisa s{mpaon, ¥.B., B.Ch., AHCPR's acting administrator,
said the Mzﬁé findings are an example uf the agencoy's efforts to
provide quali&y information for making guality decisions.

"These findings provide new insights about children’s access
to health care as well as other key information about the
uningured,® sald Dr. Simpson. B8he added tha§ MEPS will also
produce information on the speclific kinds of health services that
Amaricans nae; how fragquently they use them, the aost of these
gervicas and how thay are paid for.

NCHS niréctar Bdward Sondik, ﬁh.ﬁ,, gaid that additional
information o% the uninsured will be available later this year
from NHIS daté‘ "The rich data NHIS pwovidaaxwilz further inform
policymakers and others concerned about access to health care,”
said Dr. sondik.
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Note to Editors: Highlights of today's findings end 2 aset of two
tables are avallable from the ANCPR publlc affairs office:
{301/594-1364), from AHCPR Instant Pax {(301/594-2800) snd through
the agency’s web page at http://wew.ahopr.gov. under “MBEPE™.
Hore detailed information will be published latar this spring in
Health Inpurance Status of the U.5. Civilian,
Nonipngeitutlonalized Population, MEPS Research Findinga 1.

DRAPT 3/20/%7 12:30 p.m,
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THE WHITE HOUSE
. WASHINGTON

i March 13, 1997

{

MEMORANDUM TO THE PRESIDENT
FROM: ‘ Chris Jennings %

SUBJECT: Haich-Kennedy Children’s Health Bill
E

t

i
€¢: Rruce Reeéf&cm Sperling, John Hilicy

H
H
*
1

Today, Senators Kennedy and Hateh will announce their bill called “CHILD: The Hawch-
Kennedy Child Health Insurance and Lower Deficit Act”™. They propose:

. 520 billion grant program for children’s health coverage, *

. Financed hy a tobacce fax te raise $30 hillion, $20 billion for kids, $18 billion for
deficit reduction.

This represents a significant departure from the bill that Kennedy introduced with Senator Kenry

in September — and what he had been working on this winter before joining with Senator Hatch.
The earlier bill was a4 100 percent Federally funded entitlement program in which the states were

given enough money to subsidize children up to 300 percent of poverty.:

In contrast, this bill {a) contains no entitlement; (b) allows states to set eligibility icvels within
somie Hmits; and (c) requires a state contribution. It is much more analogous to your state
partnership grants program (8750 million per year) because of its fixed funding and state
flextbility, . '

L
The tobacco tax is a 43 cents per pack increase in the Federal cigaretie tax with a comparable
increase for other tobacco products. This s less than the 75 cents per pack increase that we had
proposed onder the Health Security Act. For reference, CBO estimated in 1994 that the 75 conts
por pack increase would generate $54 billion over {ive years. Kennedy’s staff estimates the
revenue from their tax to be about $30 billion over five years.

Atlached is a Sizmzxt;ary of the proposal. [ will keep vou posted on further developments.

§
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*
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SUMMARY

CHILD: 'i‘he Hatch-Kennedy Child Health 1asurance and Lower Deficit Act

|

Block Grant:

}

Federal Fu!nding:

!
State Funding:

How 1t's Financed:

Eligibility:

Assistance Amount:

Benefits: |

¥

|
Health PIar!s:

]
i
I
H

]

[P S ——

States get block grants to cover uninsured children (thete is no new
entitlemnent). States may also use up to 5 percent of funds to
provide preventive and primary care services Lo pregnant women.

$20 billion in grants {$3 billion growing to $5 billion by 2002).

States have the option of participating.

States that do participate must contribute matching funds. The
matching rate will range from 10 to 20 percent of the program
costs, depending on the state average income (skmilar to
Medicaid’s matching rate).

43 cents per pack increase in the Federal cigarette fax, with a
comparable increase for other tobacco products. Staff estimate
revenue to be $30 billion, with 820 billion dedicated to the grants
and $10 billion for deficit reduction.

State determined, but the poorest children must be served first

State determined, but the premiums for families below 183 percent
of poverty cannot be higher than § percent of the total premium
and the cost sharing for families below 150 percent of poverty
st be limited,

Same as states provide under Medicard.

States can either provide assistance through employers or private,
child-only policies.
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MEMORANDUM TO THE PRESIDENT
FROM: Bruce Reed and (Gene Sperling

SUBJECT: Background Information on Usninsured Children

Following up your meeting with Erskine on Friday, we asked Chris Jenmings to pravide you with
the attached detailed background meme on the status of uninsured children in the nation, o
description of possible policy opiions to address the problem, and an overview of the budgetary
and political environment that surrounds this issue. 'We have also asked him to give yvou a status
report on TennCare and the possible lessons Governor MeWherter's legislative sucoess could
{cach us about the upcoming debate on children’s coverage.

Both partics in Congress are considering a number of ways to expand coverage o children: tax
incentives, grants to states, Medicaid reform, and vouchers, There 1s no consensus yot cither on
the most sensible policy or on the most politically viable approach.

Because we expect this issue Lo be a top prionity in budget negotiations, we have begun a joint
DPC-NEC process to review and analyze continually evolving options that are emerging from
the Congress. We will use this process to provide you with updated infermation and to develop
sound policy opiions as the budget debate progresses. We have scheduled a meeting with vou on
Monday to discuss this issue with you further.



THE WHITE HOUSE
WASHINGTON

February 21, 1997

MEMORANDUM TO THE PRESIDENT
FROM: Chris Jernings (6T

SUBJECT: Background Information on Uninsured Children

This memo responds to your request for background information about uninsured children.
Itincludes:

(N A semmary of the problam and recent trends that define i,

(2} A deseription of who the untasured children are and why;

(3} A brief description of the challenges of covering children;

(4)  Anoverview of the major approaches to covering children; and

(8)  Anoverview of the budgetary and political environment surrournsding this issog,

[ addition, there arg two attachments, one that describes in detail our children’s policies and &
second on TermUare, Since you have indicated an inferest in the status of TennCare, we have
attached a three-page summary of the history and status of this innovative program. 1 asked
Nancy-Ann Min 1o revigw and ¢dit this document to make certain it provides you with a
halanced and up-to-date portrayal of the TennCare experience.

UNINSURED CHILDREN: DESCRIPTION AND TRENDS
Numher of Uninsurcd Children

. In 1995, 10 million, or 14 percent, of all children lacked health insurance. This
praportion is higher than age groups over 45 years old (13 percent), but less than the 18 o
44 year old age group (about 25 percent). Despite major changes in the private bealth
care coverage (outlined below), the proportion of uninsured children has hovered around
13414 percent for alimost a decade.



Tronds

* Employer coverage hus declined. While the proportion of uninsured kids is unchanged,
1 hides an underlying trend: coverage of children through employer plans has decreased
{from 67 percent in 1987 16 59 percent in 1995). While some have asserted that thus
decrense stems from employers dropping dependent coverage, two facts challenge this
theory. First, the proportion of adults as well as kids with employer coverage has
declined, from 70 percent in 1988 to 64 percent in 1995, Second, about 80 percent of
uninsured children have uninsured parents. This suggests that the decline in employer’
goverage 15 a family problem, not just a children’s problem.

One of the major reasons for the decline in employer-sponsored insurance has to do with
the change in the U8, labor market. Since the 1980s, industries have tended to outsource
(subcontract with smaller firms) and hire more part-time workers; these workers are less
likely fo have bealth insurance. Additionally there has been a shift away {rom industries
that are morg likely to offer insurance, like manufacturing, to indusinies that often don’t
offer insurance, like retail. Finally, there has been an increase in workers in firms with
less than 25 workers; about 30 percent of workers in firms with fewer than 23 employees
lacked hesith insurance in 1995, relative (o about 12 percent for workers in firms with
500 or more employees, In short, it is not that firms are dropping children’s coverage so
much as employment is shifting to firms less likely to offer insurance.

. Muedicaid coverage has inereased, but is slowing. The reason why the decline in
employer coverage has not increased the number of uninsured children is Medicaid, In
1990, Federal baw required states to begin phasing in coverage of poor children. Asa
result, the proportion of children covered by Medicaid increased from 16 percent in 1987
to 23 percent in 1993,
Recent research su ggests, however, that Medicaid did not necessanidy help the children
who lost their parents’ employer coverage. Instead, it expanded coverage to familics who
did not have full-time workers, lowenng the number of uninsured pogr children at the
same time as the employer trend increased the number of uninsured pear pogor children.

i

\

While Medicaid has stabilized the proportion of the nation’s cluldren without insurance,
its cxpansion is subsiding. In 1994 and 1995, the number of children covered by
Medicaid barely increased. This is now reflected in lowered projections of the number of
children covered by Medicaid in the future. The Congressional Budgel Office (CBO)
projects that the number of children covered by Medicaid will grow no faster than general
population growth over the next 10 years.

. Proportion of uninsured children may increase. If recent trends continue (coployer
coverage declines and Medicaid expansions slow) and state and Federal goveromont
efforts are not stepped up, the number of uninsured children will rise,

2



WHO ARE UNINSURED CHILDREN

Most in working families. Over 80 percent of uninsured children have a parent who
works (two-thirds of these children’s parents work full vear, full time) {Chart 1},

Income varies. There are large numbers of uninsured children across the income
spectrum. In 1995, more than 3 million uninsured children were in families in cach of the
following income groups: poor, near poor (between 100 and 200 percent of poverty), and
middie class {above 200 percent of poverty). Families just above poverty (between 100
and 150 percent of poverty) had the highest rate of uninsured children (24 percent),
probably because they are above the Medicaid thresholds but have too little income 1o
afford private coverage (Chart 2).

Caoncenfrated in the south and southwest. There is wide variation in the proportion of
uninsured children across states. A disproportionate number of children reside in the
south and southwest; in 1995, about 43 percent of all children but 53 percent of all
uninsured children resided in these states (Chart 3}, In part this reflects those states”
Medicaid programs: southern states are less likely to have taken advantage of Medicaid
options to expand coverage to childran. This concentration also reflects these states’
higher prevalence of low-income families, industries that don’t provide health insurance,
racial and ethnic groups less ltkely 1o be covered by insurance, and noncitizens (up 1o 22
percent of uninsured children — 2.2 milion — may be legal immigrants),

WHY ARE CHILDREN UNINSURED

1.

Parents change jobs, Because most children receive coverage through their parents”
jobs, job changes disrupt the continuity of children’s coverage. Nearly half of all children
who lose health insurance do so because their parents lose or change jobs (Chart 4},
About 30 percent of ali children, regardless of income, spent at least ene month without
insurance between 1992 and 1994. In fact, when looking at woerkers with one or more job
interruptions, they are over three times more likely to spend some time without insurance
{42 percent relative to 13 percent of workers continuously emplayed). Thus, middle class
children are at risk of losing insurance due to parents’ job changes,

Parents earn tos much for Medicaid but oo little for private coverage, The highest
rate of uninsured children is among families above poverly but below middle class. Low-
wage workers are more likely 1o be employed by firms that do not offer health insurance;
only 36 percent of workers earning less than 35 per hour in 1993 were employed by a
firm sponsoring health insurance. Since the individual market for health insurance is
velatife and costly, fumilice without access to emplayer coverage may have fow options,
Even when these families are offercd employer-sponsored insurance, they cannot always
atford it. When joberelated Insurance loss is put to the side, the most important reason
wiy chikiren lose insurmnce s thot it s too expensive for the family.

3



Eligible but not enrolled in Medicaid. Medicaid has not reached alf of the children who
qualify for it. An estimated 3 million uninsured children are eligible but not enrolled in
Medicard. Nonparticipation in Medicaid vartes considerably across states; one repori
estimated that the proportion of these children ranged from a low of 7 parcent in Vermont
1o 46 percent of chigibles not enrolled in Nevada, While there are nio definitive studies on
this problem, somc reasons why this oceurs include: lack of awareness of eligibility; the
welfare stigma associated with Medicaid; cumbersome application processes; and
availability of other coverage i the state (employer or state program).

it

CHALLENGES TO COVERING CHILDREN
Policy options 1o cover uninsured children usually share the goal of trying to cover the most.
children for the ieési amount of money. Children are probably the least expensive population to
wsure, Their health insurance promiums range from $800 to $1,600, depending on factors hike
the child’s health status, the benefits, and the delivery system. Assuming that an initiative could
successfully cover all and only uninsured children at $1,000 per child, the Federal costs would be
$10 bitlion annually - not & small sum, While this amount does not take into account any state,
private and family coniributions, it also does not consider upward pressures on costs resulting
from two challenging ssues: (1) substitution of Federal dollars for current emplover and state
contributions; and (2) administrative complexity of the option. The extent to which an option
addresses these issues is contral 1o determining both its cost and coverage potential,
H
. Substitution or “vrowd eut”. Oiven that uninsured children are pot a homogenous
group, it is important to design policies that encourage the enrollment of uninsured
children but discourege earollment of already-insured children. Participation in any
health insurance program depends both on the families’ interest in health insurance and
the attractiveness of the policy. While the former cannot be altered, the latter is
determined by a policy’s vistbility, benefits, ease of application, and, most importantly,
cost. The higher the premiem subsidy, the greater the likelihood of participation.

The goal of encouraging participation of the uninsured is often at odds with an equally
strong desire 1o ensure that already-insured children do not drop their current coverage.
Almost any new initiative risks substitution of Federal coverage for employer coverage,
known as “crowd oul”. Generally, employer crowd out is a problem with policies thal
extend above 200 percent of poverty, since the number of children with employer
coverage mcrcases with income. A different type of crowd out happens when the new
initiative replaces state or Medicaid coverage of children. Since most states have used
Medicaid options or have funded state-only programs for children, it is nearly impossible
to design a policy that does not overlap with at least a few states’ programs. Both types
of crowd out are probiemstic because they increase Federal costs without increasing
covered children.



. Administration, In any subsidy program, there is a conflict between the desire o target
efficiently and fo limit complexity and burcaucracy. Targeting requires sophisticaied
rules and protections against substituiton of existing coverage and fraud and abuse. This
results in a large bureaucratic role in determining eligibility, implementing the program,
and enforcing the rules. However, the organization charged with administering the
program {probably states and/or the IRS) may not be willing or able to manage this role.
Finding the appropriate administrative balance is particularly important in children’s
initintives given the heightened complexity of the problem, described above,

Given these issuz:si it is impossible in a voluntary system to cover more than two-thirds to three.
quarters of the 10 million uninsured children without large-scale substitution of Federal dollars
for current emplover health insurance payments. If one tried, the costs would be prohibitive —
much more than the $10 billion per year in the theoretical, perfectly targeted situation. This g
because it would uniavoidably cover children who now have employer insurance, Moreover, to
the extent to which the policy 15 designed fo mitigate employer crowd out with rules, it risks )
penalizing responsible employers. The best way to prevent employer crowd out is to prevent
employers who insure children from eliminating that coverage. Ye, this effectively mandates
the employers who have responsibly insured children to maintain that coverage, while letting
cmployers who have not been so responsible off the hook, This helps explain why at some level
onte cannot get beyond a certain threshold of uninsured people without an individual or employer
mandate. |

:

)
OPTIONS FOR COVERING CHILDREN
Recognizing the complexity of the problem and the chailenges in addressing it, proponents have
considered four general approaches to increase health insurance coverage for children: tax
credits, state grants, Medicaid expansions, and more traditional subsidy programs linked to a new
entitiement (usually called vouchers). Clearly, there are other types of approaches, such as
employer/individual mandates or a Medicare program for children, While such policies might
well be more efficient to administer and more comprehensive in effect, they are not viable by any
measure of today’s economic and political environment. This section deseribes the four mast
considered approaches generally and discusses the major issues surrounding them.

. Child health tax eredits. Child tax credit proposals use a built-in system to give
subsidics to families that have purchased coverage for their children, Usually this
. subsidy is granted either in a retrospective, annual refundable tax credit or as “advances”,
using changes in the withholding oo payroll cheeks like in the earned income tax credit
{(EITC). While some proposals make the amount of the credit income-related, others
have proposed flat eredit amounts for all families. All rely on the IRS o administer and
to some exient monitor the credit through tax withholdings, filings, vefunds and sudits,


http:grant.ll

Proposals for tax credits for children’s health coverage are frequently poorly targeted
since their goal is 1o help all famihes — not just uninsured families - afford coverage.
While this approach is equitable, it also is an expensive way to tacrease coverage since
more money will go to families wiith 1nsurance than without insurance. Additionally, the
ahility of the IRS to administer a child health tax credit is not proven. In 1991-1992, it
oversaw a child health tax credit that was repealed in 1993 for many reasons, including
probiems that Treasury encountered in monitoring fraud and abuse.

Grants to states. A second option is to give states grant money to let them design their
own programs. Today, most states sponsor pon-Medicaid programs, often in partnership
with the private sector. In Flonda, {or example, the Healthy Kids Program combines
local, state and family contributions to cover low-income children through schools (we
may want to highlight this program at or arcund your visit 1o Florida 1n March). Grant
programs allow Federal money to either leverage these types of state programs or create
new Ones (%i%cc the workers between jobs inifiativel.

States are probably the most efficient vehicle for administering a child health coverage
mniiative, since they siready manage the health care coverage for 18 million children on
Medicaid, However, the flip side of this advantage is thal they have an incontive (o use
any new grant money o replace state spending, 11 is hard to design policy Pwalls™ that
prevent this from happening.

Medicaid. Given the central role that Medicaid already plays in covering children,
expanding Medicaid is one of the simplest ways to increase kids’ coverage. There are
threc ways that Medicaid could be changed (o increase the number of childron covered,
First, the current program could be improved. As described earlier, Medicaid intends but
does not succeed in covering all eligible children. Legislative and regulatory changes
could be made 10 make Medicaid more accessible and fast longer once the child is in the
system (e.g., improve outreach, allow states to extend continuous coverage for 12
months), Second, states could be given either more flexibifity or a financial incentive 10
expand optional coverage. For example, states could be allowed to charge premiums to
children above the mandatory levels, as is done in several 1118 waiver states, Third,
Federal law could be changed to require states to cover morg children, However,
concerns about unfunded mandates makes any Medicald mandate extremely difficuli o
support.

Medicaid options, like others, risk crowding out employer coverage, but the potential is
usualy low since they mostly focus on populations without aceess to employer insurance.
This low employer crowd out, coupled with fow state crowd out {since 1 builds on rather
than rcplacés Medicaid), make Medicaid options among the most efficient, However,
using Medicaid places administrative constraints on the option. 1t is hard to ask states to
use Medicaid to administer a policy that is substantially different thun Medicaid in erms
of cligibility and benefits,



4. Veuchers, A fourth option is a 100 pereent Federally funded entitlement program for
children’s health coverage. This approach allows for national standards for coverage and
eligibility bt usually relies on states to administer the program.

This approach, like tax credits, is hard to target. Vouchers create a large financial
incentive to substitute Federal for employer and/or state funding. Some options have
developed complex eligibility rules te minimize this risk (e.g., restricting eligibility to
children uninsured for six or more months), However, the more concerted the effort to
keep insured children out of the program, the more difficult it is @ implement. And,
siee the Pederal government does not have offices equipped to determine eligibility and
deliver subsidies (aside from the IRS), this administration would likely fall to states.

These approaches are not mutually exclusive and can be used in combination. For instance, a
state grant progran: can be coupled with a tax credit to assist families in purchasing coverage.
Alternatively, a grant program could be designed to begin where Medicaid coverage ends. Not
only are these combinations possible; they may be needed since no single approach can cover the
diverse groug of uninsured children.

i
In fact, our children’s health initiative uses multiple policies rather than a single, one-size-fits-all
approach. We take on the three reasons why children iose coverage through: a grant program for
children losing coverage when their parents Jose their jobs; a grant program for children with oo
much income for Medicaid but too little to afford coverage; and a package of Medicaid
improvements to target children who fall through the eracks (sce atlachment for more details),
We chose this approach because it covers several rather than one group of uninsured children, it
limits crowd oul, and it strengthens our partnerships with states, The risk of our policies”
crowding out private coverage s not large because (a) the workers between jobs initiative only
provides doltars when emplover contributions cease (ie., when the worker becomes unempioyed)
and {b) the state grant and the Medicaid proposals focus on kids that usually do not have private
coverage. Administratively, the proposal works with existing state systems rather than requiring
Treasury 1o S0 up 4 new program.

The disadvantages of the proposal are, {irst, that #t relies heavily on leveraging slate and private
dollars, so that covering 5 mllion children is a best-case seenario. The Medicald improvements
and state grant program require state dollars. 8tale and Federal money in the baseline is used o
cover ihe 1 million poor children phased into Medicaid under current law. While we project that
110 2 million children will be enrolled in Medicaid through outreach, we have not explicitly
funded it in the budget. Second, we have put the least amount of money toward the group that
may have the grealest problem: children in working families without access 10 employer
insurance. Beyond the low level of funding of our proposal (§750 million per year), any state
grant program targeting this group is vulnerable (o states’ substituting this money for existing
state funding. Third, on the political {rent, our propasal does not integrate the approach that is
most frequently included in Congressional proposals: tax incentives,
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While many Congressional proposals also use a combination of policies, they almost alwiys
include some type of tax incentive — clearly the option of choice for Republicans and many
Democrats. This reflects Members’ attemipt 1o avoid the appearance of a new open-ended
Federal program [irenically, the provisions in your proposal are all capped, while tax incentives
arc open ended, since they entitle a class of people to a particular subsidy]. We did not include
such a proposal in our children’s health initiative because of concerns about crowd oul and
because the Department of Treasury believes such approaches are exiremely difficult to
administer. However, given the potential for both additional money for coverage and Republican
support that comes with tax proposals, we will work aggressively on options that could integrate
them.

:
CONCLUSION: CURRENT BUDGETARY AND FOLITICAL ENVIRONMENT
As described above, there are countless approaches 1o expanding coverage for children. And,
there will inevitably be additional “"unveilings” of proposals in the near future, That a consensus
has not developed early in the debate is not surprising. In fact, it is a generally positive
development for it gives Members the opportunity to be invesied in whatever option can emerge
from the Congress, 1t also gives us the ability to provide helpful technical advice that
coneurrently keeps us informed of Hill approaches and gives us the opportunity 1o steer policy
options in appropriate directions.
Unfortunately, however, the oppasition to our Medicaid per capita cap and DSH policies
continues to complicate our ability to get a positive "lift" from our $18 billion investment in
coverage expansion. The advocates and Governors — who should be our allies on a childeer’s
coverage injtiative — are dedicating most of their time and resources to fighting our Medicaid
policy. This is despite the fact that we are saving only $9 billion off an over $600 billion, 5-year
Medicaid baseline. The disappointing consequence of the Governors” and interest groups” lack
of advocacy for our proposal may well be that Republican Members and staff may think that
there is Hitle price fo pay for deleting coverage investments from the budget.

Having said this, there continues to be strong interest among the Democratic Leadership to
include a significant health coverage expansion in any final balanced budget agreement.
Succeeding in gelting such a high priority item in the final budget might help us keep key
Democrats on board in what will be an otherwise difficult vote,

The Blue Dogs are planning on refeasing their budget proposal next week. Initial reports suggest
that they are going 1o avoid significant tax cuts and investments at this point, This includes
mitiatives in the area of children's health coverage. However, Blue Dog staff have suggested
that they are taking this position for strategic reasons. They beliove it enables their Members to
bargain back voles using their excess savings, and have suggested that this could include
investinents in health care. Notably, the mosi conservative Members of this coalition {(Condit
and Hall) bave expressed interest in policies to address workers between jobs,
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Even more noteworthy hss been a quiet movement among a number 6f Republicans (Grasnm,
Specter, Jeffords, Chafee, Archer and Bliley) to consider a major health coverage expansion
investment for children, This obviously contrasts dramatically with the last Congress, which
pushed the coverage issue off of any legislative priority list.

Despite this encouraging news, # remains unclear whether the interest in children’s coverage,
particularly among Republicans, will be retained after budgetary hmitations and policy
complexities are imposed on Members. In response, many Republicans may conclude that
coverage expansions should be a low priority for them.

f
To keep a credible number of Republicans on board will require either major positive or negative
incentives (or some combination of both). On the positive side, Republicans will have to believe
that they will get at least some of the credit for the poelicy; they rightly think that Democrats —
and particularly you — always gei the lion’s share of the credit for any health tmtiative. On the
negative side, we will have to create an environment in which they feel they cannot reject a
particular children’s coverage policy without risking severe political consequences.

To this end, we will need to dedicate time for vou and other Administration representatives to
highlight the importance of expanding coverage in thie context of o balanced budget, stressing the
need for a bipartisan commitment i this arca. We also will work with influential interest groups
to let them know that they need not endorse the particulars of our approach but that they must
send strong, unified signals that it is critical to make investments in children’s health coverage in
this year’s budget. .

John Hilley agrees that our best Congressional strategy may well be 1o directly or indirectly
continue 1o encourage Republicans to get out in front of this issuc and introduce their own
approaches. Even if we find curselves disagreeing with their policies, we should resist public
criticism or comment. The most important goal for now is to get the budge! commiitees fo direct
the authorizing commitiees to finance some coverage tmprovements. 1 they do, we will have
assured funding for an initiative and will still have sufficient tme to raise concerns at the
authorizing committee level about particular approaches.

As Bruce and Gene mentioned in their memo, we are continuing our DPC-NEC policy review
process to maonitor legisfative evolutions on the Hill and to determine whether we need to re-
position our policy or modify our strategy. This process wiil enable us o evaluate new Hill
proposals in great detail, provide you with Adminisiration-wide optnion of them, and to make
recommendations (0 you about legislative, communications and political stralegy around
children’s health proposals.



Most Uninsured Children Have a Parent Who Works

Non-Working

20%

Working Parents
80%

MNote: 56% of children (two-ihinds of working children} have parents who work Tull year, full time
Spurce: EBRI, 1988
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Children's Health Coverage, 1995
Proportion of Children Covered by Different Sources
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Reasons Why Children Lost Health Insurance

___About 44% of Children Lose.. .
Insurance Due To
Parents’ Job Change or Loss

Too Expensive
23%

c7w \ Lost Job, Laid OFf or
\ Unempiloyed
41%

Aged Out
18%

Other Job-Related
Other Change
15% 3%
Mete: "Other Joh-Related Change” inchadas shifting to part-Hme work and emplover erding coverage; "Aged Gu' means that the child's age change ends eligibility, "Ciher” inchudes dealthy o

divorce of parent and wlurtary termination, s, Includes chikiren ueder age 22,
Source: Sheils & Alecxih, 1956,
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| PRESIDENT'S FY 1998 BUDGET
CHILDREN’S HEALTH INITIATIVE

Significant gaps remain in children’s health coverage. In 1995, 10 million children in America
lacked health insurance. While there are many different reasons why children lack insurance,
maost uninsured children can be found within three groups, sach of which require separate
initiatives:

* Children at risk because their parents change jobs: Because most children receive
coverage through their parents’ jobs, job changes disrupt the continuity of children's
goverage, Nearly half of all children who lose hesalth insurance do so because their
parents lose or change jobs.

. Children whose parents earn foo much for Medicaid but too little for private
coverage: The highest rate of uninsured children is among families who earn 100 much
to qualify for Medicaid but too little to afford coverage. Nearly one in four children in
families with income just above poverty have no health insurance.

* Children eligible but not enrolled in Medicaid: Medicaid has not reached all the
children who qualify for it. About 3 million children are eligible but not enrolled.

Working with States, communities, advocacy grmzps,' providers, and business, the President’s
initiative will extend coverage to up to 5 million children by 2000

Continuing Coverage for Children Whose Parents are Between Jobs

* The President's budget will give States grants to temporarily cover workers between jobs,
including their children, at 4 cost of $9.8 billion over the budget window.

* The program would offer temporary assistance {up to 6 months) to these families between
jobs who have lost their coverage. This assistance may be used to purchase coverage
from the worker's former employer {through COBRA) or other private plans, at States'

~ discretion. States have the option to participate in this grants program, which is
structured as a four-year demonstration.

. Families are eligible for full premium assistance if their monthly income is below 160
percent of poverty, and partial premium assistance if their income is below 240 percent of
poverty. Only families who do not have access to Medicaid or insurance through a
spouse’s employer and are recelving unemplioyment compensation are eligible.

§
» This program will help an estimated 3.3 million working Americans and their families,
including 700,000 children.
. The Prcsi;denl’s budget also makes it easier for small businesses to establish voluntary

purchasing cooperatives, increasing access to insurance for their workers and childeen.



Building Innovative State Programs for Children in Working Families |

The President’s budget provides 3750 million a year in grants to States (§3.8 billion
between 1998 1o 2002). States may use these grants to offer reduced-price insurance for
children and leverage State and private investments in children’s coverage through a
matching system {using the Medicaid matching formula},

The Federal grants, in combination with State and private money, will target uninsured
children whose families eamn too much o qualify for Medicaid but too little to afford
private coverage. The grant program will also improve Medicaid enroliment since some
families interested in the new program will learn that their children are in fact eligible for
Medicaid,

Grants may be used to target the unigue problems facing children in each State. The
program builds upon the successful efforts of States that have 1atlored programs to
address the particular gaps in coverage for their children. For examiple, the Florida
Healthy Kids program uses schools to enroll and insure children, States have flexibility
in designing eligibility rules, benefits and delivery systems. In return for this flexibility,
States will provide annual evidence of positive outcomes of the grant money —
specifically the number of uninsured children it helps.

Strengthening Medicaid for Poor Children

The President’s budget preserves and strengthens Medicaid’s guaranteed coverage for
low-income children. In addition 1o improving coverage for the 18 million children
already covered by Medicaid, it continues the commitment fo expand mverage to another
one million children between the ages of 13 and 17,

The President’s budget gives States the option to extend one year of continuous Medicaid
coverage to children. This will cost an estimated $3.7 billion between 1998 and 2002,
|
o Currently, many children receive Medicaid protection for only part of the vear.
This is because Federal law requires a famaly that has a change in incotne or some
other factor affecting eligibility to report it immediately, possibly making them
ineligible for Medicaid,

0 This policy allows States to waive the more frequent redetermination and
guarantee coverage for up 10 one year, This benefits families who will have the
security of knowing that their children will be covered by Medicaid for at least a
full vear, It will also help States by reducing administrative costs and managed
care plans by enabling them to better coordinate care,

The President also proposes to work with the Nation’s Governors, communities,
advocacy groups, providers and businesses to develop new ways to reach out to the 3
million children cligible but not errelled in Medicmd.

|



Experience in TennCare

What is TeanCare? 1n 1994, under a 1115 waiver granted by you, Tennessce converted
its Medicaid program to 2 managed care program for virtually every one of its Medicaid
recipients and also opened enroliment 1o all uninsured people in the state. 1t subsidized
premiums for the uninsured, on a sliding scale basis, all the way up to 400 percent of
poverty. (For example, families just above poverty paid $25 a month; families at 400
percent of poverty paid $366 a month; families above 400 percent of poventy paid 3462 2
month; and uninsurables — families who have extremely sick individuals — paid $562 a
month). Due to a number of factors (explained below), envollment of the uninsured
ended after one year. However, the state plans (o re-open enrollment to uninsured
children in Apnil 1997,

History of Tenncssee’s Waiver. The idea for TennCare came fromaneed to avent a
financial crisis facing Tenpessee combined with a desire (o expand coverage to the
uninsured. In 1993, Tennessee and other states with large Medieaid disproportionate
share hospital (DSH) programs were aboui to have their DSH funding limited by recently
enacted laws. Tennessee’s DSH spending was nearly 20 percent of the state’s totad
Medicaid spending in 1992, among the highest in the nation. Governor McWherter, his
Commissioner of Finance, and a small staff put together a plan that would capture the
DSH funding through a “demonstration” or 1115 waiver program in which the state
would use that money (o expand coverage.

In May 1993, Governor McWherter gained approval of a plan from the state legislature
and set about the task of getting it Uederally approved and implemented by January
1994, when the siate legisiature reconvened. During the summer and fali of 1593,

he negotisted with the Administration and was granted the waiver in November; by
January 1. 1994, the demonstration began.

Rapid Expansion in 1994, In early 1994, TennCare not only switched virtually all of its
Medicaid recipients o managed care, it increased is enrollment by nearly 50 percent 1o
cover an additional 404,000 previously uninsured people. By January 1998, when
Governor Sundquist took office, TennCure enrolment was ot #ix peak of 1250895, This
inchuded about 450,000 previously uninsured people. The increase in the number of the
uninsured pushed Tennessee’s coverage numbers ahead of most states and ALL southern
states in the nation; although statistics vary, the state was covering over 90 percent of its
population ~ an hnpressive achievemcont by any measure.

However, the first year was marked by several problems. Many providers rebelled
against the “eram down™ policy i which the staie would not contract with providers for
state employees if the providers did not also treat TennCare poatients, Additionally, buth
Mcdicaid and aninsurcd people were confused over how to enroll and had difficulty in
determining whether their providers were in their network. Finally, there were reports of
serious fraudulent marketing practices by managed health core health plans. Specifically,
prisoncrs were illegally enrolled; howacless shelters were targeted (o sign up people who
would never receive services; youny healthy white males were enrolled while anvone who
tooked il was avoided; and people wha were already covered by Medicaid were wld they
would lose their Medicasd il they didn’t sign up for a particular new managed care plan,



Reduced TennCare enreliment in 1995 and 1996, Duc o first year implementation
problems and state budget pressures, Governor Sundquist closed enreliment of

new uninsured applicants {except for "uninsurables™, moreased premiums and collection
afforts, and implemented more stringent ¢ligbility verificalion, Asa result, there were
78,560 fewer enrollees os of December, 1993, In August of 1996, the TennCare Burcau
announced that it would cut tens of thousands of additional names from the rolls, saying
that it lacked current addresses and the enrollees failed to respond to mail inguiries about
their eligibility. At the same time, Blue Cross, which covers neartly S0 percent of
TennCare enrollees, announced that it would frecze enrollment of TennCare recipicats.
As a result of these reductions in enrollment, there were 1,148,148 people enrolled in
TennCare, as of February 11, 1987, ’

Other challenges facing TeanCare. The provider community has consistently raised
major quality, access, and payment concerns about TennCare. They threatened not to
serve TennCare patients, but {other than a brief time of protest) most physicians are still
serving the beneficiaries. The public hospitals who used to receive large DSH pavimenis,
fike the “Med” in Memiphis, have had a particularly hard time sustaining cconomic
viability. However, with some financial and oversight assistance from the Federal
Government, these problems and the marketing abuses outlined above, seem 10 be being -
addressed over time,  For example, the state has commissioned a detatled study of access,
cost and uiilization to improve the opcration of the program. Probably the most
conceming development has been a recent rise in the infant mortality rate. This rate has
not increased since 1987 and it happens to coincide with a time in which TennCare is
covering over half of the state’s Bve binths,

Expanding te kids in 1997, On January 13, 1997, the Governor announced that, for the
first time in two years, enroliment in TeanCare would be opened. It would extend
caverage to poor childres between 14 and &, and would allow familics with higher
incomes to buy their children into TennCare. Governor Sundquist belicves that they will
be able to enroll 51,060 more children.

Part of the reason for this initiative is the managed care plans’ concerns about the risk
selection without re-opening enrollment. According to John Fergusen, State Finance
Commissioner, “the addition of uninsured envollees is needed for the health of the
program” since TennCare “has lost the healthier ones whose premiums help pay for the
care of uihers.” Tony Garr, head of the advocacy group, Tennessee Health Care
Campaign, confirms this more pragmatic rationate: “opening enroilment is the only
option for the state. They need o do it 1o prescerve the integrity of the program....”

Does TenrCare serve as a model for ather states to expand coverage? Given the
experiences in this program, the jury is still out as to whether TennCare is a model
program forother states to emulate. It is a major accomplishment that 450,000 Tennessee
residents who would otherwise have been uninsured have benefited from this progran.
And, even thoogh the number of uninsured has been increasing in recent years, there are
at least 300,000 more people insured than there were prior to the iaplementation of
TennCare, However, as mentioned above, there are persisting chalienges, particularly ix
terms of risk selection and guality. Mast importanily, however, because of the unique
disproportionate share financing arrangement the Administration provided to Tenncssee,
the TennCare mode) weuld be extremely difficult to replicate in other stales,



Why is TennCare difficult to replicate? First, there are only 3 handfu] of states (N
and MO among them) that have encugh DSH deitars and political will to divert that
maney from public hospitals toward new coverage. Second, the Jow-DSH Governors —
who represent the vast majority ol the country — would opposce such an approach both
beeause they would not benefit and because they believe that these who would only could
do so because they “gamed” the system in the first pluce. Third, DSH money available is
heing reduced in our balanced budget proposal; it is now vontributing aboui $15 billion of
our total $22 billion in gross Medicaid savings., Unfortunately, a reduction in DSH
savings would require an increase in savings from the unpopular per capita cap.

Lessons of TennCare:

First, rapid movement from fee-for-service coverage to managed care achieves savings
that can be invested back into coverage expansions. Unfortunately the savings may not
be sustainable for long periads of time (TennCare plan premiums have seea some notable
increases); morepver, since most states are already moving rapidly toward a greater use of
mansged care, future saviaps will be Bmited. Having said this, as we provide states  with
casier access to managed care (through the elimination of managed care waivers), we
should strongly encourage them o reinvest their savings il overage expansions.

Second, outside financing sources (TennCare used their DSH dollars) will be necessary o
have any major expansion of coverage. Your budget explicitly recognizes this point by
reinvesting about $18 billion in support of increased aceess (o insurarnce.

Third, Governors will likely learn that it is extremely difficult 1o successfully exchange
constraint 11 provider reimbursement for coverage expansion without utilizing a
McWherter-type model 1hat rushes the proposal through the legislative process.
Untoriunately, providers are now better prepared 1o oppose this strategy specifically
hecause of the TennCare expericnoe.

Fourth, the downside of legislative successes like TennCare is that they almest inevitably
produce implementation problems (as has been the case m Tennessee) that are extremely
challenging. Quality and access issues frequently arise because of rapid and confusing
changes in the delivery system. Additionally, providers who oppose the changes are
quick ta point out — in the most public ways possible — any real andfor perceived
problems. :

ki
£

Finally, the TennCare experience supports the ides that efforts to significantly expand
new coverage must be done in a way that covers the healthy as well as unbealthy
populations to guard against adverse selection. The problem in a predominantly
voluntary program is that it is extremely difficelt to entice healthy uninsured peaple
join without high subsidies. This argucs for carefully designed approaches to incremental
reform. Expanding coverage to a group like kids, for example, might be a way 1o both
timit the Federal dolaes and get healthy people enrolled, since many parents want to
cover their children regardiess of their heaith,
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BACKGROUND

Numbers and Trends

. Currently: 10 million, or 14 percent, of all children are uninsured
i
. In the 'past: The proportion of uninsured children has remained constant

o Empi@y@r coverage has declined (from 67 pament in 1987 to 59
percent in 1995), due to:

- Increased outsourcing and part-time work
- Shift to industries less likely 1o offer insurance
- More workers in small firms
0 But, Medicaid coverage has increased (from 16 percent in 1987 to 23
percent in 1995), stabilizing the proportion of uninsured children
j
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. In the fature: The proportion of uninsured children may increase EA“' o
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Who Are Uninsured Children

Working families: 80 percent of uninsured children are in working
families,

l

£

Income varies: Uninsured children are not just poor children (see chart),

Concentrated in the south and senthwe‘stz'

o In 1995, about 43 percent of all children but 55 percent of all
uninsured children resided in the south and southwest,

i
%

o Reasons why these states have higher proportions of uninsured
children include:

i Lower use of Medicaid options to expand children’s coverage

- Higher prevalence of:

RN -

Low-income families
Industries that don’t provide health insurance

Racial and ethnic groups less likely to be covered by
i insurance, and

Noncitizens

®
¥



Children's Health Coverage, 1995
Proportion of Children Covered by Different Sources
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Why Are Children Uninsured

| ,
Parents change jobs. Nearly half of all children who lose health insurance
do so because their parents lose or change jobs

} :
Parents earn too much for Medicaid but too little for private coverage.
When job-related insurance loss 1s put to the side, the most important reason
why children lose insurance is that it is too expensive for the family.

Eligible but not enrolled in Medicaid. An estimated 3 million uninsured
children are eligible but not enrolled in Medicaid.



CHALLENGES TO COVERING CHILDREN

Costs: Although children are the least expensive population to insure,
policies to cover them are expensive. This results from two major
challenges:
i
i
1. Substitution or “crowd out”, Costs rise when a policy substitutes
Federal dollars for employer or state contributions for kids’ coverage.

2. Administration. Policies have to strike a balance between complex
administrative rules and enforcement — which limit crowd out — anid
the goals of simplicity and small government.

!

Coveri'ng all uninsured children is prohibitively expensive. Given these
issues, it is impossible in a voluntary system to cover more than two-thirds to
three-quarters of the 10 million uninsured children without large-scale
substitution of Federal dollars for current employer health insurance
pavments.



OPTIONS FOR COVERING CHILDREN
Tax Credits

State Grants

- Medicaid Expansion .

o Improving the current program

° Making optional coverage more attractive
© ©  Requiring expansions

Vouchers



CURRENT BUDGETARY
AND POLITICAL ENVIRONMENT

. Groups

i_

Governors

Congress

H

Depa rtments



NEXT STEPS

E

Internal strategy

G

Review in detail evolving policies in Congress

?z‘epam for POTUS meeting
Deputies meeting for principals meeting
Principals meeting for POTUS meeting

#

S g

?{}iicy process for:

Responding to criticisms of our policy
Maoditying Congressional alternatives
Developing bottom-line positions on alternatives

$r one g

Review our position on size and sources of funding

i

External strategy

O

i)evelmp and implement a validator and group strategy to support the
general goals of our policies
3

Develop and implement communications strategy including events (o
highlight the need for coverage expansions

Develop and implement strategy to attract gubernatorial support for
our state-based approach

Develop Congressional strategy to ensure that:
- Republicans are invested and/or worried about not supporting

+
H

2_ expansions

Co- Democrats are committed to support policy and not just an issue

~-i.  Budget resolutions contain an investment for expansions
- Members and staff rely on us for technical assistance



gaGl TR eunag
AL Nt URDK |1 OM OUM Siualed aary {LRRIUD BURGIOR 10 SPIYI-OME) HEDIRD JO %58 (BION

%08
sjuaied BuIoas

%lie
sjualed

Buntiopn-LION

SHIOAA OUM JUdied B dARH UaJplIy) painsuiun }sopn




Reasons Why Children Lost Health Insurance

_..About 44% of Children Lose
Insurance Due To
Parents’ Job Change or Loss

'Too Expensive
3%

\ LostJob, Laid Off or

Unempioyed
41%
Aged Qut
18%
Other Jjobh-Retfated
Other Change
15% 3%

Naote: "Other Job-Refated Changs” inohides shifting to part-time work andg armplover ending coversge, “Aged Out” meany that the ohild's age change enda eligibility; “Oihar” includes deatth or
divorge of parent and voluntary lermsination, ete. thcludes chiltren under age 22,

Seurce. Sheils & Aleaxih, 1996,




Children's Health Coverage, 1995
Proportion of Children Covered by Different Sources
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