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. SUBTITLE J STATE- CHILDREN ’S HEALTH INSURANCE PROGRAWI o BN |
~ Chapter I-- STATE CHLLDREN ’S HEALTH ]N SURANCE PROGRAM |
Estabhshment of Program (Sec. 4901) | | o

‘ Prov151on

o The Soc1a1 Secunty Act is: amended to add'a new title: Title XXI - State Ch11dren s
~ Health Insurance Procram The prows:ons descrlbed below list the section numbers of the
new t1tIe XXI } . 3 » S

Purpose, State Chlld Health Plans (Sectlon 2101)
| Prowswn DR ]
. . ) ' :
o, A,The purpose is to enable States to initiate and expand child health ass1stance 10 umnsured
"~ low-income chlloren Assistance is provided primarily for obtaining health benefits

coverage through (1) mecting the requirements for child health coverage in section 2103

or (2) benefits under the State’s Medicaid plan, or a combination of both, In ordertobe. ',
. eligible for funds, States must submit to and obtain approval from the Secretary for a State
Child Health Plan that describes how the State intends to use the funds provnded under

. thxs title, Th!S program isa capped emtltlement for States.

Eﬁ'ectwe Date \
: o - No State is elmble for payments pnor to October 1, 1997

| GeneraE Contents of State Chlld Health Plan, Ehgxb:hty, Outreach (Sectxon 2102)

Prov151 on

o A State Chlld Health Plan must mc]ude general background on the extent chlldren _
" currently have coverage current State efforts to obtain coverage, how the plan will be -
. coordinated with other eﬁ'orts, proposed delivery methods and methods. to. assure quahty
-. and access to covered semces B C o : o

N
=

ol A State Chﬂd Health Plan must descnbe standards used to determme ehgxblllty for -

. targeted Iow-mcome children:” The standards must cover lower income children withina *
category of covered children before higher income chlldren and may-not deny ehglbﬂlty
based on a preexlstmo condition. It also must mclude a description of screening - ;
procedures to ensure that only targeted 1ow-mcome chﬂdren receive ass:stance \/Iedxcald ’
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- el1g1ble chrldren are enrolled in Medicaid; this asnstance does not substztute for group
coverage ehgtble Indlans receive a551stance and coordmatton wrth other programs

PR A State Chlld I—l!ealth Plan must descnbe outreach procedures to famrlres of eluldren hkely
- to be eligible for assistance under the plan or under other public or private coverage and |
- inform them of ava.tlabrhty of and assrst m enrollment in these programs

o - ’l‘he Plan must descnbe coordmatron of the State _program wrth other publxc and przvate .
' msurance programs L S , o '

Coverage Reqmrements for Cluldren s Health Insurance (Sectron 2103)

' Provxsron

- f o }Clnld Health A551stanee (other than Medrcatd) must oonsxst of any of the followmg

“S(l) Benchmark coverage Beneﬁt plans must be equtvalent to: the standard Blue Cross ’ 'i-:\ t
Blue Shield preferred provider option offered under FEHBP; a health benefits plan that is | .
-offered and generally available to State employees; and the HMO beneﬁt plan wrth the oy
largest commerdial enrollment in the State ' r - oo

) Benchmark-equtvalent coverage: The coveraee must mclude benef ts in the followmg -
categories of. basm services: inpatient and outpatient hospltal services; physicians’ surgical
-~ and medical servtces laboratory and x-ray services; and well-baby and well-child care, '
. including age-appropriate immunizations. The coverage must have an aggregate actuanal;;'
~ value that is at least ‘equivalent to one of the benchmark packages. The coverage also o
" must be at least 75 percent of the actuarial value of the benchmark packages for the *
‘ followmg addtttonal services: presenptron drugs mental health v131on and heanng

servtces o ;
. {

-3 Exrgtmg corrgprehenswe State-based coverage: Coveratze is deﬁned as a program that:. :

o provides a range of benefits; is administered by the State and receives State funds; is
offered in New York, Flonda or Pennsylvama and was oﬁ‘ered on the date of enactment ‘

of this title

(4) Secretag-aggi roved coverage: Any other coverage that the Socretary deterrmnes ';‘ Sy B
- provrdes approprtate coverage for targeted low-zncome chlldren DR S '

0. A State Child Health Plan must mclude a descrtptxon of cost-shanng and must be pursuant
' to a public schedule Cost-shanng only may be vaned in a manner that does not favor-
higher income children over lower-income children.- No cost-sharing is perrmtted forwell:
baby and well-chrld care, mcludmg ageﬂappropnate 1mmumzat;ons Cost-shannc for '

e
i
I
1
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children in families below 150 percent of poverty must be eonsxstent with Medicaid. Cost-
sharing for children at 150 percent of poverty and above must be based on an income-
related sliding scale and the annual aggregate for all chxldren ina famlly cannot exceed S

- percent of the famﬂy $ mcome :

0. The State ChlldiHealth Plan may not impose pre-exlstmg condltxon exclusxons for covered
benefits. States[that provide for benefits through a group health plan or group health
insurance coverage may permit pre-existing condition exclusions as allowed under the
applicable secnon of the Employee Retirement Income Security Act (ERISA) and the

" Health Insurance Portability and Accountability Act (HIPAA).

- Allotments (Section 2104) . . o L "\

H

Provision 1

o Total allotments' are: $4.275 billion for fiscal years 1998 2001 $3.15 billion for fiscal
‘ years 2002 - 2004 $4.05 billion for fiscal years 2005 ~2006; and $5 billion for fiscal year

2007 For each lﬁscal year, the a]]otment wxll be reduced by 25 _percent for the territories,

o  Infiscal years 1998 - 2000, each State with an approved Chlld Health Plan will receive an
allotment based on the State’s proportion of the total number of low-income, uninsured
children (multxphed by a geographic cost factor). For FY 2001, States receive their

" allotment based on ‘their proportion of a blended number of children in the nation, adjusted

by a geographic | cost factor. :

The number of children is equal to the sum of two factors: 1) 75 percent of the number of
low-income, uninsured children in the State and 2) 25 percent of the number of low-
income children in the State. For each succeeding year, States receive their allotment
based on their proportxon of a blended number of children in the nation, adjusted by a -
~ geographic cost factor The number of children is equal 10 the sum of 75 percent of the
number of loqucome unindured children in the State and 25 percent of the number of ’
~ low-income ch11dren in the State. The geographic cost factor is based on annual wages in
the health care 1ndustry The number of children is calcuIated from the three most recent

Census Popuiatmn Survey data sets.

l

o ’The' amount of 2| State s allotment will be reduced by the State’s expenditures on

presumptive eligibility and the expenditures for targeted Jow-income chﬂdren under
Medicaid. | :
! . .
o Each State will receive a minimur floor of $2 million. Amounts allotted to 2 State will be

available for 3 ye!ars. Any unused amounts after 3 years will be redistributed to States that
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have fully spent thetr allotments

Lo The terntones shall receive 25 percent of the total yearly allotments to be dmded arnong
~Puerto R1co Guam the Vlrgtn Islands A.mertcan Samoa and the Northern Manana
. Isla.nds in the chllowmo manner: oo . o
. | N
s Puerto Rico receives 91 6 percent
- »Guam receives 3.5 percent
- = Virgin|Islands receives 2.6 percent T
_ - American Samoa receives 1.2 percerit, and c
.. «the No}rthem Mariana Islands receives 1.1 percent

- ?aymenttoStates (Section 2105) .

.~ Provision -

0 - The Secretary mll make payments to States w:th approved Child Health PIans for child
: * health assistance for targeted low-income children that meet the coverage requirements in "
Section 2103 aﬁer reducing for expendttures for presumpttve eltetbthty and for targeted.-
* -low-income chrldren under Medicaid. No more than 10 percent of a State’s payment may -
be used for the total costs of ‘other child health assistance for targeted low—-lncome

|
children; health semces 1mt1at1ves outreach and adtmmstranve costs

"o . The enhanced Federal medlcal as51stance percentaoe (FMAP) for Chlld hea]th assistance
' " provided under this title is equal to the current FMAP incréased by 30 percent of the
difference, between 100 and the current FMAP, The enhanced FMAP may not exceed 85
© .. percent. Federal funds, premiums, other cost- -sharing, prowder taxes and d0nattons
~cannot be used for the State matchmg reqmrements o -

L0 ;The Secretary may waive the 10 percent limitation for coverage that she deems isa cost
/eﬁ'ecttve altematxve and is"provided through 330 community health centers or :
: dtspropomonate share hospitals.  The Secretary also may allow payment to a State for the -
- purchase of famlly coverage under a group health plan if the State establishes to her
, sansfactlon that it is cost«eﬁ‘ecttve and it would not subsntute for ex;stmg coverage

o0+ No payments can be rnade for expendltures that would have been made under pnvate
' _coverace or under any federally operated/ﬁnanced program other than an H—IS prooram

o0 Payments also cannot be used t0. pay for abortion o to assist in the purchase in whole or

~ in part, of health,beneﬁt coverage that includes abortion: Exceptions are provided for. :
- abomons that are necessary to save the life of the rnother or tf the pregnancy is the result

e
. +
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~ of an act of’ rape or incest. This is not to be construed as preventing a State locallty or
private person or pnvate funds from purchasmg coverage that includes abortion.
|
o = States will not receive any payments for chlld health assistance lf they adopt income and
resource standards and methodologies for Medicaid that are more restncnve that those in
effect on June I, 1997. A State’s allotment will be reduced by the amount by which the
total of the State children’s health insurance expendxtures in the preceding year is less than
such expenditures in 1996, State children’s health insurance expenditures are defined as
. the State share ledel’ this title, the State share under Medicaid, attributable to an enhanced
FMAP-and State expenditures for the exxstmg comprehensive State-based programs in
: New York Flona or Pennsylvama .

+

\

Process for Submlssxon, Approval and Amendment of State Child Health Plans (Sectlon

2106) o : . ‘

0 In order to receive funds under this title, a State must submit and obtain approval of its
Child Heaith Plan from the Secretary. No funds are available prior to October 1, 1997, A
State may submit an amendment to its Child Health Plan at any time. Any arnendment that
restricts or eliminates eligibility may not take effect unless the State certifies that it has
provided prior pub ic notice of the change and will not be effective for longer than 60 days
unless it has been transmitted to the Secretary during the 60 day period. Other types of
amendments will ot remain in effect after the fiscal year (or, if later, the end of a 90 day
period) unless the amendment has been transmltted to the Secretary ) ‘

o A State Child Health Plan or plan : amendment is deemed approved unless the Secretary g

' notifies the State in writing within 90 days after receiving the plan or amendment that it is
disapproved or that additional information is needed. The Secretary must provide a
reasonable period for correction in the case of a disapproval,

| o ‘

o States must.conduct the program in accordance with the approved plan and plan
amendments. The Secretary must establish a process for enforcing the requirements under
this title, mc]udmg withholding of funds in the case of substantial noncompliance. The
Secretary must prov1de a reasonable penod of correcnon before taking financial sanctions.

v

Strategic Objectives apd Performance Goals; Plan Admmlstratlon (Section 2107)
o A State Child Health Plan must include a description of strategic objectives, performance
goals and performance measures for providing child health assistance to targeted low-
- income children and for maximizing health benefits coverage for other low-income
children and chxldren generally ini the State. The Plan must describe how performance
. measures will be assessed through objectlve mdependently verlﬁable means and compared

agamst performance goals .
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.0 A State Chrld Health Plan must mclude an assurance that the State will collect data,
' maintain records and.furnish reports to the Secretary at the times and in the standardized
format that the Secretary requires. It also must describe the State’s plan for annual
 assessments, reports and evaluatxons and assure the Sccretary access to records for audit
purposes i : :
o AState Child Health Plan must mclude a descnptlon of 1ts process to mvolve Ihe pubhc in
~ ' the designand 1mplementatlon of the plan as wel] as ongomg involvement and. 1ts budget

o  Medicaid provxsxons relatmg to conﬂxct of i mterest limitations on payment and hrmts on
‘ prov1der taxes and donations apply 1o this title. In addmon ‘a number of fraud and abuse :
provxsaons of t1t1e XTI apply to thls title, : o
. o I ! : , o

Annual Reports; Evél?ua‘tinns (Section 2108) o B IR
. ‘Provision ; S j , ' ' ‘ i

o The State must assess the operatxon of the State plan mcludlng progress made in reducmg '»

- the number of uncovered, low-mcome chlldren and report annually to the Secretarv by o

Ianuary 1.

"o By March 31, 2000 each. State with an approved State Child Hea]th Plan must subrmt to

. the Secretary an evaluation addressing: the State’s effectiveness in increasing the number
of children with credrtable coverage; the effectiveness of other elements of the State’s pla.n
including charactenstlcs of children served, quality, amount and leve! of assistance, service -

' area; time lumts  coverage and other sources of non-Federal funding; the effectiveness of
other public and|private programs in increasing the availability of affordable quality o
coverage; the State’s coordination between other public and private programs for children;
an analysis of the changes and trends that affect affordable, accessible coverage for. ‘
children; the State’s plans for improving the avaxlabxhty of children’s coverage; -
, recommendanonlt fori unprovmg the State’s program; and other matters the State and .

Secretary deem appropnate

, 0 . . The Secretary must subrmt a report to Congress by December 31 2001 based on the State , |
evaluanons l o .

. - i 3 ) -
Miscel!aneous Provusans (Section 2109)
Provision . . R o -4‘1

o Coverage other than Medicaid' w111 be consxdered credxtable coverage for purposes of
HIPAA. ERISA will not be aﬂ‘ected by this trtle o : .
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Definitions (Section 211 10)
 Provision : E
o The following terms are defined: child health assistance; targeted low-income child; child;
creditable health coverage; group health plan; health insurance coverage; low-income;

poverty line; preexisting condition excluston; State Ch]!d Health Plan and uncovered
child. ; ‘ :

-0 The term “targeted low income child” means a child who: meets the eligibility standards

set by the State; resides in a family with income below the greater of the following: 200

- percent of poverty or, if the Medicaid eligibility limit is higher, SO percentage points above
the Medicaid ehglbﬂlty limit; and is not eligible for Medicaid or private coverage.
Children excluded are those who; are inmates of public institutions; patients in an
Institution for Mental Disease (IMD); and children whose families are eligible for the State

~ employee beneﬁts plan The term may include children covered under a health insurance )
coverage prcgram in operation since 73‘ 1/97 that is offered by the State and receives no

“Federal funds. - '
Chapter 2 — EXPANi)ED covERAciE OF CHILDREN UNDER MEDICAID

Optional Use of State Ch!ld Health Assistance Funds for Enhanced Medlcald Match for
Expanded Medicaid Ellglbxhty (Sectmn 4911) o

. l

Provision ' i

o States may elect to use child health assistance funds to expand Medicaid eligibility. In
. order to recexve'funds to expand Medicaid eligibility, States must meet two conditions: (1)
they must mamtam their Medicaid eligibility at levels that are not more restrictive that.
those applied as| of June 1, 1997; and (2) they must provide for reporting of information
about expendxtures relatmg to presumptive eligibility and to child health assistance
provided to opt.xonai targeted low-income children” under the expanded Medicaid

program, : 1

o- . States that elect to the use the child health assistance funds to expand. Medlcaxd ehﬂlblhty
. and meet the two conditions'described above will be eligible to receive an enhanced ',
Medicaid match ffor “opuonal targeted low-income children.” The enhanced Medicaid
match is the State s current FMAP mcreased by 30 percent of the difference between 100

and the current FMAP ,

0. The enhanced Medlcald match will app]y to expend1tures for ‘optional targeted low- *
income chnldren They are defined as targeted low-income children who would not
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© qualify for Medzcaxd based on the plan that was in effect on Apnl IS, 1997, It does not
apply to expendxtures for children below poverty bom after 9/30/83 as they age onto -
Medicaid under current law. The amount of expenditures cannot exceed a State’s L
allotment for the year reduced by any expenditures for chtld health assistance paid to the
State under theig arant program S

-
}

‘ 'Effecnve Date

o Items and semces furmshed aﬁcr October 1, 1997.

Medicéid Presumptivie Eligibility for Low-Income Children (~Seéti6n 4912) '

i
Provision f
S

! M ' . B o
o States are permitted under their Medicaid program to make medical assistance available to
children under 19 during a presumptive eligibility period. The period begins with a date
that a qualified entity determines, using preliminary information, that the family income
. does not exceed the income eligibility level; and the period ends with the earlier of an
eligibility determination or if an application for eligibility has not been filed on the last day
of the month fqlilowmg, the month the entity makes the preliminary determxnanon .

-0 ‘The term a “qualified entity” means an ellglble provider under Medicaid or any entity that
is authorized to determine eligibility for the Head Start program, the Child Care and
Development Block Grant Act, or WIC. The Secretary may issue regulations further
hrmtmg quahﬁed entities.

0 A quahﬁed entxty must notify the State agency of the determination within 5 workmg days
and inform the parent or custodlan of the child that an apphcanon 1s required to be filed by

. the end of the followmg month.

l
i-

Eﬁ'ective Date R |

0 On enactment. |

A Contmuatlon of Med:cand Ehgnbnlnty for stabled Chl[dren Who Lose SSI Benefi ts (Section .
4913) | o ‘ , -

Prowsxon | .
0 States must contmue Medlcald e mbxhty for disabled chﬂdren who would have lost SSI .
*_ benefits because of the change in the definition of childhood disability under the Personal

'
H

!

__
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Respons:b:hty and Work Opportumty Act of 1996,

| Eﬂ'ectlve Date ,
- |
o lulyl, 1997 |

Chapter 3 — DIABETES GRANT PROGRAMS
S.pecial Diabetes Proémms for those with Type I Diabetes (Section 4921) : o ‘ .
Prow)ision . ; |

o The Secretary shall provide --directly or through grants-- for research into the prevention
~ and cure of Type I diabetes. Grants will be made available to children’s hospitals,
grantees under section 330 of the Public Health Service Act, and other Federally qualified
health centers (FQHC:s), State and local health departments and- other public or non-profit
private entities. | For each of fiscal years 1998 - 2002, $30 million is transferred from title
XXI for grants under this section. .

Specnal Diabetes Programs for Ind:ans (Sectxon 4922)

I

I

. T

- Provxslon }

o The Secretary must make grants for the prevention and treatment of diebetes (for
‘individuals of ail ages) for services provided through the Indian Health Service (IHS),
through an Indlan health program operated by a tribe or tribal organization funded by IHS,

. or through an urban Indian health program funded by IHS. For each of fiscal years 1998 -
2002, $30 mllhon must be transferred from title XXI for grants under this section.

Report on. Dlabetes Grant Programs (Section 4923)
Provision. |
o The Secretary must conduct an evaluanon of the diabetes grant programs in sections 492]

~ and 4922 and subxmt an interim report to Congress by January 1, 2000 and a final report
by January 1, 2002 :

- TOTAL P.18

%
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MEMORANDUM
|

To:- Chris Iemﬁngs .

b
Fr: Marina L. Weiss
i

|
Re: . Californina Children’s Health Plan

‘| -
FYI - Governor Wilson released his state plan yesterday.
;,
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According to the March 1996 Current Population Survey (CPS), roughly 1.6 million California
- children - 17 percent of children ages 17 and under - have no health insurance.  One in four
California children (2.3 million) rely on Medi-Cal for insurance coverage, while just over half of
the state’s children (53 percent) have employment-based coverage through a parent.

Most uninsured California children come from low-income families, with nearly 75 percent of
uninsured children (1.2 nulhon) living in families with incomes below 200 percent of the federal
poverty level (FPL). Children whose families earn incomes between 100-200 percent of the FPL
- an estimated 580,000 children - are among the most vulnerable of populations. Their families
make too much money to generally qualify for free Medi-Cal, are employed in working class
jobs that typically do not o:ffer insurance, and cannot afford private health insurance. In short,
affordability remains a major barrier to obtaining coverage.

Notwithstanding the generally good health of children, health insurance coverage is 1mportant to
ensure that they receive the well-child examinations that are necessary to promote good health -

~ and nutrition, and to add:c§s potential health problems early.

- Lack of insurance coverage for children results in reduced access to medical services, resulting in

restricted access to primary and prevenmve care and increased reliance on emergency rooms and R

hospitals for treatment !

i



Children’s health coverage expansion strategxes should be designed and implemented with
the goal of improving the health status of uninsured, low—mcome children.

- Uninsured children below age 19 w1th family incomes below 200 percent of the federal
poverty level should be the top priority for expandmg health care coverage.

Programs must be structured to maximize the number of children covered; using existing,
costly entitlement prograns, such as Medi-Cal, to expand health care access to uninsured
Californians limits the'state’s ability to serve the total eligible child population within
available state resourcés.

Private sector-based solutlons offer California affordable, accessible, high quahty solutions to
meet children’s health care needs while promoting consumer choxce

Children’s health covei:age expansions should be implemented as quickly as possible in order -
to ensure the expeditio'us enrollment of currently uninsured, low-income children.

Parental responmbxhty for child health and well-being should be supported and encouraged to
, promote clnld enrollment in and unllzanon of avaﬂable programs and services. -

Famzhes of enrolled clnldren should share in the cost of their health care in order to make
individuals sensitive to the cost of health care decisions, to promote personal responsibility
“and to help finance the'program. Family contributions should be based on ability to pay and
should be structured so as not to discourage appropriate use of primary and preventive care.

Health care coverage is not an individual entitlement.

Protections should be established to guard against a shift of privately insured individuals or
employers to drop privgte coverage to receive publicly-sponsored benefits. .



i
CALIFORNIA CHILDREN’S HEALTH PLAN (CCHP)
HIGHLIGHTS

CHILD FOCUSED COMPREHENSIVE BENEFIT PACKAGE - the propdsed
benefit package contains all the health, dental and vision care benefits necessary for a
child to attend school healthy and ready to learn.

CHOICE - famlhes will have a choice of health plans and be able to select the plan-
-which best meets the needs of their children.

- POOLED PURCHASING PO’WER the pooled pu:chasmg of coverage for the
large number of children to be served will provide the state with marketplace clout to
negotiate favorable rates and improvements in health plan performance/quality.

MODELED AFTER SUCCESSFUL EXISTING CALIFORNIA
PURCHASING COOPERATIVES - program model will be similar to successful
employer sponsored purchasing cooperatives currently operating in California such
as: the California Public Employees Retirement System (Cal PERS), the Health
Insurance Plan of California (HIPC) and the Pacific Business Group on Health

(PBGH). ;

" BRIDGE TO EMPLOYER SPONSORED COVERAGE - the program will
provide transition coverage for families moving off of welfare programs (TANF and
Medi-Cal) to employer sponsored health coverage. Benefit and copayment levels will

be set at levels to help families make the transition from the full service no cost
Medi-Cal program to the cost shanng levels commonly found in the employer based
market. ,

AVOIDANCE OF WELFARE PROGRAM STIGMA - participation in the
program will be similar to the purchase of private coverage; a simple mail-in
application process ‘will be used with annual reevaluation of a family’s eligibility.

FAMILY PARTICIPATION IN THE COST OF COVERAGE - families will
participate in the cost of coverage through nominal premiums and copayments.
Family cost sharing makes families sensitive to the cost of health care decisions,
promotes family respon51b111ty, and helps to finance the program. '

STATEWIDE A.ND COMMUNITY BASED OUTREACH- a statewide outreach
effort will inform parents about both Medi-Cal and the new program. In a focused
_effort to reach all eligible parents, a statewide media campaign and targeted
multicultural linguistically appropriate local campaigns will be used.



SIGNIFICANT NUMBERS OF CHILDREN COULD BE ENROLLED IN
A SHORT TIME FRAME. The first child could be enrolled in the program
within nine months of enactment of the authorizing legislation

FLEX[BILITY the program benefits, eligibility, and rules of pammpaucn can be
designed to respond to the Cahforma market.

PRIVATE SECTOR EMPHASIS - The Managed Risk Medical Insurance Board -
(MRMIB) will provide policy oversight to the program, while all operational

" - activities will be pe'rformed by the private sector.

NO NEW ENTITLEMENT TO SERVICES IS CREATED - the program is
authorized to operate with a fixed appropriation.

!
ABILITY TO OBERATE WITHIN A FIXED BUDGET - the program
benefits, eligibility, and rules of participation can be tailored to the available level of
funding. If demand exceeds available funds, a waiting list of interested families can
be maintained. The program design can be easily altered as funding levels change.

STREAMLINING, MEDI-CAL TO SMOOTH THE TRANSITION TO
THE NEW PROGRAM - three changes to Medi-Cal will smooth the transition
| between the two programs . : : :

e one month contmued e11g1b111ty” for those Medx-Cal enrollees who lose
eligibility for no!cost Medi-Cal due to increases in family income. This will
provide famlhewmth a grace period so that they will have time to apply and
enroll in the new program to ensure continuity of care.

e a‘“‘resources dxsregard” in the Medi-Cal program for children concurrent with the
xmplementamon of the new program. This will assure that all families with
incomes below 200% FPL have access to coverage for their children.

e accelerated coverage in Medi-Cal of all children under 19 below 100% FPL. This
will assure that the children not currently served in Medi-Cal will not fall through
the cracks between the new program and Medi-Cal.

|
|
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CALIFORNIA CHILDREN’S HEALTH PLAN (CCHP)
| The CCHP Program Description

General Approach i |

ﬁ
Coverage of children wﬂl be provided through subsxchzed private msm-ance policies.
Families will be encouraged to take advantage of employer sponsored coverage when itis -
available. The type of c coverage prowded will be similar to that currently offered through
employer sponsored plans

The CCHP program wﬂl be built around the concepts used successfully by organized A
purchasers such as the California Public Employees Retirement System (Cal PERS) and the - -
Health Insurance Plan of California (HIPC) - price competition between health plans, family
choice of health plans, performance based contracts with health plans, and reliance on

existing private sector ﬁnancing and delivery systems.

The approach’s pnmaryi strengths are its flexible program design, ability to operate within a
fixed funding level, and the use of pooled purchasing techmques to achieve cost savings.

Delivery Sysfem

Two approaches will be used to provxde coverage to children in low i income famlhes
enrollment of children in a purchasing pool through which families could select a health plan
for their children, or provision of an Insurance Purchasing Credit to families to assist them in -
paying for the costs of employer based dependent coverage. Both approaches will be
administered under the dversaght of the Managed Risk Medical Insurance Board (MRMIB) to
provide ease of apphcatmn for families..

The purchasmg pool: For the majom‘y of eligible families, MRMIB will offer access to
health plans via a SIleIdlZCd consumer choice purchasing program. In the purchasing
program, many of the same health plans and networks available to the employer market will
be used. This will prowde for broad access to health care providers.

MRMIB will be authonzed to contract with licensed health plans and health insurers, Local
Initiatives approved by the Department of Health Services to provide service to Medi-Cal
beneficiaries, County Orgamzed Health Systems (COHS), and federal Health Insuring
Organization demonsuahon projéects (i.e., Santa Barbara’s COHS).

To assure that health care providers currently serving low income families are given the
opportunity to participate in the program, contractual language will be adopted to provide an
incentive for health plans to include in their networks those providers practicing in safety net
fac1ht1es such as licensed: community clinics or county facxhhes

\
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Families will select a health plan for thexr child from several plans offered in their -
communities. ;

Insurance Purchasing Credit For Families With Access To Employer Sponsored
- Coverage: Those families with access to employer sponsored coverage will be given an
Insurance Purchasing Crecht to subsidize the cost of the dependent portion of the coverage .
available through their employer’s health plan. It is estimated that 15% of uninsured children
reside in families where employer sponsored dependent coverage is available. The use of
existing employer based plans is likely to be popular with families, employers, policy makers
* and health plans because it builds on the group coverage model and enables the child to
enroll in the same health plan as the parents. ,

Insurance Purchasmg Credlts w111 have a value relative to the cost of enrollmg the child in the
purchasing pool. Fanuhes will be notified by the program administrator of their eligibility
for an Insurance Purchasing Credit and its value. To the extent possible, transactions related
to the Insurance Purchasing Credit will be automated to eliminate the administrative cost and
complexity of a paper based system. The same simple mail-in application form will be used
for the purchasing pool and Insurance Purchasing Credit programs.

|

. Governance ‘

The Managed Risk Medxcal Insurance Board (MRMIB) will be the state entity that .
-administers the CCHP program. MRMIB is comprised of five volunteer members, three
appointed by the Govemor one by the Assembly and one by the Senate.

The mission of MRMIB is to improve and increase the affordability and availability of
“quality health care coverage for Californians.

| MRMIB has a proven track record of being able to start up and administer new and creative
health benefits programs effectively and efficiently. MRMIB currently administers three
health benefits programs

e the Major Risk Med1cal Insurance Program (MRM]P) serves persons unable to obtain
‘private health coverage due to pre-existing medical conditions,

o the Access For Infants and Mothers (AIM) program provides prenatal and infant care to
low income pregnant women and their children, and

o the Health Insurance Plan of California (HIPC) provides a health care purchasmg
cooperative for small businesses.

. Benefit Package

The design of the CCHP benefit package should be driven by the health care needs of
children, with emphasis on those health care benefits necessary for children to be able to ,
attend school healthy ax;zd ready to learn; able to read the chalkboard; and to hear the teacher.

'
I
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The CCHP benefit package will meet the requirements of the new federal law and will
generally mirror benefits currently provided to working families through entities such as Cal
PERS and the HIPC. These packages are very similar, have been accepted by the employer

~community, and are comprehensive in scope. They include coverage for medically necessary
hospitalization, physwmn services, diagnostic and x-ray, prescnptlon drugs, durable medical
equipment, ambulance ‘emergency care, home health services, hospice, and blood products.
Further, mental health and substance abuse services, occupational, physical and speech ‘
therapy, and skilled nu:smg care will be provided, though with some limitations. In addition,
dental benefits will cover services appropriate to good oral hygiene and health, including
preventive and chagnosnc services such as teeth cleaning, x-ray, topical fluoride treatments,
space maintainers, and sealants and restorative services such as fillings, crowns and bridges.
Vision related ccverage offering annual exams and eyeglasses w111 be prov1ded

Family Cost Sharing Requlrements C0n51stent with the principle of personal
responsibility, families ehmble for the CCHP program will pay a monthly premium and
nominal copayments for services. Premiums will be based on a sliding scale with the lower -
income families paying less than those of higher income. If premiums are established at 2%
of a family’s annual income, a family of four earning 101% of the fpl ($16,210) would pay
$27.00 per month in prémiums and a family of four earning 200% of the fpl ($32,100) would
pay $53.50 per month iﬁ premiums. The average premium payment is estimated to be $8 per
child per month. CCHP program copayments of $5 per office visit and $5 per prescnptlon :
for health benefits parallel those charged by most employer health plans. No copayments -
will be charged for inpatient care or for preventive services such as well child visits, health
screenings, and immunizations.

i

l
Premium and copayments add value to the program deSIgn because they involve families in

managing their health care resources and emphasize personal responsibility. Further, the
inclusion of premiums and copayments in the program design reinforces the similarity of this
approach to the coverage provided through employer based coverage as opposed to that
provided through the Medi-Cal program. This distinction addresses subscriber concerns
regarding the stigma of bemg on a “welfare based” program. The use of copayments will
help control mappropnate utilization and should result in better negotiated rates from health
plans. R V :
l
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5. Eligibility Process

To qualify for participation, families will be required to meet basic eligibility requirements,

suchas: = - | '

e Family income eqﬁal to or below 200% of the federal poverty level,

e Not eligible for noicost Medi-Cal or Medicare coverage, and

s Not covered by a private or employer sponsored insurance policy at the time of
apphcanon or for the prior six months.

The CCHP program W;II be privately administered under the oversight of MRMIB. A mail-
in process as used in the HIPC, AIM and MRMIP will be used. It is anticipated that no more
than a 10 working day\time frame for eligibility determination will be required. :

The application will bcie designed to verify the income eligibility of families and to screen
them for access to employer sponsored coverage. As is done in the AIM program, income
eligibility would be verified using copies of last year’s federal income tax forms, or current
year wage stubs. A random sample of applications would be audited using the Income
Eligibility Venﬁcaﬂon System (IEVS)onan on—gomg basis to assure the fiscal integrity of

the program. ‘

The administrative contractor will be respons1ble for eligibility determination, premmm
- collection, transmission of premium and enrollment information to health plans, '

administration of the Insurance Purchasing Credits, and pnntmg and mailing of application

materials. @
In addition, an application assistance payment will be made to entities able to refer large
numbers of children to the program. These include school districts, Healthy Start sites,
hospitals, medical doctors, nurses, county health departments, county welfare offices,
licensed day care operators, primary care community clinics, state maternal and child health
contractors, participating health plans, and insurance agents or brokers. A flat fee of $50
would be paid to the referring entity for every family that is determined to be eligible for and
enrolled in the program

6. Quahty Oversight

The MRMIB will look to the state reguIatory entities to assure the basic quahty of health
plans with regard to financial stability, adequacy of network, and appropriateness of medical
policy. In addition, the best practices available in the employer market for quality
. improvement and monitoring will be adopted. Such performance standards could include
assuring the accessibility of services (such as wait time for appointments) and the delivery of
preventive treatments (such as unprovements in the percentage of children that are fully
nnmumzed by age two) s



7.

8.

Estimated Number o:f Children Covered and Estimated Overall Cost

The UCLA Center for Health Policy Research estimates there are 580,000 uninsured
California children hvmg in households with family incomes between 100% to 200% FPL.
These 580,000 chlldren are potentially eligible for the CCHP program.

If 580,000 children per year were enrolled in the CCHP program the annual cost is estimated
at $478.7 million of Wthh $167.5 million would be required state matchlng funds

Timing of Implementatlon

Implementation of thefCCHP program will take six to nine months, with appropriate
exemptions from state contracting law and emergency regulatory authority. MRMIB’s
existing three programs have broad statutory flexibility to negotiate contracts with vendors -
outside of the usual state contracting processes :

The statutory authonty for the three programs operated by MRMIB delegate most design |
features to the Board. [These include eligibility determination, the extent of coverage,

subscriber contribution amounts, and benefit design. The MRMIP was implemented seven

months after creation of the MRMIB, AIM was implemented six months after legislation was
signed, and the HIPC was operational nine months after legislation was signed.



'Questions and Anéwers Regarding |
The California Children’s Health Plan (CCHP)

Approach
. How will CCHP work?

e CCHP will cover children through subsidized private insurance policies, similar to
employer sponsored plans.

o Families will have a choice of health plans.
o There will be a simple mail-in application.

| . .
o When a parent has access to coverage through his or her employer, CCHP funds
will be used to keep the child enrolled in the same health plan as the parent.
e CCHP can be hl?nplemented quickly, and enrollment of the first child can occur six
to nine months following enactment of the enabling legislation.

e CCHPis modeled after orgamzed health purchasers such as the California Public
.- Employees Retirement System (Cal PERS) and the Health Insurance Plan of -~ -
~ California (I—HPC), which rely on private sector delivery systems.

. Why is CCHP beihg created to expand coverage to children?

o Flexibility - the program benefits, eligibility, and rules of part1c1pat10n can be
designed to respond to the California market.

o ility t ite wi d dget - the program benefits, eligibility, and .
rules of particip:aﬁon can be tailored to the available level of funding. If demand
exceeds available funds, a waiting list of interested families can be maintained.
The program desxgn can be easily altered as fundmg levels change.

. Mn:_mnmmmzmmgmmmd the program is authorized to operate
with a fixed appropriation.

o Use of purchasing clout to increase value - the pooled purchasing of coverage for
the large number of children able to be served will provide the state with
‘marketplace clout to negotiate favorable rates and improvements in health plan
perfonnance/qulahty

o Family participation in the cost of coverage - families will participate in the cost
of coverage through nominal premiums and copayments. Family cost sharing
| . 10

i
i
3



- makes families sensitive fo the cost of health care deciSions, promotes family
responsibility, and helps to ﬁnance the program.

A&Ldm_ﬂf&&nmmmﬂm - participation in the program will be

similar to the purchase of private coverage; a simple mail-in application process
would be used thh annual reevaluation of a families ethblhty

Bndg:mwmlzgg the program will prov1de transition
coverage for families moving off of welfare programs (TANF and Medi-Cal) and

to employer sponsored health coverage. Benefit and copayment levels will be set
at levels to help families make the transition from the full service no cost Medi-
Cal program to the significant cost sharing levels commonly found in the
employer basedlmarket

child could be enrolled in the program thhm nine months of enactment of the
‘authorizing 1eglslauon

En__amg;mmmphm The Managed Risk Medical Insurance Board (MRMIB)

will provide policy oversight to the program, while all operational activities would
be performed by the private sector.

!

3. Why isti’t the Medi-Cal program being used to expand coverage to children?

A Medi-Cal expansion is undesirable for a number of reasons. First, Medi-Cal
does not require most enrollees to contribute to the cost of their coverage, thereby
discouraging ixidividuals to take greater responsibility for their health or the
financial 1mphcatxons of their health care decisions. Simply expanding Medi-Cal
to cover ch;ldren in low wage workmg households would promote dependence on
a welfare based system

. Many low income Californians who are eligible for Medi-Cal avoid enrolling

‘because of the welfare stigma associated with the program. Working low wage
families with children eligible for CCHP are likely to share this concern, and
experience with the AIM program suggests such families will prefer coverage
similar to the erﬁzployer based market.

Medi-Cal is a fiscally opea-ended entitlement program. Expanding Medi-Cal
would limit policy makers’ ability to set meaningful budget limits for CCHP.

| :
Medi-Cal is c‘orfnplex and difficult to administer. It is also susceptible to
litigation. Medi-Cal operates under a patchwork of federal mandates, most of
which are subject to varying interpretation by the courts and policy makers.

it



4. Wouldn’t it be cheaper, easier and quicker for the state to use the existing Medi- .
Cal infrastructure to expand coverage?

CCHP will rely on! private sector entities. Administration will be provided through a
contract with a private sector vendor. Health benefits will be provided through health
plans and insurers.! Use of these private sector partners will enable CCHP to offer
services at a price to the state comparable to, if not lower than, that available through
the Medi-Cal program:“The first child can be enrolled within 6 to 9 months after the
passage of the enabling legislation. The proposed mail-in application process will
eensure ease of em'ollment

Delivery System
1. How would CCHP be operated?

The program will be built around the concepts used successfully by organized
purchasers such as Cal PERS and the HIPC - price competition between health plans,
family choice of health plans, performance based contracts with health plans, and
reliance on existing private sector financing and delivery systems.

The Managed Risk Medical Insurance Board (MRMIB) will contract with health
plans for coverage of children. Families will select a plan from several available i in

their community. This model has been used successfully to assist small employers to
increase the value of their health care coverage through the HIPC. Health plans will
compete on price, service and quality for the enrollment of members.

Families purchasing coverage for their children through the program will fill out a
simple mail-in application Coverage will be similar to that offered to workers with -
employer based coverage. Once a year famlhes will be requahﬁed for the program
and could choose to change health plans. :

2. How would the Insurance Purchasing Credit work?

Families with access to employer sponsored coverage will be given an Insurance
Purchasing Credit to subsidize the cost of the dependent portion of the coverage
available through their employer’s health plan. A UCLA study estimates that 15% of
uninsured children reside in families where employer sponsored dependent coverage
is available. ; :

|

Insurance Purchasiﬂg Credits will have a dollar value similar to the cost of enrolling
the child in CCHP. ' Families will be notified by the program administrator of theu'

eligibility for an Insurance Purchasing Credit and its value

12
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To the extent possible, transactions related to the Insurance Purchasing Credit
program will be automated to eliminate the administrative cost and complexity of a
paper based system.

i

~ The same simple mzul -in application form will be used for the purchasing pool and

Insurance Purcha.smg Credit programs.

How will CCHP build upon and enhance existing employer based coverage?

o ’ : :
- Families with a working parent eligible for employer based coverage will be provided

with financial assistance, in the form of an Insurance Purchasing Credit, to enable -
them to take advantage of dependent coverage available through their employer’s
group health plan. | The Insurance Purchasing Credit mechanism will enable parents
currently covered under their employer s plan to afford coverage for their children.

How can the state assure that the majority of funds are being used to purchase
“health services for children? -

We recognize that funds for CCHP need to be spent on health care services for
children, not on non-medical services. In its review of selecting health plans for

- participation in CCHP, MRMIB will look at the proportion of dollars each plan
estimates wﬂl be spent on health care services as opposed to adnnmstratxve costs

State admmzstranve costs w111 be held to a minimum. A sunphﬁed ma.d—
application for CCHP will reduce funds spent on administration of the program

Will families be able to see their traditional providers to promote continuity of
care? :

What consumers vé.lue most in selecting a health plan is the ability to see their own
physician. CCHP will allow families to select a health plan for their child from
several plans offered in their communities.

“To assure that a broad selection of health plans and physicians are available to

families enrolled in CCHP, MRMIB will be authonzed to contract with the following
entities:

Licensed health plans and health insurers,
Local Initiatives approved by the Departments of Corporations and Health
Services to provide service to Medi-Cal beneficiaries,

e County Organized Health Systems such as Solano, San Mateo, Santa Cruz and
Orange, and

e Federal Health Insunng Organization demonstration pIOJeC{S such as the Santa

Barbara Health! Authonty



6. How will CCHP pfomote the inclusion of safety net providers?

CCHP will infuse a significant amount of money into the health care delivery system
to provide coverage and additional payment for a significant portion of the uninsured.

~ While this program does not resolve the problem of providing services to uninsured
adults, it is a2 major step forward in providing funding for services that were provided
with minimal or no re:mbursement In that respect, it should help the safety net.

MRMIB w111 be authonzed to contract with licensed health plans, health insurers, and
Medi-Cal managed care plans such as Local Initiatives and County Organized Health
Systems. Further, participation requirements for insurers and health plans will be
designed to encourage subcontracting with safety net and traditional providers.

Eligibility

1. Who will be eligible for CCHP?
Uninsured children fresiding in households with an annual family income above the
levels eligible for no cost Medi-Cal and equal to or below 200% of the federal
poverty level 580, 000 Cahforma chlldren may be eligible for the program

2. How will a famlly document thexr income ehglbxhty"

Families will be asked to document their income eligibility using copies of federal tax
returns or current wage stubs. A similar process has successfully been used in the
AIM program. !

3. ‘How will a family éocument their access to employer sponsored coverage?

Families will be asked to document if they have access to employer sponsored
coverage, and if so what health plan provides the coverage. Families will self certify
that their responses are true and accurate. A similar self certification process has
successfully been used in the AIM and MRMIP programs.

4. Will children who are qualiﬁed aliens be eligible for the program?

Under the Personal Responsibility and Work Opportunity Reconciliation Act
(PRWORA), only qualiﬁed alien children with entry into the United States before
August 22, 1996, are eligible for federally funded public benefit programs, including

this program. ;
- 3

In addition,‘ new entrant qualified aliens in the “protected class” are eligible for this
program. Generally, aliens in the protected class include persons who are lawfully

¥
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admitted for permanent residence and who have 40 qualifying quarters of work (with
no public assistance); various categories of refugees and asylees for the first five years
after entry; and alier}s who are on active duty with the U.S., military forces, veterans,
and spouses and children of such persons.

Children of legal immigrants who entered the United States on or after August 22,
1996, will not be eligible for CCHP. Consistent with federal law, no federal funding
- is available for children of legal immigrants who entered the United States on or after
August 22, 1996. Rather, sponsors of such children and their fa:mhes will be
responsible for theu' medical needs.

. Which aliens are qfualiﬁed aliens?

Qualified aliens include aliens who are lawfully admitted for permanent residence,
specified classes of refugees, parolees, and asylees, aliens with some types of
conditional entry status, and battered women and children who meet the requirements
in the federal law. .

- Which alien children are not qualified aliens?
- Generally, this grou;f) would include aliens who are not lawfully present in the United
- States (largely undocumented aliens), nonimmigrant aliens who are lawfully present

_inthe Umted States (e.g. visa holders), and some refugees, and a variety of other alien = -

categories.
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Benefit Package/Family Cost Sharing
1. What benefits will be provided?

The design of the b{:nefit package should be driven by the health care needs of
children, with emphasis on those health care benefits necessary for children to be able
to attend school healthy and ready to learn; able to read the chalkboard; and to hear
the teacher. !

CCHP’s benefit package will meet the requirements of the new federal law and will
mirror benefits currently provided to working families through the California Public
Employees Retirement System (Cal PERS). This package has been accepted by the
employer community and is comprehensive in scope. CalPERS benefits include -
coverage for medically necessary hospitalization, physician services, diagnostic and
x-ray, prescription drugs, durable medical equipment, ambulance, emergency care,
home health services, hospice, and blood products. Further, mental health and
substance abuse services, occupational, physical and speech therapy, and skilled
nursing care will be provided, though with some limitations.

In addition dental benefits will cover services appropriate to good oral hygiene and
health, including preventive and diagnostic services such as teeth cleaning, x-ray,
topical fluoride treatments, space maintainers, and sealants; and restorative services
such as fillings, crowns and bridges. Vision related coverage provxdmg annual examsv
and eyeglasses will be provided. ‘

Children with special health care needs that are eligibIe for services through the
California Children’s Services (CCS) program will continue to receive specialized
services through C(;S.

2. How will the beneﬁt package 'differ from what is offered under Medi—Cél?

The primary ObjCCUVC in de51gmng a benefit package is to assure that the health care

- needs of children are met in an efficient and cost effective manner. Design of the
‘benefit package should be driven by the health care needs of children, with emphasis
on those health care benefits necessary for children to be able to attend school healthy
and ready to learn; to be able to read the chalkboard; and to hear the teacher.

The proposed CCHP program benefit package is the same benefit package available
to State and local government employees through the California Public Employees
Retirement System (CaI PERS). The Cal PERS package represents one of the most
comprehensive employer sponsored health benefit packages in the market today.

The primary differexflces between a Medi-Cal package and that provided by Cal PERS

are the restrictions on the number of in and outpatient mental health and substance -
abuse treatments (30 inpatient days per year and 20 outpatient visits per year), the
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requirement that ou{tpatient physical, speech and occupational therapy be pre-
approved (limited tf) short term therapy for a period not to exceed 60 consecutive
calendar days followmg the date of the first therapy session), and prohibitions on the
coverage of non~emergency tamportatlon
|

3. What happens whfen a child needs more of one of the limited services offered by
CCHP, such as mental health or speech therapy?
The benefits offered by CCHP are similar to or better than the benefits offered to
working parents through their employer’s health benefits. Those children with special
health care needs \&;111 have access to the CCS program. We anticipate that this ‘
benefit design will provide for the health care needs of the virtually all children. In
those rare cases where a child needs more of a particular service than is covered by
CCHP, the family will still have the option to enroll the child in the Medi-Cal
program after they have spent down their financial resources to the Medi-Cal
eligibility level.

| 4. Wil EPSDTVservifces be pvrovided?‘

The Early and Periodic Screening Diagnosis and Treatment (EPSDT) program is a
federally mandated benefit for Medi-Cal eligible children under age 21. Under
EPSDT children are entitled to routine medical screenings, preventive services and
immunizations as well as all follow up diagnosis and treatrent services to correct or
ameljorate any medlcal conditions detected by the prov1der These services include
benefits generally riot covered under the Medi-Cal State Plan.

‘ A
Under CCHP all screenings, preventive services and immunizations will be provided
with no copay. All'medically necessary services required to resolve the condition will
also be covered. However, the plan is limited to those treatment services in the plan s
overall benefit de51gn

5. Isitreasonable to ;exp ect low income families to contribute toward the cost of
coverage? |

Yes. Premiums and copayments improve the program design because they involve
families in managmg their health care resources and emphasize personal
responsibility. Inclnslon of cost-sharing will reinforce CCHP’s similarity to
employer-based coverage. Experience in the AIM program suggests that low income
working families prefer modest cost-sharing for private insurance coverage versus no
cost Medi-Cal. |

Copayments also htielp control inappropriate utilization, such as the use of the
emergency room for non emergency, health conditions. Copayments will also allow
the program to neg’otzate better rates from health plans. No copayments will be
charged for health screening or preventive services. ‘

3
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Cost sharing under CCHP will be based on a family’s ability to pay. Premiums will
be established at no greater than 2 percent of a family’s annual income. A family of
four earning 101 percent ($16,210) of the federal poverty level (FPL) would pay a
maximum of $27.00 per month in premiums.” A family of four earning 200 percent
FPL (832,100) would pay a maximum $53.50 per month in premiums. All children
in the family will be covered for these premium amounts. Nominal copayments will
be set within the amounts permitted in federal law. There will be no deductibles .
charged in CCHP. ‘ :

. Won’t copayments keep families from seeking necessary preventive services?

No copayments will be charged for health screéning or preventive services such as
immunizations and well child visits.
|

| ‘ A
. Will children with special medical needs have easy access to specialty providers?

Children with special health care needs will continue to be served by the California

Children’s Services (CCS) program. CCS coordinates services for children with the

managed care plan and the CCS specialty network to assure that children with special

health care needs are met. Children enrolled in CCHP will have access to specialty
providers through their health plan or the CCS program.

18
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Outreach Efforts

. What kind of outreach will be used to make families aware of their phildren’s
eligibility for the program?

A multifaceted statewide outreach effort will be launched to inform parents about the
child health services offered through both Medi-Cal and CCHP. The outreach
program will use mass media, toll free phone lines, community based organizations,
and coordination with other state and local programs to deliver messages that are
_culturally and linguistically relevant. The goals of the campaign are to increase
public awareness of the importance of preventive and other health care services and
the availability of piublic programs to address children’s health care needs.

. What role will community based organizations play in the outreach campaign?

Community based organizations are important partners in the effort to conduct an
aggressive outreach and education program about the importance of health care
services for children and the availability of state-sponsored programs to help.
Community based organizations are well positioned to promote locally designed
outreach and education services that are culturally and linguistically appropriate.
Such community based activities are important complements to broader statewide
public awareness strategies.

. Why is a public awareness campaign necessary?

Inherent in the creation of a CCHP program for uninsured children is the challenge to
educate families about the program’s availability, eligibility and application process.
In addition, Medi-Cal eligible families need to be made aware of changes made to
Medi-Cal to promote coordination between the two programs. Families not only need
to be educated about these developments, but motivated to quickly take the steps
necessary to insure their children. State experience supports our belief that multi-
faceted public awareness campaigns that deliver their messages in a linguistically and
culturally relevant manner can educate and motivate target populations. -

. How will parents obtain application materials?

CCHP will work clc?sely with the myriad of community and state organizations that
provide services or information to children. Organizations such as schools, medical
offices, county heal;h service sites, and day care centers all provide an excellent
opportunity to reach families.

An application assistance payment will be paid to entities that assist families in
completing the application form. These include insurance agents or brokers, school
districts, Healthy Start sites, hospitals, medical doctors, nurses, count}} health
departments, county welfare offices, licensed day care operators, primary care
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community clinics] state maternal and child health contractors, and participating
health plans. A ﬂat fee of $50 will be paid to the referring entlty for every family that
is deemed eligible for and enrolled in the program.
The use of an apphcatlon assistance fee as opposed to on-going commissions has
‘been successfully used in the MRMIP and AIM programs. On-going commissions
would add to the admuustratlve costs of the program, which would be problematic
ngen the high percentage of state and federal funds used in the program.

. What efforts will be made to assure that families not able to read or speak
Enghsh are able t{o enroll in the program?

Program materia.ls \will be available in the threshold languages identified by the
Department of Health Services asnecessary to reach eligible persons in the Medi-Cal
program. These threshold languages are English, Spanish, Vietnamese, Chinese,
‘Farsi, Lao, Hmong, Cambodian, Armenian, and Russian.

The entlty selected to provide eligibility and enrollment services for CCHP will be
required to have the capability to provide phone service to families in the language
spoken by the faxmly

In addition, health .plans pa:tlcxpaung in the purchasing pool component of the

~ program will be reqmred to have interpreter services available at all initial points of
contact. An innovative service provided by the Managed Risk Medical Insurance
Board in the HIPC‘ is the physician Super Directory. This directory lists all’ :
physicians participating in the program, their major field of practice and the language
capabilities of the staff in the physician’s office. A similar service summarizing the
pediatricians and family practice physicians available to families through CCHP is
planned. The Super Directory helps families select a health plan that has a provider
network most appropnate to the needs of the famJIy :
[

i
|
\
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1.

CCHP Program/Medi-Cal Coordination

Is anything bemg done to promote the compatibility between Medi-Cal and
CCHP?

Several changes to the existing Medi-Cal program are included in the proposal to
assure that families can move easily between the two programs as their family income
fluctuates.

_ These changes to the Medi-Cal program include:

e One month “continued eligibility” for those Medi-Cal enrollees who would
otherwise loseino cost Medi-Cal eligibility due to increases in family income.
The one month grace period will give the family time to apply and enroll in
CCHP to ensure continuity of care.

e A “resources diisregérd” in the Medi-Cal program for children concurrent with the
. implementation of CCHP. This will assure that all families with incomes below
200% FPL have access to coverage for their children. ‘

e Coveragein Nfedi-Cal of all children under 19 below 100% FPL. Teens between
15 and 18 with family incomes between 84 -100% FPL will all be Medi-Cal
. eligible by 2002 We are proposmg to accelerate their coverage in Mech-Cal
r
Won’t the program be confusing to families WIth one child eligible for Medx—Cal
and another eligible for CCHP?

Today families are, faccd with a situation where one child is ehglble for Med1~Ca1 and
other children in the family have no coverage at all. The changes listed above will
minimize this phenomenon. In the worst case scenario all children in the family will
still have access to;coverage, but through either Medi-Cal or CCHP.

_ Family continuity ¢ of care can be managed, to the extent possible, through the

inclusion of Medi-Cal health plans in CCHP. Also, many doctors belong to multiple
plans and this should help families to select health plans in which all children can be
seen by the same providers.

. Many low wage families’ income moves up and down throughout the year.

Won’t the creation of a new program force families to move between Medi-Cal
and CCHP as their family income fluctuates?

Eligibility for CCHP will be determined once a year. If a family continues to make
their premium payments they can remain enrolled in CCHP until the next annual
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requalification penod If a family’s income decreases during the year and they would'
quahfy for Mech Cal, they can choose to disenroll from CCHP.

Eligibility for the Medx-Cal program is determined quarterly. Ifa family s income
increases and they are no longer ehgxble for Medi-Cal, they w111 be given information
about CCHP.

. How will CCHP and Medi-Cal assure a smooth transition for subscribers
moving between programs?

To assure that there is a smooth transition for Medi-Cal enrollees who are being
disenrolled from Medi-Cal due to an increase in income, we will implement one
month “continued ehgxbxhty” for these Medi-Cal enrollees so that they will have tune 4
to apply and enroll.m CCHP to ensure contmmty of care.

. Will assets be used to review the eligibility of famlhes?

CCHP will base eligibility on the income of a family. This wiH streamline the
eligibility determination process and assure that children receive coverage as quickly
as possible. ‘

To assure a smooth interface between CCHP and the Medi-Cal program, we are

~ proposing to waive;the asset eligibility criteria in the Medi-Cal program for children
concurrent with the .implementation of CCHP. This will assure that all families with

~ incomes below 200% FPL have access to coverage for their children. '

Implementation of an asset waiver for children otherwise eligible for Medi-Cal wﬂl
provide some admmxstratwe efficiencies to the Medi-Cal program by streamlmmg the
eligibility process.

. How will CCHP affect people leaving welfare (Cal—Work) and cammg
employment? - -

"Medi-Cal and CCHP provide additional support to families who leave welfare to
obtain employment* This program structure assists families to obtain cmployment
without the fear tha’; their children would lose their health coverage.

Adults and children who leave welfare to obtain work are currently eligible for six
months of transitional Medi-Cal. Those with earned income under 185% of the
federal poverty level (FPL) are currently eligible for an additional six months of
transitional Medi- Cal Under the transitional Medi-Cal program, both the adult
member of the farmly and all children receive full scope Medi-Cal for up to one year.

While the family remains on transitional Medi-Cal, they would receive their health
coverage under Medi-Cal. Once the time limit for transitional Medi-Cal expires, the
E
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family’s children could continue to be eligible for health coverage under either full
scope Medi-Cal or CCHP depending on their family income.

Adults who lose welfare due to exceeding welfare time limits would not lose their full
scope Medi-Cal coverage, nor would their children. This is because the welfare time
limits do not apply to Medi-Cal.
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1.

Quality Oversight
How can we be certain children will receive necessary services?

All medically necesféa.ry health services will be covered benefits through CCHP.
We will rely on the state’s regulatory entities to assure that the program is contracting
with health plans and insurers in good standing with the state.

~What standards will health plans be required to adhere to in assurihg quality

care is provided to. children?

All contracts with h;ealth plans participating in CCHP will contain performance
standards regardingithe provision of necessary health promoting services, such as
immunizations. These performance standards will help the state to assure that health
plans are complying with best practice guidelines in providing care to children.

Also, we will encourage participating plans to seek certification from the National
Committee For Quality Assurance (NCQA), and to participate in the California
Cooperative HEDIS Reporting Initiative (CCHRI). These are well accepted quahty
improvement efforts in the health plan community which provide a thlrd party review
of healt_h plan operatlons and performance data.

Examples of the chﬂd spemﬁc measures whmh are mcluded in the 1996 HEDIS data '

set include the immunization of children and adole_scents and the treatment of -
children with ear infections.

For those plans that'do not currently have the ability to comply with these state of the
art performance standards, MRMIB will provide a transition period after which they
will be required to operate in accordance with the standards.

Another tooi used m the commercial market'whlch could be used in CCI—IP is the

Health Plan Value Check The Health Plan Value Check is an independently
“administered patlent satisfaction survey which looks at issues important to quality of

care such as waiting time for appointments and how much the subscriber feels they
were helped by the phy51c1an visit,

I
Timing of Implementation

When will the first child be enrolled?

The first child can be enrolled within 6-9 months of passage of the enablmg
legislation. |
: |
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MRMIB has implemented all three of its current programs between six to nine
months after the legislation was signed. '

Wouldn’t a Medi—¢al expansion be quicker?
We estimate that an expansion of Medi-Cal to serve all children under 200% FPL

would require 10 - 15 months to implement given the program and administrative
preparations that would be required at the state and county levels.



Esﬁmated Number of Children to be Covered
. How many Califori:ia children will be eligible for the program?
i

The UCLA Center for Health Policy Research estimates there are 580,000 unihsu:ed
California children living in households with family incomes between 100% to 200%
FPL. These 580,000 children are potentially eligible for CCHP. .

Cost/Financing
. How do the costs of CCHP compare to the cost of expanding coverage through
Medi-Cal?

The estimated total cost of the benefit package and administrative expenses for CCHP
are estimated to be $74.75 per child per month. An average of $8 of this amount will
- be paid by parents in the form of premiums, resulting in total cost to the state of

$66.75.

The estimated total cost of the benéﬁt'package and administrative expenses for
expanding the Medi-Cal program are estimated to be $76.60 per child per month.

. How much federal money is available for the program?

The final federal budget reconciliation bill provides a total of $39.65 billion over a ten
year period in increasing federal funding to the states to expand health care for low
income children.

California’s allocation of these funds is estimated to be $855.2 million annually for at
least three years, beginning in FFY 1998 (10/1/97), declining thereafter.

: Must the state’s entire federal allocation be spent in one year?

* No, the federal law allows the amount allotted each year to be carried over and spent
over the following two years. ‘

. What would the st:i;e match requirement be and what programs qualify?
The federal law requires states to match the increased federal funding which would
require a state/federal funding ratio for California of about 35% to 65%. Qualifying
matching funds would be those funds spent on state and local programs prowdmg
health care to children.



' For example, spendmg the full federal fundmg of $855 million would require a state
match of $460 million.
| . ‘
Premiums or other cost-sharing (copayments) may not be used to meet the state match
requirement. Neither may other federal funds be used as matching funds.

. When are the fedehl dollars available for eipenditure by the state?

Federal funding becomes available October 1, 1997. To access the federal funds the
state must submit a plan outhmng its approach to providing expanded coverage for
eligible children..

| | |
. What is the Maintenance of Effort (MOE) requirement and how does it work?

The federal law reqﬁires states to maintain Medicaid eligibility criteria at the June 1,

1997 level, i.e., California may not remove eligibility for any population now served
by Medi-Cal. E

27



“Crowd Qut“
Subsntunon of Existing Employer Coverage For CCHP’s Caverage ,

1. ‘What will prevent employers and families from dropping existing children’s
coverage in order to qualify for CCHP? '

Any expansion of public coverage for children could attract a number of children who
already have insurance either through privately purchased polices or through their
parent’s employment based coverage. We are sensitive to the concern that CCHP not
become a substitute for private funds currently being used to provide coverage to
‘children. We are also sensitive to inequities which may exist if we only provide help
to families of children who are currently uninsured.

The following mechanisms will mitigate the effects of crowd out in CCHP:

CCHP will be open to those children who are currently uninsured. Children who
have had coverage within the prior six months will not be eligible to enroll. This
provision wouldinot apply to families losing Medi-Cal due to increases in income.
While this appro'ach raises equity concerns regarding the treatment of similarly

* situated families! an equally strong counter-argument is that CCHP is a hrmted
initiative des1gned to address the needs of uninsured children.

Children eligible for “qualified” employer—spdnsored dependent insurance will not
be eligible for the purchasing pool portion of CCHP unless the family can
demonstrate that the employer contribution for dependent coverage and the value

* of the Insurance Purchasmg Credit are insufficient to make the employer’s policy
affordable. This policy is consistent with our interest in strengthenmg the
employer based insurance market.
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Governance
1. What is MRMIB and to whom is the Board accountable?

MRMIB is a department of State government. MRMIB is comprised of five
volunteer members, three appointed by the Govcmor, one by the Assembly and one
" by the Senate.

MRMIB currently ;administers three health benefits programs:

o the Major Risk Medical Insurance Program (MRMIP) serves persons unable to
obtain private health coverage due to pre-existing medical conditions,

e the Access For'Infants and Mothers (AIM) program provides prenatal and infant
care to low income pregnant women and their children, and

o the Health Insurance Plan of California (HIPC) provides a health care purchasing
cooperative for, small businesses.

Each of these programs were started up in a short time (between six to nine months)

‘with great success.. '

2. Why was MRMIB chosen to édminiSter CCHP?

' MRMIB has a proved track record of being able to admxmster health benefits
programs effectively and efficiently. CCHP is consistent with the mission ofthe
MRMIB which is to unprove and increase the affordability and availability of quality
health care coverage

3. Could CCHP be administered by a private sector entity?

Privatization of CCHI’ may.be possible after several years of program operation. For
example, the HIPCiis likely to be transitioned to pnvate administration after its fifth

- year of operation (a Request for Proposal process is underway). A barrier to

. privatization is the significant level of state and federal dollars that will be spent .
through the program. If funds for the new children’s health program are administered
on a private basis, state staff will be required to award the contract to a private sector
entity and to provide oversight of the expenditures. Given the small size of the
MRMIB staff it is unlikely that significantly fewer staff would be required under this
model. Alternatively, direct contracting with a private sector entity without a '
competitive process could be viewed as a gift of state funds.
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Side-By-Side of Medi-Cal and fhe California Children’s Health Plan (CCHP)

CCHP

Current Medi-Cal Program

Approach

Capped block grant -- promotes policy-makers’ ability to
operate the program within a fixed budget.

Open-ended entitlement program that limits policy-
makers’ ability to set meaningful budget limits.

“|program).”

Uninsured children age 1-18 living in households with
family incomes below 201% FPL and above the income
eligibility level for no cost Medi-Cal (children 1 through 5
with i incomes up to 133% rcmam m (he Medl Cal

Eligibility for full scope benefits restricted to
citizen/qualified legal alien children

A patchwork of eligibility standards that vary according to
age and family income -- children under age one with
family incomes to 200% FPL; ages 1 through 5 up to
133% FPL; ages 6 through 15 up to 100% FPL; ages 15 to

19 up 1o 84% FPL. Additional children are eligible under
other Medi-Cal programs with a share of cost.

Eligibility for full scope benefits restricted to
cmzen/quahf“ ed 3egal alien children.

Comprehensive benefit package that is comparable to
employer-based coverage, including prescription drug,
mental health and substance abuse, vision, hearing and
dental services.

Provides coverage of the full-range of services children
require, including primary, preventive, and specialty care
services, with emphasis placed on primary and preventive
services.

Comprehensive package of benefits to citizcn/qualiﬁcd
alien children that offers more extensive benefits than
virtually any private insurance plan offered through
employers in California. The Medi-Cal package imposes’
few if any limits on amount, duration, and scope of
benefits and requires the provision of benefits not
generally covered under the Medi-Cal State Plan.

Services provided by health plans that would contract with
the Managed Risk Medical Insurance Board for coverage
of children. A broad selection of health plans and
providers will be available to enrolled families through
commercial HMOs, Local Initiatives, and County

Organized Health Systems. Families will select a plan
| from several offered in their community.

Services are delivered through a variety of mechanisms,
depending on geographic location. For most children,

| care is provided through organized systems of care such as

commercial HMO's, Local Initiatives and County
Organized Healih Systems.
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CCHP

Current Medi-Cal Program

| Families with access to employer sponsored dependent

Delivery System (cont.)
' coverage will be eligible for insurance purchasing credits.
The credit mechanism will permit families to enroll in one
plan.
Beneficiary Cost-Sharing Eligible families will be asked to contribute toward the Most enrollees are not required to contribute to the cost of
: cost of coverage. Premium-sharing and copayments their coverage, thereby discouraging individuals from
promote family responsnblllty, help control mapproprlate taking greater responsibility for their health or
o - - ~~ 7 " [utilization of services, reinforce the new program’s appreciating the financial implications of their health care
similarity to employer-based coverage and help finance decisions.
the program.
Cost-sharing will be nominal and will not be imposed on
- primary and preventive services.
Administration Privately administered with oversight by the State. Administered via county welfare offices with oversight by
: S State and Federal government.
Administratively less costly and cumbérsome, both for
program administrators and enrollees, through the Federally dictated mandates and program priorities have
utilization of private contractors, a mail-in application  |resulted in a stupefyingly complex program to administer.
process, and less government red tape. | Medi-Cal uses 83 individual “aid codes” which
: correspond to specific eligibility, benefit level and cost
liability for every individual approved for Medi-Cal. Over
275 individual forms are used to process the various Medi-
Cal programs.
Speed of Implementation of Program Six to nine months from the day legislation is signed. Ten to fifteen months would be required to expand Medi-
Expansion ' Cal to cover uninsured children up to 200% FPL, given
the complex systems, program and administrative
preparations that would be requnred at the state and county
, levels of government.
None. Participation in the program will be similar to the | Carries a stigma associated with welfare, a stigma that is

purchase of private coverage; a simple mail-in

seen by many to represent a barrier to accessing




CCHP Current Medi-Cal Program
Welfare Stigma (cont) application process will be used with annual reevaluation | coverage -- even for families eligible for the program.
: of a family’s eligibility.

Safety Net Considerations Safety net participation in CCHP will be encouraged by | Safety Net and Traditional providers’ contribintion to the
including Local Initiatives and COHS as plan choices and | provision of services for the Medi-Cal and uninsured
incentivizing commercial plans to subcontract with safety |populations is recognized through Medi-Cal managed
net providers. ' care’s efforts to promote their inclusion in organized

o L _ R e e - — delivery systems through'subcontracting. =~

Cost

Monthly State Benefit Cost Per Child
Fixed Costs
"{Total Annual costs

General Fund Share

$66.75
$I4,1 million
$479 million

$168 million

$76.60

$14.4 million
$548 million*
$192 million

* Based on current cost of Medi-Cal program.
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COMPARATIVE FISCAL ANALYSIS

California Children’s Health Plan (CCHP) vs. Medi-Cal Expansion

Assumptions: .
580,000 average monthly eligibles
35% state match required to draw down federal funds

No copays on Medi-Cal services; Some copays on CCHP Services (except preventive and screening)

Benefit package conforms to federal law: medical, dental and vision services provided

Variable Costs. . . . L

Average Monthly Benefit Costs per Chlld
Average Monthly Administrative Cost per Child
Average Family Contribution (premium) per Child

- Total per Child Variable Costs

Total Annual Vanable Costs

leed Costs

Statewide Outreach Campaign
State Administrative Costs
Total Fixed Costs

Total Annual Program Costs
Required State Match at 35%

Medi-Cal Conforming Costs :

Accelerate coverage of children under 100% FPL
Asset waiver for children '

One month extended eligibility when income increases
Total Medi-Cal Conforming Costs

Based on current cost of Medi-Cal Program
2 No new net costs since cost of coverage for these
children are reflected under variable costs above.

CCHP
$70.25
- $450
" (38.00)

$66.75

$464,580,000
. $12,000,000
. $2,100,000
$14,100,000
$478,680,000
- $167,538,000
© $19,100,000
$24.100,000

, $0
- $43,200,000
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$66. 90
$9.70

$0

$76.60
$533,136,000
$12,000,000

$2,400,000
$14,400,000

' $547,536,000'

$191,637,600

$19,100,000
$24,100,000

$0
$43,200,000
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|  FEDERAL BUDGET
STATE CHILDREN’S HEALTH INSURANCE PROGRAM

» To provide states with resources to expand access to health care for low-income
uninsured children under 19 years of age.

¢  States may choose to spend allotments ?hrough Medicaid expansion, payment of
insurance premiums, direct purchase of services, or a combination of all three,

Eligibility/Coverage |  Children up to 200 percent of poverty. Lower income children must be served

first. Children must not be Medi-Cal eligible or be privately insured.
¢  State may establish eligibility standards based on geography, age, income and |
‘resources, residency, disability status, access to health insurance, and duration of
eligibility.
. f\Io individual entitlement rLo benefits (unless Medicaid expansion chosen).

. No pre-existing health condition exclusions, except in a group health plan or
‘insurance plan as permirted by ERISA.

¢ No inmates in public instirutions or patients in mental institutions.

:':EI[" BonchL Stadards Under Poivate ] o

» Coverage must be equivalent to one of three benchmarks:
1. " The standard Blue Cross/Blue Shield preferred provider option service
:  benefit plan offered to federal empioyees,
2. A health benefits plan available to state employees, or
3. Coverage offered thru the largest commercial HMO in the state; OR

e  Coverage must be actuarially equivalent to one of the benchmarks. Must include
basic benefits:
1. Inmpatient and outpatient services,
2. Physicians’ surgical and medical services,
3. Laboratory and x-ray services
4. Well- baby and well-child care, including i immunizations.

Must also offer 75% of the actuarial value of prescription drugs, - -
mental health, visions and hearing benefits in the benchmark plan; OR

|
'
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e Existing cpmpfehensive state-based coverage (applies fo Florida, New York, and
Pennsylvslmia); OR

. Other health benefit coverage as approved by the Secretary of Health and Human
Services. For example:
1.' States may seek a waiver for a cost-effective alternative, including coverage
" through a comimunity-based health delivery system.
2.' States may also seek a waiver for family coverage under a group health plan
i if such coverage is cost-effective and would not substitute for other coverage.
i

I[i. .!E .

i

1 No change from current law (EPSDT).

s  States must maintain Medicaid eligibility criteria at June 1, 1997 level (i.e., may
not remove eligibility for any population now served by Medi-Cal). :

. Oﬁly three states which already have an expanded state-only program (Florida,
Pennsylvania and New York) must maintain state children’s health insurance
expenditures at the 1996 level.

¢ No more than 10 percent of total program spending can be used for other child
health initiatives (including direct services), outreach, and administration.

* Funds may not be used for abortions except in cases of rape or incest or to save
the woman’s life.

¢ States may impose premiums, deductibles, coinsurance, and other cost-sharing
based on family income as long as they do not favor chxldren from families with
: Iugher incomes over lower ones. - . :

* A state may impose premiums or cost sharing requirements on low-income
children with family incomes over 150 percent of FPL on a sliding scale as long
as it does not exceed 5 percent of family income. ,

. Below 150 percent of FPL premiums or copays must be nominal as deﬁned under
Medxcald law or as approved by the Secretary.

» Nof cost sharing for preventive services.

s Family cost-sharing contributions can not be counted toward the state match.

Tol P S0 bill o 10
Egrmulé

i
1

FYs 1998 1999, 2000

. Percentage of the nation’s uninsured low income children multiplied by a State
cost factor, based on average wages, relative to other states (20 percent in

Qa;xfnmm)
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Einancing (cont.) ?f?or the first three years, national allotment is $4.275 b/yr.
Prchmmary estimate of Cahforma s share is $855 m/yr.!
FY: 2001

. £[75 %(CA’s percentage of the nation’s low income miinsuredchﬂdrcn)] plus
[25%(CA’s percentage of the nation’s children under 200% FPL)] multiplied by a
State cost factor relative.to other states (19 percenr in California).

Preliminary estimate of California’s share is $822 m/vr.
FYs 2002-2007

. tSO %(CA’s percentage of the nation’s low income uninsured children)] plus
[50%(CA’s percentage of the nation’s children under 200% FPL)] multiplied by a’

State cost factor relauve 0 other states (18.5 percent in Califorpia).

Prehmmary estimate of California’s share is $581 m/yr thru 2004, increasing
gradually in 2005-07. '

Federal Math R Private ] oo Mol E -

o Regular FMAP increased by a number of percentage points equal to 30 percent of
" the difference between 100 percent and the FMAP pércent for the state (65
percent in California).
* . Example: To receive 3855 zm].hon in federal funds Cahforma s state share would
be $460 million.

State Match Flexibility | ¢  Federally operated or financed health care insurance programs may not be
counted toward the state match.

e  Family cost-sharing contributions can not be counted toward the state match.

State Plan ¢ To receive payment, states must submit a plan no earlier than October 1, 1997.
The plan must describe strategic objectives, performance goals, and performance
measures for maximizing health benefit coverage for targeted low-income children
and children generally. Plan must have other components, including data
collection, state assessment and study, audits, program development process, and -
program budget.

I
- * A state must annually assess the operation of the state plan. By March 31, 2000,
states must submit to the Secretary an evaluation (with specified components),
including an assessment of the state’s effectiveness in increasing the number of

kids with health coverage.

|
l
i

- 1The legislation calls for updating state counts of low income uninsured children based on a 3 year average.
* Allocations after 1998 assume state proportions of children do not change compared to 1998 allocations.

'
+
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| |
GOVERNOR PETE WILSON’S RECORD ON

i
H

~ In Pete Wilson’s first State of the State address, he outlined a new approach to children’s
services called Preventive Government, which shifted resources to the prevention of problems
before they resulted in both human and fiscal costs.

By increasing children’s resources - nutrition, mental health, day care, and substance abuse
~programs — the Govemnor affirmed his commitment to preventing problems before they occur.
By investing in our children’s health, the Govemor is protecting California’s future.

HEALTHY START

In 1991, the Wilson Administration sponsored legislation creating the Healthy Start Program,
which prowdes funding for school districts to bring exxstmg local health and social services to .
the school site in a coordinated fashion to better serve children and their parents. Healthy Start
addresses the needs of California school children who are strugglmg with multiple problems -
poor physical or mental health, inadequate nutrition, substance abuse, family dysﬁmctmn or
insufficient community support

ACCESS FOR INFANTS 'AND MOTHERS (AIM)

- Working toward the goal of providing every expectant mother in California with access to
prenatal care, the Wilson Administration sponsored legislation creating the Access for Infants
and Mothers Program (AIM). The program is designed for low-income (up to 300 percent of the
- federal poverty level) women and infants up to age 2 who cannot afford pregnancy care but make
too much money to qualify for Medi-Cal, California’s Medicaid program. AIM provides
comprehensive care during pregnancy, 60 days of post-partum care and two years of
comprehensive infant health care, including preventive care and i immunizations. Since 1992,
AIM has served over 25, OOO mothers and their children. :

" BABYCAL OUTREACH CAMPAIGN

Launched in 1991, the BabyCal multi-media campaign works to combat low birthweight and
infant mortality. BabyCal’s message reaches 80 percent of women surveyed in California and
generates approximately 6,000 calls per month to its toll-free information line. The campaign
combines research, advertising and community outreach to inform high-risk pregnant women
statewide about the importance of prenatal care and a healthy lifestyle during pregnancy, as well
as the availability of state programs, such as Medi-Cal and AIM, that can help.

{
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EARLY INTERVENTION

With the passage of the 1996-97 budget, California nearly doubled the funding for early
intervention services for chﬂdren under three years of age who are at risk of developmental

- delays or who have exxsnng disabilities. Since the program’s inception in 1993, over 17,000
children have received early intervention services. Children who enter this program receive
services ranging from medizcal and nutritional assistance to transportation and family training

~ programs. }

CHILDHOOD IMMUNIZATIONS

California has consistently'worked to increase immunizations for infants and young children,
including the Govemnor’s proposal in his 1997-98 budget to increase vaccine spending by an
additional $15.3 million, expanding the number of children receiving these immunizations from
1.4 million to 1.8 million in 1997-98. '

EARLY MENTAL HEALTH INITIATIVE

To prevent mild school problems from becoming major barriers to later successes in both school
and adult life, the Wilson Administration proposed an initiative in 1991 to assist schools in

- bringing early mental health counseling to children. The Early Mental Health Initiative seeks to
detect and treat mental health problems n clnldren. in grades as early as kmdergarten o

HEALTH INSURANCE PLAN OF CALIFORNIA

To expand health care msur;ance for working families and their dependents, the Health Insurance
Plan of California (HIPC) was created in 1992, the nation’s first statewide small business health
insurance purchasing pool. Smce its inception, over 7,000 businesses have signed up with HIPC,
reducing their health care costs by as much as 40 percent. HIPC provides insurance to more than
127,000 participating families and their dependents, many of whom were previously uninsured.

SIGNED LEGISLATION

Since: 1991 Govemor Wﬂson has signed countless bills into law to promote the health and well-
being of California’s children in all areas of health -- from prenatal care to case management of
medically fragile children and beyond - and has provided easxer access to early and
comprehenswe health care. | :

PRENATAL CARE

Ensuring a healthy start for the children of California has remained a top priority for the
Govemnor. In an effort to continue and expand prenatal care for low-income women and
teenagers, the Governor has;signed several pregnancy-related bills, including legislation
involving eligibility requirements for pregnant women covered by the Medi-Cal program,
statewide genetic testing, and foster care pregnancy prevention information.
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 CHILD SAFETY
To avoid future health problems, the Governor has signed laws requiring warning labels on food
~ and toxic containers. Also, he signed legislation to help prevent accidental drownings and to

- make child safety restraint laws stronger. In addition, the Govemnor signed legislation requiring
minors to wear bicycle helmets and mandating safety features around swimming pools.

HIV/AIDS !

The Governor has signed legislation to combat the deadly HIV/AIDS virus, including laws
which required AIDS education in schools, allowed up to three grants to be made to vaccine
manufacturers for FDA-approved pediatric clinical trials, and required health care providers to
offer HIV counseling and testing to every pregnant woman during prenatal care. :

TOBACCO |
The Governor has signed séveral laws to help reduce youth access to tobacco and to protect
children’s health, including the Stop Tobacco Access to Kids Enforcement (STAKE) Act,

workplace smoking bans, laws prohibiting the sale of tobacco products from vending machines,
and laws which punish minors who purchase, receive, or possess any tobacco product.
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DATE:
COVER PLUS (7)) PAGES

FAX FROM:"  GinniHain
‘ 5 Special Assistant
Center for Medicaid and
State Operations/HCFA
.410-786-6036 (phone)
- 410-786-0025 (fax)

Note to: Debbie Chang
John Klemm
Jean Lambrew
Chris Jennings
Martha Walker

Subject: Estifméted Cost of a Child Health Program in
California |

Sally Richardson asked that | provide you the attached copy
of the Kaiser Family Foundation’s recent report, “Estimated
Cost of a Child Health Program in California.”
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The Balanced Budget Act of 1997 recently enasted by Congress and signed into law by the
President created a new federal/state program to cover uninsured children. The new Children’s
Health Insurance Program — funded through federal payments matched by states — gives states
substantial flexibility in designing approaches to expand coverage. In assessing how best to
provide coverage to uninsured children, it is important for states to consider various factors,
including: ease of administration, the estimated cost per child, the estimated number of children
likely to be covered, and whether coverage should be provided under a Medicaid entitlement or
under a capped private heaith insurance program.

To provide an independent source of information about the cost of covering uninsured children in
Californiz, the Henry J. Kaiser Family Foundation commissioned an analysis by the Actuarial
Research Corporation (ARC), which provides actuarial assistance to a variety of public and
private clients. We are pleased to provide you with a copy of the technical report prepared by
ARC, under the direction of its President, Gordon Trapnell, F.S.A, MAA A

ARC'’s analysis suggests that expanding California's Medicaid program (which is called
Medi-Cal) would be substantially less expensive than developing a new private insurance program
as proposed. However, there are many factors in addition to cost which will be weighed by both
the legislature and the Wilson Administration in deciding on how best to expand insurance

coverage for children, including their preferences for an entitlement versus a non-entitlement

approach. ARC'’s analys:s of the cost of the private insurance option is essentially in agreement
with the Wilson Adm:mstrauon s estimate of their private insurance proposal.

We hope you find this analys:s informative. As other states move to nnplemen: chndren s health

é.rhs, we expect to sponsor similar analyses. Other Kaiser Family Foundation
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Summary g

The Balancec‘l Budget Act of 1997 crcuted a new federal/state program to cover uninsured

children. The new federal legislation provides states with a substantial amount of flexibility in
designing their child health insurance programs by expanding their existing Medicaid programs,
creating new state child health insurance programs, or a combination of both. This report
provides an analysns'of the cost of covering California children through the options available
under the federal program

The analyszs is based on an August 27th plan presented by the Wilson Administration for
covering uninsured chxldren in California -- the California Children’s Health Plan (CCHP). A
key element of the proposed CCHP is to expand coverage to uninsured children using a private
insurance mechamsxh, which the Wilson Administration has said would be slightly less
expensive on a per child basis than using the Medicaid program (which is called Medi-Cal in
California). The leson Administration estimates that the proposed CCHP would cost $74.75
per child per month, while expanding Medi-Cal would cost $76.60 per child. These figures do
not include premium contributions made by families or various state administrative costs that
might be required under either approach. If families made an average $8 monthly premium
contribution per child as snggested in the CCHP proposal, then the government’s cost per child -
under the CCHP would drop to $66.75 per month. The table on page 33 of the Administration’s
published August 27th plan shows that the estimated total program costs assuming full
participation at 580,000 children under Medi-Cal would be more costly than under their proposed
private insurance appmach \ ‘

Our analysis fo] lows the same basic approach used in the comparative ﬁscal analysis in
the August 27> descnptmn of the CCHP. Our analysis finds that while the per month enrollee
premium estimate for a private insurance plan is only slightly less than the premium estimated by
the Administration for its private insurance proposal, the per enrollee cost of a Medi-Cal '
approach is s:gmﬁcantly less than the Administration’s Medi-Cal estimate. The primary reason
our cost estimates for the Medi-Cal option are less expensive than the Wilson Administration’s
Medi-Cal estimates 1s that we have assumed that children who will enrol! in the new program
will be less expenszve than children currently enrolled in Medi-Cal. In a full-participation .
scenario, we find that a Medi-Cal expansion would be s1gmﬁcanﬂy less costly than a private
insurance approach. g(Sez Exhibit 1)

In sum, in our ana.lysxs

. the cost of a private insurance option would be $74.39 per child per month,
shghtly less (-0.5%) than the Wilson Admmstraﬁon s estimates for its CCHP

proposal

. the cost of 2 Medi-Cal approach would be $60.65 per child per month,
substantlally less (-21%) than the Wilson Adnumstratmn s Medi-Cal estimates.

1.

i
|
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|
|
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As a result, we estimate that a Medi-Cal approach would cost 18 percent lcss than the
Wilson Administration’s CCHP private insurance option. If the average $8 per month enrollec
premium contribution per child is used to offset government expenditures under the private
option, the private insurance option premium would be $66.39, making the Medi-Cal estirnated
cost 9 percent less than the private insurancc option amount.

The Wilson Administration estimates that 580,000 uninsured children would be eligible
for a new program. Our analysis suggests that if all of these children enrolled (and no currently
insured children dropped private coverage and became eligible), then using our estimate of per
child costs would yield a2 Medi-Cal option cost for 1998 that would be approximately $96 million
per year less than a private insurance option. If a family average premium contribution of $8 per
enrolice per month is used to offset government expenditures under the private option,
government spending for the Mcdi-Cal expansion option would be approximately $40 million
per year less than for the private insurance option.

One reason vfrhy using Medi-Cal might be less expensive than providing coverage
through a private insurance mechanism is that Medi-Cal has historically paid providers at lower
rates than private health plans. However, the bencfits provided by Mcdi-Cal are more
comprehensive — and therefore more expensive -- than those provided by most private health
plans (and than those provided in the proposed CCHP).

G219
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| Fxhibit 1
ARC PREMIUM CALCULATIONS FOR CHILD HEALTH INSURANCE IN CALIFORNIA
CY 1998
PER CHILD PER MONTH COSTS
Medi-Cal Option
Base Monthly Per Capiia $50.32
Adjusted Benefit Package A $50.22
Projected to 1998 , | $54.86
Adjusted to HMO rates $54.31

Adjusted for Addmonal Administrative Functions  $60.65

HIPC-Based Consortia Plan (Private Insurance Option)

Base Montbly Per Capita : - $60.03
Adjusted Benefit Package $67.28
Projected o 1998 $70.84
Adjusted to HMO rates . $70.84

Adjusted for Additional Administrative Functions $74.39'

i
i

ESTIMATED 1998 AGGREGATE C Q§Is

(Maximum-Enrollment-Based Calculations, Assuming Total Enrollment of 580,000)
Medi-Cal Plan $422.1 million
| :
Consortia Plan - gross - $517.8 million
minus SSImcnth enrollec charge $55.7 million
Net Consoma Plan . $462.1 million

Difference | $40.0 million

SOURCE: Estimtesf) based on analysis by Actuarizl Research Corporation.

f an avemge $8 per month enrollee premlum is taken into account, the government cost
per clnld per month would be $66.39. :

&0
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Objective

!
!

- Ouwr ob)ectzve is to estimate the cost per child covered of 1mplemcntl ng a Child Health
Program in Cahfomm (CCHP) in one of two modes:

a

Through an expansion of Medi-Cal income limits and liberalizing asset
restrictions

i ‘ ,
Through an indcpendent program as suggested by Govemor Wilson, modeled on
the California HYPC structure, but with plaos limited to HMOs (and EPOs) in
order to keep cost sharing at levels suitable for 2 low income population.

In both cascs ;we project the incurred cost of the first year of an expansion or new
program that begins in July 1998.

‘Medi-Cal Expansion

1.

i

Base

We do not ha?e a comprehehsive set of premium rates for Medi-Cal, but rather:

i

A DHS tabulation of the Medi-Cal FFS claims for children other than {nfants and
foster chzldrcn, for the period July 1995 through June 1996.

A somewhat detailed descnpnon of the derivation of the original premium rates
proposed for Local Initiatives and Commercial Plans under the two plan model
county rates from the experience of the Santa Barbara County Operated Health
Plan, together with supporting data and information provided in the report “Two
Plen Model; Capitation Rates for July 1, 1995 - May 31 1996 and June 1, 1996 -
September 30, 1997 ‘

DHS ésnmatcs of the average incurred FFS cost per capita for (i) members of
families and (ii) foster children for the periods July ‘95 through June ‘96 and July
‘96 through June ‘97. In both cases the estimates exclude the costs of those
institutionalized and specialized services for such children, and any other services
not capitated with the “local initiative™ prepaid plans.

A comprehensive set of HMO payment rates from several years ago.

{ : .
In addition, we have a copy of the Capitation Rate Manual for Fiscal Year 1990-91,
compiled by the California Medi-Cal actuaries, which provides a number of factors concerning
key financial relationships.

| 4

1

t



. SEP-26-1937 1@:85 HCFA MB OBD 418 786 Q@25 P.08

Of these data sets the most rclevant are (i) the rate structure derived from the Santa
Barbara plan and calibrated with the estimated average FFS claims incurred per capita for July
1996 through June 1997 and (ii) the tabulation, apparently on an incurred basis, of a sample of
children ages 1-18. The average incurred FFS cost per child per month of eligibility from the
DHS tabulation for the period July 1995 through June 1996 was $50.32 per eligible per month

(PEPM). |

This rate is somewhat lower than the average FFS cost per eligible month in that period
for foster children in the eight counties in which the two plan model will be implemented, $58.20
(which was actually hxgher than the estimated cost a year later of $57.47). This cost PEPM for
foster childeen appears to be higher than found in the tabulation of all children for some
combination of area differentials (most of the iwo plan counties arc in the arcas with higher
average Medi-Cal costs) and a higher average cost for foster children than for children in families
(which apparently are somewhat older on average and may inctude more children with special
Medi-Cal needs). Both the estimate for foster children and that for all ehglble children exclude

- the cost of expensnre conditions found in infants.

Given the me‘thodology followed by California in sctting rates to be paid to health plans,
the cstimated FFES cost PEPM in July 95 through June ‘96 appears to provide the most reliable
basis for an estimate of what the State would offer HMOs to cover an expanded child population.
(It also necessarily provsdes the basis for an estimate of the average that would be paid if the
services are not provided through prepaid plaps, i.e. on a FFS basis.) The California
methodology, well documented by the Medi-Cal actuaries in various reports, has been to:

. Project the average FFS cost by category of ehgxbxh:y, age -Sex group and county

of mxdence
° Adjust for difference in the average cost of those eligible for enrollment in an
HMO: in each category of eligibility
° Adjust for differences in the benefits for which HMOs are respensible and those
retained by Medi-Cal
| : .
e Increase the per capitas by an allowance for those state administrative expenses

that will be replaced by contracting with managed care plans
. Decreése the results for the state’s sha:e of managed cost savings.
Prepaid plans are offered the resultmg rates on a take it or leave it basis.
In-addition, the total paid to prepaid plans can not exceed estimates of what would have
been paid in a FFS system, according to Federal laws and regulations. Thus the estimated FFS
cost PEPM controls what can be paid to prepaid plans under Medicaid, and is by definition what

S
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a FFS program would cost.

The rate structure derived by the Medi-Cal actuaries produces nurabers that appear to be
reasonable in relationship to those from the FFS tabulation, but require adjustments for:

. Dcnv;ng a rate for children between 1% and 18? birthdays from the average family

1 .
° Area differences between payments in the twelve two plan counties and the entire
state | ‘
° Differences in the benefit package offered through the prepaid plans and ali Medi-
. Cal benefits (to the extent that benefits were limited in the prepaid benefit
packages)

Since each of these steps may involve error, we rely here on the rate ($50.23) derived
from FFS data for a population most like what is to be enrolled under CCHP. However, we note
that to the cxtent that the new program will enroll some age groups in larger numbers than others
(especially if distinctions are introduced), this provides a promising base for estimates of the
relative cost of dzﬁ‘ereut age groups.

2 Aﬂ;ustments to benefit package and eligibility

By definition, the benefit package would be the same as the filll Medicaid program. Thus
the tabulations of FFS data cited above exclude services not currently capitated with HMOs. The
value for the average experience of all eligible children during the twelve months ending in June
1996 appears to include all categories of benefits, including some related to institutional services.
These should probably be excluded from the estimate, on the grounds that most needing
institutional services are already eligible for Medi-Cal, and would not be included in the
expansion population. The adjustment appears to be a decrease of the order of $.10 PEPM.

It is not clear whether the services provided to crippled children are included in the base
data. If they were, the cost PEPM should be further reduced by around 5% to allow for the
relatively lngh cost per capita of this group, compared to what may be expected to be found in
the expansion progtam.

) Projecﬁon to First Program Year

The period for which the base rates were tabulated was from July 1995 through June
1996. The estimates from DHS estimates for the average incurred FFS cost per capita for (i)
members of families and (ii) foster children for thé periods July 1995 through June 1996 and J uly
1996 through June 1997 can be used to update 1 this base for another year. The average increase is
2.1%. :

!
{
{
i
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The resulting rate represents the average cost of FFS Medi-Cal during the period from
July 1996 through June 1997. We wish to project the cost to the period July 1998 through June
1999, which occurs two years later. .'We project the increase to be 3.5% per year.  After
incorporating these two trend factors, the estimated average FFS claims incurred for non-infant
non-foster-child Medi-Cal children is $54.86.

@ Adjustm;ents for prepaid plan payment rates

Medi-Cal has increased payment rates to HMOs by 1% to reflect the estimated savings in
Medi-Cal administrative expenses, and decreased rates by a small percentage to obtain a state
share of managed care savings, e.g. a projected 2% in the calculation of two plan county rates.
The rates are also reduced by around 0.5% to reflect a loss of interest when capitations are paid .
in advance rather than claims paid some time after the date on which services are performed.

After these adjustmemts, the average payment rates to prepaid plans for Medi-Cal children
ages 1 - 18 would be $54.31 PEPM.

5) Mediﬁa} administrative expense

The primary categories of expensc that will be expanded would be cxpenscs relating to
eligibility determination and enrollment in prepaid plans. There would also be a modest increase
in the workloads of the central staff and auditors. All additional expenses would be marginal
expenses, since the same basic systems and procedures in place for Medi-Cal would be extended
to the new chglble groups

The most xmportant new expense would be determining eligibility for a large new
population. There would also be increased cost to calculate a new calegory of rates and to
integrate the new beneficiary class into the current system of contracting with prepaid plans. The
new categories would also produce an increase in auditing expense and the cost to analyze
encounter data from the prepaid plans. Even relatively large such increases in the work loads of
central staff, however, would not produce more than norninal increascs in administrative outlays.

We have been provided the following information from the operation of the Medx-Cal
program and plans for an expansion through Medi-Cal to cover new eligible children:

. Medi-Cal reimburses the counties $119.51 per intake per case (family) and $20.46 per
month for ongomg costs”,

. Planning for gn expansion of Medi-Cal under the Child Health Program is based on
payment to the counties of $119.51 per case “at least once per case” per year for “intake”
and “redetermination” afier any year of continuous eligibility and an allowance of $10.23
per month per active case.

i
i
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I

The latter amounts appear excessive for the marginal costs of administering an expansion
population under Medi-Cal, but would produce the $116.02 projecicd per case (and something
morc than the $9.67 projected in the August 27 description, as a monthly cost per eligible since
some children would not be eligible for multiples of full years). In addition, although eligibility
determingtion is the largest expense of an expansion of Medi-Cal, it is not the only additional
expense. There would also be increases in Medi-Cal expenditures for a number of other
functional expenses, including hearings and appcals auditing of payments to health plans, central
office staff time, etc.

The level of reimbursément to counties, however, appears to be excessive for the
marginal cost of deterimining cligibility for an expansion population in which incomes should be
more stable, and for which income verification will not have to be performed for all eligibles
(since many with relatively low health nceds will never apply). We also note that past
expanstons of eligibility of children do not appear to have produced slgmﬁcant increases in
Medi-Cal administrative costs as a percentage of benefits Consequently, we will base our
estimate on an average administrative expense for eligibility of §0% of that projected, and
increase the result by 1% of the average benefits per capita (including payments to health plans)
10 allow for other ﬁmcuons

!
- This produces an average administrative cost of $6.34 in addition to the basis of payment
to health plans, bringing the total estimate to $60.65 PEPM.

(5) Payment of bad debts

An important effect of the expansion should be some relief to major providers from the
burden of bad debts. The primary beneficiaries would be the “essential providers™, i.e.
institutions that now receive Disproportionate Share payments and cross subsidies to Federally
Qualified Health Centers. To the extent that the state’s share of differential payments (including
the extent to which a higher payment rate has been built into the two plan county rates) will be
reduced by the new benefits, the state's cost for the program will be reduced.

| : :
. (6) Coverage of children now covered by employer plans

A strong incentive is created by the new coverage for families that now pay for coverage
of their children through employer plans to drop this coverage. Their children would become
eligible for Medicaid :mmedlately

Medicaid, however, can consider such coverage in determining eligibility. Further, the
Medicaid eligibility is designed to detect employment and ask about such coverage, and the
questions would be repeated quarterly. Medicaid bas the option (and, if cost-effective, is
required by HCFA) to pay the employee contribution rates to obtain coverage for persons eligible
for Medicaid. It should be noted, however, that this affects aggregate outlays, but not nccessarily
the PEPM).
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(7) Selection -

The average r{ite PEPM derived above is determined for coverage of the full population
eligible for the cxpansion, estumated to be some 580,000 children. In practice, only some
fraction of these children would actually become enrolled, issued health cards and enrolled in
prepaid plans. Thus there would continue to be a FFS program paying some claims for eligiblcs

‘before they are enrolled in prepaid plans. The method of estimation implicitly averages such
claim payments and the cost of processing with the premium rates paid to the prepaid plans.

Further, although those who are enrolled will include most with major health expenscs,
some of the expenses of the potential expansjon population will not be paid under the expansion
because the providers to not find obtaining eligibility worth the effort and because some care will
pot be provided to those who do not obtain eligibility. On the other hand, the average cost per
person found eligible will be significantly higher than the average expcndxturc per potential
cligible derived above ‘

(8) Other consideratxons

One possxble shoncommg of the estimates derived above is that the plans may balk at the
level of rates being offered. Since we assume the newly covered group will be offered as part of
the overall package, however, a decision to withdraw would necessarily involve losing the rest of
the Medi-Cal enrollment. For this reason, we only mention the possibility that the increased size
of the contract at what appear to be below market rates may resuit in some loss of potennal

. contractors.

Consortia Plap
{1) Base !

The most important consideration in the choice of a base is to emulate the procedures that
will be followed to determine the premium rates that will be paid for the coverage. A
fundamental dlﬁermc:e between the procedures used to determine rates for the consortia plans
offered in California and the managed Medicaid plaos is that the plans are free to bid rates that
they believe constitute prudent business decisions, without the n’nphczt threat of loss of existing
market share.

In contrast, in! the managed Medi-Cal program, the prepaid plans must acoept the rates
offered, or not pa:uczpatc Many have participated despite the apparently low level of payment
rates offered. Further, if additional volume is not accepted, the plans would lose their present
share of this market. ‘It is much more difficuit for a HMO management to decide to drop an
existing product line than to decide not to bid on a new class of business. ,

The most appropriate base for which we have adequate publicly availablc information

| ,
| s

!
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" from which to estimate the premium rates that would be bid by health plans in a new program
offered by MRMIB would be the average of thc HMO “Preferred” plans being offered through
the HIPC, averaged over the areas in which the uninsured children live. This base is most
appropriate for the CCHP plan because:

° The mechanism is more like that to be used for CCHP than CalPERS, since therc
will be'needs to maintain eligibility roll by individual/family, cligibility depends
on payment of premiums (complete with gracc periods), there arc enroliments
taking place throughout the year, etc.

e In addiﬁon, enrollment is open to biased selection through dumping of sick
employees by very small employcrs (who constitute a large proportion of the
actual enrollment).

° The awiérage is less biased toward urban arcas where therc are proportionately
more civil servaats than the near poverty population.

Since we do not have the enroliment by plan in HIPC, nor any rates specifically for
children living alone, we determine an adjusted premium rate for those plans offered widely
throughout each of the six HIPC arcas from that charged for single adults using (i) standard
demographic relationships telating to the average cost of covering children and singlc adults
through HMOs and (ji) the average Medi-Cal costs of children over age one to that for all
children under age 19.

The next step is based on an assumption concerning how the premjum rates would be
charged, namely that payments by CCHP would be based on the Jowest rate of prepaid plans
widely available throughout each county (less $8.00) and families would be responsible for the
additional premium charged by the health plan chosen. This would mean that the CCHP
expenditure would in effect be based on the premium rates of the lowest cost plan in each county.
To simulate this basis, we based the estimate on the average of the lowest cost among plans
widely available in each ares. (We believe that this method (i) overweights areas 1 and 2,
which have the highest of the lowest premium rates for widely available plans to offset (ii) a bias
in projecting the lowest cost plans (usually Kaiser Perrnanente) to be fully availablc in all
counties in areas 3 through 6. The result was an average child premium of $60.03.

(2) Adjustments to benefit package

We estimate the benefits included in the August 27 descriptive proposal. (These benefits
may have to be increased to meet the “actuarial equivalence tests” required by federal Jaw.)
Accordingly, adjustments must be made for including vision care (including cyeglasses) and a -
full benefit package for preventive and restorative semces for dental care. We estimate mc cosl
of these additional beneﬁts to be $7.25. '

io0
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3) Projection: to first program year

The present HIPC rates are for calendar year 1997. We are estitnating the average cost
during the first operating year of a program that would be in effect during 1999, and perhaps
begin as early as July 1998. We projcct the cost for July 1998 through June 1999. Thus the
general level of rates needs to be projected for 1.5 years. The projection was made at 3.5%
annually.

“@) Administrative expenses

The average adnumstranve expenscs will be significantly higher than currently -

experienced in the HlPC for:

° - Enrollment, eligibility determination and premium processing for individual
family units rather than employe:s, meaning smaller numbers of persons per
eontract

o Premium collection costs will be higher, with more late payments and grace

period notices and processing. (Dealing with inexperienced family heads rather
than the administrators of small employers.)

o More rapid tumover, with higher finders fees and enrollment expenses as a
" pmpomon of total expenses.
° Units are limited to one or more c}nldren, without any adults, meaning both
smaller familics and much lower premium per family unit, than found in
mdmdual insurance.

Adnﬁnistrative expenses as a percentage of the average beneﬁts will be increased for two
primary reasons: (i) the additional cost to deal with individual families, especially low income
families and (ii) the cost of administrative functions will be divided by a much lower average
premium per unit.

Unlike the situation with an expansion of Medi-Cal, a new operation is to be brought into
existence under MRMIB requiring the hiring a corpletely new staff, renting new facilities and
purchase or lease of eqmpment, software, etc. The cost to et up and run the organization will be
a higher perceptage of the relatively low premium rates for children compared to those of the
HIPC. Thus there should be no savings compared to the level of functional costs of the HIPC,
but these will constitute a much higher percentage of benefits.

The primary ﬁmcﬁonﬂ area in which the unit expenses will be greater is in dcaling with
individual enrollments and all the attendant problems. The complications will affect both the
umbrella organization and the health plans, although primarily the former. (It is also not clear
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that the HMOs will build the additional cost of dealing with individuals into their bids, since
many HMOs cross subsidize individual product administrative expenses.)
i

Typical administrative expenses of health insuring organizations that deal primarily with
individuals run 15% to 20% or more of bencfits (aithough much of this is marketing expenses}.
Further, although the average duration of individual health insurance policies tends to be
relatively short, e.g. an average of three to four years, tumover in the population to be covered is
likely to be much higher, perhaps one third to one half of the enrollment each year. Further, by
Jimiting coverage to children in the families, there is less premium over which to spread the cost
of administration. Consequently, the average administrative expenses are likely to run en order
of magnitude higher than for the current mix of small employer groups. The $50 finder’s fecs,
which are payable for ncarly all new enrollments, with one-third turnover each year, by
themselves increase premiums by pearly 2%.

‘

The most suitable starting point would be the total administrative costs of the HIPC
divided by the number of employment groups. This would be biased upward, since the cost to
dcal with employment groups of many individuals will be higher than for a family. Butthe
calculation is likely to be more instructive than beginning with the percentage allowance in the
current HIPC rates. ,

In comparison to the administrative costs found in Medi-Cal, allowances must be made
for the additional functions associated with coverage dependent not only on eligibility
determination but on the collection of monthly premium rates, especially given the targeted
income group and the creation of a completely separate organization to handle all staff functions.
The latter include: -

Ma.mtaxmng enroliment files -

. Premium collection (including pursuit of unpaid premiums duc)

Margins to fund uncollectible premiums due and interest on grace periods
Commissions and finders' fees 4

Accounting, audit, etc.

Actuarial

Investraent of surplus

Employee services and benefits management

Insurances (e.g. E&O)

Provider/plan relations

Compliance with regulanons and other staff functions (e.g. legal, actuarial, etc.).
Cotporate overhead

Risk/profit charges to fund increasing needs for working capital.

® # o 6 & « & » b & & & o

Although thisisa highly uncertain estimate, it is difficult to see how administrative
expenscs could be less than 10% to 15% of benefits. This compares to a present level of
administrativc expenses of a few percent of premium built into the rates charged by the HIPC,
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i.e. an increase of the order of 5% beyond the percentage included in HIPC rates. Compounding
thesc factors {rom the base rate yiclds a final cost per child of $74.39.

i
H

(5) Anti-selection

The average cost per child under the proposed CCHP program would be increased by
limiting eligibility to those willing to pay the premium. This is not reflected in these estimates.
As with the Augnst 27 proposal’s support material, for purposes of discussing the relative merits
of alternative mplemematmns, the estimates are based on a “high cost” scenario reflecting
enrollment at the total pumber of uninsured cligible children xmphed by Census data.

£

(6) Coverage o;f children now covered by employer plans

A strong incentive is created by the new coverage for familics that now pay for coverage

of their children through employer plans to drop this coverage. - Their children would become
eligible for the ncw program after six months,

There would appear to be few barriers to such conversion of child coverage from
employer plans to CCHP. First, cligibility is only determined on an annual basis, and without
the kind of investigation that is likely to find 2ll existing insurancc coverage. Further, some
families would decide that a six month waiting period was well worth having the new program
pick up a much higher propertion of the cost. Thus a substantial coverage of children now
covered by employer sponsored insurance must be anticipated under this program. However, as
noted previously, this primarily affects the aggregate program costs, rather than the PEPM.
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