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CHolces UNDER THE NEW STATE CHILD HEALTH INSURANCE PROGRAM:
WHAT FACTORS SHAPE COST AND COVERAGE?

The State Children’s Health Insurance Program (CHIP) (link here to
http://www.hcfa.gov/init/children.htm), enacted as part of the Balanced Budget Act of
1997, provides over $20 billion in federal funds over five years to cover low-income
uninsured children. This program gives states considerable flexibility in designing
expanded health insurance coverage for children. The way states design their programs -
- use of or a separate program, scope of benefits, how much families are charged in
premiums -- will make a considerable difference both to how many children the
expansions actually cover and to the costs states incur. States’ design choices will, in
turn, be influenced by how they expect various factors to affect both the number (and
insurance status) of children that participate and the public costs for each participating
child--the two components of an expansion’s total public costs. The purpose of this
paper is to lay out these factors -- first, those that affect participation; then, those that
affect cost per participating child. The goal is to assist state decision-makers in
evaluating their options and to enable the broader community to participate in the
decision-making process.

How MANY CHILDREN WILL PARTICIPATE?

Analysis of experience with private and public health insurance programs
suggests that a number of design features will influence both how many and what kind
(uninsured vs. previously insured, higher income vs. lower income) of children are likely to
participate in a new public insurance program.

The income level a state chooses as the basis for eligibility defines the total
number (or overall pool) of uninsured children in any state who may participate in the
program. But not all children in this pool will choose to participate; some will not sign up
and will remain uncovered. Similarly, and simultaneously, eligibility levels will define a
pool of currently insured children with incomes below that level who may participate in
newly available coverage. Here too, some, but not all, of these currently insured children
will substitute the newly available coverage for their existing coverage -- that is, the new
public program will, to some extent, "crowd out" or substitute for private coverage. In
addition, public attention and outreach related to a new program may encourage some
children eligible for, but not participating in Medicaid to sign up for coverage.

How much families will have to pay, how easy it will be for them to enroll, and how
valuable they perceive the benefits are all factors that will influence how many children
actually enroll.

Premium Costs. The extent to which families take advantage of newly available
subsidies for insurance will depend in large part on whether and how much they are
expected to pay. Under CHIP, whether or not a state can charge depends on whether it
relies on Medicaid to expand coverage or creates a new insurance program. If a state
chooses a Medicaid approach, it cannot in most cases charge cost-sharing and
premiums for children (consistent with current Medicaid law). If the state instead creates



a new program, it may charge premiums subject to specific rules. For children with family
incomes at or below 150% of poverty they may charge about $15.00 to $19.00 per month
per family. They may charge higher premiums for people with incomes above 150% of
poverty: up to a maximum of 5% of income for premiums and cost sharing combined.

For example, if premiums were the only charge, the family cost would be just over $100
per month for a family of three with income of twice the poverty level, or $26,000.

Analysis of participation in Medicaid and private health insurance programs
suggests that the cost of coverage to a family is an important determinant of whether or
not they will enroll for coverage. Although higher premiums reduce participation across
the income spectrum, the impact is likely to be greatest for families with the lowest
incomes, where higher prices absorb a larger share of family income. When coverage is
free, participation is similar regardless of income. Once there is a cost attached to
coverage, participation drops off substantially, regardless of the uninsured families’
income level.

As shown in Figure 1, estimates are that if coverage is free and easy to obtain, an
estimated 79% to 83% of uninsured children with incomes from poverty ($13,000 for a
family of three) to twice the poverty level ($26,000) would participate. Even with what
appears to be a relatively modest premium -- about $17 per month or $200 per year (as
allowed for children with incomes at or below 150% percent of poverty) -- participation
drops by an estimated 24 to 38 percentage points, depending upon the income group.
Only 41% of the uninsured at poverty
and 59% of those with incomes at twice

the poverty level are expected to enroll, Figure 1
if the premiums for coverage is $200 Estimated Participation of Uninsured Children,
At $600, participation for poor children by Premium and Family Income Level
is only expected to be 29%. Not Porcent Participating

o . . Mincome at 100% of Poverty
SurprISIng|y1 hlgher premlums -- over 79% 83% Oincome at 200% of Poverty

$50 per month or $600 per year (as
allowed under a new program for

children with incomes above 150% of 41%
the poverty level) -- mean even lower 29%
rates of participation.

59%
49%

An additional analysis by the Fres $200 $600
Urban Institute of state health insurance |~ ~f¢e fesly Premiom
programs In Mlnnesota’ HaWa” and suur;:s: Urban Institute analysis -for the Kalser Family Project on Health Reform.

Washington similarly found that higher
premiums (measured as a share of
income) significantly reduced the likelihood of participation. The higher the share of
income required to pay the premium, the lower the participation for people eligible for
coverage. While just over half (57%) of the eligible uninsured participated with premiums
at 1% of income, only 18% patrticipated with premiums requiring 5% of income.

CHIP allows (but does not require) states to impose premiums if they create a
new insurance program. A premium will reduce participation, and the reduction will be
greatest for the lowest income uninsured. The higher the premium, the greater these
impacts will be.

Ease of/Barriers to Participation. Even if a new program is free, the likelihood
that families will participate will depend on how easy or hard it is to enroll in the program.
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The Urban Institute estimates that 83 percent of all people eligible for Medicaid
participate in the program, with a substantially higher rate of participation for people
receiving cash assistance. For children eligible only for Medicaid, participation rates have
been significantly lower. Non-participation is generally attributed to the complexity or
intrusiveness of the eligibility process -- having to enroll in person at a welfare office
(particularly when not eligible for cash assistance) and having to provide detailed
documentation of income and resources.

Analysts think that families will be more likely to enroll in a new insurance program
than in Medicaid, in part because of Medicaid's historical tie to welfare and the complex
eligibility determination process in most states. That outcome is more likely if the
enrollment process for the separate program is simple (e.g., relying on mail rather than in-
person application) and relatively uncomplicated (e.qg., relying on modest rather than
extensive documentation of resources). However, as many states have already
demonstrated, the Medicaid eligibility process can be simplified, potentially overcoming
historical reluctance to participate. Regardless of approach, a key factor in estimating
participation is how simple or burdensome the enrollment process actually is.

Value of the Coverage. Families' willingness to participate in a new insurance
program will depend in part on their perceptions of the value of the insurance being
offered. Simply lowering the price of a policy is unlikely to enhance participation if the
lower price is associated with lower value. "Value" may be understood as a function of
the scope of benefits, level of cost-sharing, and the quality of participating providers.

Medicaid has a broad scope of benefits and limited cost-sharing, features which
enhance its perceived value. However, to the extent that Medicaid pays providers and
plans low rates and does not provide "mainstream” care, its value is likely to be
discounted.

A new insurance program contracting with "mainstream" plans may be perceived
as attractive relative to Medicaid, thereby promoting participation. However, this
enticement to participation may be offset if the plan's benefits are limited or, alternatively,
its cost-sharing high. Similarly, Medicaid may look more attractive if it relies on
"mainstream" plans that offer comprehensive benefits.

Crowd-out of Private Coverage. Families with insurance, as well as families
without insurance, will fall within the income eligibility levels that states establish. Among
families with incomes below the poverty level, fewer than 20% have employer-sponsored
insurance and only about three percent purchase non-group insurance.

By contrast, in families with incomes between 133% and 185% of the poverty
level, just over half have employer-sponsored insurance and about five percent have non-
group coverage. For these insured families, as for uninsured families, interest in
participation will depend upon cost, barriers, and perceived value. However, currently
insured families will make judgments about these factors on a relative basis -- comparing
what they are paying for and getting from their current insurance plans to what they can
get under the new programs.

If the new coverage looks relatively attractive or is easy to get, currently insured
families become more likely to substitute the newly available coverage for the coverage
they have. For example, low-income families paying a substantial share of premiums in
an employer-sponsored plan may find themselves able to obtain coverage at substantially
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lower out-of-pocket cost in the new program. This financial advantage, however, could
be offset if participation in a new program entails a burdensome or intrusive eligibility
process or requires a switch to plans perceived as offering lower quality care.
Alternatively, if these families find that the new subsidies are easy to get and can be
applied toward their employers' plans, a substantial proportion of the currently insured
population is likely to enroll in the new program. This would result in a shift in coverage
and costs from private insurance to the new public program, with no increase in the
number of children insured.

It is not entirely clear whether "crowd-out" is a good or bad thing. On the one
hand, it is important to recognize that currently insured low income families who choose
to take advantage of new coverage opportunities do so because it gives them financial
relief or better coverage. This relief seems at least as legitimate as the relief recent
legislation has provided self-employed families through tax preferences (with no evidence
of expanded coverage). Further, denying one group of low income families a benefit
awarded to others of similar income seems unfair, especially if the insurance coverage
they have entails substantial financial sacrifice.

On the other hand, if dollars are limited, the more that subsidies are used by
people who already have coverage, the less they are available to people who lack
coverage, impeding achievement of CHIP's major goal of expanding coverage of children.

Even more important, if choices are made that make participation particularly attractive
and easy for the already covered population (for example, by allowing the use of
subsidies for employer-provided coverage), participation may be skewed in favor of this
population and away from the uninsured. Particularly if premiums are charged, the
already insured may participate at much higher rates than the uninsured, reducing the
likelihood that CHIP will expand coverage for children.

The Urban Institute has estimated that almost two-thirds of the children
participating in CHIP will be newly insured, with the other third replacing their previous
coverage with coverage under the new legislation. These estimates assumed that
subsidies could not be applied to employer-based coverage (which may be possible with
a waiver under CHIP). Estimates allowing the use of subsidies toward employer
coverage (as in the House-passed version of children's coverage) dramatically reduced
the proportion of covered children who were newly insured.

States may make rules that will affect whether people with insurance will be able
to participate (e.g., a requirement that a child be uninsured for a period of time before
being eligible for CHIP). Rules will also determine whether the new subsidies can be
used for employer plans. Both decisions -- along with decisions about premiums, ease of
enrollment, and value of coverage -- will affect the degree to which "crowd-out" occurs.

Outreach. The extent of effort at making people aware of the new program will
also affect participation. Analysts generally believe that efforts to publicize the program
and promote enrollment (particularly by reducing barriers through policies like
presumptive eligibility) can enhance participation. Further, they believe that participation
will be enhanced not only for newly eligible families, but also for families who are already
eligible for Medicaid but not participating. An estimated two to three million uninsured
children are believed to fall into this category.

States expanding children’s coverage under CHIP may, therefore, see increases
in Medicaid participation for the poorest children at the same time they are pursuing
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expansions for children who are less poor. How much Medicaid participation rises will
undoubtedly be a function of how aggressively and to whom the new program is
marketed.

Capped Program Versus an Entitlement. While the factors described above will
affect the number of children who want to participate in a program of expanded health
coverage, the amount of federal and state resources available will determine the number
of children who can participate. States choosing to expand coverage through a new
program may place a cap on the number of participants in the program, while those using
Medicaid must provide coverage to any child who is determined to be eligible (i.e., an
individual entitlement).

For a state, developing a capped program provides greater predictability in
expenses over time. However, it also means that if needs are greater than expected
(e.g., the number of uninsured children rises), the resources may not be there to deal with
those needs. Under Medicaid or a stand-alone program, the federal government will
match state payments under CHIP at a higher rate than they do today under Medicaid, up
to a fixed allotment per state. However, under a Medicaid expansion, the federal
government would continue to match state expenses -- at the normal Medicaid matching
rate -- even after a state's allotment of federal CHIP funds were exhausted.

If a program is capped, it may also be important to pay extra attention to issues of
crowd out and outreach, in order to assure that limited dollars and coverage are targeted
to those with the greatest needs (e.g., children who are uninsured and lowest income).

Estimating Participation. Predicting how many children, newly insured and
previously insured, will actually participate as states expand coverage requires judgments
or assumptions about how much impact these various factors will have and how they will
interact. For families without insurance, estimators start with a schedule of participation
rates (based on observed experience) showing the probability of participation for families
without insurance, given premiums as a share of income. These rates are then adjusted
to reflect program barriers to participation (for example, enroliment at a welfare office is
assumed likely to reduce participation) and the value of coverage (for example, Medicaid-
only providers or high deductibles will likely reduce patrticipation). For families with
insurance, estimates of who will participate are based on the degree to which families’
enrollment in the new program would lower their out-of-pocket premium costs. If families
can get these benefits and stay in their current plans, e.g., by getting a voucher, most are
assumed likely to participate. If not, only a modest share is assumed likely to shift to
subsidized plans.

WHAT ARE THE PUBLIC COSTS PER COVERED CHILD?

As with participation, the question of costs per covered child will be answered
differently depending on the choices states make. First and foremost, each state faces
the choice of relying on its pre-existing Medicaid program or creating a new program to
provide coverage. Imbedded in this choice are decisions about benefits, payments to
providers or plans, and administrative investments and expenses. Although, in theory, a
state could build its coverage expansion on Medicaid and label it a new program, in
practice a new program is likely to reflect a desire to do things differently. Hence, the
choices and the cost experience are likely to be different.



Actuarial analysis illustrates both the way various factors will affect costs per
covered child in a Medicaid approach as compared to a new program, and how such
costs should be estimated.

Benefits. Under a Medicaid expansion approach for covering uninsured children,
federal rules specify that the benefits must be the same as those provided to other
Medicaid beneficiaries. Under a separate state program, the federal rules specify that the
benefits must be at least as generous as one of three "benchmark" private insurance
packages described in the law: the standard Blue Cross/Blue Shield package provided to
federal employees, a plan offered to state employees, or the most common benefits
package offered by an HMO in the state.

Although there may be variation across states, in general it is likely that the
benefits provided through Medicaid are more comprehensive than those in the
"benchmark" private packages. For example, Medicaid programs are required to provide
Early and Periodic Screening, Diagnosis and Treatment (EPSDT) services, some of
which are uncommon in private insurance packages. EPSDT provides a wide range of
screening and preventive services, as well as other care identified by a screening exam
as necessary.

In choosing Medicaid rather than a new program, then, states are opting for a
more expansive and expensive benefit package (all else being equal).

Payment Rates for Providers and Health Plans. Although somewhat
constrained by federal requirements, states have historically established Medicaid fee-for-
service and capitation rates on a "take it or leave it basis." State Medicaid programs
have generally been able to attract providers and plans at below-market rates because
they are such large purchasers (though in some cases beneficiaries may not have access
to a full range of mainstream providers because they are unwilling to participate).
Flexibility in setting rates has been enhanced by the Balanced Budget Act, so states will
likely be able to continue to pay below-market rates to providers.



In theory, a state could employ a similar approach to a new insurance program for
children -- using the same plans Medicaid uses and dictating rates. However, if states
choose a new program, implicit in that choice may be a decision to use an alternative
approach. And, since a stand-alone program will cover fewer people than Medicaid, the
state’s purchasing leverage will be more constrained. Under the private insurance
approach adopted by California, for example, health plans are free to submit premium
bids. This approach would presumably lead to premium levels more similar to those
found in the private insurance market, and therefore higher per capita costs than under
an expanded Medicaid program.

Administrative Costs. Regardless of whether a state chooses to rely on
Medicaid or develop a new program, administrative costs are likely to be a significant
portion of overall program costs. That is because medical service costs for children are
significantly lower than the costs for an adult population, while administrative costs per
enrollee are similar. For example, if the administrative costs for an adult insurance policy
were 15% of the overall premium and the cost of health services for a child were one-
third of the cost for an adult, then administrative costs for a child-only insurance policy
could be as high as 35% of the overall premium.

Administrative costs will vary with a state’s approach. Because Medicaid has an
existing administrative infrastructure in each state, there should be minimal start-up
expense for expanding coverage under that program. In addition, extra administrative
costs should be on a "marginal” rather than "average" cost basis. In other words, while
certain costs associated with processing more applications and claims may go up (e.g.,
more eligibility workers may be needed), many fixed costs should remain the same. In an
analysis of the cost of covering uninsured children in California commissioned by the
Kaiser Family Foundation, the Actuarial Research Corporation estimated that the
Medicaid administrative cost for each newly covered child would be 60% of the current
per child administrative cost (plus a small additional amount for new functions to be
performed by the state).

The administrative costs of a new state program will likely be higher than under
Medicaid. Significantly, the costs would be on an "average" rather than "marginal”" cost
basis, since there is no existing infrastructure on which to build. The administrative costs
associated with non-group insurance (i.e., where insurance is sold directly to individuals
or families rather than through employers) are generally in the range of 15 to 20% of
benefits for adults and families (and could be two to three times higher than this for
children-only insurance policies). While much of these expenses are for marketing --
which could be reduced if a state used a purchasing pool structure that eliminated direct
marketing, as under a recently-enacted program in California -- it is also quite expensive
to collect monthly premium payments from individual families (if they are required).

Adverse Selection. Under either a Medicaid or a private insurance approach,
costs per capita will be higher if families whose children are sick and more likely to need
coverage, comprise a relatively large proportion of participants. This is often referred to
as "adverse selection.”" If all eligible children enroll in the program, then there will be, by
definition, no adverse selection. Therefore, the extent of adverse selection will depend
on how attractive the new program is and how easy it is to enroll.



No matter how unattractive a program is, the sickest children will likely enroll
because coverage of any kind is very important to them. But, if enroliment in the program
is difficult, the sicker children may not be joined by a large number of relatively healthy
and less expensive children. This low participation rate of healthier children will lead to
higher costs per covered child.

Estimating the Costs Per Capita. It is reasonable to estimate the per capita cost
of alternative approaches to covering uninsured children based on the current costs of
Medicaid and private insurance, respectively. However, because the cost of covering
currently uninsured children may differ from the costs found in existing programs, certain
adjustments may be required.

Medicaid currently covers a broad range of children, many of whom have health
needs that are very different from those children who are currently uninsured. For
example, some children become eligible for Medicaid because they are sick and have
incurred high medical expenses. The per capita costs of these children are not likely to
be reflective of the costs of the currently uninsured, who are believed to be of roughly
"average" health.

Instead, the population of children receiving Medicaid and welfare cash
assistance together are likely to be the group most similar to children eligible for an
expanded program, since they are not necessarily receiving assistance because they are
sick. Similarly, it may be appropriate to exclude the cost of expensive conditions found in
infants (e.g., for neonatal intensive care), since most low-income infants with expensive
health conditions are probably already being covered through Medicaid.

By contrast, when using the cost of existing private insurance programs to
estimate the per capita cost under a new program for children, an upward (rather than
downward) adjustment may be necessary. For example, some health plans now offer
child-only insurance policies on a non-group basis, but in most states that coverage is
subject to "underwriting," meaning that plans may charge higher premiums to children
who are sick or exclude them from coverage
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less than the private insurance approach ($60.65 per child).

CONCLUSION

The cost of a new health coverage program for children will depend on a variety of
factors, influencing both how many children participate and the cost of coverage per child.
Thoughtful assessments of costs require a clear articulation of what these factors are, a
review of the evidence on their likely effects, and, in light of this evidence, judgments
about their impact. Even careful estimates, well-grounded in evidence, cannot give us
certainty about results. But they allow us to compare and evaluate how the effects of
different policy choices will vary. The better all parties understand the dynamics of cost
estimates, the greater the likelihood that decisions will be based on informed analysis
rather than predispositions.
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