1444 Eye Street NW, Suite 900
Washington, DC 20005
202-789-1491 » Fax: 202-789-1879

OR HEALTH PoOLICY SOLUTIONS Website: www.ihps.org

Premium Assistance: What Works? What Doesn’'t?

By Ed Neuschler and Rick Curtis
Institute for Health Policy Solutions (IHPS)

Prepared under an IHPS project funded
by The David and L ucile Packard Foundation

April 2003

OApril 2003, INSTITUTE FOR HEALTH POLICY SOLUTIONS



Premium Assistances What Works? What Doesn’'t?

Contents
ACKNOWIEAGEIMENTS.......eeieiie ettt ettt e e ab e e sab e e anb e e e snte e e snbeeeanseeennes iii
I.  Policy Goals: Alternative “MINASELS’ .........cooiiiiiiiieeiiiie et 2
A. Maximize Private Employment-Based COVErage.........ccueeiiieiiieeeiiieeniee e 3
B. Reduce the Cost of Providing Public-Program-Equivalent Benefits...........ccocevieeninnnnne. 4
C. MaXimize PUDIIC COVEIAQE. ......ueeiiiiieeiiie ettt snne e e e 4
[1.  Relationship to Direct PUDIIC COVEIagEe.......cocueiiiiieeiieeeee e 4
A. Eligibility Rules and Verification ReQUIrEMENES..........c.eeeiiiiiiiiieeiee e 5
B.  Premium ContribDULIONS.........ooiiiiiiiie e 8
C.  REGEA ISSUES......coiiiieeiiie ettt ettt e e st e e st e e e sabe e e sabeeesnbeeeanseeesnneeeas 9
D. Premium Assistance asa Standalone Program ...........coceeeeieriiieeenee s 10
[11. Broadening the Reach of Premium ASSISIANCE.........ccciiiiiiiieiiiie e seee e 11
A. Keep It SImple for EMPIOYENS ........eiiiie ettt 11
B. Program Exclusions and Narrow Income Ranges Arbitrarily Limit the Population
Eligible for Premium ASSISIANCE. ........cooiiiiiiiie et 13
C. “Parental Choice” Can Cover More Entire Families When Public Funding Is Only
Avalable for ChilAren...........ooo e 14
D. Broader Perspectives 0n Cost-Eff eCHIVENESS ........oooeiiiiiiiiiei e 16
V. To Supplement, or Not to Supplement? Benchmark ISSUES. ...........coovveviiierinininiieenieens 17
A. Full Supplementation—for Both Services and Cost-Sharing..........occeeveeeeiieeeniienesiieenns 18
B. Partia Supplementation—for Cost-Sharing Only............cooveeiiiiiiiieinee e 20
C. No Supplementation—Walver APProaChEsS..........ceoiiiieiiiieeiiiie e riee et 22
RV ©o o 11T o PR RRPRRI 25
Appendix A: THPS Interpretation of Standards Related to Premium Assistance for
Employer Coverage under Medicaid and SCHIP...........ccccceiiiiiiiiinniieecieee 26
Appendix B: Characteristics of Currently Operating State Premium Assistance (PA)
Programs for FamMIliES.........ooouiieieee e 28
INSTITUTE FOR HEALTH POLICY SOLUTIONS ii O April 2003

Prepared under an IHPS project funded by The David and Lucile Packard Foundation (grant #2001-17513).



Premium Assistances What Works? What Doesn’'t?

Acknowledgements

Since July 1997, with funding from The David and Lucile Packard Foundation, the Institute for Health Policy
Solutions has been serving as a national resource center and providing policy and technical assistance to States
with respect to premium assistance and related ways of coordinating public funding with job-based family
coverage on behalf of children in low- and modest-income working families.

This paper, which represents the final product of this series of grant-funded projects, highlights what have been
found to be the most critical issues for the effective functioning of premium assistance programs. Init, we
attempt to distill the key lessons we have learned and key insights we have gained from working with States
over the past five-and-a-half years.

This paper would not have been possible without the gracious cooperation of the many State officials and
managers who took time over the years to share their experiences and insights with us and with their colleagues
at numerous workshops and other meetings, and by telephone and e-mail aswell. We will not attempt to list
them all, for fear of forgetting someone, but they have our deepest appreciation.

We would like to thank by name the State officials who participated in the final meeting under this series of
projects, a State Working Session on “Premium Assistance: Working Solutions and New Opportunities,” that
we convened in Washington, D.C., on November 22, 2002. The highly interactive discussions at that workshop
helped to flesh out an early outline of this paper and to ensure that it reflects the most up-to-date State
experiences and insights. Many who were there had participated in several meetings over the course of this
series of projects. Others were participating for the first time. They included:

From States with operating From Other Interested States:

Premium Assistance Programs:

[llinois: Jane Longo, Kelly Carter Alabama: Ashley Alvord

lowa: Anita Smith Arizona: Linda Huff Redman

Maryland: Nancy Dieter, Cindy Shirk California: Lesley Cummings, Laura Rosenthal

Massachusetts: Charlie Cook, Nancy Kealey ~ Colorado: Jonathan Harner
New Jersey: Dennis Doderer, Harvey Myers District of Columbia: Janet Perkins

Oregon: Bob DiPrete, Rocky King Georgia: Jana Thomas
Rhode Island: Tricia Leddy, Kate Brewster Idaho: Robin Pewtress
Texas: Trey Berndt Minnesota: Bob Paulsen
Virginia: Kathryn Kotula Nebraska: Ginger Goomis
Wisconsin: Don Schneider Ohio: Bill Hayes

Oklahoma: Kelly Freeman, Kelly Shropshire
South Dakota: Carrie Flakus

Utah: Chad Westover

Washington: Steve Wish

We would aso like to thank Joan Henneberry and Brendan Krause of the National Governors Association’s
Center for Best Practices for making available travel funds from their own Packard-Foundation-funded project
to enable several State officials to participate in the November 22™ workshop. Thanks also to Dennis Smith,
Cheryl Austein-Casnoff and Theresa Sachs of the Centers for Medicare and Medicaid Services for participating
in the workshop, both to listen and to provide afederal perspective when needed.

The views expressed in this paper are those of the authors. No official endorsement by The David and Lucile
Packard Foundation or its trustees is intended or should be inferred.

INSTITUTE FOR HEALTH POLICY SOLUTIONS iii O April 2003
Prepared under an IHPS project funded by The David and Lucile Packard Foundation (grant #2001-17513).



Premium Assistance: What Works? What Doesn’'t?

“Premium Assistance” means hel ping low-income working families to pay the employee
contribution necessary to enroll (or remain enrolled) in employer-sponsored coverage that is
available to them.

Asthey search for efficient and effective ways to provide health insurance coverage for working
uninsured families, policy makers at both the state and the federal level have increasingly
expressed interest in premium assi stance approaches to subsidizing the purchase of private
employment-based coverage by such families.

States began to gain limited experience with premium assistance even before a specific
requirement for “health insurance premium payment (HIPP)” was added to the Medicaid statute
in 1990.% Interest in premium assistance increased with the enactment of the State Children’s
Health Insurance Program (SCHIP) in 1997, which expanded public coverage to childrenin
working families above poverty, who were presumed to be more likely to have accessto
employment-based coverage than children on Medicaid were, and which specifically authorized
payment of premiums for private health care insurance coverage.®* While a growing number of
States are now pursuing premium assistance, only a handful have achieved significant enrollment
under Medicaid, and none have under SCHIP, without a 81115 demonstration waiver and
funding for parents as well as children.

This paper draws upon and attempts to distill State experience to date with premium assistance.
It seeks to highlight the most critical issues for the effective functioning of premium assistance
programs, as well as areas where additional flexibility under Health Insurance Flexibility and
Accountability (HIFA) waivers could make areal difference in the feasibility of such programs.
More specifically, the paper addresses the following questions:

What policy and program elements are critical to making premium assistance really work?

How isthe design of these critical elements related to key environmental and program
variables, such as target population, employers, etc.?

! The term “premium assistance” is used regularly in the context of State Children’s Health Insurance Programs
(SCHIP). Under Medicaid, premium assistance usualy is referred to as “Health Insurance Premium Payment” or
“HIPP’. Other terms States use include * premium support” and “ purchasing credits.” Under SCHIP, because
children who aready have employer coverage are ineligible for the program, SCHIP-funded premium assistance
cannot be used to help them remain enrolled in that coverage. Medicaid, however, does not require that applicants
be uninsured in order to qualify. Therefore, HIPP is used not infrequently to encourage (or require) Medicaid
recipients to remain enrolled in their employer coverage.

2 Section 1906 of the Socia Security Act, as added by Pub.L. 101-508, title IV, Sec. 4402(a)(2), Nov. 5, 1990, and
amended by Pub.L. 105-33, title 1V, Sec. 4741(b), Aug. 5, 1997. The original provision was theoretically
mandatory on the States, but the 1997 amendment recognized reality and made HIPP optional.

3 Section 2110(a)(25) of the Social Security Act specifies that “child health assistance” includes “ premiums for
private health care insurance coverage.”

INSTITUTE FOR HEALTH POLICY SOLUTIONS 1 O April 2003
Prepared under an IHPS project funded by The David and Lucile Packard Foundation (grant #2001-17513).



Premium Assistances What Works? What Doesn’'t?

What new approaches are being pursued under HIFA waivers that could make ideas work
that could not work before?

A schematic outline giving key features of currently operating State premium assistance
programs appears as Appendix B.

|. Policy Goals: Alternative “ Mindsets’

There are avariety of reasons for States' growing interest in subsidizing the purchase of private
employer coverage by uninsured working families.

By taking advantage of employer contributions, premium assistance allows States to serve
more uninsured children and families with the public funds available.

» Nationwide in 1998-99, 22% of children and 11% of parents on Medicaid had access to
employment-based coverage but were not enrolled. For children on SCHIP or other
public coverage, the access rate was almost 40%.*

Because it builds on enrollment in mainstream, employment-based health coverage, premium

assistance may be able to reach uninsured children whose parents are loath to enroll them
directly in a separate public program.

» Aganin 1998-99, 30% of uninsured children and 26% of uninsured parents had access to

employment-based coverage but were not enrolled. For families with incomes between
133% and 200% of poverty, the access rate was even higher—36% for both uninsured
children and parents.”

Allowing families to enroll together in a single health plan, easily and conveniently, makes it
more likely that children will be covered and will actually use preventive services and other
necessary medical care.

When dligibility for public programs expands above the poverty level, making premium
assistance available may help to discourage workers from dropping employment-based
coverage.

Many states believe premium assistance is consistent with the welfare reform goal of
encouraging self-sufficiency through employment. Employment-based health benefits can
help to strengthen modest-income parents' attachment to the labor force, and will remain
available if they become ineligible for public subsidies due to increased earnings.

* Unpublished Institute for Health Policy Solutions analysis of public-use data from the Community Tracking
Survey, Round Two Household Survey, sponsored by the Center for Studying Health Systems Change
(www.hschange.orq).

® Ibid. The 36% access rate for children in the 133%-200% FPL range consists of 16.2% with a parent who had
employer coverage and 19.4% with a parent who had declined employer coverage. In anayzing the March 2000
Current Population Survey (which measured coverage status during 1999), IHPS found a similar result: Of
uninsured children in the 133%-200% FPL income range, 18.3% had a parent who was covered by employment-
based insurance. (The number of uninsured children whose parent declined employer coverage cannot be
determined in the March CPS.)
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While states' interest in premium assistance is generally motivated by some combination of these
objectives, there can be important and substantial differences of perspective about broader goals.
For example, some state officials view premium assistance as an important tool in a broader
strategy of encouraging private employment-based coverage, while others view it more as away
to extend the reach of public program dollars and approaches.

As aresult, there are differences in what premium assistance program structures are deemed
desirable or applicable (although changes in the fiscal and political environment can substantially
alter such perspectives in a given state over time). These often unstated policy goal “mindsets’
influence program design as well as views regarding public budget efficiency measures.
Understanding such differences in policy context can facilitate a constructive appreciation of
“effective’” program design. To assist such an understanding, this section identifies three major
aternative “mindsets’ and discusses how they differ with respect to their primary goal, their
views about “benefit equity” and how they measure “efficiency” in the use of public funds.

Note that these “mindsets’ apply primarily in discussing coverage for working families with
incomes above the poverty level. Families below poverty are much less likely to have a
permanent full-time worker and, therefore, will have to rely primarily on public coverage
because employment-based coverage is much less likely to be available to them.

A. Maximize Private Employment-Based Coverage

Policy makers with this perspective believe that coverage expansions should, to the degree
possible, reinforce the mainstream system under which people who work regularly, and their
families, get health coverage through their workplace. Therefore, in this mindset, the
primary goal, for those above the poverty level, is to maximize the number of persons
covered through private employment-based coverage, using premium assistance where
needed to do so. Public program coverage is seen as intended primarily for the poor and for
those for whom adequate private coverage is not affordable or accessible.

Since workplace coverage is primary in this mindset, benefit equity means equity within the
employer group, i.e., al those in a given employer group should receive the same benefits,
regardless of their subsidy status. Where public subsidies are restricted to people who are
uninsured when they apply (as, e.g., under SCHIP), the question from this perspective is why
workers who initially declined employer coverage should receive both public subsidies
toward their premium share and better benefits than their low-income coworkers who
accepted (and paid for) employer benefits in the first place and therefore would not qualify
for subsidies. (Whether the employer plan meets adequate benefit standards may or may not
be additional criteria)

In this mindset, efficiency is thought of in terms of public outlays per covered person in the
target income group, system-wide (i.e., without regard to how they are covered or who pays).
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B. Reducethe Cost of Providing Public-Program-Equivalent Benefits

Policy makers with this perspective accord very high priority to the benefit equity concern
that all those receiving publicly subsidized coverage should receive equivaent benefits.

Their primary goal is to extend the equivalent of public program coverage to all uninsured,
income-eligible persons, whether or not they have access to employer coverage. But they are
willing to make use of employment-based coverage (and employers contributions) to stretch
public funds further and make that goal financially attainable, wherever it is cost-effective to
do so and the employer plan’s benefits are, or can be supplemented to be, equivalent to
public program benefits. They think of efficiency in terms of public outlays per subsidized
person. (That is, people not receiving public subsidies are not taken into account, even if
they belong to the target income group.)

C. Maximize Public Coverage

In this mindset, the primary goal isto extend public program coverage to the maximum
number of low-income working families. The benefit equity concern isthat all those
receiving publicly subsidized coverage have access to the same (public program) benefits,
and this concern is given very high priority. Employer coverage tends to be viewed as
inadequate to meet the needs of low-income people and, therefore, it is seen primarily asa
third-party financing source rather than as standalone coverage. Premium assistanceis not a
priority and is acceptable only in instances where public costs for an individual are
dramatically reduced (e.g., because it is a high-cost individual), and premium assistance
recipients must continue to have access to all public program benefits with at most nominal
cost sharing. Efficiency is measured in terms of cost per public program enrollee.

Aswill be seen in the following sections, these policy “mindsets’ have an important impact on
pragmeatic policy design questions for premium assistance.

I1. Relationship to Direct Public Coverage

Premium assistance is usually (but not always) offered as an aternative to enrollment in direct
public coverage. Where thisis the case, and low-income working parents and children have
access to direct public direct coverage, the design of the underlying public program can have a
significant impact on the feasibility, effectiveness and efficiency of a premium assistance
program. (Asused here, “design” includes both stated policy goals and operational processes.)

Public program design theoretically should, but may or may not, reflect a consensus among
policy maker’ s regarding the State’ s broad policy goals. For example, it can give effect to a
policy that applicants are expected to make use of employer coverage that is available to them
(with assistance where appropriate). Or it can emphasize primarily getting people enrolled
promptly in public coverage, in effect leaving the possibility that employer coverage is available
as alower priority concern. Wisconsin's experience provides a case in point.

In designing the BadgerCare family-coverage program, Wisconsin policy makers
intended that families should make use of employer coverage that was available to
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them. Families whose employers offered family coverage and paid 80% or more
of its cost were made ineligible for public coverage. If employer family coverage
was available but the employer contributed less than 80%, families were required
to enroll in that coverage at their next opportunity, with premium assistance to
pay their share of the employer-coverage premium (when cost-effective). In
short, a general policy that apparently supported use of available employer
coverage.

However, other public program (BadgerCare) policies and objectives have caused
premium assistance enrollment in Wisconsin to remain meager, even more than
three years after BadgerCare was implemented. Primarily, a decision was made
to enroll people in the public program first and try to check on the availability of
employer coverage later. That is, applicants found eligible for BadgerCare are
enrolled immediately, and checking on the availability of employer coverage
takes place only afterwards. A few applicants do have their coverage terminated,
two or three months later, when their employers report that family coverage with
an 80%+ employer contribution had been offered to them within the past

18 months. But the applicants themselves are not required to obtain insurance
verification information from their employer and, while employers are asked
(primarily by mail) to supply that information, they also are not required to and
often do not supply it. Moreover, the actual current employer often cannot be
located. Asaresult, as of June 2001, no employer verification had been obtained
for about 4 out of 9 employed BadgerCare applicants.

(In the context of the Wisconsin's severe revenue shortfall, the newly elected
Governor’ s budget recommends that applicants be required to obtain verification
of insurance status from their employer as a condition for initial eligibility for,
and renewal of, BadgerCare coverage.)

Two aspects of public-program design that can be particularly critical for the success of premium
assistance programs are (a) verification of employer insurance as part of the eligibility process
and (b) the premium contributions that are required to enroll in the public program. The
different approaches being used by States on these issues, which are discussed at some length in
the following sections, reflect their differing policy perspectives. Some additional related issues
are also discussed briefly, and the section concludes by noting that several States provide
premium assistance to people who are not eligible for direct public coverage.

A. Eligibility Rules and Verification Requirements

As the Wisconsin example makes clear, the public program eligibility determination process
isacritical juncture for the success of a premium assistance program. Whether the State's
goadl isto enforce an employer-coverage-first policy or smply to tap into available employer
contributions, it cannot be achieved unless the fact that employer coverage is available can be
identified and the necessary information about it obtained.
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1. “Public Program Enrollment First”

Like Wisconsin, some States emphasize making the application process for public
coverage as easy as possible and avoiding delays in public-program enrollment. While
this approach enables the public program to reach more uninsured people more quickly, it
makes it much harder to obtain information about employer coverage the applicant may
have access to and therefore reduces the potentia reach of premium assistance. Specific
operational policies that create obstacles for premium assistance include:

a. Not verifying the identity of the applicant’s employer or obtaining contact
information for the person most knowledgeable about the employer’ s health
coverage.

b. Granting public-program eligibility before investigating whether employer
coverage is available to the applicant.

From a premium assistance perspective, such policies can create problems such as.

c. Inability to identify the actual employer due to inaccurate or incomplete
information on the application.

d. Inability to obtain information from the employer (if identified), because the State
cannot compel the employer to cooperate (per ERISA)®, and the applicant has
already been granted eligibility.

2. Insisting on Employer Coverage Information and/or Enrollment First

States that want to maximize reliance on private employment-based coverage could
consider policies such as:

a. Requiring adults to accept qualifying employer coverage, if available, asa
condition of eligibility for receiving public subsidies. (l.e., premium assistance is
available toward the cost of their employer coverage but refusal to enroll in that
coverage resultsin loss of eligibility.)

b. Denying public program eligibility to applicants who turned down an employer’s
offer of affordable coverage. (E.g., Wisconsin terminates eligibility if a
recipient’s employer reports coverage is available and the employer pays 80% or
more of the premium.)

® The Employee Retirement Income Security Act of 1974 (ERISA) does not allow States to regulate employee
benefit plans. Thus, States cannot directly demand that employers provide them with plan information. However,
ERISA rules do require employer plans to develop and give to plan participants a Summary Plan Description.
Workers could simply ask their employer for a copy of that same Summary Plan Description (or some other existing
benefit coverage documents) along with employee contribution requirements. See Rick Curtis and Ann Page,
Extending Health Care Coverage for Modest-Income Children and Pregnant Women: Public & Employer-Financed
Coverage Lessons, Institute for Health Policy Solutions, December 1996.

INSTITUTE FOR HEALTH POLICY SOLUTIONS 6 O April 2003
Prepared under an IHPS project funded by The David and Lucile Packard Foundation (grant #2001-17513).



Premium Assistances What Works? What Doesn’'t?

However, the success of such policies and of premium assistance itself depends on the
State' s ability to identify promptly and accurately when employer coverage is available to
an applicant. States could consider:

c. Requiring that (verified) basic information about whether employer coverageis
available be provided before eligibility for the underlying public program will be
granted.

For example, until very recently, | owa, which has arelatively large Health
Insurance Premium Payment (HIPP) component of its Medicaid program,
required employer verification of both wages paid and whether or not employer
health coverage was available to the applicant before granting Medicaid
digibility.

By requiring the applicant to obtain information directly from their employer, the
State avoids (or at least significantly reduces) the potential for fraud, aswell as
operational problems due to inaccurate or incomplete employer identification
information.

As policy makers strove to reduce barriers to coverage, particularly of uninsured
children, requiring verification during the eligibility determination process has
fallen out of favor in the past five years or so. From this perspective, the obvious
disadvantages of requiring verification about employer coverage are that some
eligible people will be discouraged from applying and that eligibility will be
delayed for some period of time for applicants who are in fact eligible.
Additionally, if applied to families who are already enrolled in public coverage
(e.g., aspart of atransition to premium assistance or at redetermination), a
verification requirement could increase caseload churning.

When budget shortfalls might otherwise force reductions in income-eligibility
standards, however, States may prefer a policy of stricter verification so that those
who need and want coverage can still obtain it.

An important limitation of required verification is that, under federal rules,
Medicaid eligibility for children cannot be denied based on their parent’s
failure to enroll them in employment-based health insurance.”

Note also that, due to awork overload situation in itslocal eligibility offices, lowa
recently decided to revise its employer-verification process. Effective April 2003,
verification of employer coverage availability will be done by the central HIPP
unit rather than by local eligibility workers and will take place after eligibility has
been determined rather than before, although sanctions will still be applied if a
client fails to cooperate.

7 Section 1906(b)(2) of the Social Security Act.
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B. Premium Contributions

Free or virtually free health coverage for families below poverty seems entirely appropriate
to most policy makers. Relatively few of them have a full-time worker in the family who
might be eligible for employer coverage. But, asincome eligibility levels increase beyond
the poverty level, free or very low-cost public coverage may be very attractive alternative to
the cost of private employer coverage for a number of low-income working families and their
employers. It may encourage these families not to enroll in, or perhaps even to drop (or
encourage their employer to drop), employer coverage that would otherwise be available to
them. One recent study estimated that, among children in families with incomes between
100% and 200% of poverty, about 39% of the increase in SCHIP and Medicaid coverage
between 1997 and 2001 involved substitution for private coverage.®

On the other hand, higher recipient contribution requirements are known to discourage public
program participation, even among those who do not have access to employer coverage.
(The same study found that the proportion of low-income children who were uninsured
dropped from 20.1% in 1997 to 16.1% in 2001, as aresult of significant increasesin public
program coverage.®) So, as aways, there are difficult trade-offs to be evaluated. |deally, the
right combination of eligibility, contribution and premium assistance policies would
maximize the number of children and parents covered, overal.

A related issue for premium assistance program design is whether employer’s contributions
(toward private coverage) will reduce their workers' costs compared to enrollment in the
public program. If working families can receive premium assistance to help them enroll in
their employer’s plan, but have to make the same contribution from their own funds that they
would have to make to enroll in the public program, then they are no better off despite their
employer’s contribution. In this situation, employers with many income-eligible workers
have no incentive to maintain or increase their contributions over time.

States that want to maximize reliance on private employment-based coverage could consider
policies such as:

1. Increasing the charge for public-program enrollment asincome increases, on a
diding scale.

a. For example, Rhode I sland’s monthly premium per family (for both public
coverage and premium assistance) now ranges from $61 just above 150% FPL to
$92 at the maximum income.

b. For families above 150% FPL, Wisconsin charges approximately 3% of
countable family income, yielding a range from $30 to $165 per month. (Only
large families, whose size makes them eligible despite higher incomes in dollar
terms, would pay more than about $90 per month.)

8 Peter J. Cunningham, James D Reschovsky and Jack Hadley, “SCHIP, Medicaid Expansions Lead to Shiftsin
Children’s Coverage,” Issue Brief No. 59, Center for Studying Health System Change, December 2002.

% bid.
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c. But, inthese and most States with operating premium assistance programs,
premium assistance recipients pay the same amount as people enrolled in direct
public coverage. So, even if an employer pays a greater share of the premium, the
worker still has to pay the same amount.

2. Alternatively, charging an increasing percentage of the total premium or capitation
payment.

a.  Under its HIFA waiver, Oregon charges modest enrollment fees, ranging from $6
to $20 per month, for “OHP Standard” (public) coverage of adults below poverty.
Above poverty, Oregon charges an increasing share of the actual premium,
beginning at 9.2% and increasing to 50%.

b. Under premium assistance, Oregon also pays a decreasing percentage of the
worker’s cost to enroll in employer coverage as the worker’ s income increase, so
greater employer contributions do reduce the workers' cost for coverage.

C. Related Issues
1. Benefits Offered Under Public Coverage

The content of the benefit package for public coverage is aso an important consideration.
If a State wants to emphasize and encourage use of employment-based coverage, making
public coverage much richer than typical employment-based coverage (for working
families above the poverty level) makes no sense. At least in part for this reason, Oregon
(for example) designed its “ Oregon Health Plan (OHP) Standard” coverage for non-
“mandatory” adults to be much more like typical employer coverage than like the more
comprehensive “OHP Plus’ coverage provided to children and “ mandatory” groups.

2. “Qualifying Event” for Employer-Plan Enrollment

Typically, aworker can enroll in his or her employer plan, or switch from worker-only to
family coverage, only once per year or when certain specified events occur. If aworker
does not enroll at his or her first opportunity, there may be a considerable wait for the
next “open enrollment” period. Obvioudly, this reality creates potential problems for
State premium assistance programs. Workers in families found eligible for Medicaid or
SCHIP will often not be permitted to enroll in their employer plan immediately. Thus,
their premium assistance status must be “pended” until they can actualy enroll, and they
must be granted public coverage while they wait.

States can directly address this problem for employer plans provided by licensed health
insurance carriers. State insurance law (or perhaps regulations) can be changed to require
that licensed carriers and health plans recognize becoming eligible for Medicaid or
SCHIP as a“qualifying event” that triggers a special enrollment period. Families found
eligible for premium assistance would then be able to enroll in their employer’s plan
immediately. Maryland is one State that has changed its insurance law in this way.
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However, because the Employee Retirement Income Security Act of 1974 (ERISA) does
not allow States to regulate employee benefit plans, States cannot directly tell employer
plans they must let workers enroll immediately upon being found eligible for Medicaid or
SCHIP premium assistance. If the employer plan is self-insured, there is nothing the
State can do except ask for the employer’ s voluntary cooperation and, if it is not granted,
tell the worker to enroll during the next open enrollment period.

The President’ s Budget for Fiscal Y ear 2004 includes a legidlative proposal to correct this
situation. For al employer plans, the proposal would make eligibility for Medicaid and
SCHIP atrigger for private health insurance enrollment outside the plan’s open
enrollment period. This proposal is specifically intended to help states implement
premium assistance programs in Medicaid and SCHIP.

States should be aware that many uninsured workers who have access to employer
coverage work for larger employers who often offer a self-insured plan that is beyond
the reach of State insurance regulation. But such employers often aso offer an HMO
or POS plan that is subject to State insurance rules.

D. Premium Assistance as a Standalone Program

Premium assistance can be offered as a standalone program (i.e., with no option for direct
public coverage) for working families. That is, at least for some groups, subsidies can be
made available only for private coverage. Recent examples of the standal one approach
include:

Oregon’s Family Health Insurance Assistance Program (FHIAP), which originally was a
solely state-funded program completely separate from Medicaid that provided the only
health insurance subsidies available to people above the poverty level. Under Oregon’s
HIFA waiver, approved in October 2002, FHIAP will now be a federally matched
program. But for adults above 100% of poverty, FHIAP will only subsidize private
coverage (including individual as well as employment-based coverage). Initially, no
direct public coverage will be available for this group.™

For adults under 200% FPL, New Mexico is developing an employment-based system
under aHIFA waiver. By paying $75 per (income-dligible, covered) worker per month,
employers can buy into a system of health-plan offerings arranged by the State for their
workers. (Workers pay $0-$35 per month, depending on income.) The programis
targeted on, but not strictly limited to, uninsured employers.

In M assachusetts, subsidized coverage for childless adults is available only through the
Insurance Partnership program, under which the State provides subsidies toward the cost
of employment-based coverage for both low-income workers and their small employers.

19 pyblic coverage may be made available up to 185% of poverty at a later date.
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Deciding to provide subsidies only for private coverage obviously represents the epitome of
the “Maximize Private Coverage” mindset. Most often, however, premium assistance is
offered as an alternative to enrollment in direct public coverage.

I11. Broadening the Reach of Premium Assistance

If premium assistance programs are to achieve their objectives (as each State defines them) and
operate efficiently, they need to reach more than a handful of recipients. This section discusses
several “do and don’ts” with respect to maximizing the population served by premium
assistance.

A. Keep It Simple for Employers

Successful premium-assistance programs minimize the administrative burden on employers,
particularly with respect to subsidy administration.

When they first begin to consider developing a premium assistance program, States
sometimes expect that employers will do much of the administrative work for them. For
example, they envision employers submitting their benefit plans to the State for pre-
certification, even before any of the employer’ s workers have applied for assistance. States
may also expect to be able to pay the premium assistance subsidy to the employer, who
would then eliminate (or reduce) the worker’s payroll deduction for health insurance.

These expectations are for the most part unrealistic. Businesses are not charitable
institutions, and an employer’s primary focus is, appropriately, the business and its bottom
line. States should not expect employers to be eager to increase their benefit costs by
enrolling more workers in the employer’ s health plan. Moreover, payroll processing is
already complicated enough, without attempting to build in special treatment for premium
assistance recipients. And businesses may aso be concerned about aspects of premium
assistance that may seem unfair to them or to their workers (e.g., providing assistance only
for uninsured workers who previously turned down employer coverage, and not for
otherwise-identical workers who have been paying out of their own paycheck to be in the
employer’s plan).

Pioneering States like M assachusetts and Oregon explored whether employers would be
willing to receive subsidy funds on behalf of their employees. The answer has generally
been “No.” Both these States, as well as1owa, are willing to pay the subsidy to the
employer, but they find that employers only rarely are willing to handle subsidy funds, so
subsidy payments usually go directly to workers. (But see further discussion of
Massachusetts below.) Both lowa and Oregon will pay the subsidy directly to the health
plan when premium assistance is being provided for individual (non-group) coverage.'*

| owa notes that direct payment to the health plan may also apply when premium assistance is provided for
COBRA continuation coverage.
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Recently, Rhode I sland had little success with itsinitial approach to premium assistance,
under which it asked employers to receive subsidy payments from the State and reduce
eligible workers health insurance payroll deduction. In thefirst year of operation, only
about 275 individuals were enrolled in premium assistance. After the State decided early
in 2002 to make subsidy payments directly to families, rather than through their
employers, 1,700 individuals were enrolled within six months.*?

There are, however, some situations in which an employer or some other intermediary may
be willing to handle subsidy payment on behalf of the State.

For example, M assachusetts' Insurance Partnership program subsidizes both low-
income workers and their small employers. Some employers go through a “billing and
enrollment intermediary (BEI)” to obtain their health insurance. In this case, the State
pays the subsidy to the BEI, which adjusts its billing to the employer appropriately.

Other employers receive a check directly from the State through an Insurance Partnership
contractor. These employers adjust the health insurance payroll deduction for the
employee to reflect the subsidy payment.

Small employer purchasing pools, where they have certain characteristics, may present
States with areal opportunity to reach workers at many small employers easily and
efficiently. Such pools generally offer a few standardized benefit plans, which could be
pre-certified in advance as meeting State requirements for premium assistance. (In fact,
they could even be designed to do so.) And, where they are truly purchasing pools, they
regularly bill employers for premiums due on behalf of workers who have selected
different health plans charging different premium rates. Thus, they would be able to
adjust their billings to reflect State subsidies payable on behalf of particular workers.
Also, they could routinely collect employer-contribution information at application and
renewal, making it easy to determine cost-effectiveness on an ongoing basis. The process
would remain simple for the employer, because the pool would handle all of the hard
work. The motivation for the pool to participate would be increased enrollment over
which to spread its fixed costs.

There may also be rare cases in which alarge employer with a significant number of low-
wage workers not participating in its health plan would be willing to work actively with the
State to make premium assistance work for its eligible employees. The motivation for the
employer would be reduced worker turnover—workers who have coverage through their
employer areless likely to look elsewhere for ajob with better benefits. But this sort of
situation is likely to be the exception, rather than the rule. In general, States interested in
promoting premium assistance should not ask employers to do more than supply basic
information about what their health plan covers and how much workers have to pay to enroll.

12 |_eddy, P. Premium assistance: Opportunities and challenges: Implementing Rhode Island’ s RIteShare program.
Philadel phia, PA: 15th Annual State Health Policy Conference of the National Academy for State Health Policy,
August 5, 2002. Slide presentation.
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B. Program Exclusions and Narrow | ncome Ranges Arbitrarily Limit the Population
Eligible for Premium Assistance

Because Medicaid and SCHIP are different programs subject to different federal regulatory
requirements (see Appendix A) and are often administratively separate at the State level,
States often offer premium assistance under one program but not the other. For example:

Despite its large Medicaid premium assistance (HIPP) program, 1owa has not attempted
premium assistance under SCHIP, even though, given the higher incomes involved, a
much higher percentage of SCHIP children are likely to be ligible for employer
coverage.

Maryland has implemented a premium-assistance initiative only for children between
200% and 300% of poverty (eligible for its separate SCHIP program), and not for lower-
income children under its much larger Medicaid and Medicaid-model SCHIP programs.

Wisconsin will not provide premium assistance to afamily if the children in the family
are eligible for regular Medicaid, rather than for BadgerCare (SCHIP). From October
2000 through June 2001, about 60% of cases that would otherwise have qualified for
premium assistance were denied because the children in the family were Medicaid-
eigible.

In addition to directly limiting the population eligible for premium assistance, such an
approach istoo fragmented to work well in the world of employer coverage.

Narrow income-dligibility ranges make only a very small fraction of workers eligible for
premium assistance for themselves and their children.

» For example, amost three-quarters (73%) of uninsured children with accessto
employer coverage are in families with incomes below 250% of poverty, but only one
in eight (12.6%) are in the income range from 200% to 249% of poverty.*

» Even employers with amostly low-wage workforce would have very few of their
workers qualify for premium assistance under a program with a narrow income range.
Among low-wage full-time workers—those who earn less than $20,000 per year or
about $10 per hour—27% are parents with family incomes below 250% of poverty,
but only 5% are parents in the income range from 200% to 249% of poverty.**

Narrow eligibility ranges can also mean that higher-income workers qualify for premium
assistance while lower-income workers in the same firm do not. Where lower-income

13 Unpublished Institute for Health Policy Solutions analysis of the 1996 Medical Expenditure Panel Survey (full-
year panel).

14 Unpublished Institute for Health Policy Solutions analysis of the March 2000 Current Population Survey. This
percentage is low for several reasons. Many workers are childless (i.e., do not have minor children at home). Some
low-wage parents have working spouses, and their combined earnings bring family income above 250% of poverty.
Conversely, low-wage parents without a working spouse most likely will have family income below 200% of
poverty. (Even with only one dependent, a single worker would have to earn $11.65 per hour, 40 hours per week, to
reach 200% of poverty in 2003.)
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families are excluded from premium assistance, the program may seem digointed and
unfair to parents whose larger family size lowers their income relative to poverty and
thereby precludes them from receiving assistance for an employer family plan covering
their colleagues.

» For example, consider the situation of two single parents, both working full time and
earning $8.25 per hour (or $17,160 per year), in a State that offers premium
assistance for SCHIP-eligible children (above 133% FPL) but not for Medicaid-
eligible children (below 133% FPL).

» Thesingle parent with one child hasincome at 148% FPL, and her child qualifies for
premium assistance under SCHIP.

» The single parent with two children has the same dollar income but isat 117% FPL,
so her child qualifies for Medicaid and cannot receive premium assistance.

A less fragmented approach that incorporates a broader income range for premium
assistance (incorporating both SCHIP and Medicaid income ranges) would be more
equitable and broaden the eligible population considerably.

For example, Rhode Island’ s RIteShare (premium assistance) program is available to all
parents and children who are ligible for public coverage through RIteCare, the State’s
combined Medicaid-SCHIP managed care program for families and children. Enrollment
in RiteShare grew rapidly during 2002.

New Jer sey also makes premium assistance available to all parents and children who are
eligible for public coverage through its FamilyCare or KidCare programs. For other
reasons, however, premium assistance is growing slowly in New Jersey.

C. “Parental Choice” Can Cover More Entire Families When Public Funding Is Only
Available for Children

Under normal program rules, premium assistance is typically offered (or required) only when
it is cost-effective, i.e., when the total cost to the State of covering the family through their
employer’s coverage is less than the total cost of covering the eligible family members
through direct public coverage. If the worker’s share of the premium for employment-based
family coverage is too high, this cost-effectiveness test will not be met, and premium
assistance will not be offered.

When public coverage is available only for children, as under SCHIP or where a State has

not expanded family coverage under Medicaid, the worker’s premium share for employment-
based family coverage will often exceed the State's cost of covering (only) the worker’s
children under Medicaid or SCHIP, and premium assistance will not be cost-effective under a
narrow interpretation of program rules. (Thiswill be the case especially in States that have
obtained very favorable capitation rates for coverage of children.)

For example, Rhode I land reports that, among families with access to employer
coverage, premium assistance is found to be cost-effective much more frequently for
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families below 185% FPL (where both parents and children are eligible) than above
185% FPL (where only the children are ligible).

Thus, a narrow interpretation of cost-effectiveness limits the population that could benefit
from premium assistance. But an aternative approach is possible, on avoluntary basis for
families.

The State could offer to pay the family a premium subsidy equal to the cost of enrolling
the eligible children in direct public coverage.® If the family accepted the State’s offer,
the worker would pay the difference between the amount of the State subsidy and his or
her full cost to enroll in the employer plan. In effect, the parent is opting to pay the extra
amount—beyond the State’ s cost for children’s coverage—in order to cover themselves
aswell astheir children under a single health plan.

Such an approach apparently would be in compliance with federal requirements for premium
assistance under SCHIP, because the additional premium the worker has to pay to enroll all
family membersin their employer’s plan would not be considered to be cost-sharing
applicable to the children and therefore would not count toward the 5%-of-income
cumulative limit on cost-sharing on behalf of the children.'®

In Virginia, participation in HIPP is mandatory for Medicaid recipients when enrollment
in employer coverage with premium assistance is found to be cost-effective. When
paying the entire worker’ s share of the premium for employer coverage is not found to be
cost-effective, the State offers the family the option to enroll in their employer’s plan
with the family paying the employee costs beyond those covered by premium assistance.
Much recent enrollment in HIPP has come through this route.’

A major benefit of this approach isthat it provides coverage to an entire family, including the
parents, but costs the State no more than covering only the recipient in public coverage.

'3 To comply with cost-effectiveness requirements, the premium assistance subsidy would equal the normal
capitation amount the State would pay for direct public coverage of the children, less the cost of any coverage that
would be provided to supplement the employer plan and an administrative charge to cover the marginal costs of the
premium assistance operation.

16 The preamble to the revision of the final SCHIP regulations, published June 25, 2001, specifically says that

“ States need not count an adult family member’s cost sharing toward the cumulative family maximum when
providing family coverage.” Federal Register, vol. 66, no. 122, p. 33815. The guidance for the Health Insurance
Flexibility and Accountability (HIFA) demonstration initiative specifically states, “1n cases where an entire family is
covered, this guideline [the 5%-of-income limit] does not need to apply to cost sharing not attributable to individual
family members, such asafamily premium.” While this statement was made in the HIFA waiver guidance, it seems
fairly clear from the context that it expresses the federal Administration’s general intent on this matter.

7 Virginia has not expanded coverage of parents under Medicaid. Therefore, families using this option are most

likely familiesin which the children but not the parents are eligible for Medicaid. Enrolling in employer coverage
allows the whole family to be covered.
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D. Broader Perspectives on Cost-Effectiveness

Cost-effectiveness is often applied on a case-by-case basis. That is, the specific makeup of
the applicant family (number, gender and age of members, etc.) is considered in determining
whether premium assistance will be more cost-effective for the State than direct public
coverage.

This approach is appropriate if the State’ s goal is to assure that providing premium assistance
does not cost the State more than providing direct public coverage in each particular instance.
If the State wants to use premium assistance to encourage use of, and avoid shifts from.
employment-based coverage on a broader basis, however, this approach istoo narrow. In
particular, worker premiums for employment-based family coverage generally do not vary
with family size (and may or may not vary based on whether the worker’s spouse is or is not
included), while public program costs do vary with family size. Thus, smaller families will
be much less likely to qualify for premium assistance than larger families if a case-by-case
approach to cost-effectivenessis used. In this situation, among workers with the same
income working for the same employer, some will qualify for premium assistance and some
will not qualify, based on the size of their family, even where al would qualify for direct
public coverage. Such aresult will seem unfair to the workers and may create morale
problems for the employer, making them less willing to participate in premium assistance.
Moreover, such confusing mixed signals undermine the State’ s desire to promote
employment-based coverage for low-income working families.

The alternative is to assess cost-effectiveness in a more aggregate way (as permitted, for
example, under the SCHIP regulations).*®

For example, Rhode I sland performs its cost-effectiveness test for premium assistance
on what it calls an “employer-by-employer” basis. The State compares the cost of
providing premium assistance for family coverage under a particular employer’s plan
with the State’ s average cost of providing coverage to afamily under its public RiteCare
program. If the employer plan isfound to be cost-effective using this test, any income-
eligible parent working for that employer qualifies for premium assistance. [Separate
tests are applied for full family coverage (under 185% FPL) and children-only coverage
(over 185% FPL).]

As noted earlier, some States may wish to take an even broader approach to cost-
effectiveness by focusing on public outlays per covered person in the target income group,
system-wide (i.e., without regard to how they are covered or who pays). Some of the
premium-assistance-only strategies recently approved under HIFA waivers (Oregon, New
Mexico) move in thisdirection. They can do so because the HIFA waiver guidance does not
require atraditional cost-effectiveness test:

“States will not be required to meet a specific cost effectiveness test for premium
assistance programs as part of comprehensive approaches that promise to decrease

18 42 CFR 457.810(c)(2).
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the number of uninsured under 200 percent of the FPL. States should monitor
that aggregate costs for those enrolled in premium assistance programs are not
significantly higher than costs would be if under a direct coverage program, for
the purpose of controlling both State and Federal costs under the demonstration.”

IV.To Supplement, or Not to Supplement? Benchmark |ssues.

Few, if any, employer plans provide everything that direct public coverage provides. And many
don’t provide everything included in any one of the SCHIP “benchmark” plans. Some categories
of service will not be covered (e.g., dental, mental health), or will be covered less
comprehensively under employer plans. And cost sharing at the time of service will amost
certainly be higher than under Medicaid or SCHIP.

Dealing with this issue has been among the most vexing problems facing States interested in
premium assistance under separate (non-Medicaid) SCHIP programs.

Two salient facts energize a difficult policy debate about the “ benefit equity” issue:

First, direct public coverage is not now available to all low-income children (or adults),
because under programs like SCHIP applicants who aready have health coverage elsewhere
are not eligible for public coverage or subsidies, even when they meet the income standards.
(And, of course, relatively few States cover parents above the poverty level, and coverage for
low-income childless adultsis even rarer.)

Second, roughly half of people under age 65 (including children) between 100% and 200%
of poverty have employment-based health coverage.™

There are different policy perspectives on what to do about the equity issues raised by the
coverage discrepancy between employer plans and direct public coverage (with respect to
working families above the poverty level).

One school of thought holds that all people receiving subsidized coverage should have the
same benefits, no matter how they are covered. This view often places overriding priority on
the importance of the SCHIP and Medicaid benefit packages.

The other school of thought holds that low-income people covered by a particular employer
plan should receive the same benefits, whether or not their premium costs are publicly
subsidized, and that low-income workers whose premiums are subsidized should not be
doubly advantaged, compared to their low-income but non-subsidized co-workers, by also

191n 1999, 48.1% of U.S. residents under age 65 in the 100%-199% of poverty range had employment-based
coverage (with employment-based coverage considered primary to Medicaid). Unpublished Ingtitute for Health
Policy Solutions analysis of the March 2000 Current Population Survey. 1n 2000, 46.6% of U.S. residents under age
65 in the 100%-199% of poverty range had employment-based coverage (with Medicaid considered primary to
employment-based coverage). Kaiser Commission on Medicaid and the Uninsured, Health Insurance Coveragein
America: 2002 Data Update, February 2002. Table 1. (Based on analysis of data from the March 2001 Current
Population Survey by the Urban Institute.)
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receiving better benefits This view often places overriding priority on maximizing the
number of low-income people covered by at least a basic package of benefits.

This paper does not attempt to resolve this debate but rather lays out alternative approaches a
State might use, depending on its policy perspective. The paper does assume, however, that the
issue in debate is the appropriate benefits for children and adults above poverty, i.e., in working
families. That benefits equivalent in all respects to those provided by public coverage are
appropriate for the poor is not in question.

This section also highlights how federal rules regarding benefit supplementation differ under
Medicaid, SCHIP, and Health Insurance Flexibility and Accountability (HIFA) waivers. For a
concise matrix highlighting the major differences, see Appendix A.

A. Full Supplementation—for Both Services and Cost-Sharing

Full supplementation aims to assure that premium assistance recipients have access to the
same services, subject to the same cost-sharing limitations, that children and parents with
direct public coverage have access to. Under regular (non-waivered) Medicaid, full
supplementation is required for premium assistance (HIPP) recipients. Under regular
(non-waivered) SCHIP, service supplementation is required unless the employer plan meets
SCHIP s “benchmark” requirement. Also required is cost-sharing supplementation, which is
discussed further in the next section.

1. Feefor-service (FFS) card for supplemental public coverage.

The typical approach to full supplementation, used by essentially all non-waivered
Medicaid HIPP programs (and by some that operate under waivers as well) isto give
each premium assistance recipient a fee-for-service (FFS) Medicaid card in addition to
their employer coverage. Recipients are expected to use their employer plan primarily.
If they need to access a service not covered by their employer plan, they can visit a

M edicaid-participating provider of that service and present their Medicaid card. If they
want assurance that they will not have to pay more than the Medicaid-allowed nominal
copayment for services covered by their employer plan, they can use a provider who
participates both with the employer plan and with Medicaid, and present both plans
cards, or they can use a Medicaid provider who does not participate in the employer plan,
and Medicaid will seek reimbursement from the employer plan through coordination of
benefits.

a. Advantages

This approach solves the problem relatively simply, if the State still has FFS claims
payment capability. It requires no new administrative systems, and works with the
State' s usual third-party liability (TPL) / coordination of benefits system. (That is, if
the recipient for some reason does not present their employer plan card to the
provider, the Medicaid claims processing system will reject the claim and direct the
provider to bill the employer plan first.)
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The availability of full supplementation using a FFS card aso simplifies the process
of evaluating whether an employer plan qualifies for participation in premium
assistance (compared to a formal “benchmark” determination) and thus increases the
number of employer plans that will qualify.

This approach is also likely to be low cost. In most cases, recipients will use their
employer benefits and not the Medicaid card. [Anecdotal evidence from several
States suggests that recipients usually choose not to use the Medicaid card for
copayment relief. They are more likely to use it for services (provider types) not
covered by their employer plan at al.]

Note, however, that where the employer plan will not pay for “out-of-network”
providers (as in an HM O with no point-of-service option, for example), or
requires pre-authorization for certain services, premium assistance recipients
could potentially use a FFS Medicaid card to obtain “out of network” or non-pre-
authorized services. In either instance, the employer plan has no obligation to
pay, and Medicaid could be faced with considerable costs. Just as with Medicaid-
contracted managed care plans, States can adopt policies and procedures to avoid
such costs. One possible approach would be to annotate the Medicaid card to
indicate that the recipient has an employer plan and must follow that plan’s
procedures and requirements. This approach would be analogous to annotating
the Medicaid card to indicate the recipient is enrolled in a Medicaid-contracted
managed care plan.

b. Disadvantages

The major drawback of the supplementa -FFS-card approach is that recipients would
usually get cost-sharing protection only if they use an employer-plan provider who is
also aMedicaid provider (because Medicaid cost-sharing protections cannot be
imposed on non-participating providers). One advantage of employer coverageis
access to a broader set of providers, including many who do not participate in the
State’s Medicaid program. But using a Medicaid card for supplementation may mean
that the recipient is unintentionally exposed to cost-sharing requirements. (However,
see discussion of Rhode Island’ s approach below.)

Another drawback is that non-Medicaid-based SCHIP programs often do not have
FFS capability. No federal rule prohibits them from arranging to use their Medicaid
FFS capability for this purpose so long as it is treated as a separate program (i.e.,
SCHIP-related expenditures are separately accounted for), but there may be potential
budget and political issues due to the open-ended scope of Medicaid benefits. There
may also be issues with providers who are not enrolled as Medicaid providers,
difficulties with enrollment systems (e.g. lack of a Social Security number under
SCHIP), or other operational problems. Nevertheless, these problems are not
insurmountable, and in fact Virginia' s separate SCHIP program does handle
supplementation by giving premium assistance enrollees a FFS card.
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c. Example States

As noted, FFS cards are used to provide supplementation in al non-waivered
Medicaid HIPP (premium assistance) programs, including several States with large
Medicaid-only HIPP programs, such as | owa, Pennsylvania, and Texas. Virginia
uses the FFS card approach to supplementation both for Medicaid HIPP and for
SCHIP premium assistance. M assachusetts, which has a 81115 waiver, uses FFS
supplementation only for its non-expansion population under 150% FPL. Waiver
programs in Wisconsin and Rhode | sland also use FFS supplementation approaches.

Rhode | land, whose SCHIP program is a Medicaid expansion, has enrolled many
physicians as “ copayment-only” providers to assure that recipients are protected and
employer-plan providers are fully paid.

2. No other approach to full supplementation has yet worked in practice.

The search for other possible approaches to full supplementation has taken place largely
in the context of SCHIP because, as noted, many separate SCHIP programs do not have
their own FFS claims payment capability.

States have explored hiring a claims processing intermediary just to handle SCHIP
supplemental claims. Theoretically, if that intermediary was a carrier that had alarge
share of the employer market in a State—so that processing of the primary and
supplemental claims often could be carried out in one operation—the cost would be
reasonable. However, one State that explored this approach fairly extensively
(Mississippi) received cost estimates that were prohibitively expensive.

Another approach that was discussed was the concept of purchasing “riders’ for
supplemental coverage. That is, the State would contract directly with health plans that
provider employer coverage to supplement (or “wraparound”) that coverage so that it
meets federal/State standards. Thisideawasraised in at least one State (Maryland), but
health plans have not been interested.

B. Partial Supplementation—for Cost-Sharing Only

A mid-range approach is to subsidize worker premiums only for employer plans that
provide all required benefits (or benefits equivalent in actuarial value), and set up a
separate system to handle only “filling in” of cost-sharing requirements. This approach
aims to meet federal SCHIP requirements without a waiver.

1. Advantages:

Judicious use of alternative “benchmarks’ and “benchmark equivalence” (as alowed
under SCHIP) can make this arealistic alternative for some employer plans, even
without a HIFA waiver.
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Moreover, if clientsin fact feel little need for assistance with copayments (as seems
to be the case—see Massachusetts example below), then a sophisticated computerized
payment system will probably not be necessary. A manual system may well be
sufficient to handle the low volume of expected claims.

2. Disadvantages:

Evauating employer plans against a benchmark is labor-intensive. If using a
benchmark-equivalence approach, an actuarial model needs to be developed and
applied. Fewer employer plans will qualify for subsidies than if afull
supplementation system is available (or if, under awaiver, no or only minimal
supplementation is required).

This approach does require States to devel op some payment system to deal with cost-
sharing fill-in. Because federal regulations do not allow recipients to be reimbursed
after the fact for excess cost-sharing paid, this system will have to be capable of
paying providers, including providers that do not now contract with Medicaid. (The
Rhode Island approach of having providers participate as “ co-payment only”
providers may or may not work in larger States.) And, to the extent clients feel they
do need assistance with cost sharing, or are encouraged to seek it, this approach could
be more costly.

3. Sates using this approach:

M assachusetts provides cost-sharing fill-in only for its expansion population over
150% FPL. Inaddition, under arelatively recent modification of their waiver, the
benchmark used for premium assistance is less stringent than the SCHIP benchmark
plan. (The State asked for and was granted authority to use its 81115 Medicaid-
expansion benefit package as the benchmark for premium assistance, under the

“ Secretary-approved coverage’ authority at 42 CFR 457.450.%°)

New Jer sey, whose premium-assistance enrollment is still very small, requires large-
employer plans to meet the SCHIP benchmark and does not provide “wrap” services
for those plans. (Small employer plansin New Jersey are standardized, and the State
does provide wrap services for those plans.)

Both Massachusetts and New Jersey have built in-house, separate (manual or largely
manual) payment systems for cost-sharing fill-in. Massachusetts reports very limited
use of this system either by providers or by clients.

Maryland hired a single vendor to handle cost-sharing fill-in for all qualifying
employer plans, which must meet the State’' s benchmark. (Small employer plans are
also standardized in Maryland.)

% More specifically, 42 CFR 457.450(b) states that “ Secretary-approved coverage” include “comprehensive
coverage for children offered by the State under a Medicaid demonstration project approved by the Secretary under
section 1115 of the Act.”
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Despite apparently limited use so far, with the degree of patient cost sharing in employer
plansrising, “filling in” cost sharing may become a more important issue.

C. No Supplementation—Waiver Approaches

Before HHS Secretary Tommy Thompson announced the Health Insurance Flexibility and
Accountability (HIFA) demonstration initiative in August 2001, States that wanted to provide
premium assistance to help working families pay for employer coverage, but found it was not
feasible (or acceptable) to provide supplemental coverage to those families, had few good
alternatives available to them. Limiting premium assistance to employer plans that fully meet
federal Medicaid or SCHIP requirements was not a good option, because so few employer plans
can meet those requirements without supplementation. Thus, while severa States developed
sizeable premium assistance programs under Medicaid (with supplementation) or under section
1115 waivers, no State had achieved significant enrollment under a (non-Medicaid) SCHIP
premium assistance program.

In the HIFA waiver guidance, however, the Administration indicated its strong support for State
initiatives aimed at expanding coverage for low-income working families by coordinating with
private health insurance. In addition to allowing greater flexibility with respect to benefits for
State coverage expansions beyond those allowable under current law, the guidance from the
federal Centersfor Medicare and Medicaid Services (CMYS) strongly encouraged coordination
with private health insurance by giving States flexibility needed to pursue private health
insurance coverage options. Since the formal guidance was issued, State interest in
“coordination with private health insurance” has focused primarily on employment-based
coverage approaches.

The precise extent of benefit flexibility with respect to premium assistance and other approaches
to coordinating with employer coverage was not specified in the waiver guidance. Therefore,
federal limits on this flexibility were not fully specified in advance, but are becoming more
apparent as CM S negotiates with States over the terms and conditions of specific waiver
reguests.

This section presents what is known so far about the conditions under which premium assistance
without supplementation will be permitted as part of a HIFA waiver. The discussion is based on
HIFA waivers that have been approved to date.

1. Summary of HIFA Waiver Parameters for Premium Assistance

CMS has recently approved two State HIFA waiver requests that include premium
assistance with no supplementation of employer coverage. Reviewing those waiver
approval s suggests that:

a. Inthe case of employer-sponsored coverage, CM S appears to be prepared to
waive most benefit and cost-sharing requirements with respect to “optional”
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populations and basically all requirements with respect to “expansion”
populations.?*

But afew things are still required:

b. States must assure that all SCHIP-eligible children have access to age-appropriate
immunizations, regardless of how they are covered.

c. “Mandatory” and “optional” populations cannot be forced to take lesser benefits
than are available to them under direct public coverage (which in turn may be
more limited for “optiona populations’ under a HIFA waive).

“Optiona” populations can be given the option of enrolling in employer
coverage with premium assistance but without supplementation (except for
immunizations, as noted), but cannot be forced to do so.

What may be allowable with respect to “mandatory” populations in this regard
is somewhat less clear. Oregon (see below) was permitted to offer
“mandatory” populations a choice of premium assistance without
supplementation, but Illinois was not.” This apparently relates to Oregon’s
pre-existing 81115 waiver that already affected benefits for the “mandatory”
population. Premium assistance for “mandatory” populations can always be
done (with supplementation), even on a mandatory basis, under HIPP (§1906).

2. lllinois

Illinois has a multi-faceted HIFA waiver using Medicaid and SCHIP funds—the KidCare
Parent Coverage Demonstration. Premium assistance is one component of this waiver,
which was approved by CM S on September 13, 2002. Key premium assistance
provisions are:

a. Premium assistance will be an option for “optional categories’ of parents and
children (i.e., enrollment in premium assistance v. public plan will be strictly
voluntary). Premium assistance will not be available to “mandatory” populations.

b. To qualify, employer coverage must cover at least physician visits and inpatient
hospital services. There will be no requirements with respect to cost sharing, and
no minimum employer contribution.

c. “Already insured” parents and children with employer coverage who meet the
income guidelines can qualify for premium assistance. Federa financial

2 «Optional” populations are those that could be covered under a State’s Medicaid or SCHIP plan without awaiver,
if a State wished to do so under the normal terms of those plans. Optional groups include al SCHIP children and
some Medicaid children (those above poverty if age 6 or older and above 133% of poverty if under age 6) and most
parents. “Expansion” populations are those that cannot be covered under Medicaid or SCHIP without a waiver.
“Mandatory” populations are those that under federal law must be covered under the State’s Medicaid plan.
“Expansion” populations cannot be covered under Medicaid or SCHIP except through a 81115 waiver.

%2 See below for adiscussion of the “access to immunizations” requirement under the Oregon and Illinois waivers.
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participation (FFP) for this group will be at the regular Medicaid matching rate
(50%). FFP for spending on those enrollees who are uninsured when they apply
but arrange for private insurance and choose premium assistance will be matched
at the SCHIP rate (65%).

d. Anyone who chooses premium assistance can switch over to direct public
coverage at any time, whether or not they remain insured (but individuals cannot
receive premium assistance and direct State coverage in the same month).*

e. With one exception, no supplemental coverage will be provided for parents and
children that elect premium assistance. The exception isimmunizations.

Illinois will provide information as to where children receiving premium
assistance (“KidCare Rebate”) can receive well-baby and well-child visits,
including immunizations.

In addition, in the case of previously uninsured (i.e., title-XXI1-eligible)
children, lllinois will inform families that all age-appropriate immunizations
are covered and, in cases where the employer or other private plan does not
cover immunizations, will establish a mechanism to reimburse providers for
the cost of immunizations.

3. Oregon Waiver

On October 15, 2002, HHS approved 81115 waivers for Oregon’ s restructured Medicaid
and SCHIP demonstration, called “Oregon Health Plan 2.” Under the demonstration,
which has multiple components, Oregon will receive federal matching funds for the first
time to expand its premium assistance program, the Family Health Insurance Assistance
Program (FHIAP). Specifics are as follows:

a. Premium assistance will be an option for “mandatory” categories of recipients and
for al eligible children and pregnant women (i.e., enroliment in premium
assistance will be strictly voluntary for these groups).

b. Premium assistance will be mandatory for “optional” adults and “expansion”
eligibles (including parents and childless adults), if qualifying employer coverage
isavailable and “dots’ are open in the premium assistance program. In the near
term, only premium assistance (FHIAP) will be available to adults (other than
pregnant women) over 100% FPL, due to budgetary limitations.

|.e., although the waiver authorizes both public coverage and premium
assistance up to 185% FPL, for the time being public coverage under “OHP
Standard” will not be provided to non-pregnant adults above 100% FPL, due
to State budget limitations. Premium assistance through FHIAP will be
available up to 185% FPL, but the overall number of FHIAP “dots’ islimited
aswell.

% Adults seeking to switch to direct State coverage from premium assistance will be required to provide verification
that their income continues to fall within the eligibility standard for adults.
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c. Toqualify, employer coverage must cover 21 specified services (e.g., cover well-
baby and well-child care and immunizations, not impose an annua deductible in
excess of $500, and meet several other requirements.)

This benefit standard may be adjusted over time but must always equal or
exceed the actuarial value of federally mandated Medicaid benefits.

d. No supplemental coverage will be provided for recipients that elect premium
assistance, provided, however, that—

Immunizations for children must be provided. If they are not available under
the employer or other private plan, they must be provided through some other
means, and the State must reimburse providers for them. (This provision
would only become operationa if the FHIAP benefit standard were to be
adjusted sometime in the future so as not to require coverage of
immunizations.)

V. Conclusion

Premium assistance for employment-based family coverage could provide a sensible coverage
source for many low-income working families, while helping to assure that public coverage
complements, rather than undermines, the employment-based coverage system.

Nonetheless, premium assistance presents many challenges. State experiences to date indicate
that there is potential to overcome these obstacles, and premium assistance can be successful.
But it isalso clear that incremental improvements to highly fragmented and administratively
burdensome conventional approaches are unlikely to cover many more low-income children or
families.

Alternatively, creative and responsible use of the kind of flexibility offered by the HIFA waiver
initiative has the potential to work as a cost-effective coverage vehicle for many low-income
working families. While balancing competing policy objectives will be difficult, increased use
of premium assistance can constructively link public and employer benefits and help maximize
the number of low-income working families covered by health insurance, especialy in an
environment of severe budgetary constraints.
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Appendix A:  IHPS Interpretation of Standards Related to Premium Assistance for Employer Coverage
under Medicaid and SCHIP
| ssue Medicaid Health Insurance SCHIP Premium Assistance Waiver Possbilities under New

Premium Payment (HIPP)

(PA)

Federal Guidance (HIFA)

Are applicants eligible for premium
assistance if they already have
employer coverage?

Yes

No. For SCHIP, applicants must
be uninsured. For SCHIP
premium assistance, applicants
must have been without employer
coverage for six months.

States could ask to use federal
matching funds to subsidize some
applicants who are already
insured (within budget limits).

What is the minimum employer
contribution required to qualify for
premium assistance?

None

State must specify one. No
minimum percentage is specified
in federal regulations, but in
practice the federal government
seems to require no less than
30%-40%.

Federal requirement to specify
some minimum can be waived.

Must states provide supplemental
coverage for services not covered by
the employer plan?

Y es. Recipient must have
accessto all Medicaid-
covered services. (Recipient
can use traditional Medicaid
fee-for-service card.)

Y es, unless the employer plan
meets one of the SCHIP
benchmarks. (Harder to handle.
Most separate SCHIP programs
have no fee-for-service claims-

payment capability.)

Waiver guidance allows greater
flexibility on benefit requirements
for “optional” groups, so
supplemental coverageisless
likely to be required. Children’s
immunizations must be provided
for in some way.

Must states “fill in” employer-plan
cost-sharing amounts that exceed
program rules?

Y es. Essentially no cost
sharing is alowed for
Medicaid recipients. (Issuing
traditional Medicaid fee-for-
service card suffices.)

Y es. Must meet statutory SCHIP
limitations prohibiting any cost
sharing for well-child care and

limiting other cost sharing to 5%

of family income.

Allows greater flexibility. Only
the 5-percent-of-income limit on
cost sharing for children remains.
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| ssue Medicaid Health Insurance

SCHIP Premium Assistance
Premium Payment (HIPP)

Waiver Possbilities under New
(PA)

Federal Guidance (HIFA)
Must premium assistance be cost

effective (that is, cost less than direct
public coverage)?

Yes. (Most states use HIPP
only for obvioudly high-cost
cases. A few, such as lowa,
screen al recipients with
access to employer coverage.)

Y es. Costs can be compared on a Requirement isless strict.
case-by-case basis or on an Aggregate costs for al those
aggregate basis for the total covered under premium

premium-assi stance popul ation. assistance must not be

“sgnificantly higher” than they
would be under a public program.

Source: IHPS' understanding of federal rules and regulations governing Medicaid, HIPP, and SCHIP premium-assistance programs (based on
rules published through June 25, 2001) and the HIFA waiver guidance (August 2001).

HIFA refersto the Health Insurance Flexibility and Accountability Demonstration Initiative, announced by the federal Centers for Medicare and
Medicaid Servicesin August 2001.
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Appendix B: Characteristics of Currently Operating State Premium Assistance (PA) Programsfor Families

Parents Does
(above 75% Benchmark
FPL) Used for PA
Public Covered by Enrollee Differ from
Number Program Kids | Underlying “Already Premium SCHIP Supplement-
of Lives Eligibility Public privately Isuseof PA | for Public benchmark ation Method
Covered Programs Level Program?If | insured” Mandatory Program for public for Services,
State under PA Included (% FPL) [age] s0, % FPL eligible? or Optional? and PA cover age? Cost-Sharing
[llinois 5,700+ State-only 133%-185% NO YES (No Optional >150% FPL: | Physicianand | No supplement-
(pre-waiver) (related to FFP) $15-$30 inpatient ation
SCHIP) (for public hospital.
coverage Differs
only) significantly
from SCHIP.
(HIFA waiver) NA Medicaid+ <185% <185% YES (50% Optional >150% FPL: | Physician and Services:
SCHIP (initialy, up | FFP. 65% $15-$40 inpatient Immuni zations
to 65% FFP only if (for public hospital. only (when
authorized by | uninsured at coverage Differs uninsured at
legislature) application.) only) significantly | application). No
from SCHIP. supp for cost
sharing.
lowa 8,600 Medicaid <100% [6+] <@87% YES Mandatory if NO NA Medicaid
only <133% [1-6] (including cost- FFS card
<200% [<1] value of effective.
earned
income
disregards)
Missouri 4,000 Medicaid + <300% ? Uncertain. Old MA Mandatory if | >225% FPL: Uncertain. Believed to be
(limited, MA.- YES. cost- $65 Believed NA Medicaid
unverified info) expansion effective. (Medicaid- FFS card
SCHIP SCHIPNO. syle).
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Parents Does
(above 75% Benchmark
FPL) Used for PA
Public Covered by Enrollee Differ from
Number Program Kids | Underlying “Already Premium SCHIP Supplement-
of Lives Eligibility Public privately Isuseof PA for Public benchmark ation Method
Covered Programs Level Program? If | insured” Mandatory Program for public for Services,
State under PA Included (%FPL) [age] | so, % FPL eligible? or Optional? and PA cover age? Cost-Sharing
M assachusetts 5,000 MassHealth <150% <133% YES Mandatory if NO NA Medicaid
(Regular Standard cost- FFS card
Medicaid HIPP) (pre- effective.
expansion
Medicaid)
(Prem Asst 16,000 Medicaid 150%-200% <133% Yes. Mandatory | >150% FPL: PA+1115 Kids below
expansion) 1115 (50% FFP if if cost- Kids $10-$30 | basic benefit 150% FPL,
expansion insured, 65% effective. Adults $25- package Medicaid FFS
and SCHIP if uninsured) $50. differsfrom card. Above
SCHIP 150%, none for
benchmark services. SCHIP
(largest kids: Manual
HMO). system for
copays + shoe-
box for >5%.
Insurance 4,500 small Medicaid N/A No direct Yes Mandatory N/A N/A N/A
Partnership (IP) employers 1115 public (50% FFP if
expansion expansion coverage. uninsured.
(employer and SCHIP Prem Asst No FFP if
subsidy) for any adult previously
<200% thru insured.)
IPonly.
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Parents Does
(above 75% Benchmark
FPL) Used for PA
Public Covered by Enrollee Differ from
Number Program Kids | Underlying “Already Premium SCHIP Supplement-
of Lives Eligibility Public privately Isuseof PA for Public benchmark ation Method
Covered Programs Level Program? If | insured” Mandatory Program for public for Services,
State under PA Included (%FPL) [age] | so, % FPL eligible? or Optional? and PA cover age? Cost-Sharing
Maryland 174 Non- 200%-300% NO NO Mandatory $40-$50 = Compre- No supp for
Medicaid if cost- hensive services.
SCHIP only effective. Standard Supplemental
Health Benefit | carrier for cost
Plan (State- sharing.
required small
employer
Plan)
New Jersey 500+ Medicaid+ <350% <200% NO Mandatory >150%FPL: Same as Medicaid
SCHIP, 1115 if cost- $15-$100 SCHIP. FFS card for
effective. services.
Separate, non-
MMIS system
for cost sharing.
Pennsylvania 21,000 Medicaid <100% [6+] NO NO Mandatory NO NA Medicaid
(limited, only <133% [1-6] if cost- FFS card
unverified info) <185% [<1] effective.
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Parents Does
(above 75% Benchmark
FPL) Used for PA
Public Covered by Enrollee Differ from
Number Program Kids | Underlying “Already Premium SCHIP Supplement-
of Lives Eligibility Public privately Isuseof PA | for Public benchmark ation Method
Covered Programs Level Program?If | insured” Mandatory Program for public for Services,
State under PA Included (% FPL) [age] s0, % FPL eligible? or Optional? and PA cover age? Cost-Sharing
Oregon 4,000 State-only <170% <100% (but NO FHIAP No supplement-
(pre-waiver) to 170% for minimum ation.
premium differs
assistance significantly
only). from kids
benefits
(OHP+).
(HIFA waiver) 25,000 new Medicaid+ <185% <185% (but Yes, for Optional for | $6 to 50% of FHIAP I mmunizations.
FHIAP SCHIP per initialy only federally children, premium minimum No supp for cost
(Prem Asst) | HIFA 1115 to 100% for mandated pregnant (minimum differs sharing.
dots waiver. non-PA groups. No, women, 5% of significantly
expected enrollees). for other and cash premium for from kids
groups. recipients, PA) benefits
mandatory (OHPH+).
for other
adults.
Rhode Idand 3,500 Medicaid+ <250% <185% YES Mandatory | >150% FPL: SCHIP = Medicaid FFS
SCHIP, 1115 if cost- $61-$92 Medicaid. card for services
effective. Employer and copays.
coverage must Augmented
be comprehen- system pays
sive and not actual
use co- copayment.
insurance. Allows non-
Medicaid
co-pay-only
providers.
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Parents Does
(above 75% Benchmark
FPL) Used for PA
Public Covered by Enrollee Differ from
Number Program Kids | Underlying “Already Premium SCHIP Supplement-
of Lives Eligibility Public privately Isuseof PA | for Public benchmark ation Method
Covered Programs Level Program?If | insured” Mandatory Program for public for Services,
State under PA Included (% FPL) [age] s0, % FPL eligible? or Optional? and PA cover age? Cost-Sharing
Texas 23,000 Medicaid <100% [6+] NO YES NO NA Medicaid
only <133% [1-6] FFS card
<185% [<1]
Virginia 2,000 Medicaid <100% [6+] NO YES Mandatory if NO NA Medicaid

(Medicaid) <133% [<6] cost-effective FFS card

(SCHIP) <100 SCHIP 100%-200% NO NO Optional No Same as SCHIP FFS card
SCHIP.

Wisconsin <200 SCHIP, 1115 <185% <185% NO Mandatory if | >150% FPL: NA Medicaid
(initial) (initial) cost- $30-$165 (Medicaid- FFS card
<200% <200% effective. style)

(cont'g) (cont'g)
Washington 4,400 Medicaid <200% <90% YES Optiona NO NA Medicaid
(3/4s ABD) (Medicaid- FFScard
style)
New Mexico Up to 40,000 New <235% (NA) <85% (NA) NO State- >100% FPL: | State-specified | NA. Only State-
(HIFA waiver— | in Phasel program: (Kids not developed $20-$35 basic package. | specified plan
not traditional Adults only eligible for plan for Differs will be offered.
premium <200% new plan) employment- significantly
assistance. based only. from SCHIP
Unverified info.) (SCHIP =
Medicaid)
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