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i 
INTRODUCTION 

I 
I 

The Balanced Budget ~ct of 1997 (P.L. 105-33) establishes a new Children's Health 
Insurance Program (CHIP), under which Federal funds will be made available to states 
either to expand Medic,aid eligibility or to assist uninsured low-income children with the 
costs of public or private coverage meeting certain minimum requirements. l The new 
program builds on var~ety of existing state children's health insurance initiatives, 
including extensi~ns of Medicaid eligibility beyond federally mandated minimums, 
development of p~blic, insurance plans, or assistance with private plan premiums. 

Nearly all children's cOverage initiatives, unplemented or proposed, share one common 
feature: they provide p.ublic funds to assist low- or moderate-income children who do 
not qualify for M~dicaid under standard rules and whose families are thought to have 
insufficient income to purchase coverage on their own.2 Programs and proposals vary 
in target populati<?ns--such as the maximum income or age for participation--and in 
the extent to which the¥ require families to contribute to the costs of their own coverage, 
for example throu'gh a Isliding (income-based) premium scale. If the target population 
is defined solely ~ terms of income (e.g., all children below x percent of the Federal ' 
poverty level), it "fill include a mixof: 

, 

• 	 children who ~re c~rrent1y insured through an employer plan orprivatenongroup 

coverage; I 


• 	 children who Jre eligible for employer coverage but have not obtained it; and 
• 	 children who ~re not eligible for employer coverage and whose families cannot 


afford a non~oup plan.3 


I ' 

I 	 ' 

Given limited pu~lic funds and the primary goal of reducing the number ofuninsured 
children, a key fo<;us of many proposals has been to target subsidies in such a way as 
to reach as many <ihildren as possible in the third (and sometimes the second) of these 
groups and as fe~ as possible in the first one. 

I 	 ' 

In particular, ther~ are concerns that newly available public subsidies might lead some 
employers to reduce or eliminate contributions towards coverage of employees' 

, dependents, in order to encourage lower-income employees to shift their children to the 
public program. ' Even'without any action by employers, some workers :who must now 
make large payments towards dependent coverage might find that they could pay less 
under a public pr9gram or a plan with income-based subsidies' for private msurance. 

There is considerable evidence that the Medicaid expansions enacted in the late 1980s 
resulted in shifts from private to public coverage. Federal Medicaid eligibility has been 
extended to child~en \\:,ith family incomes as high ~s 133 percent of the federal poverty 

I 

1 Appendix A provi'des a: description of key provisions of the CHIP legislation. 
2 This characterization excludes ihe "Caring" programs and similar initiatives under which private insurers 
offer limited children's benefit plans at low premiums that are generally paid entirely by families. 
3 It will also likely include some number of children covered under Medicaid or an existing state-funded 
program. The possibility that coverage under a new public program will substitute for existing public 
coverage has importartt implications, because of the potential for cost-shifting between Federal and state 
budgets, but is beyond the scope of this paper. 

I 1 

,I 	 , 
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level, and to pregnant women and infants up to 185 percent of poverty. These 
expansions have protected millions of women and children who would otherwise have 
been uninsured, but th~y have also encouraged a significant nu~ber of families to drop 
employer-based coverage and enroll in Medicaid instead. While available studies differ 
in their estimates 9f the magnitude of this "crowding out" effect, they agree that it 
exists. Medicaid cpverage growth for poor pregnant women and children has largely 
been for otherwis~ uninsured individuals. However, one recent study has estimated 
that 14 percent of the mcrease in Medicaid enrollment of pregnant women betWeen 1988 
and 1992, and 17 Rercent of the increase in enrollment of young children was 
attributable to crowd-out. The degree of crowd-out is closely tied to income. There was 
very little crowdmg out for women and children below 100 percent of the Federal 
poverty level (FPU). For those above poverty, however, crowd-out accounted for 45 
percent of increased enrollment of pregnant women and for 21 percent of increased 
enrollment of children. 4 The percent of crowd out for children would almost certainly 
be greater for those with higher incomes. The estimated crowd out for pregnant women 
with incomes betWeen 1100 and 133 percent of poverty was 27 percent comparable to 
the 21 percent croo/d rate for children mthis income range, while for pregnant women 
between 134 percent and 185 percent of povertY it was 59 percent. , . . 

Crowding out ma~ be even more likely if eligibility thresholds for Medicaid or another 
public program ar~ set:at higher income levels. For example, over half of all children 
between 150 and ~OO percent of poverty had employer coverage in 1995.4 Modest- .( 
income families often have to incur: significant costs to obtain this coverage. In 1993, 251 
percent of all workers in firms with health benefits faced contribution requirements of ' 
$200 or more per month for family coverage.s If public coverage were available, many 
of these workers could ;be expected to enroll their children in the public plan while 
retaiiring employer-sponsored coverage for themselves. ' 

If such shifts occurred, they would have at least two effects. First, some share of the 
participants in the pub~c program would be previously insured children; this could 
limit the number of uninsured children who could be reached uhder a given budgetary 
allotment. Second, some amount of current spending by employers would be replaced 
by public spending. As a result, the problem of crowd-out has emerged as a Significant 
design issue in childre~'s coverage proposals. 

, I 

To address this issue, the CHIP legislation requires states to assure that the new 
insurance plan not substitute for existing employer group coverage; like preexisting 
programs in some, states, CHIP also includes provisions that have Come to be known as 
IIfirewal1s;/I They ~eek :to prevent shifts in coverage by limiting or prohibiting 
participation in th~ public program by children who are enrolled. in or have access to 
employer coverage. (SOme earlier Federal proposals would also have restrict employers 
from modifying their benefit plans or contribution schemes in ways meant to take 
advantage of the publi¢ program. CHIP does not contain a: provision of this kind.)6 

I 

4 Employee Benefit Rksearch Institute. Sources ofHealth Insurance and Characteristics ofthe Uninsured: 
Analysis ofthe Marc~ 1996, Current Population Survey. Washington, November 1996. 
5 RAND tabulations of the Robert Wood Johnson Foundation 1993 Employer Health Insurance Survey. 
6CHlP does include a provision, comparable to that in current Medicaid law, specifying that employer 
benefit plans may not make themselves secondary payers to a CHIP program. This relates only to 
coordination of benefi,ts and does not prevent an employer from modifying its eligibility or contribution 
rules for low-income children. 

I 

I 
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The aim is to lock current'arrangements in place so that new expenditures can be 
focused solely on uninsured children CHIP excludes children already covered by a 
group health plan!from its "targeted II population. 

I 

Under CHIP, stat~s al~o can adopt additional eligibility standards, or "firewalls," with 
respect to uninsured children who have access to other health insurance. While 
firewalls appear to be a simple and direct way of limiting coverage shifts, they have a 
number oJ important disadvantages. First, they raise equity concerns. Some families 
now covering theit children through employer plans are paying a substantially larger . 
share of the cost tf}an families at, the same income levels with pay under a public 
program. Second,; and 'in consequence, some firewall~ might p~radoxically promote, 
rather than limit, the erosion of employer-based coverage; low income workers would 
have incentive to exch~ge health benefits for wages or other fringe benefits; employers 
with lower income workers would have. little reason to offer the benefit., Finally, and 
perhaps most critically ~ poorly conceived firewalls could prevent any coverage initiative 
from reaching the ¥trgelnumber of uninsured children who are p,otentially eligible for 
coverage through an employed parent. ' 

I 

An alternative that may be both more equitable and more stable over the long term 
might be to structure a' subsidy program that assists modest-income families with the 
costs of coverage regar~less of whether that coverage is obtained through a public 
program or through an employer plan. Although the CHIP legislation limits the ability :~ 
of states to .use the new Federal funds for this purpose, it does allow premium ' .~ 

assistance for at least some uninsured children with access to employer plans. Such a 
program must be Jare~lly designed if it is to encourage continued provision of 
coverage by employers: while targeting assistance to the individuals and families who 
most need it. . Ii 

This paper will attemptto suggest possible solutions to some of the key design 
problems in structuring a subsidy system for employee contributions. As will be seen, 
however, the problems:are very complex, and it is difficult to be certain how any 
particular option will play out over time. The most workable approaches are likely to 
be identified only as states actually implement subsidized coverage systems. Some 
states, such as Colorado and Oregon, already have enacted legislation authorizing 
subsidies for emplpyee contributions. As these initial experiments get under way, they 
can provide lessons fori other states in implementing CHIP or future initiatives. 

I • ' ' 
I , . " 

The first part of this paper will review, the experience of crowd-out under Medicaid and 
assess the extent to which crowd-out might occur under a sliding-scale subsidy 
program such as the one contemplated by CHIP. The next section examines firewall 
options, including:the relevant provisions of CHIP and options included in earlier . 
Federal proposals,: as well as those actually implemented in existing state child health 
insurance programs. The remainder of the paper considers sonie key issues in 
designingsubsidi~s for employee contributions, including setting a contribution scale, 
addressing the problem of rate tiers in employer benefit plans, improving targeting of 
the subsidies, and !evalpating employer benefit packages. ' 
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THE POTENTIAL FOR CROWD-ouT UNDER COVERAGE EXPANSIONS - , 
, 

,
I : 

• i 

Current Coverage of Modest Income Children
I . 

, . ! , i 
Table 1 shows priIDaryl sources of coverage for children under 18 in 1995. Most, 60%, 
had employer-based coverage, almost always as dependents? Another 20% had publiC 
coverage, such as Medicaid, Medicare, or CHAMPUS. Another,6 percent of children 
had private non-group :coverage or were covered through some0ne outside the 
household, such as an 4bsent parent.' The remaining 14'percent:of children were 

_ uninsured. This figure ~dudes almost 3 million children who were eligible for Medicaid 
under mandatory Federal income standards but were not reported as covered.s 

. I . ,
I ' 

Table 1.: Primary Sources of Coverage, Children l!nder 18, 1995 
I 
I 

, 
I Number (millions) I Percent 

Employer-based I I, 42.9 60.3% 
Public i 14.1 '19.8% 
Private nongroup or other private 

. [! 
4.4 6.1% 

Uninsured 
, I, 9.8 , 13.8% 

Total I 71.2 ; 100.0% " 


: I 
Source: IHPS·analykis of March 1996 Current Population Survey . 

. I , 

! ! , , 
Note. Children with multiple reported coverage sources are assigned to a primary source in the 
following sequence: employer-based, public, private nongroup. 

Table 2 shows coverag~ by income. At any income level, most children who are not 
enrolled in Medic~id o~ another public program have employer coverage. In the absence 
of restrictions, even a ~ew program targeted solely at children below 150 percent of FPL 
would potentially ~eacI:t more children with current employer cdverage than uninsured 
children. The rati9 would rise as the income maximum for the program rose. Among 
children between 150 percent and 200 'percent of FPL, fpr example, there are 2.7 
children with employer'coverage for every one uninsured. 

I ; 
Table 2.'

I 
Children Under 18 by Primary Source of Coverage and 

I Family Income, 1995 

, ! 
, I 

-(Percent with coverage source within income group) 
: I . . 

% ofFPL , 
Erpployer Public -Private non- Urunsured Total 

Under 100% 
100-149% ! 

coverage 
I 13.3% 
I 38.3% 

group 
61.1% 
28.2% 

.4.1% ' 
8.7% 

, 

I 

21.5% 
24.8% 

100.0% 
100.0% 

-------'----:-:-- : 
7 About 156,000 workers under age 18 had coverage through their own employment. 

S This figure includes poth dhildren who did not obtain Medicaid coverage ~d children who did obtain 

coverage but whose coverage was not reported by the survey respondent.


I - , ' 

- I I 
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.
150-199% I, 58.3% 13.6% 7.7% ; 20.4% 100.0% 
200-249% ;, 71.6% 8.0% 7.5% ! 12.9% 100.0% 
250-299% , 

! 77.3% 5.0% 7.8% i 9.9% 100.0% 
300% and over I , 

I 87.6% 2.0% '5.2% ; 5.2% 100.0% 
Total I 

! 

, 
I 60.3% 19.8% 6.1% I 13.8% 100.0% 

I 
Source: ~analYsis of March 1996 Current Population Survey. 

Note. Childten with multiple reported coverage sources are assigned to a primary source in the 
following s~uence:employer-based, public, private nongroup. ; 

. I, . 

In addition, there are alsubstantial number of uninsured children 
I' 

who could have been 
covered either under e~ployer plans or under Medicaid. Table,3 shows, by income, the 
proportion of u~ured children with potential available cove~age. Almost 28 percent 
of uninsured chilqren ~ere eligible for Medicaid under mandatpry Federal standards. 
In addition, 17 percent of uninsured children-almost 1.7 million- have a parent with 

. employer coverage. Most of these children could presumably have been covered as 
dependents under, I' their parents' plans. As will be seen, however, their parents might 
have had to cover1mue;h or all of the cost of such coverage. : 

i 

,. 
! 
; 

, . 
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Table 3. Perc~nt of Uninsured Children with Potential Coverage by 
, Family Income, 1995 ' 

Percent of FPL 

i 

; 
I 

i 
I 

Medicaid eligible Parent has employer coverage 
I 

: , 

Under 100% I 72.1% 5.6% 
100,;149% I 16.1% 17.7% 
150-199% " 2.0% 17.5% 
200-249% , 

I 

; 1.5% 26.4% 
250-299% I 0.1% 27.4% 
300% and over i 

I 0.7% 32.2% 
All incomes I 27.9% : 17.1% 

I 

Source: IHPSianalisis of March 1996 Current Population Survey. 

Note: ChildrJn are;classed as Medicaid-eligible if (a) they were reported as receiving welfare but 
not Medicaid; (b) they were under age 13 and had family income below 100% of FPL; or (c) they 
were under age 6 and had family income below 125% of FPL.' , , 

I , 
Many more childrrn have parents who were eligible for an employer plan ,but declined 
coverage both for them:selves and for their dependents. Table 4, shows a preliminary 
analysis of data frpm the first round of the 1996 Medical Expenditure Panel Survey 
(MEPS) conducted by the Agency for Health Care Policy and Research. Of uninsured 
children, 42 percet;tt ha~ parents who were themselves covered through employment or 
who had declined :av~able coverage. " ' ' , 

I : . : 

Table 4.[ Unfnsured Children by Coverage Status Qf Parents, 1996 
I ' 

i Number (millions) Percent 
Uninsured children in parent-headed household1 9.6 \ 100.0% 

I 
I 

One or both pa~ents has employer coverage 2.1 22.4% 
One or both par~nts peclined employer coverage 1.7 18.0% 
No employer coverage available 5.7 59.7% 

i , 

Source: IHPS:anal~sis of data from Medical Expe~diture Panel Survey, 1996 Panel, Round 1. 
, I ' 

lIncludes only children identified as natural or adopted children of the reference person in the 
surveyed household; omits an additional1A million uninsured chilq,ren not living with parents or 
whose parent was not the reference person in the household. Income!breaks are not included in 
MEPS data availa~le at this writing. ' , , 

: ' I 

The MEPS figuresIare ~imilar to those found ma 1993 RAND survey of families in 
Colorado. Of unilisurea. children below 185 percent of poverty) 38 percent had access to 
employer coverage. This included 14 percent whose parents had covered themselves 

, I , 

and not dependents and 24 percent whose parents had declined coverage entirely.9 
1 i ' 

--------------~--~---

9 Data supplied by Colorado Department of Health Care Policy and Financing, May 1997. , 

, I , 
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, 
Parents Dedinin~ Potential Coverage of Children 

Why are so many 'children not receiving available employer coverage? The most likely 
explanation is cost. M~y employers contribute more generously to health benefits for 
workers than to coverage of their dependents. In addition, the.premium structures of 
some health benefit plans may discourage enrollment by certaifl types of families. 

I' . 
I 

Employee contribution requirements. Table 5 shows premiums and contribution 
levels reported inia ten-state survey conducted in 1993. While the average employee 
contributed 18 percent' of the cost of his or her own health coverage, employees 
contril;mted an average of 36 percent of family premiums. The difference between 
average single and family premiums was $250, while the difference between employee 
contributions for ~ingle and family coverage was $113. The average employee was, 
then contributing [45 Pfrcent of the incremental cost of covering dependents .. 

I , 

Table 5. i Proyisions of Employment-Based Health Insurance Plans 
, lin Ten States, by Employee Earnings Level, 1993 

: .Aru:l.ualized earnings leveP 

I 

I- All 
Less than $14,000 $14,000 or 

more 
Average single pr¢miu.m (monthly) 

, 

Total ($) : $153 $145 $156 
Employee share' (%) : 18% 24% 17% 
Employee share ($) : $27 $32 $25 

Average family premium (monthly) 

Total ($) , $403 $385 $409 
Emp loyee share, (%) . 36% 42% 34% 
Employee share ($) $140 $154 $136 

Source: RAND tabulations of the Robert Wood Johnson Foundation 1993 Employer Health 
Insurance Survey. " . 

i 
1For hourly ~ork~rs, reported hourly earnings are annualized using formulas. 

I . 

Current employe~ contribution amounts are probably very sinlilar to the 1993 data 
shown here. WhiJ.ethere is a widespread perception that employee contribution 
requirements for family coverage have recently been E!scalating, available data indicate 
that this is not th~ 

I 

case. 
. 

KPMG's annual survey of employer plans, for example, shows 
that the average worker's contribution for family coverage rose from $109 in 1993 to 
$116 in 1997, an mcrease of less than 1.6 percent per year (less than the rate of general 
irlflation).10 ; i' .'. 

10 KPMG Peat Marwick, iHealth Benefits in 1997. Data in this report also indicate that from 1993 to 
1997 employee contributior requirements for family coverage rose less rapidly than for single coverage. 

. ' 
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Even if the overall ratio of family to single contributions has remained stable or even 
dropped slightly, ithe ~verages mask very substantial differences in the costs faced by 
workers in different firms. As table 6 shows, a small percentage of workers paid 
nothing towards q.ependent coverage, while 25 percent of workers faced required 
contributions of $200 a' month or more. Lower-wage workers were somewhat more 
likely to work for firms having contribution requirements at the higher end of the 
distribu tion. 

I 

Table 6. Distribution of Employee Contributions for Family Coverage 
lin T~n States, by Employee Earnings Level, 1993 . 

: , 

I 

Annualized earnings leveP 

Employee contribution All Less than $14,000 $14,000 or more 

No employee contribution 13% 11% 14% 
$1 - 49 i 

I 11 9 12 
$50 - 99 I I 20 18 21 
$100 - 149 i 20 21 19 ' 
$150 - 199 I 11 13 11 
$200 or more I 25 30 24 

Source: RAND tab'ulations of the Robert Wood Johnson Foundation :1993 Employer Health 
I , 


Insurance Su~ey. : I 


, 


I 


lFor houdy ~orke~s, reported hourly earnings are annualized using formulas. 

! 
Family structures: and rate tiers. The expenses faced by parents in covering their 
children through an employer plan depend, not only on the employer's contribution 
policies, but also qn the plan's rate tiers: the way in which it est~blishes prices for 
different types of ~arnili.es. Some plans offer a choice only between employee-only 
coverage and fami,ly coverage, while others have more categories: employee-plus
spouse, employee4plus:'children, and so on. Larger employers make their own 
decisions about ra'te structure, while small groups must generally accept the plans 
offered by health ipsurers. (Some state small group reform laws require insurers to 
offer a specific set~of rate tiers.) The rate structure adopted by an employer can have 
an important impClct on the effective cost to a parent of covering a child. 

, , 
I 

Table 7 shows a bteakclown of participants in the health plan of a hypothetical group 
with 100 employees, al~ng with the actuarial value of coverage,for each type of 

• • I
partIcIpant 	 i , . 

I 
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I 

Table 7. Hypothetical Breakdown of Cases arid Costs 
in a Group with 100 Members 

Cases Price 
Employee only 45 $ 2,000 
Employee + 1 child 4 $ 2,800 
Employee + 2 or more children 6 $ 4,200 
Employee + spouse 15 $ 4,000 
Employee oj!. spouse + 1 child 8· $ 4,800 
Employee + spouse + 2 or more children 22 $ 6,200 

I 

Table 8 shows the lactual prices that might be charged if the plan adopted alternative 
rate structures. Ut!tder Plan A, a single mother with one child would face the same 
premium as a two':'parent family with several children. If, as is typical, the employer 
contributed haIf of the difference between the single and family 'premium, the effective 
cost to the motheriof adding coverage for one child would be $1,466; the cost to a 
coworker of adding a spouse and five children would be the same amount. The single 
mother would fare even worse under Plan B, paying $1,640 to cover her.child. 

Table 8. Pref'iums Under Different Rate StrU:~tures, Hypothetic"l Group 

PlanA 
Single . $ 2,000 
Family $ 4,931 

Plan B 
Single $ 2~000 

Couple $ 4~000 

Family $ 5,280 
PlimC 
Single $ 2,000 
Single + 1 dependent $ 3,747 
Single + 2 or more dependents $ 5,556 

Plan D 
Single $ 2,000 
Single + children $ 3,640 
Couple $ 4,000 
Couple + children $ 5,827 

-


Larger firms are begiru:ring to adopt larger numbers of rate tiers, possibly in order to 
encourage two-worker' families to split coverage between their two employers.11 The 

, 

I 

11 For example, suppo~e a woman with a husband and two children works at a firm willi plan D; the firm 
.pays employee-only coverage in full, plus 50 percent of the incremental cost for dependents. The husband 
works at a fIrm that pays 80 :percent of the cost for employee-only coverage. If the wife covers the children 
and the husband is covered through his own fIrm, total cost to the family is $1,220. If the wife elects full 
family coverage, cost to the' family is $1,825. . 
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General Accountin~ Office has reported the following breakdown for large firms in 
1995: Ii 

[ ": I 

Table 9. Coverage Tiers for Major Firms in 1995 

Two tiers 24% 
TI)ree tiers 45% 
Four tiers 24% 
Other, including no Employee contributions 7% 

I 

I . 


I Source: U.S. General Accounting Office, Employment-Based 

i Health Insurance: Costs Increase and Family Coverage Decreases, 
GAO/HEHS-97-35, Feb. 1997, p. 16, citing Hewitt Associates, 

I Salaried Employee Benefits Provided by Major U.S. Employers 
I in 1~5, 1996. 
i I 

, ' 

Smaller firms maYi be l~ss likely to have adopted multiple tiers. In any case, the effect 
of rate structures on coverage of children is uncertain. While small families in firms 
with a two-tier struct:u.re face high costs for coverage of a child, large families benefit. 
The reverse is true! in niultiple-tier structures. The relative numbers of winners and 

. losers cannot be assessed with available data. However, it 1s likely that rate structures 
affect workers' de~isio~ about whether to .obtain coverage for dependents.. 

Likelihood of Cr~~d-but'Under Coverage Expansions 
, 

How likely is it that a coverage expansion would result in crowd-out at the levels 
observed under Medic~id? However income levels are established for an expansion, 
clearly more at higher leyels have access to employer plans than the Medicaid 
expansions did. B~t there are a number of factors besides the mere existence of 
employer coverag~ tha~ could affect the rate of coverage shifts. ' 

. I 

Effect of sliding-scale premiums. CHIP legislation allows states to impose some 
premium costs onlall b'ut the lowest-income families. Instead of facing a choice 
between paying for dependent coverage under an employer plan and obtaining 
Medicaid for free, Imany parents would instead face at least some costs under both 
options. Even if tfte p~blic program were somewhat cheaper, inertia or a desire to keep 
the entire family u;nder; a single plan might prevent families fro$. shifting their children 
for a small price advantage.12 

j

However, depending qn the premium structure of the public program, the potential 
savings for many families could be considerable. Some proposills would offer free, or 
virtually free,covEfrage well up the income scale. ' 

I 

Even requiring somewhat larger contributions (i.e., 5 percent of family income) from 
families at 150 percent;of poverty could still be Significantly less costly than employer 
coverage. Tables 10 and 11 provide an example. '. 

I I 

12This paper uses the term "public program" to include systems that provide publicly funded subsidies for 
private coverage, as W;ell as ,those that provide coverage directly through Medicaid or another public plan. 
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Table 10 illustrate~ a linear sliding scale premium structure under which families up to 
150 percent of FPI.; pa~ 1 percent of the .cost of coverage (the approximate amount 
allowed under the CHIP legislation), while families at 250 percent of FPL pay the full 
cost of coverage. ,~osts are shown for coverage of two children in a two-parent faffiily, 
assuming annual premiums of $800 per child. Expressed as a percentage of total 
family income, required family contributions range from 0.1 percent at 150 percent of 
FPL to 5 percent a~ the:top of the scale. (A state's sliding scale might in fact need to 
/I cap out" at a lo~er leyel, e.g., 4 percent income amounts, so as not to violate the 5 
percent limit on to'tal cost-sharing for those above 150 percent of poverty. However, as 
we discuss later, a state might want to be able to separately reimburse for excess 
copayment expe~es.) ; 

Table 10. Family Contribution for Two Children as Share of Family Income, 
. Public Program with Linear Sliding Scale 
fr~m 150% to 200% of Federal Poverty Level 

I 

Family 
income as 
% of FPL 

Annual 
I 

income: 
I 

Family share 
under public 

program 

Family cost, 2 
children, $800 

premium 

Subsidy cost Cost as % of 
family income 

I I 

I 

150% $ 24;075 1% $ 16 $ 1,584 0.1% 
160% $ 25;680 20% $ 32C $ 1,280 1.2% 
170% $ 27;285 40% $ 64C $ 960 2.3% 
180% $ 28,890 60% $ 96C $ 640 3.3% 
190% $ 30;495 80% $ 1,280 $ 320 4.2% 
200% $ 32)100 100% $ 1,600 $ 5.0% 

I',. ' 

Note: Based ~n 1997 poverty income guideline of $16,050 for a family of four. 

Table 11 shows h~w the sameJamilies might fare under different employer contribution 
schemes. The table assumes that the employer has adopted Plim D under table 8: that 
is, a married couple can add its children to coverage for a premium increase of $1,827.

I 

Thus, in an employer that covers 80 percent of the incremental costs for dependents, the 
cost to the family 6f covering the children is $365; if the employer covers only 50 
percent, the cost to the family is $914, and so on. Some families at higher income ievels 
do much better wider the employer plan than they would under the sliding scale in 
table 10. Others, however, do much worse. The lowest income workers in firms that 

, contribute nothing.towards dependent coverage would face annual premium costs of 
as much as 7.6 percent' of family income, compared to almost nothing in the public 

I I . . . 

program. ! •I • 

i 
I 
I I 
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Table'l1. Family.Contributions as Share of Family Income 
Under Varying Levels of Employer Contributions 

. Family cost with employee contribution equal to-

'20% 
i 
I 

Familt co~t==$365 

50% 

Family cost=$914 

100% 

Family cost==$l,827 
Family 
income 
as % 
of FPL 

Cost as % of 
family 
income i 

i 

Excess 
(savings) 
over public 

I

I program 

Cost as % of 
family 
income 

Excess 
(savings) 
over public 
program 

Cost as % of 
family 
income 

Excess 
(savings) 
over public 
Iprogram 

! 
: 

150% 1.q% , 1.5% 3.8% 3.7% 7.6% 7.5% 
160% 1.4% : 0.2% 3.6% 2.3% 7.1% 5,9% 
170% 1.3% I -1.0% 3.3% 1.0% 6.7% 4.4% 
180% 1.3% -2.1% 3.2% -0.2% 6.3% 3.0% 
190% 1.2% -3.0% 3.0% -1.2% 6.0% 1.8% 
200% 1.~% 

I -3.8% 2.8% -2.1% 5.7% 0.7% 
, 

Again, the tradeoffs for~y particular farriily will depend both on the employer's 
contribution sche~e and the subsidy scale of the public program. Many previous 
coverage expansion proposals include provisions to prevent employers from modifying 
their current contributions; the efficacy of such provisions is discussed below. 
However, even if ~ll employers kept their current arrangements:in place, many low~ 
income families would face very strong incentives to shift coverage for their children. 

I 

Rate structures. The rate tiers adopted by employers could have a significant effect 
on parents' decisiqns b:~ shift children to a public program. The possible effects vary for 
different families with pifferent employers. : 

For example, a single p,areht with one child may be disadvantaged under employer 
plans with only two tiers, or plans that charge by number of dependents regardless of 
whether they are adults or children. If the public program charges a fixed premium for 
each child covered, ~ parent might find the price in the public program attractive 
even if the employer contributed relatively generously to dependent coverage. On the 
other hand, a twO-;parent family in an employer with only two tiers would have no 
incentive to shift ~e children, because the cost for covering the spouse would be the 
same with or withput the children. But the same family might well have incentives to 
shift the children if the employer adopted a multiple tier scheme under which the 
incremental cost for children was charged separately. 

Stigma. Enrollm~nt of children under recent Medicaid expansions is thought to have 
been limited by tHe "stigma" associated with Medicaid. As was noted earlier, nearly 
three million chl1d!ren within Medicaid income limits were not reported as covered in 
1995. While the figure'reflects some undercounting, as well as lack of awareness of the 
Medicaid option ~ong many parents, it has long been known that some parents are 

I I 
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reluctant to apply 'for Medicaid because they associate it with welfare. The application 

process may be complex and intrusive; providers may limit access for Medicaid 

beneficiaries; and parents may not wish the community to know that they are receivmg 

a "welfare" benefit,13 Stigma may also have limited the crowd-out effect. About 2 

million children below ,the poverty level had employer coverage in 1995; of these, 72 

percent were under age 13 and could have qualified for Medicaid. Some of these 

children may hav~ been in plans that covered the full cost of dependent coverage. 

However, it appea'rs that at least some very low-income parents were willingto 

contribute to emplbyer:premiums rather than move their children to Medicaid. 


I ' 

Parents at slightly higher income levels nught be even less willing to shift their children 

to a new public prpgram, but only if the program was perceived as resemblirig 

Medicaid. If a program had a different name, allowed mail-in or other simplified 

applications, and contracted with health plans also serving employer groups (unlike the 

separate plans used in 'some Medicaid programs), there might be no stigma at all 

attached to participation. Even if the program was operated as a Medicaid expansion 

but included sliding scale premiums, stigma might be markedly reduced. (The 

Medicare experiet1ce s"4-ggests that individuals paying any premium, no matter how 

heavily subsidizeq., do not conceive of themselves as recipients of public largesse.) 


. I 
i 

Splitting familie~. All other things being equal, most families' would presumably 
prefer to have the entir~ family covered by a single health plan. Multiple coverage" . 1 
sources,especiallYi in tI;te era of managed care, can mean that different family members :-: 
would have to us~ different medical care providers and that families would have to 
learn to negotiate several different sets of rules for accessing care. For many families, 
this factor might override price advantages and discourage shifting of children to 
public programs. However, many employers are already adopting policies intended to 
encourage split coverage among two-earner families, such as excluding coverage of ' 
spouses who have' access to employer coverage through their own work, adopting 
multiple tier systems, and even paying bonuses to employees who ,decline dependent 
coverage.14 In 1996, 13 percent of children with employer coverage had parents who 
were in two differ~nt employer plans.l5 Thus, a number of workers are accustomed to 
the idea of splitting their families among multiple plans. Reluctance to split the family 
is likely to be a continuing factor in limiting crowd-out, but its importance might 
diminish over tim~. If :families did split coverage to take advantage of a public 
children's prograql. the effect would be, not only replacement of employer dollars, but 
also potentially so;me qarriers to access. In order to receive medical benefits, families 
that already have difficulty dealing with the bureaucracy, access rules and provider 
networks of one health' plan would have to learn to maneuver in multiple plans. 

13 In Minnesota, some:parents'with Medicaid-eligible children, especially in rural areas, will pay a 

premium to enroll the children in MinnesotaCare rather than apply for free Medicaid coverage at the welfare 

office. Personal communication, Kathleen Henry, Director, Health Care for Families and Children, 

Minnesota Department ofHinnan Services. , 

14 U.S. General Accouhting Office, Employment-Based Health Insurance: Costs Increase and Family

I 
I Coverage Decreases, pAO/HEHS-97-35, Feb. 1997. 


15 IHPS analysis of qata from Medical Expenditure Panel Survey, 1996 Panel, Round 1. 

, . 
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FIREWALLS 

Restrictions Under CHIP 
i 

The CHIP legislation sharply restricts the ability of states to use the new Federal funds 
to. assist children aIIeaq.y covered under employer health plans., FederaUunds to states 
would have to be used 'chiefly for Medicaid expansion or provision or purchase of 
health benefits'cov,erage for "targeted low-income children." These are children under 
age 19 wi~ family, income below 200 percent of poverty or, if higher, 50 percentage 
points above the applicable Medicaid limit in the state (including any higher limit 
established by the 'state: under a waiver or under the 1902(r) income methodology rule) 
as of June t1997.: ' . 

. ! 

As we discussed ~ the' Appendix A CHIP does allow buy-in to employer plans. 
However, "targeted" children do not include children who are already covered by a 
group health plan~ Th~ language is at 2110(b)(1): 

I 

(1) IN GENERAL. Subject to paragraph (2), the term 'targeted low-income 
child' mearis a child- ,. 

(C) ~ho ,is not found to be eligible for medical assistance under title XIX 
or cpve!ed under a group health plan or under health insurance coverage 
(as such terms are defined in section 2791 of the Public Health Service i_~·. 
Act).:· " . " 


, (2) CHILDREN~EXCLUDED- Such term does not include-
(B) a child who is a member of a family that is eligible for health benefits 
covfrage under a State health benefits plan on the basis of a family 
merber:s employment with a public agency in the State. 

This provision do~s nof restrict coverage of children who are eligible for, but ~ot 
actually covered uPder~ an employer plan at the time they apply for child health 
assistance. (As was shown in Table 4, approximately 40% of uninsured children have a 
parent with access'to employer coverage.) Such children fit within the definition of 
~'targeted"low-inc'ome'children; the only exception is for children eligible for a state 
employee plan. Howe~er, low-income children who are actually receiving coverage 
under an employer plap are not "targeted" low-income children, but "other" low
income children.16 (The possibility that a state could provide at least some limited 
assistance to "other" children will be discussed below.) , 
.' '. ' 

In addition to allowing assistance for children who have access to - but are not enrolled 
in - employer phi~, CHIP does not require retrospective review of coverage. This 
means that a paret;lt co~ld drop a child from employer coverage during an annual open 
enrollment period~andimmediately apply for public assistance: Thus, if a state were 
merely to adopt the specifications contained in CHIP, it might merely delay, rather than 
prevent large-scale shifts from private to public coverage. 

16 Note that the income limit for "low-income" children who are not "targeted low-income" 
children is dermed (2UO(c)(4)) as 200 percent of poverty, even in States with ,a higher Medicaid income 
limit. 
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However, CHIP requires that states take some further steps to address this problem. 

The state plan for CHIP that must be submitted for Federal approval must describe the . 


. procedures the stale will use to ensure "that the insurance provided under the State 

child health plan does not substitute for coverage under group plans."17 In meeting 

this requirement, most states are likely to consider establishing more stringent firewalls. 

This option appears to 'be explicitly contemplated by the legislation; state eligibility 

standards may explicitly include standards relating to "access to or coverage under 

other health coverage.",18 


I 

This section revie,:"s the various firewalls adopted by states, or included in the Federal 

legislative proposCjlls th;at were the precursors of CHIP, and considers their likely 

impact. 


State Programs I 

I 

I , 


As was noted earlier, many states have already undertaken some form of children's 

health insurance ifritiative. Some of these states have attempted to address the crowd

out issue, chiefly through the use of firewalls. The following discussion reviews the 

efforts only in six ~tates that have established comprehensive programs-that is, 

programs that include rpatient coverage-for children above Medicaid levels.19 


: : 

Florida's Healthy Kids program provides coverage through"contracting.health plans to';, 
children of school age enrolled. through a school-based system. 'Eligibility for premium 1 
subsidies is. limited to children eligible for the Federal school lunch program (which 
provides free me ails up to 130 percent of FPL and reduced price meals up to 185 
percent of FPL). All families must make some premium contribution, on a scale' 
developed by individual communities; on average, families pay 35 percent of program 
costS.20 Children must be ineligible for Medicaid at the time ofapplication, but there is 
no exclusion of chp.dren covered through other sources. (The precursor demonstration 
program required,applicants to have been uninsured for 6 months; this requirement 
was dropped early on,on the grounds that it was too punitive.) 

Minnesota/s ~eso~aCare provides coverage through contracting health plans to 

entire families (inCluding adults) below 275 percent of FPL. The family pays a fixed 

percentage of gro~s family income for coverage; the percentage ranges from 1.5 percent 

for the lowest income families to 8.8% for families at the upper end of the scale .. 

Applicants are ex¢luded if (a) they had any form of health coverage in the 4 months 

prior to applicatidn, or. (b) they had access to employer-subsidized coverage at any 

time in the 18 months prior to application.21 Employer-subsidized coverage is defined 

asa plan under whichithe employer pays at least 50 percent of the cost for the employee, 


I 

I 

17 Sec. 2102(b)(3)(C).; 

18 Sec. 2102(b)(l). 
 I , 

19 Programs that have provided outpatient-only coverage are not discussed, on the grounds that parents are 

less likely to shift children from comprehensive employer coverage to a limited ambulatory plan. Programs 

that are basically Medicaid expansions are also omitted; these progtams are subject to the Medicaid rules 

regarding available employer coverage, discussed above. ' 

20 Florida Healthy Kids Corporation, Annual Report, Feb. 1997. 

21 These restrictions do not apply to children below 150% Of FPL. These children are Medicaid-eligible 

under Minnesota's waiver and can choose between Medicaid and MinnesotaCare coverage. 
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regardless of contributions towards dependent coverage. So long as children are eligible 
to emoil in the employer plan, they could be excluded even if the employer contributed 
nothing to their coverage. The exclusion does not apply if employer coverage is lost 
because of death, ~lisability, or termination of employment (for reasons that would not 
disqualify the individu~l for unemployment benefits). However, the exclusion does 
apply if coverage is lost because the employer terminates health coverage as an 
employee benefit. ! .I 

New Jersey's Health Access program provides subsidies for private nongroup 
coverage for children below 250 percent of FPL. (The program was closed to new 
emoilees at the end of 1995, although new slots will be opening in 1997.) Children are 
ineligible if they had erhployer group coverage at any time during the 12 months before 
applying. The exclusio.n applies even if the employer, rather th~m the family, 
terminated the co~erage, and regardless of the amount of the employer contribution. 

Pennsylvania's quIdren's Health Insurance Program offers coverage through 
contracting insurers to children below 235 percent of FPL through age 5 or below 185 
percent through age 15. Families below 185percent of FPL pay nothing; those between 
185 percent and 235 percent pay 50 percent of the cost. Applicants may not 
participate if they are eligible for other coverage. 

I 

Tennessee's Te~Care program offers coverage in contracting health plans; emollment l-

is now closed except for children with no access to other coverage~ workers displaced by ..~. 

plant closings, and ·individuals rejected as uninsurable by insur~rs. Coverage is free 

below 100 percent of FPL, with sliding scale subsidies up to 400 percent of FPL. 

Children are defmed as having access to coverage if an employer plan is available, 

regardless of benefits or contributions. 


Washington's Ba~ic H~alth Plan (BHP) offers coverage in con~acting health plans to 

any individuals (iitcluding adults) or families wishing to emoil .. Required premium 

contributions are a flat $10-$15 per month for participants below 125 percent of FPL, 

then rise on a sliding scale up to 200 percent of FPL. No premium is imposed for 

children below 209 per~ent of FPL; they are eligible for Medicaid under Washington's 

section 1115 waiver bu~ are emoiled in BHP if the rest of the family emoils. Businesses 

can emoll employ~es in BHP by paying a monthly contribution: of $45 per employee. 

(As this amount often ~xceeds what a low-income employee would have to pay if 

emolling in BHP directly, this option is ra,rely used.) There are no restrictions to 

emollment on the basis of current or prior alternative coverage. -However, emoilment in 

the program is capped at 130,000 non-Medicaid participants arid there is currently a 

waiting list of 90,000 applicants. . . 


i 
In summary, and ~peaking only of employer coverage: 

• 	 Two states (Florida and Washington) have no rules to restrict coverage shifts. 
• 	 One state (Ne~ Jersey) excludes applicants who were enrolled in employer coverage 

during a fixed period before application.· . 
• 	 Two states (Pennsylvania and Tennessee). exclude applicants who are eligible for 

employer coverage at the time of application. . 

I I 
Employer Coverage and the Children's Health Insurance Program Under IHPS. September 4, 1997 
the Balanced Budget Act of :1997: Options for States Page 18 



• 	 One state (Miqnes~ta) excludes applicants who were eligible for employer coverage 
during a fixed:period before application. 

The Minnesota rules warrant particular attention because at least two features have 
been adopted in some current Federal proposals. 

, 
. 	 . 

First, it is the only Istate that considers the employer's contribution level before 
excluding a child from,coverage; the other states may exclude a child if the employer is 
offering coverage but xhaking no contribution to the health plan. Note, however, that 
Minnesota examines tHe contribution for the worker, not for the. child. The 50 percent 
threshold screens out the least generous employers, but many employers contributing. 
more than this amount for employee-only coverage may contribute little or nothing to 
dependent coverage. The children would nevertheless be ineligible for MinnesotaCare. 

I 

Second, Minneso~ looks retrospectively at the child's access to coverage and may 
exclude some children who are no longer eligible for an employer plan at the time of 
application. A child may be excluded if the parent has voluntarily moved from an 
employer that offers dependent coverage to one that does not. More importantly, the 
child may be excludediif the employer has modified its benefit plan in the past 18 
months. If an employer eliininates dependent coverage, the child must wait 18 months 
before becoming ep.gible for MinnesotaCare. If the employer reduces its employee-only 
contribution fromi55 percent to 45 percent, the child must agam wait 18 months forl 
MinnesotaCare eligib~ty. :", 

The aim of this pr6visibn is to discourage employers from modUying their plans in an 
attempt to take advantage of the availability of MinnesotaCare. Because ERISA 
prevents the state from regulating employer plans directly, it must do so indirectly, in 
effect penalizing the fainilies in the expectation that they will put pressure on their 
employers not to redu<;e benefits.22 Whether the provision is actually working is 
uncertain. States ~ttempting to buy into employer plans on behalf of Medicaid 
beneficiaries have Ifound it difficult enough to verify current availability of employer 
coverage~ much less as~ertain availability of coverage 18 months before applicationP 
However, Minnesota has enacted legislation that will require in~lusion of coverage 
information in payroll ,tax reporting; this may improve the ability to track applicants' 
coverage over time. 

How well have fir~wa11s worked in the states that have adopted them? There has been 
little systematic analysis of the extent to which participants shifted from other coverage 
or employers modified~ their benefit plans in response to the availability of public 
subsidies. .! 	 . 

I 

I , 


22 That similar provisions have appeared in some Federal proposals, even though Federal legislation could 
regulate employer plans dir~tly, presumably reflects a reluctance to impose any form ofemployer . 
requirements. . . 
23 The Medicaid experience lis reviewed in Institute for Health Policy Solutions, Improving Health Care 
Coverage/or Low-Income Children and Pregnant Women: Optimizing Medicaid cmd Employer-Financed 
Coverage Relations, Washington, November 1996. . 
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Florida, which ha~ no firewall, did inquire about prior coverage in a survey of 1300 
participating families.2~ Of these, 93 percent reported no coverage in the preceding 12 
months. For the rTmaining 7 percent, reported previous source~ of coverage were: 

. I ~ . 

Medicaid or Title V 41 % 

Employer group 30% 

Private nongroup 20% 

CHAMPD.S 4% 


I , 	 . 

At least two factors may have contributed to the very low rate of reported crowd-out. 
First, premium charges to families are not insubstantial; per child costs for families 
between 133 perc~nt and 185 percent of poverty are $15 to $25 per month. Second, 
Florida has the eighth lowest rate of employer coverage for the nonelderly in the nation, 
56.1 percent comp'ared. to a national average of 63.8 percerit.25 ' 

. I 

Minnesota reports: that of Minnesota Care participants, '13% had employer coverage. It 
is not certain how many of these qualified because their employer contribution was not 
large enough to diSqualify them. Further, these data are not available by income; 
however, 72% of a:ll Mipnesota Care recipients are under 150% of poverty. 

State officials cont~cted were generally of the view that their programs created little 
incentive for coverage ~hifting: 

• 	 Washington, although it has no formal restrictions on coverage-shifting, believes 
. that such shifts are :rare; because of the long waiting list for applicants, anyone 
dropping other cov~rage would have to wait a year or more before enrolling in the 
Basic Health Plan.26 . 

• 	 New Jersey's program was designed to meet a short-term crisis in the availability of 
private nongrqup coverage and has served a very limited number of applicants. 
The state has received some complaints about the unfairness of its exclusion of 
individuals required to make large contributions under employer plansP 

• 	 Tennessee believes Ithat its subsidy structure is such that few applicants face lower 
costs under TennCare than they would under private employer plans.28 

No state was able to provide any information about employer responses. Minnesota 
did report some anecdotal accounts of newly formed businesses choosing not to offer 
health benefits because of the availability of MinnesotaCare. 

24 Personal communication, Elizabeth Shenkman, Ph.D., principal investigator, Healthy Kids Program 
Evaluation, UniversitY of Florida, Gainesville. 

25 Employee Benefit Research Institute, Sources ofHealth Insurance and Characteristics ofthe Uninsured, 

EBRl Issue BriefNo.!179, Washington, Nov. 1996. 

26 Personal communidltion,Gary Christenson, Administrator, Washington State Health Care Authority. 

27 Personal communication, Kathleen Brennan, New Jersey Health Access, Department ofHealth and Senior 

Services. :: . 

28 Personal communic~tion, Ginger Parra, Tennessee Department ·of Finance and Administration. 

I ". 
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Federal Proposals 

A number of the c1lildr~n's health insurance bills introduced in the 105th Congress before 
the adoption of c:fjIIP contained firewall provisions, as did the <;hildren's health 
packages passed oy th~ House and Senate before the conference agreement on CHIP. 
The following is an. ov~rview of provisions related to employer coverage in these 
packages and in tfuee qther proposals that received wide discussion earlier in the year. ,. , 

I 

H.R. 2015 (Kasich), B~lanced Budget Act as passed by House. Provided funds to 

states to expand Mediqaid, subsidize individual and group preIruums, or otherwise 

extend coverage ot direct services to children. The state would have been required to 

assure that coverage under its program did not substitUte for coverage under group


I . ,

health plans. In states choosing to pay group health plan pre~ums, the Secretary of 
HHS would have ~stablished when it would be permissible to pay contributions for 

. coverage of the entire f,amily, using a cost-effectiveness test similar to that under 
current Medicaid. I A child in a group health plan could have been limited to the 
benefits available under that plan, in place of minimum benefits required for child 
health programs, cind coverage could have been subject to pre-~xisting condition . 
limitations (to the :extent permitted by the Health Insurance Portability and 
Accountability Act of 1996, or,HIPAA). 

i I 
I . . ' . . 

Senate amendment to !H.R. 2015. The Senate amendment would have allowed 
Federal funds to b~ used only for Medicaid expansion or for pr9vision or purchase of 
health insurance, cbd only for children below 200 percent of FPL. The state would have 
been required to a~sure that coverage provided under its program did not "reduce the 
number of childre~ whp are provided such coverage through any other publicly or 
privately funded neal tIl plan.". , 

: I 

S. 13 (Daschle), qhildfen's Health Coverage Act. Provided Rremium discounts 

(recovered by insurer/employer through federal tax credits) on'a sliding scale for 

children in familie~ with gross income up to $75,000. The discount could have been 

applied to employ~e c~ntributions'for family or children's coverage. A child would 


. have been ineligib~e to participate if the parent's employer offered a plan in the last 12 
months under w~ch the employer paid 80 percent of the premium for family or child 
coverage (for chilqren ~p to 200 percent of FPL), or 50 percent (for children at 200-300 
percent of FPL). The exclusion would have been waived if the coverage was lost 
because of lost emploYfnent or because the employer terminated the plan (but only if 
the health plan w~s terfninated because the employer ceased operations, or for other 
reasons unrelated to th:e availability of the subsidy program). E?tployers would have 
been prohibited from varying contributions on the grounds that a child was eligible for 
a subsidy; an employe~ could have eliminated all contributionsifor all employees. 

I ! . , 

S. 525 (Hatch)/H.R. 1263 (Pallone)/H.R. 1363 ijohnson)/H.R. ;1364 ijohnson), Child 
Health Insurance land !Lower Deficit Act. Provided grants to ,states for premium 
assistance and/or 'dire<tt contracts with community health centers and similar entities. 
The premium subJidy ~ould have been applied to employee contributions for an 
employer plan, but only for the pai't of the contribution attributable to the child. The 
subsidy would not have been.available if the childhad been co~ered under an employer 

, I I 
I I . . 
I ' 

I I 
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plan in the 6 months prior to application, unless the coverage was terminated by a 
change in employxpent. Employers would have been prohibited from varying 
contributions on the grounds that a child was eligible for a subsidy; an employer could 
have eliminated all contributions for all employees. 

S. 674 (Chafee)/H:.R. 1491 (Dingell ), Children's Health Insurance Provides 
Security Act (CH~PS).· Allowed optional expansion of state Medicaid plans and 
continuous eligibiJ1.ty for children, with increased federal matching. The only provision 
related to employer coverage would have prohibited an employer from reducing 
contributions for Medicaid eligIbles; again, the employer could have eliminate all 
contributions for all em,ployees. As the expansion under the bill would generally have 
operated under cu~rent Medicaid law, the existing provisions for buy-in of employer 
coverage when cost-effective would have applied.29 

; : 	 ! 

Potential Effects of Firewalls 

The range of firewall provisions included in CHIP or potentially adopted by states in 
implementing their C~P programs may be broken down into a few categories. 

• 	 Exclusion of c:;urrently insured children. CHIP requires this exclusion. Most 
state programS allow an exception for children currently enrolled in private 
nongroup coverage, and therefore exclude only children already in other public, 
programs or cqven~d under employer plans. Note, however, that the CHIP 
language excludes Children covered under any health insurance coverage as defined 
in section 2791; of the Public Health Service Act; this definition embraces nongroup 
as well as group coilferage. 

I, 	 'I . 
• , 	 Exclusion of childfen covered in the recent past. CHIP does require but permits 

states to make Ithis exclusion. States could make exceptions for children who have 
lost coverage Because a parent changed employment or an employer'modified its 
health plan. Ii. '. 

I 
, I I 	 . ' 

• 	 Exclusion of children with current or past access to employer coverage. CHIP 
does not require but permits states to make this exclusion. States could make an 
exception for childr,en eligible for an employer plan under which the employer does 
not make a sp'ecified minimum contribution to premiums. (This exception is 
discussed in tqe section on target populations for employee contributions, p.36.) 

One additional form of restriction, included in earlier Federal proposals but notably 
absent from the CHIP legislation, is maintenance of effort requirements or non
discrimination rules for employers. As noted earlier, t1:)is is an option only under 
Federal and not s~ate proposals. 

I 

I , 


While all of these optiqns seek to reduce, the potential for crowd-out, they imply 
different concepti9ns of why crowd-out might occur. Some focus on preventing 
families from dro~ping or forgoing existing employer coverage,because they find the 

i ' 	 .' 
29 The Balanced Bu~get .t1ct makes Medicaid purchase of group coverage optional, rather than' 
mandatory, but retains the current section 1906 rules allowing such coverage only when C08t

effective. I. . . " 
~ I 
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public program more ~ttractive. Others seek to prevent employers from modifying 
their plans, either p.irectly or by temporarily excluding families whose employers do so. 

I ii' , , , 

The assumption in eith~r case is that families with access to an employer plan are less 
in need of assistaI1ce than families without such access. This is: made clear by the fact 
that few proposals prior to CHIP would have excluded current purchasers of private 
nongroup coverag~. E~cept mthe case of "uninsurable:' childr~n with serious medical 
problems, any uni.psured child could in theory be covered in th~ nongroup market 
(although it may often have been impossible to find health insurance for children 
without paying fot coverage for the entire family). To exclude families that have 
purchased such cqverage while providing assistance to other families at the same 
income level woulCl: clearly be inequitable.30 ' 

I 1 

However, this arghmettt applies equally to current enrollees of employer plans. As has 
been discussed, ~any of these families must already pay a sigr:rificant'share of family 
income in theform of ~mployee contributions. And economists would argue that they 
are in fact paying the entire cost of their coverage: their health benefits are not simply 
given to them by their employer, but are part of a total compensation package.' They 
have forgone higher wages or other benefits to obtain them. Thus to foreclose them 
from the public prbgrap,., or to discourage them from renegotiating their benefits; might 
be seen as irnposhlg a permanent penalty for the trade-offs they have made in the past. 
While some famili1es would obtain a public.benefit, others at the same income would i 

I ~have to maintain ~mployer coverage, in effect at their own expe~e.", 

Whatever the stre~gth bf this view in equity terms, the counter-~rgument is clear. 
Children's health proffi"ams represent a limited initiative meant: to address the 
immediate needs of uninsured children. In the absence of firewalls, the ongoing erosion 
in populations covered through employer benefits will accelerate. It is not clear, 
however, that any: of ute fh'ewall options can in fact stem thise~osion. ' 

I 1 ' 

CHIP does not, and st",tes may not, directly regulate employer :plans. However, a 
firewall adopted by a state may be designed to encourage employees to bargain for 
continuation of th~ir brnefits. This is the purpose of provision~, under some state 
programs and earlier F1ederal proposals, that employees who ceased to receive 
employer contiibtitio~ for health benefits would be unable to cover their children under 
the public program foi 6 months, or 12, or 18. Rather than accept this break in , 
coverage, they would press their employers to maintain current plans. However, a' 
provision of this IJrnd it' easily gamed. For, example, an employer could drop 
contributions to dfpenpent coverage but provide an offsetting wage increase for the 
duration of the exclusion period. ' : 

, I i 
, " , , ' I 

Even if all current benefit plans could be maintained intact, a new public program 
could give wor ke~s an lincentive to shift from firms that offered 'dependent coverage to , 
ones that did notbut Raid higher wages, or from direct emplo)l'ment to some form of 
contractual arrangemeht. It seems Unlikely that many people would act on such 
incentives in the short term. Over time, however, people do change jobs, and it must be 
______-+1_-'-,__ ' ' I 

Ii: 
30 Again, the CHIP provision does not prevent parents from dropping existing coverage and 
then applying for assistance, although a State could establish a period-of-unmsurance 
requirement. I 

1 I , 
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! I I 

expected that the inarI<et will respond to the incentives established by large-scale 
initiatives. If ther~ is np advantage to workers who receive, or employers who offer, 
compensation in tpe form of dependent health benefits, the structure of compensation 
will gradually chahge. :. .' I 

I . ; 

A comprehensive firewall, then, might fail to prevent erosion in;dependent coverage and 
might principally ¢xclJde from coverage children who nominally have access to 
employer plans, bpt whose parents cannot continue to afford the required 
contributions. A firewall poorly conceived could permanently preclude coverage of a 
significant propor~on ?f all uninsured children - those whose p~rents have access to 
employer coverage. I ' 

I ' , 

One solution peniutted under CHIP (see the discussion in Appendix A) and adopted 
in recently enacte4 Or~gon legislation, would be to assist these children with the costs . 
of contributions, but not provide assistance for children already: enrolled at the time the 
subsidy program ~ecaipe available. The equity problem with ~is approach is clear: 
workers who had alwa¥s paid for.their children would receive no assistance, while other 
workers in the sa~e firm !night receive subsidies. It is unlikely: that a large-scale 
approach only lin¥ts spending temporarily; over time excluded 'children would be 
replaced by new c~dr~n qualifying under the rule. At a ~um, however, this 
approach might reach JillilIlY uninsured children whose parents have access to employer 
coverage and who: might more readily avail themselves of an approach allowing them. .{ 
to enroll all family mefnbers in one plan. Some of these parents might be less likely to .l 
obtain coverage for their children if theyhave to apply to a separate public program. 

I ' I 
I I 

For reasons both df eq~ity and of long-term stability, assistance would ideally be based 
on ability to pay, ~ith6ut discriminating on the basis of current coverage status. A 
carefully designed sub~idy program could help both modest-in~ome families who are 
already, at whate~er difficulty, obtaining employer coverage for their children, as well 
as those who have; found themselves unable to take advantage of available employer 
benefits. Assistan~e wbuld need to be targeted appropriately to retain incentives for 
workers to bargam for,i and employers to offer, health benefits, while reaching those. 
most in need. . : 'I . 

I I ' i 

Whether. the CHIR legislation allows this option is uncertain. Section 2105(a) allows up 
to 10 percent of alstate's Federal allotment to be used for, among other purposes, 
"health services inftiatiyes under the plein for improving the health of children 
(including targete~ low-income ~hildren and other low-income fhildren}". Again, the 
group of "other" c1hildIen includes those with current coverage-: However, a state 
would have to show that providing premium assistance to such children constituteq. an 
initiative to improfe their health. There are a number of arguments that could be raised 
in support of this cont~ntion. First, in the absence of assistance( parents or employers 
might drop coverage. Second, assistance would reduce the finarcial burdens on very 
low-income familiks, fr~eing resources to meet other essential needs. of their children 
that have a bearing on their health (such as housing and nutriti~m).

Ii· . 
i F I 

Even if Federal approv'al could be secured, the available funds would be very limited; 
states must also pay fo'r administration and required outreach within the 10 percent 
allotment. EligibiVty ~esholds and premium assistance scales, would therefore have 
to be designed in such a way as to reach a limited number of the most needy children. 

I : ' 

i . 
Employer Coverage arid the, Children's Health Insurance Program Under IHPS. September 4,1997 
the Balanced Budget Act of 1997: Options for States Page 24 
'. I I 

I 



\ 

If such use of Federal CHIP funds is not allowed or is very limited, a state might 
consider using other hfnds (e.g., tobacco settlement funds) to assist low-income 
families who now bear: substantial costs to cover their children. I 

STRUCTURING SUBSIDIES FOR EMPLOYEE CONTRIBUTioNS 
i 

Basic Models 

If subsidies are to be provided on a sliding scale for the employee share of health plan 
premiums-either1for Q,ninsured children with potential coverage or possibly for some 
currently covered ~hildren- there are at least two bask ways the subsidy amounts 
could be computep,:' . 

I 
A. Cost-effectiveness :model. In this model, the available public subsidy is the lesser 
of (a) the subsidy that would have been available for the child under the public 
program or (b)th~ req~ired employee contribution for the child. (This is the test now 
used by state Medicaid! programs in determining when it would be cost-effective to buy 
into employer coverage available to Medicaid beneficiaries.) 

I 

B. Hold-harmles~ model. In this model, the available public subsidy is the lesser of 
(a) the subsidy: that would have been available for the child under the public 
program or (b) the amount required to assure that the family's share of premium. 
cost is no grea~er than it would have been if the child were e~olled in the public 
program. . 

Tables 12 and 13 illustrate the two different models. Both assume that the sliding scale 
premiums for children without access to employer coverage are the same as shown in 
table 10. That is, annual premiums are $1,600 for two children, and the family share of 
this cost rises on a linear scale from zero at 133 percent of FPL to full cost at 250 
percent of FPL. rrt adqition, it is again assumed, as in table 11, that the total premium 
for employer covel'age-is $1,827 (the incremental premium for a couple adding 2 or 
more children u,nder rate plan D.) Note that this figure is higher than thecost under the 
public program, not because the private coverage is more costly, but because the . 
private family rate reflects an average of slightly more than two children in each family, 
while the public program charges a per-child ·premium. ' 

i ' 
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; Table 12. Cost-Effectiveness Model (Model A) 
for Computing Subsidies of Employer Contributions 

! 

, Employee contribution equal to

20% 50% 75% 
Family 
income 
as % of 
FPL 

I 

Subsidy 
amount I 

I 

Family 
cost 

Subsidy 
amount 

Family 
cost 

Subsidy 
amount 

, Family 
cost 

! 

150% $ . 365 $ $ 914 $ $ 1,370 $ -
'160% $ 1 365 $ '$ 914 $ $ 1,280 $ 90 
170% $ 1 365 $ $ 914 $ $ 960 $ 410 
180% $ 365 $ $ 640 $ 274 $ 640 $ 730 
190% $ ~ 320 $ 45 $ 320 $ 594 $ 320 $ ·1,050 
200% $ - $ 365 $ - $ 914 $ $ 1,370 

1 

Under Model A, as shown in table 12, the cost to the public of subsidizing two children 
without employer :coverage is compared to the cost to the family of buying employer 
coverage for two childi.en .. For a family at 150 percent of poverty, the public program 
cost would be alm;ost t:peentire premium, or $1,584. If the employer is contributing 
80% of premiums, the cost of buying into the employer plan is only $365. It is therefore 
cost-effective to p~y the employee contribution. This remains true most of the way up 
the income scale. Only at 190 percent of poverty does the $365 cost of the employee 
contribution exceed th~ $320 subsidy that would have been provided for the same two 

. children under the public program. The family must then contribute the remaining $45. 
Overall, the public saves money and the participants pay less than they would have 
paid under either the public program or the unsubsidiZed employer plan. 

: I .' 
I 

When the same scheme is applied to workers whose employer pays only 50 percent of 
the cost, potentially undesirable effects appear. While the participants are still saving 
money, the public subsidies are much higher and savings therefore would drop sharply. 
In effect, the pUblic program shelters the participants from inost of the new expense 
resulting from the: reduced employer contribution. For a family at 190 percent of 
poverty, the new ~ost Of $594 is still significantly less than the $1,280 they would have 
paid under thepu:blic program, and is only slightly more than the $365 they would 
have paid if the employer had maintained its contribution at 80 percent and no public 
subsidy had been available. The cost-effectiveness model, then, provides very little 
incentive for empliyee~ to bargain for higher emploYercontributions. 

, 
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I Tible 13. Hold-Harmless Model (Model B) . 
. for Coinputi~g Subsidies of Employee Contributions 

I i 

Employee contribution equal to-": . 

: [20% 50% 75% 
Family 
income as 
% ofFPL 

, I 
I I 

Stibsidy 
Iamount 

Family 
cost 

Subsidy' 
Amount 

Family 
cost: 

Subsidy 
amount 

Family 
cost 

150% I $ i 349 $ 16 $ 898 $ 16 $ 1,354 $ 16 
160% i $ . 45 ,. I $ 320 $ 594 $ 320 $ 1,050 $ 320 
170% 

1 $ I - $ 365 $ 274 $ $ 730 $ 640 

180% : $! - $' 365 $ $ $. 410 $ 960 
190% i $ i - $ 365 $ $ :914 $ 90 $ 1,280 
200% i $ I - $ 365 $ $ ;914 $ $ 1,370 

1- ! ' 
Under Model B, as shoWn in table 13, this effect is sharply reduced. The family's share 
of costs is held to rio m()re than it would have been if there had been no employer plan 
and the children ~ad j<=lined the public program. The public cost, however, is. ~ 
considerably less than it-would have been under either the public program or Model A. ~. 

For example, und~r th~ public program a family at 170 percent;of poverty-would have :~ 
received a $960 sU!bsidy, leaving $640 in family cost. Under Model A, if the employer's 
contribution was ~t thEi 50 percent level, the family would receIve a $914 subsidy and 
would have a family cost of zero. Under Model B, the family would receive a $274 
subsidy and woul~ haye the same family cost, $640, as under the public plan. In 
effect, .the family i~ ne~er worse off than it would have been if there had been no 
employer coverag~, bu~ feels more directly the effects of any reduction in employer 
contributions. The farrtily thus retains an incentive to bargain for higher employer 
contributions and their: employers have some incentive to increase contributions for all 
employees, and ~e fary's success in this bargaining ,reduces :costs to the public plan. 

I 


I 

I . 'I . 
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Table 14.1 Fa~ily Costs Mter Subsidies as Share of 'Family Income 
, I Un4er Model A, Model B, and Public Pro~am 

I 
I 

; Employee contribution eq ual to-i 

20% 50% 75% 
Family 
income 
as %' of 
FPL 

Family I 
I 

cost as ~ 
?f famil}[ 
mcome, I 

model AI' 

Family 
cost as % 
o~ family 
iricome, 
model B 

Family 
cost as % 
of family 
income, 
model A 

Family 
cost as % 
of family 
income, 
model B 

Family , 

cost as % 
of family' 
• I mcome, 
model Ai 

Family 
cost as % 
of family, 
income, 
model B 

Family 
cost as % 
of income, 
public 
• program 

I 
, 

150% 0.0% I 0.1% 0.0% 0.1% 0.0% 0.1% 0.1% 
160% O.~% 1.2% 0.0% 1.2% 0.4% 1.2% 1.2% 
170% 0.0% 1.3% 0.0% ,2.3% 1.5% 2.3% 2.3% 
180% O.~% 1.3% 0.9% 3.2% 2.5% 3.3% 3.3% 
190% 0.1% I 1.2% 1.9% 3.0% 3.4% 4.2% 4.2% 
200% 1.1% ' 1.1% 2.8% 2.8% 4.3% 4.3% 5.0% 

II 

The price of this irilproyement is, however, some loss in progre~sivity. Table 14 
compares family cost a~ a shareoffamily income under Model iA and Model B with 
costs for families partiCipating in the public program with no etpployer coverage. 
Under the publicprogtam, the family's cost as a share of income goes from 0.1 percent 
at 150 percent of ~PL tp 2.3 percent at 170 percent of FPL and ~o on up. Model A ' 
retains the same p~tterj:1, though it reduces most families' shar~ of costs. Under Model 
B, however, some farnifesat higher income levels pay a smalleli share of income than 
lower-income families.! This was, of course, the case under employer plans in the 
absence of public subsidies, as shown in table 11. Model B has!simply flattened the 
curve somewhat. Note also that the effect diminishes as employer contributions 
decline. With employ~r contributions at 50 percent, a family a~ 190 percent of FPL 
pays 3 percent ofmcome under Model B; a family at 180 percept of FPL pays 3.2 
percent of income'! Ho~ever, if the employer contribution drop,s to 25 percent, a family 

I" I 
at 190 percent of ~PL pays 4.2 percent of income, while the family at 180 percent of 
FPL is paying 3.3 perc~nt. Again, Model B seems more successful in maintaining 
incentives to bargain for or provide higher employer contributiors. . 

I 

It should be e~phksiz~d that the effects shown in this illustrati~n are highly dependent 
on its assumptions--in particular the key assumption that tire basic :cost ofcoverage for 
children under tire Jmpldyer plan is only slightly higlrer than tire cost under tire public

, I ' ' 

program: (Again, it is slightly higher because it reflects an average of slightly more than , 
two children per f~Y.) Given this assumption, nearly every dollar contributed by the 
employer reduces 'cost~ to the public, the family, or both. However, if the employer 
plan is significantly more costly than the public program, some; of what the employer 
contributes isin e~fect going to make up that cost difference; potential savings to ~e 
public and to the ~amily are reduced accordingly. . 

I • 
, I ' I ,; , 

At the sarrie time, the difference between Model A'and Model B diminishes. Tables 15 
and 16 compare aie twp models when the employer cost for twp children rises about 

: I :" 
, ,; I " 
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30%, to $2,100, while the public program cost remains at $1,600. While subsidy costs 
under Model Bare still lower. than those under Model A, the difference has narrowed: 
Model B subsidies mu~t rise more in order to assure that the family's costs are no more 
than they would have been under the public program. 

• , I • 

i . I 

I Taljtle 15 .. Cost-Effectiveness Model (Model A) 
! w~th Employer Premium Increased to $~/I00 
I . 

. 1 

, 

1 : Employer contribution equal to- I· 

, 20%I 50% 75% 
Family 
income as 
% of FPL 

, 
I 

Subsidy i 

Amount j 

Family 
Cost 

Subsidy 
Amount 

Family 
Cost· 

Subsidy 
Amount 

Family 
Cost 

150% $420~ i $ - $1,050 $ -  $1,575 $ -
160% $420 ! $- $1,050 $ - $1,280 $295 
170% $4201 ! $- $960 $90 $960 $615 
180% $4201' i $- $640 $410 $640 $935 
190% $320 1 

I $100 $320 $730 $320 $1,255 
200% $ - - I $420 $ - $1,050 $- $1,575 

; 

Table 16. Hold-Harmless Model (Mode~ B).
wIth Employer PremIum Increased to $2100 
! , .I 

i Employee contribution equal to-':' ,. 

20% 50% 75% 
Family 
income as 
% of FPL 

! 
I 

Subsidy 
Amount 

I 

I 
I 
I 

i 

Family 
Cost 

Subsidy 
Amount 

Family 
Cost 

Subsidy 
Amount 

Family 
Cost 

150% $4041 I $160 $1,034 $16 $1,559 $16 
160% . $1001 : $320 $730 $320 $1,255 $320 
170% $ -  I 

I ! $420 $410 $640 $935 $620 
180% $ -  I $420 $90 $960 $615 $960 
190% $ -  I $420 $ -  $1,050 $295 $1,280 
200% $ -  I 

I $420 $ -  $1,050 $ -  $1,575 
$504 1 , $2,016 $2,264 $4,036 $4,659 $4,791 

, 
- ; , i ' ,'. 

The relative costs 0f e~ployer coverage and the public progr~ are obviously closely 
related to the respective benefits offered under each. Assuming identical benefits, what 
is the likelihood that ezhployer coverage will be more costly? TI)is may depend on the 
nature of the pUblic pl~.· If it is a Medicaid expansion, buying'services at steeply' 
discounted rates apd mcurring the relatively low Medicaid adIriiniStrative costs, it is 
likely to be considerably cheaper. than employer plans. At the oUler extreme, if the . . 
public plan consists of vouchers for the purchase of private norigroup coverage, itmay 
be more costly than most employer plans, because of the .very ~gh administrative 
loadings associate~ wit nongroup policies. A public program; that contracts with a· 

I . 
. . 
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limited number of private health plans, directly or through another health purchasing 
organization, might have costs very much like those of typical large employers. 

i 
Even if employer d:)Verage were significantly more costly than the public program, it 
would still be advantageous to subsidize the employee's share of children's premiums, 
unless the cost difference was greater than the total amount contributed by the 
employer. However, there is one factor that dramatically complicates this comparison: 
rate tiers. The consequences, and possible solutions, are discussed in the next section. 

I 

I 

Employer Rate Tiers 

The examples up tp this point have ,assumed that an employee can simply add children 
to his or her employee coverage by paying a share of the cost for those children. 
However, the vari9us contribution structures established by employers can make the 
incremental cost for th~ children compli<;:ated to compute. Table 17 repeats the 
alternative rate structures shown in table 8 and shows the actual per child premium 
cost for one-parent and two-parent families (assuming both parents obtain coverage 
through the plan).l The; premium cost for one child is the excess cost of adding the child 
relative to the cost :of covering the parent or parents alone. The per child cost for 
multiple children may be a fraction of this amount (one-half for two children, one-third 
for three, and so o~); or it may be a different figure because the premiums vary by 
number of childreit or ~ota1 number of dependents. Thus the total incremental cost of 
adding a child can: range from as little as $427 (for the third child in a two-parent 
family under PlaniB) to as much as $3,280 (for the first child oia single parent, again 
under Plan B). Fo~ a two-parent family under Plan A, children cost nothing, because 
the full family rate is already charged for coverage of the spouse. ' 

I I 
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Table 17. : Per':Child Increase in Total Premium for Adding Children 
to Coverage Under Various Rate Structures . 

I, 

i Single Parent Two Parents 
, 

, i 
I 

Premium cost per child for 
adding - - . 

Premium cost per child for 
adding- -

PrenuuIrl 
, ij 

1 
child 

2 
children 

3 
children C~d~ 

• I 

$ -  $ -

3 
children 

Plan A 

Single 
Family 

, 
, 

I

$2,0,00 I .. 
$4,391 $2,931 $1,466 $977 $ - 

Plan B I 

I 

Single $2,000 
Couple $4,000 

, 

Family $5,280 I $3,280 $1,640 $1,093 $1,280 $640 $427 
Plan C , , 

! I 

i 
Single $2,0:00 I 

! 
Single +1 $3,747 $1,747 
dependent I 

I I 
I 

I 

Single +2 or i i 

more ; 
I 

dependents $5,5156 $1,778 $1,185 $1,809 $905 $603 
Plan D , 

I 

: , 
Single $2,OPO 

i 

Single + I 

Children $3,640 , 
I 

$1,640 $820 $547 

Couple $4,0:00 
I 

I 

Couple + I i 

children $5,8'27 I $1,827 $914 $609 

However, these in~rements are not those actually faced by an employee. The real cost 
to the employee i~ the difference between what the employee had to contribute for self
only or self-plus-spouse coverage and what the employee must contribute with the . 
children added. llable:18 shows the actual change in employee 'contributions when the 
employer pays 80:percent of the $2,000 cost for employee-only coverage and 50% of the 
added cost for any dependent option Under Plan A, for example, the employer pays 
$1,600 for employ~e-o:ttly coverage, and $3,000 for family coverage ($1,600 plus half 
the difference be'1'Veen $2,000 and the $4,800 family rate). The employee pays $400 for 

I 
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single coverage and $1,800 for family coverage. For a single parent, then, the extra cost 
for adding one child is $1,400; the cost for three children is $467 per child. 

Table IS: Per-Child Change in Family Cost for Adding Chiidren 
; to Coverage Under Various Rate Structures 
, . ' 

I Single Parent Two Parents 
, I 

; 
Effective cost per child for 

adding -
Effective cost per child for 

adding -
Employee 
share ; 

1 
child 

2 
children 

3 
children 

1 
child 

2 
children 

3 
children 

Plan A 

Single 

Family 

, I 

I , 

$400 
I 

I 

I 

$1,866 , $(466 $733 $489 $- $- $-
Plan B 

Single 

Couple 

Family 

: 
, 

, 
I 

$400 
I 

I 

$1,4~0 
I 

, ! 

$2,040 $1,640 $820 $547 

: 

i 

$640' $320 $213 
Plan C 

Single 

Single +1 
dependent' 

Single +2 
or more 
dependents 

, 

$400. , 
, 

I I 

! 

$1,2?4 

I 

I 
: 

$2,178 I 

$874 

$889 $593 

I 

$904 $452 $301 
Plan D 

Single 

Single + 
children 

Couple 

Couple + 
children 

I 

, i , 

$40Q 
: 
I 
I : 

$1,220 , 
I 

$1,400 
I 

i 
I 
I , 

$2,3i4 

$820 $410 $273 

$914' $457 $305 

I 

Note: Employer pays 80 perc~nt of employee-only premium and 50 percent of difference between employee-
only premium premiu1pS for:dependent coverage options. 
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Considered in theJe terms, nearly allthe plans are requiring real per-child contributions 
that are less than, or only slightly above, the cost of covering the child through the 
public program. Either of the two basic methods for establishing subsidies-cost
effectiveness or hqld-h~rm1ess-could be applied to the per chilc;l contribution figure. 
(The key exceptio~ is for a single child in a one-parent family uJ!less the employer has a 
single +1 child tier; it might generally be preferable to allow such a child to shift to the 
public program ra~er than to pay for employer coverage.) 

i , , 
A major policy question for a system that subsidizes employee contributions is whether 
contributions sho~ld be made for adults when this is necessary to obtain coverage for 
the children. CHlf appears to allow the Secretary to authorize ~such contributions: 

! ; . I 

Payment may be made to a State under subsection (a)(~) for the purchase of 
family coverag~ under a group health plan or health insl;lrance coverage that 
includes cqverage of targeted low-income children only if the State establishes to 
the satisfaqtion 'of the Secretary that

(A) !purqhase of such coverage is cost-effective relative to the amounts 
that the ~tate would have paid to obtain comparable coverage only of 
the targeted low-income children involved, and : 
(B) suchicoverage shall not be provided if it would otherwise substitute 
for health insurance coverage that would be provided to such children 
butfor the purchase of family coverage.31 ' 

I 
, ' , 

i , I 

(Possible interpretations of this somewhat ambiguous language are discussed in 
Appendix A.) i ! ': 

I . , I 
As was noted earlier, iliereare a significant number of uninsured children whose 
parents declined a~ailable employer coverage both for themsel~es and for their 
dependents. There are:clearly instances in which it would be cost-effective to assist 
with the entire employ~e contribution, rather than just the incremental cost for the 
children. Under plan p,.., for example, a single mother with three children could cover 
herself and the children for $1,800; the per child cost of $600 is still less than the cost of 
covering the children alone under the public program. In several of the plans, it would 
even be cost-effecq.ve to cover both the employee and the employee's spouse. This is 
often the approac~ use~ in State Medicaid programs that Hbuy~in" to employer 
coverage for eligible reCipients' families when it is cost effective: to do so. . 

I [ ! 

I ' . 


Nevertheless, a stAte pian could specify that assistance can be :provided only for costs 
specifically attribtitable to coverage of children. One argumenbfor this view is that, 
given a limited am.ount of public funding that is unlikely to be sufficient to reach all 
uninsured childre~, nO: part of the funds should be spent to cov~r individuals outside 
the target populatiol1. :The question, about which it is only possible to speculate, is 
whether workers who are now declining coverage entirely will accept coverage if they 
are assisted with 6nly part of the cost. Will the parent who has not spent $400 to cover 
herself make this pay~ent on her own if she receives the $1,400 necessary to cover her 
three children as Jell? fOr will the entire family remainuncover~d? Even if they would, 

. I •I I 

I ' . ; 

31 Sec. 2105(c)(3). 

I ' 
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. is it appropriate t6 ad<.{ress this concern by potentially replacing large shares of the 
contributions thatparents are now making for their own coverage?

I . 	 , . 
I 	 ' 

A potential counter-arkument is that a system that subsidized ~hildren but excluded 
payment for adults might simply encourage employers to load: costs on dependents 
and reduce the co~tribution r~quired for employee-only coverage. This could be done in 
a way that was co,st-n~utral for the employer and for employees as a group--that is, the 
ratios of employee and dependent contributions could be changed without modifying 
total compensation. Lower income employees would receive a larger public subsidy for 
their increased dependent coverage costs. Higher-income employees seeking to cover 
dependents would pay the added costs themselves; this would presumably discourage 
employers from ni0difying their plans. However, existing Federal non~discrimination 
rules apply only to self-insured firms; firms that purchase coverage from insurers are 
free to establish a ~cherhe under which higher-paid workers wO\lld receive greater 
subsidies for depe:ndent coverage than workers eligible for assistance. 

. I 	 . 

TARGET POPULl.\TION 
I 
I 	 I I 

The discussion to ~s point has not distinguished between chil<;iren who are already 
covered by employer plans and children who are eligible for employer coverage but 
have not been enrolled; The CHIP legislation does, however, distinguish between these t 
groups. Under the legislation; states have several basic options with respect to children'" 

~ with access toemploy~r coverage. All of these options raise equity concerns and raise 

the risk of promo~g further erosion in employer coverage. ! 


I I ' 

,1. 	 Exclude curre~tly c:overed children and allow uninsured children with employer 
access to receive child health assistance through the public program or through 
subsidized nongroup coverage (but not through assistance rvith employer 

'b' ) I 	 'contrl utions . ~ 	 .:' 

This may be regar'ded ~s the default option under CHIP. It ob~iously encourages 

parents who are nhw contributing to their children's coverage t~ drop that coverage in 

order to make the Ichildreneligible for assistance. These shifts could be limited only 

through a retrospective firewall, such as exclusion of children who have had employer 

coverage during spme 'period before the date of application. This solution, however, 

permanently pena'lizesparents who have contributed to their children's coverage and 

rewards those whp have not. At the same time, it prevents thelstate from leveraging 

available employ~r do~ars for the substantial portion of uninsu'red children with 

employer access. i 


I I' 	 . 

2. 	 Exclude both brrently covered children and uninsured children with employer
I ' ',' 

access. I 

I 	 . 

This option reduces the incentive for parents to drop existing coverage, but at the price 

of leaving uninsured c~dren with employer access uncovered.: It also creates a general 

disincentive for employers to provide and low-income parents to bargain for dependent 

coverage, and an incentive for parents to shift to jobs that do not offer such coverage. 
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I 

I 

I 
I 

3. 	 Exclude currently rovered children and assist with required employee contributions 

for uninsured children with employer access. ' 


, 	 I ' 

I 	 : 

This option reach~s m6re unin.Sured children and leverages the ;employer dollars 

available for then}; A~ with option I, this approach requires a retrospective firewall 

and creates serious eqp.ity problems. I 


I ~ , 
, I 

Low Income Chi~dre* with Employer Coverage 

As was noted earlier, <jme additional option mayor maynot beipermissible with Federal 
, funding under CHIP, depending on the interpretation of the new legislation. This is to 

assist with required etPployeecontributions for both cUrrently ~overed and uninsured 

children, but limit spe~ding for currently covered children to something less than 10 


, percent of total spending. States could, of course, pursue this pption with other funds 
(such as the tobacco settlement funds) it could target to assist low-income families 
already contribu¥g t9 employer coverage. I 

This option offers Isom;e promise of addressing the incentive and equity concerns raised 
by the other three, approaches, but may be very difficult to implement. Of children 
between 100 percent and 200 percent of poverty, 7.7 million had employer coverage in 
1995, while 3.6 m¥lion were uninsured. To remain' within the ~HIP limit, a state would ;; 
have to sharply J.4nit eligibility .for premium assistance and/or' limit the dollar amount ':i 
of such assistancel

• This would leave families with access to employer coverage ~ 
potentially expos~d toisignificantly higher costs than families without such access. In 
addition, many cJ:\.i1dren would remain uninsured because the premium assistance 
available was ins¥fici¢nt to encourage their parents to obtain available dependent 
coverage. Ii, ,I 

The CHIP legislation does allow for demonstration waivers (un.der the same section 

1115 waiver auth6rity 'used for Medicaid). A state might conceivably be able to show 

'that a more generpus premium subsidy scheme would, over the long term, lead to less 

replacement of er$.ploy,er coverage than would occur under the: other three options. In 

the absence of a ~aiver, however, any state considering assistif1.g currently covered 

children will neeq to find some way of targeting assistance to children in the greatest 

need. The following are two possible approaches. Note that the decision rules cited 

might also be adopted: under option 3 (premium assistance only for uninsured children 

with employer aCfess): ' 


Share of ihco~e differential. A family could be mad~ eligible for assistance 
only if the share o~ fanply income needed to obtain employer coverage exceeded the 
share required to parti,cipate in the public program by a given amount. For example, a 
family might receive s~bsidies if the employee contribution were 5 percent of income 
and the sliding-scale public premium only 2 percent of income; the family would not be 
subsidized if the difference amounted to less than three percentage points, or less than 
two. The rationale woWd be that families would not shift their children unless there 

, was a significant price: advantage under the public program; assistance would be 
targeted at those most, likely to shift. ' 

, I 

I 

I i 
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Table 19 gives an ~xample of this approach, based on the comparison in tables 10 and 
11 of family costs in the public program and in employer plans!with various 
contribution leve~. Subsidies would be available only when the required employee 
contribution, as a percent of family income, was two percentag~ points higher than the 
percent of family i,'ncome required to join the public plan. Thus, a family that had to 
pay 3 percent of mcome plan would be assisted only if the employee contribution was 5 
percent of income lor more, and assistance would be available only to the extent 
necessary to bring;the family contribution down to 5 percent. Under this criterion, no 
family whose employer is paying 80 percent of dependent pre~ums qualifies for 
assistance, and only the very lowest income families qualify whfm the employer is 
paying a more typical 50 percent. , 

I I : 

I: " : . 
Table 19.1 Subsidy Available Only When Percent of Family Income 

for E:O:S:ployee Contribution Exceeds Percent of Family Income 
Paid Under Public Program by 2 Percentag~ Points 

, ,I ! 

I 
I Employee contribution equal to-I , 
20% 50% 100% 

Family 
income as 
% of FPL 

SubsidyI 
amount! 

: I 

Family 
cost 

Subsidy 
amount 

Family 
cost 

Subsidy 
amount 

Family 
cost 

: 
i 

150% $ I 

I $ 365 $ 416 $ 498 
I 

$ 1,330 $ .498 

160% ~ I 
I 

,$ 365 $ 80 $ 834 : $ 993 $ 834 

170% $ I 
I $ 365 $ $ 914 I $ 641 $ 1,186 

180% $ I ,$ 365 $ $ 914 ! $ 289 $ 1,538 

190% $ I 
! $ 365 $ $ 914 ! $ . $ 1,827 

200% $ i $ 365 $ $ 914 ' $ . $ 1,827 
I 

Employer contribution threshold. A somewhat similar approach would be to assist 
with the employee shareof premiums only when the employer's contribution for 
dependents was a fixed threshold. In the Daschle proposal, fo~ example, assistance 
would have been available only if the employer contributed les~ than 80 percent of 
premiums for families :below 200 percent of FPL or 50 percent for families between 200 
percent and 300 perceqt of FPL. That is, a family below 200 pe,rcent of FPL would 
have received sub$idie$ if it was required to contribute more thjln 20 percent of the cost 
of child coverage.3? The specific threshold in the Daschle propQsal might not in fact 
have excluded very mJny children from subsidies; most employers don't in fact 
contribute 80 perc~nt or more to family coverage. 

': 
I 

Table 20 provides!an e~mple of a more stringent rule, 'under which assistance is 
available only for the amount by which the required employee contribution exceeds 50 
percent of the total premium for dependent coverage. The total cost for 2 children is 
'i" 

32 Note that this approkch i~ not the'same as the Minnesota provision. First, Minnesota applies its 50% 
test to the employer's ~ontri1.)Ution for employee·only, not dependent coverage. Second, families at a firm 
that contributes less th:an 50% do not receive assistance with employee contributions, but are instead 
allowed to enroll in MinnesotaCare. ' I 

I i 
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again assumed to ibe $1,827, and the subsidy amount cannot exceed the subsidy that 
would be available for ,the family under th~ public program. The scheme, at least in 
this example, appears to less workable than the percent-of-income approach shown in 
table 19. For families with required employee contributions of'60 percent of the 
dependent premitlm, ~e subsidy is a flat 10 percent of the premium, regardless of 
income; Families contribute more as income rises only at the level where required 
employee contribJtion~ approaches 100 percent. In addition, the after-subsidy cost to 
the lowest-income' families remains a flat 50 percent of premium no matter what the 
employer is contribut:Uig; there is no loss to the employee if the employer raises required 
employee contrib~tio~ from 50 percent to 80 percent. ' 

I , 

Table 20. Stibsidy Available Only to the Extent That Required Employee 

Contripution Exceeds 50% of the cost of Dependent Coverage 


i Employee contribution equal to-
: .60% ·80% 100% 

Family 
income as 
% of FPL 

Subsidy 
amoun~ 

, 
I 

Family 
cost 

Subsidy 
.amount 

Family 
cost 

Subsidy 
amount 

Family 
cost 

I 

150% :$ , 183 $ 914 $ 548 $ 914 $ 914 $ 9i4 
160% i$ 183 $ 914 $ 548 $ 914 $ 914 .$ 9114 
170% :$ )83 $ 914 $ 548 $ 9~4 $ 914 $ 914 

180% 1$ 183 
I 

$ 914 $ 548 $ 914 $ 640 $ 1,187 

190% :$ ,183 $ 914 $ 320 $ 1,142 $ 320 $ 1,507 

200% '$ $ 1,096 $ $ 1,462 $ $ 1,827 

The problem migHt be addressed if the 50 percent contribution figure were used simply 
as an eligibility cutoff and subsidies for families with contributions in excess of this 
level were computed iri some other way. However, equity would dictate that the 
family cost after st;J.bsidies could never be less than 50 percent of the premium, because 
the family would then be paying less than other families eliminated by the eligibility 
rule. In addition, ~s ta~le 18 suggests, cutoffs would have to be set differently for 
different types of rate ~tructures. Two employers who contributed the same percentage 
of dependent coverage could expose workers with children to very different costs, 
depending on the rate tiers adopted. Measures would also be needed to discourage 
employers from reducing their contributions, possibly by excluding children for whom 
employer contribu~o~ were above the threshold in the last twelve (12) or eighteen (18) 
~~. : '. . 

Finally, if assistance is available only for families with very low employer contributions, 
the corollary is that relatively few employer dollars are leveraged by the subsidies. It is 
not certain that this approach would be much more cost-effective than simply allowing 
uninsured children with access to 'employer coverage to enter the public program. 

BENEFITS 
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The CHIP legislation specifies minimum benefits that must be included in child health 
assistance. In general, a state must select a benchmark plan--the benefits under the 
Federal employee~' Bhi~ Cross standard PPO; a plan 1/offered or generally available to 
state employees"; or a plan offered by the HMO in the state with the largest 
commercial enronment~ The benefits provided to children must either be identical to 
those of the benchinar~ plan or be determined to be "benchmark-equivalent," using 
specified actuarial:critE1ria. While the benefit package should be carefully assessed as a 
critical detriment bf children's access to needed care, we limit the discussion here to 
statutory requireIl).ents: and related administrative issues. 

, ! 

Although there is no specific reference to benefits under employer plans, it must be, 
assumed that any contribution to such a plan would constitute" child health 
assistance." This means that a state will presumably have to ascertain that an 
employer's plan is: benchmark-equivalent.33 How burdensome this process might be 
will depend on th~ benchmark selected and on the nature of the'employer group market 
in the state. For example, if the benchmark is a commercial HMO product, and if many 
employers are buying similar productS from that HMO or other managed care plans, it 
should be relatively easy to evaluate the standard packages offered by carriers in the 
state and determine wruch meet the minimum equivalence standards. On the other 
hand, each self-~ure~ plan would have to be evaluated individually (although even 
self-insured employers; are often buying standard managed care packages on a non-risk 
basiS.) ::' ' .' ' . t 

"" 
The CHIP limits o~ cost-sharing are likely to present a more ser'ious administrative 
challenge. For childre~ below 150 percent of poverty, for example, copayments must be 
limited to the amounts:permissible under Medicaid-generally no more than $3.00. 
These limits, too, C'1.pparently apply in the case of children receiving assistance with 
employee premiu.ms. Most employer plans are likely to impose cost-sharing above the 
permissible levels.: There are several possible solutions: 

• 	 Increase premium assistance to each family by an amount equal to the actuarial 
value of the excess cost-sharing requirements. The approach may well be . 
unacceptable, since any particular family might still be exposed to excess costs, and. 
it might create;an access barrier to needed medical care for children. 

• 	 Establish a system Under which families could seek reimbursement from the state 
for excess costlsharing. This would technically comply with the law, although it 
would place on fanillies the burden of documenting excess payments that are likely 
to be a few dollars at a time. Therefore, this approach might be more acceptable if 
families could ,choqse between the public program and their employer plan. 

• 	 Negotiate a suppleJ;Uental package with carriers or employers, under which 
subsidy-eligible children would be exempt from excess cost~sharing in return for a 
monthly payment by the state. This approach might be most workable if the state 
workers with an employer health purchasing organization that uses standardized 
benefits to ado,pt this package for low income eligible children as dependents 
through partidpating employers. 

'. ' 

33 Note that a state's, core public program could be benchmark-equivalent. It is unclear whether 
an individual employer plan should be compared to the benchmark or to the state-defined 
equivalent. 

l 
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• I I . 

For families with incomes over 150 percent of poverty, CHIP imposes an aggregate 
cost-sharing limit 6f 5 percent of family income, applicable to the sum of premiums, 
deductibles, coinsurance, and copayments for all participating children in the family. 
Public programs and designated employer purchasing groups could design benefit 
packages consisteNt with this limit, which would equal $1,000 per year for a single 
parent with two children just above 150 percent of poverty. ' 

I 

Depending on the:state's subsidy scale and the cost sharing provisIons of employer 
health plans, a family with one or more sick children might well exceed this limit. 
Again, for most erhployer plans the simplest solution might be to establish a system 
under which such:a family could seek reimbursement of excess costs from the state. 
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APPENDIX A - Provisions of the Children's Health Insurance Program (CHIP) 
Legislation Relating fo Employer Coverage , ' 

, 

The following is a ipreliminary analysis of the effect of the CHW provisions included in 
the Bal,anced Budget Act of 1997 on state initiatives to buy into/coordinate with group 
health plan covera,ge. 

I 

I ' The legislation crefltes anew Title XXI of the Social Security Act. (References in the 
following discussion are to sections of this new title.) Federal funds to states would 
have to be used chieflyIfor Medicaid expansion or provision or purchase of health 
benefits coverage for "targeted low-income children." These are children under age 19 
with family income below 200,percent of poverty or, if higher, 50 percentage pOints 
above the applicable Medicaid limit in the state (including any higher limit established 
by the state under: a waiver or under the 1902(r) income methodology rule) as of June 
1,1997. I: ' 

I I ' 
In general, no language suggests that health benefits coverage could not include buy-in 
to employer plans. (Whether special approval by the Secretary is required will be 
discussed below.) However, "targeted" children do not include children who are 
already covered by a group health plan. The language is at 2110(b)(1): 

(1) IN GENERAL. Subject to paragraph (2), the term 'targeted low-income 
child' means a child- , 

(C) :who; is not found to be eligible for medical assistance under title XIX 
or c:over~d under a group health plan or under health insurance coverage 
(as such, terms are defined in section 2791 of the Public Health Service 
Act). : ' ' : 

(2) CHILDREN: EXCLUDED- Such term does not inclu9-e-
(B) a child who is a member of a family that is eligible for health benefits 
cov~rage under a State health benefits plan on the basis of a family 
me~ber's employment with a public agency in the State. 

This does not app~ar t6 restrict coverage of children who are eligible for, but not 
actually covered U?der, an employer plan at the time they apply for child health 
assistance; the only exception is for children eligible for a state employee plan. There is 
no provision for retrospective review of coverage, apparently meaning that a parent 
could drop a child from employer coverage and immediately apply for assistance. In 
addition, there are provisions that might be interpreted as allowing states to assist 
children currentlYlenrolled in employer plans. These are discussed below. 

The remainder of this appendix provides a section-by-section analysis of relevant 
provisions. '; 

,, 
i 

, , 
, : I 
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2102. State Chi1~ Heialth Plan 
, I 

The state plan must in~lude a description of eligibility standards ((b)(l», including 
standards relating to IIaccess to or coverage under other health coverage." This 
presumably me~ that a state, in addition to excluding chi1dr~n currently covered 
under an employer plan, could exclude children with access to such coverage, or some 
subset of thesechildre~ (e.g., those for whom the employer was contributing more than 
x percent of premtums). Possibly a state could also restrict eligibility for children who 

, are not currently <overed under an employer plan but were covered during some recent 
period. ! I . i 

i I 
I I 

The plan must also ((9)(3»-~ 
, 	 . 

include a descrfption of procedures to be used to ensur~-
(C)lthatithe insurance provided under the State child health plan does 
not substitute for coverage under group plans; : 	 , 

I 

This does notseeIp to htean that the state can't buy into employer plans, but only that 
it must take someisteps to prevent migration of children from ~uchplans to a public 
program or subsidized nongroup coverage. 	 . 

i I . ! 
2103. Coverage ~eq~irements iI 

i 	 ! 
Minimum benefitJ i 

I I 
The benefits provided under child health assistance must be - : 

: : 	 '" . 
• ; 	 I 

(1) Benchmark coverage - the benefits under the Federal employees' Blue Cross 

standard PPO; a p~an IIoffered or generally available to State employees" i or a plan 

offered by the !HM9 in the state with the largest commercial enrollment; 


(2) ,Benchmark-equivalent coverage (discussed below); , ' 
(3) Existing comprehensive state-based coverage (this is a gran:afather provision for 


New York, Florida; and Pennsylvania only); or. '. 

'(4) Secretary-apptoved coverage. ' 

I!, , 
The House provisfon, ~hich allowed benefits for children in employer plans to be 
restricted to whatever the employer offered, has been dropped. Although there is now 
no speCific refererlce to benefits under employer plans, it must ,be assumed that any 
contribution to stich a 'plan would constitute"child health assistance." This means 
that a state will presutpably have to ascertain that an employet'splan is benchmark
equivalent (or perhaps, though this is not specifically mention~d as an option, provide 
wrap-around coverage). ,', 	 ' ", , 

. • ' i
"Benchmark-equiyalent" is defined ((a)(2» as follows: 

, , I. . , 

I 	 " 
a. 	 The plan covers ,inpatient and outpatient hospital, physician, lab, x-ray, and well-


baby and wen-child care, including immunizations. . 

I 

I 

I 
I 

II ' , 
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b. 	 The "aggregate act;uarial value" of the plan is at least equal to that of one of the 
four bench.m.a.rk plans. (The bill 'includes rules for making this determination, which 
will not be detfriIe~ here.) , , ' 

c. 	 For each of 4 ~dditj.onal services (prescription drugs, menta'l health, vision, and 
hearing), the plan includes coverage with an actuarial value equal to 75 percent of 
the actuarial value :of the benefit for the service under the benchmark plan used for 
the aggregate comparison. 

" , 

Cost-sharing 
! 
I 

A state may impose premiums, deductibles, coinsurance, or other cost-sharing ((e)(l)). 
No cost-sharing may be imposed for preventive services (defined as well-baby and 
well-child care, in}:ludftg immunizations). 	 ' 

i:. 	 " 
For children belof 15q percent of poverty ((e)(3)(A)), premiurris maynot exceed those 
allowable under s,ecti(jri 1916(b)(1) of the Medicaid statute. Presumably, the current 
implementing regulation (42 CFR 447.52) would apply; this ru:le sets out maximum 
monthly enrollment fees by gross family income and family s~e (see Appendix B). 
Deductibles and cost-sharing would have to be "nominal" as d~fined in the 
implementing regiulation for Medicaid section 1916(a)(3), subject to updating for' 
inflation or other adjustments. The rule (42 CFR 447.54) limits'deductibles for non
institutional servi~es to $2 per month, coinsurance to 5 percent~ and copayments to 
,$3. 34 For. institutibnalservices, cost-sharing may not exceed 50 percent of the cost of 
the first day of ca}e. i . ; , 

, ' 
ii, 

For children abov~ 15q percent of poverty ((e)(3)(B)), annual aggregate premiums and 
cost-sharing could notexceed 5 percent of family income. i 

r : 

Again, although 4tere is no specific mention of employer plan~, it must be assumed 
that children receiving premium assistance would be subject to the same limits. 

, I. 	 ' 
: 	 ' 

Preexisting condition exclusions 
I 

I , 


For a child enrolled in ,a group health plan, benefits could be subject to a preexisting 
condition limitat16nimposed by that plan, so long as the limit complied with HIP AA 
rules ((f)(l)(B)). I ' : , , , 

, I 

Compliance with other: reguirements 
, , 

Section 2103(f)(2) rea4s: 
I 

I. 

Coverage offered under this section shall comply with ~e requirements of 
subpart 2 of part A of title XXVII of the Public Health Service Act insofar as 
such requfrem~nts apply with respect to a health insurance issuer 'that offers 
group health inSurance coverage. ' I 

, I 

34 Copayments maYI be d6ubled for nonemergent use of an emergendY room. 
! 	 ; 

, ' 	 , 
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The effect of this provision is unclear. The reference is to HIP AA requirements for . 
insurers in the small gr.oup market to guarantee issue and renewability. The conference 
report she9.s no light on what (£)(2) is supposed to do. Possibly it means that states 
cannot buy into an employer plan purchased from a non-compliant insurer. Possibly it 
means that a state'thafprovides assistance with the purchase of nongroup private 
coverage must impose HIPAA-like requirements on participating insurers. 

I
·2105. Payments to States 

; I 

Up to 10 percent df a s~ate's Federal allotment could be spent for activities other than 
providing health benefits coverage to targeted low-income children. This 10 percent 
limit would include sp'ending ((a)(2)): 

. . I ,. 
(A) for payment for other child health assistance for targeted low-income 
children; , 
(B) for expenditures for health services initiatives under the plan for improving 
the health 9f children (including targeted low-income children and other low-
income children); , 
(C) for expenditures for outreach activities as provided in section 2102(c)(1) 
under the plan; ,and 
(D) for other reasonable costs incurred by the State to administer the plan. 

t . 

It is possible that categ~ry (B) could include premium assistance for low-income 
children currently in employer plans, even though these children are excluded from the 
definition of "targeted/~ children. (This would depend on whether such assistance 
could,be interpreted aSI part of an initiative to improve childrens health.) Note that the 
income limit for "lbw-ilicome" children who are not "targeted low-income"children is 
defined (2110(c)(4)) as 200 percent of poverty, even in states with a higher Medicaid 
income limit. ' 

, , . 

Section (c)(3) is the one part of the legislation (other than the provision on pre-existing 

condition exclusions cited earlier) that directly addresses assistance with employee 

contributions to g~oup :health plans: . 


Payment may be made to a State under subsection (a)(1) for the purchase of 
family coverage under a group health plan or hE;!alth insurance coverage that 
includes coverage of targeted low-income children only if the State establishes to 
the satisfaction of the Secretary that-- .I 

(A) :purc,hase of such coverage is cost-effective relative to the amounts 
that the State would have paid to obtain comparable coverage only of . 
the targJted low-income children involved, and 
(B) such coverage shall not be provided if it would otherwise substitute 
for health insurance coverage that would be provided to such children 
buffor the purchase of family coverage. 

! 
There are at least~o possible interpretations of this language.' One is that secretarial 
approval is required if the state assists family members other than the targeted children 
(for example, by contributing towards the premium for a parent who has previously 
declined coverage and must cover herself in order to cover her children). This provision 

• , I 
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I 

would then be sirrlilar to the provision of Medicaid law requiring that a state show that 

it is cost-effective to buy into employer coverage for non-Medicaid eligible family 

members in order Ito cover Medicaid-eligible family members. A second, and broader, 

possible reading is that secretarial approval is required in order for the state to furnish 

any assistance with the purchase of employer coverage. ' 


Section (c)(6)(A) rrovides: 
I 

No paymert shall be made to a State under tliis section for expenditures for 
child health assistance provided for a targeted low-income child under its plan 
to the extent that a private insurer (as defined by the Secretary by regulation 
and inc1ud'ing a group health plan (as defined in section 607(1) of the Employee 
Retirement Inc<?me Security Act of 1974), a service benefit plan, and a health ' 
maintenante organization) would have been obligated to provide such 
assistance but for a provision of its insurance contract which has the effect of 
limiting or excluding such obligation because the individual is eligible for or is 
provided c,hild health assistance under the plan. 

I ' 
I 

, This provision paralle$ similar language in the Medicaid statute and is intended to 
prevent private plans, including employer plans, from making themselves secondary to 
coverage under cIiild health assistance. (It does not prevent employers from modifying 
their plans in oth~r ways to take advantage of the existence ofa child health insurance ,/t 
program- for eXafnple, by modifying their rules on dependent coverage.) '~ 

Finally, section (c)(7) prohibits payment "for any abortion or to assist in the purchase, 
in whole or in part, of ~ealth benefit coverage that includes coverage of abortion ... 
[except] ifnecessarY to save the life of the mother or if the pregnancy is the result of an 
act of rape or ince~t." This provision appears to preclude any contribution to an 
employer plan coyerage of these services. As such coverage is quite common since 
employer plans might often include such coverage in their scope of benefits, this could 
be a major barrier! to any buy-in initiative. Possibly it could be argued that premiums 
for coverage of a child helow child-bearing age do not include any amount for abortion 
even if abortion is! norrtinally included in the benefit package. This argument could not 
be raised if the state chose to contribute towards family coverage. 

2107. Strategic <?bjectives and Performance Goals; Plan Administration 

Section (c) makes :sec~on 1115 of the Social Security Act applicable to CHIP; this 
means that States can seek demonstration waivers comparable:to those under which 
many Medicaid programs are now operating. 

2109. Miscellaneous Provisions 

Section (a)(2) specifies ,that nothing in Title XXI shall be construed as modifying the 
ERISA preemption of State regulation of employee benefit plans. 

i 
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APPENDIX B - Medicaid Enrollment Fee Limits Referenced in the Children's 
Health Insurance' Program Legislation 

For children below 150:percent of poverty, premiums imposed under CHIP may not 
exceed those allmyable: under section 1916(b)(1) of the Medicaid statute. The following 
is the currently effective implementing regulation. The , monthly maximums specified 
generally equaUrom 1 ;to 2 percent of family income. : 

42 CFR 447.52. Minimum and maximum income-related charges. 
I 
i 

For the purpose ofl relating the amount of an enrollment fee, premium, or similar charge 
to total gross fam:ijy in~ome, as required under sec. 447.51(d), the following rules 
apply: 

(a) Minimumch¥\rge. A charge of at least $1.00 per month is imposed on each-
(1) One- or two-person family with monthly gross income of $150 or less; 
(2) Three- or four-per:son family with monthly gross income of $300 or less; and 
(3) Five- or more-person family with monthly gross income of $350 or less.. 
(b) Maximum charge) Any charge related to gross family income that is above the 

minimum.listed ~ paragraph (a) of this section may not exceed, the standards shown in 
the followmg table,: i '. "i 

l 
~-

" 
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'" iI 

Maximum Monthly Charge 

f 

i 
I 

I 

Gross fan}lly mcome (per month) 
: 
I , 

" 

$150 or less '; , 


$151 or $200 
 f 

$201 to $Q50 : 

$251 to $300 
 I 

$301 to $350 : 

$351 to $400 

$401 to $450 
 I 

$451 to $500 
. $501 to $550 : 


$551 to $pOO I 


$601 to $650 ' 

$651 to $700 

$701 to $750 


,I$751 to $800 

$801 to $850 

$851 to $900 

$901 to $950 

$951 to $1,000 

More than $1,000 


, 

. Family Size 

lor 2 30r 4 5 or more 

• $1 $1 $1 
2 1 1 
3 1 1 
4 1 1 
5 2 1 
6 3 2 
7 4 3 
8 5 4 

,
9 6 5 

. 710 6 
11 8 7 
12 9 8 
13 1C 9 
14 le 
15 

11 
12 11 

16 }'J 12 
17 

.V 

. 14 13 
18 : 15 14 
19 16 15 

(c) Income-relat~d chi;trges. The agency must impose an appropriately higher charge 
for each higher le",el of: family income, within the maximum amounts specified in 
paragraph (b) of this section. 

I
I 

[43 FR 45253, Sep~. 29, 1978, as amended at 45 FR 24889, Apr,. 11, 1980] 
I 
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I I. _ . _ • 

. I ' .' 
, DRAFTMODELAPPLICATIONTEMPLATEFOR _ 

STA TE CHILD HEALTH !PLANUNDER TITLE XXI OF THE S'OCIAL SECURITY ACT 
. STATE CHILDREN'S HEALTH INSURANCE PROGRAM 

, 1 ' .. 
I 

Preamble I

I 

! •••• : ' 


This draft model applicatidn terPplate outlines the types of infonnation th~t are likely to be included in 
the state child health plan ~equired under Title XXI. I It has been designed:to reflect many of the 
requirements that will be.n~s~ for state plans under Title XXI. It is not intended to be 
comprehensive or final. \\fe provide it for preliminary guidance as well as: to solicit additional 
infonnation from states ana oth'er interested parties on the appropriate content. 

, !, •• Ii ,.. 

I .! . 

The Department ofHealth land Human Services will continue to work collaboratively with states and 
other interested parties to provide specific·guidance in key areas like benefits definitions, maintenance 
ofeffort provisions', collection ofbaseline data, and methods for preventing substitution of new __ 
Federal funds for existing ~tate ~d private funds. As such guidance ~ecoines available, the model 
application template will b~ revi,sed and finalized. We will work to distribute-it in a timely fashion to 
provide assistance as state~ subinit their state plans. 

I 

i 

: . 
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. I MODEL APPLICATION TEMPLATE FOR . . 
STATE CHILD HEALTH:PLAN UNDER TITLE XXI OF THE S,OCIAL SECURiTY ACT 

. STATE CHILDREN'S HEALTH INSURANCE PROGRAM 
~ l " ; 

.! 

(Requ~ und~r 4901 of the Balanced Budget Act of 1997 (New section 2101(b))) 
! 1 

I, . .. .. '" ~; 

I 

I 
StatelTerritory:___-:-_.,.--_--'---'-----'~___,----'--'------..:..-------'-~ 

(Name ofStatelTerritory) 

I . 

.As a condition for receipt pfFederal funds under Titie XXI of the Social Security Act, 
. I : 

(SignatUre ofGovernor ofStateITerritory, Date Signed) 
, ; .' . . . .~. 

submits the following Statr Child Health Plan for the State Children's Health Program and hereby 
agrees to administer the program in accordance with the provisions of the State Child Health Plan, the 
requirements of Title XXland XIXofthe Act and all applicable Federal regulations and other official 
issuances of the Departmept. :. I 

I 
iI . 
! 

I 

" . 

i . I· 

; . 

; , . I 
,I '. 

According to the Paperwork Reduction Act of 1995, no persons are required to respond to a collection of information unless it 
displays a valid OMB coatrol nUmber. The valid OMB control number for this information collection is 0938-0707. The time 
required to complete this information Collection is estimated to average 160 hours (or minutes) per response, including the time 
to review lnstructions;search existing data resoul"c:eS, gather the data needed, and complete and review the information 
collection. If youuve aay comments concerning the aceuracy of the time' estimate(s) or suggestions for improving this form, 

. I .• . 
please' write to:HCFA, P.O. Box 26684, Baltimore, Maryland 21207 and to the 0fIke of the Informadon and Regulatory . 
Affairs, 0fIlce or Management and Budget, WashinRton, D.C. 20503. II 

I 
I 
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I 
I 
I, ;

I , 

Section 1. General Des~ript~on an~Purpose of the State Child Heal,th Plans (Section 2101) 

The state will use funds provided under Title XXI primarily f~r (Check appropriate bo~): 

1.1. 0 Ob~aining coverage that meets the requirements' for a State Cr.ild Health 
Insurance Plan (Section 2103);

: t, 
OR ' 

1.2. 0 
! ! " 

Pr~vidi1g expanded benefits unddf the State's Me~icaid plan (Title XIX); OR 

, ' 

1.3, 0 A combination ofboth of the above.. 

I' 

I 

I 

\,
I 

I 
I 

I 

I 
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I 	 ,,
, I 

'I
"I" 

,I' 	 .,', '; ,
! :. 	 ,,' , ' 

S~ctLn 2. 	 General Bac~round and Description of State Approach :to Child Health Coverage' .' 
(Section 2102 (a)(I)-(3» and (~n 2105)(c)(7)(A):(B» : '.' 

I 

2,1. 	 Describe the extent to :which, and manner in which, childr~n in the state including 
targeted lo~-in~ome children and other classes ofchildren, by income level and other 
relevant fa¢torsJ such as race and ethnicity and geographic location, currently have 

,creditable'health coverage (as defined in section 21l0(c)(2». To the extent feasible, ' 
',. make a distinctibn between creditable coverage uhder pUb)ichealth insurance programs 

and public~private partperships (See Secti6tl'1O for annual: report requirements). 
,'I : ' " ,,', ",!': " , , 

2.2,' 	 Describe tlie current state efforts to provide or obtain creditable health coverage for. 
uncoveredphildrenbyaddressing: (Section2102)(8X~) " " i ' " " 

,! ," 	 , ' I, ' 

2.2: I, Th~ st,eps the state is cu~ently taking to identify arid enroll :~1l uncovered' 
chi'ldren:who are eligible to participate in public h~th insurance programs 

,(i.e'! Medicaid and, state·only Child, heatth insurance): , ',' , 

! . • '. • , 

2.2.2. ' The steps the state is currently taking to identify arid enroll alluncov~red ' 
children ~ho are eligible to participate in health iI!~urance programs'~hat involve 
a poblic-pnvate partnership:' ' 

I ,! 

, , 
I . 
i 

, i j 	 .! 
, , I I, " ,'.: " , ' 

2.3. 	 Describe h6w the new State Title XXI program(s) is(are) ~esigried to be c,oordinated 
with such effort~ to increase the number ofchildren with ,creditable health cov~rageso 
that only eligibl~ targeted low-income children arecovere4:' ' ' 

, ! ,i. . , . 	 "i . I". 

,(Section 2102)(8)(3) : 	 ' ' 
, 	 I '. 


i 

I' ' 

I
1 

'I" 	
, ( 

.. I 

i 
I 

. ' , 

'f· 
I 
I 

I 

I 
, ,: 

1 
Ii, 	 i 

, " 	 I 'I' 
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,I. , 

I 
• I 	 ' 

Section 3. General Contents of State Child Health Plan (Section 2i02)(a)(4»
'. 	 I ' 

, D 	 Check here ifth~ state elects to use funds,provided tinder Tide XXI only to provide 
expanded eligibility Jnder the state's Medicaid plan,' and continue on to Section 4. 

3. 1. Describe the m~thods'of delivery of the child health assist~ce using Title XXI funds to 
targeted ldw-income children: (SectfoD 2102)(8)(4) 

, 'I ' 
, I 

3.2. 	 Describe the utiliz8.tion controls u~der the child health assistance provided under the 
plan for tatgete~ low-income childr~n: '(SectioD 21(2)(a)(4) 

I 

t 

'I 

" 

! 

I , 

, 
: ' 

, 
, I 

"~I 

I 
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. , 
I 

Section 4. . 	 Eligibility! Standards and Methodology: (Section 2102(b» 

O' 	 Check here if thelstatfelects to use funds provided under Tide XXI only to provide 
expanded eligibility uDder the state's Medicaid plan, and continue on to Section 5 .. 

. ' 	 '. . . 

4.1. 	 The f~Howing standards may be used to determine eligibil~ty of targeted low-income 
children for chilp health assistance under the plan. Please ~ote whether any of the 
following standards are used and check all that apply. If applicable, describe the 
criteria thai wiU:be used to apply the standard. (Section 2102)(b)(1)(A» 

" 	 . . 

f J 	 1 

4.1.1. 	 0 Geographic area served by.the Plan: __..:...::.....,_____ 

4J.2. 	0 , ~e:-------_-----:----_,__-
4.1.3. 	 0 Ipcome:_________________ 

4.1.4. 	 0 '1· Resources (including any standards relating to spend downs and 
, 	 . .! ~ 

disposition of resources): " , ; 

4.1.5. 	 0 ~esidency:_---------___:--------
4.1.6. 	D Disability Status (so'lol1g as any standard relating to disability status 

does not restrict eligibility): _____-'--______~ 

4.1.7. 	 0 Access to or coverage under other health cbvetage: 
~ 	 , . . I --'--- 

4.1.8~ 0 I?uration of eligibility ____-'--_______~ , 

4.1.9. 	0 
! , 

Other standards (identify and describe); 

I 
. , 	 I 

4.2. 	 The state assures that it has made the following findings with respect to the eligibility 
. , 	 ,I 

standards iri its plan: (Section 2102)(b)(1)(B» 	 . 

4.2.1.0 These standards do not discriminate on the :basis ofdia8nosis. 
j, 

4.2.2.0.1 	 Within a defined group ofcovered. targeted: low-inco~e children, these 
standard~ do not cover children of higher income families without 
'cbvering children with a lower family inco~e. 

4.2.3.0 . These standards do not deny eligibilitY based on achild having a pre1 

e?risting'medical condition. 

'\ 
1 	 1 •• 

i, 

I 


. . I 
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, 	 . ! , 

4.3. Describe the methods ofestablishing eligibility and continuing enrollment. 
(Section ::no2)(b)(i» , ' 

, . 

4.4. Describe the procedures that assure: 
. .: i " 

I 	 ' . 	 I 

4.4.1, 	 'Through intake and followup screening, that only targeted low-income 
;children who are ineligible for either Medicaid or other creditable 
;coverage are furni&hed. child 'heal~h assistance under the state child 
:health plan. (Section ::nOl)(b)(J)(A» 

4.4.2. 	 ,That children found through, the screening to be eligible for medical 
,assistance under the state Medicaid plan under Title XIX are enrolled 
for such assistance under such plan. (SectiOn 110l)(b)(3)(B» 

4.4.3. ' that the insurance provided under the state child health plan does not 
~ubstitute for' coverage und'er group health plans. (Section 110l)(b)(J)(q) 

4.4.4. 	 The provision of child health assistance to ,targeted low-income children 
in the ~tate who are Indians (as defined in section 4(c) of the Indian 
fleaJth Care Improvement Act, 25 U.S.C. ;1603(c). (Section,1102)(b)(J)(D» 

4.4.5. Coordination with other public,and private programs providing 
I· creditable coverage for low-income children. (Section 110l)(b)(3)(E» 

, 
I 
! 

.1 
I 

I 

I 
, " 	 . I 
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. . . 

SectiJn 5. Outreach and 'Coordin'ation (Section 2102(c» 

I'. I . 

Describe tye prpcedlires u~ed hy the stat~ to accomplish:. , . 

.. 5.1. OUtreach t~ f~lies ofchl.ldrenHkely to b~ eligi~l~ f~r as~istanceor under other public ' 
. or private health coveiage to inform them of the availability of, and to assist them in 

enrolling i1eir c~ldren' in such a program:,' (Section ~l02(C)(l~) '.c. 

. . . I 1.; .,,:, .... :: 
5,2.. ~oordinati?n of; the ~dministnition o,f this progrmp with other public and private health 

, Insurance programs: (Section 2102(c)(2» . I 
I ., 

~ i I 1 

, I 

. i . . 
1 . 

I 
I 

· . : ; 

c' 

'.. j 

., f ,. 1 
I 
I 

I . · i;l,· I 
i 

" 

I .; , . , I 

;,. 

:. 'J 

L 

. " .. , J 
I, 

, . , " 

J' 
l·' 

I 
I .. _: '. J, 

I " ' 

., 
. '. .' J . .j
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.' 
Section 6. 	 Coverage ,Req~irem.!Dts (or Children's Health Insura~ce (Section 2103) 

o 	 Check he~e i( the state elects to use (unds provided un,der Title XXI only to 
provide e~panded eligibility under the state's MedU~aid plan, and continue on to 
Section 7. ! ' 

6.1. 	 The state elects:to provide the following forms ofcoverage to children: 

(Check all *hat apply.)


. I 
I 	 ••.. : 

6. 1. 1. 0 i ~enc~k coverage; (Section 2103(8)(1» 

6.1,~1.1.: 0 FEHBP-equiviuent coverage; (Sectio~ 2103(b)(1» 
, I 
I : \ (If ~hecked, attach copy of the plant) 

6.1 .II.2.!0 State employee'toverage; (Section 2103(b)(2» (If checked, identifY 
I the plan and,attach 'a copy ~fthe benefits description.) . 

I6·1.11.3.,'0 . HMO with largest insured commercial enrollment (Section 

, i ii03(b)(3» (If-ehecked, identifY the p'lan and attach a copy ofthe 
,benefits description.) , . 

6.1.2. 	 0 Benchmark-equivalent coverage; (Section 2103(8)(2» SpecifY the coverage, 
including the amol,1nt, scope and duration ofeach service, as well as any 
eXclusions or limitations. Please attach signed actuarial report that 

: ' meets the requirements specified in Section:2I03(c)(4). See' 
.1 • 	 . \ ,
IDstructlons. 	 . 
, 

6.1.3. 	 0 : Existing Comprehensive State-Based Coverage; (Section 2103(8)(3» [Only 
applicable to New York; Florida; Pennsylvania] Please attach a· 
description of the benefits package, administration, date ofenactment. 
If"existing comprehensive state-based coverage" is modified, please 
. provide an actuarial opinion documenting that the actuarial value of the 
modification is greater than the value as of8/5/97 or one of the 
bbnchmark plans, Describe the fiscal year ·1996 state expenditures for 
"~xisting comprehensive state-based coverage." 
, 

Secretary-Approved Coverage. (Section 2103(8)(4» 6.i.4.0 
I 

, 	 i 

.:, 

I , . 
! 
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, 	 " 
' I ,,' 	 , '. .1. 

6.2. 	 The state elect~ to' pr6vide the followhlg forms ofcoverage to children: . 
(Checkallthat :applY. : If an i~em,is'checked,describe thepoverage with respect to the, " 
amount, d~rati?ri an!;! 'scope ofservices covered, as well '\S any exclusions or:, ," 
limitations~ (Section ~l1IO(a», ' , . : 

I ; , I 


, I I, L 


6.2.-1. 	 O! Jnpati~nt serVices .(Section 211O(a)(l» 
I " I ',. , 	 , , 

6.2.2.' 	OJ " Outpatient services (Section2110(a)(2»
! 	 ", , ' 

6.2.3.' 0 Physician services' (Sedion'iil~a)(l» ',', 
I ., . " . . 

6.2.4. 	 0 Surgical ,services (Se,cltion 211O(a)(4» 
! " 	 , . 

'6.2.5. 	 0 .~linic services (including health center serVices) and other ambulatory . , 
. health care services. (Section21l0(a)(5» , 
j. • . 

'" 6.2.6.0; , Prescription drugs (Section 21 1(l(a)(6»' , 
, ' I I 

j 

~ . 
6.2.7.0 i Over-the-countermedications (ktion 2110(~)(7» , 

, , ' ;, ,,' 	 ",' ", ' I 

6.2.8.0·' Jl-aboratory and radiologicai services (Secti~n 211O(a)(8» , 
I 	 . , , ' ' " ' 

r 
. ~. . .' . . 

6.2.9. ''cJ Prenatal car¢ and prepregnancy family services and supplies (Section, 
,211O(a)(9» , 

6.i.IO.0 Inpatient' mental health service's, other than~ s~rvices described in 6.2: 18., 
~ut including services furnishedin,a state-dperate~ mental hospital and " 
incIudingresidential or other 24-hour thera,peutically planned structural 
I' '" 	 , ,services (Section 211O(a)(10» , : 
I 	 ,'", I' 

6.2.11. <j>utpatitmt ,mental health serVices, 'other thanservices'descri~ed in 
6.2, 19, bu~ including services furnished in astate.:operated mental' , 

, hospital and.incIudins.community-based services (Section 2110(11)('11)
; 	 : ' ' .' . . . . . '. ; . ~ " , 

'6.2:12',',0'1" , ' Durable~edical equipment and other medi,cally-related or reme.dial , ' 
, 4evices(such as prosthetic devices, impiants,eyeglasses, hearing aids, 

dental devices, 'and adaptive deviCes) (Sec~n 2110(1I)(1~» 
" 6.2.1'3.' D ilii~posabie medical supplie,s(Section 2110(1I)(~l» , 

I " 	 ' c' l' , 

6.2.14. 0 Home a,ndcomm",nity-based health care services (See instructions) 
I '" ,". 	 ". I , (Section 211O(a)(14» ',,' " "; ", ", ' ' , , 

6.2.15. 0 ¥ursing c~e services (See instructions) (~n2110(1I)(l5» 
" 6.2. i6. 0 Abortion only ifnecessary to save'the life ofthe mother 6rifthe 

, pregnancy is the result ofan ,act of rape or :incest (Section lliO(II)(i6)
i' " , , ,', ' I ' , ",'

Dental services (~n 2110(11)(17» " .' I.. ' , , ,.,6.2.17.0 
, ", '" I, !,' '" , ' 

I~patierit,Substance abuse treatment .service,s and residential substance' 
Jpuse treatment services' (Section 2110(8)(18» l" " ' 

6.2.18.0 

I, 
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'6.2.19.0 I Outp'ati~nt substance' a~use' treatm'ent ~rvi~es (Section 2110(a)(19» 
" , . ';, '-. . " "I 

6.2.20. oj 	, ~ase m~agement services .(Section:2110(a)(~» 

. 6.2.21. 0 I Care coordinatioh services (Section 211o(a)(21» 
, 	 ' I 

I" 	 , I 

6.2.22. 	 ~hysical therapy, occupational thetapy; and services for individuals with 
,speech, 'hearing, and language disorders (section 2110(a)(22» 

I ., I ' 

Hospice care (Section 211O(a)(23» 'i 
1 ", "" .; , 	 ,,' 

6.2.24. D: Any other medical, diagnostic, screening, pteventive: restorative, 

r~medial, therapeutic" or rehabilitative servi¢es, (See instructions) 

(Section 2110(8)(24» 	 , ; i ' ,

• I" ' , " , 

6.2.25.0 	 ,P:remium~ for private health care insurance coverage (Section 211O(a)(25» 
I 	 . , ' 
, , 	 I' 

6.2:26. D Medical'transporta:tion' (Section 211O(a)(26»~, I
! " " ", , '. 

6.2.27. D I;nablingservices (such as:.::::.nspoFtation, t~anslation, and outreach 

services' (See instructions) (~tion 211O(a)(27» , 


6.2.28.0 Any otherhea1th care serVices or items' speqified by the Secretary and 
I . , '. ; ~ •j 

hot included under this section (Section 211O(a)(28» , 
, , 

1 

I 

. ",' : 
" 

, 

I 	

, ; I' 

, 1 , 
i 
; 

! 
; 

,I, 

I, 
I 

, ~ l 
" I 

I 

:.'. 
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, ' 
I : 	 ~ • 
I ' 	 " , . 

. 6.3. 	 Waiyen - ~ddi~jonal Purchase Options. If the state wi~hesto provide services . 
under the pI,an tqrough cost effective ruterna.tives or the purchase offamily coverage, it 
must request the~appropriate waiver. Review and approvaj otthe waiver'application(s) 
will be distinct from the state plan approvaJ process. To ~ approved, the state must 
address the following: (Section 1105(c)(1) and(3» 

6.3.1, 0 .Cost Effective Alte-:-natives •.Payment mayi be made to a state in excess 
of the 10% liniitation on use of funds for paYments for: 1) other child 
h~aJth assistan~e for, targeted low-income children; 2) expenditures for 
health services initiatives under the plan for improving the health of 
ciVldren (including targeted low-inepme children and other low:"income 

, 	 children)~ 3) expenditures for outreachacti\1ties as provided in section 
2~02(c)(1) under the plan; and 4) other re~onable costs incurred by . 
the state to administer the plan, tfitdemonstrates the following: ., 

6.3.1;.1. Coverage proyided to targeted low-income children through 
I 	 such expenditures finist meet the cov~rage requirements above; 

Describe the coverage provided by the alternative delivery 
system. The.state may cross reference section 6.2.1 ;. 6.2.28~ 
(~tion 1105(c)(1)(BXi» , ' 

I 
I 

6.3.r2.1 The cost ofsuch coverage must not be greater, on an average. 
per child basis, than the cost of coverage that would otherwise 

, . 
be provided for the coverage described above; and Describe i 

the cost of such c~verage on an average per cbild basis. 
(Section 1105(c)(1)(B)(Ii» 	 , 

, 
I 

6.3.1~3. The coverage must be provided through the use ofa 
, 
r' 

.', 
, 

community~based health delivery system, such as through 
contracts ~th health centers rec~iving funds under section 330 

I 
. '. 

ofthe Public Health Service :Act or With hospitals· such as those 
.,1 , 

that receive. disproportionate share payment adjustments under 
seCtion 1886(d)( 5)(F) or 1923 of the : Social Security Act. 
Describe the community based delivery system •. (Section 

1105(c)(1)(B)(iii) 

i. 

I 

1 
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! . . 	 . 

6.3.2.0! . ;Purchase of Family Coverage. Describe tile phm to provide family
I 

,coverage. Payment may be made to a state for the purpose of family 
,coverage under a group health plan . or health insurance coverage that 
includes coverage of targeted low-income children, if it demonstrates 
,the following: (Section 1l03(c)(J» : 

·6.3.2.L Purchase offamily coverage is cost-effective relative to the 
I !. 

amounts that the &ta.te; would have .paid to obtain comparable 
coverage oriIyof the targeted low-incQme children involved; and 

. (Describe tbe associated costs for purcbasing tbe family . 
i coverage relative to the coverage for the low income 
i 
i children.) (Section 1103(c)(J)(A»
I 

6.3,.2.2'1 The state assures that the family cQverage would not otherwise 
, 
: 
I 

' 	 'substitute for health insurance cov~rage that would be pr~vided 
. ·to such children but for the purcha~e of family coverage. (Sec~DI 

! 1103(c)(J)(~» 

I . 

! " 

; ! • 

I • 

I,.. 

, 


: 
I 

I ! 

.' 
" 

. ,, 
! 

. I I' 
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.,. I 	 . ~ 1 '.

'I' I, 
.. : I . . 	 ,i 

Section.7. Quality and ~pp~opriat(mess of Care .... 	 ... . 

'D' 	 Check he~e i( th'e St8t~ elects to use rundsprovided u~der TitJe XXI only to provide .... 

expanded eligibility Jnder the st_te'sMedicaid plan; and continue on to . Section 8.' ' 


. . .. ii',·.,· .. . .. . . ~,.. · . . . 
7..I, .' Describet~e m~thods (,including externalandinfemal mo~toring) ~sed to assure the . 

qualityandlapp~opriateness ofCare, paiticul¥ly' \Vith respect to well-baby care, well
. child care, and immuniZations provided under the, plan, (2102(a)(7)(A» , . . .!. . . ,..' .. . . .. f . ... , 

·1 'I ' 

• • I I ' , . I 

Will the state utilize any of the folloWing tools toasslire quality? . 

. (Check all that apply'and describcnhe activities for any categories utilized.) . 
7.1.1. 	D "CN~ity :standards . '. . ·"1 I· 

1.1.2.. 	 tJ .~erfo~ancemeasuremerit 
7: 1.3. 	 D Iflfonnation strategies,'· . i ,! ." , '. ' . 

. i . . . 
7. 1.4. 	D Quality jmprovem~ni strategies 

, 	 . 

I ! . 
7;2. ' Describe thb methods used, including rnonitPring;to assure access to coveredsernces,·

I . , I ,. ". .,' . 
including emergency services. (2102(a)(7)(8» . I'· , . , 

. . '.' 1· :' . :.,' -', ",'. ' ' I 

, I 
I"

i . 
i 

,I1 	 ! 
i " 

'.,., , 
i 

. " ,J 

j,. 

, . 
I 

! ' 
, " .. 

I',. 

1 ~ .' 

, I 

'j . 
, 	 . ' 

\. .. 
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i 

Section 8. Cost Sharing and Pay~ent (Section 210J(e» ,. 	 . o 	 Check here ifthe' state elects to use funds provided under Title XXI only to provide 
expanded eligibility upder the state's Medicaid plan, and con~inue on 
to Section 9.' i I . . . ' .. 

I 
I I , . , 

8.1. Is cost-sharing imposed on any of the children covered under the plan? 
. : I .... 	 . 

8.1.1. 	 YESO! 

I I 

8.1.2.0 i 	 NO, skip to question 8.5 . 
. ! I: 	 . , 	 . 

I , . 	 .' 

8.2. 	 Describe t~e amount of cost-sharing and any sliding scale ~ased on income: 
(Section 210J(e)(I)(A» . 

8.2.1. 	Premiums: 
8.2.2. 	Deductibles:. 

I . 	 ':--__------'-----------------------___ 

8.2.3. 	 Coirisurance: 
----------------'-~----------~----

8.2.4. Oth~r:--'----'---------------'----------------------
, 
I 

! 	 '. 
8.3. 	 Describe h~w th,e public will be notified of this cost-sharing and any differences based' 

• J' 	 . 

on Income: I __~----~--~----------~------------__ 

I 	 . . 

8.4. 	 The state as&ures that it has made the following findings with respect to the cost 
sharing andlpayrhent aspects of its plan: (Section 2100(e» . 

. i 

I 
8..4.1. 	 0 Qost-shanng does not favor children from higher income families over 

I . • . 

lqwer income families. (Section 2103(e)(I)(8» I . 

8.4.2. 	 0 No cost-sharing applies to well-baby and well-child care, including age- . 
I •• •• 	 ' 

appropnate mmlUOlzatlons. (Section 210J(e)(2)~ 
I 	 ' 

8.4.3. 	 0 ~o child in a family with income less than 150% of the Federal Poverty 
Level will incur cost-sharing that is not penriitted under 1916(b)(1). , 

. 8.4.4. 0 	 No Federal funds will be used toward state'matching requirements . 
(section 2105(c:)(4» 

\ . 

8.4.5. 	 0 No premiums or cost-sharing will be used toward state matching'
J • 	 '. 

reqUirements. 	 (Section 2105(c:)(~) 
J 	 • 

8.4.6. 	 0 No funds under this title will be used for coverage if a private insurer 
~ould have been obligated to provide such .assistance except for a 
p~ovisioR limiting this obligation because the child is eligible under the 
this title. 
I 

. 	 . I 
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, I 

, I 

(SectioD 2105(c)(6)(A» 	 i , 

I. 
8.4.7, 0', incom~ and, resource standards artd methodologies for determining 

Medicaid eligibility are not more restrictive than those applied as of June 
1, 1997. (SectioD2105(d)(1)) 

8.4.8. 0: No funds provided under this title or coverage funded by this title will 
. include coverage of abortion except if necessary to save the life of the 
tnother or if the pregnancy is the result ofan act of rape or incest. . 
(SectioD 2105)(c)(7)(B» , •... : 

; 	 , , \' 

8.4.9. 0; No funds provided 'under this titiewill be used to pay for any abortion 
. or to assist in the purchase, in whole or in part, for coverage that 

includes abortion (except as described above). (Section 2105)(c)(7)(A)) 
I 	 , 
!' 	 , . 

8.5, 	 Describe hbw the state will ensure that the annual aggregate cost-sharing for a family 
does not exceed 5 percent ofsuch faJ1"ljly's ar-:'_;al incoine-for the year involved:' (SectioD 

210J(e)(J)(B» i ' 

I' 

I 	 I ' , 

. 8.6. 	 The state aissur~s that,'With respect. to pre-e~sting medic~ conditions, one of the 
following t~o statements applies to ~ts plan: 

I . ,, 	 , 

8.6.1. 	 0 ; The state shall not permit the imposition ofany pre-existing medical 
Condition exclusion for covered services (Section 2i02(b)(1)(B)(h); OR 
, 	 , 

8.6.2. 0 1' The state contracts with a group health plan or group health insurance 
. I 

i 	 ~overage, or contracts with a group health 'plan to proVide family 
coverage under a waiver (see Section 6.3.~. of the template). Pre
~xisting medical conditions are permitted 'to the extent allowed by
HIPAAlERISA (Section 2109(a)(I),(2», 'Plea~e describe: ' 

I 

I 

I 
I 
I 

I 
J' 

I 

i 
I 
I 

I' 
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. Section 9. Strategic Obj~ctiv~ and Performance Goals for tbe Plan ~dministration (Section 2107) 
, 

I 

9.1. 	 . Describe sttateg~c objectives for inc~easing the extent ofcr~ditable health coverage 
among targ~ted low-income children and other low-income children: (Section 2107(a)(2» 

. . I 	 . . 

, 
9.2. SpecifY oneior more performance goals for each strategic objective identified: (Section 

2107(a)(3» i' I . 	 ." . '. I 

. \, . 	 , , ..!
, 

9.3'. 	 Describe how penormance under the plan will be measured through 
objective, mdependently verifiable means and compared against performanc'e goals in . 
order to det¢rmine the state's performance, taking into account suggested performance' 
indicators a~ spe9ified below or other indicators the state d~velops: 
(Section 2107(a)(4)(A),(B» 

. , , 	 , .. . 
I 	 , . . 

. Check the applicable suggested performance measurements listed below that the state 
.plans to usef (Sedton 2107(a)(4» . ' . 

9.3.1. I . The increase in the percentage ofMedica.id.,~li8ible children enrolled in 
I 	 Medicaid. . 

, . 

9.3.2. 	 0 The reduction in the percentage ofuninsured children. 
.,I 	 . ' 

9.3.3. 	 0 . Tpe increase in the percentage ofchildren w;ith a usual source ofcare.. 

'9.3.4. 0 	 The extent to which outcome measures show progress .on one or 'more 
ofthe health problems identified by the state. 

9.3.5. 	 0 HEDIS Measurement Set relevant to children and adolescents younger ., 	 ' 

than 19. 
, . 

9.3.6. 	 0 . Other child appropriate measurement set. List or describe the set used. 
I . 	 . . ' 

9.3.7. 	 If,not utilizing the entire HEDIS Measurement Set, specifY which 

nieasures will be collected: such as: : '. 


I 	 , 
,9:3.7.1. 0 . 	Immunizations , ., 

; 

9:3.7.2. 0 	 Well child care , 

9!3.7.3. 0 	 Adolescent well visits 

9h:7.4.0 	 Satisfaction with care 

9h.7.5. OMental health 
I 

I 9:3.7.6. 0 Dental care 

! 


r 
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• I 

9.3.7.7. 	 D ,Other, pl~se list:'-'-'_______ 
, 

9.3.8. 	 Performance measures for special targeted populations. 

I' 
I 	

' 
9.4. 	 Th~ stat~ assures it win collect all data, maintain r~cords and'furnish reports to 

the iSec:retary at the times and in the standardized format that the Secretary 
requires) (Section 2107(bXl» . ~ 
!' . 


I , .' 

i 	 ' 

'9.5. D 	 The stat~ assures it will comply with the annual assessment and evaluation 
reqviredlunder ~eciion 10.1. and 10.2. (See Section 10) Briefly descri~e the 
stat~'s plan for these annual assessments and repof1,:s. (Section 1l07(bX2» 

9.6. 	 The' state assures it will provide the Secretary with, access to any records or 
infohnation relating to the plan for purposes of review of audit. (Section 
2107~)(3» 	 . I . 

, ! : 	 . , . I . 

9.7. 	 The! stat~ assur~s that, in de~eloping performance ~easures, 'it win modify th~se 
me~sures to meet national requirements when such' requirements are developed. 

I, 
I 

1· 
\ 

":. 

. i 
I 
\ 

. 	 ~ . . 

i 

, I 

i 
. I 

I , 

! . 


I 	 ! 
, I 
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I 

I 

I 	 , 

" 	 ' .,', 
9.8. 	 The ~tate assures, 'to t~e extent they apply, that the followingpro~sions of the Sociat'Securit}r 

Act will apply un~er Title XXI, to the same extent they apply to a state under Title XIX: 
(Section 2107(e» : : 

'I 

, 9.8.1. D i 	 : Section 1902(a)(4)(C) (relating to conflic(ofinterest standards) 
I 	 I' ' 
, 	 1 

9.8.2.0 I Paragraphs (2), (16) and (17) of Section 1903(i) (relating to limitations 
<:>n payment) 

9.8.3.0 i ~ection 1903(w) (relating to limitations on: provider donations ~d 
1 ~axes)' 

9.8.4. 0 i, 	 ~ection IllS (relating to waiver authority), 

9.8.5.0 ! Section' 1116 (relating to administrative an9 judicial review). but only 
~sofar as consisten~ with Title xXI ' I 

9.8.6.0 	 'Section 1124 (relating to ~: ~ dosure ofownership and related i 	 _ 
1 , 	 , 

infonnation) 	 ;, 
I 

9.8.7.0: 	 Section 1126 (relating to' disclosure ofinfonnation about certain 
1 	 • 

~onvicted individuais) 	 , 
. I . 	 I 

9~8.8. 0	 Section 1128A (relating to civil monetary·penalties) 
'1 

,I , 	 . ' i ' 

9.8.9.0 	 Section'1128B(d) (relating to criminal pen~.1ties for certain additional 
charges) I 

9.8.10.0 ;' 	 ~ection 1132 (relating to periods within which claims must be filed) 

I 	 ' 
9.9. 	 Describe th:e prqcess used by the state to accomplish invol~ement ofthe public, in the 

desisn and ~mplementation of the plan and the me~hod for insuring ongoing public 
involvement. (section 2107«(:)) , , 

, 
i i 	 . 

9.10. 	 Provide a budget for this program. Include details on the planned use of funds and 
'. sources of the nbn-Federal share of plan expenditures. (Sectton 2107(d» 

!.! " 	 .. ,I . ", 	 ' , 

A financial fonn! for the budget is being developed, with in:put from aJ,1 interested 
parties, for [states to utilize. ' ': 

• I 

'I 
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Sr;cti·-n 10. Annual R~pol1s and Evaluations (Section 21(8) . 
l 

'10.1. 	 Annual Report~.. The state assures' that it will assess the operation of the state plan 
under this Title in each fiscal year, including: (Section 2108(~)(1),(2»
I;·' 	 I 

1 0 .1. 1. 0 The progress made in reducing the number ofuncov~red low-
I 

income children and report to the Secretary by January 1 
following the end of the fiscal year on the result of the . 
assessment,?Jld .... : 

10.1.2. 0 'Report to the Secretary, January 1 following the end ofthe fiscal 
I' , year, on the'resuit of the assessment.. ,I 	 . I 

- ,, 
, 
I, 

. I 

i 

i 
i.. 

I : , 

. , 
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Below is a chart listing th~ typ~s ofinfonnation that the state's annual report might include. 
Submission of such information will allow comparisons to be made between states and on a 
nationwide basis. " ; 

, 
I 

Attributes of Population Number of Children with Number ofChildren without 'TOTAL
Creditable Coverage Creditable Coverage i 
XIX ' OTHER CillP ' I 

I I 

Income Level: 
, 

! : .. ~ . .; 
I 

< 100% I I ,
I 

I 
< 133% I 

i 
, I 

, . , , 
i, 

< 185% I I 
, 

!<200% ; 
I 

, 
>200% 

, 
I: 

Age i I 
I 

I , 
, 

I0- 1 I I 
I I 

I 
I1 - 5 , i II 

6 - 12 , , , 
I . 

13 - 18 I I 
I : 
I I 

Race and Ethnicity 
I 
I I 

I 

! i 
American"Indian or Alaskan I , . 

I I 

Native \ 
I, 

, 
iAsian or Pacific Islander , , 

I 

Black, not of Hispanic origin, I I 

\ 
I 

Hispanic I 
, 

I I 

I 
1 

I
White, not of Hispanic origin 

! , 
Location I 

I 
I I 

" 

MSA I , 
: ! 
I I I 

Non-MSA I " 

I I 
" 
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I 

, I 
I' 	 , 

10.2.0 	 St,te Eraluations. The state assures that by Mar9h 31,2000 it will submit to 
! 

,the Secretary an evaluation of each of the items d*scribedand listed below: ' 
(Section 2108(b)(A)-(H» I ' 

, , 
I 

,10.2: 1.' q, 	 An assessm~nt ofthe effectiveness of the ~ate plan in increasing the' 
number ofchildren with creditable health toverage. 

10.2.2. 	 A description and analysis 'of the effectiveness of elements of the state , 
plan, including: " ' 

I I 

10.2.2.1i. 0 'The characteristics of the children and'families assisted under the' 
state plan including age of the children, family income, and the 

I ' 
assisted child's access to or coverage by other health insurance 
prior to the state plan,and after eligibility for the state plan ends; 

I 
10.2.2.2~ 0 The quality of health coverage provided including the types of 

, benefits provided; 

10.2.2.3; 0 	 The amount and level (including paYment of part orall of any , 
premium) of assistance provided, by the state; 

The service area of the state plan; ; 

The time limits for coverage ofa c¥d under the state plan; 

, 
10.2.2.7.' 0 	 The sources of non-Federal funding used in the state plan. 

1 i 

I 	 , 

10.2.3.01 	 An assessment of the effectiveness of other: public and private programs 
in the state in increasing the availability ofaffordable quality individual, 
and family health insurance for children. ' 

'I '. i 
,1 

" 

" 
I 

i 

, I 
 I'! 	 t,, I 

, 	 ! I 
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I 

, . i 
10.2.4. 0, 	 A review and assessment of state activities to coordinate the plan under 

t this Title with other public and private programs providing health care b 
i' and health care financing, including Medicaid and maternal and child 

health services. 

10.2.5. 0: 	 An anaIysis ofchanges and trends in the state that affect the provision of 
! 

a~cessible, affordable, quality health insurance and health care to. 
, childr~n. .'.. " , . ' 

10.2.6. 	 Ai description of any plans the state has for improving the availability of 
I 

heaIth insurance and health care for children.I 	 ,. 
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