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The Privatization of Medicaid

In August 2001, the federal government moved to make it significantly easier for states to en-
roll low-income families in employer-sponsored health insurance through a new policy for waiving
federal Medicaid and SCHIP rules. Under the terms of the new waiver policy, states are encouraged
to purchase private health insurance for Medicaid and SCHIP enrollees without regard to how
much that coverage costs, what benefits it provides, and what financial burden it places on
beneficiaries. The new policy enables states to shift the burden of paying for health care to
enrollees, and it allows states to escape the minimum benefit requirements of Medicaid and
SCHIP for these enrollees. This new policy poses a significant danger to beneficiaries, who
may need services that are not covered by the insurance plan in which they are enrolled or
who may have to pay unaffordable cost-sharing amounts.

What Are Premium Assistance Programs?

Under a premium assistance program, a state purchases private health insurance for Medicaid-
eligible and SCHIP-eligible individuals and families instead of enrolling them in the regular
Medicaid or SCHIP program. Although premium assistance programs are permitted under cur-
rent federal law,' federal rules require that the private insurance:

1) be cost-effective for the state to purchase;
2) provide benefits equivalent to Medicaid or SCHIP; and

3) protect beneficiaries from incurring more out-of-pocket costs than are allowed in Medicaid
and SCHIP.

States may apply for a Section 1115 waiver to exempt them from some or all of these require-
ments.? Furthermore, the Bush Administration wants states to increase their private purchasing of
health insurance for Medicaid and SCHIP beneficiaries. To this end, the Administration’s Health In-
surance Flexibility and Accountability (HIFA) Wavier Initiative requires states that seek a HIFA
waiver to include a premium assistance component in their plan; it also exempts states from key
consumer protections. As described below, these exemptions will mean that states can save
money by providing less coverage to individuals who are enrolled in premium assistance pro-
grams and by charging more to participate in them.

What Is the New Policy for Premium Assistance Programs?

The HIFA Initiative requires states to include “private health insurance options” in new Section
1115 waiver applications that propose to expand coverage in Medicaid and SCHIP.? Generally, this
is defined as a premium assistance program.

To promote its emphasis on subsidizing private health insurance coverage, the Administration’s
HIFA Initiative has significantly eased the requirement that premium assistance programs only pur-
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chase private health coverage for beneficiaries where it is cost-effective to do so. This requirement
had limited states to subsidizing private coverage only in cases where such coverage cost less
than enrolling the individual or family in the state’s Medicaid or SCHIP delivery system. The
new policy suggests—but does not require—that states monitor the aggregate cost of pre-
mium assistance programs to ensure that they are “not significantly higher” than the cost of
direct services for Medicaid and SCHIP enrollees.

The new policy not only eases the cost-effectiveness requirement, but it also removes impor-
tant protections for individuals whom the state enrolls in private health coverage.

m There is no minimum standard benefits package for private health insurance coverage in
which the state enrolls an eligible individual or family. Therefore, families may not be able
to get services that would be covered if they were enrolled directly in Medicaid or SCHIP.

m Existing limits on cost-sharing that states can charge Medicaid or SCHIP-eligible adults are
eliminated. As a result, families may be liable for a host of out-of-pocket costs that they
would not face if enrolled in the state’s regular Medicaid or SCHIP program.

®m Families enrolled in premium assistance may not have access to the consumer protections re-
garding grievances and appeals that are in Medicaid regulations. Rather, these families may be
subject to a grievance and appeals process designed for private insurers in the state (this is al-

ready true for SCHIP-eligible families enrolled in premium assistance programs).

What Does the New Premium Assistance Policy Mean for Beneficiaries?

Premium assistance programs have serious implications for Medicaid and SCHIP beneficiaries.
Many uninsured people work for small businesses, and health insurance plans offered by small
employers tend to be less generous than those offered by larger employers: They have higher
average cost-sharing for employees and are somewhat less likely to offer key benefits such as
mental health services.* Further, a recent study found that uninsured workers who decline offers
of health insurance coverage from their employers are more likely to have health problems than
those who take up offers of coverage.’ Therefore, premium assistance programs are likely to pro-
vide fewer services—at a higher cost—to individuals who have greater need of health care
services.

Administration’s Policy Allows States to Provide Vouchers for Health Insurance Coverage

Illinois received a HIFA waiver that will expand coverage of parents in the state’s SCHIP program, Illinois KidCare,
if they have incomes up to 185 percent of poverty. The program includes a premium assistance component that
provides a voucher of $75 per person towards the cost of purchasing private health insurance for families
eligible for Medicaid or SCHIP in lieu of enrollment in the regular Medicaid or SCHIP program. The state will not
provide any wrap-around coverage for benefits the private plans do not cover, and families will be responsible
for any out-of-pocket costs associated with the plan beyond the subsidy. Families may choose whether to par-
ticipate in the premium assistance program or to enroll directly in the KidCare program. They may also switch
plans at any time. It will be up to the state, however, to ensure that the “choice” made by families is a real,
informed choice about the benefits of Medicaid or SCHIP compared to the employer-sponsored coverage they
have available to them.
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B Beneficiaries enrolled in premium assistance programs may lose access to services.

= Under the Administration’s new waiver policy, states need not provide wrap-around cover-
age for either 1) services that their private health plan does not cover but that Medicaid or
SCHIP does or 2) services that the family has exhausted under their private health plan’s cov-
erage. Because these families are otherwise eligible for Medicaid or SCHIP, enrollment in
premium assistance without wrap-around services causes families to lose access to services
they are currently guaranteed. For example, children would not get EPSDT, and women may
lose coverage of family planning services.

m Beneficiaries enrolled in premium assistance programs may not be able to afford
deductibles, copayments, or coinsurance that are a part of most private health insur-
ance plans. Research has shown that out-of-pocket costs for health care reduce
low-income people’s ability to get health care they need, even if they have health insur-
ance coverage.®

B Beneficiaries required to participate in premium assistance programs may lose health coverage.

Under the Administration’s new waiver policy, there is no limit on out-of-pocket costs for families

enrolled in premium assistance pro-

Will Premium Assistance Programs Replace
Regular Medicaid and SCHIP?

New Mexico received a waiver to use SCHIP funds that the

grams. A state may opt to provide a
voucher for the purchase of employer

coverage that is unrelated to the actual
state is not currently spending on children to establish a health

cost of coverage, leaving the beneficiary
to pay any remainder of the employee’s
share of the premium. If a state re-
quires that families with access to
employer-sponsored health insurance
enroll in it instead of the state’s Medic-
aid or SCHIP plan, families that cannot
pay whatever remains of the premium
after the state’s contribution and the
employer’s contribution may lose cov-
erage. This risk may grow for families
over time as private health care premi-
ums rise and employers pass on
increases to employees.

insurance purchasing pool. Employers with workers who are
uninsured and who have family incomes below 200 percent of
poverty will be eligible to participate. The state will contract
with managed care organizations to provide a health plan that
offers fewer benefits than a standard commercial health plan
in New Mexico. The state will subsidize the premium for both
employers and employees. Employers will pay $75 per cov-
ered employee per month, and employees will have no
premium if their income is below the poverty level, $20 per
month if their income is between 100 and 150 percent of pov-
erty, and $35 per month if their income is between 150 and
200 percent of poverty. All other out-of-pocket costs will be
borne by the beneficiaries. If an employer does not partici-
pate, its employees would have to pay both the employee share
and the $75 employer share in order to get coverage. There is
no concurrent Medicaid or SCHIP expansion.

Beneficiaries enrolled in premium assistance may lose access to Medicaid grievance and

appeals processes.

It is unclear whether states will be required to provide people enrolled in premium assistance
programs the same rights as other Medicaid and SCHIP beneficiaries, or if they will be subject
instead to whatever grievance and appeal process applies to the health plan in which they are
enrolled.
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Answering the Proponents of Premium Assistance

States cite a number of rationales for their interest in premium assistance programs: reducing
spending in Medicaid and/or SCHIP; supporting employer-sponsored health coverage and helping
to prevent crowd-out of private health coverage; increasing family coverage by allowing parents
and children to be enrolled in the same program; and increasing families’ connection to employer-
based insurance. However, none of these outcomes has been proven conclusively through
research.

B No Evidence that Premium Assistance Increases Employer-Sponsored Coverage

Premium assistance programs, when defined narrowly, provide a subsidy toward the pur-

chase of employer-sponsored insurance. Some believe that helping low-income workers

purchase employer coverage will make employers more likely to offer this coverage. How-

ever, employers are generally reluctant to participate in premium assistance programs if it

means additional paperwork for them, and the lack of employer participation has posed a

barrier to the implementation of premium assistance programs in some states.’

Although some groups have argued strongly that premium assistance programs can help sup-

port employer-sponsored insurance, others are concerned that employers instead will be

tempted to reduce their contribution
to employee’s health coverage if they
know that states are also contributing.
Indeed, CMS has required state pre-
mium assistance programs operated
through SCHIP to have additional
crowd-out protections, in part because
the agency feared that state subsidies
of private coverage could cause em-
ployers to either reduce or eliminate
their contribution to dependent cover-
age.’ Although CMS has reduced
requirements that states employ anti-
crowd-out measures for children and
families enrolled in a regular SCHIP
program, the agency continues to re-
quire that children and families who
participate in a premium assistance
program under SCHIP have been unin-

Lack of Employer Participation Hurts
Enrollment in Premium Assistance

Programs

Wisconsin’s Health Insurance Premium Payment (HIPP)
program is one of the oldest active premium assistance
programs and is often held up as a model for other states.
Despite its mature status and the high level of private
insurance penetration in the state, HIPP has had signifi-
cant difficulty enrolling families who appear to be eligible
for the program. Although there are other programmatic
issues that have affected HIPP eligibility and enrollment,
one significant factor is lack of employer interest in pro-
viding information about their employees and their health
insurance plans. By October 2001, the program had sent
93,000 verification forms to the employers of BadgerCare
applicants. The forms are designed to confirm that appli-
cants have an offer of employer-sponsored coverage and
to get information about the employeris health plan. Only
64,100 forms (69%) were returned to the state agency.
By the time the forms were returned and processed, only
48,000 applicants (52%) still worked for the same em-
ployer.®

sured for at least six months prior to enrollment in order to prevent crowd-out. In addition,

the SCHIP regulations require states to set a minimum employer-contribution level for premium

assistance plans and to monitor the level of employer contributions over time to ensure that

employers are not cutting back.
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When defined more broadly, premium assistance programs may be used to encourage more
employers to offer health insurance benefits to their employees. However, the evidence sug-
gests that a very high subsidy would be needed in order to increase coverage by even a small
amount. One recent study found that a 30 percent premium subsidy program for small employ-
ers (fewer than 50 workers) would increase the number of employees with health coverage by
about 3 percent.'”

No Evidence that It Increases Connections to Employer-Based Coverage

Proponents of premium assistance programs also argue that subsidizing private, employer-
sponsored insurance will help to cement low-income workers’ connection to employer-based
insurance coverage. They often suggest that people prefer private insurance coverage to Medic-
aid and SCHIP. However, a recent survey of families that enrolled their children in private health
insurance coverage after leaving SCHIP found that many families preferred SCHIP to private
health insurance coverage because SCHIP offered more comprehensive coverage for a better
price.'

Another shortcoming of attempting to expand coverage by subsidizing employer-sponsored in-
surance is that most uninsured, low-income workers are not offered coverage by their
employers. The vast majority of low-income workers who are offered health insurance cov-
erage by their employers already take those offers (70 percent of those with incomes below 100
percent of poverty and 82 percent of those with incomes between 100 and 200 percent of pov-
erty).”> Among uninsured workers, 59 percent are not offered insurance by their employers, 21
percent are not eligible for their employers’ health insurance coverage, and 20 percent decline the
offer of coverage. Low-wage workers are often ineligible for their employer’s health plan because
they change jobs with some frequency.

Not the Only Way to Streamline Family Coverage

Another rationale for premium assistance has been that it enables parents and children to be cov-
ered in the same insurance plan. Family-based coverage is a good way to increase enrollment and
continuity of care, and it is simpler for families to have only one insurance system to navigate.
However, premium assistance is not the only way to achieve these goals. Since 1996, states have
had the authority to expand family-based eligibility for Medicaid without a waiver from the fed-
eral government; since July 2000, states have been able to expand SCHIP coverage to parents by
applying for a Section 1115 waiver. In addition, the new premium assistance policy was issued as
a component of the Administration’s HIFA initiative, which encourages states to expand coverage
of Medicaid and SCHIP to low-income adults. Covering adults in Medicaid or SCHIP, wherever
their children are enrolled, would also accomplish the goal of streamlining family-based health
coverage.
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Will States Save Money?

Generally speaking, some state officials have viewed premium assistance programs as a way to
save money by incorporating private, employer funds in health coverage. However, by moving
to premium assistance programs, states may run the risk of losing control over certain cost-
control mechanisms in Medicaid and subjecting themselves to fluctuations in the cost of
coverage in the private market. As health care costs continue to increase, employers are be-
ginning to pass on health insurance cost increases to their employees through increased
premium share and reduced benefits.!® As the employer health insurance market continues to
deteriorate, states that are subsidizing health insurance for employees may find that their
costs for premiums and any wrap-around coverage they provide are getting higher—and may
be more expensive than directly providing coverage to a group of parents and children who
are generally healthy. In addition, it is possible that funneling beneficiaries into premium as-
sistance programs could erode the purchasing power of state Medicaid and SCHIP programs if
it leads to declines in the number of people receiving services through those programs.

In fact, if saving money is the goal of a premium assistance program, the best way for a state
to ensure that it will save money is to develop a voucher system, as the state of Illinois has
done (see box on page 2), and to make participation in the program mandatory for some por-
tion of the people who are currently covered directly in the state’s Medicaid or SCHIP
program. While the state is then assured of cost savings, beneficiaries may very well end up
uninsured or without access to health care they would otherwise have had.

What Should Advocates Do?

If it is impossible to avoid a premium assistance program in your state, there are policies that
advocates can urge states to include in the design of the program.

®  Make participation optional. Urge your state to allow beneficiaries to choose whether to be en-
rolled in the regular Medicaid or SCHIP program (depending on their eligibility).

m Provide wrap-around coverage for cost-sharing. Medicaid- and SCHIP-eligible beneficiaries en-
rolled in premium assistance programs should not incur more out-of-pocket costs than
beneficiaries enrolled in regular Medicaid and SCHIP programs. (See “Cost-Sharing” in this
kit for an additional discussion of how cost-sharing constitutes a barrier to health care for
low-income people.)

m Provide wrap-around benefits for premium assistance participants. In Medicaid, there is no requirement
that individuals be uninsured to qualify. That means that beneficiaries can have both private health
insurance coverage and Medicaid—in that case, Medicaid acts as the “payor of last resort.” The pri-
vate insurer is billed first for services, and Medicaid picks up the cost of services that are not
covered by the private insurance plan. In most states, this is known as the Third Party Liability sys-
tem. This ensures that beneficiaries get the benefits to which they are entitled, even if they are

enrolled in an employer-sponsored health insurance plan.
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m  Establish a minimum benefit standard for employer-sponsored plans. Only plans that provide compre-
hensive care should be subsidized with Medicaid and/or SCHIP funds. If your state does not provide
wrap-around services for premium-assistance enrollees, then it is very important that the insurance
plan in which beneficiaries are enrolled provides a comprehensive package of benefits. Because
families eligible for Medicaid or SCHIP have little disposable income, they will have very little
ability to get any health care services that are not covered by the insurance plan.

m  Continue coverage of the Medicaid/SCHIP grievance and appeals process. Enrollees in Medicaid
and SCHIP should be entitled to the same grievance and appeals process whether they re-
ceive services in the regular Medicaid or SCHIP program or a private health insurance plan.
Grievance and appeals processes designed for private health insurance plans in most states
are not designed to meet the needs of low-income people. For example, eligibility and en-
rollment issues are not addressed by grievance and appeal processes for private insurance
plans. Furthermore, in some states, people must pay a fee to file an external appeal for a
denial of services.

Given appropriate protections for beneficiaries, premium assistance programs can be oper-
ated in a way that is not harmful. However, the Administration’s new policy allows states to
eliminate those very protections. In addition, it is unclear whether states will actually save
money by operating premium assistance programs. In a time of fiscal pressure on state Medic-
aid and SCHIP programs, premium assistance programs are not the best use of limited
administrative resources.
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