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Foreword 

The Lyndon B. Johnson School of Public Affairs has established interdisciplinary 
research on policy problems as the core of its educational program. A major part of this 
program is the nine-month policy research project, in the course of which two or more 
faculty members from different disciplines direct the research of ten to thirty graduate 
students of diverse backgrounds on a policy issue of concern to a government or 
nonprofit agency. This "client orientation" brings the students face to face with 
administrators, legislators, and other officials active in the policy process and 
demonstrates that research in a policy environment demands special talents. It also 
illuminates the occasional difficulties of relating research findings to the world of 
political realities. 

This volume contains the proceedings of a conference held at the LBJ School of Public 
Affairs on March 23, 2001, as well as background papers prepared for the conference by 
the students in a policy research project at the LBJ School during the 2000-2001 
academic year. Both the policy research project and the conference were funded by a 
grant from the Foundation for Insurance Regulatory Studies in Texas (FIRST). 
Supplementary funding was from the Wilbur J. Cohen Professorship and the Sid 
Richardson Chair. This publication represents the first year of a two-year project which 
is looking at developing options for the State of Texas to increase the number of Texans 
with health insurance coverage. This year's project was exploratory in nature and sought 
to develop a range of options. It was conducted during the 77th Texas Legislative 
session, where many of these issues were debated and in which some progress was made 
in addressing some of these problems (the chapters in this book are current as of March 
2001, which was before the end of the session). Next year's policy research project will 
build on the research that was conducted this year, on the conference and from the base 
established by the actions of this year's legislature. 

The curriculum of the LBJ School is intended not only to develop effective public 
servants but also to produce research that will enlighten and inform those already 
engaged in the policy process. The project that resulted in this report has helped to 
accomplish the first task; it is our hope that the report itself will contribute to the second. 

Finally, it should be noted that neither the LBJ School nor The University of Texas at 
Austin necessarily endorses the views or findings of this report. 
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Conference Proceedings 
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Chapter 1. Opening Discussions 

KENNETH APFEL: Welcome everyone, and good morning. My name is Kenneth 
Apfel-I'm a faculty member at the Lyndon B. Johnson School of Public Affairs and one 
of the co-directors of this project, along with David Warner. My task this morning is to 
introduce Dean Edwin Dorn and ask him to welcome you to the LBJ School of Public 
Affairs. 

Edwin Dorn, the dean of the LBJ School and a native Texan, was born in Crockett, 
Texas, and spent many of his early years east of here on a little farm in Hempstead, 
Texas. He attended the University of Texas and graduated Phi Beta Kappa in 
government. He was a second lieutenant in the army, completed his Ph.D. at Yale in 
political science, and spent many years in Washington, D.C., in a number of remarkable 
positions. He was a senior official at the Joint Center for Political Studies and at the 
Brooking Institution, and more recently served as the assistant secretary and then 
undersecretary for personnel and readiness at the Department of Defense. 

Ed Dorn has been dean of the LBJ School for the past three and a half years. He's spent 
a lifetime developing policy and developing people. And now, at the LBJ School, he's 
helping to develop people to contribute to the public arena. Please join me in welcoming 
Edwin Dorn. 

EDWIN DORN: Thank you very much, Ken. That's a very flattering introduction, 
especially coming from a former cabinet level official and former commissioner of social 
security. Ken and I,· and Dean Clancy, who's also spent a lot of time in Washington, 
know what was omitted from that introduction. The most important thing you can say of 
anybody who spent twenty or so years in Washington, as Ken and I have, is that we left 
Washington unindicted. [Laughter] Well, I'm still counting the days until the statute of 
limitations runs out. [Laughter] 

It's a real pleasure to welcome you and to thank you for coming to this conference on 
expanding health care options for the uninsured in Texas. Let me offer sort of the good 
news and bad news perspective. The bad news, of course, is contained in a splendid 
background paper that a couple of Ken Apfel' s and David Warner's students, Sarah 
Lovering and Jeff Hamilton, wrote. Even on the first page, the evidence of the problem 
of the uninsured is compelling. About one in every seven Americans lacks health 
insurance; in Texas, it's about one in four. That's a serious problem. It's a serious 
problem in terms of the aggregate numbers, it's serious in terms of the cost of fixing the 
problem and expanding coverage. 

It's a big deal in terms of the ways in which various institutions-public, private, and 
nonprofit-need to reorganize themselves to expand care. But it's an especially big deal 
in terms of the amount of human suffering and insecurity that we can avert if we can 
expand that coverage. That's the bad news: we've got a problem. The good news is that 
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we are no longer arguing about whether to deal with that issue, but rather how. 1bat is a 
major change in our social values, and it is of relatively recent vintage. We can trace 
much of that change to the advent of Medicare and later Medicaid, and thus it's 
especially fitting that a conference about how to solve these large, remaining problems 
occurs at the LBJ School. President Johnson changed the nation's health care programs 
and more importantly, helped change our view, our social values, with regard to the 
delivery of health. 

I'm grateful that all of you are here today, and grateful that Ken and David and their 
students organized this conference. I especially want to thank the many people you'll 
hear from today: Dean Clancy, whom I mentioned earlier, Representative Garnet 
Coleman of Houston, Dee Briones of El Paso, and, representing the private sector 
perspective, James Roback of the Texas Medical Association, who also is affiliated with 
Scott and White. You'll hear from people from the private and nonprofit sectors, people 
who have been assessing these issues for a long time. It's going to take a rich mix of 
public and private and nonprofit expertise and resources to solve this problem. 

We are at a point in the political life of this country where we can argue about how the 
resources of those three important sectors of American life can be combined to solve this 
and other significant social problems. We can argue about what the empirical evidence 
shows, argue from the facts, not from our ideological predispositions or our political 
biases. That, I think, is a healthy position to be in, even as we confront this 
extraordinarily serious problem. 

So thanks very much for being here. This is going to be a very constructive, informative 
conference. Out of it will come some ideas that will point us in the right direction. 

DAVID WARNER: I'm Dave Warner, co-director of this project along with Ken 
Apfel. Mark McClellan and Chris Britton had both planned to be here until yesterday, 
when a change of schedule in the White House prevented Mark from making it and 
illness prevented Chris from joining us. Both of them told me yesterday that one of the 
main things they would have said is that both President Bush and Governor Perry are 
committed to figuring out some way to reduce the number of uninsured in Texas, and that 
they felt that Tommy Thompson, the Secretary of Health and Human Services, would 
work with the state to try some innovative measures, but at the same time, solutions 
would have to be developed with all of the stakeholders, including those who would pay. 

I want to say one other thing at the beginning, and that is that when I read the Blue 
Ribbon Task Force Report for the first time, I saw a consensus that the legislature no 
longer has a philosophical problem with extending Medicaid coverage for adults up to the 
poverty level, as long as very little additional general revenue is required. Now, as we all 
know, an extra $800 million will be required this year in the state budget to just keep the 
status quo going. There are a number of ways that you could do it. In fact, I could come 
up with 15 or 20 ideas right now, but they would all require, in one form or another, 
changing who pays-in other words, local taxes, a provider tax, or copays. In 
conjunction with the financing arrangements you could increase reimbursement rates or 
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coverage rates so most of those who contribute can come out ahead since each extra 
dollar raised in principle can draw down an extra $1.50 from the federal government. 

The other issue we discovered in this policy research project was the need to find 
initiatives to help the private insurance market work better for people above the poverty 
level. And that is the second theme we will be addressing today. The five breakout 
sessions are related to one or both of these themes. Two of them will examine options for 
simplification and expansion of Medicaid and SCHIP. One looks at options for the high
risk pool, which may seem like a very arcane topic, but actually, that enrollment is 
growing, and if we're going to depend more on individual health insurance, either 
through tax credits or enhanced deductibility, the high-risk pool will become very 
important. The fourth session, on small group insurance-how it's regulated and 
methods to try to expand coverage-is also going to be significant. Finally, since nearly 
half of those who are uninsured in Texas are Hispanic, a breakout group will look at 
some of the reasons why Hispanics are so disproportionately uninsured and discuss 
approaches to increase coverage. The students in the policy research project have 
prepared background papers for each of the breakout sessions and these will be provided 
to you. 

For our first speaker today, we're very lucky to have Dean Clancy. Ken Apfel called 
around Washington last fall to find out the best person to give a general idea of what was 
likely to happen in this Congress, and Dean Clancy's name came up. Dean Clancy lived 
in his youth in Hawaii and Bell County, Texas, then in El Paso, and then he went to high 
school in Colorado. He's a graduate of the Georgetown Foreign Service School. He has 
a masters degree in journalism from Columbia. He started out in the mail room in the 
Reagan White House, and then became a speech writer for Dan Quayle, and also for Jack 
Kemp. Since 1993, he's been a health adviser for Dick Armey, who's been majority 
leader since 1995. Dean is intimately involved in a lot of the initiatives that are being 
developed, and can give us a good view of what's likely to make it through Congress and 
through the White House. 

DEAN CLANCY: Thank you very much. This is far too formal a setting for me. I feel 
like I'm in "Dr. Strangelove," pointing to the big map of Russia. [Laughter] 

This is quite an honor and a pleasure for me, and I want to thank Kenneth Apfel and 
David Warner and Nicole Sherbert and all the good students and faculty who have helped 
put this on. I met some new friends last night and saw some old ones this morning, so 
this is really neat for me. I'm also happy that I'm the only person giving the Washington 
perspective. It means that I can speak without fear of being contradicted. [Laughter] 
I'm not sure that I'm necessarily the best source, but I'll give it a try. 

I think that this conference is well-framed. Focusing on the uninsured in Texas is a good 
way to go. It's very practical, because, as I realized when talking with Ken last night, the 
uninsured problem is really not one problem, but many different ones, many local 
problems. The problem of the uninsured in Vermont is not the same as the problem in 
the south part of Texas, so it needs to be solved at the local level. We who work on the 
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national level can only add so muc~ but of course we have a role, too, and that's why 
I'm happy to be here. 

I also think 2001 is a very promising year for legislation in this area because we have a 
slowly congealing consensus around what to do about the uninsured at the national level: 
measures to take, not necessarily total solutions. And 2001 is an odd-numbered year. 
We're just past an election, so some of the fevers and heats of election time have abated 
for a while, so we can get something done. 

I will be so bold as to predict that we will legislate on the topic of the uninsured in this 
session of Congress. I want to talk very briefly about what we may do, and then take 
your questions. 

The first piece of legislation I predict that we will sign into law in this session is the 
patients' bill of rights. The five-year-long stalemate likely will come to an end because 
the two sides have slugged it out to exhaustion, and because we have elected a new 
president who has said he will veto a bill that contains an unlimited right to sue an 
employer health plan, and because there is not a two-thirds majority in either house of 
Congress for that idea, so it is effectively off the table for the next two years. I think both 
sides are ready for a compromise that will enable us to move forward. The right to sue, 
which as you know is the stickiest issue in the whole legislation, will probably have some 
constraints on it: requiring people to use external review except where it would be futile 
to do so, and probably imposing some kind of damage caps on awards received in the 
course of litigation. Then there are the federalism questions that must be sorted out. Is it 
state court, or federal court, or both? Do we have a federal regime of regulation, or a 
state regime of regulation, or some combination? Where do you draw the line? I won't 
try to predict where we're going to draw that line, it's so complicated. Sometimes, when 
I listen to people discuss it, I'm reminded of Lady Macbeth. I just feel like standing up 
and screaming, "Out, damned ERISA, out!" [Laughter] But, this is what you've got to 
deal with. 

Whatever we do on the patients' bill of rights, I think it's safe to say it will probably have 
the effect of driving up premiums. Who knows by how much? That's a contested 
question. But I think it will, and I think that means more uninsured people. As part of 
that legislation, therefore, the House certainly will try to attach measures designed to 
reduce the number of uninsured. 

The first of these measures, which is supported mostly by Republicans and a few 
Democrats, is legislation to improve the Medical Savings Accounts program, the one we 
created four years ago, and which has only attracted a small number of participants. 
We'd like to change it to make it permanent, more workable, and more available. 
Permanent so that insurance companies will be willing to offer MSAs. Workable so that 
MSAs will be more attractive to consumers. And more available because we think it will 
help the uninsured. One of the interesting things we've learned from the MSA program 
to date is that at least a third of those buying MSAs have been people who had no health 
insurance for at least six months previous. So the uninsured (at least a certain segment of 
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them) are attracted to it, and while MSAs are not a panacea and not the only solution, we 
think they should be part of the solution. 

Another area we're going to address is tax equity for the uninsured. This will be either in 
the form of deductions or of credits for the purchase of health insurance. There are a lot 
of questions we need to answer. The first question is: deductions, credits, or both? On 
the Republican side of the aisle, we have a consensus in favor of deductions. In fact, in 
the last Congress we passed a package of access provisions that included $50 billion over 
10 years' worth of deductions for the uninsured. You have to pay at least half of the 
premiums yourself to be eligible for it, and you can use it whether you're buying 
employer-provided coverage or coverage outside the workplace. That provision did not 
become law, however; it got caught up in the patients' bill of rights logjam. People like 
my boss, Dick Armey, come down on the left side of that debate. We're for refundable 
tax credits. Some of our Republican colleagues say that's not very good tax policy, and 
our response is, "well, perhaps not, but it's pretty good health policy, given where we are 
at the moment," and it's worth doing. Unlike the employer exclusion, the tax credits are 
progressive. They also have a lot of bang for the buck, we think, particularly if you do a 
fixed-dollar-amount credit. 

That' s the next question we'd have to answer if we do credits: is it a fixed-dollar-amount 
credit or is it a percentage credit? My boss favors the fixed-dollar amount, because for 
some people, they'll be able to get 100 percent of the premium covered; not everybody, 
but at least some. How generous should the credit be? Should it cover 100 percent of the 
premium, half, a third? There are arguments about that. My own view is that if you 
cover at least 30-40 percent of the premium cost you will induce a lot of people to use the 
credit, although not everyone. You won't necessarily buy the richest policy, but it's a 
start. Should the credit be useable for workplace coverage, or should it be just for people 
who don't have access to workplace coverage? My boss's view would be that, consistent 
with budgetary constraints, we ought to allow people to use it in the workplace. Should it 
be means-tested, or should it be a universal entitlement? Here again, Dick Armey is a 
leftist; he's for a universal entitlement in this area. 

Jim Jeffords has introduced a tax-credit bill in the Senate. Dick Armey is going to 
introduce one, probably next week. The Jeffords bill is cosponsored by Senators Breaux 
and Frist. Their credit would be $1,000 for an individual and $2,500 for a family. There 
would be a second credit alongside it that would be half that size, that you could use 
inside the workplace, and the larger credit outside the workplace. It would be means 
tested. The Armey credit, by contrast (we call it Fair Care), would be $1,000 for an 
individual, $3,000 for a family. It would not be means tested, and you could use it only if 
your employer did not offer coverage. To deal with the problem of employers possibly 
ceasing to offer coverage, we would ask employers to continue to offer coverage for five 
years after enactment, and if they dropped their coverage before then, they would pay a 
tax penalty for doing so. We also would require the states to set up risk pools, and these 
would be funded by assessments on the insurers, which they could pass along to all 
insureds through premiums. In these ways, we would try to deal with the employer 
dumping and making sure the higher-risk folks get covered. Our main cosponsor on this 
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bill is Bill Lipinsky, and we've just learned that we have Harold Ford, Jr., as a cosponsor 
as well. They are both Democrats, so we're pretty excited about this. But, as I said 
before, there's not a consensus on the Republican side in favor of this. Republicans tend 
to prefer deductions, so we're going to work on that. 

Finally, the last thing I'll say before we go to questions and answers is that we do expect, 
and are more than happy to look at. expansions of Medicaid and SCIIlP. And let me stop 
here for a moment to inform you all that it is a violation of federal law to call it merely 
"CHIP." [Laughter] Believe it or not, there is actually a provision oflaw that says that 
federal and state officers must always refer to it as "SCIIlP," to keep the states in there. 
Anyway, some people want to expand these programs, either the eligible population or 
the amount of funding available, or want to give greater flexibility. The Jeffords tax 
credit bill includes provisions designed to improve and streamline Medicaid and SCHIP 
enrollment and outreach. Jocelyn from the Center of Budget and Policy Priorities, I 
believe you may have helped draft some of those provisions. 

That brings me to the end of my prepared remarks. I just want to thank you again for 
having me here, and I'm excited to learn from you, and I am now ready for you to let me 
have it. [Laughter] 

JAMES ROHACK: The tax incentives and credits: you seem to be moving toward the 
IRS to be the enforcer for health policy for the nation. The question comes up, for those 
in places like Texas-we have a large border area-where we have people coming across 
our borders who may not be employed, whom physicians are obligated to care for, whom 
hospitals under EMTALA (The Emergency Medical Treatment and Active Labor Act) 
are obligated to care for. Is there any discussion of allowing hospitals and physicians to 
have tax credits for caring for those who are not insured, since you are not mandating that 
everybody be insured? 

DEAN CLANCY: That's a good question, and you put your finger on a serious issue. 
Kenneth Apfel last night was pointing out that in some parts of Texas, some people don't 
see the benefits of paying monthly premiums for insurance, because there are so few 
doctors or hospitals available. There are free health clinics, perhaps, or emergency 
rooms, where the free care that's delivered there is ultimately underwritten by state and 
federal taxpayers. And of course many of these Texans have few assets to protect, and 
are healthy and don't see any value from being insured. So yes, a tax credit policy is not 
a panacea--it won't reach everybody and it won't help everybody in their situation. I 
started out by saying, as you recall, the problem of the uninsured is many different 
problems, each of which has its own unique, local flavor. But we think that's part of the 
solution. As for the folks you're talking about, I think the important thing is to make sure 
that hospitals and doctors get compensation for having provided free care to the indigent, 
and we have a number of federal programs now that are designed to provide those kinds 
of subsidies. Whether they are adequate or properly structured is another question. 

PABLO SCHNEIDER: A couple of things. One is on the border issue----<>f 174 
million counted border crossings, we estimate there are more than 7 million crossings for 
health services, and that the proportion of north-south versus south-north is 5-1. 
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American residents are invading the Mexico side of the border region to purchase health 
services. So that's a little different. And then the other thing is I've seen studies on 
uncompensated care on the border that show that 85 to 90 percent are U.S. citizens. So 
the concept of people coming across the border, unemployed, and getting care, yes, it 
happens, there's anecdotal evidence and you can point to cases of it, but if you start 
looking at what's happening in the border region dynamic, there's a lot more to it than 
just that. 

I'm really interested in hearing more about medical savings accounts, and what you view 
as the difference between a medical savings account and doing something like extending 
Section 125 tax deductibility of premiums paid by employees, that is, premiums with 
pretax dollars. What's the difference between going through the logistical exercise of 
expanding MSAs versus just doing some kind of an edict that says that any premiums are 
pretax, and you don't have to be a large enough employer to implement a Section 125 
program to pay your premiums with pretax dollars? 

DEAN CLANCY: Are you saying, for people who buy on the individual market, their 
premiums would be pretax somehow? 

PABLO SCHNEIDER: Yes. 

DEAN CLANCY: How would you structure that? I mean, when they file their taxes, 
they would-

PABLO SCHNEIDER: Well, it's a good question. I mean, you're the experts. I'm 
asking you. 

DEAN CLANCY: No, no, no! [Laughter] Don't leave it up to me! 

PABLO SCHNEIDER: If you could just expand a little bit on MSAs, just talk a little 
bit about what you're thinking about MSAs. The idea occurred to me that basically a 
Section 125 program, as you know, allows companies that implement it to have their 
employees set aside pretax dollars to pay their health premiums. 

DEAN CLANCY: Sure, right. 

PABLO SCHNEIDER: Most of the time, the small companies don't implement that 
Section 125. So it's really a two-part question. One is MSAs, and the other is what do 
you think about figuring out a way essentially to extend the Section 125 type of a 
situation to all premiums, whether individual, small group, and so forth? 

DEAN CLANCY: Well, I'm about to answer, but it looks like David Pinkus has the 
answer. 

DAVID PINKUS: I don't have the answer, but I just want to point out that the 
difference between a straight tax deduction, which you've already talked about, and a 125 
plan is when an employee participates in a 125 plan, not only is it pre-income tax dollars, 
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it's also pre-FICA tax dollars. So if the employee is paying with the deduction he's 
already paid the FICA which is a total of about 15 percent. So that's really much more of 
a subsidy without it really being a subsidy. 

DEAN CLANCY: I'll try to be brief. I would say that from our perspective, the goal in 
tax health policy ought to be level playing fields wherever possible so that people have a 
chance to get health coverage in whatever way is best for them: workplace, outside the 
workplace, group market, individual market, etc. So consistent with workability, your 
idea sounds okay to me. 

As for medical savings accounts, the idea behind them has been to encourage people to 
get economically affordable insurance, high-deductible insurance, but also give them a 
chance to cover first-dollar expenses with the subsidy for the account. It also has the 
benefit of encouraging people to think of their insurance as their own, and to think about 
the price of things before they make purchases. It's not for everybody, as I said, but we 
think it's a good idea worth trying. We feel that it really hasn't been tried. 

CONNIE BERRY: I'm from the Texas Department of Health, Community Health 
Provider Resources. One observation I made was that when the Legislature was 
addressing Medicaid issues in an editorial in the Austin American-Statesman, they talked 
about federal dollars almost as if they were manna from heaven, without the realiz.ation 
or recognition of where those dollars come from, and the process by which those dollars 
shrink from the time they come out of our income taxes until the time that they actually 
pay for one dollar of health care service. One of my concerns is how we can address that, 
or tum around the perception that this money is free, and also reduce the shrinkage from 
the time that it disappears to the time that it actually purchases health care services. 

DEAN CLANCY: I don't know how to answer your question. I've never thought ofit 
before, but I think you're on to something there. Let me ask you, do you have an idea 
yourself of what you would do to reduce that shrinkage? 

CONNIE BERRY: I think those dollars staying in the community rather than going 
into the income tax process and into the federal budget and through many hands, and then 
coming back to the states, passing through many hands, would really increase the value 
of that dollar. 

DEAN CLANCY: Right. Well, if what you're saying is tax cuts, amen. [Laughter] 
You know, our idea is that it doesn't make sense to fly the dollars to Washington and 
then fly them back with some of them gone. Republicans generally think it would be 
better just to leave them in the community, and then if the state wants to set taxes to fund 
programs they can do that, and then these taxes, as you say, stay within the borders of the 
state. And of course we're working on the tax cut issue. And to the extent that leaves 
more money in individuals' pockets, that's more money that can be used for health 
insurance and health services. 

CONNIE BERRY: Or perhaps those dollars could come directly back from the 
treasury to the states for health care programs. 
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DEAN CLANCY: Is the money being sifted through somebody else? Isn't it coming 
directly from Washington to the states? 

CONNIE BERRY: Well, after it goes through HHS and HCFA and all of the programs. 
Each of these agencies requires administrative costs for handling the dollars as they pass 
through the agency. 

DEAN CLANCY: Well, sure. That's right, if you're going to administer, you've got to 
pay for administration. 

CONNIE BERRY: Right, and maybe direct-lining that rather than talcing out the 
administrative costs at each different level would increase the value of those dollars. 

DEAN CLANCY: Sounds like the principle of block grants is what you're describing. 

CONNIE BERRY: Right. 

DEAN CLANCY: Yes. We're strongly for that, too. Thank you. 

GAIL BELLAMY: I work for Scott and White in Bell County. The question that I 
have has to do with the MSAs and whichever tax Congressman Armey supports, and the 
problems of the chronically ill and those who are low-income employees of small 
employers. A high deductible plan certainly doesn't benefit either of these two 
populations. They have more need for health care than the healthy population. MSAs 
almost suffer from the same criticism as health maintenance organizations. It kind of 
cherry-picks those who are healthy. Its greatest benefit, from a business standpoint, is for 
those who are healthy, not for those who have health problems. How do you address 
those concerns, or do those fall back to the risk pools, or does that fall back to some other 
kind of subsidy or support? 

DEAN CLANCY: In the case of our fair care tax credit, we try to deal with that with 
the risk pools. We want to make sure that those who are uninsurable, in a sense, or those 
who have risks that are just too expensive to ensure affordably, get a subsidy, get charity, 
if you will, get help, so that they can buy into the ordinary insurance market with that 
help. So that's the point of risk pools. 

There are other ideas floating around in Washington which I haven't mentioned yet, so 
I'll do so briefly, such as the association health plans idea, which NFIB and small 
businesses are really in favor of, allowing a bona fide membership association to offer 
health plans to their members, some of which would be free of state benefit mandates that 
would make them cheaper for people. This idea is controversial with the state insurance 
regulators, and with the insurers, particularly the Blue Cross/Blue Shield plans. That's 
the main idea that comes to mind at the moment. But yes, you're right, you have to deal 
with the question of the chronically ill in health policy. 
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BILL JONES: I'm president of Materials Transportation Company, a manufacturer 
with about 180 employees in Temple, Texas, so I'm coming at this from an employer's 
perspective, but as someone who's been working on health care for several years. 

The tax credit proposals seem to address those who are employed or seemingly paying 
taxes. 

DEAN CLANCY: No-these would be fully refundable tax credits. You could owe 
nothing in federal income tax and still get the benefit. 

BILL JONES: That was the first part of my question. You get the credit regardless of 
whether you're in a tax-paying position. All right, the second part addresses those 
uninsured who are unemployed. I guess they're covered by Medicaid and SCHIP, but are 
those insurance programs, or are they just paid-for healthcare proposals; on that point, 
why could those dollars not be used for purchasing insurance for all and almost have a 
universal health insurance program? When there's more money going into the insurance 
pool, it puts more people into that insurance pool to spread that risk, and then you don't 
have such an adverse selection process with the uninsureds who are high utilizers of 
health care. There will still be some type of care provided by hospitals, but there's an 
insurance policy for them that's basically an umbrella that, when it gets to a certain point, 
would reimburse those hospitals. 

DEAN CLANCY: Well, I'm not sure what to think about it. My guess is you wouldn't 
get the votes for it, even if it were a sound idea. I mean, there are a lot of ideas out there. 
I'll just mention one of the most radical. Bill Thomas, the chairman of the Ways and 
Means Committee, has proposed getting rid of the employer exclusion, Medicare, 
Medicaid-remember, I'm just the messenger here, I'm not advocating-and using all of 
this money to fund a universal system of credits and vouchers for people to get health 
insurance. He would advocate that the insurance be community rated, and guaranteed 
issue, and he would also require everybody in the country to participate. That's a big, 
bold idea, but it doesn't have the votes, and he knows that. But I would say that with any 
idea in Washington, you move forward most easily when you don't create any losers. If 
you can find a policy that only creates winners, then you're more likely to move forward. 
I'm afraid that with what you described, some people might feel that it was creating 
losers. 

BILL JONES: Who's the loser? And how does it create them? 

DEAN CLANCY: Well, you talked about getting rid of Medicaid, is that right? Did I 
misunderstand you? 

BILL JONES: No, I didn't say get rid of Medicaid. It's just something for the 
provider, so that if they're still providing health care for indigents, there's a way to have a 
cap on the amount that they provide, and then through a universal service program, 
there's a way for them to get some kind of reimbursement from a universal health 
insurance pool. 
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DEAN CLANCY: Hmm. I guess I'm either not understanding it. Show of hands, is 
that a good idea? No, just kidding. [Laughter] 

BILL JONES: A universal insurance concept. 

DEAN CLANCY: In other words, using federal resources rather than government 
programs to help more people into the insurance market. 

BILL JONES: Another whole perspective that I come from is more personal 
responsibility on the insurance side, that people care and take responsibility to get health 
insurance, to take responsibility for their wellness care. I think that's a whole issue on 
the uninsured side and that's an issue that I don't see addressed in any of the papers. So 
it's still a continuation of welfare, even if it's a tax credit. It's still welfare, and it's not 
driving the responsibility for individuals to take responsibility for their health care. 

STEPHANIE TABONE: I'm from the Texas Nurses Association, and I'm confused a 
little bit about distinctions when you talk about either credits or refunds. Who would not 
be in the workplace? If you're a self-employed person, how is that defined? I guess I 
don't understand how you would be defining someone who would get a full credit versus 
someone who would get that half-credit. 

DEAN CLANCY: Let's say you work in a company that offers health insurance, but 
you feel it's too expensive, so you don't join. The Jeffords half-credit would now be 
available to help you pay to participate in that employer plan. The full credit would be 
available if your employer doesn't offer health coverage. 

STEPHANIE TABONE: And if you were self-employed? Those are persons who 
often opt for no insurance. 

DEAN CLANCY: Right. Under all of the bills, generally the self-employed are given 
an option. They can choose the existing deduction for health insurance that the self
employed already have, or they could take the credit and buy health insurance with it. 

STEPHANIE TABONE: And would they have the full credit, or would they then be 
the employer? 

DEAN CLANCY: I think they would have the full credit. 

STEPHANIE TABONE: The other question I have is about medical savings accounts. 
How do persons who advocate medical savings accounts envision what would constitute 
an adequate medical savings account? I guess when I think about serious illness, like the 
person before was talking about chronic illness, what is the thought of legislators as to 
what an adequate medical savings account would look like? 

DEAN CLANCY: I believe the current law says you have to keep as much money in 
there as some fraction of your deductible. Or you have to keep at least the amount of 
your deductible. Do you know the answer to this question? I get confused. 
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AME YA TES [from the Texas Medical Association]: The current provisions are that 
you can only contribute in any given year 75 percent of your deductible, or 65 percent of 
your family deductible (or maybe it's the other way around), but the people who propose 
expansions propose that you should be able to put 100 percent of the deductible in your 
medical savings account every single year. 

DEAN CLANCY: Right, that's it. 

DAVID WARNER: Let's take one more question, because I think there's a very good 
chance we will have some tax credits proposed, so it's worth taking a little extra time on 
this. 

CHUCK BEGLEY: I'm from the School of Public Health in Houston. I have more of 
a global question. In Texas, we have allegedly the highest uninsured population in the 
country. Besides the obvious adverse effects on those people, it seems to be becoming a 
palpable problem for our whole population, and our business community is getting a bad 
rap politically. My question is, have you all, with your policies, expanding MSAs and 
the tax equity strategies, gotten to the point of trying to estimate how much of the 
problem of the uninsured in Texas and other states this might address, and how much is 
going to be left up to us to try to fix with our state-level activities? 

DEAN CLANCY: That's a great question-I should have mentioned that. The bill that 
President Bush is about to come out with, which is based on a bill that Dick Arm.ey and 
Jim Jeffords did together last Congress, was estimated by an outside estimator to cover 
8.8 million people, of which 3.2 million would be uninsured. That again, as I say, was a 
small credit. It was a means-tested credit, and you could only use it if your employer 
didn't offer you coverage, and so you're talking in the millions but not in the tens of 
millions. But of course the more generous and the bigger you make it, the more you get 
covered. 

CHUCK BEGLEY: So that's about 10 percent of the 40 million person problem, the 
3 .2 million. So we have to work on 90 percent of the problem here at the state level. 

DEAN CLANCEY: Well, I told you, we're talking about Medicaid and SCHIP and 
other programs. I guess I don't want you to look at it as if we're leaving you a big 
problem. We're trying to help with a problem that everybody shares. It turns out there's 
no solution that gets you all the way there, without creating a lot of people who are 
opposed to what you're trying to do, so we're trying to make forward progress. 

DAVID WARNER: Thank you very much, Dean. 
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Chapter 2. Panel on Private Sector Options 

DAVID WARNER: I decided since my name starts with a "W" that we ought to go in 
inverse alphabetical order in this panel. The first panelist who will speak, then, is Pablo 
Schneider. Pablo is originally from San Diego, California. He has an MBA and wrote 
his masters thesis on cross-border health insurance. He has worked in a private insurance 
agency, at Sharp Hospital, and at Community Health Group, a large, nonprofit HMO in 
San Diego. He is now the president of Blue Cross/Blue Shield of Mexico, which was 
started by Arizona, California, and Texas Blue Cross. Pablo is going to talk both about 
some Hispanic issues-he's going to moderate the Hispanic panel this afternoon-and 
some broader issues. 

The second person who will speak is Jim Roback, who is president of the Texas Medical 
Association. He's a cardiologist, and he is also the director of the Scott and White Clinic. 
Scott and White, where he practices medicine, gives him a unique perspective because it 
has a hospital, is a very large multispecialty practice, and is also an HMO. They say that 
where you stand depends on where you sit, and so he at one time or another can see 
things from the health plan, the hospital, and the clinician's perspective. I think he's 
going to speak primarily from the point of view of the physician today. 

The third panelist is David Pinkus. David is a graduate of the Virginia Military Institute. 
He is a native Texan, and he has been president of the Texas Landscape Contractors 
Association. He is the president of Small Business United, which is an advocacy group 
for small business here in Texas, and also has tried to put together some association 
health plans and a number of other innovative approaches to health insurance. He 
participated in a White House summit on small business, and has been interested in small 
business health issues for a long time. 

The final panelist is Diane Longley. Diane is the director of a study that has just been 
funded by HRSA (the Health Resources and Services Administration), on which the 
Texas Department of Insurance has taken the lead, and about which she'll tell you more. 
A description of that study is also in your packet. Diane is a native of Wichita Falls, and 
she graduated from Texas A&M University. She's been with the Texas Department of 
Insurance for 18 years, and has worked actively with the Blue Ribbon Task Force and 
with an earlier task force on the uninsured. She is also on the board of the Texas Health 
Care Information Council and another interstate data sharing arrangement as well as the 
East Texas AHEC. 

So, without further ado, in the order in which I introduced them, I look forward very 
much to all four of your presentations. 

PABLO SCHNEIDER: Thanks, Dave. A little bit about my background: I've worked 
for commercial, Medicare, and Medicaid MCOs. I was in operations in a large health 
system with seven hospitals and 2,300 physicians, and I also was vice president of a large 
regional insurance brokerage. So I've actually worked with payers and providers, and 
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worked a lot with products and customers, and distribution of health insurance products. 
I'm going to break my comments into several parts, and I'm going to go fast. I'm going 
to comment on three or four observations on this issue, and then I've got a seven-part 
decision framework to show you. I'm going to say what that is, and then I'm going to 
talk a little bit about private sector solutions to insuring uninsured people, and a little bit 
about Hispanic issues as well. 

My observations are that it is a massive problem, and there are a dizzying array of 
solutions, when you start looking into this. I've identified at least 24 different types of 
solutions, and I've identified at least three dozen specific initiatives that package those 
solutions in different ways to try to solve this problem. The second observation is that 
we don't have a health system. What we have is really a hodgepodge. The third is that 
there are both structural and situational issues: structural issues such as health policy, tax 
policy, and so forth, and situational issues such as affordability to the consumer, or even 
perceived affordability or lack thereof, because there are low-income, medium-income, 
and high-income uninsured people. That's something we have to keep in mind in 
targeting solutions based on who the uninsured people are. Another issue is that there's 
both incremental progress and critical mass progress. Incremental progress would be 
these three dozen initiatives around the country with anywhere from 10 to 130,000 
enrollees. A critical mass would be like a change in tax policy that affects millions. I 
think incremental is in the tens of thousands or even hundreds of thousands, but critical 
mass is in the millions. And with the associated costs, you're talking about anywhere 
from tens of millions on the incremental to billions on the critical mass. 

The last observation is really about political will. We're the biggest health care spender 
in the world, and if we wanted to solve this problem, we would have already. Maybe 
now there's a desire to solve this problem that's strong enough to overcome inertia and to 
overcome opposition, and maybe now there's the political will to do something not only 
on the incremental level, which a lot of folks around the country are trying, but on the 
critical mass level. So those are some of my observations. 

The second part is that I have a framework for looking at this issue, and it's in seven 
parts. One, what is the current situation? Two, what are the components of insurance? 
Three, what are the types of solutions? Four, what are specific initiatives? Five, what 
about implementation? Six, what is the cost? And seven, what is the benefit? In 
applying this framework to the situation we've talked about and heard about, there are 
lots of studies. There are somewhere between 42 and 44 million uninsured in the United 
States, and 4.7 million uninsured in Texas, and two-thirds of the uninsured people have at 
least one full-time, full-year worker in the family. And looking at 35.3 million Hispanics 
in the United States, about one-third of them are uninsured. So clearly, the situation is 
massive. Then there's the whole issue of our hodgepodge and how we're either treating 
the people or not, whether they have insurance or not. And then, every once in a while, 
I'll come across something and say, "Wow!" It's anecdotal, or maybe somebody has 
studies on it, but they say that one-third of the people who are eligible for Medicaid don't 
enroll. I mean, that's huge! It's amazing. So that's the situation. 
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The next part focuses on the components of insurance, and I'm approaching this issue by 
looking at products, providers, acquisition and acquisition cost, administration and 
administration cost, claims, reinsurance, premium taxes, and premiums. So, looking at 
eight components of insurance leads you to ask what are some of the types of solutions 
you can create that impact one or more of these eight components of insurance. I'll give 
you some examples. There are public solutions, private solutions, joint solutions. Some 
of my favorite types of solutions are MSAs, low-premium products, tweaking or 
changing the tax policy, premium subsidies, purchasing pools, and high risk pools. And 
then a couple that you may not have thought or heard of are Hispanic initiatives, 
specifically, and also cross-border health insurance-one of the conclusions that I came 
to in my masters project that I didn't expect. 

I was studying this big phenomenon of cross-border utilization of health services, and 
then it dawned on me that there are millions of people living in the border region, 
crossing from the United States to Mexico to pay cash for health services. Why not offer 
a coverage that would be 20 to 50 percent less expensive than a domestic U.S. coverage 
that allowed access to providers in Mexico who have the cost and culture profile that the 
consumers want? So of the two dozen types of solutions, that just gives you half a dozen 
or so of some of my favorites. 

And then on the specific initiatives, as I said, I've identified at least three dozen, and I'm 
going to talk about three of them very briefly. One is that there's a company called 
WellPoint that's one of the most successful health insurance companies in the country. 
WellPoint is the parent company of Blue Cross of California and Unicare, and they've 
developed several product lines specifically targeting the uninsured. Great innovation, 
really impressive, and what they're focusing on is low price, medium price, and high 
price. They're focusing on targeted outreach-they have a Hispanic initiative, they have 
collateral materials aimed at small business, they have collateral materials aimed at 
people who are currently uninsured, and so forth. So that's a great example of a private 
sector initiative, and they're looking at it as a market opportunity. And when you look at 
it, there are numbers that say that there are over six million people in the United States 
who are uninsured who have household incomes over $75,000 a year, and over six 
million people who are uninsured in the United States who have household income 
between $50,000 and $75,000 a year. And the remainder, still the bulk of the uninsured 
people, have annual household incomes of less than $50,000. But, my point is that there 
are different types of solutions for each low-, mid-, and high-income segment of 
uninsured people. 

A quick comment on WellPoint is that their approach includes all of those eight 
components. They're working a lot on products and on targeted outreach, and they have 
certain administrative policies that help facilitate uninsured people coming on board. 
They're leveraging the infrastructure they have that serves millions of people already, 
and that's another key point: there are many startups around the country that are trying to 
insure the uninsured. The sense that I have is that to the extent that we can leverage 
existing operations that have millions of enrollees already, the incremental cost for 
WellPoint to bring the uninsured on in their own companies is a fraction of what it would 
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cost for these local initiatives. For example, there is an initiative in San Diego that 
involves a premium subsidy and they have several thousand enrollees and a base of 
70,000, so you're not going to get the kind of bang for the buck in that program that you 
would by leveraging a larger base. 

So the WellPoint example is one option, and a second one is Community Health Group, 
the Medicaid HMO where I used to work. What I did there was to create a commercial 
group insurance product targeting the uninsured. I convinced the Medicaid provider 
network to extend Medicaid rates to commercial groups. and worked with them to show 
them that it was going to be uninsured people coming on to their practices and that 1hey 
were going to get paid for that care, and that we were not going to canm"balize their 
commercial groups, with people shifting from commercial coverage to our product, but 
that we were really targeting and focusing on the uninsured. What we were able to create 

was a product line for the uninsured with two low, two medium, and two high options, 
where our premiums were at least 20 percent below marlcet for comparable benefits. And 
that's where you get into the threshold of how much you can lower the premiums, and 
how many millions of people would be able to buy in with lower premiums. 

The third private initiative that I'll talk about is cross-border. In 1995 I created a cross
border coverage called Care Mexico, and I recently worked extensively with Blue Shield 
of California to create a north-south HMO called A~ Baja It's a licensed HMO 
product in California that employer groups in California can buy, but its benefits and 
providers are exclusively in Mexico. We've worked extensively with credentialing, 
quality, and so forth to try to organize that service in a much better way than the nonn, 
and at the same time, the premiums for that product are anywhere from 15 to 30 percent 
less than a U.S.-only type of benefit. 

I guess the only other comment I'll make is that we're launching Blue Cross/Blue Shield 
de Mexico, and we would like to do cross-border coverage in the whole border region. 
We would be the platform on the Mexico side, and then people on the U.S. side could 
buy well-organi7.ed coverage where they could get benefits in Mexico. So those are some 
of the specific initiatives in the private sector. Then, as with everything, you need to look 
at implementation, cost, and benefit or impact: that is, implementation based on political 
viability for something huge, or implementation at the local level or at the organizational 
level for a private initiative; then looking at what it will cost, and what its benefit will be. 
Would it be an incremental benefit of tens of thou.sands or hundreds of thousands of 
enrollees, or a critical mass kind of benefit or impact of millions of enrollees? I hope you 
remember one or two or three t1rings from my talk that will be of benefit to you. Thanks. 

JAMES ROBACK: It is a delight to be here, because certainly we're talking about 
some basic principles in health care. And certainly the 1994 Rand study was very clear 
that 25 percent of the health care dollar that's comumed is due not to health-related 
reasons but to societal breakdown. Certainly the recent weapons fire in California that 
resulted in people being brought to the emergency room for trauma--is that due to a 
problem in the medical field or is that really a societal problem that we're having to deal 
with? 
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The other interesting thing was that Dean Dom said he was delighted that we've all 
decided that though health care was viewed as a privilege in the past, now it's a right. 
And perhaps it is. But there's a misnomer. Insurance is not the same thing as health care 
coverage. I work at Scott and White, which was created in 1897 to provide health care 
for the Gulf, Colorado, and Santa Fe Railroad employees, where the employer took a 
dollar a month out of the employee's benefits and purchased health care. And so they 
created a hospital between Euless, Oklahoma, and Galveston, Texas, and called Bernard 
Temple, the chief engineer, to lay out the land. 

So the concept of prepaid, comprehensive care provided by the employer has been around 
for over a 100 years at Scott and White. We are aware of the pressures of dealing with 
employer purchasing. But the nature of the insurance created in this country around the 
1900s was based on the German model of catastrophic insurance models, just like fire or 
car insurance. When you purchase your car insurance, you don't expect your car 
insurance to buy tires, gas, and oil. But now, we expect health insurance to cover all 
health care costs, like drugs, like supplies, like visits. And that expectation is partially 
because the government got involved in 1942 to give a tax advantage to employers by 
providing pretax breaks, so they could provide health benefits. In the 1950s, the unions 
struck for first-dollar coverage of health care. So the evolution occurred. 

Then the government tinkered again with Medicare, because while it covered everybody 
over 65, it was flawed to begin with because the government never covered the cost. 
They only reimbursed 85 percent of the charge, and you could not charge Medicare more 
than the private insurer, so basically it created inflation. So expanding Medicaid even 
more will really continue to dump onto private industry the cost of creating programs, 
because the funding stream that used to be individual, employer, government, is now 
shifting to where the government is becoming a larger payor. Take a look at Brazos 
County, which has the lowest unemployment rate in the State of Texas. Look at the 
demographics showing that government in Brazos County accounts for 42 percent of the 
employed. Trade is 20 percent, and services 22 percent. Take a look at the state of 
Texas. The state teacher retirement system, which now we want all our school systems 
be a part of, that's governmental. And when we take a look at the real impact, here is the 
problem that we have: when you are a large employer with over 1,000 employees, if you 
don't want to be subject to the state mandates, you go the ERISA route. As a result, you 
are not subject to the state premium tax, nor are you subject to any state mandates, like 
the ones recently passed, the "no ugly baby bill." I mean, I'm all for treatment of 
congenital abnormalities, but the last Legislature said any child under the age of 18 who 
has a congenital abnormality, trauma, or a problem as a result of injury will get cranial 
facial repair. So if mom doesn't like the floppy ears, it's now covered, whereas before, 
the insurers could say, ''no, that's cosmetic, it's not a functional problem." 

So again, the mandates that are unfortunately created because of anecdotes do have an 
impact of driving up premiums. This is where the small employer is at risk. Yes, we 
have guaranteed issue, but if the large employers are coming out of the system, all that's 
left is the small employers with increasing premiums. And the reality of insurance is that 
the healthy pay for the sick. So all these things we've talked about in terms of tweaking 
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with the system mean that as long as you allow people to opt out of the system 
voluntarily, we will not have enough money in the system to be able to solve the 
problem. As was mentioned earlier, 7 percent of those who are uninsured have incomes 
over $80,000 a year. They're making the financial choice not to purchase health care 
coverage. When, however, they have their motor vehicle accidents and come to the 
emergency rooms, under the federal law of EMT ALA we are forced to care for them, 
which we will, but where does that cost get shifted? That's the problem of the unfunded 
mandates, and that's the problem of these premium increases that result in uninsured 
people because of the small employer making the conscious decision, "I cannot afford it 
anymore, good luck." 

We also have the high-risk pool that was created in our state, but again it is funded from 
the premiums of those who are insured to pay for those who can't get insurance. The 
funds go into a high-risk pool, which continues to drive up the cost, which goes back to 
"tax" those who are insured. You have those people who don't participate in purchasing 
health care, yet the problem is that we say, let's create managed care, managed care will 
be great. The problem is that that was a wonderful model in 1972 when Elwood and the 
Jackson Hole group came up with it, because it said let the communities take care of it. 
Let the doctors and the hospitals and the insurance plans that were community-based, 
not-for-profit, take care of it, and any dollar amounts saved would go back into the care 
of the community. The problem is that in 1980, under Reagan, there were incentives to 
take away the federal grants that were created in 1973 in the HMO law and 1974 in 
ERISA, and we said the government isn't going to fund this, go to the investor market. 
And so now we've created for-profit, investor-based insurance companies who look to 
quarterly profits to make their investors happy, but the investors aren't necessarily part of 
the system. 

Health care is either a long-term benefit or it is not, and that's been the source of some of 
the anger that has occurred, because when you take a look at the enrollees removed from 
cost, it gets back to that coverage issue again: "I'll come in, and for five dollars I'll get 
everything I want. Give me my MRI for my headache, because I deserve it." And 
patients expect that we will offer the greatest technology. Again, the government, 
through NIH, helped to create the technological explosion. In fact, one can argue that it 
really doesn't cost any more to provide physician care; the real cost of care has gone up 
in technological advances that are obviously the result of our desire to have all the 
greatest, latest, wonderful stuff that we want because we saw it on "60 Minutes" last 
night. We also want the newest drugs. And yes, doctors, unfortunately, do continue to 
practice defensive medicine, because if we didn't order that MRI, two years later we're 
going to get sued because we didn't order the latest and greatest. 

The end result is everyone wants everything. Certainly, we're in here taking a look at 
how can we do it, because what patients want is choice and control and service and 
brands and information, and I will say that I think the Internet, while it has advantages, 
also has tremendous disadvantages in expectations being set so that there isn't enough. 
When we take a look at the drug culture that we have in this country, the majority of 
people who are crossing from El Paso or Laredo across the border aren't geting their 
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coronary stents or bypasses, they are getting their pharmaceuticals. I mean, that's where 
I send my patients to get their drugs when they can't afford them. Why are drugs 30 
percent less expensive, made by the same company, over in Mexico? Why? Direct-to
consumer advertising. Pharmaceutical manufacturers now come in with expectations. If 
you don't get your Allegra versus Claritin, you won't feel good. For those of us in 
central Texas, everybody's got allergies. The point is, should the insurance company pay 
for that, or should individuals decide whether or not they should maybe just take that 
generic Benadryl at night rather than the $2.50 nonsedating antihistamine once a day. 
And all the new drugs in the pipeline are scary, because we have to decide, is it coverage, 
or is it insurance? And where does the consumer come in? Because really the challenge 
that we have is spreading risk, which means everybody has to participate. Period. End of 
discussion. You can't opt out. 

Second, there is an individual responsibility, as was mentioned. There has to be a cost
share. Should that person who continues to smoke and who's already had their second 
bypass surgery be allowed to have the third bypass, when those who don't smoke are 
taking care of themselves? Genomics is scary, because it's going to be possible to 
predetermine who's at risk. But if we can't share the information with them, is that right 
or not? The bottom line is that we're going to have to deal with how to say no, you don't 
get everything. The real balance the medical profession has to achieve-just like every 
profession-is that between articulating what is right for our patients with the force of the 
state, and the power of the capitalists, the employers who are purchasing the health care, 
and everyone is struggling over the same aspect of how do you do what's right, knowing 
that there are limited dollars, and how do you shift them back and forth. 

We'll continue to take care of patients, and that's been one of the gold markers: 
physicians will continue to take care of patient that need to be taken care of. But that 
becomes very difficult in the Medicaid population, for example. When 70 percent of 
your business is Medicaid, and it doesn't cover the cost of operating a business because 
of paperwork and administrative overload, you can't just go to the electric company and 
say, "I'm only going to give you 70 cents on that dollar charge, because I can't afford it." 
This gets back to the question of tax credits for those that are providing care. Because 
unless we have everybody covered by some pluralistic way-employer, individual, 
Medicaid for the poor, Medicare for those over 65-and then have a secondary insurer 
that can spread the risk amongst all, and a tax policy that can target that individual who 
has not opted out so the hospital and the physicians and those other caregivers can 
provide for them, we won't be able to fix this mess. So we've got challenges. We will 
have to continue to discuss how are we going to solve this issue, because we need to try 
to come up with a consensus, and it's one where the federal government does have a role 
in this because we migrate. And for Texas and the federal government, the border area is 
a huge issue for all of us along the border. 

DAVID PINKUS: The problem that I have in being third is, am I supposed to come up 
with all the solutions? [Laughter] I was leaving that to Dean Clancy. I am really glad to 
see that a lot of the things we are looking at are also being discussed in Washington, and I 
think the other speakers talked about that. One of the things that I want to add is that as a 
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representative of small employers, we look at the whole thing a little bit differently and 
focus primarily on the portion of the uninsured problem that deals with employees of 
small employers. About 10 years ago we bad a strong national dialogue during the 
Clinton campaign about doing something to get to the point to where we have universal 
insurance, or universal coverage, depending on how you defined it. But I think when that 
failed one thing that small business and many of the initiative's opponents did was put 
out the idea that although people may not have health insurance, they get health care. I 
think that that concept, while it was very successful in helping to kill the Clinton 
proposal, brought us to the point where it actually might be contributing to the nmnber of 
uninsured because we sold the idea that you don't have to have health insurance but you 
can still get health care. I don't know if there really is a cause/effect there, but to me it's 
a factor in why we have so many people-particularly people in income levels that 
should be able to afford health insurance--that don't have it. 

We as a nation have to go through a much more serious debate than we have bad and 
really decide where we want to be. Then we have to figure out how we want to get there. 
I don't think we've done that. What we are doing as we go along is come up with all 
kinds of little patchwork solutions and deal with anecdotal problems rather than tackling 
systemic problems and creating solutions. I think we have gone from catastrophic-type 
insurance, where health insurance is supposed to cover the catastrophe which you can't 
cover out of your normal income, to where it is the first-dollar coverage. 

I think that the concept of health maintenance organiurtions did a lot of good for health 
care, but they also did a lot of bad The worst thing that HMOs did was bring in the 
concept of the $10 and $20 copay. They have made cost a secondary factor in many 
decisions for everyone-particularly those concerning which type of prescription drug to 
choose. Say there are two drugs, one costing $100 a month for the prescription and the 
other costing $30 a month when you look at the actual costs, but it only costs me a $10 
copay either way. Obviously I want the $100 one. I get more for my money-I get $100 
worth of drugs rather than $30 worth of drugs. The result, if that is carried on and on, is 
that the decisions that I and others like me make actually add costs to insurance, which in 
the long run tends to drive up the number of uninsured. We are going in the wrong 
direction as a result of having first-dollar-or relatively first dollar-coverage for a lot of 
people. 

A personal anecdote: a number of months ago I had a real stiff neck and my wife offered 
to make an appointment with her masseuse, saying she would make my neck feel great. I 
asked how much that would cost and she said $50. I said why should I pay $50 for your 
masseuse when I can go to the chiropractor on my health care plan and I'll only have to 
pay $20? I think a lot of people make similar kinds of decisions. In that case I didn't 
have time to do either one and I just endured the stiff neck until it went away. An 
employee who would have been eligible for a day of sick pay probably would have taken 
a half day or a day off and gone to the chiropractor and paid $20. 

National surveys that we've had done through Arthur Andersen indicate that roughly 
between 50 and 60 percent of small employers offer health insurance. This compares to 
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about 99 percent oflarge employers. Here in Texas it is significantly lower than that. 
The data from the Blue Ribbon Task Force indicated less than 25 percent of Texas small 
employers offer health insurance to their employees. So it's a much bigger problem in 
Texas than it is nationally. 

Then we get to the question of why employers should provide health insurance. And 
should employers be the ones who are funding health insurance? Here in the United 
States what has happened is that we have a system which I think just about everybody, 
depending on their perspective, probably would agree is not working the way we would 
like it to work, but we can't all agree on how we would like it to work. 

Basically we have a government-subsidized employer-based health insurance system. By 
government-subsidized, I mean that employers get a tax benefit for providing health 
insurance. They are paying with pretax dollars, which means there is about a 15 percent 
FICA savings and about a 20-30 percent income tax benefit, depending on the tax bracket 
of the employer. So for every dollar in health care costs that the employer pays, it really 
costs him somewhere between 60 to 80 cents for every dollar he spends, which makes 
insurance much more affordable for the employer. 

If an individual who is not covered by a section 125 plan or something else goes out and 
pays with after-tax dollars, every dollar of health care he or she pays really amounts to at 
least $1.15 and, depending on the person's tax bracket, can go up as high as $1.30 or 
$1.40 for every dollar. So there is a disincentive where the tax code subsidizes 
employers and penalizes individuals. That is why I think that the idea of coming up with 
some kind of tax credit, tax deduction, or something along those lines to level that 
playing field is a very good idea. 

The other thing that we are very concerned about is the employer-based system. If you 
look at who is paying for insurance you've got a good percentage of the population 
insured by employer-based systems; here in Texas about 23-24 percent of the population 
is insured by employers, not counting state employees. Medicare and Medicaid cover 23 
percent. So most of the people who have health insurance today have it paid for by 
somebody else, either the government or their employers. And thus they have very little 
stake in controlling health care costs, which leads to the problem of making wellness 
decisions. Should I smoke, or shouldn't I smoke? Doesn't make any difference ifl get 
sick; my employer-funded or government-funded insurance plan will pay for the cost. 
So there is no incentive or very little incentive on the part of the employee, other than 
obvious, you don't want to die early, but they don't make that conscious connection from 
the cost standpoint or from the insurance standpoint. Driving a motorcycle without a 
helmet, smoking, not getting adequate exercise, all the things that go with wellness, 
aren't things that I really need to be concerned with because they have no impact on my 
pocketbook. They don't affect my ability to buy a new car or live in a bigger house, or 
have new clothes or go out to dinner, or go to the movies, or make those economic 
decisions that we make because somebody else is paying. 

The subject of individual responsibility has been mentioned a couple of times today and I 
think that there is where we are. We believe that we need to put more of a focus on 
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individual responsibility and bring the individual back into the equation. Back into the 
paying equation-not to pay the whole amowit, but to get the individual to where they 
have a stake in the decisions that are made. The analogy to having employer-paid health 
insurance that I use a lot is that if employers paid your grocery bill, nobody would buy 
hamburger. And that is where we are-if somebody else is paying the bill, we want the 
best drug, we want the MRI or the CAT scan or whatever. We're entitled to it whether it 
is indicated or not. I've been in meetings where doctors have said they have patients who 
come in with injured knees or joints, mainly just as a result of excessive exercise or 
whatever, and rather than putting an icepack, taking an aspirin, and calling them in the 
morning, now they want an MRI or CAT scan-$1 ,500 for something that should have 
cost very little, rather than waiting a day or two. Those kinds of things are driving up 
health care costs, because the individual has no stake in the cost. So somehow we have 
to get the individual into the equation. 

What are we looking to do? A number of proposals are out there and I wish I could say 
these are the ones we think are really the best. There have been a lot of studies done and 
there are a lot of task forces working on this issue, but I don't think it is enough. It needs 
to be ongoing, where not only the policy experts but all the stakeholders are continually 
involved, and the public must become much more involved and aware of what is going 
on. The only way that will happen is if the employee starts to feel the bite a little bit. 
Because right now, it's the providers and the employers and the government who are 
feeling the bite. It hasn't gotten to the point where taxpayers and employees really 
widerstand that there is a bite or that they have a stake in the issue, other than just getting 
care that they pay very little for. When you talk about individual responsibility, one of 
the things that we have talked about is that there needs to be some kind of a way-and 
"require" may not be the exact word-to get people, individuals who don't have 
insurance, to know that they need to have it and to go out and get it. If it is offered to 
them, if it is available to them, and if they can afford it, they should buy it. 

During the early 1990s and during the Clinton health care era, when the Clintons had an 
employer mandate, they would have required all employers to provide health insurance, 
and I think that that was really the issue. I think the members of Congress will tell you 
that was the thing that really killed the whole program. It was an employer-mandate
based issue. Senator Gramm and a number of other members of Congress had an 
individual mandate proposal which would have had government subsidies for people who 
couldn't afford health insurance, but if you could afford it, you paid for it. I'm not sure if 
that is the right way to go, but I think that if people widerstood that if they don't have 
health insurance and they could afford it, and they went in for health care procedures, 
they were going to have to pay the full cost. We may approach people who don't pay 
their hospital or doctor bills for services that the medical providers have to provide by 
law in most cases. The public policy says to the provider, "you have to provide care," but 
the public doesn't do anything to make sure that the provider gets compensated for that 
care. Maybe we could do something like we do with bad checks where the District 
Attorney is empowered to collect bad checks, where medical providers could tum bad 
debts over to the local District Attorney. Some people say that clearly that is called 
"criminalizing," not paying your doctor bill, but if people can afford to pay and don't 

24 



have insurance, there should be some individual consequences. I'm not sure where that 
would take us, but there needs to be some way. Having the IRS enforce health policy 
doesn't sound like a real good way to go either. Especially when there are a lot of people 
who would like to do away with the IRS altogether. 

I want to quickly talk about the areas that we looked at and that have already been 
discussed today. We talked about earned income tax credit for low-income individuals 
that would help get them there. There are a lot of changes needed in the area of medical 
savings accounts. Right now with an MS~ you have a choice-the employer puts 
money into the savings account or the employee puts money in, but it can't be both. It 
should be both, if an employer is willing to. When we do surveys of employers, we ask 
how much they can afford to pay for health insurance for their employees. Some say less 
than $50 per month, some say $50 to $100 a month, some say $100 to $150 and so on. 
Depending on the business and the type of business and the wage scale and who they are 
competing with, it varies from employer to employer. We need to come up with a system 
where an employer could contribute what he can afford, and the employee can match 
that; then we could put in some reasonable government tax subsidies, such as being able 
to put pretax dollars into an MS~ being able to pay with pretax dollars into a section 125 
plan, or some sort of equivalent. Basically, what you would end up having is a variety of 
ways that you can have "defined contribution" plans where employers and employees put 
in money. There also should be a financial incentive to the employee to not spend the 
money. Life insurance is an example. You pay premiums every month or every quarter 
or every year for your life insurance, depending on the kind of policy. If you want to you 
can buy a policy that at some point develops cash value and you know that you have been 
making an investment. With health insurance, you don't do that. If you don't use it, you 
lose it. Maybe we should have some kind of insurance where you get individuals putting 
money in, and if they don't use it, they keep it or it carries forward, or it rolls over. That 
is one of the changes that needs to be made to Section 125 plans because when 
employees contribute to a Section 125 plan they lose the money if they don't use it by the 
end of the year. There needs to be a roll-over provision so that they can keep it. I think 
employees would put a lot more money into Section 125 plans if they knew that the 
money would roll over and be there when a catastrophe happens. We need to get the 
individual involved in planning for the catastrophe and having money available to handle 
the bigger medical expenses of the year. 

The last thing that I want to mention that we've talked about is one of the things that we 
looked at in group insurance. We should consider whether to have a provision that 
allows variable copays. For somebody who makes $75,000 a year, a $20 copay is 
nothing. For somebody who makes $7 an hour, a $20 copay is a lot of money. So we 
should allow insurance companies or HMOs or providers to have copays that go up as the 
individual's income goes up, so they have to make a conscious decision about their 
expense. Those arejust some of the proposals that we've talked about. 

The last one that I haven't mentioned that we've been working on a lot is cooperative 
purchasing arrangements. The Jackson Hole group and everybody else have for a long 
time been talking about our need for purchasing cooperatives. I think if you look around 
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the country, including Texas, in just about every place where we've had the~ purchasing 
cooperatives have failed for a variety of reasons, But we need to revisit that whole issue, 
however, because I think that there has to be a way to bring in small purchasers of health 
insurance, whether they be individuals or small employers. We have to find a way to 
allow them to pool their buying resources and get the same kind of deal on health care 
that large employers do. That is basically what I wanted to cover. 

DIANNE LONGLEY: As is noted in your packet, the Texas Department of Insurance 
applied for a federal grant last year and was pleasantly surprised to find out not too long 
ago that we were one of the states included in the second round of awards. It became 
effective March 1, 2001, and I'm going to be directing that project for the next year. Tue 
project abstract is in your packet, if you are interested in finding out exactly what we will 
be doing. I'll go over the highlights in a few minutes. If it sounds a little bit ambitious to 
accomplish what we've laid out in a 12-month period, it is. And I've got to confess that 
this is the first time I've ever applied for a federal grant, and the requirements were fairly 
rigorous in that you had to meet a lot of different requirements to prove that you would 
come up with comprehensive recommendations. You couldn't limit your study to a 
particular group of uninsured people, such as the Hispanic population or low-income 
adults. It had to be comprehensive and include the entire state and the project has to be 
completed within a 12-month period. 

Unlike many of the states that were awarded these grants, Texas has to comply with all 
the requirements under state laws that have to do with contracting, purchasing, and 
everything. So we are really pushing the clock to get this finished, but I was told that I 
was going to be last on this panel because they wanted to end on an optimistic note. So 
I'm going to try and be optimistic, and I can assure you that we will do what we have laid 
out in our project that we are going to do. 

Just briefly, there are about four big pieces of this study that we will be doing over the 
next year. One of the first things we are working on is drafting a request for proposals 
right now to do a statewide study of the uninsured. This is not to duplicate information 
that we already have (we are not looking at demographic information), but we are trying 
to find out why people who are uninsured don't have insurance. We've heard some 
discussions here today about the fact that a lot of these people have incomes that suggest 
that they could afford health insurance. We know that about one-fourth of the population 
that is uninsured in Texas, maybe more, have insurance available that is offered through 
an employer and they have elected not to take it. We assume that is because they 
couldn't afford the premium payment that was required by the employer. But we don't 
know that for a fact 

Clearly we know that there are a lot of low-income uninsured people who could not 
afford even a minima] premium contribution, but what is minimal to those of us in this 
room? We would think that paying $100 a month for full family coverage would be a 
bargain, but for a family that is panicking over increased utility bills right now in Texas, 
asking them to pay $100 a month for health insurance is unreasonable. If we come up 
with a plan that will require payments that are beyond their means then it is not going to 
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do us a bit of good. Trying to find out what you can afford, what you think is reasonable, 
why you don't purchase insurance, do you want insurance? If you are not enrolled in 
Medicaid and you are eligible for it, why are you not enrolled? Is it because you have 
never had a health condition that needed care and so you've never gone to the trouble of 
enrolling, or do you feel that there is a stigma attached to it and you are not going to 
enroll under any circumstances? These are the types of things we will look at in our 
survey. 

At the same time that's going on-all of these projects will be going on simultaneously
we will examine the small employer reforms that were enacted in Texas in 1993 and 
1995 and sort out what we did that was right and what we did that was wrong. There 
have been several legislative groups that have looked at this issue over the past couple of 
years. There is the Joint Interim Committee on Mandated Benefits that sort of touched on 
this issue. There is a separate working group that David Pinkus and a number of other 
people worked on. We know that the number of small employers with insurance has 
gone up dramatically since 1993, and in 1998 we had about 86,000 small employers in 
Texas that had health insurance, about 24 percent. But that percentage went down in 
1999, although the number of lives covered has actually gone up. What this suggests is 
that even though the number of employers offering coverage has gone down, the 
employers offering coverage are probably the larger employers. 

When we talk about small employers, we're talking about groups of 2-50 employees. So 
most likely, the larger employers with 25-50 employees are continuing to offer coverage 
and perhaps more of them are entering the system and the smaller groups are dropping 
out. The good news is that the number of lives covered has gone up, although the total 
number of employers providing insurance has gone down. When you look at the reforms, 
however, a number of people have suggested specific reasons why those numbers 
initially went up and why they are going down, but we don't know for sure. We haven't 
heard from the small employers themselves exactly what it is that encourages them to 
purchase insurance or why they don't purchase it. And again, the question is 
affordability-how much are they willing to spend? What is too much? There are 
probably some employers who, because of the administrative burdens, will never offer 
insurance to their employees. So these are the types of issues we will examine through 
our small employer survey. 

As long as I'm talking about small employers, under state law there are two standard 
policy forms that must be offered. One is called the basic plan and one is the catastrophic 
plan. The basic plan offers a standard level of benefits and is designed to cover the 
everyday types of illnesses that most people incur. The catastrophic plan has a much 
higher deductible and is designed more for those expensive hospital stays or lingering 
illnesses that can truly be catastrophic. Neither of those plans have sold well in Texas at 
all. Last year, less than 30 of the employers who purchased health insurance purchased 
those two policies. Even though the premiums are lower than those for other plans, they 
are not cheap. They are, however, considerably lower than what you would consider to 
be the full coverage standard plan that is normally offered. Some of the mandated 
benefits that are required in Texas are not included in these two plans. I know that 
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mandated benefits are a contentious subject under the best of circumstances, and I don't 
really want to get off into that debate, but if we design a policy that people don't want, 
it's not going to do us a bit of good, no matter what it costs, if they are not going to buy 
it. And if we start stripping out benefits that, even though they cost money are desirable 
to the public, we're going to be back exactly where we are right now, with people 
choosing not to buy health insurance because they figure it is not going to do them a bit 
of good. 

I totally agree that we have not done a very good job in terms of educating people about 
why health insurance is important to them. I have a daughter who is a sophomore at 
A&M right now and I've asked her whether any of her high school classes did anything 
to educate the students about the "real world"-once you are outside of high school. Half 
of those kids are going to go get jobs and half of them are going to go to college and 
eventually get jobs, and there is virtually no education at the high school level that is 
telling these kids what they will need or what their expenses are going to be when they 
get out in the real world. Certainly nothing about health insurance or why it is important. 
And I think that is where we have to start in terms of educating people, and it is not going 
to be an easy process. It's going to take years, but 10 years from now we are going to 
have a group of students in the workplace who understand that health insurance is 
valuable. When employees go to apply for a first job, most of them aren't even going to 
know to ask about health insurance-only iftheir parents have suggested that you need to 
sign up for it or that you need to at least ask if it's offered. These young employees, 
many of them single, in that 18-25 age group that is one of the biggest problem 
populations in terms of the uninsured, have no clue why health insurance is even 
necessary. So I think that that is also one of the challenges we have to face. It will 
require the cooperation of a lot of different people, but it is certainly something that we 
can overcome. 

The third part of our study is going to be a survey of insurers and HM Os to get some data 
that we don't have right now on rates, on areas of the state where they are offering 
coverage, and some of the benefits that are most often selected, just to find out what is 
going on in the marketplace. People are always surprised to discover how very little data 
we really have on the insurance market in Texas and that is because it is not something 
that in Texas is regulated. Rates are totally unregulated, except for the small employer 
market where there are some rating requirements, but in general health insurance rates are 
not regulated and so we don't have much data. That is something that we hope to collect 
in the next year as well. And then once we have all this information, we are going to be 
putting together some plans that consider the data that we've collected and we'll craft 
some recommendations that have detailed plans that address the different populations, 
whether low-income, or Hispanic, or middle-income single parents who choose not to 
purchase insurance because they don't think that it is a valuable or a worthwhile expense 
for them. I expect that we will have a number of different proposals. 

None of these proposals are going to be comprehensive in the sense that they will address 
the problem for everyone, but I think, again, as everyone has said here today, it will be 
one of those things where we have an assortment of recommendations that will hopefully 
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address, if not everyone, a significant percentage of the uninsured in Texas. We are 
going to be consulting with actuaries to develop some cost estimates on each of these 
plans, and we hope to come up with some funding recommendations. I think that is 
probably going to be our biggest challenge. Everyone here knows that there is not a big 
bucket of money sitting over there in the Capitol for us to spend, and so what we really 
want to do is develop some reasonable recommendations that are also feasible. We don't 
want to propose a bunch of great recommendations that don't stand a chance of being 
enacted. So within those limits we hope to come up with a good package and then 
sometime either next November, or January-we are still trying to figure out the 
timelines on this-we will hold a conference where we ask people to come in and review 
the project findings and recommendations and then give us comments. Under the grant 
proposal we have to demonstrate to HRSA that we have received input from a variety of 
different types of groups all across the state, and report their reactions to our 
recommendations. That is just a way of proving that some things will work and some 
things won't. So that will be the last part of the study. I'm guessing it will be January of 
2002, and that's about it in terms of this study. 

DAVID WARNER: One other thing that Chris Britton said to me last night was that 
the governor's office is eager to promote private/public collaboration. I haven't heard 
much discussion of that yet, but I thought in fairness I ought to mention it. The other 
thing I should have mentioned is that Ken Apfel and I are going to do a policy research 
project again next year and we hope to use some of the findings from this afternoon and 
the conference as the basis of what we should be looking at, and we want that effort to be 
not competitive with but complementary to Dianne's study. Let's take questions now. 

CARL RUSH: I'm from the Family Health Foundation in San Antonio. A lot of 
comments in this panel and also earlier have been about individual responsibility, making 
choices. It occurred to me as I was listening to this that if we are talking about incentives 
to obtain coverage, what we are talking about is incentives to put more money into a 
system that is already costing more or is increasing in cost faster than other elements of 
cost in this country. And I haven't heard much talk about incentives to encourage more 
appropriate use of care, incentives to more helpful behaviors. Is there some way that we 
can combine those incentives? In other words, we don't want just incentives not to use 
care, we want incentives to use care more appropriately, to seek care at an earlier level of 
acuity, and so on. To use primary care appropriately. And we already have occurrences 
where people will delay seeking care until the situation becomes more serious and more 
costly. It seems to me that we haven't dealt with that set of incentives. 

This is related to whether people sign up for Medicaid, for example-if they don't have 
immediate needs, then they don't feel a lot of incentive to apply for coverage. But it's 
more than just incentives not to seek care. Does anyone care to respond to that? 

JAMES ROBACK: Certainly I think that when you take a look at what was mentioned 
before, such as when a patient comes in to see a cardiologist and their coronary arteries 
are all clogged up, and the doctors says you can go on an exercise program and diet, or 
we can do a bypass operation. They say "I want the bypass because insurance pays for 
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it." And that is the individual responsibility of trying to say how can proactive care be 
incentivized? So if we created a package where the coinsurance to get preventative care 
was less than that for certain specialists, that may be appropriate. 

At one time if you were a specialist, you were allowed to charge a higher rate than you 
were if you were a primary care physician, but then the federal government got rid of that 
and said everybody gets paid the same. So while we talk about what can we do in the 
state to incentivize, we also have to realize that because of the federal policy, even 
though Medicare is supposed to be just for Medicare, most insurers now tie 
reimbursement to a percentage of Medicare. And so the Medicare RBRVS that was 
created really as a model is now tying the private industry back to that federal system and 
so your percentage basis goes back. To the individual, the MSA account was supposed to 
be part of that. That you should be incentivized to get appropriate care so you don't 
necessarily have to see an allergist to get Clari~ you can go ahead and get some 
Benadryl over the counter and not have to pay the out-of-pocket expense. 

I think it is going to be the challenge of how do we articulate as a society when it is okay 
to say no for certain catastrophic illnesses? Again, that is the huge problem that we deal 
with in our health plan where we have 170,000 patients that we care for. Last year, $76 
million were consumed by I, 700 of them. Or another way to say that, I percent 
consumed 26 percent of the resources. I'm sure other insurance companies have that 
model, so if people are opting out of the system, or a part of the system, and then have 
unhealthy behaviors, then they are often the catastrophic cases that show up in the 
emergency room that we all have to care for. So I think it has to be a universal system as 
far as coverage with pluralistic models of being able to deliver that, and the only insurer 
that is large enough to spread the risk has to be some federal intervention as the 
secondary insurer for the catastrophic. 

PABLO SCHNEIDER: On that issue of individual responsibility with health care and 
health insmance: ifs really quite irrational in its behavior, and we are pretty irrational in 
a lot of ways in that we want more and more for less and less until we get everything for 
nothing. And obviously that is impossible, so three points on individual responsibility: 
one is the responsibility to participate in the first place. In America, we don't like people 
to force us to do anything. But we need the individual responsibility to participate, to 
enroll in Medicaid if you are eligible, to buy health insurance if you can. So one is 
participation, and two is product design. That is where you get into the individual 
financial responsibility for paying a copay, a coinsurance, a premium, and so forth. The 
third point is utiliz.ation decisions: the decision to use the $20 option versus the $100 
choice. I think those three things are linked. 

You've got somebody who is participating, who is in a product design that makes them 
cost-conscious, not thinking that somebody is going to give me everything for nothing, 
but cost-conscious. That influences their utiliz.ation decisions. The other day I went to 
the doctor and said I've got this problem, and he said okay, I would like you to have this, 
but let me look. He whipped out his Palm Pilot and he said I've got the formulary here, 
and your problem and your diagnosis, and there are two different things I could give you, 

30 



but one of them your insurance company won't pay for (it's more expensive), and the 
other one they will pay for (it's less expensive). So I asked about the difference in 
effectiveness of the two medications. If the expensive one is a lot more effective, either 
ask for an exception or I'll pay the difference, but if it is not, then I'll take what is on the 
fonnulary if you think that it works comparably. But that is a good example of those 
three things. I participate, I have coverage with a product design, and I make a utilization 
decision based on that. 

JAMES ROBACK: That's one of the concerns of physicians-we're trying to be 
professionals and we don't necessarily want to get too much into your insurance 
coverage. That's where it gets into the fine lines of the administrative hassle that the 
doctor has to mess with in filling out a bunch of forms to get the fonnulary exception. 
Should it be the patient's responsibility to have the coverage or should it go back to the 
doctor? 

PABLO SCHNEIDER: Yes, the use of technology is a key issue there. And that was 
one of my favorites that I forgot to mention on strategies and approaches to solving the 
problem. If you could do a health plan that is 100 percent on the Internet, you could save 
literally truckloads of money on all the administrative activities, and there are lots of 
people trying to do that. 

DAVID WARNER: We only have five minutes left, so let's try to take one more 
question and get a quick response. 

ANNE DUNKELBERG: I'm with the Center for Public Policy Priorities. If Dr. 
Rohack's figures are correct then you've made the point that you think somewhere in the 
neighborhood of a quarter of health expenditures fall in that category of things that could 
be avoided if people made better choices, but that means 75 percent of health 
expenditures have to do with things that people can't do anything about, so I guess I get a 
little concerned when we get too focused on that. I think it is something the system needs 
to address, but it's not going to fix the whole problem. 

One of the problems that I can offer as an example for you is that at my office we are 
currently paying for small-group coverage of $900 a month for family coverage. The 
State of Texas, with its many employees, gets a very good rate-about $625 a month on 
average for family coverage. We've all seen the discussions about trying to get health 
insurance for more of our teachers and school district employees and their families in this 
state, and we've seen that there are districts that have 10 times as many employees as my 
little 12-person office paying premiums of$1,000 to $1,300 a month for family coverage. 
So what I'd like to hear from you folks is what suggestions you have on private sector 
solutions that help the folks that are well above the poverty line. I'm wondering what 
kind of private-sector solutions you see that can help the folks out here in Texas who are 
having to pay anywhere from $7,500 to $12,000 a year for family coverage. And in most 
cases, the employer is only paying the employee's share of the premium. Thank you. 

DAVID PINKUS: I own a company in East Texas. I think we are paying less than $600 
a month for family coverage but we have a fairly high deductible and a fairly high copay 
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in order to get those costs down. As an example, a lot of these plans, particularly the 
state plans, used to have a $10 copay. But I think that most employers are starting to try 
to look at ways to get the employee more involved in sharing in the cost and reducing the 
benefits so that there is more cost-sharing. I think that has to be done and if that is done, 
you can get the premiums down. If you have real rich benefit plans, you are going to pay 
$900 or $1,000 a month for insurance. But that doesn't get to the problem; I mean that is 
part of the problem of the uninsured. One of the things that has happened as a result, 
particularly in small-employer reforms, is that prior to 1993 individual policies were 
more expensive than group policies. If you had a small group, it didn't matter if you had 
10 employees, you could go out and buy insurance and because it was a group it was 
going to be cheaper than if everybody went out and bought individually. As a result of 
guaranteed issue and portability and the "good things" that we did back in the early 1990s 
and that are now part of HIP AA, it's exactly the opposite. Individual policies, which are 
medically underwritten, are much cheaper in most cases than comparable group plans. 

ANNE DUNKELBERG: If you are a healthy guy. 

DAVID PINKUS: If you are healthy. What has happened, though, is as a result we 
have adverse selection against group plans. Because in many cases, in putting together a 
real small group, if you are healthy, everybody goes out and buys individual policies and 
saves money, and the employer pays for it. In my case, I have a company, and my wife is 
on an individual policy because we save about $75 a month compared to ifl put her on 
our group plan, and the coverage is about the same. That is an economic decision that I 
made. But if she had a preexisting medical condition and she explored the individual 
market and it was more expensive, then I'd put her on the group plan, and that is why 
group plans are more expensive. So that is one thing that we definitely have to revisit
what we have done with the group plans. The other thing is, on the individual market, if 
you smoke, you are going to pay a higher premium as a smoker buying an individual 
policy, but in a group policy, particularly in a small group, you can't differentiate. It 
doesn't matter whether employees are smokers or not. We have it in the law, and large 
corporations like Texas Instruments all have wellness programs. They know it pays and 
they get their employees involved. Under state law, we have a premium discount 
provision in the small employer plan if the company has a wellness plan. There may be 
somebody who can educate me on this: I don't know of a single small employer, even a 
medium-size employer, that has a company wellness program and has taken advantage of 
that provision. It just hasn't happened, and there is already an economic incentive there. 
But part of it is because the employees don't have the incentive. The employees have got 
to get into it and I think a lot of it is education. We need to change the way people do 
things. 

DAVID WARNER: We are going to have to cut it off at this point, but if you have deep 
questions on this, remember there are five break.out groups, two of which are on private 
health insurance, and you can also ask questions after the next panel. 
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Chapter 3. Panel on Public Sector Options 

KENNEIB APFEL: You've just heard from an excellent panel regarding private
sector options for the uninsured. I think it is very clear to all of us that public programs 
also need to be part of a long-term solution in this area. There are many issues that relate 
to expansions in the public arena and I'm sure this panel will touch on several. I hope 
and expect that this panel will address three broad issues. One is how do we ensure that 
more people who are now eligible for CHIP and Medicaid receive CHIP and Medicaid? 
There are hundreds of thousands of Texans who meet the eligibility criteria for these 
programs but do not receive help. What we need to do is institutionalize some of the 
outreach activities and the advertising activities that have been underway to ensure that 
more people receive public coverage. How do we make sure that more of the elderly 
who receive Medicare but are also eligible for Medicaid receive that added coverage? 
And how do we simplify the Medicaid system to ensure that more individuals who are 
eligible get through the door? 

The second issue area relates to incremental options that are available under current law 
to expand Medicaid and CHIP to reach more of the uninsured. There are a number of 
options that could be instituted to provide some modest incremental expansions in the 
areas of expanded public insurance or possibly premium assistance. This could related to 
kids, to the disabled, and the elderly, as well as working adults. 

Thirdly, are there broad-based solutions that are possible in Texas? Some states have 
addressed the uninsured issue from a much broader perspective, such as BadgerCare in 
Wisconsin and TennCare in Tennessee. Do these states provide lessons for Texas in this 
area? A central question here is the following: in return for added Medicaid dollars or 
added federal dollars, are there other sources of funding or creative financing solutions 
that could be developed to provide broad-based solutions in Texas in the public arena? 

To start us on this journey today, we have five extraordinary speakers, starting off with 
Jocelyn Guyer, who will provide a national overview of some of the activities that have 
gone on throughout the country in many of these areas. Jocelyn is a national health 
expert with the Center on Budget and Policy Priorities in Washington, D.C. She has a 
masters degree from the Woodrow Wilson School at Princeton, sister school to the LBJ 
School, and it's almost as good a school as the LBJ School. [Laughter] And after 
Jocelyn, moving on from the national to the state perspective, we have the Honorable 
Garnet Coleman, Texas State Representative from District 147 in Houston. He serves as 
the vice chair of the House Public Health Committee as well as a member of the Blue 
Ribbon Task Force on the Uninsured. And I think everyone in this room knows he has 
been over time one of the real leaders throughout the state and the country on financing 
issues in the health arena. Thir~ we're going to move from the state perspective to some 
of the local perspectives. We will hear from Dee Briones, the county judge from El Paso, 
who will speak to us from her perspective about the impact of the uninsured on county 
budgets and her experience with the public hospital in El Paso. I think her comments will 
be very informative for us in terms of the perspective of an area with a major indigent 
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care population and with major costs associated with it. We will then move on again to 
another local perspective and hear from David Lurie, the Austin Travis Cotmty Health 
and Human Services Department director. He will discuss initiatives for the uninsured in 
the Austin metropolitan area, with a particular focus on the Indigent Care Collaboration, 
which has established mechanisms in a three-county area to try to find regional ways to 
deal with this issue. 

Then wrapping up the panel is someone whom I believe everyone in this room knows, 
Anne Dunkelberg, one of Texas' health gurus from the Texas Center for Public Policy 
Priorities. Anne, who spent time in the Medicaid office in Texas before her service at the 
Center, is clearly one of the most remarkable people I've met since I've come back to 
Texas, and probably most importantly, she's a graduate of the LBJ School of Public 
Affairs. [Laughter] So to lead off in our discussion this morning, here's Jocelyn Guyer. 

JOCELYN GUYER: Thanks so much for having me. I want to start by saying that I 
really am thrilled that this panel is part of today's discussion. And I think it goes back to 
one of the points that Dean Clancy made, which is that if we look at the issue of the 
~ we're clearly going to need a range of responses. I think it is quite clear that it 
will be critical to have expansion of public programs as we think about how we are going 
to deal with the uninsured. 

Just to give you one example of why I think this is going to be particularly important: if 
you look at the tax credit proposals that are out there, typically they offer families $2,500 
to go out and purchase coverage. The National Association of Health Underwriters, 
which is the association in D.C. that represents the folks who sell individual insurance 
policies, just did a 50-state study. They looked at this scenario: if we gave a healthy 
mom, nonsmoking, very personally responsible, with two healthy kids, $2,500 and sent 
her out in each of the 50 states, could she get health care coverage? They found that she 
actually could get health care coverage in all but eight states. In eight states, there simply 
was nothing available for $2,500. But upon looking a little bit deeper at the kind of 
coverage that was available for a mom like that, I was quite shocked at the level of 
deductibles that many states had in their policies for that price. I'll give you a couple of 
extreme examples: Alabama and Rhode Island. She would have had to meet a $15,()()() 
deductible before she could actually get any health insurance coverage. That's obviously 
an extreme case. Much more typical are $1,000 or $2,000 deductibles. 

But part of what that says to me is that if we look at the folks who are uninsured who are 
in that low-to-moderate income range, that kind of insurance coverage, while it may 
protect against the catastrophic events like a car accident, really isn't quite what folks 
mean when they think about providing health insurance for Americans. I think it actually 
goes back to the point that the previous panel made, which is, are we talking about 
insurance or are we talking about coverage? I think for a healthy mom with two kids, 
part of what we want is for her to be able to go in if her kids develop asthma, before 
meeting that kind of deductible. Part of what that means is particularly for those 
uninsured folks who are in the lower part of the low-income range, we're going to need 
to be looking at public programs, which historically have offered both a reasonable army 
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of benefits and also far more modest cost-sharing, specifically because of concerns that if 
you have either high deductibles or lots of cost-sharing, people will not actually be able 
to use coverage. 1bis really is going to be a critical piece of what happens over the next 
couple of years. 

The good news is that with the bipartisan enactment of the State Children's Health 
Insurance Program in August of 1997, we've really seen a transformation in how state 
officials, advocates, and policymakers everywhere think about public programs. We've 
seen some incredible movement in a number of different areas. I think probably the most 
basic reason is because the State Children's Health Insurance Program really aimed to 
move coverage further up the income scale to low-income working families. Albeit 
Medicaid has always served a lot of working families, and it will continue to do so, but 
SCIIlP was clearly intended to push public programs a little further up the income scale. 
With that expansion came all sorts of simplifications. We want to make these programs 
work for families who are working. These are families that may not have time to go to a 
welfare office; we need to let them mail in their applications. We're no longer going to 
ask about assets and other things. I know Texas is still very much struggling with some 
of these issues, but in general the trend across the nation as a whole is toward very 
impressive simplification and making it much easier for working families to enroll in 
public programs. 

The bottom-line good news is that last year marked the first time in about five years that 
we saw a decrease in the number of kids without health insurance. We saw one million 
fewer uninsured kids last year. Some of that is because of our extraordinary economy, 
but clearly the biggest piece of that is due to the success of the State Children's Health 
Insurance Program and also the tremendous work people have done in helping kids who 
are eligible for Medicaid get enrolled in those programs. So I think that gives us a strong 
base from which to work on thinking about how we can take some next steps and go 
beyond just covering kids in low-income working families and think about some of the 
other family members who may need health insurance coverage. 

The next thing I want to talk about is what some of the options are out there and what 
we're seeing from states across the country. There are two major tools that states have if 
they're thinking about expanding coverage; this is all under current law, so it's not 
dependent upon what Congress might do this year. One is that you can take advantage of 
the existing Medicaid program which, in Texas, picks up 61 percent of the cost of 
expanding coverage for folks in certain categories-that's the big caveat. Under the 
Medicaid program, the only way you can qualify is if you fit a certain profile, which is 
basically everyone in the United States except for adults without children. If you're a 
parent, if you're elderly, if you're disabled, if you're a child, then you can potentially 
qualify for Medicaid. 

The next issue is, obviously, whether you fall within the income range. States not only 
want to determine that you fall into certain categories but also that you meet the income 
criteria for the state. Those income criteria, which really dictate how many people can 
get coverage, are entirely determined by the states. At this point, Congress has decided 
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that it wants to give states the flexibility to decide how far up the income scale they want 
to go, what's appropriate for their states. The option you have is to look at where your 
state is currently in terms of coverage for parents, elderly, disabled, and if you want to go 
ahead and expand further up the income scale, the federal government will match that 
expansion. In the case of Texas, it will pick up 61 percent of the cost. 

I want to just show you one slide, because I think it would be my recommendation if 
you're thinking about next steps; in terms of what could you do about the uninsured, this 
is what I think of as the "low-hanging fruit." And this is the one thing I want you to 
remember. This is a chart that shows how much a mom with two kids can make and get 
her kids signed up for Medicaid or SCHIP, vs. how much she can make if she herself 
wants to enroll (see Figure 3.1). The rules in Texas vary as to whether a kid qualifies for 
Medicaid or SCRIP, depending on the age of the child, but the bottom line is that any 
child under 19 years of age, whether it's an infant, a kid who's 1-6, or a kid who's 6-19 
years old, can get either Medicaid coverage or SCRIP coverage, as long as the family's 
income is below 200 percent of poverty, which is about $29,000 for a family of three. So 
our mom with two kids can sign her kids up if her income falls below $29,740. If she 
herself needs health care, her only shot at getting coverage that is not available through 
her employer-and if she doesn't have the resources or the wherewithal to figure out the 
individual insurance market, which most of us don't-is to drop her income below 
$4,740 per year in earnings. 

Figure 3.1. 
Income Eligibility of Children and Parents for Medicaid and SCHIP 

$30,000 
$29,740 $29,740 $29,740 

$20,000 

$10,000 

$0 
Children under 1 Ages 1-6 Ages 6-19 

Adapted from: Jocelyn Guyer, presentation on March 23, 2001. 
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Notes: Like most states, Texas cuts off health coverage for parents in working families at significantly 
lower income levels than apply to children. This table shows now much a working family can earn on an 
annualiz.ed basis and still be found eligible for health coverage in Texas. It takes into account Texas' 
earnings disregard policies, but not other disregards and deductions. Earnings thresholds are based on a 
family of three. To qualify for Medicaid, but not SCHIP, families must also meet a $2,000 asset test. 

I want you to think about that. If you're a mom with two kids and you need health care 
coverage your best shot is to quit your job or to really reduce your hours. I think this is 
the "low-hanging fruit" and the area where we should look next in terms of expanding 
public programs. What a lot of states have done, and I'll give you some specific 
examples in a minute, is to decide that they are going to do family-based coverage. 
Instead of just focusing on the kids whom we're covering up to $29,000, which is 
obviously critical and a first priority, let's also think about covering the entire family. 
There's been a number of reasons for that. One is what I just said, which is that there's a 
terrible work disincentive by stopping coverage at such a low income threshold that you 
really can't work and retain health care coverage through public programs. The other 
thing that I think has moved a lot of states in this direction is emerging research that 
shows if you can cover families as a unit, if you can tell a family that you can sign up 
everyone in the family for coverage, families are much more likely to enroll their kids in 
coverage. A side benefit is that when we pick up the parents, we see improvements in the 
percentage of eligible kids who are enrolled in Medicaid or SCHIP. 

It is very easy to do just a straight Medicaid expansion to pick up the parents of kids who 
are already eligible for Medicaid. You can do it with something called a state plan 
amendment. Rhode Island did it: it filed its state plan amendment, and two weeks later it 
was approved. It's a very, very simple process. And the federal government will pick up 
61 percent of the cost. In today's workshop, I can go into the background details on why 
its so easy, but it's very easy. The other major option that you have if you're thinking 
about building on public programs is to go what we call the waiver route. We call it the 
Section 1115 waiver route. Section 1115 is the section of the Social Security Act that 
creates waiver authority. That essentially is the authority for the Secretary for Health and 
Human Services to say that, on an experimental basis, he is going to waive federal 
Medicaid rules and let the state have more flexibility to change, for example, who it's 
covering. 

There are two significant things to think about with waivers. One thing you can do with a 
waiver that you cannot do just under straight federal Medicaid law is to pick up those 
adults without kids. It can be a complicated process-unlike just expanding Medicaid for 
parents, it can be a pretty complicated process to negotiate with the Secretary of Health 
and Human Services what the terms of that waiver will be. It absolutely can be done, and 
I'm going to give you an example later of a state that's done it. The trickiest part is that 
the federal government doesn't like those waivers to cost it more than it would cost just 
to operate your regular Medicaid program. So you have to somehow show that through 
this waiver project you've taken on, you're generating some savings through one part of 
the project that you're using to help finance the cost of expanding coverage to childless 
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adults, which is a group that Congress really never envisioned the Medicaid program 
covenng. 

The other waiver option that I want to mention to you, because I think it's actually a 
relatively straightforward one, and something we're seeing a lot of states examining, is to 
look at using state SCRIP funds for parents. The reason you need a waiver for that is that 
Congress is very clear that the State Children's Health Insurance Program is a program 
for kids. So there's nothing in the law that lets you use that money for parents. I think 
because of that research I mentioned earlier showing that if you can do family-based 
covered you get a lot more kids enrolled, the previous administration, and I believe very 
much the current administration, is interested in seeing states take some of that SCHIP 
money, to the extent they don't need it just to cover the kids-dearly you've got to cover 
the kids first-and get a waiver to get around the congressional restriction that says this 
money is just for children, and provide family-based coverage. In the case of SCHIP 
waivers it's a little bit easier than in the Medicaid context, because at least in the prior 
administration-and again, we're still operating in a little bit of an unknown territory 
because Tommy Thompson really hasn't had enough time yet to lay out his policies in 
this area-if you had unspent SCHIP funds, you could use those for parents without 
having to go through this somewhat tortuous process of showing savings in one part of 
your program to cover the cost of picking up parents. So the bottom line is that you can 
use unspent SCRIP funds to cover parents if you take the waiver route. 

One of the major advantages of doing that rather than just taking the existing Medicaid 
option is that you get that special enhanced match that's available under SCIIlP. Folks 
probably know that in Medicaid the federal government picks up 61 percent of the cost of 
providing coverage. In your State Children's Health Insurance Program, the federal 
government picks up 73 percent of the cost. If you get a waiver to use your SCHIP fimds 
for parents, the federal government will pick up 73 percent of the cost of covering those 
parents. One really important point is that if you take that route and use your SCHIP 
funds for parents, the federal government, at least to date-and again, we're in a little bit 
of unknown territory-has been delighted, pleased, and willing to let you use your 
enhanced SCRIP funds to add parents to Medicaid or to your separate state program. 

A lot of times, people hear SCHIP waiver for parents, and think that must mean the 
parents are just going into a separate state program, but that's not the case. The state 
could have gotten these waivers and generally used their SCIIlP funds to add parents of 
kids who are on Medicaid to Medicaid and then also add the parents of kids on SCHIP to 
SCIIlP. You can see why it would be a little bit awkward to add all of the uninsured 
parents making above $4, 740 per year to SCRIP, because right here you have many 
parents who have kids on Medicaid. Do you really want to split that family up and add 
the parents to SCIIlP and essentially fracture the family? So that's one reason to think 
about the option of using SCRIP funds to add parents to Medicaid at that special 
enhanced match, and then to the extent that you have additional funds, add the parents of 
SCIIlP kids to the separate SCHIP program. 
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I just want to give you one more example before I leave, because I think sometimes it's 
hard to think about these things in the abstract. The best example is probably Tommy 
Thompson's efforts while in Wisconsin to transform his state's child programs into 
family-based programs. They've done it through a program called BadgerCare, and 
essentially he decided to cover entire families, including both the kids and the parents, to 
185 percent of poverty. They've done it through a Medicaid waiver and a SCHIP waiver, 
so he made sure that he got that enhanced match for Wisconsin. It's been a very, very 
successful program. One thing he added that I think can be important to state 
policymakers thinking about this is that basically he said we only have a certain amount 
of money that we can spend on this program, and if we start to reach our limit, I want the 
flexibility to roll back and say I really can't continue to provide coverage to everyone to 
185 percent of poverty. So he secured that flexibility. That's an option for all states 
across the country. Another example is Arizona, which through that special Medicaid 
waiver I mentioned now covers all adults, including childless adults, to 100 percent of 
poverty. It's going to be implemented in April 2001. 

The bottom line is that you really have lots of flexibility. I think there's a great deal of 
work we can do to build on the success of the SCHIP program, and I think particularly 
with Tommy Thompson at HHS, who has had such success with family-based coverage, 
that that is going to be an area where he's very encouraging of state efforts to expand 
along those lines. Thank you. 

KENNETH APFEL: Thank you Jocelyn. Let's turn to the Honorable Garnet Coleman. 

GARNET COLEMAN: That was really good, because those are our options. And 
believe it or not, we're working on those options. But I want to make clear that when you 
hear other states making those leaps, they did some of their leaps a long time ago, and we 
have not. For a woman who has her children covered and wants to be covered as well, 
our T ANF coverage is at 17 percent of poverty. So that number was 17 percent of 
poverty for a family of three. Now if you look at most other states, their populations and 
what they cover for assistance can go to 100 percent of poverty, some up to 200 percent 
of poverty for a family of one, two, three. They even had single adults in their T ANF 
coverage, or what they would call general assistance. So one of the problems with the 
debate about welfare and/or Medicaid across this country is that every state really has a 
different program, and every state starts at a different place. And because a lot of our 
Medicaid eligibility was based on T ANF and we had a very, very low percentage of 
poverty with which somebody could go into Aid to Families with Dependent Children or 
Temporary Assistance to Needy Families, our thresholds of income are extremely low, 
except when it comes to covering pregnant women and children, or the disabled or 
elderly. So I want to make that very clear, because when I go to these national meetings 
with the people from Wisconsin and they brag, I say, "Yeah, but you didn't have as far to 
go. You were already up there and you just went a little higher. We're down here and 
we've got to go way up to here." 

So I want to lay that out as one of the challenges for Texas. One, when we talk about 
these other states-Rhode Island, for example-there are more people in the county I live 
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in than in Rhode Island, and actually more people in the county I live in than in Ariz.ona! 
When you talk about a state with 21 million people, these changes are extremely difficult 
to make, particularly when you look at the age group of the people who live in a 
particular state compared to another state. I'm glad those folks have blazed the trail, but 
they make it look easy because they're dealing with small populations and small 
geographic areas, and I make that argument all the time, whether it's with the reforming 
states group, whether it's at National Conference of State Legislatures, or anywhere else. 

The other thing is that they've been able to do things differently from us because of the 
block granting of T ANF funds. They were among the high-benefit, low-population states 
that got block grants which left their funding at a high level, so they've been able to use 
that money throughout their budgets in different ways. We were a low-benefit state that 
got block-granted at a low level of funding, and we're having a problem funding things 
with our T ANF funds because we actually received very little, and, over time, our 
population has grown. I throw those things out to you because I want you to know that 
I'm optimistic, but at the same time, the states' situations are very different because it 
depends on where you start. 

We had started on some form of expansion for children and adults in 1995 when we 
passed Senate Bill 10 by Judith Zaffirini, and we went through the process of looking at 
an 1115 expansion waiver, which was never approved for various reasons. You can read 
Time magazine or the Houston Chronicle for the scenario on that and why that was never 
approved. Senate Bill 10 would have brought in children in Medicaid up to a higher 
percentage of poverty than we have now. Now that we have SCHIP, it doesn't really 
matter. The other piece it would have done was to bring in adults up to-it shrank to 45 
percent, but originally it was over 100 percent of poverty. That was in 1995. It's now 
2001, and we still have done neither of those things. So there are different options to do 
that now on family coverage, and I think that's the first step, to use what was laid out: 
family coverage either under a CHIP waiver or family coverage under a plan amendment 
under Medicaid. 

The real question is, how do we pay for that? We've got a $576 million hit just to keep 
the current population of Medicaid funded. That doesn't include doing simplification and 
bringing in the additional children, which would be another number that's about $330 
million over the biennium. So if you start adding all this up over the biennium, you're 
getting into a billion plus in state funds, give or take a little bit. I had hoped that we 
would be able to come into this session, do simplification and also look to see if we could 
do expansion of family coverage, but where we really are is to the point where we can do 
simplification, and family coverage is something for which we'll have to just lay the 
groundwork, if that's something we desire to do in this state. Because even with that 
expanded match under the Children's Health Insurance Program, we just don't have the 
funds to do it now. 

What we can do is to establish a pilot program, if the feds will allow us to file it under an 
1115 waiver-an expansion program in one or two counties. I have a bill that would 
allow us to do that under an 1115 waiver, with CHIP and Medicaid, and see if we can't 
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do that in some rural counties where we can afford it, and see how that works. There is a 
certain point in this state where it's clear that we're going to have families without 
insurance, and that's a burden to them and to you, in the county programs that pick up the 
emergency care and the urgent care for those adults who do not have insurance. 
Regardless, we pay for this, either through the counties with no matching federal funds, 
or through the state with a match of federal funds. So right now, the counties are taking 
the brunt of the uninsured situation because that's paid with local property tax dollars, 
and their hit is getting higher and higher as the number of uninsured goes up. 

I'll give you an example. In Harris County-and that's why I mentioned Arizona-we 
have 837,000 uninsured people in our county. That's more than in many states. So when 
you start looking at that population, in a property tax-funded hospital district, the hit on 
that is hundreds of millions of dollars annually. Now the good thing about it is that you 
can actually do local government fund transfers into the Medicaid program to expand 
Medicaid to help cover some of that population. We tried to do that in 1995 with our 
1115 waiver, but we never got there. 

We never got there because there's one factor that becomes really important to those 
hospitals within those hospital districts and county programs, and that's disproportionate 
share. The hospitals basically get paid a bonus for seeing a lot of indigent, but 
particularly Medicaid, patients in their hospitals, and we use the county's money to draw 
down the disproportionate share funds. If we've already matched that funding for 
disproportionate share, so as soon as disproportionate share is rolled into an insurance 
program, we can't double match it for both insurance and disproportionate share. So then 
we have to convert the money used for disproportionate share into the insurance program 
under Medicaid. But with Medicaid saying that you have to have patient choice, the 
money then goes out to all the other hospitals and providers and it comes out of their 
budgets. That's what we're extremely afraid of, and I think we all should be afraid of 
that because our indigent system is the safety net. And if you do anything to damage 
that, you literally will have no place for the uninsured to go, and that's an important part 
of what we're doing. 

So let me briefly go over some things that we're trying to do this session. We really want 
to do Medicaid simplification for children. If we do anything this session, we want to 
leave here having done that, and having done it in the right way. What I mean by that is 
we want Medicaid to be the same as SCIIlP, or substantially the same, in terms of how a 
family emolls in the Children's Health Insurance Program. Not much hassle, delinked 
from the T ANF and the food stamp program, with case management in the sense that the 
DHS workers who are now doing emollment under that program can help families deal 
with the logistics of enrolling their children into Medicaid. Enrollment will be handled 
by people who understand that the Medicaid program has been and always will be a 
health coverage program for children and some families, as well as for the elderly and the 
disabled. 

Targeted expansions for particular populations are really important. We have essentially 
four bills running. One is a women's health services waiver where we can get a 9-1 
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match on family planning and cervical cancer and those kinds of programs that can 
expand health coverage for low income women up to 185 percent of poverty. The second 
is a mental health waiver that can allow people up to 200 percent of poverty to get ~ 
or medications for schiz.ophrenia and bipolar disorder-that's an 1115 waiver. An HIV 
waiver would be an expansion through a demonstration project for those individuals who 
have mental health problems and HIV, and would partly make use of the Medicaid buy-in 
program for those folks who are on Supplemental Security Income. It would essentially 
mean expanding coverage for the disabled who are in the workforce. So what we're 
going to do is say you can go to work, you don't lose your benefits, you can pay into 
Medicaid, and continue your health benefits that keep you functional and in the 
workforce. That's a really important proposal. 

I think the most important tasks for this session, after simplification, are to lay the 
groundwork: for the things that were discussed and to make sure we're ready to move to 
the next step in providing those programs that can ensure that some of that 4.9 million 
uninsured in the state of Texas have an opportunity to get into some form of health 
coverage. That's real, whether or not we assist in paying premiums, or whether or not we 
actually have the coverage under the Medicaid program. 

There is one more thing I want to say. I think Tommy Thompson would agree with me, I 
think that many governors across the country would agree with me, and I think that 
ultimately the administration of President Bush would agree with me. The Medicaid 
program started off as a program for certain groups of people, a safety net for poor 
people. And then you have the Medicare pro~ which is a safety net for everybody 
who gets older. But the world has changed. The problem of the uninsured is not going 
away, it's being passed on to the county folks here in Texas. Right now, because of 
waivers obtained by different states, the Medicaid program is essentially a health 
coverage program for working people. It has changed into that in Wisconsin and 
Tennessee, in Massachusetts, in Rhode Island, and many other places. Federal policy 
should be set in such a way that that becomes the program's pmpose. That's what we've 
changed the program into, and let's take the next step, and make sure that we use it that 
way. And we can take that next step not only through a waiver allowing the use of the 
CHIP match rate but literally by changing the match rate. If this is a global for the whole 
country, then the match rate of federal dollars to state dollars in Medicaid should become 
even more favorable in terms of bringing in new populations, creating a match rate that 
allows states to expand coverage. Otherwise, a big state like Texas, with historically low 
funding of everything, cannot make that leap without more help from the federal 
government because we have so many people. 

I'll say one last thing. When you look at our Medicaid rolls, they dropped from 1996 
until about December or November of 1999, and then they started ticking up a little bit 
What most people would tell you is that we now have a Medicaid crisis, but the reality is 
that we took all that money from those people that dropped and went and spent it on 
something else. We took that out of the budget and spent it on whatever else that people 
wanted to spend it on: it might have been a tax cut, it might have been giving teachers 
increases, whatever it is we spent it on. But that money's gone. It's being spent on 
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something else. So now we're forced to put some of it back. As a consequence, people 
say we have a Medicaid crisis. No we don't. The reality is, we took that money out of 
the program because there wasn't a need there and spent it somewhere else. 

But now, there is a need, and people are complaining. Why are they complaining? I 
don't know. We actually decreased the costs in Medicaid over the years, but now that the 
need has come bac~ we have to make a commitment to providing the services for the 
people in this state who need them, particularly children. And that's the argument. But 
don't let anybody tell you that the Medicaid program is out of control, because it surely 
isn't. We are not even back to the pre-1996 levels of individuals enrolled in the Medicaid 
program. So I think that as we move forward, we have to look at our options and create 
the groundwork for taking care of our citizens in the most reasonable-cost way possible. 
We have to make sure that Texas, because of its size, its young population, and its 
traditionally frugal budgets, is not left behind as the country continues to improve the 
lives of people who work very hard every day and help them make ends meet. Those are 
my comments. 

KENNETH APFEL: Thank you. Let's turn next to Judge Briones. 

DOLORES BRIONES: Thank you. I'm County Judge Dolores Briones, and I'm going 
to try to be dispassionate about my remarks. [Laughter] I'm going to talk about the 
border and then El Paso County, and then what I really want to talk about. I do want to 
say that we live in interesting times, especially here in Texas. I'm a native El Pasoan. I 
went to Stanford University, and then I came to U.T. for graduate school, and got my 
masters in social work. I've known David Warner since those days. I'm not a lawyer, 
and you don't have to be one to be the chief executive of county government in Texas. I 
was also an administrator at the hospital district in El Paso for nine years, doing 
government affairs in the days when we were creating a formula for disproportionate 
share, and I headed up the family planning clinic for the hospital. So I've had a lot of 
experience with agencies and government entities, and how they arrive at regulations and 
formulas. 

Historically, the border regions of the state suffer from an inadequate medical 
infrastructure. These areas, including El Paso, constitute one-fourth of the state's 
population. They simply have too few health care providers to fill the needs for health 
and medical services required by Texas' growing border population, with its unique 
demographics. And that's another thing: this is a whole new era, not just for health care 
but in terms of demographics, and Texas is closing its eyes to these facts. The border has 
a birth rate that is 25 percent higher than the rest of the state, 67 percent of the population 
speaks Spanish at home, compared to 13.4 percent for the rest of the state, and the 
unemployment rate is nearly double, if not double, the state's rate, and per capita 
personal income is 37 percent below the rest of the state. All these statistics that so 
starkly reflect the contrast between our border population and the rest of the state are 
mirrored in the availability of medical and health services throughout the border counties, 
across the entire spectrum of medical and health services. 
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For years, we've been speaking with Senator Hutchison about creating a border program 
like the Public Health Service, a border health service corps to draw medical personnel to 
the border. This region's inadequate infrastructure, compared to the size and needs of the 
population, has severely limited access. Besides an insufficient number of specialists and 
other health care providers, the eligibility and program enrollment policies of the state of 
Texas have also created barriers to access to health care. Social and economic issues 
compound this, often resulting in patients obtaining health care services across the border 
in Mexico, and in our case, also in New Mexico. So it should be no surprise to anyone 
that when the services are not available they cannot be utilized. This fact was 
unfortunately ignored, however, when the state designed and implemented its managed 
care pilot project. 

I've been working on this issue for two years since I took office in 1999, and I've spoken 
before many task forces and committees. One time the title of my testimony was, 
"Medicaid Managed Care-Dead on Arrival Due to Pilot Error." [Laughter] 
Commissioner Gilbert himself, in testimony before the House Committee on Public 
Health this session, finally said that the state's shift from a fee-for-service to a capitation 
system, otherwise known as managed care, perpetuated historical issues and problems 
along the entire Mexico-Texas border. I want you to know that I think that he and other 
commissioners and I have become more friendly over the last two years. There was a 
time when Commissioner Gilbert challenged me to prove to him that the way they were 
rolling out the Medicaid managed care program affected access to care. And I finally got 
smart and I said, ''No, you're the czar, you tell me how it doesn't." And now, I think that 
we're discovering that there's some truth to this, and it's very serious and more costly for 
Texas to do it this way. 

When the state rolled out managed care without proper planning and consideration of 
critical and unique border issues, it created a vicious cycle for an already acute problem. 
The state's formula-driven capitation rate came out significantly lower for El Paso 
County and other counties along the border, and rates that low will not attract medical 
and health care providers. Today in El Paso, we have the same number of pediatricians 
as we did 20 years ago, and we are the youngest community in the state, the second
youngest in the country. One-third of El Paso County's population is under the age of 18. 
The economics simply do not add up for El Paso County and other border counties. If 
supply is not a problem, as in Dallas perhaps, and Houston, then managed care makes 
more sense. But in El Paso and along the border, supply is a problem. So managed care 
is not the answer. And at the reimbursement rates allowed, it's part of the problem. I 
want to give you an example of the average Medicaid reimbursement. In Houston it's 
$192.70, and in El Paso, it's $115.96. We're not talking about subtle differences. There 
is no less than a gulf between the way the state publicly funds its Medicaid programs in 
nonborder regions of the state compared to the border regions. I'm personally to the 
point where I understand the old saying, "Just because you're paranoid doesn't mean 
they're not out to get you." [Laughter] When it becomes so clear that the problem with 
utilization is that the services simply are not there, then the planners should conclude that 
the economic incentives are not there to attract enough service providers. The solution is 
simple: make the economic incentives higher. 
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There are some bills in this current session that are aimed at tal<lng the state of Texas in 
the right direction, and I'd like to express my appreciation to El Paso's own Senator 
Shapleigh, Representative Norma Chavez, our state rep, Representative Coleman, and 
Representative Patricia Gray, to name a few. Their pieces of legislation are designed to 
move Texas in the right direction. Ifwe don't address these issues in the state 
Legislature, either through legislation or administrative changes, what will probably 
happen is what has happened before in Texas, our unfortunate history of attempting to 
ignore public funding inequities. As a result, the solutions have been imposed on us by 
the courts. It happened with prisons, it happened with mental health and mental 
retardation, and it happened with public education, and I think it's going to happen with 
Medicaid. I'm doing my best to lay the groundwork for at least one lawsuit. [Laughter] 

Let me tell you a little bit more about El Paso and then go on to what I really want to talk 
about. El Paso County is one of 43 border counties affected by this disparity. El Paso 
County is a strategic investment area, and we're also a federally designated urban 
enterprise community and an empowerment zone, so you know things must be really bad. 
El Paso County's poverty rate-and this is really important to me, I think that these are 
very important data that will be useful in the very near future-is over 31 percent, and its 
child poverty rate is over 43 percent. And remember, 33 percent of the population of the 
county is under the age of 18. For poor communities like ours, access hinges on public 
programs, and we do not have private health insurance opportunities. We are the most 
uninsured community in the country, proportionately-at least 33 percent of our 
population is uninsured. We support Medicaid simplification because we need to 
increase the enrollment. We have approximately 40,000 eligible children. We made a 
Herculean effort to enroll children in SCHIP. El Paso County has one of the highest 
enrollments in the state of children enrolled for SCHIP, but we have the same number of 
pediatricians today as we did 20 years ago. The number of health care providers in the 
geographic area impacts utilization. I'm really tired of talking about utilization and 
health care costs as if it were a legitimate basis for a formula in today's environment for 
this population. I'll give you a bit more data. The ratio of population per direct patient 
care physician in El Paso is 1,077.5 to 1, versus a state ratio of 699 .3 to 1, and our ratio of 
population per general family practice physician is 2,641 to 1, while the state ratio is 
1,561.5 to I. So now I think I'll move on to what I really wanted to talk about. 

We are charged with providing indigent health care, and we have a hospital district. All 
hospital districts in Texas are hurting. Our hospital district is facing a substantial deficit, 
and Harris County is trying to deal with it, Parkland is trying to deal with it, and we're 
trying to deal with it in El Paso, but we're also isolated. I'm not sure what this means, 
but at least in the central Texas corridor there are a lot of providers in that area. But in El 
Paso, we're 600 miles away from Austin. We're closer to Albuquerque than we are to 
Austin, Texas. And we're as close to Los Angeles as we are to Houston. The deficit is 
fueled by a 41 percent rate of uncompensated care to the hospital district, and a reduction 
in disproportionate share dollars and low reimbursement rates. I also wanted you to 
know that in terms of medical education reimbursement rates, El Paso has the lowest 
medical education reimbursement rates of anyone. So I think that this is just a huge 
scam. 
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We have a two-tiered health care system. The border counties and El Paso subsidize the 
rest of the state on the backs of poor women and children in Texas. And in Texas the 
poor are disproportionately people of color. I'll bet you that the state is out of 
compliance in regard to its health plan. And the reason that I talked about the child 
poverty rates and the economy of the border in Texas is because the 60.6 percent federal 
match that Texas draws for Medicaid and the 72 percent rate that it draws for CJilP are 
based on the child poverty rate, and it's based on the unemployment and poverty rate in 
Texas. And I've already shown you the distinction between the two levels. We are the 
"other" Texas, we are the ones with the unemployment and the poverty and the high child 
poverty rate. They take this money, they feel really proud that they draw this large 
federal match, and then they don't put it back in the border where they got it from. 

I reject the formula I appreciate the legislation that is tinkering with this formula as ifit 
were legitimate. But time and time again, I've asked Commissioner Archer and 
Commissioner Gilbert to get a waiver if that's what it takes. I've made two trips to 
HCFA and IIllS in Washington. I should say that I worked in the state legislature in 
another life, and I also worked on Capitol Hill, just for a short period. So these are the 
disparities, and it requires the same unpacking of the formula that we did with public 
education. You have to unpack the formula to see that the mechanism for the disparity is 
structural. I don't even want to unpack that, I just want to change the formula to be 
equitable in today's environment. Perhaps there should be a standard dollar rate. A 
woman in El Paso has to meet the same eligibility requirements for Medicaid and a child 
in El Paso has to meet the same eligibility requirements for CHIP as in Houston-all over 
the state, it's the same requirements. El Paso doctors have to have the same training and 
certification and licensing as anyone in the state, so I think that if you do a high-risk 
vaginal delivery in El Paso, you should be paid the same rate that they pay the doctor in 
Houston who does a high-risk vaginal delivery. I'm really serious about creating an 
equitable formula. Representative Garnet Coleman talks about laying the groundwork 
and I just want to let you know that I'm laying the groundwork for at least one lawsuit If 
you take the child poverty rate and the poverty rate from the border away from the Texas 
rate, you'll see what happens. I think, if anything, if there's going to be an adjustment to 
the formula and you want to keep the formula, then give us what we draw down for you 
in the border when you reimburse us. Thank you. 

KENNEm APFEL: Thank you very much, and we're now going to tmn to David 
Lurie. 

DAVID LURIE: Thank you. Good morning. I'm here representing the City of Austin 
and Travis County. We have a combined public health and indigent care system here 
locally. I'd really like to touch on three things this morning. One, to give you a 
perspective in terms of the amount of resources we have locally to provide health care for 
those who have very limited resources, and talk a bit about our commmrity health 
assessment that will be released in a week or two. Also, I want to talk a bit about the 
Indigent Care Collaboration, which is a collaboration we've formed in this region, 
including Travis County, Williamson County, and Hays County, to look at the~ of 
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indigent health care, focusing on access and improvements in the health care delivery 
system, and also looking at long-term financing strategies. 

I'd like to say that we really feel that this is a time of great opportunity for us. We're 
doing a lot of work locally, and there's been considerable attention focused on this issue. 
I think, as you've heard this morning, that there are some opportunities emerging at the 
state level, and although we have a very significant challenge, we think it is a time of 
great opportunity and great potential. 

Just to give you another local perspective, it's certainly different from El Paso. In our 
region, we have approximately 200,000 folks without health insurance in Travis County, 
and about 84,000 who are below the federal poverty level. Our two major local programs 
to provide for indigent care, our local Medical Assistance Program and our Federally 
Qualified Health Centers, serve approximately 30,000 people combined in any given 
year. The major programs within Austin/Travis County include our Medical Assistance 
Program, which actually provides much greater coverage than the indigent care 
requirement at the state level. We provide coverage for individuals up to I 00 percent of 
the poverty level, and for the elderly up to 200 percent of the poverty level who do not 
have Medicaid and to supplement Medicare and private insurance, and that is financed by 
strictly local funds. The combination of city and county resources for that program is 
about $20 million. In addition, we have the city-owned hospital, Brackenridge, which is 
leased to Seton. We provide most hospital and specialty care services to the indigent 
through this lease arrangement. And, finally, we have a network of 11 Federally 
Qualified Health Centers (FQHCs) throughout our city and county that provide primary 
care to the community. The total rough combination of net city and general funds for that 
system is about $47 million, and that doesn't of course include all of the resources that 
our other partners in the community are providing, a lot of the community-based clinics 
and the major health care systems in town. I might also add that the primary care system 
includes dental services as well. 

We talk about closing the gap, and much of this you've heard earlier. I've just cited 
some of the things we're focusing on and where we see fairly significant gaps. One has 
to do with prescription benefits. Also in our Medical Assistance Program, we provide a 
supplemental prescription benefit for low-income Medicare recipients, because as you 
know, Medicare does not provide that benefit, so that is a pretty significant cost for us 
locally. Within the Medical Assistance Program, I mentioned to you the $20 million in 
that program. About a quarter of that, $5 million, is for pharmaceutical-related costs. 
We're experiencing cost increases of about 20 percent per year in that area, so any 
activity in the federal or state level to give us some relief on that-I know there are a 
number of bills under consideration at this time--would be extremely helpful to us at the 
local level. 

The next area I reference is simplifying and expanding enrollment. I'm very appreciative 
of the work of Representative Coleman and his colleagues in terms of looking at ways 
that we can simplify the whole enrollment process for Medicaid and some of these other 
programs. And the more outreach we can do, the more successful we'll be in getting 
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folks enrolled. I heard in an earlier session a reference to the fact, and we've certainly 
experienced this, that most people coming forward to enroll and utilize our services 
locally are ill. They're in need of services at that time. That's why they're coming in. If 
we could close the gap and enroll many more people when they're healthy and get them 
into our primary care system, and provide them with more preventive services, we would 
gain substantially overall. And obviously people are going to gain personally because 
they're going to be able to maintain their health. But our system, and the costs associated 
with operating our system, would benefit as well. 

Expanded eligibility-there have been some proposals relating to this. Representative 
Kitchen has introduced a bill that would provide for a possible pilot program to enable 
enrollment of adults in Medicaid up to some level much higher than what currently 
exists, using local resources to provide the match and draw down the federal dollars. 
And if you just think of it in simple mathematical terms, if we're investing $20,000 of 
resources in our medical assistance program, and we can draw another 60 percent match 
against that-that's not to say that everyone in that program would be eligible, but in 
some sense there is that potential-that could expand to a program that provides $50 
million worth of services compared to our existing $20 million. That would potentially 
enable us to enroll many more people we're not currently reaching, maybe enroll them 
when they are in fact more healthy, and also assist us in dealing with some costs that are 
difficult for us to control, such as pharmaceuticals. 

The other area I referenced is community collaboration. Our community has a rich 
history of collaboration-we're very proud of that, and it's been successful in many 
ways. I want to mention a couple of these: one is our Community Action Network, 
which is a broad-based collaborative group, including the corporate sector, the education 
community, and health and social service organizations. This network has done a lot of 
work assessing local needs, mobilizing resources, and increasing awareness in our 
community. We've just completed, through the work of the Community Action 
Network, a community health assessment, looking at the key health status indicators in 
our community. And the findings from that assessment on one level indicate a relatively 
healthy community; compared with several other communities throughout the country, 
Austin!Travis County is, as you probably would expect, relatively healthy, looking at 
lifespan, mortality and morbidity rates, chronic diseases, and so forth. But if you go 
beyond that and look at the differences within our community, particularly among racial 
and ethnic minorities, you will see substantial disparities. And that's very evident in this 
report. 

That's not unique to our area; that exists throughout our country. Through this process, 
however, I think we're going to have a much heightened awareness of that fact in our 
community, and we're focusing on some strategies to get more preventive services, 
education, and support out into the community to help people to improve their overall 
health. Part of that report, of course, centers on the issue of access to care, and the need 
to improve overall access. 
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That leads me to the final component, which is the Indigent Care Collaboration; its 
mission statement is in the materials that we handed out. I'd like to read it to you: "The 
Collaboration is an alliance of health care safety net providers who work together to 
increase access, improve quality, and impact financing solutions to provide care to the 
region's medically indigent." To give you a picture as to who is participating or is 
represented in this regional collaboration, it includes the Seton Health Care System, our 
mental health/mental retardation system, St. David's Health Care System, People's 
Community Clinic, El Buen Samaritano, Volunteer Health Care Clinic, the City of Austin 
and Travis County, Planned Parenthood, the public health representation from 
Williamson County, the Director of Williamson County and Cities Health District, and a 
representative from the Central Texas Medical Center in Hays County. 

Again, it's a regional approach, looking at the issue of access to care, and particularly 
how we can provide more services for the uninsured and make some systems 
improvements. We have a couple of major grants, one from the Robert Wood Johnson 
Foundation to examine systems improvements and long-term financing, and another 
major grant from HR.SA at the federal level to develop an electronic information system. 
The latter is about a $1 million grant that's being matched by Ascension Health, of which 
Seton is part, to develop an information system among these providers. I know we talked 
earlier about when we go for these waivers and so forth, being able to demonstrate that 
we are making improvements to the system itself, not simply asking for more money to 
fill this gap but recognizing that there's a lot we can do to stretch the resources that are 
already in our system. 

We are very fortunate here locally to have numerous agencies, organizations, and 
providers committed to indigent care and involved in providing these services, but in 
many respects it's been a relatively fragmented system. Part of the focus of this 
collaboration is to do a far better job of coordinating the care, providing for more 
continuity, and providing for more disease management and care management, and one 
of the first things we need to do to accomplish that is to develop an information network 
that connects all of these providers, and that is one of the major projects of the Indigent 
Care Collaboration. 

The Collaboration also has undertaken a major initiative relative to the SCHIP program 
and SCHIP enrollment. The Michael and Susan Dell Foundation provided some funding 
early on to help us accelerate getting into that program. We now have some state funds 
to assist us and we're doing outreach all over the community. I'm very impressed by the 
SCHIP enrollment in El Paso. We're doing well, but I wouldn't say we're doing that 
well. Anyway, it has been a focus for us. We have an extensive dental sealant and 
treatment program in our schools that is part of this collaboration. Another major 
component of this collaboration's activities is behavioral health, integrating behavioral 
health into our primary care systems. That was also an important. finding in the 
assessment I referenced earlier, the impact of behavioral health, particularly substance, 
abuse on the overall health status of our community. That is a critical component of our 
Indigent Care Collaboration. Finally, we are looking at some of the pilots that 
Representative Coleman referenced, and also at the possibility of being involved in a 
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pilot project, both in terms of simplification and possible expanded eligibility, on a 
regional basis. I know it's no surprise to all of you that folks move back and forth across 
these jurisdictional lines, and we really are a region with regional challenges, and 
ultimately we feel we need to have regional solutions to those challenges. 

The last piece of this collaborative effort is looking at long-term financing. There bas 
been much discussion over the years here in our area about the fact that we do not have a 
hospital district, we do not have dedicated, sustainable resources for indigent care. The 
Collaboration has taken a very serious look at the potential, long-term, to develop some 
sort of a financing structure that would help us even out the burden in terms of this 
challenge and, I think most importantly, have a dedicated resource that will be 
sustainable long-term. 

Finally, I want to point out that we are also a public health agency, and encourage you 
that, when you're thinking about partnerships-we talk a lot about public and private and 
so forth, and I know the focus here is on the uninsured and the provision of care-to 
consider the tremendous value of prevention. We have many resources around this state, 
particularly through the public health system, that I think could be partnered more 
effectively with the health care delivery system to provide more outreach, education, and 
support for individuals within their communities who would like to have the resources 
and the support to make the necessary changes to maintain their health. So I see that as a 
really valuable resource in our system. Thank you. 

KENNETH APFEL: Thank you. And to wrap up, we turn to Anne Dunkelberg. 

ANNE DUNKELBERG: There are a number of things that I want to say in batting 
cleanup here. First, in terms of this panel about expanding public coverage, why are we 
looking at public solutions for this sector of the population? I always think it's important 
to look at the statistics, and we've talked about this in the Legislature in the context of the 
bills we're currently pursuing to simplify eligibility policy for children's Medicaid. 
According to census data, only about 17 percent of Americans with incomes below 
poverty actually get health insurance through employment, either through their own 
employment or through a family member's employment. So when we talk about why we 
need to open the doors or reduce the barriers, for example, for low-income children 
enrolling in Medicaid, one main reason is because it appears that there is very little 
likelihood that they will get health coverage any other way. 

But having said that, I also want to point out that, while I am comfortable with and agree 
with moving from one bit of progress to the next-I'm comfortable with that incremental 
approach to a certain extent-and I agree that the next step for Texas will probably be 
looking at how we can take care of the parents of kids who are on Medicaid, it's 
important to keep in mind that there is nothing particularly magic or even meaningful 
anymore about our federal poverty income level. When you start trying to do the tricky 
analysis of what it takes for a family to really be self-sufficient in Texas today (and it 
does cost different amounts in different communities), even with the variation you come 
up with due to cost of living and different housing costs and that sort of thing, you still 
find that the self-sufficiency wage tends to be anywhere from 150 percent of poverty to 
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somewhere in the neighborhood of200 percent of poverty. And that, in Texas, actually 
accounts for a lot of our population. I know when we were doing the work on the State 
Children's Health Insurance Program in the last session, it was important to remind 
people that about 51 percent of the children in Texas are in families with incomes at or 
below 200 percent of poverty. The percentage is a little lower when you start talking 
about adults, but it's still a very substantial part of our population. And certainly in a 
county like El Paso County, the percentage is going to be quite a bit higher, probably 
around 70 percent of the population (or at least of the children) being below 200 percent 
of poverty. 

So in terms of looking down the road, what is the population that will not get access to 
private sector coverage, or for whom a large percentage won't get access to private sector 
coverage because the cost of the premium is so disproportionate to the wage that they're 
earning, even when there are one or more full-time workers in the household? We are 
going to have to look beyond that artificial barrier of the poverty guideline at some point, 
if we really want to get closer to universal coverage. 

Obviously, barriers to Medicaid are an issue that we're all talking about a lot in Texas 
right now, and Representative Coleman wanted me to make sure I mentioned what we're 
talking about in the Legislature. We're currently looking at bills that would offer 12 
months of continuous enrollment in Medicaid for children, which is the same policy we 
currently have in CHIP, that would allow application for Medicaid to be done without a 
face-to-face interview at the DHS office, and that would drop the assets test for children . 
in Medicaid so that we would only be looking at family income as we do for the CHIP 
program. Because the fiscal note for potentially bringing in somewhere in the 
neighborhood of 500,000-600,000 children who are currently uninsured into Medicaid is 
substantial, as you would expect, the Legislature has been struggling to find ways to 
bring that cost down. 

One of the things they're contemplating right now is possibly keeping the assets test, 
which allows you to have more children in CHIP and get a higher match rate there, but 
simplifying the assets test and making it a self-declared test where there's no additional 
documentation required. They just ask you questions about your assets and move on to 
enroll your children. It allows the mail-in application without a visit to DHS. Those are 
some of the things that we're talking about with regard to children's Medicaid, but one of 
the things that we've been talking about here today is how do we go a step beyond that to 
reach out to parents. I think it's important to remember that we will have work to do in 
terms of simplifying eligibility for that population as well, if we want to try to do 
something that allows our working poor parents to participate in Medicaid. There's some 
legislation that you may not be aware of before the Legislature right now. If you're 
interested in Medicaid simplification and you're interested in increasing adults' access to 
Medicaid you should probably be aware of it. 

I'm not going to rattle off a list of bill numbers for you because I didn't come here with 
that intent today. But there are bills pending right now that would direct the state to 
exercise the flexibility that they have right now under federal guidelines to start using 
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telephone recertification for food stamps as well. 1bat would be important because, as 
you probably know, food stamps are available to families up to 130 percent of poverty. If 
the family that now can do a mail-in or telephone-in application for children's Medicaid 
and recertification for Medicaid is also eligible for food stamps, but they still have to go 
back to DHS every three months to recertify for Medicaid, which currently is the 
applicable policy for most families with earned income, then our attempts to simplify 
Medicaid will certainly not support those families continuing to access the food stamp 
benefit. The Department of Human Services anticipates continuing to have the same high 
quality control with telephone recertification that they currently have, which reduces their 
error rates and gets them large financial bonuses from the USDA. 

There's also legislation pending to exercise the flexibility we are given by the federal 
government to have a more generous vehicle standard in the food stamp program, which 
means that working families could have one decent vehicle and still get food stamps, 
because there's a recognition that that requirement (the current food stamp vehicle 
policy) is at cross-purposes with our alleged desire for people to be in the workplace. In 
addition, there is legislation that would also allow greater flexibility in general in 
resource-counting for food stamps. For example, instead of simply saying that if you 
have $2,000 worth of countable assets you are out of here, we have the flexibility to 
allow for some prudent savings, to allow people to be doing things such as having more 
savings for retirement or more savings in order to make a down payment on a house or 
even just to get into an apartment. 

Another important piece of pending legislation would completely get rid of resomce tests 
for the so-called qualified Medicare beneficiaries and specified low-income Medicare 
beneficiaries, QMBs and SLMBs. These are low-income seniors who don't qualify for 
Medicaid in Texas, whose incomes are below 120 percent of poverty, which I think 
works out to about $860 per month. Right now under federal policy, Medicaid picks up 
some of their Medicare cost-sharing. But some main barriers to participation in the 
program is the documentation that's required with the assets test, as well as the fact that, 
as with the other programs we've talked about, you can't have more than $2,000 worth of 
countable assets and still get the assistance. So that's an important piece oflegislation in 
the area of reducing barriers. 

Among other legislation that's pending are a number of different prescription drug bills. 
One that most likely will survive is a bill by Representative Patricia Gray, the chairman 
of the House Public Health Committee. It would provide a prescription drug benefit to 
those QMBs and SLMBs we just talked about, the folks who qualify for Medicare below 
120 percent of poverty who currently don't get any kind of drug benefit. The price tag on 
that is very high. One of the benefits to passing this bill might be that if Congress does 
pass some kind of "Immediate Helping Hand" legislation, as has been discussed as sort of 
a short-term way to address the lack of prescription drug benefit, this bill could be a 
vehicle for taking those new federal funds and trying to get some drug benefits out to 
low-income seniors and people with disabilities who also qualify for Medicare. 
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Prescription drugs are another piece of the picture that needs to be addressed and not 
forgotten. One of the projects I've had the pleasure of working on over the last couple of 
years was funded by something called the Access Project, which is affiliated with 
Brandeis University. The Access Project worked with advocates and health care 
providers in about 11 mostly smaller Texas communities; the only major metro area 
included was El Paso. In many of these smaller communities, they don't even have a 
hospital district to resort to, so the access for people who are uninsured is even more 
limited. We heard story after story of seniors who are living on, say $1,200 or $1,500 per 
month, which you'd think in a small town in Texas might be enough to get by on as a 
retired senior. But because they are making that much money (and some of them are 
only making $700 per month) that means they earn too much for Medicaid, so they have 
no prescription drug coverage, and many of them have $500 and $600 per month of 
prescription drug bills. The way modem medicine works today, if you don't have 
prescription drug coverage, you really don't have health insurance. We've got to do 
something about the low-income seniors and people with disabilities who don't have 
access to that benefit. 

I wanted to mention when Jocelyn Guyer was talking about the "low-hanging fruit" and 
the easy targets-and they are easy perhaps in terms of getting federal approval-that of 
course we all know that there's nothing easy about the budget situation we're dealing 
with in our current legislative session. I want to mention that one of the constraints on 
our ability to make progress in addressing the populations that we think will only be 
addressed through public solutions is going to be our revenue-generating capacity in the 
state. 

For those of you who are not familiar with my organization, my colleague Dick Lavine 
put a piece up on our web page last week called "Why Isn't There Any Money?" It 
demonstrates graphically how the revenue-generating capacity of the Texas government 
with respect to each Texas citizen--our revenue-generating capacity per Texan-has 
been declining fairly steadily over the last 10 to 15 years. So if we care about all kinds of 
public services, we all need to start thinking about our revenue system and what we're 
going to do to make sure that we won't be struggling constantly just to fund current 
services in our budget, much less make room for any new initiatives. One obvious 
solution to that revenue dilemma, which has been mentioned by several speakers, is the 
notion of bringing more of the local funding (that we're kind of squandering by not 
drawing federal match for it) into the system. And about the only response I have to the 
comment earlier about the downside of recycling money through Washington is that, 
well, sometimes, that's the only way get our dollars back that we've sent there. Rep. 
Patricia Gray calls them "homesick Texas dollars" that we're giving away to other states 
by not optimizing these programs. 

The local funding issue is very legitimate, but, as we all know, the hang-up has been, as 
Representative Coleman explained, a concern that if county government turns its money 
over to Medicaid, that money goes to any Medicaid provider and not necessarily back to 
the county. I think one of the things we might as well be blunt about in terms of 
discussion is that one of the kinds of new flexibility we could be looking at because of 
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possibly having a more favorable position with the administration is the idea that choice 
of provider may have to be given up in return for being able to have a locally fimded 
Medicaid system. Right now, federal law in Medicaid managed care says you have to 
provide a choice among HMOs, at least in urban areas. One principal reason that our 
earlier request for an 1115 waiver was not approvable was that we were proposing to 
have basically a one-HMO choice per region. 

This is an issue that I think everyone, from whichever perspective, has to grapple with. If 
I'm an advocate for low-income people, I have to grapple with whether it is better for me 
to have health care coverage for many more low-income people in Texas even if it means 
they don't have choice. Is that something I can live with? And another thing that we all 
have to be looking at is another form that so-called "flexibility" will take in terms of what 
the governors are looking for, that is, a reduction in the benefits to which people enrolled 
in Medicaid are entitled. I think that's likely to be one of the things on the chopping 
block. That's going to be a very, very serious issue to consider, particularly if you 
assume that for the poorest of the poor, if a benefit is not included in their package, 
they're just not likely to get it, because there won't be any money to pay for it. So I think 
it's important to recognize that those are some of the dilemmas with which we'll be 
grappling. I'm willing to consider the possibility that if we can get everybody in the boat, 
maybe a slightly less luxmious boat is okay. But it's going to be a very serious part of 
the debate. 

And finally, we certainly have issues in terms of equity of reimbursement rates within our 
public programs that are also part of this whole picture. My perspective on this is that 
one problem we have is a real lack of disinterested capacity-and I mean "disinterested" 
in the sense of having no financial interest in the outcome-that can look at our 
reimbursement systems in these public programs and say, this is inadequate, this is not 
fair to the community or to the provider, or you're paying them too much, or people are 
making way too much profit off of this for a public program. And I think it's a real 
shortcoming in the public-interest world that we don't have the capacity and the expertise 
to do that in a disinterested fashion. And unfortunately, with all due respect to our 
institutions of higher education, most of them in Texas are now health care providers and 
are not disinterested in that sense. And the folks who work for the state are not exactly 
disinterested as they are subject to budget pressures and political pressures as well. So 
one of the problems I struggle with as an advocate in looking at these equity issues is that 
the more complex they become, the more layers we put between the state and the ultimate 
recipient of the ftm.ds like the HMOs, the less access I legally have to the data on what 
they're paying providers, and the less able I am to judge whether we're doing right by the 
clients for whom I'm supposed to be advocating. Thank you. 

KENNEIB APFEL: We'll have some brief questions, but remember that we do have 
five workshops, with open, active, and full discussion this afternoon. So we'll take just a 
few questions now. 

PETER MARSH: I'm perhaps a duck out of water, because looking over the 
participants' list, I think after our speaker from the Texas Medical Association this 
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morning left, I may be one of the only medical doctors present. My reason for being here 
is not really direct and has not been directly addressed. I'm interested in getting a county 
health department started in a rural county, in Kaufman. This brings up another disparity 
that Judge Briones did not discuss, and that is, in counties such as Kaufman, where the 
indigent care program doesn't work-and I think in many of the rural counties this is 
probably the case-there are funds that the state has available that either stay at the state 
or get spent in Harris County and in Travis County and the big population centers. The 
less-populated areas of the state do not access the indigent care funding that's available to 
them because they never spend any indigent care dollars. 

In Kaufman County, we spend a very small fraction of the budgeted indigent care 
program. This is partly because of lack of understanding in the commissioner's court and 
the idea that the counties really don't have responsibilities for health care. I think there's 
an old political feeling that the state should never have made us pay for these poor 
peoples' health care, and so what we'll do is just make sure that the phone doesn't ever 
get answered. That's what happens in our county. We have an employee who is 
inaccessible to the people from doctors' offices or the hospitals and so we spend almost 
no money. If anyone here has some experience that could help me-that's why I'm here. 
I usually work and make some money on Fridays, and I switched my calendar around to 
try to get here just so that I could learn, and everything I've heard here is almost a foreign 
language to me. But I think from Representative Coleman's perspective, if there's 
anything that can be done-

GARNET COLEMAN: Let me talk about that a little bit, because we did start the 
process last session with the passing of House Bill 1398, which primarily focuses on how 
indigent care counties, not hospital districts or counties with public hospitals, provide 
care. We literally increased the reimbursement to an indigent care county, which is one 
without a hospital district of any sort. We went from an 80-20 match, after 10 percent of 
the revenue of a county is spent on indigent care, to a 90-10 (state-local) match, after 8 
percent of revenue is spent. We also increased what is reimbursable under the formula of 
revenue that a county spends to make up that 8 percent, and appropriated 34 million new 
dollars for this biennium. 

By the way, none of that money goes to Harris County, because we're a hospital district. 
We don't get any of it. And none of it goes to Travis County and or Dallas County or 
any of those other large counties. The other portion that we put in there was called an 
out-of-county tertiary care fund, which goes to everybody, and that's to make up for 
people who come into a county on an emergency basis and go into an emergency room 
and have no money. Counties have access to so many more dollars than they had in the 
past, particularly those rural counties which tend to be indigent care counties. 

Also, something else we changed was if a county tried to get out of that by forming a 
hospital district and then going to 11 percent of poverty as their threshold, guess what, 
they can't do that anymore. We leveled everybody out to 25 percent of poverty as the 
threshold. It's not perfect, but now that every county has to report through the tobacco 
settlement, we have an understanding of what counties are doing or not doing, in terms of 
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what our state constitution says, and what our statute says. I know it's not perfect and it 
isn't necessarily resolved, but we've made a substantial new contribution to solving the 
problem in trying to get counties to do more than what they were doing before. For some 
counties, that has worked. For other counties, they've decided they still don't want to 
participate. 

PETER MARSH: 1bis reasoning is similar to the situation that you were explaining 
about Texas starting at a low percentage as far as poverty level and the problem in going 
to a high percentage. When you have a county that's spent nothing on health care, or 
their highest budget item is what they pay their clerk to not answer the phone, to go up to 
8 percent before they start getting reimbursement means that we have a long, long way to 
go before we'll access the changes in the legislation. 

GARNET COLEMAN: I understand that. And let me tell you, what they're supposed 
to do is spend up to 8 percent of that levy. The ability to force counties to do that is not 
here yet. That's the problem. 

JOCELYN GUYER: I just wanted to follow up on that, and I think you just 
commented on what I was going to say. Counties don't have to do it, and I think it's 
really important for communities to get active about what their counties spend their 
money on. Many of the counties that received significant tobacco settlement dollars did 
not spend their money on health care; they supplanted current spending, so that those 
counties got extra money, and they saw no extra benefit in their health care. 

People have to get active. These county commissioners are elected. There are many 
different things a community can do, and I think we're going to have to have that kind of 
activity to get local services to respond to the community and help people out. And I 
think the biggest problem is that the people who are hurting the most are often the people 
who don't have time, or they don't have the knowledge of what they can do to bring 
about change. So you have to work with all different people in your community to make 
that happen. 

GARNET COLEMAN: To add to that, just briefly, our chamber, the Greater Houston 
Partnership, never had an interest in indigent care before, but they led the charge to 
increase taxes for our hospital district, because it's an infrastructure need. When people 
and businesses consider coming to a place-and I agree with the county judge-they 
look to see if that health care infrastructure is there. They're not going to locate any 
business in a place where there's no health care infrastructure, whether it's for the upper 
middle class, the middle class, or guess what, the poor. They make decisions based on 
that. And our folks recognized that very clearly, and spent a million dollars on an ad 
campaign to persuade the public that we need to raise this tax. And it wasn't even a 
public vote. 

KENNETH APFEL: Pablo Schneider. And this will be the last question for this 
morning's panel. There will be lots of time for active discussion this afternoon in the five 
workshops. 
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PABLO SCHNEIDER: First a comment. I'm on the board of the Border Health 
Foundation, and they have a sister foundation called the Rural Health Foundation. It's in 
Arizo~ and maybe that would be a resource for you to look at to see what they've done 
in other rural areas along the border. I'll give you their phone number and contact 
information, so that's one suggestion. 

My question is, in looking at various initiatives around the country, state and local 
initiatives, four of the ones I've identified that I think have had some impact are 
BadgerCare in Wisconsin, Minnesota Care, the Boston HealthNet pilot plan, and the 
Washington Basic Health Plan. Could any of you comment on leveraging existing 
models in other states around the country here in Texas? Maybe that's what Diane 
Longley's project is all about. 

JOCELYN GUYER: I actually didn't mention many of those states because I figured 
Wisconsin was as much as I could push. Minnesota, Washington, and also Vermont have 
wonderful programs. They may not resonate in any way, and it sounds like even the 
Wisconsin example may be a stretch given the differences in the political and fiscal 
situation in Texas. But I'm really glad you raised it, because they are wonderful models. 
They combine a lot of key elements. They all essentially are expansions of our public 
programs beyond the traditional levels. Some have been in place for many, many years. 
Those states have all been very strategic and political about making sure that when they 
set up their programs, they maximize the amount of federal funds that come in to them. 
And I think Texas would actually be well situated, obviously, at this point, to take some 
more steps. 

I think this relates to the issue that Representative Coleman raised earlier, that of 
highlighting the fact that we have enormous regional disparities at this point in terms of 
access to public programs. One of the charts in the handout sorts by state the income 
cutoff for parents, and all the states that are doing extremely well are concentrated in the 
northeast. 

There are a couple of exceptions, which I think are important to highlight, because if you 
can find the political will, there are ways to do it. Those exceptions are Arizona, which 
was at 50 percent of poverty before and is going to 100 percent, and Missouri, which was 
at about 28 percent of poverty and went to 100 percent. So it can be done. But I think it 
is clear that at this point that the northeastern states, some of the Midwest states, and 
some of the western states are primarily leading the way. 

I think it brings us back to Representative Coleman's point about whether we can access 
any additional federal funds so that we get more of an even playing field across the 
country. I think SCIIlP really was a model. Before SCRIP passed, we had tremendous 
regional disparity in coverage for kids, and now 35 states across the country, including 
Texas, are at 200 percent of poverty for kids. In that case, what happened was that 
Congress stepped in and offered states this enhanced match to make it feasible across the 
country for states to take that step. And I think we may need something like that for 
parents and other populations as well. 
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GARNET COLEMAN: Let me piggy-back on what she said. Back in 1995, you will 
remember there was a proposal to do something called Medigrants, which means you 
block-grant Medicaid to a particular state. If you do that in Texas, you lock us in where 
we are now in terms of spending. That means Wisconsin will get locked in with their 
expansions, and we'll get locked in where we are, and then we can never expand. So I 
just want to make sure that people understand, block grants sound great, but it depends on 
what base year you use. Ifwe used the base year of two years ago, we'd be locked in at 
our lowest Medicaid level since who knows when. 

There will be debate on this. There will be people who will advocate for that in 
Congress. They'll advocate to block-grant SCHIP and Medicaid funding, and they'll 
advocate to block-grant all that funding. Let me tell you: be careful what you ask for, 
you just might get it. I just want to lay that out, because though the argument will be that 
block-granting gives you flexibility, it can also take away your flexibility. There's no 
flexibility when you have limited funds, and that's what block-granting would do. 

KENNETH APFEL: I want to thank the panel, and I'm sure we're all looking forward 
to further discussion over lunch and during the afternoon workshops. 
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Chapter 4. Summary of Breakout Sessions 
and Closing Discussion 

KENNETH APFEL: There have been very productive workshop discussions, and 
we're going to start the closing discussion now that we're all back together. There were 
five workshops, and we've asked five students to give short summaries of each of the 
workshops, followed by the moderators' comments. We're going to start with the 
Hispanic workshop issues in health insurance, and Sarah Lovering will go first. 

SARAH LOVERING: I was in the Hispanic breakout group moderated by Pablo 
Schneider and student leaders Jeff Hamilton and myself. We began by talking about 
what we see as the problem-why so many Hispanics are without health insurance. We 
mostly talked about the public side, namely Medicaid and SCHIP. Among the things that 
we brainstormed were the problems people have in getting enrolled and staying enrolled 
in those programs. Remember, this is all particular to Hispanics, so there are other issues 
like cultural and language barriers that make it difficult for some Hispanics to understand 
what these programs do or how to go about staying enrolled. Another issue was that 
many individuals are in low-income, working families, and it's very difficult for them to 
take time off from work in order to go to their appointments to enroll or to reenroll. 

We talked a lot about the administrative burdens of the programs. With CHIP in 
particular, we talked about marketing and outreach. This doesn't apply to Medicaid 
because Medicaid outreach only takes places when people are targeted through the 
SCHIP outreach and then are determined not to be eligible for SCHIP. They are referred 
to the Medicaid program, but that's where the help stops. They're kind of on their own 
from there to continue the enrollment process. At the end, we talked a little bit about 
private issues, but more about private-purchase insurance than employer-sponsored 
insurance. Pablo said that he had tried to convince private insurance companies to 
provide health insurance for the uninsured but that they were unwilling. We didn't really 
come to any conclusions. We don't have any new or innovative ideas about how to 
resolve that problem. We discussed the possibility of creating private-public 
partnerships, for example premium subsidies, like those we've heard have been 
implemented in other states. 

Finally, we ended by going around the room and having everyone state their main 
thought or main point that they had taken from the breakout session. Some of these 
included increasing marketing and really focusing on outreach. One suggestion was to 
increase the reimbursement rate for Medicaid and SCHIP. Another one was to make sure 
we take care of providers-that they are reimbursed properly and that that there are 
enough providers to serve all the people who need health care. A few minutes were 
devoted to focusing on border issues. This included a discussion of rural issues, for 
example how can we make sure there are enough providers in certain areas, and 
emphasizing the importance of maintaining a strong public health insurance program on 
the border and in all rural areas, and getting people enrolled. Those were the main points 
of our breakout session. Thank you. 
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KENNETH APFEL: Thank yo~ Sarah. And Pablo Schneider will now supplement 
those comments. 

PABLO SCHNEIDER: It occurs to me that a certain set of issues are common to 
people who are uninsured, and then we have a set of issues related to insurance for 
Hispanics. And there's an overlap there. I think the most valuable thing we got out of 
this was that we touched on something that was important to each person. And what 
made me think that there is an overlap and that there are some unique needs and issues 
for Hispanics is what Dean Clancy said about how Hispanics will benefit from a tax 
credit, especially in Texas, because there's such a low rate of work-based insurance for 
Hispanics in Texas. Having a tax credit would benefit them a lot, because they could use 
that credit outside of the work coverage. 

So I'm just going to review briefly what was important. As Sarah said, we talked about 
public programs, mainly Medicaid and SCIDP, and we came up with what we thought 
were the main categories of Medicaid and SCIDP issues where progress could be made. 
One solution we identified was to create Hispanic initiatives to attract, serve, and retain 
Hispanic enrollees and employees, with those Hispanic initiatives possibly including on 
the attracting side "marketing" or outreach, on the serving side working with providers, 
working with materials, and working with Spanish language services, and on the 
retention side really looking at reenrollment, and at how to keep the people in the 
programs. 

One initiative would be to enroll the people who are already eligible. That's huge. 
Another would be to restructure provider payment in some way. Another person said that 
provider sufficiency was extremely important-that you could enroll a few hundred 
thousand people in SCIDP, but if you don't have sufficient providers, then you can't 
serve them. You've attracted them, so how are you going to then serve them and retain 
them? Hispanic initiatives also should address U.S. Hispanics, legal immigrants, and 
undocumented immigrants, and each one of those groups has varying needs. On the 
private and public sides, one observation is that there has been historically very little 
marketing toward Hispanics, or enrollment outreach. 

A key observation is that socioeconomic drivers are often as important or more important 
than cultural drivers or cultural issues. There's an intense oral health need among 
Hispanics, and there's not enough data on it. Better public and private insurance would 
lead to better provider infrastructure, which would lead to better access, better health, and 
so forth. Another interesting observation is that many of the barriers are not accidental. 
That fits in with my earlier statement that if there were the political will, and this country 
really wanted to solve the issue of lack of insurance, we would solve it. Now maybe we 
want to at least solve part of it. 

In addition, there must be far more communication, conversation, dialogue, and sharing 
between the public and private sectors. The border is a third country and it needs unique 
solutions that are different from pure United States or pure Mexico. Finally, for anyone 
with any interest in premium subsidy programs, the Commonwealth Fund did a study of 
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several dozen initiatives, many of which involve premium subsidies, and those are 
available on the web. Thank you. 

KENNETH APFEL: Thank you very much. We'll now hear from the workshop on 
private insurance options for small business. Katy Fallon will speak first. 

KATY FALLON: We discussed a paper that two of us had written on small businesses, 
and how it seems so much harder for small businesses to provide health insurance, 
particularly in Texas. We started out by talking about the obstacles; the two big ones 
were availability and cost. Cost obviously was number one, but these two problems are 
very intertwined. The costs are high for both consumers and carriers. If I remember 
correctly, 30 percent of premiums go for administrative costs, and that's especially high 
for smaller groups, because there are fewer people to cover overhead costs. When I say 
"small groups," by the way, I'm referring to groups of2 to 50 people, and as the groups 
get smaller, the prices generally get higher. I understand that the number of small group 
insurance carriers has dropped from 140 carriers a couple of years ago down to 40-
something now. Thirty-nine dropped out of the small group market in just the past 12 
months, and therefore there are fewer plans and less competition. 

From there we tried to talk about solutions. The greatest potential is in product design. 
The carriers and consumers both feel a little bit boxed in about bells and whistles vs. 
affordability, and there doesn't seem to be a good balance between those two factors. 
The products need to be designed properly, including a good mix of educating the public 
that they need to take care of themselves. We discussed educating people about this in 
health class in elementary school, through just increasing general public awareness, either 
by agents or by teachers, carriers, whoever it might be. A few other solutions could come 
with deregulation. We fell on both sides of that issue, but certainly if you look at 
mandates these days, you can argue that deregulating will decrease the prices. 

And finally, we discussed a couple of very concrete proposed solutions-House Bills 471 
and 949 currently in the Texas Legislature, both sponsored by Kip Averitt. The Texas 
Association of Health Underwriters is specifically supporting them, and their purpose is 
to make sure with HB 471 that small-group agents are getting the same commission as 
larger-group agents, in order that commissions not be used as a disincentive to sell to 
small groups. HB 949 would restrict the use of group size in rating a potential group. 

KENNETH APFEL: Thank you, Katy. And now we'll hear from Chuck Begley, our 
moderator for this workshop, for some supplemental comments. 

CHUCK BEGLEY: I don't have much to add, except a little bit of color, which is that 
our group basically, as you might expect, was really good in coming up with the 
components of the problem, for which we focused on cost as one aspect, and, with some 
overlap but still separate, availability of a variety of innovative and optional plans. Our 
group was not shy about thinking that we would be happy with a variety of plans: partial 
coverage, full, comprehensive. This group was not into standardization, but rather into 
having a lot of choices out there. So that's a problem. 
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On the solution side, we had a harder time. When we did come up with possible 
solutions, the idea was that we need better products with more variety, some prevention 
and wellness aspects to them, real risks and consequences for people, and rewards for 
rational behavior and well-informed choices. But then we got down to how we might 
make this happen. What mechanisms would get us into that? And that's where we had a 
clear ideological split. We had some people in favor of a free market, saying that the 
market should be left alone to do that, and then others thought we should have more of a 
government encouragement or mandatory approach, and we used the Mandated Benefit 
Review Panel as one example of how the government could take more of a role in doing 
this. 

We thought Dianne Longley's project, the Texas Department oflnsmance project, could 
come up with a variety of ideas that reflected cooperation among consumers, providers, 
payers, and the government. And that was one of our conditions: everyone needs to be 
brought to the table. And it sounds as though this project is modeled along those lines. 

KENNETH APFEL: Thank you. We will now move on to the workshop on improving 
outreach and simplification for SCHIP and Medicaid, and we'll hear from Andy Fouche. 

ANDY FOUCHE: DeAnn Friedholm, our moderator, promised me that if I 
misinterpreted anything, I would be greatly chided afterwards, so rm going to make this 
as quick and unspecific as I can. [Laughter] We started with SCHIP best practices, and 
the thing that everyone agreed on is that community-based organizations are a must for 
SCHIP outreach. They do programs such as Fiesta Days and Wal-Mart Days where they 
go to these companies with volunteers who are there to provide outreach-people who 
are actually connected to the community. The good thing about the CBOs is that their 
outreach practices are such that the people really can reach out to the community; people 
may even know the CBO volunteers in a personal context, so they feel more comfortable 
filling out the forms and applying. 

In the improvement areas, there was more discussion on best practices. SCHIP in Texas 
is doing a great job, but there are some things that probably need to be worked on. One is 
dental vs. medical. The medical part of SCHIP is much more comprehensive than the 
dental side, especially in comparison with Medicaid. Medicaid has a very extensive 
dental program; SCHIP barely has any at all. 

Also, one of the things we identified as an issue area was the 150 to 200 percent federal 
poverty level population. This is the hardest group to identify because they have the 
highest incomes and sometimes they're not even aware that they qualify for the SCHIP 
program. We thought that one of the best ways we could inform these people that they 
are indeed eligible for SCHIP would be by targeting employers. We can also target 
housing authorities when individuals go to buy a house. I think the top price for which 
they could qualify for a house was about $125,000, and we could target those authorities 
and let them known about SCHIP. Jason Cooke, the state director of SCHIP, mentioned 
that the new advertising campaign that's coming out in the near future is "People Like 
Me," meaning that there are people all across the state, of different ethnic backgrounds 
and different professions, who may not be aware that they are eligible for SCHIP. 
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Another area was initial enrollment. With respect to enrollment right now, there are 
programs like the school-based lunch programs where kids are being sent home with 
literature and statistics are gathered on them if they are currently eligible for breakfast or 
lunch programs at school. I think Jason Cooke also mentioned that 50 percent of those 
who are eligible for SCIDP and who are currently enrolled found out about the program 
through the school system, so that was a really effective way of getting the word out. 
Another trusted source of outreach can come from religious organizations, because they 
generally have strong ties to the communities they serve. Gaining people's trust is the 
most important element of outreach. 

KENNETH APFEL: Thank you, and now we will hear from our moderator, DeAnn 
Friedholm, for some additional comments. 

DEANN FRIEDHOLM: I really don't have anything major to add to the subjects that 
Andy covered perfectly. I think that our group will agree that that was a very nice 
summary. The other area that we spoke about during the meeting was Medicaid 
simplification. I'm sure the people in this room are aware of that issue, so there's not 
much more to say about it other than we just have to do it! The ideal would be a single
intake system, where families are treated equally and sent to the appropriate program 
based merely on the income qualification for that program. So that was the other half of 
our topic. Most of our conversation was about outreach, however, because once you 
know that we must simplify Medicaid, there's not much more to say about it. That's the 
only other additional comment I would make. Thank you, Andy. 

KENNETH APFEL: Moving on to the high risk pool workshop, we will hear from 
Kate Suratt. 

KATE SURATI: Good afternoon. In the high-risk pool breakout session, we were 
lucky to have Steve Browning, who is the director of the high-risk pool in Texas, to guide 
us. Our discussion was divided into five main parts, mainly because we had a list of four 
key questions and then left time for recommendations. 

We started out with a brief background. Many people are unfamiliar with the pool 
because it serves such a small niche, but it does serve an important part of the population. 
It serves those people who are eligible for IDP AA, so it serves as our HIP AA mechanism 
for Texas. Also, it serves those who are medically uninsurable, so if you have a 
condition such as cancer where your premiums are going to be very high, you may be 
eligible for the pool. At present there are 13,000 participants in the pool, and the current 
average monthly premium is $400. We also talked about several people who are paying 
$150, so the range is pretty broad. We talked about funding: currently the risk pool is 
funded with assessments and premiums. So aside from the premiums the participants 
pay, the risk pool pays out more than it gets in, so they assess insurers. This is a pretty 
complicated process, but I have it summarized as, "Insurers are assessed based on the 
ratio of gross premiums collected by the insurer, compared to gross premiums collected 
by all the insurers." 
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In funding, we discussed a few options. We talked about some medical savings account 
options, and a bill that's currently in the House, HB 1709, sponsored by Rep. Averitt, that 
proposes a premium tax credit. That would mean that insurers would get a tax credit 
based on what they are assessed every year, and if it passes it will be phased in over 10 
years. We also talked about equity, and with the risk pool, the equity problem is that the 
higher and higher the premiums get, the more lower-income people there are who can't 
pay the premiums. We talked about the pools in other states that use mechanisms like 
sliding-scale premiums or state subsidies. There are several different methods that some 
states employ to help those with low incomes who are ineligible for individual insurance. 
One of the methods we considered with respect to low-income participants was a possible 
federal tax credit. If it were $1,000-it depends on the legislation-that money could go 
toward the premiums of the risk pool, so that would benefit participants in the risk pool. 
The $1,000 wouldn't cover everything, though. If their premiums were $400 per month, 
it wouldn't cover the whole year, but it would help. 

The last two issues we talked about were dumping, which occurs if small groups drop 
their coverage, and encourage the sick to get into the pool so that everyone doesn't have 
to pay really high premiums, and then everyone else gets coverage again-that's not 
legal. The pool is trying to come up with different methods to address this problem and 
inform people about who's eligible and under what circumstances, and they're also 
sending out letters, so they're being very proactive. There's also HB 2191, which 
addresses some of those issues. That brings me to our last discussion topic, pending 
legislation. We talked again about HB 1709 regarding a premium tax credit and HB 
2191, which Director Browning refers to as his "house-cleaning" bill. There were a 
number of small errors in the original legislation and the pool is hoping to correct those. 
HB 2191 eliminates a citizenship requirement-Texas is the only state that has one-so 
that now a person has to be a three-year permanent resident to receive benefits. It 
addresses dumping, it allows people coming from other state pools to go directly into our 
state pool, and it addresses a penalty for nonpayment. That's my summary of what we 
covered. Thank you. 

KENNEm APFEL: Thank you very much. Since Gregory Barbutti, our moderator, is 
not here, David Warner will provide supplemental comments. 

DA V1D WARNER: I sat in on some of the discussion, and just have a couple of 
clarifications. The rates are set based on age and how much an individual policy would 
cost, and also by area of the state. There really are three separate policies. I believe these 
are a $500 deductible, a $1,000 deductible, and a $2,500 deductible, and there's also a co
pay. There were several concerns. One issue was that that people were a little worried 
that if you had a tax credit you would not be able to apply it to a premium in a high-risk 
pool, if that were the insurance you had to get. And the second was some notion that the 
risk pool should somehow also have a fourth option that sort of mirrored the medical 
savings accounts. 

KENNETH APFEL: Thank you. We will now hear from our fifth workshop, 
Expansion Options for SCIDP and Medicaid. Michelle Harper will speak first. 
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MICHELLE HARPER: I would like to summarize some of the key points that we 
covered during our workshop on public expansion options. First, we talked about those 
populations in Texas that would benefit from gaining coverage under an expansion. The 
majority of participants agreed that coverage should be extended to include parents and 
childless adults. 

Second, we discussed expanding benefits and services. Most participants felt that mental 
health services should be improved and extended to all populations. Additionally, 
participants felt that dental care and prescription drug benefits should be provided to the 
adult population. There was, however, the perception that the federal government would 
solve the prescription drug program, and, thus, action at the state level was unnecessary. 
We also discussed the special needs of specific populations, like the homeless, who need 
multiple services. 

Third, we talked about how to finance expansions to new populations and expansions of 
services and benefits. Specifically, our group discussed how we could utilize existing 
funds. For example, we discussed expanding coverage through two waivers: an SCHIP 
waiver to cover parents and a Medicaid waiver to cover childless adults. Currently, 
counties in Texas are responsible for providing health care to their indigent populations. 
Thus, a Medicaid waiver would enable the counties to receive help from the federal 
government to finance these services. Federal monies cannot be used to finance services 
provided to legal immigrants who arrived after August 22, 1996, however, nor to the 
undocumented, and it is important that these populations still have access to services. 

The importance of getting counties to buy into all proposals at the state level quickly 
became clear during our discussion. The state needs to ensure that counties are "at the 
table" from the beginning, and included in discussions pertaining to the use of their 
money. Counties fear losing control of their money-they do not want to give up their 
local dollars because they feel that they will never see them again. Finally, there also was 
discussion about the need for education about the Medicaid program: specifically, the 
way Medicaid works and the benefits and services available, as well as the options in 
place for expanding the program. That summarizes our discussion. Thank you. 

KENNETH APFEL: Thank you, Michelle. And now we will hear from the 
workshop's moderator, Anne Dunkelberg. 

ANNE DUNKELBERG: I don't think I have a lot to add to that. I think Michelle did a 
great summary. Just for some color commentary, we had several people in the room 
from smaller counties who have active county indigent health care programs, and so it 
was very interesting to hear their responses and reactions to the notion of possibly trying 
to trade in the current county indigent health care obligation, get rid of it and replace it 
with some sort of funding obligation to help pay for an expanded Medicaid program that 
could pick up all of our adults up to some population level. I think it was very 
educational for all of us in the room to see the reactions to what to some of us seems like 
a great idea, to trade in this program that you don't like, and suddenly get rid of a big 
chunk of your uninsured population. There was an immediate level of concern and 
anxiety about that. This really drove home the message that we have an extremely 
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diverse group of county officials across the state, and a lot of work would have to be 
done, as was pointed out, just in educating them about the basics of what we've been 
talking about, much less moving on to selling them on the idea that this could be a 
winning proposition for them from a fiscal point of view. 

KENNETH APFEL: Thank you, Anne. We also wanted to hear from Jocelyn Guyer 
for a Washington perspective. We wanted also to ask Dean Clancy to comment, but I'm 
afraid he just left for the airport. Did you have anything you wanted to add at this point? 

JOCELYN GUYER: What I was struck by in our session was the depth of experience 
and knowledge in the room, and the interest in moving forward on this issue. One of the 
most helpful pieces for me about coming to a conference like this is to hear from a state 
perspective and a county perspective what the concerns are. I think that Michelle and 
Anne already keyed in on those for this session: from a policy perspective there's a clear 
policy that would make considerable sense in terms of maximizing federal funds and 
covering a lot of people, but the political and policymaking processes will take a lot more 
work and a lot of involvement from folks. So that's what I'd say from our session. 

My other general comment about the day is that I'm quite struck that there seems to be in 
some ways a difference between where Congress is looking, in terms of focusing in on 
tax credits as the key option, vs. some of the interest at the state level in building on 
public programs or working with small businesses to figure out how to encourage them. 
So I think one important thing is for the kind of discussion that went on today to end up 
informing the folks in Congress when they think about the next options for addressing the 
problem of the uninsured. 

DAVID WARNER: In closing, I will say one thing, and that is that perhaps we have 
made a mistake in talking about a country's indigent health care obligation. Rather, 
instead of saying that you need to take care of the poor people in your county, the health 
policy could be ''this is an economic development program, and county taxpayers can get 
a four- or five-to-one match on contributions to Medicaid. These funds will pay for 
additional jobs in your county and lead to higher incomes and more employment." 
Essentially, out of the money that you're supposed to be spending now on this, and many 
are, the state would draw down a lot more federal money, and be able both to raise 
reimbursements and cover more people. That's just one scheme. But it seems to me, if 
we can build all these stadiums by calling it economic development, while absorbing 
major new tax cuts, surely we can adequately pay providers and cover more people by 
simply redirecting local funds and bringing an additional billion dollars into the state. 

KENNETH APFEL: I'd also like to reiterate that this conference is part of a two-year 
project. As we look to next year's activities, it's very clear that carefully examining 
some of the big options could make a tremendous difference in Texas in terms of health 
care for the uninsured. Federal legislation may emerge that will help the state of Texas 
expand coverage. But it may take many years before federal legislation gets enacted. 
Digging deeper on examining state options could be beneficial. 
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I hope that what we can do next year at the LBJ School is help provide the forum for 
some of the big options, to start the discussion going with counties, providers, insurers, 
consumers, and others, to start to examine how we might look at changes in both federal 
and state legislation, as well as creative ways to provide significant expansions for the 
uninsured in Texas. That's our goal for next year, and we hope to be able to do that with 
all of you. Thank you. 
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Chapter 5. 
Background on Medicaid and SCHIP in Texas 

by Leah Kegler and Michelle Harper 

In Texas, two programs that are jointly funded by the federal and state governments 
provide public health insurance for the state's low-income populations. Medicaid 
provides coverage to specific low-income populations of all ages, while the State 
Children's Health Insurance Program (SCHIP) provides public health insurance to 
children 18 years of age and below with family incomes under 200 percent of the Federal 
Poverty Level (FPL) who do not qualify for the Texas Medicaid program. This chapter 
serves as an introduction to both of these programs. The first section concentrates on the 
Texas Medicaid program, followed by a second section that focuses on SCHIP in Texas. 

Medicaid 

The History of Medicaid in Texas 

Medicaid is a jointly administered state and federal entitlement program that provides 
health insurance for eligible low-income children, pregnant women, disabled individuals, 
and elderly individuals. The program, which was part of President Lyndon B. Johnson's 
Great Society agenda, was established by Congress under Title XIX of the Social 
Security Act of 1965. Every state offers Medicaid benefits, but variations exist among 
each state's Medicaid programs. Texas began offering Medicaid in September 1967. 

Medicaid has evolved from programs narrowly targeted to people eligible for 
federal/state programs providing matches for cash assistance, known at that time as Aid 
to Families with Dependent Children (AFDC) and Aid to the Aged, Blind, and Disabled 
(AABD), into a much larger and more complex program. In 1972, federal law 
established the Supplemental Security Income (SSI) program. This program provides 
cash assistance to elderly and disabled poor. Health care coverage to this population was 
mandatory for states with established Medicaid programs. 1 

Several federal mandates enacted in the 1980s required certain individuals not receiving 
assistance from AFDC or SSI to be eligible for Medicaid and increased the scope of the 
services offered by Medicaid. These expansions covered uninsured low-income pregnant 
women and their newborn infants, children in low-income families not receiving cash 
assistance, and low-income disabled poor and elderly individuals with more 
comprehensive health care coverage. These mandates also opened a wide range of 
services to children on Medicaid. As a result, both the number of individuals eligible and 
the costs for the Medicaid program expanded greatly. 

In 1996, major welfare reform legislation was passed at the federal level. The AFDC 
program was eliminated, and a new program called Temporary Assistance to Needy 
Families (T ANF) was created. At this point, Medicaid and welfare became delinked. 
This means that those eligible for Medicaid no longer have to be eligible for or receiving 
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cash assistance to receive Medicaid services, although those who are receiving T ANF in 
Texas are automatically eligible for Medicaid (according to federal law). In Texas, the 
changes to the welfare system decreased the number of individuals and families who 
qualified for cash assistance. As an unintended result, the number of individuals in the 
Medicaid program decreased, because many eligible recipients were not fully aware that 
they could still receive Medicaid benefits even if they were not participating in the TANF 
program. 

Another reason for the decrease in the number of Medicaid enrollees can possibly be 
attributed to the changes that welfare reform had upon immigrant populations. The 
Personal Responsibility and Work Opportunity Reconciliation Act (PRWORA), the 
federal welfare reform act of 1996, gave states the option to decide whether or not to 
continue providing Medicaid to most legal immigrants. However, most immigrants 
entering the United States after August 22, 1996, would be subject to a five-year "bar" 
period, during which no federal Medicaid funds could be accessed for their care. Every 
state but Wyoming decided to continue treating so-called "qualified aliens" who were in 
the United States prior to August 22, 1996, the same as U.S. citizens for purposes of 
Medicaid eligibility. States can make a separate decision regarding post-1996 legal 
immigrants, and the 77th Texas Legislature is considering a bill that would activate 
coverage for this group when the first affected immigrants complete their five-year bar 
and become eligible in September 2001. 

As originally drafted, PW ORA would have revoked SSI coverage of legal immigrants 
(legal residents who are not citizens) who were in the United States before the bill was 
signed; the Balanced Budget Act (BBA) of 1997 restored SSI benefits, however, for 
legal immigrants who arrived in the United States prior to August 22, 1996. Those 
arriving after this date are still banned from the SSI program, and because Texas limits 
Medicaid coverage of the elderly and disabled largely to SSI beneficiaries, post-1996 
entrants qualifying for Medicaid will be fewer in number. In July 1996, about 101,000 
out of2 million Texas Medicaid enrollees were recorded as legal immigrants, and 60 
percent of these were SSI beneficiaries (later analysis by the Texas Department of 
Human Services revealed that many of these enrollees had in fact become U.S. citizens, 
so the actual number oflegal immigrants was somewhat lower). These policy changes 
especially affect Texas with its large Hispanic population. The primary immigration
related impact on Texas Medicaid enrollment resulted not from actual changes in 
eligibility, but from fear and uncertainty among mixed-immigration status families about 
the impact that a family member's use might have on another family member's ability to 
get a green card or eventually naturalize. Federal guidance issued by the Immigration 
and Naturalization Service (INS) in May 1999 clarified that Medicaid use by an 
immigrant or his family member would not, except in rare cases, affect immigration 
status, but some immigration lawyers and immigrants remain reluctant to access 
Medicaid, even for U.S. citizen children of non-citizen parents.2 
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Medicaid Eligibility 

Individuals now do not have to qualify for cash assistance to qualify for Medicaid. 
Specific income levels based on a family's or individual's income define who is eligible 
for Medicaid in many cases. An assets test is also used in Texas. To qualify for 
Medicaid in Texas, adults must have a "countable" income ofless than 34 percent of the 
FPL. The income eligibility level is based on a three-person family with only one wage 
earner. It is also assumed that the family's only source of income is from earnings. The 
income level takes into account Texas' treatment of earnings, but not other income 
deductions such as child care expenses. 3 

Pregnant women who earn less than 185 percent of the FPL qualify for Medicaid. This 
coverage lapses two months after the birth and only covers services related to the 
pregnancy and birth. Low-income elderly and disabled Texans also are eligible for 
Medicaid; they must be at or below the required income level to qualify for SSI or the 
low-income nursing home benefit. To qualify for SSI, an individual must have an 
income ofless than 74 percent of the FPL; to qualify for the nursing home benefit, the 
individual's income cannot exceed 223 percent of the FPL.4 Texas also offers a frail 
elderly program that is available to those with incomes up to three times the SSI level, 
which offers home care. Texas is the only state to have a home-care waiver with 
Medicaid funding. There are also programs that provide partial Medicaid coverage 
available to the elderly and the disabled with Medicare coverage. 

Medicaid eligibility for children is a bit more complicated. In Texas, Medicaid covers 
infants less than one year old, if they are living in families who earn less than 185 percent 
of the FPL. Children age one until their sixth birthday are eligible for Medicaid in Texas 
iftheir family income is at or below 133 percent of the FPL. Children from age six 
through 18 are eligible for coverage if they are living in families with incomes that are 
100 percent of the FPL or less. Finally, if families make 200 percent of the FPL or less 
and do not qualify for Medicaid because of their income or assets, they are eligible for 
the SCHIP program in Texas. 5 

In Texas, as mentioned, those eligible for Medicaid must also have limited assets to be 
eligible for Medicaid. Individuals and families who qualify for Medicaid are allowed to 
have up to $2,000. In addition, families are permitted to have other limited assets, such 
as a house and limited equity in a car. Table 5.1 lists the federal Medicaid population 
guidelines in relation to Texas. 
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Table 5.1. Federal Medicaid Population Guidelines in Relation to Texas 

Federally Mandated Medicaid Optional Medicaid Eligible Optional Medicaid Eligible 
Eligible Populations Populations served in Texas Populations NOT served in Teus 

and Populations covered by 1115 
waivers in other states 

Section 1931 Recipients T ANF Recipients 1 Childless adults (1115 waiver) 
Parents of children over 34% of the 
Federal Poverty Level not receiving 
TANF 

SSI Recipients Pregnant women with family Elderly not receiving SSI but below 
incomes less than 185% of the 100% of the Federal Poverty Level 
FPL2 

Children under 1 year old with Medically needy: 133 l/3% of Breast and Cervical Cancer Patients 
family incomes at or below the 1996 AFDC level; this means through The Breast and Cervical 
185% of the FPL; children 1 to in Texas, this benefit covers those Cancer Treatment Act of2000 
6 years old with family incomes who spend-down to 24% of the Beneficiary groups of Ticket to Work 
at or below 133% of the FPL; FPL3 and Work Incentives Improvement of 
and all other children under 19 1999 
years old with family incomes 
less than 100% of the FPL Medicall~ Needy for the Aged and the 

Disabled 

Adapted from: Texas Health and Human Services Commission, Texas Medicaid in Perspective, Third 

Edition (Austin, Texas: Texas Health and Human Services Commission, February, 1999), pp. 49-50; 

Families USA Foundation, Expanding Medicaid State Options: Could Your State Do More? (Washington, 

D.C.: Families USA, 1999), pp. 4-5. 

1 In Texas, individuals receiving T ANF are automatically eligible for Medicaid. Federal law requires six 

months of Transitional Medicaid for those leaving 1931 eligibility due to increased earnings, Texas 

currently provides 12 months under terms of its AFDC waiver, which expires in 2002. 

2 Covering pregnant women up to 133 percent of the FPL is mandatory. 

3 See chapter 8 of this book, section entitled "A Federal Problem with Medicaid for the Elderly and the 

Disabled." 

The Number of Texans Covered by Medicaid 

The size of the Texas Medicaid population may be expressed in two ways, the monthly 
average count and the unduplicated count. In 2000, the average monthly count was 
approximately 1,767,800 Texans.6 Of those covered by Medicaid, 60 percent were under 
age 20, 30 percent were adults, and I 0 percent were aged 65 or over; 23 percent were 
SSI recipients. This number reflects the total number of Medicaid recipients, some of 
whom may have enrolled, unenrolled, and then reenrolled for services within the same 
year due to changes in their incomes. 7 
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While there is a large Medicaid population in Texas, almost one of every eight Texans is 
enrolled at some point during the year. Although Medicaid rolls declined significantly 
from 1996 to 1999, they stabilized in 1999 and began to increase in 2000. 
Approximately 1. 77 million people were enrolled in 2000, compared to the high of 2.1 
million in 1996. This reduction is attributed to confusion concerning federal and state 
welfare reforms.8 It is important to note that approximately 50 percent of the Medicaid
eligible population in Texas is not enrolled in the program and Texas has the second 
largest uninsured rate in the nation. 9 

The Administration of Medicaid in Texas 

The Texas Health and Human Services Commission (HHSC) is the single state agency 
administering Medicaid from the perspective of the federal government. However, the 
Texas Department of Human Services, Texas Department of Health, Texas Department 
of Mental Health and Mental Retardation, and the Texas Department of Protective and 
Regulatory Services all provide key administrative services to specific populations. 
Other state agencies that receive Medicaid funding include the Texas Commission for the 
Blind, Interagency Council on Childhood Intervention, Texas School for the Blind, Texas 
School for the Deaf, Texas Rehabilitation Commission., and the Texas Commission on 
Alcohol and Drug Abuse. The Texas Attorney General's Medicaid Fraud and Control 
Unit is responsible for fraud investigation and enforcement activities. In addition, the 
federal government provides oversight through the Health Care Financing Administration 
of the U.S. Department of Health and Human Services. 10 

The Cost of Medicaid 

The states and the federal government jointly fund the Medicaid program. In 2001, 
Texas is receiving a 60.6 percent federal match for each state dollar spent providing 
Medicaid services. States are allowed to use funding from a variety of sources, including 
local government funding, provider taxes and fees, and general revenues. In 2000, the 
Texas Medicaid program cost approximately $11.3 billion. 11 

Services Covered by Medicaid in Texas 

Federal law requires that states cover specific services within their Medicaid programs. 
Listed in the first column of Table 5.2 are the federally mandated Medicaid services. 
These services are available to Medicaid recipients ifthe service is medically necessary. 
Texas also chooses to cover some services that the federal government has deemed as 
optional to state Medicaid programs (see Table 5.2, second column). States are allowed 
to implement optional services so long as they are adequate in amount, duration, and 
scope (all optional services are required to be provided to individuals under age 21 ifthe 
service is medically necessary). States are not allowed to limit the amount, duration, or 
scope of a covered service "solely on the basis of an individual's diagnosis, types of 
illness, or condition."12 For example, a state would not be allowed to exclude AIDS 
patients from the Medicaid prescription drug benefit. States are also required to offer the 
same Medicaid services throughout the state. There are some optional Medicaid services 
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that are not offered in Texas (see Table 5.2, third column). There currently is no 
copayment required to receive Medicaid benefits in Texas. 

Table 5.2. Federal Medicaid Service Guidelines in Relation to Texas 

Federally Mandated Optional Medicaid Services Optional Medicaid Services NOT 
Medicaid Services offered in Texas offered in Texas for adults 

Early Periodic Screening, Limited Birthing Center Christian Science Nlll'Ses 
Diagnosis and Treatment for 
minors (EPSDT) 
Ambulance Case Management for certain Clinic Services (except for 

Groll})s maternity and family n. ' 

Family Planning Certified Registered Nlll'Se Routine Dental Care 
Anesthetists 

Federally Qualified Health Chiropractic (limited) Dentures 
Centers 
Home Health Care Christian Science Sanitarium Diagnostics, Screening, 

Preventive, and Rehabilitative 
Services 

Inpatient and Outpatient Day Activity and Health Service Durable Medical Equipment such 
Hospital as Wheelchairs, Walkers and 

Crutches except when provided by 
a Medicaid Home Health Agency 

Renal Dialysis Emergency Medical Institutions for Mental Disease, 
Persons over 65 

Lab and X-ray services Licensed Professional Counselor Occupational, Hearing, or Speech 
Theraov 

Medical Transportation (non- Licensed Master of Social Diagnostic services: Assessment of 
emergency) to Medicaid- Work/ Advanced Clinical Persons with Mental Retardation 
Covered Health Care Services Practioner 
Nursing Facility Care Hearing Instruments and other 

related Audiology 
Rural Health Clinics Hospice Care 
Services of Certified Intermediate Care Facilities for 
Midwives, Family and people with Mental 
Pediatric Nurse Practioners Retardation/Developmental 

Disabilities 
Physicians Matemitv Care Clinic (limited) 
ICF-MR Dental Medically necessary Surgery and 

Dentistrv 
Dentists (when providing Optometry and Eyeglasses 
physician services) 
Certified Family Practitioner Personal Care Services in the 

Home 
Physical Therapy 
Podiatry 
Prescription Drw!s 

Adapted from: Texas Health and Human Services Commission, Texas Medicaid in Perspective, Third 

Edition (Austin, Texas: Texas Health and Human Services Commission, February 1999), pp. 70-71. 
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The State Children's Health Insurance Program 

The State Children's Health Insurance Program (SCHIP) was created by Congress as part 
of the Balanced Budget Act of 1997 and enacted as Title XXI of the Social Security Act. 
The purpose of SCHIP is to insure children in low-income working families whose 
incomes are too high to qualify for Medicaid but too low to be able to afford private 
health insurance. As of July 1, 2000, 50 states, the District of Columbia, and five U.S. 
territories have implemented SCHIP. 13 According to the most recent data available, 3 .3 
million children have been enrolled in SCHIP nationally. 14 The following section offers 
a brief history of the implementation of the SCHIP program in Texas, followed by 
specific information pertaining to the state SCHIP program, including type of plan and 
benefits, eligibility requirements, application process, cost sharing and copayments, the 
reenrollment process, financing, and outreach efforts. 

The History of SCIIlP in Texas 

In the state of Texas the SCHIP program has been given the name TexCare Partnership to 
represent the partnership between the federal and state governments and the private 
sector. As mentioned, the BBA established the SCHIP program in 1997; however, it 
took the State of Texas three years to fully implement the TexCare Partnership program. 

The Texas SCHIP program was developed in two phases. Phase I began on July 1, 1998, 
and expanded Medicaid to children ages 15 to 18 in families with incomes below 100 
percent of FPL. Texas used SCHIP funds to implement this expansion, which was 
federally mandated by 2001. Then, in 1999, the Texas Legislature passed Senate Bill 
445, which created Phase II of the Texas Children's Health Insurance Program. The bill 
assigned the statutory authority to oversee SCHIP in Texas to the Health and Human 
Services Commission. Birch & Davis was selected to be the SCHIP program 
administrator. The state also contracted with several other private sector entities, 
including Sherry Mathews Advertising and Public Relations as the media services 
contractor, and approximately 50 community-based organizations as community-based 
outreach contractors. 

Enrollment in Texas began on April 3, 2000, and SCHIP coverage began May 1, 2000. 
As of March 5, 2001, the state had enrolled an estimated 273,525 children in the SCHIP 
program. 15 Within the first seven months, the State of Texas enrolled an estimated 44.74 
percent of its eligible population; the next best state, Arizona, enrolled 23.75 percent of 
its population during the first seven months of its program. 16 The State of Texas has a 
goal of 428,000 children enrolled by the fall of2001. 17 

The Texas SCIIlP Plan 

As an incentive to get states to participate in the SCHIP program, they are given some 
flexibility in the type of program they choose to make available to low-income uninsured 
children. Specifically, states have three options available for expanding coverage to 
uninsured low-income children: expand Medicaid, create a new separate child health 
program, or create a program that both expands Medicaid and designs a new and separate 
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child health insurance program. Given these three options, 23 states have expanded 
Medicaid, 15 states have created a separate child health program, and 18 states have 
chosen to create a combination of the two. In additio~ many states have chosen to 
amend their state plans so that they can expand the numbers of children eligible for the 
program.18 Texas technically has implemented a combination plan because it both 
expanded Medicaid and created the separate TexCare Partnership program. 

Phase I: Medicaid Expansion 

As mention~ Phase I of the Texas plan expanded Medicaid to children ages 15-18 
below 100 percent of poverty. As no~ however, this expansion was federally 
mandated, and Texas only took advantage of SCIIlP funds to accelerate the 
implementation of this mandate. States that chose to expand Medicaid had the advantage 
of being able to build upon the current infrastructure of the Medicaid programs they 
already had in place. By expanding Medicaid, eligible children would still be eligi'ble for 
coverage if the economy were to take a downturn. Under this optio~ however, states 
would be expanding an entitlement program and be required to follow the regulations of 
the Medicaid program, including offering the full Medicaid benefits package, which, 
given that enrollment can be hard to control, could be costly if the program were to grow. 
Additionally, for some states this would mean expanding a system and set of rules with 
which they disagree. 

Phase II: A New Separate Program 

Phase II created a new and separate SCRIP Program. It serves both healthy children and 
those with chronic health conditions. Covered services include doctor visits, 
hospitaJiz.atio~ and prescription medication. Tue program also provides some vision, 
dental, and hearing services, as well as a full range of behavioral health, durable medical 
equipment, habilitative and rehabilitative services, and speech, physical, and occupational 
therapies. Once enroll~ children receive 12 months of continuous coverage, unlike 
state Medicaid, which in Texas has a six-month renewal policy. 

In Texas, urban areas are typically served by HMOs while rural areas are served by 
exclusive provider organivrtions. All states that chose to offer a separate SCRIP program 
had several options. They could offer a benchmark plan equivalent to the standard Blue 
Cross/Blue Shield Preferred Provider Option offered llllder the federal employees benefit 
program, a health benefit plan offered by the state to its employees, or the HMO benefit 
plan with the largest commercial enrollment in the state. 

Many states, like Texas, chose to design their own programs because this option bad the 
advantage of allowing them to develop new systems, which they believed would better 
suit their needs. For example, such states could have the ability to create programs with 
more limited benefits packages than Medicaid expansion would require them to offer. 
They also could charge program participants a premium, although the amount of such 
cost-sharing would be limited. In additio~ the stigma that many associate with Medicaid 
would be ameliorated. These states, however, are also likely to face costly and time
consuming operational problems in implementing their new programs. Furthermore, 
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states that create new programs must conduct an evaluation of the quality of care they are 
providing to children enrolled in them, which again is costly and time-consuming. 

SClllP Eligibility 

Eligibility for the Texas SCHIP program is based on several factors, including net 
income, the age of the applicant, citizenship or residency requirements, and period of 
uninsurance. In particular, the Texas SCHIP program targets children in families who 
earn more than the poverty threshold but less than 200 percent of poverty, or families 
whose net incomes are between $17,650 (the year 2001 federal poverty threshold for a 
family of four) and $35,300.19 Net income is defined as pretax gross income minus 
deductions for child support, child care, disabled adult care, alimony, and work-related 
expenses. For the purposes of defining a family's size, which contributes to the measure 
of qualified net income, the household is defined as all children who live in the home, 
including biological, adopted, and stepchildren, as well as all parents who live in the 
family's home, including biological, adopted, and stepparents. 

In addition to income, age is another factor used to determine whether children are 
qualified to receive public health insurance and what type of insurance they are eligible to 
receive, SCHIP or Medicaid. Table 5.3 presents the type of public health insurance 
coverage for which children are eligible according to the family's income threshold and 
the age of the child. Families with more than one child may have children enrolled in 
different programs. 

Age 

<l 

1-5 

6-18 

Table 5.3. Children's Public Health Insurance Status 
According to Income and Age 

0-100%FPL 100-133% FPL 134-150% FPL 151-185% FPL 1~200%FPL 

Medicaid Medicaid Medicaid Medicaid SC HIP 

Medicaid Medicaid SC HIP SC HIP SC HIP 

Medicaid SCHIP SC HIP SCHIP SCHIP 

Adapted from: Anne Dunkelberg, and Cathy Schechter, Every Child Equal: What Texas Parents Want 

from Children's Medicaid, Center for Public Policy Priorities, Austin, Texas, September 2000, p. 14. 

In Texas, legal immigrants as well as citizens are eligible for SCHIP. In order to apply 
for SCRIP, parents do not have to provide a social security number for their citizen 
children, nor must they provide proof of citizenship; instead, they only need to make a 
declaration of U.S. citizenship. Parents oflegal residents must provide the immigration 
status of their child, which may be verified through INS documentation, 194 card, 
passport, or alien resident card. Eligibility is based on the child's, not the parent's, INS 
status, and therefore parents do not have to provide this information for any other family 
member.20 In addition, a child enrolled in Medicaid or SCHIP is not considered to be a 
public charge, and thus enrollment will not negatively affect a family's application for 
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citizenship. It is important to note that federal money cannot be used to provide health 
care coverage to immigrants who arrived after August 22, 1996, regardless of whether 
they are here legally, unless the legal immigrant has been in the country for at least five 
years. Therefore, states like Texas who have chosen to provide health insurance to legal 
immigrant children must finance the entire cost of providing this service with state 
dollars. 

Yet another condition of children's eligibility in the state of Texas is the requirement that 
children be uninsured for at least 90 days before they can be enrolled in SCHIP. There 
are several "good cause" exceptions to this waiting period, which, in Texas, include 
termination of parent's employment, loss of Medicaid coverage, change in parent's 
marital status, the end of COBRA coverage, coverage through Texas Healthy Kids Corp, 
kids currently covered by a SCHIP program in another state or covered by the Texas 
Laredo Pilot Project, and, finally, whether the cost of children's health insurance 
coverage is more than 10 percent of the family's SCHIP net income. In order to deter 
crowdout, federal regulations stipulate that children must have been without insurance for 
six months before they can be enrolled in the SCHIP program. States were allowed to 
formulate exceptions to this six-month requirement of uninsurance, however, which, as 
indicated, Texas has done. 

The Texas SCIIlP Application Process 

The Texas SCHIP application is short, easy to read, and offered in both English and 
Spanish. The application is a total of two pages, which families tear out and put into a 
postage-paid return envelope. There are approximately 50 community-based 
organizations, as well as numerous volunteers, across the state that help families obtain 
and complete the application. Additionally, there is a call center that is staffed to answer 
parents' questions and assist them in beginning the application process over the phone. 
The call center is operational past regular business hours and for a few hours on Saturday. 
There is also an AT&T language service for both the CBOs and call center employees if a 
translator is needed to communicate with families that speak another language . . The 
application itself has been refined to include more information, clarify documents 
needed, and assure families that the information is completely private and will not be 
shared with the INS or IRS. Parents applying for SCHIP need only mail in proof of their 
income and there is no assets test for SCHIP. Sometimes, depending on their income, 
however, families may be asked assets questions to determine if they are Medicaid
eligible. 

Federal regulations require that states screen SCHIP applicants for Medicaid. If children 
do in fact qualify for Medicaid, states must then enroll them in Medicaid rather than 
SCHIP. The applications of children who may qualify for Medicaid are automatically 
sent to DHS for review. However, ifDHS determines children are not qualified for 
Medicaid, they are deemed eligible for SCHIP and the application is sent back to Birch & 
Davis for immediate enrollment into SCHIP. Unfortunately, the application process for 
Medicaid is much more cumbersome than that for SCHIP. For example, to become 
eligible for Medicaid, families must participate in a face-to-face interview, fill out up to 
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14 forms and provide up to 20 verifications, pass an assets test, reapply every six months, 
and report any change in income within ten days. Furthermore, transferring children 
from Medicaid to SCHIP, or vice versa, can cause confusion and frustration for parents. 
A large number of children have thus been lost during this process, which has lead to 
lapses in coverage. In fact, as of March 2, 2001, out of the 100,733 children referred to 
DHS by CHIP, only about 24,985, or 25 percent, have been enrolled in Medicaid.21 

Cost-Sharing and Copayments 

Once children are enrolled in the SCHIP program, parents contribute to the costs of 
coverage on a sliding scale based on income. Families with incomes between 100 and 
150 percent of FPL pay a $15 annual enrollment fee, but no monthly premiums. Families 
between 150 and 185 percent FPL pay a $15 monthly premium, but no enrollment fee. 
The remainder of families, those between 185 percent and 200 percent of FPL, pay an 
$18 monthly premium and no enrollment fee. Total cost-sharing for families above 150 
percent of FPL cannot exceed 5 percent of their annual gross income. 22 

Families are also required to pay copayments, which again are based on a sliding scale. 
The copayments are paid to the provider or pharmacist at the time of service, and families 
do not pay any copayments for well-child or well-baby visits or immunizations. 
Additionally, families whose income is below 150 FPL may not pay more than $100 in 
copays annually. Costs to families range from $2 to $10 for office visits, $5 to $35 for 
emergency room visits, and $1 to $10 for prescriptions (see Table 5.4).23 

Table 5.4. Texas SCHIP Copayments 

Federal Office Cost per Annual 
Poverty Levels Visits Emergency Prescriptions Reporting Caps 

Room Visit 
100-150 % FPL $2 $5 $1 for prescriptions An annual self declared co-

valued over $15 paymentcapof$90perfamily 
151-185 % FPL $5 $25 $10 brand name 4.5 % cap of gross income 

during a calendar year 
186-200 % FPL $10 $35 $10 brand name 4.5 % cap of gross income 

during a calendar year 

Adapted from: TexCare Partnership, CHIP Copayment Levels. Online. Available: 

http://www.texcarepartnership.com/CHIP-CIDP-Copay-Page.htm. Accessed: February 28, 2001. 

Reenrollment Process 

Soon, children in Texas who have been enrolled in the SCRIP program since its inception 
will be faced with having to reenroll in the program. The re-enrollment process has been 
designed to be a simple process. The annual reenrollment process starts at the beginning 
of the tenth month before a family reaches its year anniversary of coverage. Each family 
is sent a printout of its original application, which they are asked to review. If any of the 
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information has changed in the course of the year, they are asked to provide the new 
information on the form. If their information has remained the same they are asked to 
sign the form and return it. If the reenrollment form is not received by the end of twelflh 
month, the child will be disenrolled from the program. 

Financing SCHIP 

SCHIP is a partnership between the federal and state governments. Congress allotted a 
total of$48 billion to be spent over a 10-year period, and each state receives a proportion 
of that total allotment based upon the number of its uninsured and low-income children. 24 

SCHIP law requires states that do not use their SCHIP allotments within three years to 
return their unused funds to the federal government so that the funds can be redistributed 
to those states who have used all of their allotments. 

For example, states had three years, beginning October 1, 1997, and ending September 
30, 2000, to spend the first installment, the FY 1998 allotment, which amounted to a total 
of $4.2 billion nationally and $561.3 million in Texas.25.26 However, only IO states spent 
their entire allotment and Texas was not one of them. In fact, Texas did not spend $471.6 
million of its FY 1998 allotment 27 As a result, Congress fully reimbursed those states 
that had spent all of their funds and then put the remainder of the funds into one account 
from which they proportionately redistributed the SCHIP funds to states who were not 
able to spend their funds. States now have until FY 2002 to spend these allotments. 
Under this new arrangement, Texas received $295.5 million and forfeited $176.l 
million.28 In addition, states can use up to IO percent of what they retained for outreach 
activities, which means that Texas can use $29.5 million to continue to expand its current 
outreach e:fforts.29 

Outreach 

Many states have launched aggressive statewide campaigns aimed at enrolling uninsured 
low-income children in SCHIP. States can spend up tolO percent of their SCHIP 
allotment on program administration, direct child health services, and outreach.30 In 
order to receive the federal funds for outreach, the state must first spend money on 
outreach activities. Once they have done this, they then can submit a claim to the federal 
government and be reimbursed for a proportion of that amount In FY 2000 Texas spent 
a total of$9,293,852 on outreach (see chapter 7). 

Outreach in Texas has included multiple methods and approaches. For example, the state 
has designed fliers, as well as produced television and radio commercials in both English 
and Spanish. Public health workers disseminate outreach materials to providers who then 
offer this information to families with potentially eligible children. The CBOs have 
trained staff to perform outreach by conducting home visits as well as face-to-face and 
telephone interviews. Additionally, TexCare has teamed up with companies such as 
HEB, Randall's, Reliant Energy, Diamond Shamrock, and Kmart, among others, to reach 
the public in the stores that they trust. 
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Conclusions 

The new SCRIP program appears to be working in Texas. As of March 5, 2001, the state 
had enrolled an estimated 273,525 children in the SCRIP program.31 Within the first 
seven months, the state of Texas enrolled an estimated 44.74 percent of its eligible 
population.32 It is estimated that 428,000 children will be enrolled by the fall of2001.33 

Like any new system, the new SCRIP program has not run as smoothly as some would 
have liked. First, it took three years to implement the program. While Congress created 
the new program in 1997, the bill that enacted the Texas SCRIP program was not 
introduced to the state legislature until 1999 because of the biennial legislative system. 
Even then it still took over a year to get the program up and running. Second, while the 
Medicaid and SCRIP programs offer essentially the same services, only a small 
proportion of children applying for SCRIP who are deemed eligible for Medicaid actually 
enroll in the Medicaid program when they are referred to DRS. Third, the same 
application process is not used for both programs, although federal requirements make 
this possible. As a result, parents get shuffled between the two programs, which often 
causes confusion, frustration, and lapses in coverage. Furthermore, some parents may 
have one child in SCRIP and another child in Medicaid. Thus, parents of Medicaid 
children must provide numerous forms of documentation and verification, take off work 
to go to the DRS office, and then do it all over again every six months. 

Despite the delay in the implementation of the program and some of the difficulties 
parents face during the SCRIP eligibility process, the TexCare Partnership is 
continuously working to make improvements in the enrollment process. And, while it is 
still premature to declare the SCRIP program in Texas a success, it has been responsible 
for insuring new populations of children who previously lacked health insurance, and it 
has been instrumental in highlighting the barriers to Medicaid. In fact, the Texas Blue 
Ribbon Task Force on the Uninsured (an interim committee created during the 76th 
Texas Legislature to study the problem of the uninsured in Texas) has recommended that 
the Medicaid and SCRIP programs be simplified to create a seamless system. 34 

Furthermore, several bills have been introduced in the 77th Texas Legislature addressing 
the barriers to Medicaid. Specifically, Representative Patricia Gray, along with 
bipartisan authors, have proposed HB 825, and Representative Garnet Coleman proposed 
HB 1604. These bills concern the issue of Medicaid simplification. Concurrently, in the 
Senate, Senators Judith Zaffirini and Mike Moncrief have authored separate bills that 
address continuous eligibility, SB 43 and SB 374, respectively. 
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Chapter 6. 
The Simplification of Children's Medicaid in Texas 

By Sufen Zhang 

Introduction 

Currently, there are estimated to be 658,000 children in Texas who are eligible for 
Medicaid but not enrolled. There are some systemic barriers to children's Medicaid 
enrollment keeping them from getting insured. Other states have taken some effective 
steps to streamline and simplify children's Medicaid enrollment procedures to improve 
enrollment and reduce the number of uninsured. This chapter contains recommendations 
to simplify the children's Medicaid enrollment process in Texas and make it more 
consumer-friendly. In addition, bills from the 77th Texas Legislature are introduced, 
along with their possible budgetary impact on state government. Conclusions are reached 
that the uninsurance rate in Texas will not be greatly reduced unless state government 
makes efforts to streamline the Medicaid application and enrollment process. 

Medicaid at the Federal Level 

Federal Children's Medicaid enrollment requirements 

The key requirements for Medicaid enrollment include a signed application, Social 
Security numbers for applicant children, documentation of immigration status of children 
who are "qualified aliens," an income and eligibility verification, and recertification 
every 12 months. The federal government offers much flexibility to state governments in 
implementing their Medicaid programs. 

Medicaid enrollment trend nationwide 

Medicaid enrollment in the United States experienced a decline from 1997 to 1999. 
Studies sponsored by the Kaiser Commission have identified the implementation of 
welfare reform, changes in immigration policy, and high employment rates as the major 
factors contributing to the Medicaid enrollment decline nationwide. 

Apart from the nationwide trend of enrollment decline, there are large discrepancies in 
health care coverage for children across states, for example, only 7 percent of all low
income children in Massachusetts lacked health insurance coverage in 1999, compared 
with 37 percent oflow-income children in Texas. 1 

Medicaid in Texas 

In most larger Texas cities, Medicaid for children is provided through private managed 
care insurance plans, and in most smaller cities and rural areas the state pays doctors and 
hospitals directly. Medicaid is a partnership between the state and federal government.2 
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Children who are eligible for Medicaid in Texas 

Eligibility for Medicaid and the State Children's Health Insurance Program (SCRIP) for 
children in Texas varies by age and income as follows: 

• Infants ages 0-1 in families at or below 185 percent Federal Poverty Level (which is 
$31,54 3 for a family of four); those who are between 185 percent and 200 percent 
FPL are eligible for SCRIP; 

• Children ages 1-5 in families at or below 133 percent FPL (which is $22,677 for a 
family of four); those who are between 133 percent and 200 percent are eligible for 
SCRIP; 

• Children ages 6-19 in families at or below 100 percent FPL (which is $17,050 for a 
family of four); for those who are between 100 percent and 200 percent FPL is 
eligible for SCRIP. 3 

If a family's income qualifies the child for Medicaid, but its assets exceed the limit 
($2,000), their children may not eligible for Medicaid, but may be for SCRIP. 

Medicaid is the largest program that provides coverage for the poor in Texas. Medicaid 
enrollment in Texas decreased by 7.6 percent from June 1997 to December 1999, and 
enrollment in families, the number of children and pregnant women enrolled, decreased 
by 11 percent. 4 From July 1996 to August 1998, the number of children on Medicaid in 
Texas dropped by 185,000. Children account for almost all the decline in Medicaid 
rolls.5 

The application, enrollment, and recertification practice in Texas 

Since the spring of2000, parents can enroll their children in Medicaid or SCRIP through 
the newly established program called TexCare Partnership.6 The children's health 
insurance application process in Texas can be generalized as simple for SCRIP and 
complex for Medicaid, there is great disparity between the Medicaid and SCRIP 
application and enrollment processes. 

When parents want to enroll their children, they send an application to the TexCare 
Partnership either by calling a toll-free number or filling out and mailing a simple two
page application form. The TexCare Partnership mails asset questions to families if it 
appears that they are Medicaid-eligible. This practice is in accordance with federal law, 
which stipulates that before children may be enrolled into SCRIP, they must be screened 
to ensure they are not eligible for Medicaid. 7 This means that a low-income family 
cannot choose between Medicaid and SCHIP. If the family chooses not to answer asset 
questions, then they cannot receive Medicaid or SCHIP. Based on the response to asset 
questions, ifthe family's income and resources are not eligible for SCRIP, then the 
TexCare Partnership sends the family's application to the Texas Department of Human of 
Services (DHS) for Medicaid eligibility determination. Once DHS receives a hard copy 
of the TexCare Partnership application it is date-stamped as received. DHS has up to 45 
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days to send a letter to the family to schedule a face-to-face interview and complete the 
rest of the Medicaid application process. If the family successfully completes the 
Medicaid application process and is certified for Medicaid, it will receive a certification 
letter.8 

In Texas, the parents of children who have enrolled in Medicaid have to go to the DHS 
office every six months for a face-to-face interview to have their eligibility reviewed and 
recertified; otherwise, it will be suspended. In addition to recertification, a family must 
report changes in family income or circumstances to a local DHS office within 10 days. 
Any fluctuations in family income or resources may risk the children's eligibility, i.e., 
they may lose their Medicaid on a month-to-month basis.9 

Major barriers to increasing Medicaid enrollment in Texas 

Currently there are 1.4 million uninsured children in Texas, and among them 658,000 are 
estimated to meet the eligibility criteria of Medicaid but are not enrolled. 10 Are there any 
inherent factors in Texas's Medicaid application and enrollment process that create 
barriers to those who are qualified and keep them away from the health care they need? 
Does this, in part, account for the fact that the uninsurance rate in Texas has been one of 
the worst in the country for the past 10 years? 

The main barriers in children's Medicaid enrollment are the following: 

Lack of information and misconceptions 

Some eligible low-income parents are not aware that they or their children are qualified 
for Medicaid. They lack basic knowledge about Medicaid eligibility criteria, and do not 
know who is qualified or how and where to apply. 

There is confusion about welfare programs among the public. Many of the eligible but 
unenrolled children are in families that moved from welfare to work in recent years, and 
their parents are unsure or unaware that their children or they themselves may still be 
eligible for Medicaid once they have exhausted welfare benefits or have returned to work 
at low incomes. 

Even though the 1996 federal law eliminated the linkage between welfare and Medicaid, 
some parents still mistake Medicaid for a welfare program rather than a health care 
program. They feel embarrassed to enroll their children in Medicaid. Thus, some 
eligible children are unnecessarily uninsured because of their parents' misunderstanding. 

There also are some misunderstandings about the application process. Some migrants 
think that they would risk their immigration status if they apply for Medicaid for their 
children; some single mothers are hesitant to enroll their children because they do not 
want to or cannot answer questions about the current situation of their children's fathers. 
These groups are scared away from the process. 
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Most parents of uninsured children who would be eligible for Medicaid are the working 
poor. They often are not fully aware of the importance of health insurance and the 
benefits of Medicaid. They are more likely to take the risk of having their children 
uninsured. 

Lengthy and inconvenient application and enrollmat determination and re
determination process 

Current Texas Medicaid application and enrollment procedures were designed in the 
1970s for welfare recipients, not for the working poor. Thus, some of the application 
procedures are inconvenient to working families and prevent them from enrolling their 
children. Compared with SCHIP, the application procedures, forms, and verifications 
needed to apply for Medicaid are far more complicated and burdensome. Table 6.1 
provides some basic differences between applying for Medicaid and SCHIP 

Table 6.1. Summary of Forms and Verifications 
Needed to Apply for Medicaid and SCHIP 

Medicaid CHIP 

Total number of forms needed 5-19 1 

Total number of verifications needed 7-25 1-4 

Total number of forms applicant must sign 3-10 I 

Total number of other signatures the applicant must get to apply 4-15 0-1 

Adapted from: Anne Dunkelberg and Cathy Schechter, "Every Child Equal: What Texas Parents Want 

from Children's Medicaid," Center for Public Policy Priorities and Orchard Communications, Inc., 

September 2000, Appendix D. 

Many parents would rather pay premiums to enroll their children in SCHIP to avoid the 
application process for Medicaid. But federal laws prevent states from enrolling 
Medicaid-eligible children in SCHIP, or letting families choose between Medicaid and 
SCHIP; for most very low-income families, the option is Medicaid or nothing. 

Face-to-face interview 

In applying for Medicai~ the applicant must go to the local DHS office for a face-to-face 
interview. Even though applicants can make an appointment and get a time slot for the 
interview, they often spend far more time at the DHS office than they expect because of 
the unpredictability of caseloads. Sometimes they have to return on another day to finish 
the mandatory Medicaid interview. 

The fact that at least 88 percent of uninsured children are from working families, and 63 
percent have a parent employed year-round and full-time, 11 implies that it is difficult and 
costly for parents to take time off from work for an interview with DHS that takes several 
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hours. Also, in order to continue eligibility and stay enrolled, parents must go to a DHS 
office for a face-to-face interview every six months for recertification, even ifthere is no 
change to their income or assets. Because of this, many parents do not keep their 
children in Medicaid after the first six months of initial enrollment. 

Verification and documentation 

To apply for Medicaid in Texas, an applicant must provide proof of income, child care 
expenses or child support paid to another household, birth certificate or school records, 
proof of assets, residence, and domicile, 12 past employment history, and other insurance. 
They must provide up to 14 state-required forms, and provide as many as many as 20 
verifications. 13 Many parents complain that in order to enroll their children, they have to 
gather signatures or verifications from their boss, landlord, coworkers, neighbors, and so 
on. If they fail to gather this intimidating documentation, chances are their children's 
application will be turned down. 

Assets test 

A family applying for Medicaid cannot have assets whose value exceeds $2,000. These 
assets include checking and saving accounts; certificates of deposits; cash on hand; 
individual retirement accounts; notes, bonds, stocks; and land and buildings (other than 
the homestead). 14 Families who apply for children's Medicaid often do not exceed the 
limit, but the requirement to prove their financial worth is often a major obstacle. 15 In a 
field survey in Brownsville, a woman testified that after she came a long way to do the 
interview and collect verifications and documentation, her children were denied 
enrollment because DHS staff determined that her family's assets added up to $2,006. 

Frequent recertification 

The redetermination process for Medicaid (every six months) is longer and occurs more 
frequently compared with SCHIP (every 12 months). This means, again, that parents 
have to take time off from work and probably lose pay to make this appointment after 
gathering all the onerous resource documentation. 

Many believe that the current system that forces parents to report any fluctuations in 
income and reapply every six months undermines Medicaid. It does not provide 
continuous health care to those who truly need it, and some people are discouraged from 
reenrolling in Medicaid because of the daunting procedures. 

More stringent eligibility rules and more demanding application procedures have resulted 
in difficulty in completing the application process. This is one of the major barriers to 
increased enrollment among those who are qualified for Medicaid but not enrolled. 
Many parents feel frustrated by the program and feel that when they really needed help 
and tried to improve their situations, they could not do it. 

Taking into account the time needed for appointments, collecting verifications, and 
completing forms, it is important to note that it often takes 30-45 days for a child's 
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parents to complete the Medicaid application process. 16 DHS reports that the top two 
reasons children who apply for Medicaid are denied coverage are: 1) missed 
appointments and 2) failure to provide complete information.17 

Lack of consumer-friendly treatment and accurate information from Medicaid 
agencies 

Currently, those who want to apply for Medicaid usually go to a local DHS office and are 
interviewed by caseworkers there. In a Policy Research Project (PRP) field survey in San 
Antonio, a community clinic staff member reported that some parents received the letter 
notifying them that they need to show up in the DHS office for an interview the next day. 
For working families, it is hard to make arrangements to get off work with such short 
notice. Some parents complained that DHS staff just want them to show up on time, and 
do not care whether they would be able to request a leave from work or how long they 
would have to wait in DHS offices (where there are no child-care facilities). 

Potential enrollees also need to provide documentation showing their assets, income, and 
other private information. Some applicants feel humiliated or annoyed by the way they 
are treated at the DHS office and think that the questions they are asked are intrusive and 
invade their privacy. It was reported that sometimes, they were asked to provide 
inconsistent documentation, depending on the caseworkers involved, 18 causing confusion 
in the application process and leaving them with the impression that the DHS 
requirements are unpredictable, and resulting, therefore, in their reluctance to go back to 
DHS to complete the process. 

For some, a face-to-face interview by DHS staff is intimidating, and they would rather 
meet with someone familiar. Many parents have the impression that DHS staff treat them 
as if they were ineligible, and thus they feel insulted by a lack of trust from DHS staff. 

The existing barriers in the Medicaid application process have created a challenge in 
expanding and increasing enrollment, and make it impossible to achieve progress in 
Texas and to improve its national ranking regarding the proportion of children who are 
uninsured. A low-income child in Texas is five times less likely to be insured than his 
counterpart in Massachusetts, where the state income eligibility for Medicaid is higher 
(200 percent FPL for infants; 150 percent for children agesl-5; 150 for those ages 6-16 
and 150 percent for those ages 7-19) than Texas.19 In Massachusetts, face-to-face 
interviews have been eliminated, assets tests have been dropped, and presumptive 
eligibility has been adopted. 

To adjust this situation and to make the Medicaid program serve the qualified people to 
its fullest extent, initiatives need to be carried out to simplify and streamline the 
application procedures and to launch outreach campaigns and activities. 

Simplification 

Texas cannot make real progress in reducing the number of uninsured children unless it 
finds the means to dramatically improve the Medicaid enrollment of children. 20 
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Removing systemic barriers to becoming and staying enrolled is critical to assuring that 
the Medicaid program reaches its full potential for reducing the number of uninsured 
children.21 

Under current federal law and regulations, states have a rather wide range of choices in 
expanding their Medicaid or SCHIP enrollment. Comparing the minimum federal 
requirements with the lengthy and burdensome application practices in Texas, it is 
understandable why so many needy children are kept out of the system. Steps should be 
taken to simplify the application procedures and enrollment requirements to make them 
more convenient and straightforward. Some steps that have been proposed by various 
advocates include the following. 

Simplify application forms for Medicaid 

Compared with SCHIP, the application procedures for Medicaid are exceptionally 
intimidating. The application forms for Medicaid should be simplified to make them 
similar or even identical to SCHIP. This is critical when a family has one child eligible 
for Medicaid and another child eligible for SCHIP. Parents who have to navigate 
between these two programs because of the age-based standards will feel less frustrated if 
the application procedures for both programs are similar. A parallel structure would 
decrease the paperwork and reduce the confusion for families with children of different 
ages. 

Streamline the proof, verification, and documentation 

In order to be efficient, attempts should be made to identify the most necessary proof or 
documentation, and remove the others. Time and cost could be thus saved by both 
parents and administrators. Medicaid might try to use the same verification process as 
SCHIP does. 

Allow mail-in applications and drop face-to-face interviews 

The fact is that the majority of the children qualified for but not enrolled in Medicaid are 
from working families, and for them, the face-to-face interview is the most troublesome 
part. Allowing applicants to mail in their applications, combined with the removing 
unnecessary proof and documentation, would reduce the likelihood that people might not 
be able to complete the process. 

Drop assets test 

Since most Medicaid-eligible families live on a cash basis and do not have bank 
accounts, assets tests are not cost-effective for them. According to research by the Robert 
Wood Johnson Foundation, few Medicaid applicants are denied coverage because of the 
assets test. Another policy option would be to allow third-party verification of assets. 
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Adopt presumptive eligibility and 12-month continuous eligibility 

The Medicaid Presumptive Eligibility Option for children was created by the Balanced 
Budget Act of 1997. Presumptive eligibility allows children whose family income 
appears to be below the state's Medicaid income-eligibility guidelines to enroll 
temporarily in Medicaid, giving families time to complete the formal application 
process.22 It is a viable option that assumes that people applying for Medicaid are 
actually eligible unless DHS determines otherwise. This option eliminates the lag time 
between applying and receiving Medicaid benefits and helps children get routine care and 
needed medical treatment without delay. 

Twelve-month continuous eligibility would mean that children would be enrolled in 
Medicaid for up to 12 months, regardless of changes in income or other family 
circumstances. Currently, parents must report any change in their income within 10 days, 
meaning that their children in effect receive Medicaid on a month-to-month basis. With 
12-month continuous eligibility, children more likely would fully benefit from the 
preventive services Medicaid provides and such eligibility would reduce the chance that 
any necessary medical treatment a child needs will be disrupted. 23 

Use joint application for Medicaid and SCHIP 

Since Medicaid and SCHIP have different age-based eligibility processes, families 
currently are placed in the difficult position of having to navigate two sets of program 
rules to ensure that all their children are enrolled.24 If joint applications were used, 
parents would have an easy time applying for coverage for all children in the family and a 
seamless enrollment process would be guaranteed for working-poor children. 

Simplification and streamlining in the enrollment and redetermination 
process of other states 

Many states have recognized that lengthy application forms and cumbersome submission 
processes can be roadblocks to families seeking Medicaid coverage. Many states have 
taken advantage of the flexibility of the current federal regulations and made great 
progress in streamlining the application and redetermination process, thus increasing 
overall enrollment. There is significant variation in eligibility, benefits, and provider 
payment policies from state to state, therefore, because of the flexibility allowed by the 
federal government. 

Of the 50 states and the District of Columbia, 40 have dropped face-to-face interviews in 
children's Medicaid, or in both Medicaid and the state's SCIIlP program; only six states 
(including Texas) require an asset test for Medicaid, and 16 states have adopted 12-month 
continuous eligibility.25 Of the 32 states that have separate SCHIP programs, 28 use joint 
applications for Medicaid and SCHIP. Five states have implemented presumptive 
eligibility for children in Medicaid, and three more states have adopted the policy but, as 
of this writing, have not yet implemented procedures.26 Texas is one of the two states 
(the other is Montana) that has neither dropped face-to-face interviews or assets tests, nor 
adopted 12-month continuous eligibility. 
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Some states have redesigned applications so that forms are user-friendly and the 
questions asked are clear, and unnecessary questions are eliminated. For example, 
Minnesota replaced a 24-page application form previously used for its annual eligibility 
renewals with a one-page form; most families receiving Medicaid in Massachusetts now 
only need to verify their income. 27 

Indiana, Oklahoma, and Florida have been recogniz.ed for their recent successful 
initiatives to improve Medicaid enrollment of uninsured children. All three of these 
states attribute their success to marketing children's Medicaid as health insurance rather 
than welfare, new shorter mail-in applications with simplified documentation 
requirements, and no assets test. 28 

In looking into the experience of other states in children's Medicaid, it is clear that more 
accessible and smooth application procedures can play a critical role in boosting 
enrollment. 

Recent actions of Texas Department of Human Services 

Texas DHS recently undertook the following improvements: 

• Published an agency rule that would allow mail or telephone recertification (not 
initial application) for families receiving Medicaid only (not yet implemented as of 
this writing). 

• Reduced the numbers of verifications and documents required for a Medicaid-only 
application (domicile, terminated employment, past employment, kinship, birth 
certificate). Implemented in November 2000. 

• Developed a more user-friendly revised "1010" (the combined Medicaid-TANF
Food Stamps application). Piloted in the fall of2000, with an April 2001 target for 
statewide use. 

• Changed the documentation required for income verification in a Medicaid-only 
application to match the SCHIP policy (i.e., the last 60 days).29 

Proposed Bills in the 77th Texas Legislature concerning Medicaid 
Simplification 

House Bills 825 to 828 have been submitted to the 77th Texas Legislature concerning the 
simplification and expansion of children's Medicaid enrollment. The author of these bills 
is Representative Patricia Gray, Chair of the House Committee on Public Health, and 
bipartisan coauthors are Naishtat, Keffer, and Coleman.30 

HB 825 on continuous eligibility of children for Medicaid: This bill states that 12-
month continuous eligibility should be provided for Medicaid-enrolled children under the 
age of 19, with recertification performed annually or before the child's 19th birthday. 
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HB 826 on consideration of assets and resources for purposes of determining 
eligibility of children for Medicaid: This bill would exclude the assets and resources of 
a person younger than 19 years of age, and those of the person's parents or other 
caretaker, for purpose of determining Medicaid eligibility. 

HB 827 on simplifying the application and eligibility determination process for 
medical assistance provided to children: This bill would modify the Medicaid 
application and recertification processes for children under the age of 19 to make them 
comparable to those of SCRIP. It suggests that documentation and verification be 
simplified, face-to-face interviews be eliminated, and mail-in applications be allowed. 
Also, it suggests that recertification be carried out by phone or mail instead of a personal 
appearance at a department office. 

HB 828 on application and eligibility for Medicaid: This bill shares the same purpose 
as HB 827. The specific changes include eliminating face-to-face interviews in the initial 
application and recertification, allowing mail-in applications, simplifying documentation 
and verification, and removing assets and resource tests. 

The first hearing on the above-mentioned bills was held on March 7, 2001. The passage 
of any of these bills will have a great impact on reducing the number of uninsured 
children in Texas. The current estimated 658,000 Medicaid-eligible but uninsured 
children will greatly benefit if Texas makes efforts to take advantage of the current 
flexibility available under federal law and the strong support for simplification to make 
Medicaid more consumer-friendly. 

Overall Benefits and Costs of Simplifying Children's Medicaid 
Eligibility 

Benefits 

The uninsured are expensive. State and local governments and health care providers lost 
an estimated $4.7 billion on unreimbursed indigent care in 1999.31 Private and nonprofit 
hospitals in Texas must, by law, provide emergency care to all patients, regardless of 
their ability to pay for services.32 The Texas CHIP Coalition estimates that public and 
private HMOs and public and private providers all would benefit from Medicaid 
simplification by having more paying patients, reducing bad debt and charity care, and 
reducing demand for indigent health care services financed by local property taxes. 

Costs 

On the other hand, there will be a significant budgetary impact on the state government 
resulting from implementing the recommended policy changes. The cost of success is the 
key factor dampening the state's willingness to embrace policies that would streamline 
access to children's Medicaid.33 It is difficult to predict how many parents of the children 
who are eligible but not enrolled now would be willing to go through the process if they 
could do this by phone call or mail, without missing work to spend hours in a DHS 
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office, and without first accounting for the value of their every asset, bank account, 
insurance policy, vehicle, or retirement benefit. 34 

The Legislative Budget Board (LBB) has released the fiscal notes for the four proposed 
bills and made estimates about the possible budgetary impact of House Bills 825-828 on 
the state government of Texas in the coming years (see Appendices A-D). Project 
Alberto also made some estimates of the possible cost to the government. But since these 
estimates are based on individual policy changes, the total cost of simplifying children's 
Medicaid cannot be obtained by simply adding up individual estimates. As Project 
Alberto states, there is no way to quantify easily how the policy changes will interact, it is 
very likely that double counting may have occurred, and the combined cost figures may 
be overstated. Thus, the actual cost to the state government might not be as high as 
anticipated. 35 

Potential benefit and cost resulting from HB 825 

Benefit 

This policy change would make Medicaid similar to SCHIP, saving work for both parents 
and DHS caseworkers, and would end the current problem of children rolling on and off 
Medicaid due to small and temporary income fluctuations, and relieve families of having 
to renegotiate the system frequently.36 The health care benefits of needy children can be 
maximized from this program. Therefore, the goal of Medicaid to create a medical home 
and promote consistent preventive care can better be fulfilled. 

Cost 

Unlike the other simplification proposals, continuous eligibility is the only one the 
principal impact of which is reflected for children already on Medicaid. The goal is to 
extend coverage for those children during a given year. Project Alberto predicts that if 
this bill is passed, the number of uninsured children in Texas will be greatly reduced, and 
the bill also will have the greatest financial impact on the state's budget.37 The LBB 
estimated in its fiscal notes that implementation of HB 825 would have a negative impact 
to General Revenue of$249,538,131 through the biennium ending August 31, 2003.3 

(See Appendix A.) It is estimated by Project Alberto that 245,685 children would 
maintain their Medicaid benefits at costs to the state of $57.5 million in 2001 to $65.2 
million in 2004.39 

Potential benefit and cost resulting from HB 826 

Benefit 

This policy change would make the task of enrolling vastly simpler for both parents and 
DHS staff, and allow parents to maintain some prudent savings for college and 
retirement. 40 
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Cost 

The LBB estimates that 32 percent of SCHIP enrollees are within Medicaid income 
limits. It is assumed that those 32 percent would shift to Medicaid once the bill is 
introduced, and Medicaid recipients would increase month-by-month to 104,115 in FY 
2002, and to 138,819 in subsequent years. The implementation of HB 826 would have 111 

estimated net negative impact of$97,168,414 to General Revenue through the biennimn 
ending August 31, 2003. (See Appendix B.) 

According to the study by Project Alberto, during the 12-month period from March 199'J 
through February 2000, approximately 4.4 percent of the average Medicaid children's 
caseload statewide was denied because applicants did not meet the $2,000 assets limit 
Project Alberto estimates that approximately 65,000 children would become eligtole for 
Medicaid each year between years 2001 to 2004 if assets tests were eliminated. Total 
cost to the state government in this case would be $111.3 million over the four-year 
period. 

Potential benefit and cost result from BB 827 

Benefit 

Working families would benefit most from this policy change. They will be encouraged 
by the smooth enrollment process to get their children insured Administrative costs 
could also be saved. Therefore, Medicaid enrollment could increase by approximately 5 
percent for children ages 1to18.41 

Cost 

The LBB estimated that, by eliminating the face-to-face interview, Medicaid recipients 
would increase by 9, 176 month-to-month in FY 2002, 27, 734 in FY 2003, and 34,695 in 
FY 2004. By simplifying documentation and verification, Medicaid recipients would 
increase by 20,617 in FY 2002, 63,202 in FY 2003, and 80,357 in FY 2004. The LBB 
concluded, therefore, that the passage of HB 827 would have a negative impact of 
$74,992,474 through the biennium ending August 31, 2003. (See Appendix C.) 

It is estimated by Project Alberto that an additional 33,000 children who are eligible for 
Medicaid but not enrolled would become enrolled in this program each year between the 
years 2001to2004. The estimated cost to the state of Texas would be about $56.5 million 
in a four-year period. 

Potential benefit and cost result from BB 828 

HB 828 is a combination of HB 826 and HB 827. The LBB estimated that the 
implementation of HB 828 would have a negative impact of $172,160,888 to General 
Revenue through the biennium ending August 31, 2003. (See Appendix D.) 
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Conclusions 

It is widely believed that health care does make a difference. Children without health 
insurance are less likely, because of financial barriers, to receive immediate medical care 
and get necessary treatment. These children will be our future, and what Texas will be 
like in the years ahead is determined largely by the choices made about these uninsured 
children today. 

In order to revise its long-standing trend of falling behind in covering children's health 
needs, Texas needs to be engaged in a concerted effort and take positive steps to simplify 
the rules and streamline enrollment procedures, particularly for children. A simple and 
straightforward application and enrollment process can be one of the most effective tools 
enabling families to enroll in Medicaid. Also, aggressive outreach could be launched to 
promote Medicaid and let families know about opportunities for them to apply for 
coverage for their children, and to understand that some barriers they may have faced in 
the past have been eliminated or reduced.42 

In order to fix the problem of the uninsured in Texas, it is essential to eliminate the 
existing barriers and encourage poor people to apply for Medicaid to get health care 
benefits. As long as there is political willingness, creativity, and flexibility to overcome 
such barriers, Medicaid enrollment of working-poor children will be greatly increased. 
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Chapter 7. 
Reaching the Uninsured through Outreach 

by Andy Fouche and Ben Salinas 

Federal SCHIP 

Many states have launched aggressive statewide campaigns aimed at enrolling uninsured 
low-income children in SCHIP. States can spend up to l 0 percent of their SCHIP 
allotment on program administration, direct child health services, and outreach. 1 In order 
to receive the federal funds for outreach the state must first spend money on outreach 
activities. Once this has occurred, states can then submit a claim to the federal 
government and be reimbursed for a proportion of that amount. Methods for outreach 
have included school-based strategies and partnerships with community-based , 
organizations (CBOs). Some states have targeted hard-to-reach populations, for example. 
those with language barriers or those who are isolated geographically. 

Recent research indicates that SCHIP is not utilized by many of the children who are 
eligible for it. Because the program is relatively new, many start-up issues confront the 
program, one of the most prominent being lower-than-expected enrollment levels. 
According to the Health Care Financing Administration (HCF A), an estimated 1 million 
children in the United States were enrolled in SC HIP as of December 1998, and 2 million 
during FY 1999. 2 More than 1.2 million of these children are served by separate state 
programs, while about 700,000 took part in Medicaid expansions. According to HCF A, 
3,333,879 children were enrolled in either SCHIP or Medicaid expansions for fiscal year 
2000.3 According to the American Academy of Pediatrics, over two-thirds of the total 
number of uninsured children, or 11.2 million, are Medicaid- or SCRIP-eligible but are 
not enrolled in either program. 4 

Applications for SCHIP must first be screened for eligibility for Medicaid. As a result, 
CBOs believe that when outreach is widely implemented to inform individuals about 
SCHIP, Medicaid will experience increased participation as well, potentially affecting 
460,000 children a year through FY 2002. The Congressional Research Service (CRS) 
reports that between December 1998 and June 1999 Medicaid participation rates rose by 
216,874, with ''28 percent due to enrollment via expansions of Medicaid through 
SCHIP."s It is important to note, however, that many states are operating under a joint 
Medicaid and SCHIP program, which accounts for some of the 28 percent increase. 

Significant increases in SCHIP enrollment can be explained by greater significance being 
placed on outreach efforts. HCF A states that nearly 2 million children were covered by 
SCHIP between October 1, 1998, and September 20, 1999. This is double the amount of 
enrollees in December 1998. HCF A also estimates that these trends are continuing, with 
estimated enrollment increasing by more than 80 percent between the second quarter of 
FY 1999 and the second quarter of FY 2000 in the 43 states in which data was available. 
Nineteen of these states reported doubling, and nine reported tripling, their number of 
enrolled children. 6 
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Outreach 

A study by the Robert Wood Johnson Foundation illustrates just how important outreach 
efforts are in getting children enrolled into SCRIP. According to that study, six out of ten 
families that qualify for SCRIP do not believe that the program applies to them. 7 In 
addition, the study found that 82 percent of these families would enroll their children if 
they believed that they qualified for the program. 8 This illustrates the importance of 
outreach efforts, because it seems that the main barrier to getting children enrolled is 
parents' lack of information. 

The belief that "SCHIP does not apply to me" has made it increasingly difficult to reach 
families between 150 and 200 percent of poverty. These families, unfortunately, often 
believe that they earn too much money to be on SCRIP, but at the same time they lack 
the resources needed to purchase their own insurance. For this reason the new wave of 
advertisements for SCHIP will touch on the idea of "people like me." The new ads will 
reach across Texas to help inform a large range of families with different backgrounds 
about the program. 

The SCHIP program also has another advantage in getting eligible children enrolled: it 
lacks the "welfare stigma" because it is not associated with Medicaid. Since SCRIP has 
been marketed as insurance, complete with a small monthly premium, families have a 
sense of ownership and do not see it as a handout. This makes more families likely to 
enroll their children. As Rosa Gomez, an East Austin resident and a single parent of two 
SCHIP children, said, "I can take care of my boys and get them insurance and not have to 
get help from the government. I pay for it with my money."9 Ms. Gomez feels 
responsible for providing for her children and is proud that this is not a handout, even 
though the government sponsors it. In addition, by being given personal assistance with 
the application process, candidates are less likely to make errors on the application that 
might prevent them from becoming insured. 

According to some CBOs in the Lower Rio Grande Valley, is that because SCHIP has 
tried to distance itself from the State of Texas, it has run into the problem that some 
families fear its merits are too good to be true. As a result, some SCHIP literature has 
started to include an endorsement by the State of Texas in order to reassure these 
families. Trying to prevent the welfare stigma from setting in now must be balanced with 
the need to prove legitimacy. 

Schools are one of the most effective and trusted places to focus outreach efforts. 
Because schools operate within a small area, they are better able to understand the 
specific needs of the community. As a result, the schools already have this information 
and have interacted with those students who may be eligible for SCHIP. In addition, 
parents trust schools to provide valuable information. Because of this, some welfare 
stigma can be avoided because the school instead of some government agency suggesting 
the program. Parents already trust their children to the care of the school for education, 
and sometimes to that of school nurse for health concerns. The only real problem is that 
schools do not always have the resources available to effectively focus attention on 
outreach efforts for SCHIP; they still can aid, however, in outreach efforts. According to 
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TexCare Partnership, 50 percent of the Texas families enrolled in SCHIP first heard 
about the program from their children's schools. 

Since schools have limited resources, it is sometimes difficult to convince them to 
participate in outreach efforts. After all, education is the schools' primary focus. On the 
other hand, there is evidence that students without health care are more likely to miss 
class, and when more students attend class, the average daily attendance count is raised, 
which increases school funds. 10 In addition, if schools are rewarded for their efforts with 
public praise for getting students enrolled, both the students and the schools will benefit. 

Texas has made an effort to attach the SCHIP program to public schools' free-lunch 
programs. An estimated 96 percent of all public schools participate in the free-lunch 
program. 11 In order to qualify for free lunch, a family's income must be at or below 185 
percent of poverty. SCHIP eligibility, on the other hand, is 200 percent of poverty. 
Those who qualify for free lunch are likely, therefore, to be eligible for SCHIP or 
Medicaid. Texas is including a brochure about SCHIP in the free lunch enrollment 
package. This process could even be modified to allow schools to share information 
about free lunch program enrollees with the SCHIP and Medicaid office by including a 
check box on the free lunch application to give permission to share this information. 
New Jersey's KidCare program uses such a check box. One important drawback of 
school outreach is that it only reaches children of school age and their siblings. 

SCHIP Budget in Texas 

Constraints on resources is one important element of the picture that must be considered 
when examining SCHIP outreach. Money is, unfortunately, a concern and lack of funds 
will limit the amount of outreach possible. It is obvious that with more resources 
available for outreach Texas could do much more. 

Table 7.1 illustrates a general breakdown of how SCHIP outreach money is being spent. 
Advertising and community-based organiz.ations receive the largest chunk of this money 
because these are believed to be the most successful forms of outreach. In fact, other 
forms of outreach are not even being budgeted for in 2002 and 2003. Table 7 .1 also 
demonstrates the increasing cost of administrating this program. For a complete 
breakdown of the SCHIP budget in Texas, including the costs of benefits, see Appendix 
E. 
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Table 7.1. SCHIP Budget in Texas 

Expended Bndgeted FY2000f Requested Requested FY2112/ 
FY2000 FY2001 2001 Totals FY2002 FY2003 2003ToWs , 

Advertising $1,488,970 $7,417,062 $8,906,032 $4,000,000 $4,000,000 $8,000,000 

CBOs 1,629,757 4,781,587 6,411,344 6,500,000 6,500,000 13,000,000 

Other 80,032 160,027 240,059 
Outreach 

Other Admin- 6,095,093 25,781,711 31,876,804 25,964,055 25,176,611 51, 140,"'6 
istrative Costs 

Total $9,293,852 $38,140,387 $47,434,239 $36,464,055 $35,676,611 $72, l 40,(i(J6 

Source: Telephone mterview by Andy Fouche with Marla Young, Budget Analyst, Health and Human 
Services Commission, Office of Budget Analysis, Austin, Texas, March 5, 2001. 

Successful Outreach Programs 

Perhaps the most effective outreach mechanisms in Texas are those implemented through 
community-based organizations. The reasoning for this is simple: individuals tend to 
trust local organirntions more than those mandated by the state or federal government. 
The personal connection that CBOs have with their local constituents fosters an 
environment extremely beneficial to the outreach process. A complete list of CBOs can 
be found on the TexCare Partnership website at http://www.texcarepartnership.com. 

The West Texas CHIP Coalitio~ located in Lubbock, is a perfect example of the 
interpersonal relationships developed to facilitate enrollment. At town hall meetings 
chocolate chip cookies are served, and movies are provided to keep children entertained 
while the parents listen to presentations. Another way of spreading the message in 
Lubbock was to add slips of black and orange CHIP messages to trick-or-treat bags at 
Halloween, with the message that it is scary for kids to be without health insurance.12 

The Shackelford County· Resource Center, in Region I, uses its Promotora program as 
well as one-on-one assistance to get completed applications. This CBO has enrolled 76 
percent of the SCRIP-identified population by using individual attention.13 Individual 
attention is considered one of the most effective outreach tools for enrollment because it 
establishes trust between parents and the SCHIP contact person. Working one-on-one is 
much more preferable to being shuftled through a government bureaucracy. 

HCPHES, a Harris County CBO, has partnered with local Head Start providers to train 
counselors for enrollment. &ch family that enrolls its children in Head Start without 
insurance receives assistance in completing the TexCare applicatio~ ultimately resulting 
in hundreds of completed applications. The Houston area has also had great success with 
Fiesta supermarkets in creating "CHIP Enrollment Days." In the last year, four Fiesta 
campaigns held on weekends assisted over 3, 182 families. Other methods of assistance 
in the Houston area include training school nurses and Harris County Hospital staff on 
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application procedures, training ministry groups, and training the managers of the Free 
and Reduced School Lunch program. 14 

SCHIP outreach and CBOs have also found great success when teaming up with religious 
institutions. Many families trust information gained from religious figures and 
organizations. Since religion touches many aspects of people's lives, it is a powerful tool 
in helping families find the healthcare they need. 

Outreach is an effort that is a public process, as can be seen from these examples. A 
collective community effort is demonstrated in the relationships that CBOs attempt to 
build with the people whom they serve. By building these relationships and providing 
much-needed assistance, insurance coverage for all of Texas' children becomes a greater 
possibility. 

To further aid the CBOs, the Texcare Partnership has started gathering a list of best 
practices from them. Since Texas allows the CBOs great latitude in performing outreach, 
many CBOs discover effective and exciting methods to get people enrolled. To help 
spread good practices, the Texcare Partnership then distributes these lists to other CBOs 
to decide if some of these plans may work in their areas. An open flow of information is 
vital to the program's success. 

Enrollment Facilitation and Outreach 

Successfully enrolling all Medicaid and SCHW-eligible children ''will depend at least in 
part on two different, but interrelated activities-enrollment facilitation and outreach."15 

Although at first glance these two methods might appear the same, they have different 
characteristics. Enrollment facilitation involves simplifying the outreach process. 
Applicants gain easier access to the process through changes such as using 
implementation of school lunch programs and allowing faxed or mailed-in applications. 
Outreach of SCHIP involves marketing the program with advertisements and establishing 
communication outlets such as informational hotlines. As mentioned earlier, one of the 
largest problems that SCHIP faces is the image of a welfare program. Through outreach 
programs, the attempt is to educate the public about the benefits of SCHW in order to 
start the application process. 

Texas SCIDP Performance 

In order to understand what must be done to enroll more eligible children in SCHIP, the 
progress made so far must first be analyzed. The enrollment goal for the program is 
428,000 children by September 1, 2001, averaging 29,000 per month. After six months 
of operation, the SCHIP program enrolled 20.9 percent of the targeted amount, "equaling 
100,033 children who [were] previously uninsured as defined by SB 445, 76th Texas 
Legislature."16 For fiscal year 2000, Texas enrolled 130,519 children through Medicaid 
expansion (45,545) and SCHIP (84,974). 17 As of February 26, 2001, the estimated 
number of children enrolled in SCHIP was 267,097. The actual number of children 
receiving services totals 265,805, and there are an estimated 1,292 enrollees not yet 
receiving services. 18 
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The following state comparisons are made because the states' Medicaid income 
eligibility standards and demographics are comparable to those of Texas. Six months 
after initiating SCHIP, these states enrolled the following percentages of their targeted 
population: 

• 9 .15 percent in California 

• 9. 00 percent in Florida 

• 7 .24 percent in Michigan 

• 16.75 percent in New York. 

To achieve the level of enrollment experienced in six months in Texas, it took 

• 11 months in California 

• 13 months in Florida 

• 13 months in Michigan 

• 8 months in New Y ork. 19 

The other side to this story is that Texas got a late start on the program and as a result was 
one of the states that had to return money to the federal government. This was due in part 
to the biennial legislative system in Texas. Most states had been participating in the 
SCHIP program much longer than Texas, and this allowed Texas to learn from other 
states' examples. Considering that according to the U.S. Census Bureau, 23.3 percent of 
Texans are without insurance, Texas-one of the worse states for coverage--should have 
been more of a leader in developing this program. 

SCHIP Outreach 

As the Committee on Public Health noted, "Initial outreach expenditures were 
constrained by the federal and state statutory requirements limiting administrative outlays 
for the program which could be matched with federal dollars. "20 As knowledge has been 
gained on how to expand outreach efforts, including the addition of funds, original 
projected levels will continue to increase. 

One of the many challenges that faced the program in 1997 when the federal government 
allocated $48 billion to SCHIP was the limited resources for program management. In 
Texas in 2000, with an estimated 22,000 application contacts and more than 151,000 
telephone contacts, the call center was often overloaded with information seekers, which 
resulted in slow response times to the customers. In response to this the Health and 
Human Services Commission implemented a strategy that included immediate resolution 
of consumer-specific complaints; consultation with CBOs, advocates, and contractors; 
and identification and resolution of shortcomings in the system. 21 

This strategy included the hiring of additional call center staff, introduction of a system 
for forwarding calls to specific staff members who could best answer certain questions, 
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automation improvements, clarifying written materials sent to applicant families, and the 
improvement of community-based organization communication. 22 

As was mentioned earlier, outreach efforts are expanding rapidly in order to serve as 
many Texas children as possible. Community-based outreach efforts currently being 
used are: 

• Back-to-school activities, including as many as four million fliers being sent home 
with Texas school children 

• Telethon planning underway in several communities 

• Applicant contact information being shared with contract CBOs to conduct local 
follow-up upon incomplete applications. 23 

Because of the size of Texas and its great level of diversity, outreach efforts are vital to 
the success of the SCHIP program. In order to reach as many people as possible, Texas 
has developed a series of approaches to its outreach efforts. As reported by Don A. 
Gilbert, Commissioner of Texas Health and Human Services: 

Through the CHIP Medicaid expansion the state did learn that dissemination of 
information is not enough to guarantee that consumers will apply for health 
insurance. A multi-faceted outreach effort needs to be utilized. Media mainly 
serves as a vehicle for program awareness and a call to action to apply. 
Meanwhile, grassroots outreach efforts including application assistance is the 
most effective way to ensure consumers will apply for health insurance. 24 

As Commissioner Gilbert's comments point out, informing people about the program is 
not enough by itself. Not only must people be aware of the program, but they must also 
know how to enroll and complete that process successfully. Outreach efforts in Texas 
not only aim at informing people about CHIP, but helping people through the process. 

The first step of the Texas outreach plan is to inform people of the program. To achieve 
this goal, Texas used both Spanish and English in its media campaign to reach as many 
people as possible. Already, the State of Texas has produced 60,000 posters and 300,000 
flyers in both languages and allowed them to be adapted at local levels to add to the 
program's appeal.25 This local level appeal included sending materials to school 
principals to promote in schools.26 Because the program was given a local flavor, 
potential applicants felt that the program was designed for people like themselves and, as 
a result, were more likely to apply. 

In addition to the fliers, Texas has produced television and radio commercials in both 
languages and teamed with local television and radio stations to produce public service 
announcements. Some television stations have even agreed to do telethons to supply 
viewers with information around the news hours. One useful spot is known as the 
"Children's Health Minute," a series of 60-second radio spots that focus on child safely 
and are distributed to Texas radio stations. Often, the stations chosen for this free 

109 



exposure are those with the largest audiences. By utiJizing these resources, a large range 
of people can be exposed to the SCHIP program while spending little or no money on 
actual outreach. 

Besides mass marketing, it is important that the SCHIP program has a human element 
Focus groups have found that people are more likely to apply when they have one-on-one 
contact. In order to achieve this, Texas has worked "closely with the entire network of 
public health providers to disseminate outreach materials to providers so that they may 
supply information to families with potentially eligible children. "27 This has led to the 
program working in conjunction with Texas' EPSDT program, Texas Health Steps, and 
its Title V program.28 Both the Texas Workforce Commission and Attorney General's 
Office promote the CHIP program in their daily business. In addition, TexCare 
application assistance is offered at targeted hospitals. 

The CBOs' trained staff performs outreach through strategies including face-to-face and 
telephone meetings and home visits in approximately 500 local offices of the Texas 
Department of Human Services. 29 This process adds the human element that is so vital to 

SCHIP emollment and keeps the SCHIP representatives informed about the specific 
needs of the people affected. This has been found to be especially useful to immigrants 
who may be afraid that this program will affect their immigration status. 30 

In addition, these workers are stationed at health clinics and provide referral services to 
potential applicants. For example, "applicants for food stamps and Temporary 
Assistance to Needy Families will be screened for potential Medicaid eligibility."31 If the 
worker believes the applicant may be eligible for SCHIP or Medicaid, then he/she will be 
informed about the potential of accessing these programs. By making the different 
programs work together, a lot of :frustration can be prevented for the applicants. In 
addition, making use of resources available at no additional cost once again saves money. 

To further this one-on-one interaction, the TexCare Partnership has teamed up with 
companies such as HEB, Randall's, Reliant Energy, Diamond Shamrock, and Kmart, 
among others, to reach the public in the stores that they trust. By having this 
sponsorship, TexCare is able to distance itself from the "welfare stigma" and reach 
people who may miss other outreach activities. H&R Block, for example, suggests 
SCHIP to families that appear to qualify when they come into the office to file their 
taxes. W almart has also placed TexCare brochures in the baby sections of their stores. 
When the stores that people trust suggest SCHIP, it makes parents more likely to look 
into the program. 

Additionally, outreach spending of $4 million will be added to the existing $7 million 
already in use for 2000-01. The additional money comes from the unspent money that is 
being returned to the states. This additional funding will be utilized for the enhancement 
of state and local advertising and media campaigns in English and in Spanish, provide 
additional funding to CBOs for assistance and outreach activities, and allow revisions of 
printed materials. 32 
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All of these activities are important. As State Representative Glen Maxey pointed out in 
an interview, however, the most effective motivator is a trusted person who knows the 
system, can recommend the program, and will help the applicant apply. As a result, the 
closer the connection to the outreach, the higher the rate of successful applicants. It is for 
this reason that places like San Antonio, especially with the Hispanic populations, have 
found great success when utilizing religious institutions in their outreach efforts. Since 
CBOs have a good feel for what appeals to specific areas, outreach is most successful 
when it is targeted through the CBOs, because they provide individual attention to 
facilitate the enrollment process. Maxey points out that outreach must go from 
knowledge of the program (recognition base), to acceptance, to the final stage of 
implementation (action base).33 

Medicaid Outreach and Expansion 

Instead of relying on Medicare for seniors, the option of expanding Medicaid to cover 
seniors, as well as persons with disabilities (with income levels below 100 percent of 
poverty), should become more accessible. The federal government has given this option 
to many states to increase the coverage of these groups; however, the states have not 
taken advantage of this or other possible means of Medicaid expansion.34 

Most seniors and persons with disabilities rely on Medicare for health coverage. Just as 
important, however, is the use of the Medicaid program for these same individuals, 
because it pays Medicare premiums, deductibles, and copayments, as well as paying for 
programs that might not be offered under Medicare. For example, all states' Medicaid 
provisions pay for a portion of prescription drugs, and some states' Medicaid coverage 
pays for podiatry, eye examinations, eyeglasses, dental services, and assisted living 
services. 

Several studies have shown that Medicaid increases access to health care by increasing 
the rate at which seniors and disabled individuals visit a doctor. They are less likely to 
worry about costs if covered by Medicaid and more likely to get regular check-ups than 
they would if covered solely by Medicare. 

The role of the federal government is an important one, with regard to both its matching 
dollars and outreach capabilities. The federal government hopes to help expand the role 
of Medicaid by "informing states of their ability to liberalize eligibility for seniors both 
by providing poverty-level coverage, and by liberally disregarding income and resources 
under Section 1902(r)(2) of the Social Security Act."35 

National Policy 

While it is still too early to understand the full effects of the SCHIP program, it will be 
important in the future to more fully evaluate the extent to which SCHIP has been 
successful in meeting its goal of insuring low-income children. Several methods of 
analysis could be useful in assessing the SCHIP program. These methods include case 
studies, focus groups, and surveys. 
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One group that outreach could be directed toward is employers. Many employers want to 
provide insurance to their employees, but may not be able to afford to. In addition, many 
employers may not provide coverage to an employee's entire family. By reaching out to 
the employers, they will then be able to suggest alternatives to their employees. Most 
people who do not have insurance are employed. This tool can be especially powerful if 
outreach is done to small businesses. 

One major problem for CHIP is that of transferring children from Medicaid to CHIP and 
vice versa. The same application, unfortunately, is not used for both programs, even 
though requirements are similar. As a result, parents get shuffled between the two, which 
often causes confusion, frustration, and lapses in coverage. Since the goal is to provide 
health insurance to children, this process should be made as easy and fluid as possible. 

This policy problem could be easily remedied if some simplification steps were taken. 
First, a uniform application for kids to participate in both programs should be developed. 
If this were done, parents would not have to worry about figuring out which child should 
apply for which program. In addition, as a child ages, parents would not have to go 
through the process of switching them from one program to another, because a computer 
system could then automatically perform these switches. Parents would have to worry 
only once about filling out the application and then mailing in a tax return once a year to 
show that their incomes have not changed. By adopting these changes, lapses in 
coverage that are due to the transfer process between the two programs would be 
avoided. 

At the present time, much concern is being shown about Medicaid enrollment and quality 
in light of the state's implementation of SCRIP and the recent court decision in Frew v. 
Gilbert. The judge's written opinion laid out many flaws in the state's Medicaid system, 
especially with regard to access, enrollment, and quality. lbis decision has led many to 
compare the complexity of the Medicaid enrollment process to the simplicity of SCHIP 
enrollment. The ease in completing the SCRIP application can be credited mostly to 
there being to requirement for face-to-face interviews or an assets test, SCHIP's two-page 
application, minimal verification, and a 12-month contmuous enrollment, as contrasted 
with the required steps in the Medicaid application process. Many are trying to change 
these frustrating differences between the two programs. 

Another important outreach method is that of helping families grasp that insurance and 
prevention are important. Some families do not understand the need for insurance 
because coverage has never been offered to them. When they learn about the SCHIP 
program, therefore, they do not see why it is necessary, because if their children become 
sick, they go to the emergency room. If families are taught about the importance of 
prevention, finding eligible SCRIP applicants may become even easier. 

Learning from Other States 

Simply because it got a late start, Texas has been able to learn a great deal from other 
states. Because HCF A maintains an outreach clearinghouse on its website, states can see 
what is working in different states. Texas has relied heavily on other states' experiences 
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and has made their successes work for it while avoiding their mistakes. The following 
are a few interesting state examples that may further help the state of Texas fine-tune its 
outreach efforts. 

New Jersey 

New Jersey has been a leader in school outreach efforts. By using the resources available 
within schools, the state has been able to target eligible kids. For example, KidCare 
presents enrollment events during registration for kindergarten and pre-K, and Erovides 
information at other times, for example by including brochures in report cards. 6 As a 
result, the family of every child entering a public school is at least exposed to the 
program. Also, to further help families, school nurses and child study team members 
have been trained to assist in identifying eligible students and to help families complete 
the application. 37 Families view schools as credible sources of information. 

In addition to training, New Jersey has teamed up with other agencies to target specific 
groups of people. For example, the Department of Taxation processed family statistics, 
including children's ages and income levels. Using these records, the New Jersey 
Department of Taxation has "identified some 359,000 families that meet the KidCare 
income definition. DMAHS recently targeted a sample of 1,000 to receive information 
on Kid Care. "38 By limiting mailouts to families that appear to qualify based on data 
already collected, both time and resources can be saved and used for other outreach 
methods. 

Other participating agencies include the Department of Motor Vehicles, which has begun 
to include Kid Care brochures in mailings for car registration and license renewals. 39 

Although this method is not as targeted as the Department of Taxation's mailout, it is still 
useful in getting the word out. Also helping spread the message are the banking and 
insurance industries. Banks have agreed to display materials and include KidCares 
message with bank statements. Both of these measures are based on the idea that more 
exposure and access will increase enrollment. At the same time, the state saves money 
on outreach costs by using resources already available. 

New York 

Like Texas, New York has worked to team up with private business to reach as many 
children as possible. One such company is McDonald's, which has agreed to print CHIP 
information on their tray liners.40 Since McDonald's is a restaurant targeted to children, 
it is the ideal place to market the program. 

Also, in an attempt to reach children, New York has targeted state agencies that primarily 
deal with children's issues. One such important agency is Child Support Enforcement.41 

Since single parents already trust this agency, it is seen as an ideal candidate to approach 
parents about children's health care needs. 

113 



Florida 

Florida has begun using technology in an outreach effort to simplify the process. 
Currently, the state is attempting to develop scanning procedures to transfer an 
applicant's information from one computer to another.42 This will allow for greater ease 
in processing applicants to and from different programs as well as speeding up their 
reenrollment. 

Florida is also interested in tracking current trends in outreach efforts. By creating an 
Interagency Coordination Project, Florida is developing methods to track changes in 
enrollment and "develop linkages to hard-to-reach populations . ..43 By better 
understanding such trends, improved outreach methods may be developed. 
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Chapter 8. 
Options to Expand Medicaid and SCffiP in Texas 

by Michelle Harper and Leah Kegler 

Reducing the number of the uninsured in Texas will likely entail several different 
approaches, including expansions of both public and private mechanisms; we will 
concentrate exclusively on solutions that utilize public funds. States have several options 
for drawing down federal dollars and expanding coverage to their uninsured populations. 
This paper describes those available under the traditional Medicaid program, Section 
1115 waivers, and the State Children's Health Insurance Program (SCHIP). In particular, 
we present information pertaining to the following options: targeted simplification 
efforts, which include continuous eligibility, presumptive eligibility, and transitional 
eligibility; and program eligibility expansion efforts, which include Section 1931, 
income disregards, the medically needy option, Section 1115 waivers, SCHIP waivers, 
and premium assistance. Finally, we conclude with a discussion of Medicaid expansion 
options that focus on the disabled and the elderly. 

Simplification 

Section 1902(e)(12): Continuous Eligibility 

An important option in Medicaid simplification is the concept of continuous eligibility. 
Continuous eligibility minimizes time and financial burdens and maximizes the retention 
of health care coverage for low-income families who seek to maintain coverage for their 
children. It also minimizes the loss of coverage to children in families who experience 
financial fluctuations as recertification requirements pose barriers to continued health 
care coverage. Specifically, Section 1902 (e)(12) of the Social Security Act allows states 
to grant up to 12 months of eligibility to children under the age of 19, even when there has 
been a change in family income, assets, and/or composition. 

Continuous eligibility reduces the administrative work that focuses on checking and 
rechecking income levels of Medicaid families with state eligibility standards. It also 
saves families the hassle of navigating the Medicaid system every time they experience a 
change in their incomes and/or assets. As of July 2000, 14 states currently have adopted 
continuous eligibility for their children's Medicaid program. 1 This is not the case in 
Texas. 

Currently, in Texas, most changes in family income, assets, or composition must be 
reported to the state Medicaid officials within 10 days of the change. After six months on 
Medicaid, families must complete a new Application for Assistance (including up to 14 
forms) and provide the necessary verification. The Texas CIIlP program currently gives 
beneficiaries a 12-month continuous eligibility period. The Texas Blue Ribbon Task 
Force on the Uninsured, an interim committee created during the 16th Texas Legislature 
to study the problem of the uninsured in Texas, recommended that the Medicaid and 
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CHIP programs be simplified to create a seamless system; thus, allowing continuous 
eligibility would be in line with this recommendation. 2 

The 77th Texas Legislature has introduced bills in the House and the Senate to provide 
children with Medicaid benefits 12-month continuous eligibility. Representative Patricia 
Gray along with bipartisan authors have proposed HB 825, and Representative Garnet 
Coleman proposed HB 1604, which addresses three components of simplification 
including continuous eligibility. Meanwhile, Senator Judith Zaffirini and Senator Mike 
Monciiefhave authored separate bills in the senate legislating continuous eligibility, SB 
43 and SB 374, respectively. 

Section 1920A: Presumptive Eligibility for Children 

Presumptive eligibility (PE) was first introduced in 1987 as a Medicaid health care option 
for low-income pregnant women. It allows women to have ambulatory prenatal care, if 
they are deemed eligible for the program.3 Currently, Texas provides presumptive 
eligibility care for pregnant women4 and their infants up to 12 months old with incomes 
below 185 percent of the FPL. However, Texas does not currently have a presumptive 
eligibility option for children one year old or older. The ability to provide such coverage 
was created through the 1997 Balanced Budget Act. Other states have been slow to adopt 
the presumptive eligibility option. Currently, eight states have adopted presumptive 
eligibility and five states have implemented the program. 5 

Presumptive eligibility for children allows states to grant health care providers and other 
organizations that serve low-income individuals the ability to issue temporary Medicaid 
cards to children. This policy allows children who live in families with incomes lower 
than the Medicaid eligibility level to have temporary access to all Medicaid-covered 
services. To continue receiving the coverage, families must apply for Medicaid using the 
regular application forms by the end of the month following the month that the temporary 
eligibility was granted. One of the most important aspects of this option is that it moves 
Medicaid enrollment into the community.6 This increases the families' opportunities to 
apply for Medicaid. 

The providers and other organizations allowed to grant presumptive eligibility are known 
as "qualified entities." Specifically, they include Medicaid providers, organizations that 
determine eligibility for Headstart, the Special Nutrition Program for Women, Infants and 
Children (WIC), and the Child Care and Development Block Grant (CCDBG). SCHIP 
does not provide specific provisions for presumptive eligibility but states can administer 
presumptive eligibility in the exact same way they administer Medicaid presumptive 
eligibility in order to create a seamless system of children's health coverage. States also 
have the option to have more restrictive presumptive eligibility requirements for SCHIP. 

An employee of these agencies asks the family using these services whether their 
children need health insurance. If a need is identified, the family is given a simple form 
asking for information about the family's total income. The employee then compares the 
family's income to a chart listing eligibility for children on Medicaid. If the income is 
below the level listed on the chart, the children in the family are issued "presumptive 
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eligibility" documentation. The qualified entity is then required to inform within five 
days the agency that administers Medicaid/SCRIP in the state. Certain qualified entities 
have experienced up to an 86 percent final approval rate on those families who follow up 
and apply for Medicaid/SCRIP. 7 

One of the most important aspects of presumptive eligibility is that the providers are 
guaranteed payment for the services provided to children deemed presumptively eligible 
for the Medicaid program. If families that have been issued presumptive eligibility cards 
apply for Medicaid and do not qualify, providers are not required to reimburse the state 
for health care services used by the presumptively eligible child. This also is true for 
families who do not apply for Medicaid services during their presumptive eligibility 
period. The federal government reimburses the state at the regular Medicaid match rate 
for presumptive eligibility cases. 

Section 1925: Transitional Medicaid 

In the case of families no longer receiving financial assistance from the government, 
"transitional Medicaid" covers health care for those who are leaving the welfare system. 
Section 1925 of the Social Security Act mandates that states provide extended Medicaid 
benefits, known as transitional Medicaid, to families who, because of hours of work or 
income from employment or child support, have lost their Medicaid eligibility under the 
specifications of Section 1931 (discussed below). It is essential to note that under 
federal law the loss of coverage under Section 1931, not the loss of Temporary Assitance 
to Needy Families (TANF), is the trigger for transitional Medicaid coverage 

Under Section 1931, states are required to provide an initial six-month period of 
transitional Medicaid (four months of coverage are automatically available when child 
support payments trigger eligibility). At this point, individual states become subject to 
the specific reporting requirements and income limits that are explained in the following 
section. Certain states provide longer periods of transitional Medicaid under Section 
1115 waivers. 

In order for families to be eligible for transitional Medicaid, they must have received 
Medicaid under Section 1931 in three out of the preceding six months before becoming 
ineligible under the 1931 category. 8 No income limit applies to families for this initial 
six-month period of transitional Medicaid. The second six-month period, however, is 
limited to families whose earned income is less than 185 percent of the Federal Poverty 
Level for the siz.e of the family (this income limit discounts all necessary child care 
expenses). Texas offers a full 12 to 18 months of transitional Medicaid coverage under 
its Aid to Families with Dependent Children (AFDC) 1115 waiver. This waiver expires 
in 2002 there currently is uncertainity as to what future Texas policy will be regarding 
transitional Medicaid. 
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Program Eligibility Expansion 

Section 1931 

Much flexibility and many options exist within the framework of Section 1931 of the 
Social Security Act. Section 1931 provides a clear route for states to decrease the 
number of low-income uninsured adults in families with children. The use of Section 
1931 is important because through its authority states may decrease their uninsured 
without being required to prove cost-neutrality through a federal 1115 waiver. 

Adult and Low-Income Family Outreach through Section 1931 

The federal welfare reform legislation passed in 1996 directly affected Medicaid 
recipients and those deemed eligible for the program. The Personal Responsibility and 
Work Opportunity Act of 1996 (PRWORA) delinked Medicaid and welfare eligibility. 
Thus, Medicaid eligibility rules are now considered completely separate from welfare 
(T ANF) rules. 

Through the use ofless restrictive income and assets tests, states now are starting to offer 
health insurance benefits in the form of Medicaid to low-income parents regardless of 
whether or not they currently receive welfare benefits. This type of expansion is possible 
through Section 1931 of the Social Security Act, implemented with PRWORA. Section 
1931 was added to the Medicaid program to ensure that those eligible for Medicaid prior 
to the passage of PRWORA would continue to qualify. Besides allowing those who 
would have been eligible prior to the new legislation to continue to be eligible for 
Medicaid, it gave greater flexibility to states in their administration of Medicaid benefits. 

This federal legislation mandated that the receipt of T ANF benefits no longer entitled 
individuals to Medicaid benefits, and, conversely, ineligibility for TANF does not 
necessarily make individuals ineligible for Medicaid benefits. Section 1931 provides 
states with viable options for creating state standards to determine who is eligible to 
receive Medicaid. These options are especially powerful because, unlike a demonstration 
waiver, Section 1931 does not impose budget constraints on the state. Under Section 
1931, states have the flexibility to cover more low-income adults and receive the federal 
match according to the following measures: income disregards, asset disregards, and 
increasing income and asset limits.9 

Along with these explicit benefits, 1931 gives states the freedom to simplify their 
application process. Correspondingly, states may not make Medicaid eligibility standards 
stricter than they were in July of 1996. '° Income disregards are also given to families for 
any child care and child support income based on the July 1996 AFDC level. 

Many states have taken advantage of 1931 by aligning their Medicaids program with 
their T ANF eligibility requirements, ensuring automatic Medicaid coverage to those 
eligible for T ANF. Since T ANF is available to both single parent and two-parent 
families, Section 1931 can be used to insure low-income adults in families with eligi"ble 
children. States are able to determine the level at which the benefit is available to adults. 
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Rhode Island and the District of Columbia have instituted programs that insure low
income adults, wherein the states are given the regular Medicaid match for adults while 
children receive the Medicaid-SCRIP match. Section 1931 's ability to cover adults may 
be directly linked to SCHIP benefits, ifthe state chooses. This allows the entire family to 
be insured under one plan. 11 

As previously mentioned, Medicaid's Section 1925 is the mandate that requires states to 
offer transitional Medicaid coverage for at least six months to families who lose their 
T ANF benefit because of increased hours of work or income from employment. Section 
1931 allows states to extend transitional coverage beyond the six-month coverage allotted 
to families who otherwise would lose Medicaid because of increased earnings. States 
may also vary the degree of extended coverage by level of increased earnings. 

Section 1931 was designed to meet the needs of states by enhancing flexibility. It 
authorizes them to use phase-in expansion, allowing them to monitor and evaluate the 
program's success and make necessary program changes. Section 1931 also has the 
capability to create enrollment limits by allowing states to differentiate between 
recipients and those currently applying. Finally, states are required to offer the core 
services, but the scope of those services are up to the state, as is the nominal copay 
option. These nominal copayments, according to Health Care Financing Administration 
(HCF A) regulations, may include the following: a nominal deductible of $2 per month 
per family, a nominal copayment ranging from 50 cents to $3, or a nominal coinsurance 
of five percent of the state's payment rate for service. 12 

Section 1931 of the Social Security Act ultimately can be used to improve health care 
access in states in different ways depending on the needs of the individual states. Table 
8.1 lists the states that have adapted 1931, their allowable income level, and whether or 
not they have an assets test. 

Table 8.1. State Medicaid Expansions to Parents through Section 1931 

State Income Test (percent of FPL) Assets Test (Yes or No) 

California 100% Yes 
Connecticut 150% Yes 
Wa.Wrurton, OC 200% No 
Maine 150% Yes 
New Jersey• 200% Yes 
Ohio 100% No 
Rhode Island 185% No 

Adapted from: Barbara Lyon, Deputy Director, Kaiser Commission on Medicaid and the Uninsured, 

"Building on Medicaid and CHIP to Expand Coverage of the Low-Income Population," Presentation at the 

Families USA Annual Meeting, Washington, D.C., January 27, 2001. 

*Granted a SCHIP waiver to cover parents in January 2001. 
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Section 1931 in Texas 

Texas has not taken advantage of many opportunities that are offered through Section 
1931. (See Appendix F for descriptions of how California has extended coverage 
through 1931.) Benefits do exist for states like Texas with substantial populations of 
uninsured low-income adults. Tue Center for Budget and Policy Priorities advocates 
state expansion through 1931 for the following reasons: 13 

Federal Medicaid match-1931 allows states to receive the federal matching funds to 
expand coverage without the necessity of a waiver. 

Coverage promotes work and may reduce the need for welfare-Health insurance 
will not only ease the transition off welfare, but will also promote job retention by 
helping workers avoid illness that could potential force them to miss work 

It gives low-income working parents the same access to health care as those who are 
unemployed-This encourages more expedient entry into the workforce rather than 
dependence on welfare. 

Not only are there broad reasons, such as the three listed above, but others exist as well ru 
to why Texas would benefit from expansion through 1931. The follwing list was 
developed in part by researchers with funding through The Commonwealth Fund.14 

Scope of benefits--There are no set rules on what medical needs must be covered under 
the Medicaid benefit for adults. Each state is able to determine the amount, scope, and 
length of time a patient, particularly an adult receives benefits, although any changes in 
these limits through Section 1931 will be applied to all adults receiving Medicaid, not 
only low-income parents. Texas could use this flexibility to insure low-income parents at 
the most basic level, and then expand to more services, if it sees the need. 

Ability to control the cost of expansion-Limiting the scope of benefits is just one way 
to control expansion costs. Other options exist for Texas in this arena. Specifically, if 
expansion becomes too fiscally demanding on the state, it may scale back or eliminate 
optional expansion of coverage, such as the coverage to low-income parents. If this were 
to happen, coverage to low-income parents already enrolled would continue under the 
original legislation. 

Cost-sharing-Cost-sharing is defined as the out-of-pocket payments Medicaid 
beneficiaries make in order to receive of covered services. States are allowed to add a 
cost-sharing option for the adults insured under Section 1931. Cost-sharing takes three 
main forms: deductibles (specified dollar expenditures), copayments (fixed amounts), 
and coinsurance (percentage of the cost for service). Cost-sharing may benefit patients 
considering whether visiting the doctor is medically necessary. 

As this brief description of expanded Medicaid options points out, there are ways to 
decrease the number of uninsured while helping those most in need of health insurance. 
Texas could follow several different paths, and must be fully aware of all the options it 
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has to expand health insurance to more low-income families. In fact, the Texas Blue 
Ribbon Task Force on the Uninsured has recommended that Texas pursue federal options 
to extend coverage under Medicaid. 15 

Section 1902(r)(2) 

Section 1902 (r)(2) is another option that gives states the ability to expand Medicaid and 
decrease the number of uninsured people. Using this alternative, a state may modify its 
Medicaid income levels to increase coverage on an incremental basis. For example, 
Minnesota initially used 1902(r)(2) to expand Medicaid coverage to families with 
children ages one through eight to 185 percent of the FPL (this program was later 
replaced with MinnesotaCare, a program created through an 1115 waiver, which covers 
children in families up to 275 percent of the FPL). Other states have used the authority of 
Section l 902(r)(2) to create slightly different programs. The state of Washington used it 
to create a program that extended Medicaid coverage to the children of families not 
receiving cash assistance, with incomes up to 200 percent of the FPL. This program 
offers the same benefits as Medicaid, but is administered through managed care plans. 
Section 1902(r)(2) could be used to implement a Medicaid plan in Texas that would reach 
more uninsured children and their parents. 

A second option available through Section 1902(rX2) is to insure the "medically needy" 
through its authority. The ''medically needy" option uses income and resource standards 
established by the state. According to federal law, medically needy income standards 
cannot exceed 133 1/3 percent of the state's AFDC level. 16 If a potential beneficiary 
passes the income and resource tests, the state then determines eligibility by deducting 
medical expenses from the individual's income over a specified budget period. If the 
remaining income is less than the set income standard, the potential beneficiary is 
deemed eligible for Medicaid. Thirty-five states insure the medically needy using such a 
standard. By extending this program to the disabled and elderly, Texas could decrease 
the number of uninsured and offer relief to a population who would readily benefit from 
health insurance. 

Section 1115 Waivers 

Section 1115 waivers are yet another vehicle under the Social Security Act by which 
states can expand health insurance coverage to the uninsured. In general, a section 1115 
waiver is any experimental pilot project that waives the rules established by the Social 
Security Act. Section 1115 waivers under the Title XIX Medicaid program or the Title 
XXI State Children's Health Insurance Program (SCRIP) must be authorized by the 
Secretary of the Department of Health and Human Services. These waivers provide 
states with greater flexibility by enabling them to receive federal funding for trying out 
new and innovative methods to fulfill the objectives of these two programs. The federal 
government has traditionally promoted 1115 waivers as a way to encourage states to 
expand benefits or provide services more efficiently to a larger population, while at the 
same time reducing, or at least maintaining, current Medicaid and SCRIP expenditures. 
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There are certain mandatory rules under Medicaid law that may only be waived by an 
1115 waiver. In short, these include statewide application, and equal services and 
benefits, adequate in duration and scope, for all beneficiaries. Therefore, while what 
HCF A might allow under an 1115 waiver is somewhat ambiguous, states will be applying 
to waive one or more of these rules and will be looking to precedents for ideas in 
developing guidelines for pursuing their proposals. Examples of requirements that have 
been regularly waived include providing services to specific populations or regions 
within a state as opposed to serving all eligible populations, offering different benefits to 
one group but not another, making enrollment in managed care plans mandatory, and 
expanding coverage to groups like childless adults or parents (since the passage of 
thel 997 Balanced Budget Act, states can make enrollment in managed care programs 
mandatory without a waiver). 17 

During the Clinton administration, states were given far more flexibility in carrying out 
the goals of the Medicaid program and, more recently, the SCHIP program, and it has 
been suggested that such flexibility will continue to be expanded under the Bush 
administration. New legislation, such as the aforementioned Section 1931, created by the 
Welfare Reform Act of 1996, or the enactment of the SCHIP program under the Balanced 
Budget Act of 1997, has provided states with a greater number of options for insuring 
their uninsured populations. Since Section 1931 enables states to expand coverage to 
parents through an amendment to their state Medicaid plan, which is both easier and 
faster than obtaining a waiver, they need only apply for section 1115 waivers if they want 
to change the rules of their current federally funded public health insurance programs or 
if they want to expand coverage to new populations not currently covered by these 
programs, namely childless adults. Thus, if states just wish to add additional optional 
benefits they do not need an 1115 waiver. States may, however, want to consider a 
SCHIP waiver to cover parents because they can receive an enhanced match from the 
federal government for insuring this group.18

• 
19

• 
20 

The Section 1115 Waiver Research and Demonstration Proposal Process 

As mentioned, the proposal process and the specific requirements to be waived are 
somewhat ambiguous and, therefore, states can turn only to precedent for guidance as to 
what types of waivers will be granted. There is, however, a typical proposal process for 
all states, and also several features applicable to all waivers. Therefore, before expanding 
upon the discussion of the 1115 waiver's features, a state should first understand what is 
expected of it during the application process. HCF A has provided general guidance 
about defining the life cycle of a section 1115 waiver. There are five steps in particular 
to the process, and include the concept phase, proposal review, preimplementation, 
operational, and evaluation phases.21 

First, as noted, is the concept phase. During this phase a state provides HCF A with an 
initial outline of its intent. HCFA then reviews the state's proposed outline and provides 
comments, thus initiating an ongoing discussion with the state. 

The second phase is the proposal phas, during which a state takes HCF A's comments into 
consideration and then prepares a formal proposal, which it eventually will submit to 
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RCF A for approval. Once the proposal is submitted, RCF A will review it and then 
forward it to the secretary's office for review, as well as to the Assistant Secretary for 
Management and Budget and the Office of Management and Budget (OMB) to review 
for cost neutrality. Once these parties have reviewed the proposal, the state will be 
expected to clarify specific aspects of its proposal. States, in cooperation with RCF A, 
will eventually negotiate the terms and conditions of their waivers; RCF A, however, 
typically establishes the final operations to be laid out in the 1115 waivers. 

It is important to note that while there is no uniform standardized proposal format, there 
are specific criteria that RCF A looks for when evaluating a proposal. Thus, according to 
RCFA, each state's proposal should include the following information: the environment, 
how the services would be administered, who would be eligible for services, the degree 
of coverage and types of benefits offered, how benefits will be delivered, who can access 
them, the quality of services, how the services will be financed, a time frame for 
implementation, and a plan for the evaluating the outcomes of the waiver.22 

The third phase in the proposal process is the preimplementation phase. This is defined 
as the time between federal approval of a waiver plan and the actual launch of a new 
project. During this time it is normal for RCFA to conduct a site visit to evaluate 
whether a state is ready to begin its operations. Once the state is ready to implement its 
waiver, it enters into the fourth phase, or the operational phase, which is the period when 
the waiver is underway and providing services to beneficiaries. 

Finally, the fifth phase is the evaluation phase, the period under which the demonstration 
project is examined to assess the degree to which it enhanced access to care or the quality 
of care, and at what cost. 

General Features of the 1115 Waiver Research and Demonstration Projects 

In addition to the simplified proposal process discussed above, there also are some 
common features to all 1115 waiver research and demonstration projects. These general 
features include budget neutrality, eligibility, time, and evaluation and reporting 
requirements. 23 

The key to a state's being granted any waiver is its ability to demonstrate budget 
neutrality, which means that the proposed demonstration project will not cost the federal 
government more than it would have to contribute to a state's program under normal 
circumstances, throughout the entire life of the project. The cost-neutral requirement is 
somewhat more complex under SCRIP, however, given that states might choose among 
three different options in designing SCRIP (creating a new separate SCRIP program, 
expanding the state's current Medicaid program, or creating a plan that incorporates a 
combination of these two options). As a result, some budget neutrality terms are unique 
to SCRIP and do not apply to an 1115 waiver under Medicaid. 

Under SCRIP, budget neutrality is referred to as an "allotment neutrality." Thus, under 
an 1115 waiver, states that created separate SCRIP programs can spend up to their state 
allotment of Title XXI funds, but if they exceed their federal allotment of monies then no 
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additional federal matching funds would be provided to them. In the case where a state 
exhausts its SCHIP resources but its SC HIP program is an expansion of Medicaid, 
regular Medicaid matching funds could become available under a Title XIX waiver or 
through a Title XIX state plan amendment. In such situation, Title XIX budget neutrality 
laws would apply. If a state created a combination Title XIX and Title XXI waiver 
demonstration project, the budget neutrality terms would have to be worked out from the 
onset of the demonstration, including how future federal matches for Medicaid would be 
made.24 

Another commonality of Section 1115 waivers is that they extend current eligibility. In 
particular, Section 1115 waivers enable states to receive federal monies for providing 
additional benefits or services beyond those currently covered, or expanding current 
services to a new population not currently served under Medicaid or SCHIP. 

Time is another feature inherent in all 1115 waivers. States typically are given five years 
to operate their waivers, although they may be subject to an annual renewal process for 
their continuation. It is also possible for states to be granted extension beyond five years 
to operate their demonstration projects. For example, Arizona has operated its entire 
Medicaid program as an 1115 waiver since it began in 1983. 

Finally, there also is an evaluation and reporting component to 1115 waivers. Each state 
granted a waiver must evaluate its project and provide the federal government with a 
report. Such an evaluation should include both specific state- and cross-state analyses of 
the impact of the expansion on the utilization, insurance coverage, expenditures (both 
public and private), quality of the services offered, access to these services, and customer 
satisfaction. Table 8.2 lists the states that have received state Medicaid expansions to 
cover parents through 1115 waivers, state income levels, and whether an assets test is 
required. 
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Table 8.2. State Medicaid Expansions to Parents through 1115 Waivers 

State Income Test (percent of FPL) Assets Test (Yes or No) 

Delaware 100% No 
Hawaii 100% Yes 
Massachusetts 133 % No 
Minnesota 275% Yes 
Missouri 100% No 
NewYork 1 150% Yes 
Oregon 100% Yes 
Tennessee"' 400% Yes 
Vennont 150% Yes 
Wisconsin' 185% Yes 
Washington 200% Yes 

Source: Barbara Lyon, Deputy Director, Kaiser Commission on Medicaid and the Uninsured, "Building on 

Medicaid and CHIP to Expand Coverage of the Low-Income Population," Presentation at the Families 

USA Annual Meeting, Washington, D.C., January 27, 2001. 

1 Expansion enacted but not yet implemented. 
2 Enrollment currently closed to adults. 
3 Granted a CHIP waiver to cover parents in January 200 l. 

Expanding Coverage through the State Children's Health Insurance Program 

States might choose to apply for an 1115 SCRIP waiver rather than an 1115 Medicaid 
waiver because they receive an enhanced federal match under the SCRIP program. The 
U.S. Department of Health and Human Services (DHHS) has indicated that it will 
consider waivers for proposals to expand health insurance coverage, improve enrollment, 
improve health care outcomes, and increase access to needed health care services. For 
example, a state might want to provide a health care-related benefit to SCIIlP enrollees 
that is not currently covered under either Medicaid or SCHIP, such as respite care for 
special-needs children. Or, a state might choose to create a public health care initiative 
that focuses on the needs of a specific group such as a state's Hispanic population, 
although this initiative does not replace any existing state public health services. A state 
might also choose to expand SCHIP to cover parents so that it can receive an enhanced 
federal match. 25 

In the State Medicaid Directors letter dated July 31, 2000, however, DHHS specified that 
any state applying for an 1115 waiver under SCRIP must first meet certain requirements. 
These include the following: 

• the state's SCRIP program must have been in operation for at least one year; 

• states must conduct evaluations of the SCRIP program and must have submitted the 
required reports pertaining to these evaluations; 

• each state must have submitted its enrollment reports; 
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• the state must prove that it has met the primary objective of the SCHIP program, 
which is to insure children up to age 19 in families with incomes up to 200 percent of 
the federal poverty level; and 

• if granted a waiver, states cannot have a waiting list nor can they close registration 
and enrollment of eligible children during the life of their demonstration projects.26 

It is important to clarify that DHHS will not consider proposals that would allow any of 
the following: 

• expansion of coverage to childless adults using SCHIP funds; 

• reduction in benefits; 

• cost-sharing above what is established under law; 

• coverage of a group if there is a high risk of substitution; 

• enabling Medicaid eligible children to be enrolled in SCHIP; and 

• elimination of the 10 percent limit for administrative expenditures. 27 

Expanding Health Insurance to Parents through. SCHIP 

While the majority of uninsured children are eligible for some form of public health 
insurance, a large number are still uninsured. Research has indicated that when parents 
are insured children are more likely to be enrolled and therefore more likely to get the 
care that they need. For example, a recent study by Ku and Broaddus found that family
based Medicaid expansions increased the Medicaid enrollment of Medicaid- eligible 
children who are not enrolled.28 Given the research, it would seem prudent to extend 
public health insurance coverage to parents. Since January 2001, 16 states have 
expanded Medicaid coverage by uti1izing different approaches, such as 1115 waivers and 
Section 1931, to provide health insurance to families who earn 100 percent of the Federal 
Poverty Level or higher. 29 In addition, as of January 18, 2001, three states, New Jersey, 
Rhode Island, and Wisconsin, have been granted SCHIP waivers. All three states will 
expand coverage to low-income parents with incomes above 100 percent of FPL. 30 Two 
of these states, New Jersey and Rhode Island, will expand the income eligibility 
guidelines for pregnant women. 31 

Initiatives that target populations other than children, such as parents, must adhere to the 
purposes of the SCHIP program and be designed with the end goal of insuring a greater 
number of children. Therefore, any waiver proposals to cover populations not targeted 
by SCHIP must provide evidence indicating that the state has adopted at least three of the 
following five policies and procedures, none of which have been adopted by Texas, in the 
health programs it offers to its children (including SCHIP and Medicaid): 

• joint mail-in application and similar application procedures for both SCHIP and 
Medicaid; 

• no assets test; 
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• 12-month continuous eligibility; 

• presumptive eligibility; and 

• a simplified redetermination and renewal process that allows renewal for eligibility 
by mail. In addition, for those states with separate SCHIP programs, if eligibility 
status changes states must facilitate an effortless transfer between Medicaid and the 
separate SCHIP program so that families are not required to fill out separate 
applications and children will not experience gaps in their coverage. 32 

In addition, those states which want to cover additional populations must cover the lower
income individuals in the group targeted by the waiver before including those with higher 
incomes. Also, populations other than low-income children cannot be covered at income 
levels higher than those applicable to children in a state. Therefore, since states must first 
cover the lower-income individuals in a group targeted by a waiver before including 
those with higher incomes, and because Medicaid eligibility levels for parents are 
generally low, states like Texas would first have to expand Medicaid for parents using 
either the section 1931 authority or a Medicaid 1115 waiver before expanding their 
separate SCHIP programs to higher-income parents whose children are enrolled in the 
separate SCHIP program. According to new federal regulations, once this has been 
accomplished states could then apply for a waiver to use their SCHIP funds to provide 
health insurance to a family. There is, however, a caveat. States applying for family · 
waivers must first demonstrate that covering a particular family would be cost-effective.33 

Furthermore, a state must show that the cost of providing family coverage would be equal 
to or less than the cost of providing coverage to an individual child. Cost-effectiveness 
will be assessed not only in a waiver request, but annually in the state's annual report. 
According to the regulations, states can compare these costs either on a case-by-case or 
an aggregate basis. If a state were to choose the aggregate cost method and fail to prove 
cost-effectiveness in its annual assessment, however, then from that point forward it 
would be required to prove cost-effectiveness on a case-by-case basis. This cost
effectiveness test makes it difficult to use SCHIP funds to provide health insurance to 
parents. As a result, several states are attempting to provide health insurance coverage to 
families through premium assistance programs, discussed in greater detail below.34 

If a state meets the SCHIP criteria, but has already implemented an expansion to parents 
on or before March 31, 2000, states may be eligible for the enhanced SCHIP matching 
funds, but only for those parents whose incomes are above 100 percent of the federal 
poverty line. The state would receive Medicaid matching funds for those parents below 
100 percent of the poverty line. 35 
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Table 8.3. Covering Adults with Children through SCHIP 

State Expansion Method Income Eligibility Level 

New Jersey SCRIP Waiver 200%FPL 

Rhode Island SCRIP Waiver 100-185 % FPL 

Wisconsin SCRIP Waiver 100-185 % FPL 

Adapted from: Department of Health and Human Services, "HHS Approves First SCRIP Waivers," 

Washington, D.C.: HCFA Press Office, January 18, 2001 (press release). 

As demonstrated in the above discussion, states have begun expanding health care 
coverage to parents using Medicaid and SCRIP funds. Specifically, some states have 
used Section 1931 to implement these expansions, while other states have pursued 
Section 1115 waivers under Medicaid, and, most recently states have begun to use 
SCHIP waivers. The Blue Ribbon Task Force on the Uninsured has recommended that 
the State of Texas pursue a federal waiver to extend family coverage under both 
Medicaid and SCHIP. Coverage can already be extended to families under Section 1931 
of Medicaid, without applying for a waiver, however. To extend coverage to families 
using SCHIP dollars, the state would in fact have to apply for a federal waiver under 
SCHIP. This particular recommendation goes on to urge that the waiver would 
specifically request that family coverage be provided under employer-sponsored 
insurance, if family coverage is cost-effective when compared to the coverage for the 
SCHIP eligible child alone. The premium assistance coverage option, using Medicaid 
and SCHIP dollars, will be discussed more thoroughly later in this paper. 

Expanding Coverage to Childless Adults 

Forty-eight percent oflow-income childless adults are uninsured.36 Seventy-one percent 
of these low-income adults work, but do not have employer-based health insurance.37 As 
mentioned earlier, the only way for a state to expand health insurance to its childless 
adult population and receive any type of federal funding is through a Section 1115 
waiver. States also have the option of using state funds to expand coverage to this 
group. As of January 2001, eight states have used an 1115 waiver to expand coverage to 
childless adults, and all have expanded coverage to at least 100 percent of the FPL. 
Several of these states have gone so far as to not have any income thresholds, although 
enrollees must pay a premium once they reach a set income level. Furthermore, one state 
has used state funds to provide coverage to this demographic group. Table 8.4 lists the 
states that have obtained 1115 waivers to cover childless adults, their methods of 
expansion, and their income eligibility levels. 
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Table 8.4. Covering Adults without Children 

State Expansion Method Income Eligibility Level 

Delaware Section 1115 1000/o FPL 
Hawaii Section 1115 100%FPL 
Massachusetts• Section 1115 133%FPL 
Minnesota Section 1115/State funded 175%FPL 
New York Section 1115 100%FPL 
Oregon Section 1115/State funded 100%FPL 
Tennessee Section 1115 No income threshold2 

Vermont Section 1115 150%FPL 
Washington State-funded No income threshold~ 

Source: Barbara Lyon, Deputy Director, Kaiser Commission on Medicaid and the Uninsured, "Building on 

Medicaid and CHIP to Expand Coverage of the Low-Income Population," Presentation at the Families 

USA Annual Meeting, January 27, 2001. 

1 Applies only to unemployed adults without insurance. 

2 Above 100 percent FPL, enrollees must pay premiums, deductibles, and copayments; enrollment frozen 
since 1995, except for limited adult populations. 

3 Above 200 percent FPL, enrollees must pay the full premium. 

Premium Assistance 

States have three options for pursuing premium assistance programs. Specifically, they 
can make an amendment to their state Medicaid plans under Section 1906, which Texas 
has already done; pursue a section 1115 waiver under Medicaid; or pursue a waiver 
under Section 2105( c )3 of Title XXI SCHIP. Some states actually have implemented a 
premium assistance plan that incorporates a combination of these three options. 

Premium assistance is designed to utilize private employer funds to provide health 
insurance to low-income working families. States can fund such as program using a 
combination of state and federal funding, or create a program entirely sponsored by the 
state. Premium assistance potentially could enable states to provide coverage to a greater 
number of children using a smaller pool of resources, or enable them to insure a larger 
number of people by extending coverage not only to children but to their parents using its 
original available resources. 

Both Section 1931 and the new SCHIP regulations have provided states with new 
opportunities to expand coverage to those at higher income levels. Given that families at 
higher income levels are more likely to have a working parent with access to employer
based insurance, these families would be more likely to qualify for premium assistance. 
The CHIP law also allows states to apply for a ''variance" from HCF A that permits the 
purchase of family health insurance through a group plan that includes coverage for the 
children targeted by CHIP. Texas, as well as other states, may be interested in 
subsidizing private coverage for working families for the following reasons:38

,3
9 
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• Employed Medicaid/SCIIlP-eligible individuals and families could take advantage of 
their employer-sponsored health plans, which would enable states to stretch their 
limited public funds by sharing the cost of health care coverage with employers and 
taking advantage of the money employers already are willing to spend on health 
insurance. 

• Since premium assistance builds on~ employment-based coverage, it may 
be able to reach children whose parents want to avoid the stigma of participating in a 
public program. 

• Insuring families under a single health plan may increase the likelihood that children 
in these families will access health care services. 

• Premium assistance is consistent with the goal of welfare refo~ which is to 
encourage self-sufficiency through employment. Employment-based benefits help 
strengthen attachment to the workforce by parents with modest incomes. 

Eligibility for Premium Assistance Programs 

To be eligible for private coverage buy-in programs individuals must, at the minimum, 
be: 

• eligible for the public program (SCIIlP, Medicaid, or a state-only program); 

• have access to employer-based coverage or other private coverage that is comparable 
to the public option; and 

• finally, children applying for SCIIlP must have been without insurance for six 
months before they can benefit from the premium assistance program. 

It should be noted, however, that under the new SCIIlP final regulations states have been 
given some flexibility to formulate exceptions to this six-month requirement of 
uninsurance. Exceptions to the rule could include economic hardship, job changes to 
employers who do not offer health insurance, and involuntary losses of health 
insurance. 40 In addition, the secretary of health and human services has the authority to 
modify the six-month waiting period requirement if deemed necessary.41 It is also 
important to note that the six-month waiting period is not applicable to children insured 
through Medicaid under section 1906 of the Social Security Act. 

Section 1906 

The Health Insurance Premium Payment Program (IIlPP), created under Section 1906 of 
the Social Security Act, allows states to subsidize employer-sponsored plans when it is 
cost-effective for them to do so. States must pay premiums, but they are not required to 
pay for deductibles or copayments, although they can use Medicaid funds for all cost
sharing elements. The key to this program is cost-neutrality. Specifically, states cannot 
spend more to subsidize an individual than they would have spent to cover them under 
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the state Medicaid program.42 Additionally, given Medicaid's extensive benefits and low 
cost-sharing, states must bring employer-sponsored insurance up to the same standards by 
providing wraparound benefits and cost-sharing, both of which are factored into the cost
effectiveness test. Texas is one of the few states currently operating a HIPP program; it 
currently serves 3,000 people.43 

Premium Assistance Programs under Medicaid Section 1115 and SCRIP Waivers 

States also may choose to implement premium assistance programs using an 1115 
Medicaid waiver or SCHIP. Before they can implement one of these programs, however, 
they must meet several requirements. These include a benefits benchmark, cost-sharing, 
and cost-effectiveness requirements.44 

Beneflls 

Premium assistance programs first must provide coverage that matches the benefits 
offered under Medicaid/SCHIP health plans. The state must provide the same benefits 
that beneficiaries receive under the state's regular Medicaid program, including those 
services required by law as well as any "optional" benefits states have chosen to cover 
under their Title XIX State Plans. With respect to SC HIP, health plans must be 
equivalent to one of the following options: 

• the commercial HMO plan in the state with the largest enrollment; 

• the state employee plan; 

• the Federal Employees Health Benefit Plan standard option PPO; or 

• coverage deemed "benchmark-equivalent."45 

Cost-Sharing 

Second, coverage under a premium assistance program must meet the same cost-sharing 
stipulations required under regular Medicaid and SCHIP programs. Under Medicaid 
rules, states cannot impose any cost-sharing on children under age 18, and only nominal 
cost sharing can be required of nonpregnant adults. Under SCHIP, the following 
requirements apply to premium assistance programs: 

• no cost-sharing for well-baby, well-child, and immuniz.ation visits; 

• families with income under 150 percent of the Federal Poverty Level may pay no 
more than the Medicaid-level of copays (including $3 office visits); and 

• families covered by SCHIP that have incomes under 150 percent of the federal 
poverty level may pay no more than 5 percent of their total income for cost sharing in 
a given year.46 
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Cost-Effectiveness 

Third, states must provide evidence that their premium assistance proposal is cost 
effective or budget neutral. More specifically, states must show that providing health 
insurance under the premium assistance option does not cost the federal government 
more money than it would have spent under traditional circumstances. Under Medicaid, 
states may include adults as well as children, or families, in the cost-effectiveness 
equation, whereas under SCHIP only children are included in that equation (i.e., it cannot 
cost the state more money to insure both parents and children than it would have cost the 
state only to insure the children). Included in this equation is the cost of wrap-around 
benefits that must supplement a private plan that fails to meet the standards of the public 
plans. As a result, to determine whether the purchase of employer-sponsored coverage 
meets the cost-effectiveness test, states need information on the benefits covered by the 
private plan and the amount of the premium that employers expect employees to 
contribute. (See Appendix H for a description of the design of the premium assistance 
programs of two states, Iowa and Massachusetts).47 

In some instances it can be economical for the state to buy into a family plan that would 
cover noneligible family members as well as eligible ones. For example, ifthe cost of 
buying into an employer family plan (employee, spouse, and two children) is less than 
subsidizing the cost of two children in a public program, then the state could extend a 
subsidy to the individual (the spouse) who is technically not eligible. Conversely, 
problems arise pertaining to the cost-effectiveness of the premium assistance option for 
smaller families (such as an employee and only one child).48 

Concerns about to the Creation of Premium Assistance Programs 

Several concerns arise when creating a premium assistance program, including crowd
out, administrative burdens associated with paying the subsidy, and employer concerns, 
such as unequal treatment of families with similar incomes, lack of confidentiality, and 
reluctance on the employer's part regarding a partnership with the government. 

Crowd-Out 

One problem often associated with premium assistance is known as "crowd-out." It 
pertains to the substitution of public funds for private funds. Substitution can occur in 
two ways: insured employees may drop private coverage to enroll in a Medicaid or 
SCHIP program, and/or employers may reduce their contribution toward the cost of 
dependent coverage or drop dependent coverage altogether because of high costs or there 
being a viable public option for health insurance available to families. For example, 
employers with low-wage workers may decide to cut costs by eliminating dependent 
coverage, as medical assistance programs likely would cover their employees' children. 
Higher-wage workers or higher-income families in that same company, however, would 
no longer be able to get coverage, either through the company or the government. 

In the short term, decisions resulting in crowd-out will likely take place at the individual 
level. For example, when faced with the option of paying for their children to have 
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insurance through their employer, or applying to place them in the SCHIP program, a 
family with children might choose the latter because it would more than likely cost the 
family less money. In the long term, crowd-out could occur at the industry level. As new 
and existing firms reevaluate their financial positions, fewer employers may choose to 
provide health insurance benefits to their employees' dependent children or may reduce 
their contributions.49 

To deter crowd-out under the SCHIP premium assistance programs, children must have 
been without insurance for six months before they can receive benefits. It should be 
noted, however, that under the new final regulations, states have been given some 
flexibility to formulate exceptions to this six-month requirement. Exemptions to that rule 
could include economic hardship, job changes to employers who do not offer health 
insurance, involuntary losses of health insurance, and modification of the six-month 
waiting period by the secretary of health and human services if deemed necessary. 50 

Additionally, the six-month waiting period does not apply to children insured through 
Medicaid under section 1906 of the Social Security Act. 

Administrative Burdens 

There also are administrative burdens inherent in the premium assistance option, which 
create new costs to state Medicaid and SCHIP budgets. For example, in order for states 
to use Medicaid or SCIIlP funds to buy into employer-based insurance, mechanisms must 
be in place to pay these funds to enrollees. States can choose to make subsidy payments 
to employees, employers, insurance carriers, or intermediaries, such as purchasing groups 
or brokers.51 

Making payments to any of these entities will likely result in new costs and/or barriers. 
In particular, in such cases, employers who do not directly benefit from the program 
could incur additional costs arising from additional administrative duties. Or, employees' 
disposable income could be negatively affected in the short run if they are required to pay 
deductibles and then wait for reimbursement. Some fear that under this option employees 
could abuse the system by claiming to have insurance, when in fact they do not, in order 
to receive payments from the government. (To address this fear, some states require 
employees to turn in photocopies of their paycheck stubs to verify the deduction of health 
insurance premiums.) Regardless of who takes on the administrative duties and what 
type of safeguards are put into place, such a program will carry with it additional 
administrative costs that must be considered by state governments when they develop 
their proposals. 

Inequities 

Employers have several other concerns with the premium assistance program apart from 
the administrative burden. First, some employers see premium assistance as unfair 
discrimination among employees with similar wages. More specifically, because of the 
six-month uninsurance requirement, employees who currently were or at some point 
within the past six months were covering their children would be denied entry into the 
program.52 
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Lack of Confidentiality 

Another concern that has been raised is lack of confidentiality. Employers who offer the 
premium assistance option would be aware of a family's income levels and their public 
subsidy program status. s3 

Fear of Government Partnership 

Additionally, some employers fear having to forge a partnership with the government, 
and as a result may be hesitant to participate in the premium assistance program. 54 

In conclusion, it should be noted that there are benefits and drawbacks to premium 
assistance programs. Overall, states with implemented premium assistance programs find 
the effectiveness of such programs to be generally limited. 1bis is fundamentally 1rue 
because most of the parents of uninsured children do not have access to employer
sponsored insurance. Those parents with access often have premium costs too high for 
effective premium assistance. 

Expansion of Medicaid to the Disabled and the Elderly 

The Social Security Administration's State Partnership Initiative 

Increasing access to health insurance for the disabled has been an area of growing 
concern and action for federal administrators and legislators. The Social Secmity 
Administration (SSA) took the first major step in this area by carrying out President 
Clinton's Executive Order 13078, "Increasing Employment of Adults with Disabilities." 
1bis order aimed to help states develop innovative and integrated programs of service 
and support for residents with disabilities throughout the state. The SSA began the State 
Partnership Initiative as a direct result of this order. Under the initiative, 12 states 
entered into five-year cooperative agreements to develop projects that would increase job 
opportunities, enhance the coordination and delivery of rehabilitation, employment, and 
other support services available to adult recipients of Supplemental Secmity Income, SSI 
(these programs are designed for SSI beneficiaries who are either blind or disabled) or 
Social Security Disability Insurance, SSDI. The overriding objective of this program is 
to assist these individuals in returning to work, or working for the first time, and in the 
long run to reduce their dependence on SSI and SSDI benefits.ss 

The first set of research and demonstration waivers under this act was enacted in January 
of2001. These waivers, known as the SSI Work Incentive Demonstration Project, are 
being carried out in California, New York, Vermont, and Wisconsin. These projects seek 
to discover ways to give states more flexibility with their SSI programs as they tackle 
barriers to employment such as health care faced by the disabled in a particular state. 
Increasing Medicaid benefits through a buy-in and health care support are integral 
elements of Vermont and Wisconsin's demonstration waivers. The four pilot programs 
show the diversity in states' needs; none of the demonstration projects are exactly the 
same because of differences in the state's Medicaid program, supplement to SSI, 
workforce policy, or interpretation of the Ticket to Work and Work Incentives 
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Improvement Act of 1999 (TWWIIA). The SSA's initiative encouraging disabled 
individuals to enter or return to work predates TWWIIA, the major legislation on this 
issue. Keeping the demonstrations within this initiative flexible will be a challenge as 
states implement their version of TWWIIA. If better programs are developed through the 
State Partnership Initiative, all states, including Texas, will benefit.56 

Ticket to Work and Work Incentives Improvement Act of 1999 

The Balanced Budget Act of 1997 allowed states to provide Medicaid coverage to 
working individuals with disabilities who did not qualify for Medicaid because of their 
earnings through a provision, known as Section 4733, which permitted states to create a 
new optional categorically needy Medicaid eligibility group. The TWWIIA legislation 
passed in 1999 expanded on the 1997 provision by creating two new optional 
categorically needy Medicaid eligibility groups: 1) the Basic Coverage Group and 2) the 
Medical Improvement Group. 

The Basic Coverage Group 

Similar to the group coverage created through the 1997 BBA, the Basic Coverage Group 
allows states to provide Medicaid to working individuals with disabilities who would not 
otherwise qualify because of their income. However, the Basic Coverage Group goes 
beyond the original provisions, as it allows states to cover disabled individuals whose 
families earn more than 250 percent of the federal poverty level. It also allows states to 
establish their own income and resource standards. 57 

The Medical Improvement Group 

The second optional group, known as the Medical Improvement Group, can also be 
created in a state through TWWIIA. This group would consist of individuals with 
medically improved disabilities who lose their SSI coverage because of their improved 
condition. A states opting to create a Medical Improvement Group must cover the same 
benefits for individuals in this group as it covers for those individuals in the Basic 
Coverage Group. 

Provisions of TWWIIA 

States are allowed to impose sliding-scale premiums and other cost-sharing mechanisms 
based on the participant's income from the Basic Coverage Group and the Medical 
Improvement Group. If a covered individual makes over $75,000 in income a year, the 
state is required to charge the recipient 100 percent of the premium for the state's 
Medicaid coverage. 58 

TWWIIA in Texas and Other States 

Texas is currently reviewing legislation to enact some of the provisions of the Ticket to 
Work and Work Incentives Improvement Act. The bill, HB 1087, introduced by 
Representative Garnet Coleman in the 77th Texas Legislature, will allow Texas to create 
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a demonstration project that includes both optional groups, the Basic Coverage Group 
and the Medical Improvement Group, through 2003. Several states have already enacted 
similar legislation and have been approved by the Health Care Financing Administration. 

The federal government has also provided states the opportunity to build upon the basics 
of TWWIIA by allowing them to develop and apply for a Demonstration to Maintain 
Independence and Employment and/or a Medicaid Infrastructure Grant. The 
Demonstration to Maintain Independence and Employment allows states to provide 
health care services and support for individuals with physical and mental impairments 
before the onset of a disability.59 Specifically, it will enable individuals with chronic 
conditions to obtain the care they need without having to quit their jobs. This program 
will alleviate their fear of losing health insurance if they continue to work. Rhode Island 
and Mississippi are the first two recipients of this demonstration grant. Congress has 
authorized $250 million to be spent on demonstrations in the next six years. 

Twenty-four states and the District of Columbia have been granted the Medicaid 
Infrastructure Grant for 2001. The Infrastructure Grants were designed to he1p states 
create a mechanism for individuals with disabilities to purchase health coverage through 
Medicaid. A common fear among individuals with disabilities is that they will lose their 
health coverage if they choose to return to work. This program seeks to alleviate this 
barrier to work. Grant money can be used to provide disabled individuals with personal 
assistance or supports. It can also be used by the state to help employers develop ways to 
gain better access to disabled workers, train staff in new employment opportunities, 
and/or improve transportation and other similar supports that individuals with disabilities 
must rely upon. 60 

Medicaid and the Elderly and Disabled 

When discussing issues of the uninsured, the elderly often are a forgotten group (all 
programs discussed in this section apply to the disabled if they are eligible for SSI or 
Medicare because of their disability). Few individuals over 65 are considered uninsured 
because a vast majority are entitled to Medicare benefits. Certain individuals 65 and over 
are not eligible for Medicare. Specifically, if neither the individual nor his/her spouse 
participated in employment long enough to contribute for the required number of 
quarters, they are not covered by Medicare Part A, although it is possible for these 
individuals to buy into Medicare Part A. Part B is available to all individuals over 65 
who pay the monthly premium. 

Medicare benefits are entitlements offered to most elderly people due to age and work 
history, unlike Medicaid benefits, which are means-based. Although most low-income 
elderly individuals have the basic benefits of Medicare, they often do not have sufficient 
coverage to allow them to receive expensive and specialized extensive health services, 
and are forced to spend large percentages of their income on health care. 

Medicaid offers two general forms of medical coverage to help low-income elderly and 
disabled individuals. The first is the basic Medicaid benefit package or full benefit 
eligibility; this includes physician, hospital, nursing facility, prescription drug, and other 
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services, as well as assistance with the Medicare premium and cost-sharing requirements. 
The second form of medical coverage offered to Medicare beneficiaries through 
Medicaid includes assistance with their premiums, deductibles, and coinsurance. Table 
8.5 gives an overview of these program and eligibility levels. 

Full Benefit EUgibiliJy 

Federal law stipulates that full benefit eligibility is to be achieved through the 
Supplemental Security Income (SSij Medicaid Benefit. Thus, Medicaid automatically 
covers individuals who are eligible for SSL Those with incomes of less than 74 percent 
of the federal poverty level are eligible for the SSI benefit in Texas, and therefore receive 
full Medicaid benefits, which, for someone already on Medicare, include prescription 
drugs, long-term care, and Medicare Part B premium and cost-sharing. This population is 
known as the dual-eligible. 

For those not eligible for full benefits, the federal government offers four programs 
collectively called the Medicare buy-in to help low-income seniors and disabled receive 
the health care they need. These programs, which offer a range of services from broad 
coverage to premium assistance, are a means-tested entitlement that are more difficult to 
begin receiving than the automatic Medicare health care coverage. These programs 
include the Qualified Medicare Beneficiary (QMB) program, Specified Low-Income 
Medicare Beneficiary (SLMB) program, and Qualified Individuals 1and2 (QI-1 and 
QI-2). 

Although the cost-assistance programs provide a needed benefit, participation rates are 
low. In short, they are not reaching everyone who qualifies and needs these programs. In 
1998, Families USA estimated that approximately 684,000 low-income Texan Medicare 
beneficiaries were eligible for an aspect of the QMB or SLMB buy-in based on their 
incomes, but between 370,000 and 404,000 were not receiving the buy-in.61 This means 
that 54 to 59 percent of eligible low-income Texans are forced to pay for or go without 
medical services they are entitled to receive. 
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Table 8.5. Texas Medicaid Eligibility for Low-Income 
Medicare Beneficiaries, 2001 

Beneficiaries Receiving Full Medicaid Benefits 

Income Test lMonthlvl As.wts Limit 
SSI Medicaid Beneficiaries* Gross $550 {Individual) $2000 (Individual) 

Gross $816 (Counle) $3000 (Counle) 
Nursing Home Medicaid Gross $1,590 {Individual) $2000 (Individual) 

Gross $3,180 (Couole) $3000 (Connie) 
Medicallv Needy {not urovided in Texas! f not orovided in Texml 

Beneficiaries Receiving Medicaid Assistance with Medicare Premiums and Cost-Sllaring 

Cateeorv Familv Income Resource Test Medicaid Test Entitlement 
QMB ~ I 00°/o FPL $4,000 {Individual) All Medicare Yes 

$6,000 (Couple) premiums and cost-
sharin2 

SLMB I OO°/o-120% of $4,000 (Individual) Medicare Part B Yes 
FPL $6,000 (Couple) monthly premium 

QI-I 1200/o-135% of $4,000 (Individual) Medicare Part B No (subject to 
FPL (first come, $6,000 (Couple) monthly premium annual federal 
first served basis) - -· can) 

Ql-2 135-175% ofFPL $4,000 {Individual) 2.5% of the Medicare No (subject to 
(first come, first $6,000 (Couple) Part B monthly annual federal 
served basis) premium (pays $125 funding cap) 

per month) 

Adapted from: Area on Aging of the Capital Area, Eligibility Table (Austin, Texas: Area on Aging of the 

Capital Area, 200 I), p. 1; Ellen O'Brien and Diane Rowland, Medicare and Medicaid for the Elderly and 

Disabled Poor (Washington, D.C.: The Henry J. Kaiser Family Foundation, 1999), p. 8; and Andy 

Schneider, Kristen Fennel, and Patricia Keenan, Medicaid Eligibility for the Elderly (Washington, D.C.: 

The Henry J. Kaiser Family Foundation, 1999), p . 13. 

*Individuals on SSI are automatically eligible for Medicaid. The SSI eligibility level is below 74% of the 

FPL in Texas. 

Federally Provided BenejiJs 

The federal government pays for 60.6 percent of the deductible for the QMB and SLMB 
benefit in Texas. The federal-state match program in the state pays the remaining 39.4 
percent The QI benefits are paid for entirely by the federal government (the QI 
programs are federally funded through a block grant created in the BBA of 1997). This 
program is funded through FY 2002. The premium for Medicare Part B is deducted from 
the recipients' Social Security checks, but for those who qualify for QMB, SLMB, and 
QI-I benefits, no money is deducted from their monthly Social Security benefit. QI-2 
beneficiaries have a reduced premium deduction taken from their benefit. 

142 



Providing Medicaid to More Elderly and the Disabled 

Several options exist to provide more Medicaid coverage to low-income Medicare 
recipients in Texas. One federally matched method would be to grant Medicaid 
eligibility to all elderly and disabled at or below 100 percent of the FPL with assets at the 
SSI level of $2,000 per individual or $3,000 per couple. Increasing this eligibility level 
would provide the QMB population with full Medicaid benefits. This would ensure 
prescription and long-term coverage to elderly and disabled individuals whot fall between 
74 and 100 percent of the FPL. This methodology is less restrictive than the 1972 
Income and Resource Standard currently in use. States can also use Section 1902(r)(2) to 
create less restrictive measures of income and assets to further expand full Medicaid 
benefits to low-income populations (for example, if a state disregarded $50 of monthly 
income, eligibility to seniors would expand to those who have monthly income $50 above 
the poverty line). 62 

This same tactic can be used with the SLMB program that aids beneficiaries with income 
between 100 percent and 120 percent of the FPL. Texas could eliminate the resource test 
to ensure that those with incomes within the SLMB bracket are assured assistance in 
paying for the Medicare Part B premium. Another possible option to be applied to the 
SLMB income level would disregard certain types of income, making individuals 
between 100 to 120 percent of the FPL eligible for more generous entitlements such as 
cost-sharing or full Medicaid benefits. These income disregards would have a domino 
effect and allow some Medicare beneficiaries with incomes above 120 percent of the FPL 
eligible for SLMB. 

Another option to help seniors obtain health care at lower cost is to supplement their 
monthly SSI payments with state payments. If Texas were to utilize this option, it could 
also opt to continue to offer Medicaid coverage to these individuals. As of 1999, 24 
states offered this benefit to their low-income seniors and disabled individuals receiving 
SSL The monthly supplements vary from a few dollars in some states to $364 in Alaska. 
States can opt to supplement only specific groups, such as individuals living in group 
facilities, or to supplement all recipients of SSI in the state. 63 

A Federal Problem with Medicaid/or the Elderly and the Disabled 

A final option to help the elderly and the disabled receive health insurance through 
Medicaid would be to increase the "medically needy" level. In Texas, individuals are 
required to spend at least 24 percent of the federal poverty level per month to be eligible 
for Medicaid through the medically needy pathway. Texas is limited by federal law, 
which permits states to set spend-down levels up to 133 113 percent of the state's 1996 
AFDC (Aid to Families with Dependent Children) payment level.64 Thus, action must be 
taken on the federal level because of the 17 percent of federal poverty level income 
standard used in Texas for AFDC eligibility in 1996. This problem needs to be addressed 
as it creates the problem of inequity between those eligible for SSI and those who have 
incomes just above the SSI level and are therefore ineligible for Medicaid. 
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Outreach Options for Low-Income Elderly 

The preceding state expansion options describe a variety of approaches Texas and the 
federal government could use to further reduce the number oflow-income Texans who 
go without eligibility for necessary services in their state-provided health insurance. A 
concerted outreach effort must be made to reduce the number of individuals eligible for 
but not receiving benefits. Such an effort should inform and simplify the buy-in 
application process for this aging population. The Social Security Administration and the 
Health Care Financing Administration are the agencies that would be most closely 
involved. This outreach effort should include three main components: 1) identification 
and notification, 2) simplification of the application, and 3) enrollment through Social 
Security offices. 

In 1998, the SSA created a Medicare buy-in demonstration project resulting from a 
congressional mandate that included different administrative models which were used to 
test six targeted outreach procedures. For example, two models examined the effects of 
enabling seniors to receive Medicaid information through Social Security rather than 
through county Medicaid offices, which tend to have a welfare stigma. The models were 
developed to test their effectiveness in inducing eligible elderly and disabled populations 
to enroll in the Medicare buy-in programs. These pilot programs yielded modest results. 
The targeted individuals often had income or assets that precluded their eligibility for the 
buy-in. The demonstrations also found that application requests did not necessarily 
matriculate into program participation, although the individuals who utilized the phone-in 
option were a source of substantial enrollment, particularly when SSA or state workers 
assisted respondents with the application process.65 It therefore may be beneficial for 
individuals eligible for the buy-in in Texas to have the state establish a means of 
distributing information connected to call centers, which would provide guidance 
throughout the buy-in application process. 

Conclusions 

This paper has described some of the federal options available to the state of Texas for 
addressing the problem of the uninsured: targeted simplification efforts, including 
continuous eligibility, presumptive eligibility, and transitional eligibility; and program 
eligibility expansion efforts, which include Section 1931, income disregards, the 
medically needy, Section 1115 waivers, SCHIP waivers, and premium assistance. The 
final section of this paper discussed Medicaid expansion options that focus on the 
disabled and the elderly. Additionally, recommendations from the Texas Blue Ribbon 
Task Force on the Uninsured were presented. 

A number of states have implemented at least one approach to covering their uninsured 
populations, and some have used a combination of approaches. Furthermore, many of the 
options discussed throughout this paper would only require an amendment to the Texas 
State Medicaid Plan or the Texas SCHIP Plan and therefore could be implemented more 
easily than those which expand coverage through Section 1115 waivers. 
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According to a 2000 report released by the Council of Economic Advisors to the 
President and a recent issue of Health Affairs, a combination of both private and public 
incentives would insure the greatest number of people who are currently without 
insurance coverage. Private options include tax credits and medical savings accounts. 
The council found, however, that while tax credits likely would affect the greatest 
number of people, this option also would cost the government the most money. Direct 
provisions, such as insuring parents under Medicaid or SC HIP, would be the most 
efficient option because these programs reach the lower-income uninsured for a relatively 
small cost compared to the benefits being offered. 66

•
67 

Expanding coverage through public programs like Medicaid and SCHIP has its 
advantages, especially when the public policy goal is to expand coverage to low-income 
vulnerable populations, those who would benefit from specific types of public expansion. 
Using such information of this nature, Texas must continue the dialogue and choose the 
most effective options as it strives to increase the number of insured individuals in the 
state. 
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Chapter 9. 
Insuring Small Groups in Texas: 
Obstacles and Potential Solutions 

by Katy Fallon and Vidhya Sriram 

In Texas, small businesses employing fewer than 50 employees comprise more than 40 
percent of the group market.1 Historically, these groups have had the most difficulty 
accessing affordable health insurance because insurers do not readily target clients whom 
they feel are potentially risky or who incur relatively higher administrative expenses.2 

Dr. Rogers Coleman, of Texas Blue Cross Blue Shield, suggests that these smaller groups 
inherently have the hardest time obtaining affordable health insurance for three primary 
reasons: high acquisition cost per member, stronger burden of sickness or morbidity 
index, and the ~eneral affordability of expenses peripheral to the actual costs of running 
the businesses. First, smaller groups have higher acquisition costs because of the 
expenses involved in administering health insurance to these groups. A small business 
generally has one agent process the paperwork for all of its employees manually. 
Applications for insurance as well as claims are hand-written forms that are processed for 
each employee individually. On the other hand, large businesses are able to input the 
applications of hundreds of employees electronically, therefore cutting down on the time 
and cost of administering health insurance to these groups. The overall outcome is that 
the administrative costs are proportionately much higher for smaller groups than for 
larger groups, and this cost is written into the cost of insuring the employees of a small 
business. This in large part contributes to the high cost of insuring employees of small 
businesses. 

Another primary reason that smaller groups are harder to insure is their high morbidity 
inde~ or rather the burden of sickness within the group. In essence, the risk of insuring a 
small group is much higher than that of insuring a larger group because a small group 
will not be able to spread the risk of any one individual falling ill, thereby increasing the 
cost of insuring the whole group. For example, Humana's groups of2 to 3 lives run 
about 20 percent more in claim costs than their groups of 4 to 9 lives.4 One sick or 
elderly person in a group can drastically affect the morbidity index and therefore the cost 
of insurance for the group. On the other hand, a large business with hundreds of 
employees can spread the risk of any one employee falling ill over a very large group, 
thereby lowering the cost of insuring the entire group. 5 

Finally, the most obvious reason that small groups are difficult to insure is that small 
businesses have less flexibility in their cash flow and often health insurance is a benefit 
many fledging businesses cannot afford. This lack of operating income of most small 
businesses keeps many members of the group from being able to afford basic health 
insurance rates that are regularly subject to change.6 

151 



Legislative History 

Legislators have recently become aware of the obstacles that small businesses have to 
endure when trying to insure their employees. Several legislative efforts have been made 
to enable small groups to have access to affordable health insurance. Beginning with the 
federal Health Insurance Portability and Accountability Act of 1996 (HIP AA), an insurer 
in any state is required to offer insurance to all small groups in that state if they wish to 
insure any single small group. Section 2711 of the HIP AA requires insurers to sell health 
insurance to any small group of 2 to 50 people that applies for such coverage. Under this 
act, even groups with members who have pre-existing major medical problems are 
guaranteed to receive coverage. The only way a carrier may seek exception to this rule is 
not to sell insurance to any small group at all. 

State laws, as well as HIP AA, are geared towards getting small groups of 2 to 50 
employees easy and affordable access to health insurance. HB 2055, passed in 1993, was 
the first time the Texas Legislature dealt with guaranteed issue. Under this law, all 
carriers that choose to insure within a certain market are forced to accept any group 
within that market defined as a legitimate business. They cannot refuse to take a group 
based on health conditions, industry, size of group, or any other factor that would 
increase the risk to the carrier. In Texas, HB 2055 provided guaranteed issue for groups 
of 3 to 50. Subsequently, in 1997, HB 1212 brought Texas into compliance with HIPAA 
regulations regarding guaranteed issue, specifically bringinf the minimum group size 
requirement from three to two employees for small groups. 

There were several problems with this law that were not seen at the time, however. At 
the outset, then-Governor Ann Richards' plan mandated that there would be only three 
plans that could be sold to small employers. 8 Many groups disputed this requirement 
because this severely limited the choice of plans available to employees. This left 
inadequate flexibility for the employers to choose a plan that best suited the needs of that 
group. This clause in HB 2055 was amended to allow carriers to include their normal 
range of plans along with the basic three plans and no longer so severely limited the 
choice of plans available to employers and clients. 

Clauses within HB 2055 also made it difficult for employers to insure even their 
healthiest employees adequately. HB 2055 disallowed employers from insuring only part 
of a group. For instance, if a business employed seasonal workers that the employer was 
not willing to insure, that employer would not be allowed to insure any of his full-time 
employees separately. Furthermore, any employee working more than 30 hours a week is 
considered full-time, so restaurants are under pressure to keep wait staff working less 
than 30 hours a week in order to insure only full-time, permanent management. This 
provision may have actually increased the number of uninsured in the state because many 
businesses with part-time or seasonal employees chose not to insure any of their 
employees rather than insure their entire workforce, including the part-time and seasonal 
help.9 
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Texas House Bill 369 in 1997 eliminated some of the problems in the original legislation. 
Also in 1997, HIPAA was enacted at the federal level. By this point, however, several 
interested carriers had already dropped out of the market. Many carriers found that the 
only way to stay in the market was to raise the rates to three or four times the normal rate 
if they were no longer allowed to decline a particularly risky individual or group. 10 

Obstacles Faced by Small Businesses 

Given all these regulations guaranteeing insurance availability to all groups regardless of 
size or risk, carriers have still managed to deny certain small groups access to health 
insurance. An obstacle many small businesses have to face when trying to find health 
insurance for their employees is searching for an agent to market insurance to their group. 
Since the paperwork and personnel time invested are proportionately higher for these 
small groups, agents' commissions when marketing to small businesses are sometimes 
higher than they would otherwise be for large businesses. For example, some agents 
require a commission of up to 12 percent on smaller groups, although the same agent may 
only make a commission of 6 percent on a much larger group. 11 This disparity causes 
many carriers to provide disincentives to agents who market health insurance to small 
groups, thereby cutting the overhead that they will have to pay agents. Some carriers 
have employed techniques to discourage agents from selling insurance to small groups by 
setting agents' commissions for these groups so low that agents have little or no incentive 
to target these groups. 12 

Carriers have found that another effective way to bypass guaranteed issue laws is to 
provide a disincentive to agents who sell health insurance policies to small businesses. 
Carriers ceased to pay adequate commissions to agents in order to discourage them from 
marketing policies to these groups of 2 to 50, specifically the "baby groups" of 2 to 5. 
Agents simply inform the carrier that a particular group is eligible for coverage but the 
agents themselves do not actively pursue small groups. The group therefore does not 
have a representative and is quoted a rate determined by the carrier. Some carriers have 
also stopped renewing the licensing appointments of agents who have brought in 
unhealthy business. Carriers have chosen not to renew an agent's license with that 
particular carrier ifthe agent sells to particularly small and therefore riskier groups. The 
consequence of this is that many small businesses do not benefit from fair marketing 
practices and therefore do not receive adequate information on how to insure their 
employees. 13 

Another way insurers discourage agents from marketing policies to potentially risky 
groups is by setting high premiums that agents will not be able to market. Carriers in 
Texas have a 25 percent rate band between what the high-risk and low-risk groups are 
quoted as their premium rates. In other words, a carrier can charge a low-risk group 25 
percent less than its standard rate for a product and charge a high-risk group 25 percent 
more than the standard rate. Consequently, a carrier that decreases the index rate below 
the market rate will be reducing the premiums for both of these groups. Agents 
marketing these plans will target high-risk groups that will readily change plans due to 
any change in premium rates. However, since agents receive a percentage of what the 

153 



employer is charged as their commissio~ they have little incentive to market these plam 
to low-risk groups that already have low-cost plans. A plan that costs less than the index 
rate will therefore reduce agents' commissions and will most likely not be marketed as 
aggressively by agents. Alternatively, carriers who price their index rates higher than th& 
market will avoid getting high-risk groups who will not enroll in the program due to the 
disparity in pricing between carriers. Agents will also market these policies more 
aggressively because as premiums increase, agents' commissions also increase 
proportionally. 14 Ultimately, all of these targeting schemes allow carriers to increase 
their premiums by the allowable rate and still be able to promote their policies 
aggressively to stay competitive in the market. 

Using reduced compensation schedules as well as providing other disincentives to agents 
selling to small employers is a direct violation of the state's Unfair Trade Practices Act is 
Under this act, any action taken by a carrier to deflect business from high-risk groups is 
prohibited. Also, premium rates are calculated using agents' commissions as a factor in 
the final quote. Therefore, any carrier that abandons its normal marketing policies to 
divert business from small groups is using inaccurate premium quotes in its normal 
marketing system. This is also a circumvention of insurance reform legislation as stated 
in HIP AA. However, these tactics are still employed by many insurance carriers to avoid 
providing coverage to the small group market In order to reform the treatment of small 
groups effectively, these insurance practices will need to be monitored adequately and 
appropriate reminders legislated. Both the Texas Department of Insurance (IDI) and the 
Health Care Financing Administration (HCF A) have acknowledged these practices to be 
inconsistent with the guaranteed availability provisions of HIP AA and the Texas 
Insurance Code. 16 However, carriers can continue to avoid these HIP AA reforms despite 
these laws and codes. 

Texas Small Group Rating 

The rates that many small business owners are quoted when applying for health insurance 
vary drastically from group to group and may depend on the health status of the entire 
group. Agents that market to small businesses generally assess the health status of 
individuals and then proceed to quote several rates from different carriers. The rates may 
also vary depending upon the characteristics of the individual such as age, sex, and 
whether the employee will be applying for family coverage (see Appendix I). Carriers 
are required to set a minimum index rate that will be the basis for applying the rate band 
that is dependent on the risk of the group. Carriers in Texas must file their index rates, 
along with the variability in rates dependent upon health risk, with the Texas Department 
of Insurance. Carriers, not TDI, determine these index rates, but most rates are 
determined by competition with other insurers and therefore do not vary much between 
carriers. Once the rate has been filed and approved, that index is fixed in reference to the 
rate bands that are specified by TDI (see Appendix I). 

A particularly healthy low-risk group will be quoted the index rate or the "street rate," m 
agents refer to it. These stripped-down numbers are the advertised amounts that are not 
rated to include risk factors. Once an agent evaluates a certain group and sends the 
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assessment to the carrier, a proposed rate specifically for that group will be returned to 
the agent, who will then quote this rate to the client. This ''underwritten rate," which is 
no longer the bare-bones advertised amount, can sometimes cost twice as much as the 
base rate for a healthy group. 17 Many employers, seeing this drastic change in the cost of 
insuring their employees, decline participation in the health plan at this point, leaving the 
employees without health insurance. Underwritten rates are also subject to increase due 
to poor participation or reassessment. The carrier only needs to adhere to this 
underwritten rate as originally proposed if the group has 75 percent participation. This is 
meant to protect the carrier in case only the sickest individuals sign up, for example.18 

Chapter 26 of the Texas Insurance Code specifies a certain range or band within a 
carrier's rates that a group can be charged, dependent upon age, gender, and medical 
conditions, in order to maintain some control over the rates charged by carriers. TAC 
26.32(c) specifies that this band has a 25 percent range on each side of the average 
allowed rate ("index rate"), therefore permitting the charged rates to vary legally from 75 
to 125 percent of the index. The rates for a small group may vary from 75 to 125 percent 
of the index rate, incurring TDI's maximum allowed rate increase of 67 percent. 
However, most small business employers experiencing a 67 percent increase in premium 
rates decline renewal of their coverage, once again leaving their employees without 
health insurance. 19 

Certain restrictions exist regarding rate increases. For example, carriers currently can 
increase the rate by 15 percent annually due to any changes in medical conditions or 
industry safety factors. However, insurers can permissibly increase rates, citing many 
factors unrelated to medical history, and up to 67 percent, regardless of whether the group 
has any individuals with pre-existing medical conditions. In increasing small groups' 
rates so drastically, carriers are hoping that small employers will not renew their suddenly 
expensive plans and therefore reduce the carrier' s risk.20 The Blue Ribbon Task Force 
suggests that a public record of these rates and bands would reduce the competitive and 
deceptive nature of the field and open up possibilities for small employers. One of their 
recommendations for insuring more Texans is to, "[r]equire TDI to develop a rate guide 
for employers to use in comparing health insurance plans. Employers trying to shop 
around for the best price are often overwhelmed by the plan variations and cost 
differences among insurers."21 

Many states bypass the obscurity caused by employing rate bands by using community 
rating. Community rating provides an average rate that is applied to the entire 
community regardless of health or risk. This form of rating bypasses the process of 
underwriting because it does not allow for any variability from the mean rate, despite the 
characteristics of the individual or group purchasing the insurance. In states that do not 
apply community rating to the entire market, groups become segmented according to risk. 
Principally, people with low-risk profiles find that their mean premium rate of health 
insurance goes up due to community rating. This increase in expense causes many of 
these individuals to abandon the group market and seek individual coverage. The net 
effect of this is that high-risk groups who benefit from the lowered mean rate that 
community rating provides will be the only groups remaining in the market. In order for 
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community rating to be effective, the whole market will have to abide by these rates so 
that the incentive for risk-segmentation is eliminated.22 

Options for Small Businesses 

Pooling Small Groups 

One method of assuring that carriers include small groups in the market is to band groups 
of 2 to 50 together in an effort to attain economies of scale. Historically the most 
effective way to minimize costs to carriers as well as to small business employers is to 
pool small groups together to spread risk over the entire group. Purchasing cooperatives, 
as these pooling entities have come to be known, have taken many forms. In the late 
1970s, Multiple Employer Trusts, administered by the insurer, pooled groups of fewer 
than 10 lives together. This method effectively reduced the cost of coverage for the 
whole group. 

In Texas, the Texas Insurance Purchasing Alliance {TIP A) was set up by the state and 
administered by Blue Cross Blue Shield (BCBS). Although TIP A paid better 
commissions than any of the other carriers, it eventually failed to attract adequate 
participation to achieve economies of scale. TIP A failed for several reasons, one of 
which was that administration of this cooperative was very difficult. For example, 
individuals within a group were allowed to pick a plan from eight different carriers. A 
certain group could have eight different employees with eight different plans. 
Administration of TIP A was therefore difficult for both agents and carriers because the 
agent would have to quote 64 different rates for an eight-person group.23 

TIP A and other state-sponsored cooperatives also did not receive adequate funding from 
the state to continue their efforts at pooling the small group market. Some individual 
business owners have also recently started administering co-ops, unfortunately without 
backing from insurance companies, and have been largely unsuccessful in finding and 
maintaining participation in the cooperatives. 24 

Carriers, most notably Blue Cross Blue Shield of Texas, attempt to use the same means to 
solve the problem by pooling their smaller groups together. A group will be quoted an 
initial rate based solely upon how it fits the rate band criteria, but the carrier will then 
pool that group with the rest of its small groups, reassessing the new group's burden 
within the whole pool of small groups at renewal. Seventy-five percent of the reassessed 
rate is based upon the entire small groups' pooled burden of sickness, and 25 percent is 
determined by that one individual group's index of morbidity. Hence, a healthls small 
group is still subject to drastic rate increases once it becomes a carrier's client. 5 If a 
mandate were passed for all carriers to pool all small groups, there would still be 
considerable "cherry-picking," in which carriers shop for the healthiest groups in order to 
keep their rates lowest. 26 

Ultimately, no efforts to protect small employers from rate discrimination have stemmed 
the tide of rate increases and risk profiling. Current law allows "a small employer carrier 
[to] use the group size of a small employer as a case characteristic in establishing 
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premium rates for a group."27 Insurers can legitimately abuse this clause in order to 
quote a two-person group a premium much higher than a 20-person group, irrespective of 
the group's medical condition or history. 

Purchasing Alliances 

Over the last decade or so, small businesses have been a primary focus of insurance 
reform. Smaller firms are generally faced with higher premiums and more fluctuations in 
premiums than are larger firms. Insurance companies work under the premise that many 
individuals can enter into a mutual agreement to accrue a small loss in the amount they 
pay in premiums in order to avoid incurring a large loss due to a serious illness. The 
purpose is to spread risk so that a large number of healthy people can basically subsidize 
the medical costs of a smaller group of people who become ill in any given year. The 
more employees a firm has, the more the medical costs of a few sick people can be spread 
over the entire group. Large businesses have the advantage of spreading risk among a 
large number of employees since the proportion of people experiencing serious illnesses 
is small and will remain roughly constant from year to year. Small businesses cannot 
spread risk as thin because there are simply not enough employees. Small businesses 
also generally have higher employee turnover rates than do large businesses and 
therefore, the health profiles of their employees may change from year to year. A typical 
business of less than 50 employees can go from a low-risk group one year to being a 
high-risk group in the next with the addition of a just one or a few employees with 
serious medical problems. Therefore the insurers' costs of selling insurance to this 
market are relatively high, even for low-risk groups. High-risk groups are often not even 
offered coverage. All these factors led to some small employers trying to find ways to 
reduce their health insurance costs. 

The primary reason for the disparity in health insurance costs between small and large 
firms is in the firm's capability in spreading risk. Small businesses found ways to 
aggregate their purchases of health insurance in order to reap the purchasing advantages 
that larger firms have. The objective of purchasing collectively is to pool risk and 
therefore dissolve the cost of insurin§ high-risk individuals within the cost of insuring a 
larger group of low-risk individuals. 8 

There are several benefits of collective purchasing besides risk-sharing. Through 
participation in a purchasing cooperative, a small business can experience what is 
referred to as an economy of scale. When a number of small firms act as one large firm, 
the administrative costs of offering coverage are reduced in that it is less costly to sell 
coverage to many employers at once than to each employer individually. Therefore, 
small employers can have access to multiple insurers' plans instead of having to negotiate 
with individual agents and insurers. The association handles negotiations through a 
centralized process, thereby eliminating the need for the small employer having to haggle 
with insurers individually over options and prices. 

A purchasing cooperative also allows the small business employer to have greater 
negotiating power. Insurance companies are less willing to lose the business of an entity 
that represents many small firms than a single small buyer. A cooperative represents a 

157 



large market share with which insurers will be more careful in negotiating, in Older to 
ensure that the business of the entire group is not lost to a competitor. Ideally, by 
purchasing collectively, small employers can negotiate for lower premiums and better 
quality of care standards. 

Another incentive for joining a purchasing cooperative is that the employees of a small 
firm can choose their health plans. As a collective purchasing entity, these purchasing 
cooperatives can have contracts with several health plans. Through the realization of 
economies of scale, administrative expenses are reduced and the purchasing cooperative 
can therefore afford to negotiate with several health plans simultaneously. Employers 
then have the ability to offer their employees the opportunity to choose a health plan that 
is best suited to their needs. 

Collective purchasing alliances can have many forms. These include multiple-employer 
welfare associations (MEW As), Health Purchasing Cooperatives, Health Marts, and 
Association Health Plans. The subsequent discussion is a description of the advantages 
and disadvantages of these types of plans. Although many states have experimented with 
the concept of providing insurance to employees of small businesses by employing the 
use of purchasing alliances, few have succeeded in significantly reducing the levels of 
uninsmance in the state. This paper will attempt to examine the reason for the success or 
failme of existing purchasing cooperatives as well as disc~ the proposed reforms to 
these alliances. 

Association Plans and MEW As 

Employers have long been searching for ways to band together to form associations with 
which to buy affordable health insurance. In the 1970s and 8~ many such associatiom 
were formed for the purpose of spreading risk among the participants so as to increase 
their negotiating power, thereby establishing economies of scale. Many of these 
association plans also had the alternative motive of amassing groups with low-risk 
profiles in order to negotiate lower prices that reflected their low risk. In addition, these 
particular association plans also formed self-insmed associations in order to be exempt 
from state regulation and enforcement of mandated benefits and premium taxes. 

Under the Employee Retirement and Income Security Act of 1974 (ERISA), state 
insurance regulators did not have the jurisdiction to regulate health coverage provided by 
self-insured employers. 29 ERISA provided that states were only given the authority to 
protect members of associations that buy health coverage from risk-bearing entities. In 
this sense, state regulators can ensure that licensed insurance providers will be able to pay 
promised health care claims and not leave enrollees without health insurance when a 
serious illness occurs. However, they cannot regulate the activities of non-risk bearing 
entities such as association plans that are self-insured. Small business employ~ 
however, fmmd it to be beneficial to be exempt from the scrutiny of state insurance 
regulators so that they would not have to conform to state-mandated benefits and 
contributions to risk pools, thereby drastically reducing the amount they pay in 
premiums. This freedom from regulation led to the formation of several bogus and 
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mismanaged self-insured associations that later became insolvent, leaving thousands of 
people without health insurance in the late 1970s and early '80s.30 

The vast number of failures in association plans led to an amendment to ERIS A in 
1983.31 The amendment gave states the right to regulate self-insured associations. As 
defined in the ERISA amendment, any association, whether self-insured or fully insured, 
was labeled as a MEW A. MEW As thus became subject to state regulation under this 
legislation. However, simply defining association plans as MEW As did not prevent some 
associations from finding loopholes in the 1983 ERISA amendment. Some tried to 
escape state regulation by falsely claiming that they were established and maintained by 
unions or employer associations. These two groups were the only ones that remained 
exempt from the ERISA legislation that enforced state regulation of groups providing 
insurance to employers.32 

Another problem in the ERISA legislation arose from the fact that states differed in their 
interpretation ofERISA. In some states, including Texas, employers' plans are regulated 
by both ERISA and state regulations. Generally, state insurance laws preempt ERIS A. 33 

Texas laws regulating MEW As are similar to federal ERISA legislation in that ''they 
establish minimum standards for coverage, limitations on cancellation and conversion, 
and procedures to follow upon termination of employment."34 However, some states 
have also permitted association plans from being exempt from market reforms. This 
means that businesses that employ people with low-risk profiles can band together to 
negotiate lower premiums. This in effect creates a segregated market in which those who 
fit into low-risk profiles are drawn away from the market. The result is rising insurance 
premiums for all who remain in the larger insurance pool. 35 

Due to the disparities in regulation of MEW As as well as the loopholes built into them, 
initiatives were taken in the late 1980s to reform purchasing alliances. The result was the 
formation of Health Purchasing Cooperatives (HPCs ). 

Health Purchasing Cooperatives 

There is one fundamental difference between MEW As and HPCs. HPCs, unlike 
MEW As, are subject to small-group market reforms and are therefore required to provide 
coverage to any small employer applicant. HPCs also do not assume any risk themselves 
and only offer fully insured health plans. The HPC market is therefore open to any 
employer of fewer than 50 people, irrespective of the risk profiles of the employees of the 
firm. This was made possible through small-group insurance reform. Without these 
regulations, insurers would be able to drain all of the low-risk firms from the larger 
market through premium incentives, as was the case with MEW As, leaving HPCs to 
provide coverage to the remaining high-risk entities. 

The move to include HPCs in the infrastructure of the states was made in the early 1990s 
as part of various proposals to reform the health care system. The central motive for 
promoting HPCs as part of health care reform was to emphasize the need for increased 
competition in the health care market. Because HPCs offered the same standardized 
benefits packages that all health care plans were required to offer, consumers found it 
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easier to make price-value comparisons between plans. As a result, health plans were 
under pressure to increase levels of efficiency and service to remain competitive in the 
market. Supporters of the move to adopt HPCs cite several other advantages of 
promoting cooperative health care alliances. These include the following. 

• HPCs are required to accept any small employer joining the cooperative. This 
provision was in large part set by the Health Insurance Portability and Accountability 
Act of 1996 (HIP AA). 

• The governing board ofHPCs is made up of both employer and employee 
participants. 

• Health Purchasing Cooperatives are prohibited from assuming risk themselves. They 
are therefore subject to state regulation as part of the ERISA legislation. 

• Employees are allowed to enroll in any plan offered through the cooperative. 

What makes HPCs appealing is that they represent the employers and employees rather 
than insurers. Although HPCs differ in how they negotiate with health care providers, 
they all have one thing in common: they are open to any small employer. This presumes 
that HPCs are not driven by favorable risk selection but rather through the establishment 
of economies of scale, whereby there is a reduction in premium costs to participants. 

There are, however, many issues that relate to HPCs that may inhibit their success in the 
long run. First is the issue of whether participation in an HPC should be voluntary or 
mandatory. Under Clinton's health care reform proposal of 1993-1994, all firms with 
fewer than 5,000 employees were required to purchase insurance for their employees 
through an HPC or similar entity. However, after being faced with much opposition, this 
proposal was modified to voluntary participation in HPCs. Supporters of mandatory 
participation, however, argue that it would ensure that HPCs would attain economies of 
scale and prevent risk segmentation, which would eventually work to reduce the number 
of uninsured in the country. 36 

Another issue was whether HPCs should compete with each other within a given market. 
If there were only one HPC in an area, there would be exclusive participation by all small 
employers in the market, thereby reducing the opportunities for risk segmentation. 
However, as is the case with any monopoly, having only one supplier tends to reduce the 
level of efficiency and service. Moreover, there is a debate over whether HPCs should 
accept all health plans offered to them or actively negotiate with providers for the lowest 
premiums. By accepting all health plans, participants would have the choice of many 
health plans but with aggressive negotiations, HPCs would be able to be selective in 
choosing the plans with the best value. Many of the pros and cons of participation in 
purchasing alliances are exemplified in the state of Texas' experiment in implementing 
HP Cs. 
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Current Plans in Texas 

The same legislation that provided for the establishment of the Texas Insurance 
Purchasing Alliance (TIP A) also allowed for the organization of nonprofit private 
purchasing cooperatives (article 26.14). Although TIPA was the only statewide 
purchasing cooperative, many cooperatives were set up in the state after the legislation 
went into effect. Three alliances still exist in Texas: Lone Star Health Alliance in Ft. 
Worth, Small Business United of Texas in Austin, and Texas Health Care Purchasing 
Alliance in Houston. Although all three entities still operate as private firms, none 
account for any income or expenses related to their affiliation as a cooperative. In other 
words, these organizations exist as cooperatives in name only and do not function in any 
way to pool small business employees together for the purpose of reducing insurance 
premiums. 37 

Initially, many consumer groups opposed the formation of these private cooperatives, 
arguing that anyone could thereby form a purchasing alliance as a marketing gimmick for 
agents to sell health insurance. Another fault in the legislation lies in the fact that the law 
may be interpreted in several ways. Although purchasing cooperatives are set up as 
nonprofit entities serving small businesses of 50 or fewer employees, some individual 
groups may interpret this differently. Certain alliances have interpreted the law to mean 
that businesses with as few as three to four employees can be pooled together to form 
groups of 50. Each pool of 50 employees can be assigned a particular company name. 
These alliances therefore can form several of these groups of 50 (or several different 
companies), thereby getting a better rate by achieving economies of scale. However, 
when insurance companies discovered that these so-called companies did not actually 
exist, they quickly dropped participation in the plan.38 For this reason, purchasing 
cooperatives even in large metropolitan areas, such as Dallas and Houston, have found it 
difficult to maintain their status as legitimate purchasing alliances. 

Many carriers were also hesitant to be associated with so-called purchasing cooperatives 
after the demise of TIP A. In the early 1990s, purchasing cooperatives were labeled as the 
wave of the future and many insurers participated in these plans thinking that they would 
be missing out on a large part of the market if they failed to participate. However, after 
faith in TIP A dwindled and many carriers rescinded their participation in the cooperative, 
participation in other cooperatives also waned. For this reason, any and all cooperatives 
that were in operation in the early 1990s are now either closed or do not report any 
earnings as a purchasing cooperative. These plans do not seem to be a viable alternative 
for Texas because insurers and small business employers alike are unwilling to take the 
risk of investing time and money in cooperatives when they have had experience 
witnessing the failure of many of these programs. 

Health Marts and Association Health Plans 

Recent congressional proposals have created two new options for small employers 
seeking health insurance coverage. These come in the form of Health Marts and 
Association Health Plans, as outlined in HR 4250, the house-passed version of the 
Patients Protection Bill of 1998 (US Code, Subtitle G, Title III). 
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Health Marts 

In many ways, Health Marts are very similar to existing pooled purchasing alliances. 
Like HPCs, Health Marts would accept all small employers and would offer multiple 
health plans. They must also comply with state laws on administering the entity, as they 
cannot be risk-bearing entities themselves. However, Health Marts do differ in several 
ways from traditional HPCs. Unlike HPCs that claim responsibility only to the 
purchasers, Health Marts will represent employers, employees, and insurers equally. 
These new entities will also not have to offer standardized benefits packages, or have 
employee-choice models. Under the proposed legislation, Health Marts may be free from 
state mandates and therefore do not have to cover certain benefits. Many states also have 
legislation to protect small business employers from groups that are formed specifically 
to buy health insurance. These state laws will be superseded by the federal government 
legislation in the case of Health Marts. However, state patient protection laws 
concerning licensure, solvency, and fair marketing practices will still apply to Health 
Marts. 

Several things must be considered when assessing how much more effective Health 
Marts will be in reducing the number of uninsured in the state than existing HPCs are. If 
by not covering mandated benefits Health Marts are able to cut the cost of health 
insurance, they are offering what HPCs do but at the cost of offering less comprehensive 
benefits. Also, by overturning mandated benefits, Health Marts will appeal mainly to 
low-risk groups for whom the cost of health insurance is already low. Therefore, they do 
not offer any real benefit over HPCs towards reducing the level of~ since these 
low-risk groups already have many avenues through which they can get affordable 
coverage. 

There is also a potential for risk segmentation associated with Health Marts. Although 
Health Marts are subject to state regulations considering the area they are required to 
cover, i.e., they must cover at least an entire county, there are ways for these groups to 
avoid high-risk areas. 39 A Health Mart could choose to operate in an area where the 
small businesses are mainly low-risk businesses such as high-tech companies. Tuey will 
therefore have an advantage over a group that operates in a county with a relatively high 
percentage of people working in high-risk industries. In this sense, they can lower the 
cost of insuring people through their plans but will also practice the same method of risk 
segmentation that many private insurance companies have been accused ot: thereby 
contributing to the high cost of health insurance for the uninsured. 

Another potential problem with Health Marts is that by representing all stakeholders in 
the entity, mainly employees and employers as well as some insurers, there is a potential 
for conflicts of interest between these groups. Providers may not be aggressive in 
attaining the level of insurance that em~loyees may demand when it would mean less 
income for the providers of insurance. Health Marts may also have the same problem 
HPCs did in finding funding to operate the organization efficiently. Since Health Marts 
will be set up as nonprofit organizations, without state help they may find it difficult to 
continue operations because arguably many entrepreneurs are not willing to invest their 
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time and money in a nonprofit entity.41 Considering all these problems, it remains to be 
seen whether Health Marts will be truly an effective alternative to HPCs in reducing the 
number of uninsured in the state. 

Association Health Plans 

Association Health Plans (AHPs) are another reform effort proposed in HR 4250.42 In 
essence they would function toward the same goal of insuring small business employees 
as do existing HPCs and Health Marts. However, they differ from all other purchasing 
alliances in that they would be able to self-insure and thus may be exempt from state 
insurance regulations. Amendments to ERISA would be enacted to allow AHPs the same 
privilege many large insurance providers have and enable them to register as self-insured 
groups. Therefore, AHPs will not have to provide mandated benefits nor would they be 
subject to state insurance regulators. The benefit of being self-insured is that by not 
being under state regulation, AHPs are exempt from paying premium taxes and many 
other charges associated with complying with state regulations. These exemptions, along 
with providing less-comprehensive coverage, would in turn reduce the cost of purchasing 
insurance through this plan.43 However, without state regulation, and through self
insuring, AHPs have more of a possibility of bringing together mainly low-risk groups 
and therefore pose a significant threat to the segmentation of the small group risk pool. 

Another issue concerning AHPs' immunity from state regulation is that there would be 
greater incidence of low-risk groups banding together through risk-segmentation to buy 
less expensive insurance. Those who oppose Association Health Plans argue that it will 
attract groups that already have insurance but who are trying to escape mandated benefits 
that raise the cost of insurance. Consequently, the price of insurance for those remaining 
in the pool will increase and those who are the focus of the uninsured problem will 
remain uninsured due to the high cost of health insurance. 44 

Under current legislation, however, provisions have been included to limit the possibility 
of bringing together only low-risk employers who then self-insure. Like previous 
purchasing alliances, AHPs cannot deny membership to any group interested in 
participating in the plan. Unlike Health Marts, however, they cannot be formed 
specifically for the purpose of buying health insurance and any association interested in 
being classified as an AHP must have been in existence for three years prior to being 
eligible. This is done in order to prevent the formation of groups that are solely set up to 
provide health insurance and are therefore more prone to making a quick buck at the 
expense of small businesses, as was the case with association plans in the 1970s and '80s. 
However, these efforts at controlling AHPs are easily bypassed. Without state regulation, 
it will be difficult to monitor these entities in order to enforce these rules. The provisions 
against risk-selection are also easily bypassed because the law requires that AHPs not set 
premiums based on health profiles in cross industries. Some may interpret this as not 
being applicable to associations within industries, which may still choose clients based on 
risk. The monetary benefits that can be had from risk selection in an unregulated industry 
may promote the creation of associations solely for the purpose of making immediate 
profits. AHPs have the potential of repeating the past mistakes of MEW As, which were 
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mismanaged or become insolvent, leaving thousands without coverage and with 
mounting medical expenses. 45 

If the purpose of congressional legislation proposing Health Marts and Association 
Health Plans is to attract the uninsured who were not previously attracted by HPCs, it is 
hard to imagine that the benefits of these two plans would truly serve this purpose. In 
addition, these two plans would threaten what has been achieved in reforming the health 
care industry in the last decade. These new entities do not have the legislative restriction 
that HPCs have had in the past and therefore have more of an opportunity to risk-segment 
the existing pool. This would be a throwback to the segregated market that existed prior 
to reforms in which those with above-average risk could not afford insurance coverage. 
Moreover, the cost-benefits of enrolling in these programs would not be enough to attract 
the uninsured, but are low enough to attract those who already have health insurance and 
are seeking to lower their costs even further. This will cause insurance reforms to regress 
and "restart the vicious cycle of ever increasing risk-segmentation.'.46 

Texas Insurance Purchasing Alliance 

On July 31, 1999, the Texas Insurance Purchasing Alliance was permanently closed due 
to lack of funding and adequate participation. Although TIP A enjoyed initial success 
when it was established in 1993, it was never able to secure enough of the market share to 
establish itself as an alternative to the private market. The failure of TIP A was due in 
large part to insurance carriers skimming away the small business employers with low
risk profiles for their own plans.47 Remaining as candidates for participation in TIP A 
were mainly high-risk businesses that were unable to get affordable insurance in the 
group market. 

TIP A was initially set up as a nonprofit organization funded by the state. It was part of 
the insurance reform platform of then-Governor Ann Richards, who proposed TIP A as an 
alternative to the private market. Being part of the state reform package, TIP A was 
widely anticipated as the wave of the future. For this reason, TIP A experienced initial 
success and enrolled as many as 20 carriers offering different plans through its run. Blue 
Cross Blue Shield of Texas administered the plan. TIPA was seen as a unique part of the 
small group market because it offered a choice of carriers to employees of small 
businesses. Participants could chose from HMO, PPO, and indemnity plans.48 TIP A was 
also a convenient way for small business employers to insure their employees without 
going through the hassles of negotiating with insurance carriers. 

Despite all the benefits of having a system like TIPA administering insurance to small 
business employees, it never achieved adequate levels of enrollment to capture a strong 
hold on the group market. Even at its peak in 1997, TIPA only covered 13,000 lives, 
which was less than I percent of the small business market. 49 Over time, it became 
characterized as mainly insuring those that could not get insurance elsewhere due to 
costly health care needs. By 1998, most of the 20 plans that were initially offered 
withdrew participation, as did enrollees in the program. 
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Several reasons can be cited as to why TIP A ultimately failed to capture its share of the 
small business insurance market. Most importantly, under the legislation by which it was 
established, TIP A was forced to accept any small business employer that chose to 
participate. However, TIP A was practicing community rating in a market that was not, 
and consequently other plans were able to insure low-risk groups at a much lower rate 
than TIP A could offer. As mentioned, TIP A was particularly attractive to high-risk 
groups that had trouble obtaining insurance previously, and thus were also costly to 
insure. The high cost of insuring participants in TIP A therefore made many small 
employers decline coverage, which consequently made insurers enrolled in the program 
withdraw participation in the plan. 

Another problem TIP A had during its run was that initially the plan boycotted insurance 
agents and offered policies to employers directly. This was done to reduce the overall 
cost of insurance by bypassing the 10 percent commission that agents make on selling 
policies. so This alienated many agents, who as TIP A would learn later, were essential to 
reaching the vast population of small business employers. TIP A also did not have the 
means to market the policies on its own as could agents who were experienced in the 
market. Moreover, TIP A only received $250,000 in start-up funds from the state and 
later $2.3 million from BCBS. This was an insufficient amount with which to develop a 
marketing effort that would appeal to such a large population. Consequently, TIP A 
experienced low participation and did not have the negotiating power to offer competitive 
rates. 

At its inception, Blue Cross Blue Shield administered TIP A under a five-year contract. 
Many other insurers were wary of being part of the alliance because they felt that BCBS 
would have an unfair advantage in choosing the low-risk participants for its own plan. 
This is a charge BCBS has denied, but which still caused a rift between insurers and 
TIP A. This distrust of the administrators of the plan caused many insurers to withdraw 
from the plan. Another problem with the administration of TIP A was that BCBS initially 
agreed to forego administrative expenses since it was expected to make up for this loss 
due to anticipated high enrollment. However, when it became apparent that TIP A was 
not going to have the success in mass participation that was anticipated, BCBS more than 
tripled its regular administration fees, an expense that TIPA could not afford.s1 

All of these factors finally contributed to TIP A lacking the funds and the participation 
necessary to make it a successful alternative to the private health insurance market. 
Although the option of purchasing cooperatives is a viable alternative for reducing the 
number of uninsured workers in Texas, TIPA was poorly administered and planned from 
the start and therefore did not have the chance to win a fair share of the insurance market. 
Plans in other states such as Florida and California have had much more success than did 
the Texas plan due to a variety of factors. Through funding and special initiatives, 
purchasing cooperatives in other states have been successfully offered as alternatives to 
private health insurance. 
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The California and Florida Plans 

Two states that are seen as being effective in initiating HPCs into the infrastructure of the 
private market are California and Florida. Both are said to have been successful in 
reducing the number of uninsured in the state. Unlike TIP A, a primary reason for the 
prolonged success of these HPCs is due to the funding provided to these groups at their 
inception. The Florida plan received $8 million in start-up funds and the California plan 
obtained $5.5 million.52 Providing these HPCs with this funding allowed the plans to 
develop and foster their growth from the start. However, there do exist many differences 
in the ways HPCs are run in these two states that could either threaten or contribute to 
their prolonged success. 

In Florida, the Community Health Purchasing Alliances (CHPAs) work as nonprofit 
organiV1tions with representation from both state and local governments on the board.53 

On the other hand, the California HPCs, which were run by board representatives of 
government, have recently been transferred to Pacific Health Group, a private entity. 
There are also differences in how the groups negotiate price differences with providers. 
The Florida CHP As accept any health plan that meets the minimum requirements for 
coverage, in which case it is left up to providers to offer competitive prices. HPCs in 
California, on the other hand, actively negotiate with insurers to attain the lowest 
premiums. Participants in the plan therefore receive discount premiums due to bulk 
purchasing. Opponents of this method fear that this practice will pose a threat to 
modified community rating and say that participants will have fewer plans to choose 
from. Florida, however, only offers plans from eight different providers whereas 
California HPCs offer 18 different plans. 54 illtimately, California allows employees 
choosing from these plans to have a greater opportunity of choosing the plan that is most 
suited to their needs. 

Opponents of HPCs cite these two states as cases in which implementation of these 
programs has not led to a significant decrease in the levels of uninsured in the state. In 
California for instance, 144,000 lives and 3,500 groups are covered in the plan. This is 
less than 2 percent of the market share. The Florida HPCs only cover 75,000 lives and 
920 groups, which is also considered by many to be a small share of the market. 55 A 
recent report issued by the GAO indicates that premiums within the HPCs are not 
considerably different from what similar plans offer outside the cooperative. In Florida, a 
25-year-old can get coverage through an HPC for $108 per month, whereas a similar plan 
through a non-participating plan would cost $101 per month. Similarly in California, a 
25-year-old employee will be offered a premium rate of$127 within the HPC as well as 
outside the HPC.56 However, this similarity in premium prices can be attributed to the 
fact that many HPCs, even the most successful as in California and Florida, are unable to 
achieve economies of scale through which to offer more competitive prices than those 
offered in the overall market. 
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Increasing Participation in Purchasing Cooperatives 

Health purchasing cooperatives like TIP A primarily fail due to lack of participation and 
cannot achieve the economies of scale that would ensure their success. Several measures 
can be taken through legislation to lessen the chances of HPCs and other alliances failing. 
One such initiative should be that states should foster the growth of purchasing 
cooperatives through funding. As nonprofit entities, HPCs are at a disadvantage over 
private insurers in the amount of capital they can accrue to fund efforts to increase 
participation in the cooperative. Consequently, they cannot compete with private insurers 
effectively enough to win a considerable share of the large group market. States such as 
California and Florida initially provided sufficient funds to HPCs, thereby giving them 
the support to ensure their long-run success in the market. 

A more comprehensive but controversial way of increasing participation in HPCs is to 
make participation mandatory. A proposal was made in Clinton's 1993 health reform 
package to make participation mandatory for all businesses, small and large. A more 
feasible approach would be to make participation mandatory for small businesses, since 
these groups are more prone to not issuing coverage to their employees. This would 
ensure that cooperatives get the participation necessary to achieve economies of scale 
through which business spending on health insurance would be lowered in the long run. 

Finally, as part of federal legislation on Health Marts and Association Health Plans, all 
groups should be forced to comply with mandated benefits laws. This would in essence 
prevent the formation of companies that cater strictly to low-risk groups that result in an 
increase in premiums for those remaining in the pool. Association Plans should also be 
monitored by the state to prevent the formation of self-insured groups, because as with 
Health Marts, there will be a tendency towards the banding together of low-risk groups 
into the plans, resulting in higher premiums for those with high-risk profiles. 

Significantly reducing the number of uninsured in the state will take time and investment 
on the part of governments, employers, and providers. In order to reach all small 
business employers, changes can be made in the current system to foster the growth of 
small business purchasing cooperatives. However, the portrait of the current profit
driven insurance market paints a grim picture of what's ahead for purchasing 
cooperatives. HPCs and other plans, if administered properly, are efficient avenues 
through which to insure the millions of Texans who cannot otherwise afford individual 
insurance coverage. Without proper cooperation by carriers and employers, as well as 
legislators, however, purchasing alliances cannot achieve a stronghold in the group 
market. 

Reform Possibilities 

Some have suggested that in order to prevent rate discrimination by carriers, legislation 
should be amended to prohibit group size from being used as a case characteristic all 
together. House Bill 949 of the 77th Texas Legislature, sponsored by Representatives 
Kip Averitt and Ann Kitchen, addresses this issue. Under this proposed legislation, "a 
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small employer carrier may not directly or indirectly use as a criteria for establishing a 
separate class of business: 1) the group size or 2) the trade or occupation of the 
employees of a small employer or the industry or occupation of business of the small 
employer."57 

Blue Cross Blue Shield estimates that this method would create a 10 percent rate 
reduction for groups of 2 to 50 employees. Removing this size criterion could effectively 
pool all groups of2 to 50, thereby preventing any discrimination using group size as a 
case characteristic. 58 

HB 949 will actually enforce the already codified Texas Administrative Code Rule 
26.11 ( d), which permits only a 20 percent corridor between groups of different size if the 
carrier continues to use group size as a characteristic. 59 

In addition to filing HB 949 to disallow carriers using group size as criterion in 
determining rates for small groups, Representative Averitt has also filed HB 471, 
disallowing carriers from implementing "agent commission schedules that vary the level 
of agent commissions based on the size of the group, or otherwise reduce access to small 
employer health benefit plans." Both bills are strongly supported by the Texas 
Association of Health Underwriters. The Blue Ribbon Task Force on the Uninsured 
recommends legislation similar to HB 471 in its report: "preclude insurance agent 
commissions from being calculated in such a way as to preclude Texas small employers 
from having full access to the small employer health insurance market.'.60 

A final reform method would be to enact further medical savings account options, 
described in Appendix J. 
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Chapter 10. 
Mandated Benefit Review and Texas' Basic and Catastrophic 

Health Plans: Containing Healthcare Costs in Texas 

by Steve Kester 

While expanding the Children's Health Insurance Plan and Medicaid can dramatically 
decrease the number of uninsured Texans, fiscal and political realities will require that 
private health insurance coverage be part of the solution to reduce Texas' large uninsured 
population. However, both nationally and in Texas, employer-sponsored health care for 
low-wage workers, the segment of Texas' working population that is most likely to be 
uninsured, is decreasing. 1 One of the ways states can try to staunch the loss of health 
insurance coverage is by using their regulatory powers to increase the availability and 
affordability of private health insurance for both employers and employees. 

Of course, how states use their regulatory powers to accomplish this goal is a matter of 
considerable debate between health care providers, insurance companies, consumer 
organizations, and regulators. In fact, striking an appropriate balance of regulatory 
efforts has proven to be difficult, giving rise to tug-of-wars between rising insurance 
costs associated with regulations and state deregulatory efforts to correct the unintended 
consequences of those regulations. Over the past decade, states have tried a variety of 
regulatory changes to try to increase the availability and affordability of private health 
insurance. Some of these efforts, such as guaranteed issue and guaranteed renewability, 
have met with considerable success in the states and at the federal level. Others, such as 
requiring proposed benefit mandates to clear a rigid review process in an attempt to 
reduce benefit-driven cost increases, have consumed years as states try and try again to 
find the right formula for balancing issues relating to standards of care and coverage with 
the realities of costs. 

This paper discusses the mandated benefits debate by providing background on mandated 
benefits review in Texas, describing three recent attempts in Texas to study the impact of 
mandated benefits on private employer health plans, and reviewing mandated benefits 
review processes that have been instituted in other states. This paper also looks at Texas' 
attempt to offer low-cost health insurance alternatives in the form of basic and 
catastrophic health plans for small employers that are relatively "mandate-free" to reduce 
costs and increase affordability. 

This review is particularly relevant currently as the 77th Texas Legislature considers 
recommendations by a public/private panel that include instituting a mandated benefits 
review process in Texas in an effort to reduce costs and administrative burdens often 
associated with such benefit requirements. By discussing these various regulatory 
efforts, insight may be gained into ways Texas can use its regulatory powers to improve 
the availability and affordability of health insurance for small employers and their 
employees. 
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What are Mandated Benefits? 

While definitions vary, mandated benefits can generally be classified in three distinct 
groups: process mandates, which require coverage for specific providers or settings; 
mandatory benefits, which cover specific diseases, conditions, or services; and 
mandatory offerings, which require insurers to offer specific coverage for insmeds who 
are willing to pay extra for those services. 2 Examples of process mandates include any 
willing provider provisions, which require insurance plans to reimburse a patient's choice 
of health care provider rather than the insurer's choice, mandated utiJiz.ation review 
requirements, and other administrative requirements. Mandatory benefits are the most 
common type of mandated benefit, such as requirements that insurers offer coverage for 
certain mental health services, mammography screenings, and 48-hour minimum hospital 
stays for birth mothers and their infants. Mandatory offering examples include 
requirements that insurance companies offer for an additional fee access to mental health 
care, certain preventive services, and/or extended coverage for certain conditions. 

To Whom do Mandated Benefits Apply? 

Managed care policies and small group insurance plans are the primary recipients of 
mandated benefit requirements. Public plans such as Medicare and Medicaid are also 
subject to mandated benefits, although the situation for these plans is different since the 
government proscribes the benefits and funds and administers these programs. 
Interestingly, insurance plans for the majority of the privately insured escape the intended 
effects of mandates because they are exempt under the federal Employee Retirement 
Income Security Act (ERISA)-federal legislation which allows employers to establish 
their own health plans for their employees that are not subject to most federal and state 
regulation. Since almost 60 percent of people with private health insurance are insured 
under ERISA plans, most mandated benefits requirements do not apply, although many 
ERISA plans provide coverage for the most popular mandated benefits. 

The Debate over Mandated Benefits: Access vs. Cost 

As managed care has become more common in the U.S., so have legislative and 
administrative mandates for health care coverage. Stakeholders in the debate include 
insurance companies, health care providers, employers, regulators, health care consmner 
groups, and consumers themselves. Central to the debate are the issues of cost and 
access. Insurance companies and many employers and business/trade associations argue 
that benefits that are mandated drive up the cost of health insurance, making healthcare 
plans less affordable, less competitive, and less profitable. Many providers and consumer 
organizations argue that insurance companies will not provide access to some health care 
services unless they are required. These groups also argue that by mandating certain 
benefits, health care consumers are guaranteed a minimum standard of quality for health 
insurance. State and federal legislative bodies and regulatory agencies are in the position 
of seeking a balance that will ensure access to needed services while keeping costs 
affordable. 
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Proponents of mandates, or at least specific mandates, charge that cost increases are 
negligible when compared to the potential benefits of ensuring coverage for cost
effective services such as mammography and osteoporosis screening and other preventive 
services. Not only is providing care for these populations a quality-of-care issue, but 
proponents of mandates also argue that it is a cost issue since services for these 
populations could eventually fall on the taxpayers if private insurance did not cover the 
service. While it is certainly important to have a good understanding of the costs 
associated with mandated benefits, it is also important to assess those costs in such a way 
that all costs and benefits are fully considered-a prospect that is difficult because of the 
lack of accurate data and the many subjective factors involved when assessing the social 
or moral value of providing access to a particular service. Many proponents of mandates 
also argue that slight cost increases are acceptable considering the benefit of certain 
services. 

Mandated Benefit Review 

While many factors contribute to rising health insurance costs, mandated benefits
specific treatments or services insurance plans are required by legislation or regulation to 
provide-are increasingly identified as significant cost drivers for health insurance 
premiums. Rising insurance costs have an impact on health insurance affordability. In 
fact, one controversial study of Texas' health insurance market estimates that 
approximately 275,000 Texans are uninsured because of health insurance cost increases 
directly attributable to mandated health care benefits.3 

Concerns about the cost impact of mandated benefits and their effect on the accessibility 
of health insurance have brought the issue to the forefront of the health care debate in 
recent years. In the U.S., 22 states have enacted or adopted some form ofreview process 
to determine the cost impact of proposed mandates before legislatures or regulatory 
agencies adopt specific mandates. Given the dramatic increase in mandated benefits over 
the years, it is not difficult to understand why many states deem such a process necessary. 
Nationally, the states have collectively mandated over 1, 100 benefits. According to the 
Texas Department of Insurance, Texas has between 29 and 60 mandates depending on 
how they are defined. Only Maryland, with 30 mandated benefits under the more 
conservative definition, has more than Texas. In fact, the number of mandated benefits in 
the U.S. has steadily increased each year, with 38 mandates passing state legislatures in 
1990 and 86 passing in 1998.4 

Mandated benefits are obviously popular public policy with many legislators. Anecdotal 
evidence, such as dramatic accounts of children, mothers, and the elderly being denied 
needed services by their insurance companies, fuels the debate with emotional appeals 
that, while legitimate, often overshadow issues of cost and potential unintended 
consequences. As the number of mandates increases and utilization data for mandated 
benefits becomes available, these issues have become more apparent. According to a 
report funded by the Texas Association of Business and Chambers of Commerce, the 
following major unintended consequences are attributable to mandated health benefits: 
cost increases for employers and their employees, an increase in the number of uninsured, 
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and a shift of employers from regulated health insurance to self-insured plans exempt 
from state regulation under ERISA. 5 While the claims of this report are controversial, 
there is little dispute over the fact that mandated benefits increase costs (although the 
degree to which costs are increased is a matter of considerable debate), that the number oJ 
uninsured is increasing, and that more and more employers are choosing to self-insure 
under ERISA. 

Texas' History with Mandated Benefits Review 

In 1993, Texas created the Mandated Benefits Review Panel in an attempt to provide 
legislators with cost/benefit analyses of existing and proposed mandated benefits. 
However, a lack of funding, staff resources, and utilization data frustrated the panel's 
ability to create a credible review process. In addition, scheduling problems with the 
volunteer panel caused further problems. In 1997 the panel was abolished, causing the 
debate to begin anew. 

Despite the recent failure to create a review process in Texas, such polices are popular 
among the states. In fact, 22 other states have enacted or adopted some form of review 
process to determine the cost impact of proposed mandates, although those states report 
varying degrees of success. Proponents of a review process in Texas are hopeful that the 
77th Texas Legislature will adopt a more successful incarnation of the Mandated Benefits 
Review Panel as recommended by the Joint Interim Committee on Mandated Benefit's 
report. 

Research on the Cost Impact of Mandated Benefits 

Getting a handle on the actual costs of mandated benefits is a key to the debate. 
According to the Texas Department of Insurance, obtaining reliable cost data has eluded 
Texas and other states because data has not been collected historically and data that is 
self-reported from insurance companies is often biased, incomplete, or inaccurate. An 
additional problem in determining costs associated with specific mandates is that there is 
no standard methodology for determining and measuring costs. This means that cost 
estimates vary, considerably in some cases, between cost impact studies.6 This lack of 
reliable data impairs the ability of researchers to predict future costs. In a 1998 report to 
the Texas Legislature, TDI notes: 

As Congress recently debated various managed care reform proposals this 
summer, consultants studying the proposals predicted widely disparate costs. For 
example, a provision requiring improved access to emergency care for HMO 
enrollees was predicted to cost 60 cents per-person-per-month by Milliman and 
Robertson, but only 13 cents in a study by Coopers and Lybrand for the Kaiser 
Family Foundation.7 

The debate over the accuracy of cost impact is alive and well in Texas, not only between 
consumer advocates, state regulators, and business groups and insurance companies, but 
even between competing insurance companies. According to TDI, cost estimates of 
mandated benefits vary as much as 15 percent or more. 8 Who is right? Numerous 
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studies have been conducted and paid for by entities on all sides of the issue. Predictably, 
the results vary considerably. Perhaps the only way to address this issue is to achieve 
consensus on a specific methodology and begin to collect data. In the absence of such a 
study, policymakers are doomed to rely on existing studies and make their own 
determinations on the validity of the methodology and conclusions of those studies-the 
process which created the debate over mandated benefits in the first place. 

Issues of cost and access dominate the mandated benefits debate. Mandated benefits do 
increase costs, and yet without mandated benefits, at least part of the population would 
not have access to many important health care services. While it is unreasonable to 
expect that the fix is a complete moratorium on mandated benefits, it is just as 
unreasonable to demand unlimited benefit mandates. Policy-makers need a process by 
which to achieve the delicate balance between cost and access that ensures quality health 
care services at affordable rates. 

Recent Studies of Mandated Benefits Review 

Since 1997, three important studies on the cost impact of mandated benefits have been 
conducted in Texas: a 1998 study by the Texas Department of Insurance titled Health 
Insurance Regulation in Texas, The Impact of Mandated Health Benefits; a 1999 study 
commissioned by the Texas Association of Business and Chambers of Commerce 
conducted by two professors at Baylor University titled Report on the Cost of Health 
Care System Mandates; and a 2000 study commissioned by the Texas Legislature's Joint 
Committee on Mandated Benefits conducted by the firm of Milliman & Robertson titled 
Cost Impact Study of Mandated Benefits in Texas. 

Health Insurance Regulation in Texas, The Impact of Mandated Benefits-Texas 
Department of Insurance Study, 1998 

In 1998, TDI conducted a study of information relating to the cost of mandated benefit 
claims from most insurers in Texas. While the data is not representative of the entire 
insurance market in Texas, and it only analyzes data on nine mandated benefits required 
of 80 plans serving the greatest number of people, the findings illustrate how the 
utilization of mandated benefits impacts the cost of health insurance premiums. 

TDI's survey shows that the cost for nine mandated benefits paid by group insurance 
plans subject to the same mandates was 3.25 percent of the total cost for all claims. 
About half of that 3.25 percent was for three types of claims: chemical dependency 
benefits, complications of pregnancy, and newborns with congenital defects. Seven of 
the benefits (mammography screening, PKU formula, oral contraceptives, handicapped 
dependents regardless of age, TMJ, newborns with congenital defects, and osteoporosis 
detection) represented claims of less than one-half of one percent of all claims. HM Os 
show similar costs for mandates when expressed as a total of all claims. Interestingly, 
TDI's study showed that the percentage cost of mandated benefit claims from all claims 
decreased from 5.53 percent in 1992 to 3.25 percent in 1996. Although TDI is not certain 
why costs decreased during this period, researchers speculate that cost-containment 
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measures and pre-certification procedmes instituted by insurance companies could be 
responsible for the decline. 9 

Report on the Cost of Hea/Jh System Mandata--Baylor Stady fonded by the Teus 
Association of Business and Chambers of Commerce, 1999 

The 1999 Report on the Cost of Health System Mandates found that while cost increases 
for mandated benefits vary from state to state for a variety of factors, most mandates 
increase premium costs. The report states that the most substantial cost increases were 
from mandates such as the any-willing-provider mandate and mental health mandates. 
Specifically, any-willing-provider mandates are estimated to cause as much as a 6 to 15 
percent increase in insmance premiums while mental health mandates, which include 
psychiatric hospital coverage, can increase premium costs by as much as 21 percent. 10 

According to the report, most mandated benefits increase costs to some extent, although 
because of the lack of accurate data the report found that it is difficult to know exactly 
how much. What is certain, the report concludes, is that mandates are not cost-free and 
there is evidence to suggest that for each increase in the marginal cost of health 
insurance, there is a price to pay in terms of reduced wages, benefits, and employment 
opportunities as employers and employees react to higher premiums for health insurance. 
In fact, the report concludes, "[w]here mandates have been studied, the evidence is 
overwhelming that the increased cost of insurance is passed on to workers through 
decreased wages (or, more commonly, through smaller raises than would have been the 
case), and/or through loss of jobs. It is also unambiguous that the percentage of 
uninsmed rises in the state population as a response the increased costs."11 

Joint Committee on Mandated Benefits--2000 

House Bill 1919, passed during the 76th Texas Legislature, directed the Lieutenant 
Governor and Speaker of the House to appoint the Joint Interim Committee on Mandatol 
Benefits to review the following: 

• the effect of mandated benefits on the cost and accessibility of health benefit 
coverage; 

• the effect of mandated benefits on improving and maintaining the health of Tex.ans; 

• the number and percentage of residents making claims for the mandated benefits; and 

• the impact and feasibility of eliminating, revising, or providing alternatives to 
mandated benefits. 12 

In 2000, the Joint Committee conducted a review of the impact of mandated benefits in 
preparation for the 77th Texas Legislative session in 2001. The Joint Committee 
commissioned a report by the actuarial firm ofMi11iman and Robertson, Inc., to 
determine the cost-impact of mandated benefits in an attempt to determine the effect of 
mandates on health insurance costs and employers. The Joint Committee's 
recommendations are considered in the conclusion of this paper. 
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The Milliman & Robertson report commissioned by the Joint Interim Committee on 
Mandated Benefits provides more detailed data on the cost impact of mandated benefits 
in Texas. The report surveyed 13 specific mandated benefits to determine costs 
associated with a benefit and other impacts of the mandate including physical and 
economic consequences of not provided care and/or treatment, current and future medical 
cost savings that can be attributed to treatment provided as a result of the mandated 
benefit, the extent to which the benefit contributes to the quality of an insured' s health 
status, current and future impact of the utiliz.ation of sick days or disability benefits 
attributable to the medical treatment provided as a result of the benefit, and the impact of 
mandated benefits on employers' ability to purchase health insurance for their 
employees. 13 

The findings of the Milliman & Robertson report include the following: 

• The total premium costs for all 13 mandates studied by the report account for 7.6 
percent of costs for large group insurance plans and 7 .2 percent for small group 
prenuums. 

• Total premium costs for all 13 mandates are reduced to 6.5 percent oflarge group 
premiums and 6.3 percent of small group premiums when indirect costs and cost 
savings such as those associated with earlier detection and treatment of disease are 
considered. 

• The health status of an insured person can be severely impaired if the insured does 
not have access to the services associated with 6 of the 13 mandates. 

• Other costs, such as housing and family assistance and social consequences, may be 
associated with not providing the treatment or care associated with 6 of the 13 
mandates. 

• Patients are less likely to receive care or treatment for ailments associated with 
mandated benefits if the benefits are not covered by a plan. The financial burden on 
an individual for treatment offered under most of the mandated benefits is high (more 
than $1,000) and the quality and cost-efficiency of the care received may be lower for 
6 of the 13 mandates ifthe benefit is not covered under group health insurance. 

• If mandates did not exist, Milliman & Robertson predicts that most large and small 
group plans would offer the benefits at some level, and so removing the mandates 
does not necessarily result in a significant savings to premium costs. 

• The treatments associated with most mandated benefits are generally considered by 
the medical community to be efficacious. 

• Insurance plans offered by self-funded employers may include some coverage for 
each of the mandated benefits, although sometimes at a lower level. 
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• The cost of mandated benefits is a consideration for self-funded employers, but in 
their choice to offer self-funded insurance mandated benefits are not usually the 
primary reason for their decision. 

• Eliminating the 13 mandates studies by Milliman & Robertson would probably not 
have an impact on the number of uninsured. 

• Small employer carriers may not be pricing the basic and catastrophic plans 
established by Texas law as low as the benefit differentials between the basic and 
catastrophic plans and other plans warrant. 

• Rate differences between the basic and catastrophic plan and other market plans are 
due to cost-sharing differences like deductibles and do not represent the absence of 
mandated benefits. 

• The low participation rates in the basic and catastrophic plans that have low 
premiums and that are required to be offered to small employers may be due to 
factors other than cost thatmay be preventing more participation. 

The Milliman & Robertson study concluded that while the costs associated with 
mandated benefits are relatively low-less than 8 percent of total premium costs-they 
represent costs that "may make it more difficult for employers and employees to purchase 
health insurance coverage. The relative weight of the costs compared to the benefits is 
subject to public policy debate."14 Clearly, each mandated benefit included in the study 
has direct and indirect benefits to patients. And the authors' conclusion that the cost 
impact has a minimal relationship to the overall cost of health insurance is difficult to 
contest. However, the question remains, "are mandated benefits providing the intended 
benefit legislators and regulators intended?" Larger employers who can afford to create 
ERISA plans are exempt from mandated benefits and other costly regulations, as are 
public health plans such as Medicare and Medicaid. The Baylor study on the impact of 
mandates on state health insurance markets found that the 16 states with the largest 
number of mandates saw a 25.6 percent increase in the number of uninsured, while the 
other 34 states saw a 7.3 percent increase in the number ofuninsured. 15 If there is a 
correlation between mandates, cost, and increases in the uninsured, policy-makers need to 
determine the extent of any unintended consequence. 

It is also important to note that the Milliman & Robertson study did not include some 17 
other mandates required by the State of Texas, and the thus the total cost impact of Texas 
regulations was not considered. The true cost of all of Texas' mandated benefits are not 
determined by the study, and thus the full impact of mandates on affordability for health 
insurance is unknown. In addition, Milliman & Robertsons' conclusion that careful 
review of future benefits appears to indicate that the authors agree that caution is 
warranted in adding additional mandates because of the potential cost impact. 

Texas' recent attempts to determine the cost impact of mandated benefits has yielded 
mixed results. Each study has provided information on the cost of some Texas healthcare 
mandates, but the lack of historical utilization data has made it difficult to determine the 
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true cost of mandates and the fact that only some of Texas' mandates have been studied 
means that the total cost picture has yet to be determined. Furthermore, while it is clear 
that mandates generate cost increases, the Texas studies have not attempted to quantify 
the positive impact of mandates in terms of the benefits of preventive health services, 
increased productivity, and other measures. These issues form the crux of the debate over 
mandates and further complicate the successful development and implementation of a 
review process for evaluating the costs and benefits of mandated benefits. 

The following section looks at mandated benefit review processes used in other states. 

Cost Benefit Analyses and Mandated Benefit Review Processes 

Other states have adopted policies intended to assess the costs and benefits associated 
with mandated benefits and report to legislative bodies before legislation is considered. 
Such mandatory review processes for mandated benefits come in four basic forms: 
independent standing health care commission or legislative advisory commission/interim 
committee, administrative agency, legislative research or fiscal staff, and proponents.16 

Standing independent health care commissions, such as the Health Care Access and Cost 
Commission in Maryland and the Health Care Cost Containment Council in 
Pennsylvania, utilize an independent body of appointed experts who review benefit 
proposals prior to legislative proposals to mandate benefits. At least 22 states have 
adopted at least one of the aforementioned policies 

Independent Boards or Commissions 

Four states (Marylan~ Pennsylvania, Virginia, and Texas) have, or had at one time, a 
mandatory review process conducted by an independent board or commission. 

Maryland 

With 30 mandated benefits on the books, Maryland is the nation's leader in mandated 
benefits. Perhaps this is why the Maryland review process model has been cited as a 
potential model for Texas to consider. In an attempt to address issues of cost and access, 
the Maryland General Assembly gave authority to conduct mandated benefit reviews to 
the Health Care Access and Cost Commission in 1998. This Commission is a new and 
improved version of the Interdepartmental Committee on Mandated Health Insurance 
Benefits that was created in 1990. Authority for the committee was repealed in 1997 
amidst charges that the panel was neither independent nor objective. This lack of 
credibility led to transferring the authority to the commission, which is also responsible 
for implementing Maryland's Comprehensive Standard Health Benefit Plan, a 
public/private partnership which offers standardized health insurance for employers and 
individuals in Maryland's small group insurance market. 17 

The commission's reviews are made each year and no proposal may be considered by the 
assembly until the review is submitted, usually in December of each year. The 
commission evaluates mandated benefit reviews based on several criteria, including a 
maximum ratio of the total cost of mandated health insurance services to the average state 
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annual wage, an evaluation of the medical and financial impacts of the proposal on 
consumers, providers, and third-party payors, and an evaluation of the social costs and 
benefits of the proposal. 18 

Pennsylvania 

The Pennsylvania General Assembly decided in 1986 to authorize the Health Care Cost 
Containment Council to conduct reviews of studies and other information submitted by 
proponents and opponents of a proposed mandated benefit before the assembly. If the 
collllcil is satisfied with the information provide by proponents and opponents, the 
council can choose to contract with an independent Mandated Benefit Review Panel of 
experts who then make a final asses.IDJ.ent to the assembly. Only those mandates that are 
reviewed by the Review Panel may be considered by the assembly. 19 

Administrative Agencies 

At least eight states (Colorado, Georgia, Iowa, Kentucky, Maine, South Carolina, 
Wisconsin, and Virginia) have authoriz.ed state agencies to conduct mandated benefit 
reviews for proposed benefits. While each of the processes differs in some respects, all 
require mandatory review prior to consideration by their respective legislatures. The 
following provides examples of how two states have implemented an administrative 
review process. 

Solllll Carolina 

The South Carolina Legislature authoriz.ed the Budget and Control Board in I 990 to 
prepare a fiscal impact statement for any mandated health coverage proposal. No such 
bill may be reported from a standing legislative committee without an impact statement. 

Vuginia 

Virginia requires the State Corporation Commission to prepare a consolidated report 
from cost and uti1ization reports from insurance companies to the General Assembly. 
Like South Carolina, no legislation may be comidered until the commission issues its 
report as required by law or commission rule. 

Legislative Review Proceues 

Legislative review processes depend on legislative staff to analyze and report to their 
respective legislatures on the potential impact of proposed mandates. The following are 
examples of how certain states have implemented such processes. 

Oklahoma 

The Oklahoma Legislature requires Senate and House fiscal staffs to conduct a fiscal 
impact study on mandated health benefits. These reports, which are required before a bill 
may be adopted, must also include an assessment of the social impact of the proposal 
based on a range of factors. 
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Nevada 

The Nevada Legislature, which enacted its mandatory review statute in 1989, used a 
special subcommittee composed of two members from the Senate Commerce Committee 
and three from the House Commerce Committee to assess the cost impact of any proposal 
prior to adoption of the proposal. 

Statutory Requirements of Mandated Benefit Proponents 

Seven states (Arizona, Colorado, Florida, Kansas, Kentucky, Oregon, and Washington) 
have statutory requirements that proponents of legislative mandates submit supporting 
information to the legislative committee of jurisdiction prior to consideration. While 
such information is usually submitted to legislative committees anyway, the statutory 
element ensures participation from proponents and arguably places the burden of proof 
more squarely on the proponents rather than opponents. 

Kansas 

Legislative committees in Kansas receive reports assessing both the social and financial 
impact of any proposed coverage by law. In addition, the Commission of Insurance is 
required to assist the proponents in their efforts to compile the report. 

Arizona 

In 1985, Arizona required proponents of specific mandates to submit a report assessing 
both the social and financial impact of the proposed benefit before a bill may be adopted 
by a committee. 20 

While mandated benefit review processes differ from state to state, the similar elements 
of the various review processes suggest that many state legislatures prefer to err on the 
side of caution by trying to ensure some degree of credibility and quality into the review 
and reporting process. In all of the aforementioned methods of review, the legislature 
retains the authority to accept or reject the recommendations of a review, an element 
which protects legislative power and accountability while acknowledging the need for 
outside information. 

When instituted, formal benefit review processes represent recognition on the part of 
policymakers that mandates do indeed increase costs and that costs and benefits should 
be carefully considered prior to adoption. Another approach that reinforces recognition 
of the cost impact of mandates is the creation of basic and catastrophic health insurance 
plans that are essentially "mandate-free" in the sense that they provide very basic services 
in an attempt to reduce costs. 
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Getting around Mandates: Texas' Basic and Catastrophic Health 
Insurance Plans for Small Employers 

In 1993, the Texas Legislature passed the Small Employer Health Insurance Availability 
Act to provide small employers with basic, low-cost health insurance plans to offer 
employees. Improved in 1995 and amended in 1997 to comply with Kennedy
Kassenbaum (the Health Insurance Portability and Accessibility Act of 1996), the act 

provides two health insurance plans for small businesses with at least two but not more 
than 50 employees. The Basic Plan provides coverage for the less medically needy and 
includes some preventive care services. The Catastrophic Plan, which offers several 
options of coverage, is intended to meet the needs of people with more extensive medical 
needs. The original intent of these plans, in part, was to provide low-cost alternatives to 
more expensive health insurance plans--including those subject to mandated benefits that 
increase the cost of health insurance. Both the basic and catastrophic plans offer the 
following benefits: physician or other health care provider services, hospital charges, 
anesthesia and its administratio~ outpatient services, X-ray and laboratory services, and 
maternity benefits. In addition, riders are available at additional cost for alcohol and drug 
abuse, mental health services, and prescription drugs.21 

Table 10.1 illustrates the major differences in the benefits and riders of Texas' basic and 
catastrophic plans. 

Table 10.1. Comparison of Benefits between 
the Basic and Catastrophic Plans 

Benefit Basic Catastrophic 

Durable Medical Equipment $200 no limit (if medically necessary) 

Physical Therapy 30 visits no limit (if medically necessary) 

Skilled Nursing Facility 30 days no limit (if medically necessary) 

Home Health Care Services 30 days 40 days 

Certain Organ Transplants no benefit yes 

Hospice no benefit yes 

Preventive Care Rider yes no benefit 

Adapted from: Texas Department of Insurance, "Small Employers Health Insurance, Questions and 

Answers." Online. Available: http://www.tdi.state.tx.us/consumer/cbo40.html#benefits. Accessed: 

March 8, 2001. 

Employers may be required to pay a portion of the premium, depending on the insurance 
carrier's policies. However, the law does not require employers to pay, although it is 
common for employers to pay a percentage of the premium cost plus deductibles and co
payments. Under the law, premiums for the state's basic and catastrophic plans are 
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required to meet certain rate band guidelines. Table 10.2 summarizes the deductibles, co
payments, and out-of-pocket expenses that the law requires under the basic coverage and 
the catastrophic coverage plans. 

Table 10.2. Comparison of Costs of Basic and Catastrophic Plans 

Benefit Plan 
Deductible Plan Pays Employee Maximum Out-of-

Coverages Co-Insurance Pocket Expenses 

BASIC $500 80% 200/o $3,000 

CATASTROPmc 
$2,500 800/o 200/o $5,000 Option 1 

Option2 $2,500 90% 100/o $5,000 

Option 3 $5,000 800/o 200/o $10,000 

Option4 $5,000 90% 100/o $10,000 

Adapted from: Texas Department of Insurance, "Small Employers Health Insurance, Questions and 

Answers." Online. Available: http://www.tdi.state.tx.us/consumer/cbo40.html#benefits. Accessed: 

March 8, 2001. 

While the state's basic and catastrophic health insurance plans are intended to provide 
small employers with low-cost alternatives to more expensive plans that may include 
cost-increasing benefit mandates, small employers have been reluctant to use the plans. 
According to some insurers, the plans are not utilized because other plans offer more 
coverage at competitive rates. According to some consumer advocates, although certain 
insurance carriers are required to offer the plans, they have little incentive to sell the 
plans and attempt instead to sell small employers other options. In fact, one can argue 
insurers do not have an incentive at all to sell the state plans if they offer other plans that 
are competitive yet cover more benefits. In addition, insurers have an incentive to sell 
plans that are the most compatible with the administrative processes they have in place. 
The lack of participants in the basic and catastrophic plans creates administrative 
inefficiencies and other difficulties for insurers, creating another disincentive for 
insurance companies to sell the plan. Whatever the reason for the lack of success, the 
plans have not been highly utiliz.ed, placing Texas in the position of having to consider 
ways to improve the plans and to consider other options to provide low-cost insurance for 
small and mid-sized employers. 

Options for Consideration 

Texas has a variety of regulatory tools at its disposal that may be used to encourage 
employers and employees to purchase health insurance. Among the most popular options 
are those that provide a variety of means of reducing the cost of insurance, thereby 
making health insurance more affordable. In 2001, the Texas Legislature has several 
recommendations related to mandated benefits from the Joint Committee on Mandated 
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Benefits and the Blue Ribbon Task Force on the Uninsured that deserve careful 
consideration. In additio~ the LBJ School of Public Affairs' Conference on the 
Uninsured held March 23, 2001, brought experts from across the state and nation to 
discuss ways to reduce the ranks of the uninsured (see Section I of this book). The 
following options were derived from these sources. 

Option: Establish mandated benefit review in Texas. The Joint Committee's report 
made several recommendations to the 77th Texas Legislature related to addressing the 
impact of mandated benefits on the cost of health insurance. Those recommendations 
include: 

• requiring the Legislative Budget Board (LBB) to conduct impact assessments for 
proposed mandated benefits prior to legislative committee hearings; 

• using the Employee Retirement System (ERS) of Texas as a source for data for fiscal 
and sunset review processes for mandated benefits; 

• establishing a process and scoring system for evaluating future mandates; and 

• directing the Texas Department of Insurance (TDI) to determine the type of data that 
should be collected to effectively measure the impact of mandated benefits and 
describe appropriate data collection methods. 22 

Option: Extend private health insurance coverage to dependents up to age 25 
regardless of whether they are enrolled in higher education courses. If required of 
private health insurance plans, this option recommended by the Blue Ribbon Task Force 
on the Uninsured could actually reduce overall costs by adding addition premium 
payments to cover group costs. Because young dependents have relatively low utiliz.ation 
rates, this addition could provide additional coverage for part of the Texas population that 
has high uninsurance rates while adding additional dollars to help spread risk and 
subsidize insureds with higher utiliz.ation rates.23 

Option: Review product designs of Texas' basic and catastrophic health insurance 
plans and work with insurers and agents to develop new basic and catastrophic 
options for small employers. This option would build upon the research TDI is 
currently conducting on the product design options for affordable health insurance for 
small employers. By encouraging active participation by small businesses, health care 
consumers, insurance companies, and organizations representing consumers, insurance 
companies, insurance agents, and business organizations, TDI can enhance the review of 
Texas' unsuccessful basic and catastrophic plans and develop health insurance product 
options that are more attractive to small employers and their employees. In addition, TDI 
can ensure that the process includes plans to address incentives and disincentives for 
insurance agents to sell basic and catastrophic insurance plans and for insurance 
companies to effectively and efficiently administer such plans. The final product or 
product options should be agreed upon by the stakeholders and presented to the 78th 
Legislature in 2003 as a replacement for the existing basic and catastrophic plans. 
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Conclusions 

The aforementioned proposals are not without controversy, and adoption by the Texas 
Legislature will be difficult for a variety of reasons. However, installing additional 
informational and analytical tools deserves careful consideration. At best, a formal 
review process would provide accurate information that could assist legislators and 
policy makers in determining the cost impact of proposed mandates and more fully 
discuss both cost and social impacts involved. At worst, a formal review process could 
actually undermine the legislative process through biased and inaccurate information. 
Indeed, one can argue that the worst-case scenario would in fact be no different than the 
current process, and so the legislature would do well to err on the side of more 
information about mandates rather than less. 
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Chapter 11. 
The Texas Health Insurance Risk Pool 

by Kate Suratt and Sam Miller 

Background 

Currently in Texas there are experts, practitioners, academics, and community leaders 
searching for more affordable, effective ways to provide health care to those living 
without health insurance coverage. In this environment of change and growth it is 
important that consumers understand their options in order to receive the best health care 
possible. 

There are several ways Texans can receive the benefits of health insurance. Working 
Texans and their families may have the option of obtaining insurance from an employer. 
Employer-provided insurance is often less expensive than individual insurance and may 
offer broader coverage than other plans. 1 If health insurance is not available from an 
employer, a person may look elsewhere for group coverage, or when group insurance is 
not available, may choose to purchase an individual health insurance plan. !individual 
market rates tend to be higher than group rates, however, and there is a greater chance of 
being turned down for preexisting medical conditions.2 

At this time there are public programs designed to cover low-income families, children, 
elderly individuals, and individuals with severe disabilities. If someone does not fall into 
a category covered by a public insurance program, and is unable to buy coverage due to a 
medical condition, he or she may be able to participate in the Texas Health Insurance 
Risk Pool. 

A high-risk pool is one of three methods used by states to comply with federal Health 
Insurance Portability and Accountability (HIP AA) regulations. Passed in 1996, this 
legislation mandates portability and guaranteed renewal of insurance in all states for 
people going from group coverage to group coverage or from group to individual 
coverage. A risk pool may serve as a state's market mechanism for portability in the 
individual market. 3 

A risk pool generally is defined as a state-created, nonprofit association offering 
comprehensive health insurance benefits to individuals with preexisting health 
conditions. The pool can include people who have been denied coverage in the private 
market due to a chronic illness or condition, or those who are unable to find coverage for 
less than what is available from the pool.4 

In short, participants in the risk pool pay higher-than-average premiums for insurance 
coverage because they already have medical conditions preventing them from being 
covered elsewhere. When the aggregate medical expenses exceed the money paid in by 
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participants, the pool picks up the bill. The pool may pay for this service by collecting 
funds from health insurance companies through assessments or by other means. 

There are 29 states other than Texas that now operate risk pools, including Connecticut 
and Minnesota, whose state legislatures put into operation the first high-risk health 
insurance plans 25 years ago. According to a state-by-state analysis conducted by 
Communication for Agriculture, Inc., in cooperation with the National Association of 
State Comprehensive Health Insurance Plans, risk pools are a proven, effective means of 
providing health care security, while minimizing disruptions to the rest of the individual 
insurance market. 5 

States form high-risk pools to serve people who have been denied coverage in the private 
insurance market. States with a substantial self-employed population, or which have 
many small businesses that often do not offer health insurance coverage, have a greater 
need for such an arrangement. While high-risk pools charge a premium higher than for 
normal group coverage, such premiums rarely cover the cost of covering the enrollees.6 

Examples of various states' risk pool programs can be found in Appendix K. 

The Texas Health Insurance Risk Pool 

The Texas Health Insurance Risk Pool (THIRP) was originally created by the Texas 
Legislature to provide health insurance to Texas residents who either cannot obtain 
adequate health insurance coverage as a result of their medical conditions or are 
considered "Federally Eligible Individuals," as defined by HIP AA.7 It is a nonprofit, 
unincorporated political subdivision of the State of Texas and is not tax supported. 

The pool was originally created through legislation enacted in 1989. At that time, 
however, the necessary funding was not appropriated. After the passage ofHIPPA, the 
Texas Legislature in 1997 revised the statute and provided for start-up funding along with 
an amended mechanism for assessments to fund the pool. 8 

The legislature was guided by these findings: (1) medically uninsurable Texans face 
critical problems with respect to health care coverage, access to care, job mobility, and 
family impoverishment arising from health status; and (2) competitive forces in the 
marketplace for health insurance will operate over time to increase the number of 
medically uninsurable persons. 

The legislature's goals in creating the health pool included: (1) providing access to 
quality health care at minimum cost to the public, to relieve the insurable population of 
the disruptive cost of sharing coverage, and to maximize reliance on strategies of 
managed care proven by the private sector to be effective; and (2) maintaining the 
availability of traditional health insurance to consumers who are currently eligible for 
these policies. 9 
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Alternatives to the High Risk Pool 

Under HIPAA, Texas and other states were given various choices for changes in state law 
to conform to the federal law. Conformance to the federal law ensures that states retain 
the right to regulate health insurance. States had options to (1) provide for guaranteed 
issue of individual health insurance (with no rate constraints by law); (2) enact and/or 
modify laws to implement a health insurance risk pool in accordance with the new law 
(with rates capped at a maximum of 200 percent of average); or (3) enact another type of 
risk-spreading mechanism. 

If a state chooses to adopt guaranteed-access regulations, then every carrier choosing to 
remain in the individual market has to accept anyone who applies. This may cause 
problems for insurance carriers, especially in the individual market or as the groups 
covered become smaller. Eleven states have adopted guaranteed-issue laws, and in each 
of these states there is some form of risk-sharing to try and ease the adverse selection 
problems faced by insurers. 

Most of the states offering guaranteed issue have experienced an exodus of carriers who 
serve the individual market. For example, in Kentucky more than 40 carriers have left 
the individual market since guaranteed-issue legislation passed in 1995. Many of 
Kentucky's reforms were revised in 1998 in order to attract more companies back to the 
state's individual market. In 2000, Kentucky became the 29th state to establish a high
risk pool. 10 

Guaranteed issue can also have the unintended effect of encouraging individuals to wait 
to buy insurance until they get sick, and then drop coverage after their claims have been 
paid. Iowa, Utah, and Washington have chosen to have a combination of guaranteed 
issue and high-risk pool. I I 

Organization 

The Texas Risk Pool Board consists of nine members appointed by the Commissioner of 
Insurance for staggered six-year terms. I2 The board is composed of at least two, but no 
more than four, people affiliated with an insurer and authorized to write health insurance 
in Texas, as well as at least two people who are insured and reasonably expected to 
qualify for coverage by the pool. The remaining members of the board can be individuals 
such as a physician licensed to practice in this state, a hospital administrator, an advanced 
nurse practitioner, or someone from the general public who is not employed by or 
affiliated with the health insurance industry. 13 One of the appointees is designated by the 
insurance commissioner to serve as chairman of the board. 

The board, aided by its executive director, his staff, and consultants, has the 
responsibility of selecting a third-party administrator (TP A) or insurer to provide services 
relating to the risk pool's function. The administrator's responsibilities include: 

• performing eligibility and administrative claims payment functions, including 
enrollment; 
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• establishing a billing procedure for collection of premiums; 

• performing functions necessary to assure timely payment of benefits, including 
providing information relating to the proper manner of submitting a benefit claim and 
evaluating the eligibility of each claim for payment; 

• submitting regular reports to the board relating to the operation of the poo~ as well as 
a yearly report detailing the net written and earned premiums, expense of 
administration, and paid and incurred losses of the pool. 14 

Currently, the TP A is paid a monthly per-member flat fee designed to reduce the 
incentive to raise premiums. 15 The total amount of administrative costs and fees paid to 
the administrator may not exceed 12.5 percent of the gross premium receipts of the pool 
for the calendar year. The insurance commissioner may approve payment of a higher 
amount, not to exceed 15 percent of the gross premium receipts, if it is determined that 
the higher amount is necessary to pay the administrative costs and fees of the pool. 16 

Third-party administrators and insurers compete in a bidding process established by the 
board. Administrators are selected based on efficiency in claims-paying procedures, 
ability to contract with providers across the state, and ability to administer the pool in a 
cost-efficient manner. Financial stability and an estimate of total charges for 
administering the pool are also taken into account Administrators serve for a term of 
three years, after which the board reinstitutes the bidding process. 17 

The executive director and his small staff oversee the daily operations of the risk pool. 
While the third party administrator provides such services as enrollment, customer 
service, premium billing, and claims processing, the executive director is responsible for 
oversight of the TPA. 18 The executive director also administers the annual assessments 
of insurers to fund the shortfall and oversees consultant actuaries and an attorney. 

Currently, Blue Cross Blue Shield of Texas is under contract with the pool as a TPA. 
Blue Cross Blue Shield, along with its preferred provider, Blue Choice, was selected 
because of its accessibility over a statewide area. Blue Cross Blue Shield's contract was 
renewed for another three-year term in January of2001.19 

Eligibility 

Individuals who are not eligible for group coverage are eligible for health pool coverage 
in Texas if they are under age 65, legal residents of Texas (for at least 30 days) and 
United States citizens, and if they provide the health pool's administrator evidence of at 
least one of the eligibility conditions listed below. 

Individual are also eligible for health pool coverage if they are under age 65, continue to 
be legal residents of Texas, and have maintained health insurance coverage for the 18 
months preceding application for coverage to the health pool, with no gap in coverage of 
greater than 63 days, provided the last health insmance was through an employer
sponsored plan, church plan, or government plan. This is the only category where U.S. 
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citizenship is not required. Persons eligible in this category are also required to provide 
the health pool's administrator evidence of at least one of the eligibility conditions listed 
below. 

The eligibility conditions are: 

• rejection or refusal by an insurance company to issue substantially similar individual 
health insurance, due to health reasons; 

• offer by an insurance company to issue substantially similar individual health 
insurance only with a conditional rider(s), which excludes coverage for a medical 
condition, or at a premium rate greater than the current rate charged by the pool; 

• diagnosis of one of the medical conditions determined as a condition for automatic 
eligibility by the board; 

• certification from an agent or representative of an insurance company, on the pool's 
Agent Certification form, that states the applicant will be declined for coverage by an 
insurance company, due to a medical condition. 

The following are reasons for enrollment and the percent of the 7,305 Texans who 
enrolled in the pool during 2000 for each reason: 

• HIPAA-eligible-37 percent 

• Declined in individual market-18 percent 

• Agent certification-16 percent 

• Qualifying medical condition-13 percent 

• Dependant-I 0 percent 

• Up-rated premiums--4 percent 

• Riders or higher premium rates-2 percent. 

Dependents are eligible for health pool coverage at the same rates as high-risk 
individuals. If the eligible person is a child, family members of the child who remain 
legal residents of Texas and United States citizens, and who reside with the child, are also 
eligible for health pool coverage. 20 

In many cases the pool is the only option for someone with a preexisting condition who 
does not qualify for Medicaid or SSI. However, the policy "does not pay benefits for any 
charges or expenses for any preexisting condition unless the individual was continuously 
covered for an aggregate period of 12 months under Creditable Coverage that was in 
effect up to a date not more than 63 days before the individual's effective date of 
coverage through the health pool (excluding any waiting period under the prior health 
coverage) provided that the individual's application for coverage through the health fiool 
was made no later than 63 days following termination of the prior health coverage." 1 

The purpose of this waiting period is to prevent individuals from waiting until they have 
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a claim to take out insurance and then possibly dropping coverage after the claim has 
been paid. 

The pool defines a preexisting condition as "a disease or condition for which medical 
advice, care or treatment was recommended or received during the six months before an 
Insured Person's effective date of coverage. Preexisting Condition includes a preexisting 
pregnancy or a complication of a preexisting pregnancy, whether the complication occurs 
before or after the effective date of coverage. Preexisting Condition does not include 
genetic information in the absence of a diagnosis of the condition related to the genetic 
information. "22 

In determining whether a preexisting condition limitation applies, credit is given for the 
time an individual was covered under any prior creditable coverage (including any 
waiting period for such coverage) that was in effect at any time during the 12 months 
before the effective date of health pool coverage. If a person has a preexisting condition, 
he/she may choose to join the pool, and will be covered for everything other than the 
preexisting condition for 12 months. After the 12 months he/she will be fully covered. 
More on eligibility and preexisting conditions can be found in Appendix L. 

Enrollment Trends 

Figure 11.1 depicts the growth in enrollment between February 2000 and January 2001. 

Figure 11.1. Growth in Enrollment in Texas Health Risk Pool 
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Adapted from: Blue Cross Blue Shield of Texas, "Report from Blue Cross Blue Shield of Texas on Status 

of Operations," Texas Health Insurance Risk Pool Board Meeting, Austin, Texas, January 17, 2001. 

Of the medical claim benefits paid in 1999, 45 percent were associated with the treatment 
of cancers, circulatory diseases, and diseases of the respiratory system. About half of the 
members have chosen Plan I, which carries a $500 deductible, 32 percent have chosen 
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Plan II ($1,000 deductible), and 19 percent have chosen Plan III with a $2,500 
deductible.23 Figure 11.2 depicts members by age group. 

Figure 11.2. Members of the Texas Health Risk Pool 
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Adapted from: Blue Cross Blue Shield of Texas, "Report from Blue Cross Blue Shield of Texas on Status 

of Operations," Texas Health Insurance Risk Pool Board Meeting, Austin, Texas, January 17, 2001. 

Benefits 

When a person is confirmed eligible for the pool he/she may choose between three plans. 
Plan I has the highest monthly rate and a $500 deductible, Plan II has a lower monthly 
rate and a $1,000 deductible, and Plan III has the lowest monthly rate and a $2,500 
deductible. Monthly rates are determined by plan choice, age, area, and tobacco use. 
Current rate tables for the health pool can be found in Appendix M. Coinsurance for 
PPO Providers is 20 percent, and for nonproviders it is 40 percent. The maximum 
coinsurance is $2,000 for Plan I, $3,000 for Plan II, and $7,500 for Plan III. 

After the individual meets the coinsurance maximum for the year, the health pool will 
pay 100 percent of covered expenses for the remainder of the year, subject to the 
maximum lifetime benefit amount of$1,000,000. It should be noted that the calendar 
year deductible, the emergency care deductible (an additional $50), coinsurance for 
treatment of chemical dependency, and copayments/coinsurance amounts for outpatient 
prescription drugs do not count towards the annual coinsurance maximum. 

An individual covered by the health pool may go to any medical provider or hospital he 
or she chooses, but will save money by choosing a provider within the health pool's 
Preferred Provider Organization (PPO). A covered individual who chooses a Blue 
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Choice provider will pay a smaller coinsurance payment. In additio~ PPO providers do 
not charge the covered person for charges in excess of the PPO contract rate. A non-PPO 
provider may charge a rate in excess of the PPO contract rate and the covered individual 
would then be liable for any charges over the PPO rate. A summary of the health pool 
benefits is listed in Table 11.1. 

Table 11.1. Summary of Health Pool Benefits 

Hospital 

Intensive Care or Cardiac Care 
Unit 
Asst. Surgeon or Surgical First 
Asst. 
Hospital or other facility for 
Erner enc Care 
Home Health Care 

Named Transplants 

Serious Mental Illness 

Chemical De 
Precertification Provisions 

Average semiprivate room rate and no more than one 
v1s1t r h sician 
No more than 3 times the average semiprivate room 
rate 
One assistant, no more than 25% of surgeon's fee 

180 da s lifetime maximum 
Subject to lifetime combined maximum benefit for all 
transplants of$150,000. Transplants include kidney, 
pancreas, heart, liver, lung and bone marrow. Includes 

re ·on and trans rtation 

Calendar year maximum benefit of 45 inpatient days 
and 60 o · ent visits 
50% coinsurance and $15,000 lifetime maximum 
If a precertification requirement is not met, benefits for 
covered services and supplies will be reduced 500/o. 
Precertification required for: inpatient admissions, 
skilled nursing, facility admissions; home health care 
services, hospice care, transplants, and durable medical 

ui ment over $2,000. 
Prescription Drugs, PPO Phannacy $10 copayment for generic drugs; $25 copayment for 
and Mail Order brandname drugs if generic not available or 

prescription marked "dispense as written"; $25 co
payment plus difference between cost of generic drug 
and brand name dru if brand name selected b insured 

Prescription Drugs, non PPO 
Phannacy 

Insured pays 40% of Average Wholesale Price plus 
dispensing fee; if insured's residence is designated a 
medically underserved area, insureds pay 20% of 
Ave e Wholesale Price lus d. nsin fee 

Adapted from: Texas Health Insurance Risk Pool, Summary of Health Pool Benefits. Online. Available: 

http://www.txhealthpool.com/benefits.html. Accessed: February 12, 2001. 

198 



Other benefits provided by the pool include ambulance, anesthesia, blood, diabetes, 
durable medical equipment, miscellaneous hospital services and supplies, outpatient care, 
oxygen, physical, occupational, speech, language therapy, preadmission testing, 
pregnancy and newborn child coverage, preventive care, prosthetic devices, radiation 
therapy, inhalation therapy, chemotherapy, second surgical opinion, surgeons, surgical 
services and supplies from an ambulatory surgical center and hospital outpatient facility, 
x-rays, and laboratory tests. 

Financing the Pool 

Currently the Texas Health Pool charges premiums for the policies that it issues. The 
rates that pool participants pay is recommended by the board of directors and approved 
by the insurance commissioner. The Texas Department of Insurance recently ~proved a 
20 percent increase in premium rates that went into effect on January 1, 2001.2 This has 
brought the average cost of monthly premiums from $336 to $403 per month. The 
increase lifts the rate from 150 to 165 percent of the "standard rate." 

The "standard rate" is the rate typically charged by commercial carriers for similar 
coverage. The board of directors engaged an independent actuarial firm to set a standard 
rate for the health pool policy. The board uses this standard rate when setting the 
premium rates for the health pool policy. More specifics on rates can be found in 
AppendixM. 

If claims and expenses for the health pool's operation exceed collected premiums, the 
health pool can collect additional funds from the health insurance companies through 
assessments. Insurers' assessments are determined annually by the risk pool board based 
on carriers' annual statements and other reports. Total assessments are based on a 
projected amount that the pool will need to continue operations. This figure is 
determined by a contracted actuarial firm which studies trends in enrollment, claims, and 
premium data. 25 The assessment imposed on each carrier is an amount that is equal to the 
ratio of the gross premiums collected by the insurer for health insurance in the state 
during the preceding calendar year to the gross premiums collected by all insurers for 
health insurance. Medicare supplement premiums, most small group health insurance 
premiums, and some other premiums are excepted. If assessments exceed the pool's 
actual losses and administrative expenses, the excess is held in an interest-bearing 
account and used by the board to offset future losses or to reduce future assessments. 26 
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Table 11.2. Texas Health Insurance Risk Pool Finances 

Premiums Claims paid Net Loss Loss Assessment Investment 
collected Ratio Income 

1999 $16,365,666 $30,822,830 $21,331,627 220% $14,057,740 $535,390 

2000 $38,497,568 $60, 790,998 $29,720,542 173% $66, 766, 136 $1,876,578 

Adapted from: Texas Health Insurance Risk Pool Board of Directors, The 2000 Annual Report of the Texas 

Health Insurance Risk Pool (June 2001). Online. Available: http://www.txhealthpool.com/2000rpt.PDF. 

Accessed: July 22, 2001 . 

Table 11.2 is a summary of the Texas Health Insurance Risk Pool finances for 1999 and 
2000. The assessment cycle does not coincide with the calendar or fiscal year. Due to 
the timing of the risk pool's creation and initial assessments, this cycle runs from August 
to July. In March and April, the risk pool sends insurers a data request form. This fonn 
determines the assessable premium, which is the gross premium amount minus excepted 
categories. Excluded premiums include, but are not limited to: short-term coverage of 
less than one year, accident-only coverage, disability income insurance, coverage for a 
specified disease, Medicare Supplement insurance, Medicaid, Federal Employees Health 
Benefits Program, and small-employer group health insurance, subject to Articles 26.01-
26.76 of the Texas Insurance Code. The executive director uses these request forms to 
calculate each carrier' s percentage share of the estimated loss for the coming year, as 
projected by the actuarial firm. Late payments are charged interest, and failures to pay 
are turned over to the Texas Department oflnsurance.27 

Based on actuarial projections, the assessment for 2000 was $68 million dollars. During 
the summer of2001 the Texas Health Pool will use the actuarial firm of Milliman & 
Robertson to project forward another year in order to determine the 2001 assessment. 
Cash reserves on hand at the projection point will be factored in as a credit. Due to the 
rapid growth of the Texas Health Pool, assessments are also becoming larger and difficult 
to predict. 28 

While Texas finances its risk pool through carrier assessments, there exists a variety of 
mechanisms for funding health insurance risk-sharing plans. Some of these methods are 
used by other states. Financial realities and other factors narrow Texas' choice of 
funding mechanisms. 

General Fund: One way to cover the losses associated with the pool is for the legislature 
to appropriate funds from general revenue. While this may be administratively simple, 
states have only actuarial projections of the amount needed to cover the losses. There is 
also the problem of insufficient funds should the state experience financial difficulty. By 
limiting the numbers of those enrolled, states possibly can control the losses. Although 
this method is being used in seveqtl states, financial realities and the size of the risk pool 
may preclude such an option as the sole method of funding in Texas. 
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Assessments to Carriers: This is the current method of funding in Texas. Because 
insurance carriers are in the business of providing coverage, some believe they should be 
assessed if they choose not to insure all applicants. ERISA, however, prevents states 
from assessing all health coverage. Approximately 50 percent of people receiving 
employer-sponsored insurance are covered by self-insured plans, which are federally 
protected under ERISA. Texas currently assesses all non-small group non-ERISA 
coverage for private insurance. 

Assessments with a Tax Credit: Insurance carriers are assessed for the losses of the pool, 
but this assessment is offset against premium taxes or income taxes paid to the state. The 
state ultimately is responsible for funding. This method has the same shortcomings as that 
of funding from the general revenue. Some states place a cap on the amount of tax credit 
provided in any one year, requiring the carrier to pay assessments above the cap with no 
tax credit granted. Another method is to grant no credit until a carrier's assessment 
reaches a certain level, in which case the amount paid above that level would be allowed 
as a credit. 

Raise Premiums: The policyholders pay a higher percentage of the standard rate, and the 
pool and carriers have reduced liability. A consequence of this option would be that 
premiums become too costly for those with low risk, and eventually too expensive for 
high-risk individuals, leading to the pool becoming inoperable. There is a federal 
payment limit of 200 percent of the standard risk. 

Hospital Provider Tax: A reserve fund is set up to cover the losses of the pool. This 
fund is financed through assessments on all revenues of all hospitals. Hospitals incur 
liability that, in turn, it passed along to all users of health care. Such as tax probably 
would have to increase continually to cover losses. Moreover, hospitals are not receptive 
to the idea of being the bearer of additional consumer costs. The advantage is that this 

· option taxes ERISA plans indirectly as well as commercial plans. 

Hospital Service Charge: Each patient admitted to a hospital is assessed a per-day 
service charge, which is included in the patient's final bill. This method spreads the costs 
of the pool and can indirectly reach those who are self-insured under ERISA. Health care 
providers are not receptive to being the bearer of additional costs, however. 

Monthly Fee on Ca"iers: Carriers are assessed a monthly fee based on how many 
policyholders they cover. In this way, insurers can predict what their monthly fee will be 
and therefore can plan their operations. This method brings stability and predictability to 
the funding process. 

Increase Existing Taxes: One option is to increase taxes on cigarettes, alcohol, or other 
products, and use those funds to cover risk pool losses. 

Fee on Tax Filers: Up until 1994, Colorado assessed a $2 fee on state tax income filers 
with incomes of $15,000 or more. Because Texas has no state income tax, this is not an 
option. 
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The three primary types of high-risk pool fonding mechanisms used are allocation of 
state funds, assessment of insurers, and assessment of insurers using a tax credit. While 
some states rely on one primary method, many have opted for a combination of 
mechanisms that include provider taxes and service charges. Examples of the application 
of these various financing mechanisms can be found in Appendix N. 

Short-term Issues and Recommendations 

While the risk pool has increased the number of Texans it serves, several entities have 
made recommendations which they believe will improve its effectiveness. 

Risk Pool Board 

In a meeting conducted in November of 2000 the risk pool board approved the following 
legislative recommendations to address some of the problems of the risk pool: 

I . Clarification that a person previously covered by another state's risk pool remains 
HIP AA-eligible after moving to Texas. 

2. The current statute states that those who allow their coverage to lapse for nonpayment 
of premiums are permanently barred from obtaining coverage through the risk pool 
If a person cancelled his/her coverage, however, he/she could once again be eligll>le 
after 12 months. The board supports an amendment to provide a 12-month 
requalification period for those whose coverage lapsed due to nonpayment. 

3. The risk pool consistently must address the problem of individuals qualifying for 
employer-sponsored coverage who apply to, and in some cases become covered by, 
the risk pool. It is believed that agents or employers may be attempting to ciicumvent 
the eligibility requirements in many of these cases. Amend the code to penalize 
anyone who attempts to place an ineligible person in the risk pool 

4. The current statute includes no penalty against carriers that fail to pay their risk-pool 
assessments in a timely way. The maximum rate the risk pool can charge is 6 percent 
per year. The board supports an amendment stipulating that interest accrues against a 
carrier's unpaid assessment at the prime lending rate plus 3 percent. 

5. An amendment to the Texas Insurance Code clarifying that a person eligiole under 
HIP AA is not required to meet the U.S. citizenship requirement. In addition, most 
other states' risk pools impose a residency requirement rather than a U.S. citiunship 
requirement. Amend the Insurance Code to allow eligil>le Texans who have been 
permanent residents for at least three continuous years to be covered by the risk pool 

Additionally, the board will not oppose the elimination of the small-employer premium 
assessment exclusion, allowance for a premium tax offset or a reduction of the premium 
rate cap.29 
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Texas Department of Insurance 

In its biennial report, the Texas Department of Insurance suggests three possibilities that 
might be considered in financing the pool. The first would be to expand the assessable 
base of health insurance premiums to include small-group health insurance. The second 
possible option, a premium tax credit, has been realized in the form ofHB 1709, filed by 
Representative Averitt in the 77th Texas Legislature. The final option is an appropriation 
from the general revenue fund by the Texas Legislature. 

Consumer Organizations 

In testimony given to the Blue Ribbon Task Force for the Uninsured in January 2000, 
consumer organizations made four recommendations to improve the state's high-risk 
insurance pool. 

1. Limit the allowable rate increases on policies currently increasing at a rate of 20 
percent per year. Ifno other changes were made to the pool, this option would create 
difficulties for the insurance companies whose assessments are increasing 
dramatically each year. 

2. Require insurers who refuse coverage for people with health conditions to support the 
cost of their care through high-risk pool assessment without spreading the cost back 
to the broader population of covered people. 

3. Allow for fund subsidies for low-income people to help pay for coverage. 

4. Encourage families of eligible people to join the pool to ensure a more equitable mix 
of healthy and sick participants.30 

Long-Term Options 

While the risk pool enables insurers to price policies lower in the individual market due 
to the removal of high-risk persons from that market, the high premiums required by the 
risk pool can often be a barrier to people with low incomes. The pool currently is 
fmanced by assessments from the insurance companies. If the risk pool population 
grows, but fails to include healthy participants, then the cost of the pool also will 
continue to grow. As the cost of the pool increases, more equitable methods of funding 
must be considered. 

Sliding-scale premiums have been introduced in several states, including Minnesota, to 
distribute the cost of premiums more evenly. Another effective method would be to 
subsidize the risk pool, specifically the low-income participants, with money from the 
tobacco settlement, as has been done in California. A fmal option would be to allow 
counties to buy in their low-income, high-risk individuals. 
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Conclusions 

While high-risk pools have shown promise in decreasing the numbers of the uninsured, 
they are only a small part of the solution. Medicaid and SCHIP are needed to cover 
adults and children in Texas who have little or no income. To date there has been no 
combination of public and private insurance that meets the needs of all of the uninsured. 
For this reason, research in this area will remain a valuable tool for policy makers in the 
years to come. 
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Chapter 12. 
Hispanics and Health Insurance in Texas 

by Jeff Hamilton and Sarah Lovering 

Introduction 

There are many estimates on the demographics of the uninsured in Texas based on 
various state and national surveys. The exact percentage of certain groups of the 
uninsured differs according to the statistics and studies used. All results point to the 
same conclusion, however: the percentage of uninsured children and nonelderly adults in 
the state of Texas exceeds the levels of uninsured in every other state in the country. 1 

About one out of every four nonelderly people in Texas is uninsured. This corresponds 
to approximately 4.6 million Texans (25 percent) being without health insurance. 
Nationally, 15 percent of the population is uninsured. Seven percent of the people in the 
United States live in Texas, but 11 percent of this country's uninsured live in Texas. 

Among nonelderly Texans, certain groups of people are more likely to be uninsured than 
others. Although the uninsured include people of all racial/ethnic groups and income 
levels, Hispanics, low-income workers, young adults (ages 18-24), and children are the 
most likely to be uninsured. Twenty-six percent of all nonelderly adults in the state are 
uninsured. Fifty percent of the uninsured in Texas are Hispanic.2 Compared with other 
states and the nation as a whole, Texas has one of the lowest rates of employer-sponsored 
health insurance and it is lagging further behind in offering public insurance to its 
citizens. While uninsured adults exist at all income levels, low-income adults are far 
more likely to lack coverage; low-income adults comprised 38 percent of the adult 
population in Texas in 1999, but accounted for 58 percent of the state's adult uninsured.3 

Studies have shown that people without health insurance are far less likely to receive 
health care than those who are insured. The uninsured also have more stress, wait longer 
to seek treatment, and miss more days of school and work due to illness than those 
having health insurance. 

A survey conducted by the Kaiser Family Foundation found that 57 percent of Americans 
believe that the uninsured in this country are primarily unemployed or from families with 
no one working. 4 The reality is quite different. The majority of the uninsured nationally 
(80 percent) are low-wage workers and their family members.5 In Texas, Hispanics are 
uninsured at twice the rate of non-Hispanic whites. Immigrants, the poor, and children 
also tend to have extremely high uninsurance rates.6 

General Characteristics of the Uninsured in Texas 

As mentioned, Texas has the highest rate of uninsured people in the country. It ranks 
second in the percentage of uninsured children and third in the percentage of low-income 
children (below 200 percent of Federal Poverty Level) with no insurance.7 The most 
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severely affected areas of Texas are along the Texas-Mexico border in South Texas and 
El Paso. There also are large numbers of uninsured people in Bexar, Dallas, Tarrant, and 
Harris counties. These urban counties include the cities of San Antonio, Dallas, Fort 
Worth, and Houston, respectively.8 These areas all have large Hispanic populations as 
well. 

In Texas, as well as nationally, low-income people are at the highest risk of being 
uninsured. Nearly half of Texas' low-income population (47 percent) has no coverage, 
which is well above the national average (33 percent). Low-income Texans receive 
employer-sponsored insurance and public insurance at lower rates than national 
averages.9 

The Urban Institute conducted the National Survey of America's Families (NSAF) in 
1997 and 1999 to analyze states' progress primarily in the areas of heal~ income 
security, job training, and social services. Thirteen states throughout the country were 
surveyed, including Texas (2,103 households were surveyed in Texas in 1999). 

Initial findings from the 1999 NSAF show that Texas is performing below (worse than) 
the national average in nearly all categories. Texas ranks far below the national average 
in the number of children with employer-sponsored or any other form of health insurance, 
and in the number of nonelderly adults with employer-sponsored, Medicaid/state, or any 
other form of insurance, as well as many other categories of social welfare indicators. 
Texas rated better than the national average in one category where: low-income adult 
Texans between the ages of25 and 54 are significantly more likely than the national 
average to be employed. 10 In all of these categories a significant number of those 
affected are Hispanics. 

Fifty-eight percent of all children in Texas were covered by employer-sponsored 
insurance in 1999, far below the national average of 66. 7 percent. Sixteen percent of 
Texan children received public insurance in 1999, slightly below the national average of 
16.4 percent for 1999. Twenty-three percent of children went without health insurance in 
1999, almost twice the national average of 12.4 percent of children who are uninsured. 11 

(See Table 12.1 for more details.) 
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Table 12.1. Health Insurance Data for State of Texas 

All Incomes Low-Income Families 

TMe Of lnsurtlllce 1997-TX 1999-TX 1999- us 1997-TX 1999-TX 1999- us 
Children 
Emoloyer-Snonsored 54.00/o 57.6% 66.7% 27.6% 32.7% 38.7% 
Public 19.6% 16.1% 16.4% 36.3% 28.7% 35.2% 
None 22.00/o 23.00/o 12.5% 33.6% 36.7% 22.4% 
Non-Elderlv Adults 
Emoloyer-Snonsored 63.8% 65.1% 72.3% 34.3% 39.2% 41.7% 
Public 42% 3.6% 4.8% 11.1% 8.4% 14.7% 
None 26.6% 26.00/o 16.3% 49.4% 46.6% 34.90/o 

Adapted from: Urban Institute, Snapshots of America's Families ll: Data by State, Texas (Washington, 

D.C., October 2000), p. 21. 

Note: Low-income families are at 200% or below of the Federal Poverty Level. 

Of the 13 states where people were surveyed as a part of the 1999 NSAF, Texas had the 
highest level of uninsured among low-income adults, was second from last in public 
insurance for low-income adults, and was third from last on employer-sponsored 
insurance and other private insurance. Only New York and California had lower rates of 
coverage in that category. Unlike Texas, however, both of those states have extremely 
high rates of public insurance coverage. New York's rate of public insurance coverage of 
low-income adults is three times higher than Texas, and California's rate is twice as high 
as the rate in Texas. For that reason both of those states have fewer uninsured people 
than does Texas. Massachusetts and Washington are two other states with broad public 
coverage that enables them to make up for a below-average level of employer-sponsored 
insurance while still maintaining a relatively low number of people without health 
insurance. 12 

Demographics of the Hispanic Uninsured in Texas 

Of the approximately 20.3 million people living in the state of Texas, it is estimated that 
31 percent (6.3 million) are Hispanic. 1 The vast majority of Hispanic Texans (89.6 
percent) are of Mexican descent. 14 Texas' Hispanic population is expected to grow 
significantly in the next 30 years. A study done by the Texas State Data Center projects 
that Hispanics will comprise 46.2 percent of the states' population by 2030, a larger 
population than non-Hispanic whites, who are projected to make up 36.4 percent of 
Texas' population in 2030. 15 (See Table 12.2 for details.) In the next 30 years a huge 
demographic shift in the population is expected to occur, which will have wide-ranging 
effects in many aspects of society, including the field of health. 
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Table 12.2. Projected Population of Hispanics and Non-Hispanic 
Whites in the State of Texas 

Year 
Hispanic Percent of State Non-Hispanic Percent of State 

Population Population White Population Population 
2000 6,302,361 31 .00/o 11,100,275 54.5% 
2010 8,765,364 36.3% 11,670,349 48.4% 
2020 11,870,242 41.4% 12,143,448 42.3% 
2030 15,667,787 46.2% 12,351,852 36.4% 

Adapted from: Steve H. Murdock, Current and Future Patterns of Population Change in Texas: 

Implications for the Number of Uninsured in Texas (College Station, Texas.: Texas A & M University, 

January 2000) p. 10. . 

Eighty-four percent of the Hispanics in the state of Texas live in five specific geographic 
regions. These regions are Lower South Texas (22 percent of the Hispanics in the state 

live in this area), the Gulf Coast (20 percent), Upper South Texas (17 percent), the 
Metroplex (15 percent), and the Upper Rio Grande Valley (10 percent). 16 Three of these 
regions also have the highest rates of people without insurance in the state. Thirty-four 
percent of Texans living in Lower South Texas, along the Texas-Mexico border, have no 
have health insurance. The rate of uninsured is also 34 percent for Texans living in the 
Upper Rio Grande Valley, primarily in El Paso. Twenty-nine percent of Texans living in 
Upper South Texas are without health insurance (San Antonio is included in this 
region).17 The cities of Dallas (Metroplex region) and Houston (Gulf Coast region) also 
have high rates of people without health insurance. As previously noted, both of these 
cities have a significant Hispanic population. (See Table 12.3 for regional details.) 

Table 12.3. Location of Hispanic Population in the State of Texas 

Region 
Percent of Tens' Percent of Region's 

Hispanic Population Hispanic Population 
Lower South Texas 22% 800/o 
Gulf Coast 200/o 27°/o 
Uooer South Texas 17% 51% 
Metroplex 15% 17% 
Uooer Rio Grande 100/o 77°/o 
Central Texas 6% 200/o 
Hieb Plains 4% 29% 
West Texas 4% 39% 
Northwest Texas 1% 17% 
Upper East Texas 1% 5% 
Southeast Texas 1% 6% 

Adapted from: Texas Heath and Human Services Commission, Demographic Profile of the Texas 

Population Without Health Insurance Coverage (Austin, Tex., April 2000), pp. 1-7, 1-8. 
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Information from the 1990 U.S. census shows that in that year approximately 17 percent 
of Hispanics in Texas spoke very little or no English.18 With the large increase of 
immigrants into the state of Texas in the last ten years, it is likely that today the 
percentage of Hispanics who do not speak English is significantly larger than in 1990. It 
is challenging to find ways for this group to access health insurance, facing as it does not 
only monetary barriers, but language and cultural barriers as well. Even if members of 
this group are eligible for public insurance or employer-sponsored insurance, they often 
are unaware of this because of the language barrier. 

Hispanics statistically have lower levels of formal education than do non-Hispanic whites 
or other racial/ethnic groups in Texas and the rest of the United States. Among 
Hispanics, those of Mexican descent have the lowest levels of education completion. 
Forty-six percent of Hispanics in the United States over the age of25 have not graduated 
from high school. In comparison only 9 percent of non-Hispanic whites in the United 
States do not have their high school diplomas. In addition, only 9 percent of Hispanics 
have college degrees, while 29 percent of non-Hispanic whites are college graduates.19 

Fifty percent of the approximately 4.6 million people without health insurance in the state 
of Texas are Hispanic (2.34 million).2° Forty-one percent of Hispanics in the state do not 
have health insurance. In comparison, a~proximately 16 percent of non-Hispanic whites 
in the state are without health insurance. In Texas, a Hispanic is 2.5 times more likely 
than a non-Hispanic white person to have no health insurance. These ratios are similar at 
the national level, where Hispanics comprise 12 percent of the total population but 
account for 25 percent of the uninsured population.22 

Among low-wage workers, the largest racial/ethnic group without health insurance is 
Hispanics. The same is true for children without health insurance. There are more 
Hispanic children in this category than non-Hispanic whites or non-Hispanic blacks. 
This also holds true for the young adult category. This means that if there is success in 
increasing the rate of health insurance among low-wage workers, children, or young 
adults, this success likely will be felt within the Hispanic population as well. It also 
means that if we are to be successful within these three categories the Hispanic 
population must be given serious consideration when we consider ways to increase health 
insurance coverage in these groups. 

Although there are disparities throughout the country between the percentages of non
Hispanic and Hispanics with health insurance, these differences are greater in Texas. 
Hispanics in Texas are less likely than those in other states to receive employer
sponsored or other private insurance (see Table 12.4). Hispanics in Texas also are far 
more likely than those in the rest of the country to be without health insurance. 23 
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Table 12.4. Insurance Rates for 0-64 Age Group 

Type of Insurance United States Texas 

Emplover-Sponsored Hispanics 46.2% 38.2% 
Non-Hispanic whites 74.0% 70.5% 

Other Private HisDanics 2.8% 1.1% 
Non-Hispanic whites 6.0% 7.0% 

Medicaid/Other Public Hispanics 19.4% 20.00/o 
Non-Hist>anic whites 8.1% 6.3% 

Uninsured Hispanics 31.6% 40.8% 
Non-HisDanic whites 11.9% 16.2% 

Adapted from: Urban Institute, Snapshots of America 's Families/: Texas State Data (Washington, D.C., 

May 2000), table 4. 

Thirty-two percent of Hispanic children in Texas (680,000) are without health insurance. 
Fifteen percent of non-Hispanic white children (388,000) are uninsured.24 A Hispanic 
child in Texas is more than twice as likely as a non-Hispanic white child to be without 
health insurance. The differences that exist between the rates of all Hispanics with health 
insurance in Texas compared to the rest of the country also exist among children (see 
Table 12.5). 

Table 12.5. Insurance Rates for Children 0-17 

Type of Insurance United States Texas 

EmDlover-Sponsored Hispanics 41.7% 32.1% 
Non-Hispanic whites 73.8% 68.1% 

Other Private Hispanics 2.3% l.1% 
Non-Hist>anic whites 4.9% 6.9% 

Medicaid/Other Public Hispanics 33.2% 34.8% 
Non-HisDanic whites 12.4% 10.5% 

Uninsured Hispanics 22.8% 32.1% 
Non-Hispanic whites 8.8% 14.5% 

Adapted from: Urban Institute, Snapshots of America's Families I: Texas State Data (Washington. D.C., 

May 2000), table 4. 

There are 3.6 million Hispanics in Texas who are poor or near poor (200 percent of the 
Federal Poverty Level or less). This is 61 percent of the Hispanic population in the 
state.25 Fifty-one percent of Hispanics in Texas who earn less than 100 percent of the 
FPL (859,000) are uninsured. In comparison, 43 percent of Hispanics in the United 
States who earn less than 100 percent of the FPL are uninsured. Thirty-six percent of 
uninsured Hispanics in Texas earn less than 100 percent of the FPL. Thirty-nine percent 
of uninsured Hispanics earn between 100 and 200 percent of the FPL. The remaining 25 
percent of uninsured Hispanics earn more than 200 percent of the FPL. 26 
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State Children's Health Insurance Program in Texas 

There are nearly 11 million children in the United States without health insurance. Texas 
has approximately 1.4 million uninsured children, second only to California.27 Of those 
children, approximately 800,000 are Hispanic (around 56 percent).28 In Texas, SCHIP 
insurance is available for children whose parents earn between 100 and 200 percent of the 
FPL. Children whose parents earn less than 100 percent of the FPL are eligible for 
Medicaid. The Texas Health and Human Services Commission estimates 62 percent of 
the children eligible for SC HIP are Hispanic. 29 

· 

SCHIP began enrolling children in Texas in April 2000. As of April 9, 2001, there were 
approximately 314,360 children enrolled.30 It is estimated that there are 478,000 children 
eligible for SCHIP statewide. The program aims to have 420,000 children enrolled by 
September 2001.31 Although reporting ethnicity on the application is voluntary, 
approximately 84 percent have responded. From these responses, 57 percent of those 
enrolled in SCHIP are Hispanic. 32 

The initial li in SCHIP enrollment seemed at first to be a problem of incomplete 
applications. 3 Failure to sign the application was the most common delay in getting 
applications processed. Some families also failed to include verification of income and to 
indicate a child's date of birth. These omissions delayed moving an application to 
eligibility determination and health plan enrollment. The application has since been 
slightly redesigned to highlight the necessity of signatures, verifications, and dates, and to 
point out their location within the application. 34 These modifications are continually 
monitored for their effectiveness. 

As is common in the implementation of any large-scale project, some issues have arisen 
concerning the initial SCHIP implementation. There have been long wait times for 
people who call the customer service center. The biggest problem has been with the 
Spanish-speaking customer service line. Many people who have tired of waiting on hold 
to speak with a representative have hung up before obtaining the information they 
needed. These problems have been addressed, and the waiting time on the customer 
service line has decreased. 

The SCHIP application process in Texas is continually improving to meet the needs of 
consumers. The state has tried to eliminate barriers related to language, access to 
assistance, time, and fear that may prevent parents from completing the SCHIP 
application. The applications are now shorter, easier to read, and offered in both English 
and Spanish. There are community-based organizations across the state helping families 
obtain and complete the application. Furthermore, the SCHIP call center is staffed six 
days a week to answer questions and assist in initiating the applications over the phone. 
The application itself has been refined to include more information, clarify which 
documents are needed, and assure families that the information they provide is 
confidential and will not be shared with the INS or IRS. 
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Medicaid in Texas 

Of the estimated 1.4 million children in Texas who are currently uninsured, 
approximately 600,000 are thought to be eligible for Medicaid. Again, these children are 
disproportionately Hispanic, with 56 percent of those eligible estimated to be Hispanic. 35 

Of the I.I million children enrolled in Medicaid, 703,000 are Hispanic.36 In Texas, 
unlike in some other states, most adults are ineligible for Medicaid. For example, a 
single mother with two children and a minimum-wage job working 16 hours per week 
would earn too much to qualify for Medicaid. 37 

Many believe the 1996 Welfare Reform Act adversely affected Medicaid enrollment. 
The act did not allow legal immigrants entering the United States after August 22, 1996, 
to enroll in the program until they had lived in the United States for five years. It also de
linked welfare from Medicaid, and many people no longer eligible for welfare benefits 
did not realize they were still eligible for Medicaid. While all of this holds true for the 
United States as a whole, Texas is one of the few states that saw Medicaid enrollment 
decrease between 1997 and 1999. Nationally, enrollment increased 2.3 percent between 
June 1997 and December 1999. During the same time period South Carolina, Oklahoma, 
and Massachusetts all increased Medicaid enrollment by over 30 percent. Texas was on 
the opposite end of the enrollment spec~ with a 7.6 percent decrease. Only West 
Virginia had a larger decrease, with 12.1 percent fewer enrollees.38 Extending the time 
period under examination back to January 1996 reveals that there was an 18 percent drop 
in the number of children on Medicaid in Texas (approximately 230,652 children). 
During this same period of time, Medicaid in Texas was expanded to make children 
between the ages of 15 and 18, up to I 00 percent of the FPL, eligible for that insurance. 
Policy changes increased eligibility, yet the number of children receiving Medicaid 
decreased significantly.39 This suggests that a serious outreach effort is needed to 
promote the program and let people below the poverty level know that their children are 
eligible for Medicaid. 

Texas was recently found in violation of a 1996 consent decree that was an agreement to 
settle a 1993 lawsuit on behalf of indigent Texans who sought full access to the health 
care program. The judge's 175-page ruling in Frew v. Gilbert ordered Texas to find 
ways to make Medicaid more accessible to medically indigent Texans. The August 14, 
2000, ruling was based on Texas' insufficient promotion of the Medicaid program, the 
limited access being provided to those enrolled in the program, and the failure to provide 
outreach to children who qualify for the program but are not enrolled. Attorney General 
John Comyn has appealed the order, and has succeeded in putting a hold on submitting a 
plan for improving access to services until the appeal is decided. 

The Center for Public Policy Priorities, the Blue Ribbon Task Force on the U~ 
and many other organizations have pointed out the problems with Medicaid and their 
possible solutions. The most frequently recurring complaint concerns the extra steps 
required to enroll and retain children in Texas Medicaid. This process is far more 
cumbersome than the SCHIP application process. The Medicaid application process 
requires a face-to-face interview at a Medicaid application office to satisfy the initial 
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emollment, an assets test to verify the limit of no more than $2,000 in assets per family 
(with some exemptions), a lengthy application, between seven and 25 verifications, six
month reeligibility (as of December 2000, the Medicaid six-month demonstration of 
eligibility can be done over the phone or through the mail), and, in the case of an absent 
parent, potentially intrusive questioning by the Attorney General's office.40 In addition, 
families are required to report any change in family income within ten days to the 
Department of Human Services. 

In addition to all of these requirements, the stigma sometimes attached to Medicaid, the 
perceived unfriendliness at the DHS offices, complicated rules, and cultural differences 
can all be barriers to enrolling eligible Hispanic children into Medicaid. 

There is also confusion regarding the separation between T ANF and Medicaid. These 
programs are no longer linked, so when people are taken off T ANF they may stay on the 
Medicaid roll if eligible. Many mistakenly believe that if the parent is not getting T ANF, 
if the parent is working, or if there are two parents in the home, their children cannot 
receive Medicaid.41 DHS employees must do a better job of explaining the entitlement to 
this population. This effort will require improving DHS capacity through staffing, 
funding, and planning enhancements. Focus groups have recommended separating 
Medicaid into another office or having separate specialists for Medicaid and T ANF. 

Community-based organizations (CBOs) have had initial success in promoting the 
SCHIP health insurance program in communities throughout the state. They are not 
contracted to do the same with Medicaid, however. The CBOs are able to help parents 
fill out a SCHIP application because it is far simpler than the Medicaid application. If it 
is determined that a child qualifies for Medicaid instead of SCHIP, he/she is referred to 
the Medicaid program. Only 25 percent of the parents who attempt to emoll their 
children in SCHIP and are subsequently referred to the Medicaid program go on to 
complete the Medicaid emollment process. As of February 9, 2001 , of the 91,574 
children referred from SCHIP to Medicaid, parents of only 22,910 completed the 
Medicaid application, the face-to-face interview and assets test, met eligibility 
requirements, and now have their children emolled on Medicaid health insurance.42 In 
order to achieve higher emollment rates, this process will have to be simplified and better 
coordinated. Several bills designed to simplify Medicaid have been introduced in the 
77th Texas Legislature-see chapter 2 for more details. 

Outreach Efforts 

The implementation of SCHIP in 2000 included a significant outreach effort to inform 
the public of this new health insurance program. 

There are numerous outreach initiatives at the state level. Some of these specifically 
target the Hispanic population. The Health Resources and Services Administration 
(HRSA) has partnered with the Immigration and Naturaliz.ation Service (INS) to provide 
radio messages in areas with large Hispanic populations; these encourage listeners to call 
the toll-free hotline, and emphasize that utilization of SCHIP is not a public charge 
violation and does not affect parents' immigration status. Outreach organizers also are 
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placing print advertisements in local Spanish-language newspapers throughout the state. 
In addition, SCHIP brochures and applications are being distributed at schools thrmtout 
Texas and at PTA meetings to parents of children receiving free and reduced meals. 
Television commercials promoting SCHIP are running statewide for 17 weeks, and at 
least 25 percent of these commercials air in primetime. Billboards located throughout the 
state also are publicizing the free and low-cost health insurance. Public-private 
partnerships are being developed: Southern Union Gas has agreed to include SCHIP 
literature in the monthly bills they send to their customers, and the Department of Health 
is attempting to develop partnerships with other large companies. 

While much is being done statewide, the majority of outreach is carried out at the local 
level. The Department of Health has contracted with 54 community-based organizations 
(CBOs) throughout the state. The main objective of each CBO is to have as many 
children as possible enrolled in SCHIP; this is done primarily through outreach efforts as 
well as making sure SCHIP applications are filled out correctly. Each CBO has 
considerable discretion on how to provide outreach in its region. 

In San Antonio, Laredo, and the Rio Grande Valley, areas with large Hispanic 
populations, enrollment has been high. A lot of this can be attributed to the outreach 
efforts of the local CBOs. These CBOs subcontracted a lot of their outreach efforts to 
local organizations within their area. 44 

In Laredo and the Lower Rio Grande Valley there are three outreach strategies: 
community, center, and corporate. The community strategy identifies key leaders and 
meeting areas in colonias and neighborhoods. Promotoras work with the key leaders to 
set up presentations for the community and offer one-on-one application assistance. 
These meetings generally are conducted in Spanish and all materials are available in 
Spanish. Promotoras also go door-to-door in the colonias and low-income housing areas. 
The center strategy targets school-based programs and sends SCHIP literature home from 
school with children. Presentations are made at school events and application assistance 
is offered. The corporate strategy provides presentations to employees of small 
businesses throughout the region. 4 

Outreach efforts are extensive in both San Antonio and the Valley. Presentations are 
given to as many groups as possible, and there is door-to-door canvassing in low-income 
areas. SCHIP information is distributed at the schools. CBOs have been working with 
faith-based organiz.ations to help promote SCHIP through religious institutions. The 
CBOs are reaching many people and are having success with enrollment.46 While it 
appears that outreach efforts for those eligible for SCHIP have been quite successful, 
Medicaid enrollment has not seen similar increases. This can be attributed to the amount 
of information the Medicaid application requires, and the program's required 
verifications and face-to-face interviews. Some state leaders believe that making 
Medicaid enrollment as easy as that for SCHIP would result in higher enrollment for 
Medicaid. 
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Private Insurance 

Private, or employer-sponsored, insurance plans are the main source of health care 
coverage for people under age 65 in the United States. lhls includes coverage of 
children and nonworking spouses ("dependents"), who typically are covered through a 
working family member's insurance plan. Nationwide, 153.2 million people under age 
65 (about 65 percent of the nonelderly population) are covered by employer-sponsored 
insurance.47 In comparison, public insurance programs cover approximately 14 percent 
of the nonelderly population.48 Forty-two million people under age 65, approximately 17 
percent of this age group, are without any form of health insurance. 49 

lhls last statistic brings us to a major issue in health care policy today-the number of 
uninsured in our country. Because employer-sponsored health insurance is the main 
source of health care coverage in the United States, any examination of the problem of 
the uninsured should include an investigation into the problems presented by this type of 
health insurance. · 

Twenty-six percent of adult workers age 19-64 in Texas are uninsured. lhls is nearly 
twice the national average of 14 percent.50 Among its low-income population, Texas has 
a significantly higher percentage of people employed (66.5 percent) compared to the 
national average (62.3 percent).51 In Texas, 48.7 percent of private firms offer insurance. 
lhls falls below the national average of 53.2 percent. Firm size is directly correlated 
with whether or not insurance is offered: the rate of insurance being offered by firms in 
Texas with 99 or fewer employees is significantly less than the national average. 52 

Approximately three of five Hispanics in Texas (60 percent) are in such a low-income 
category, and Hispanics also :frequently work for small firms having 25 or fewer 
employees. Small companies fall into the lowest percentage of those offering health 
insurance to their employees (see Table 12.6). 

Table 12.6. Percent of Private Firms Offering Insurance 

Number of Employees in Firm U.S. Average Texas Average 

Under IO 34.5% . 27.5% 

10-24 64.9% 45.6% 

25-99 80.5% 72.1% 

100- 999 93.0% 91.8% 

1,000 or more 96.8% 98.2% 

Adapted from: James M. Branscome, Philip F. Cooper, John Sommers, and Jessica P. Vistnes, "Private 

Employer-Sponsored Health Insurance: New Estimates by State," Health Affairs, vol. 19, no. 1 

(January/February 2000), p. 140. 
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When employer-sponsored insurance is offered, the cost to Texans usually is slightly less 
than the national average for single coverage, but slightly higher than the national 
average for family coverage. 53 

Within the rubric of employer-sponsored insurance there is a specific concern that, 
regardless of work effort, not all workers face the same probability of having employer
sponsored health insurance. Even more worrisome is the fact that the majority of 
workers without employer-sponsored insurance collectively do not represent every wage 
range, education level, or even racial/ethnic group. Rather, this group, which often finds 
itself without any form of insurance, is heavily comprised of low-wage, low-education, 
minority workers-particularly Hispanics. Of all Hispanics under age 65 in working 
families nationwide, only 48 percent have employer-based coverage, compared to 59 
percent of blacks and 75 percent of non-Hispanic whites in the same category.54 

Small employers and firms that pay low wages are less likely to sponsor insurance plans 
than larger, higher-paying places of employment for a variety of reasons, including the 
cost (to employer and employee), and employees already being covered by their family 
members' health plans. 55 Hispanics tend to work for such firms and thus face a 
significantly higher rate of uninsurance. In 1999, only 48 percent of Hispanics under age 
65 in working families received coverage through their own employer or a family 
member's employer compared with 75 percent of non-Hispanic whites receiving similar 
coverage. 56 When Hispanic workers are offered health insurance through an employer 
and are eligible for the plan, however, they enroll at a nearly equal rate to that of non
Hispanic whites and blacks. The differences in health insurance coverage between 
groups of people may have consequences. For example, differences in health status 

among racial/ethnic roups have been linked by some studies to a lack of health 
insurance coverage. 5 People in fair or W°r health are less likely than those in better 
health to have private health insurance. 8 

There are a total of 30 million Hispanics under age 65 in the United States. Forty-six 
percent have employer-sponsored insurance (compared to 74 percent of non-Hispanic 
whites). In Texas, there are 6.3 million Hispanics, of whom 38 percent have employer
sponsored insurance (compared to 70.5 percent of non-Hispanic whites).59 

Hispanics in the United States have a significantly lower rate of employer-sponsored 
health insurance coverage, even though 9 out of 11 million uninsured Hispanics are in 
families where at least one person works. 60 This proportion is similar to or exceeds that 
of other racial/ethnic groups.61 The percent of uninsured (defined as those without any 
form of health insurance) Hispanics in working families (defined as a family where at 
least one person works) is 36 percent, compared to 13 percent for non-Hispanic white 
working families and 22 percent for black working families. 62 

Hispanic workers are more likely than any other racial/ethnic group to be employed in a 
firm with fewer than 100 employees. 63 They also are also twice as likely as the overall 
population to belong to a family where the primary wage earner makes less than $7 per 
hour.64 Workers in Texas are more likely to be uninsured if they work in personal service 
industries, jobs heavily occupied by Hispanics.65 Personal service industries in Texas 
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have an uninsured rate of 57.3 percent. Other industries in Texas in which Hispanics 
:frequently work are a~culture and construction, with uninsured rates of 47.6 and 44.3 
percent, respectively. In California, a state with demographics similar to those of 
Texas, workers are twice as likely as those in the rest of the country to be employed in 
the agricultural sector, one which typically is less likely than other industries to offer 
health benefits. Ten percent of Hispanic workers in California are employed in 
agriculture, and many work as outside contractors for larger firms that pay no benefits to 
contract workers. 

Hispanics also are often employed as migrant workers. The National Agricultural 
Workers Survey defines a migrant farmworker as one who travels more than 75 miles to 
obtain a job in U.S. agriculture.67 It is rare for migrants' employers to offer health 
insurance. They may intermittently be eligible for Medicaid, but among Medicaid's 
many requirements are recertification (for example, through face-to-face interviews) and 
regular reporting of income--both of which are very difficult for someone who travels to 
follow jobs and whose income varies through the year. 

In general, Hispanics tend to have less formal education, have higher rates of 
noncitizenship or naturalized citizenship, and to come from countries where health 
insurance (as we know it) is uncommon and unfamiliar.68 These factors all contribute to 
a pattern of Hispanics being employed in situations where statistically they earn less and 
are offered fewer benefits than are other ethnicities. 

There are three primary reasons for some Hispanics declining to accept health coverage 
offered to them by an employer. Two of these are not particular to Hispanics: one is the 
possibility of better options elsewhere, for example through a spouse's employer. 
According to the Commonwealth Fund's 1999 National Survey of Workers' Health 
Insurance (NSWHI), this reason was cited by about 10 percent of working Hispanics. 69 

The second reason is the cost of the coverage. According to the same survey, about 8 
percent of Hispanics declined coverage because it was too expensive or the benefits were 
insufficient. For many workers, the employee's share of the premium is often too high. 
Sometimes this is due to a lack of information on the part of the employer. For example, 
the 2000 Small Employer Health Benefits Survey found that 37 percent of employers did 
not know that employees do not pay tax on the share of their premiums paid by their 
employer.70 In contrast, workers who purchase health insurance directly from an insurer 
generally cannot deduct any of the premium from their taxable income. The third 
reason-often a particular problem for Hispanics-is a language barrier between many of 
them and their employers, which can prevent them from understanding all their options 
regarding enrolling in an employer-sponsored plan. 

A quarter of Hispanics polled in the Commonwealth Fund's NSWHI indicated that they 
were not eligible for their employer's plan, most often because they did not work enough 
hours or were still in the waiting period. 

Even though employer-based health insurance is the most common form of health 
coverage in the United States, of the 44 million Americans who do not have health 
insurance, 36 million (82 percent) are in a family with a worker. Sixty percent of 
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uninsured workers are employed by small firms (defined here as having two to 50 
workers). 71 Most employers cite financial constraints and coverage available through a 
spouse as the reason they do not offer health coverage. Specifically, about one in ten 
businesses (this includes all businesses, large and small) cite the cost of coverage as their 
main reason for not offering health coverage. 72 On the other hand, nearly 70 percent of 
small employers not offering health benefits report that either a maJor or minor reason for 
not doing so was their business' inability to afford such coverage. 7 Studies show that 
many small employers are unaware of laws enacted by nearly all states and the federal 
government with the intent of making health insurance more accessible and affordable for 
small employers. More than 60 percent did not realize that insurers may not deny health 
insurance coverage to small employers even if their employees are in poor health. 74 

Many insurance agents in Texas are being paid lower or no commissions for underwriting 
small businesses. As a result, they avoid (often illegally) offering insurance plans to 
these groups. 

Comparison with California 

California is very similar to Texas demographically. It has high percentages of 
Hispanics, immigrants (many from Mexico), and low-income workers. It also has one of 
the highest rates in the country of people without health insurance. 

Hispanics comprise 28 percent of the labor force in California and 50 percent of the 
uninsured in that labor force. 75 In Texas, 30 percent of the population, and 50 percent of 
the uninsured, are Hispanic. Nearly 48 percent of foreign-born, noncitizen workers were 
uninsured in California in 1998; in contrast, only 17 percent of U.S. native workers were 
uninsured.76 Texas' situation is even worse. In 1999, 55 percent ofnoncitizens lacked 
health insurance, almost three times the rate for native U.S. citizens, and 20 percent of 
people in that category lacked health insurance. 77 

California is trying to correct its situation by expanding Medicaid and SCHIP programs 
to include more people, and by launching significant outreach campaigns to enroll those 
already eligible for these programs. California recently developed a four-page joint 
application for both Medicaid and SCHIP. California also grants 60 days of presumptive 
eligibility for pregnant women, but does not exercise the same option for children. 78 

Another important difference between the Medicaid programs in Texas and California is 
that California passed legislation in September 2000 providing 12 months of continuous 
eligibility to all children under 19 years of age. 79 Families are no longer required to 
report any income changes during the year. If this policy were implemented in Texas the 
state would have far greater success enrolling children and keeping them in the program, 
and recidivism, one of the biggest challenges facing Medicaid, would therefore no longer 
be a problem. 

California also has taken advantage of a federal law change, an expansion of Medicaid, to 
allow the parents of children eligible for Medicaid also to be covered. This expansion 
ensures that a far greater number of people will be eligible for Medicaid. If this policy 
were adopted in Texas, its greatest impact would be among the Hispanic population. 
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While California's and Texas' Medicaid programs have a number of differences, most of 
the changes in California were made by recent legislation attempting to address the 
growing problem in the state. If Texas lawmakers were to follow California's lead and 
exercise the same changes during the current legislative session, many more people, most 
of them Hispanic, would become eligible and enroll in Medicaid, and the number of 
people without health insurance in the state likely would decrease. 

Immigrants and Migrant Farmworkers 

Immigrants born in other countries make up 10 percent of the population in the United 
States. Approximately 2,443,000 immigrants live in Texas. Only three other states have 
larger immigrant populations.80 The large majority of immigrants in Texas are Hispanic. 
Forty-three percent of Texas' immigrant population has less than a ninth-~e education. 
This percentage is much higher than the national average of 26.3 percent. 1 The rate in 
Texas is higher than the national rate because the vast majority of immigrants in Texas 
are Hispanic and from Mexico, and typically are less educated than other immigrant 
groups. Income levels for immigrants in Texas in 1990 were about $10,500 per year, far 
lower than the national average of $15,033 per year.82 Fifty-six percent of immigrants in 
Texas are uninsured.83 A 1996 study by the Im.migration and Naturalization Service 
determined that approximately 700,000 of the noncitizens living in Texas at that time did 
not have legal permission to do so. 84 A research study at UCLA estimated that 
approximately 75 pc:rcent of undocumented citizens in the United States are without 
health insurance.8 That would result in approximately 525,000 undocumented 
immigrants in Texas having no health insurance. Approximately 20 percent of the 
uninsured in Texas are noncitizens; that is, approximately 927,000 people. An additional 
5 percent (210,000 Texans) of the uninsured in Texas are naturalized citizens.86 

A large barrier to improving children's health insurance rates in Texas is the high 
percentage of mixed families comprised of both children who are U.S. citizens and one or 
more family members who are not. Eighteen percent of Texas children live in families 
where at least one parent is an immigrant. In the low-income population this increases to 
27 percent of Texas children.87 Immigrants face two major barriers in obtaining health 
insurance. One is that many work in low-paying jobs where they either are not offered 
health insurance or cannot afford the premiums when it is offered. The second is a side 
effect of the federal welfare reform act of 1996, which denies Medicaid or SCHIP to 
children and pregnant women who legally immigrated after August 22, 1996. As a result 
of that legislation, many immigrants who might in fact be eligible for public health 
insurance are reluctant to apply due to confusion and fear created by the new law. U.S. 
Census data showed that, in 1999, 32 percent of all uninsured low-income children in the 
country were members of low-income immigrant families. 88 

The new welfare laws denied Medicaid or SCHIP to children and pregnant women who 
legally immigrated after August 22, 1996, but legal immigrants who arrived before that 
date still may qualify for SCHIP. Those arriving after that date must be in the United 
States for five years before federal money can be used to support their health care 
coverage under SCHIP. In order to avoid imposing this waiting period on post-1996 
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immigrants, states can choose to use their own funds to finance the cost of including 
people in SCHIP until they are eligible for the federal match. Texas bas done this for 
legal immigrant chil~ but has not extended similar benefits to legal immigrant 
pregnant women. In order to apply for SCHIP, parents are not required to provide a 
social security number for their children, but they must make a declaration of citi7.ensbip 
or provide the child's immigration status. They do not have to provide this information 
for family members not applying for SCHIP.89 Unfortunately, this, too, has caused 
confusion and fear among potential SCHIP applicants, particularly those in families 
where not all members are legal immigrants. Ensuring enrollment of members of 
families, or of individuals, usually requires an extra outreach effort to clarify the 
enrollment/verification process. 

There also has been confusion related to the INS' "public charge" label. The INS made it 
clear in 1999 that any legal noncitizen living in the United States and eligible for 
Medicaid or SCHIP could utilize that health insurance without it affecting their efforts to 
become U.S. citizens. Although this decision was announced in 1999, outreach efforts 
still need to be undertaken to convince immigrants that using that insmance will not 
cause them or their family members to be labeled public charges. The Texas Department 
of Health is addressing this issue. They have a new Medicaid application form that will 
be put into use in April 2001 that has a section clearly stating that the use of Medicaid 
will have no adverse effects on the legal status of immigrants. 

Hispanic immigrants also include those coming to Texas for seasonal jobs on a continual 
basis, such as migrant farmworkers. Most migrant farmworkers are immigrants who are 
rarely offered insurance by employers, and, if it is offered, may be less able to afford it. 
They also face unique barriers to health care such as lacking continuous access to 
providers, increased exposme to environmental contaminants, a high rate of illiteracy, 
and cultural barriers.90 Their health is jeopardiz.ed by unsanitary working and housing 
conditions, as well as by poverty and frequent transience. This population is more 
susceptible to infectious disease, nutritional health problems, dental disease, diabetes. 
hypertension, contact dermatitis, and pregnancy.91 Young children of migrant fmm 
workers who go to the fields with their parents may also be exposed to pesticides that can 
harm their health. 

Although poverty rates among all farmworkers are extremely high, few participate in 
federal public assistance programs.92 Even though most of their parents are foreign-born, 
many farmworkers' children are U.S. citizens.93 For several reasons discussed in the 
previous sections, immigrants are less likely to enroll their children in programs such as 
Medicaid. The federal government has recognized this population's unique health care 
needs and funds 15 migrant health centers in Texas (primarily in South Texas and El 
Paso). When working outside the state of Texas, however, migrant workers often have 
no access to care. 

It is estimated that approximately 35,000 children of migrant workers who live in Texas 
spend a good portion of each year "in stream" living in other states. Dming their time 
away from Texas health access is difficult to obtain, even if the children are covered by 

222 



Texas Medicaid. Many providers in other states do not feel it is worth the expense for 
them to register as Texas Medicaid providers, and they refuse to provide services to 
migrant patients. Pilot programs have been tried with other states to establish a sort of 
Medicaid portability. For example, Texas had an agreement with Wisconsin in which the 
state of Texas paid for Medicaid services that Texas-based migrants received in 
Wisconsin. Medicaid providers were registered under the Texas Medicaid program. 
Because Medicaid benefits and services vary by state, however, that program was 
unsuccessful and has been abandoned. 

The Texas Association of Community Health Centers (TACHC) is working with Texas 
Medicaid and HCF A to file a 191 S(b) waiver that would create a national PPO solely for 
migrant workers enrolled in Medicaid. A toll-free phone number would also be available 
to provide migrant workers with information and to direct them to the closest clinic 
where they could seek services. 94 

Mexican government officials are investigating ways to compensate health centers in 
Texas for care they provide to Mexicans working legally in the United States. The 
TACHC has been contacted about this possibility and is interested in pursuing this 
further.95 

Case Studies 

The Kaiser Family Foundation released a series of accounts of people across the country 
who are without health insurance. One of these was the story of Rose Ann Cervantes. 
Rose Ann lives with her three children and parents in Corpus Christi, Texas. Like many 
others, she has been forced to go without health insurance. Until February 2000, she was 
able to afford the family's private health plan, but when the premiums rose 63 percent she 
could no longer do so. She constantly worries that something is going to happen. She 
also has about $10,000 in medical bills that she has been unable to pay. These bills stem 
from various emergency room visits, as well as her son's hand injury that required 
surgery. 

Rose Ann has tried to get her children enrolled in SCHIP. She mailed in an application, 
but received a letter back stating they were not eligible for SCHIP but might be eligible 
for Medicaid. The letter said that someone from the Department of Human Services 
would contact Rose Ann to discuss the status of the application. After two months had 
passed with no word from them, Rose Ann called the department. She was unable to get 
accurate information as to whether her children qualified for Medicaid and was told she 
would need to make an appointment. She is unable to take time off from work and thus 
has been unable to get her children enrolled in Medicaid.96 Rose Ann's case is not out of 
the ordinary for Hispanics in Texas, but, rather, is quite common. 

Some areas in Texas have clinics that offer some medical services to the uninsured, while 
in other areas of the state it is very difficult for the uninsured to access medical care. 
Travis County is one area of the state providing health care access for the uninsured. 
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The Seton Topfer Community Clinic in Austin, founded with a $1 million dollar donation 
from Mort and Angela Topfer, provides medical and other services to the working 
uninsured, to SCHIP enrollees, to Medicaid enrollees, and to some Medicare enrollees. 
Patients and their families are eligible for services based on income at or below 200 
percent of poverty (about $34,000 per year for a family of four). The clinic receives 
funds from the Daughters of Charity, the Elizabeth Ann Seton Board (a local organization 
whose primary mission is to support financially the Seton clinics), and from the Seton 
Fund, which raises money for many of Seton's programs. The Seton Healthcare network 
also provides uncompensated, unfunded charity care that is written off as such. In sum, 
this clinic is able to serve uninsured individuals primarily through public monies (e.g., 
Medicaid and SCHIP reimbursements), the fundraising/donation efforts of private 
individuals, and the generous, committed doctors and staff who provide uncompensated 
care 

Dr. Eduardo Sanchez, a physician at the clinic, gives examples of the numerous 
uninsured patients that visit the clinic in need of care: 

There are many stories that can be told. Most, but not all, of our patients are 
Hispanic. Many are immigrants without legal resident status. The vast majority 
of those are working or have spouses or parents who are working. The jobs are 
mostly construction, house cleaning or other custodial work, restaurant work, and 
landscaping work. 

I have seen a number of able-bodied working men with inguinal (groin) hernias 
who presented in various stages of progression in the size of their hernias. I am 
able to refer these gentleman to general surgeons in Austin who have agreed to 
care for our uninsured patients at no or low cost. The men have all had hernia 
repairs (an operation) and have been able to return to work. 

One man, in particular, was a 32 year-old sheet rock-worker and father of three, 
who noticed a bulge in his left groin six months before seeing me. He continued 
to work, and the bulge continued to grow until it became very painful to work. 
When I saw him, he had a baseball-size hernia He was operated on and he is 
back on the job. 

I have seen a number of women who have been found by me, or others who 
referred them to our clinic, to have [follow-up on] abnormal pap smears. This 
sometimes requires a more specialized procedure called a colposcopy for a view 
of and biopsy of the cervix to better determine the degree of abnormality (worst 
case is invasive cancer) and the treatment options. I refer women needing 
colposcopy to the Seton McCarthy Community Clinic, where a nurse practitioner 
trained in colposcopy does colposcopies once a week. This can be a terrifying 
ordeal, but we are able to either rule out cancer outright, treat pre-cancerous 
lesions, or address cancer early and cure these women. It might be a challenge for 
a working person and/or a parent to work or parent optimally with something like 
this looming. 
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One gentleman came to see me last week. He is only 33 years old. He is a 
landscaper and is married with three children. He has been losing weight for the 
past six months. He has frequent urination, an insatiable appetite, and 
unquenchable thirst. He is not obese, but he has a family history of diabetes. He 
has normal blood pressure and no unusual physical findings on examination. He 
does, however, have a very high blood sugar. We talked about diabetes. I 
ordered some additional testing for him. He has appointments for nutritional 
counseling, diabetes education, and training on use of a blood glucose monitor set 
up in the next two weeks. 

We are the health care provider for an ever-growing number of children. 
Sometimes I am convinced that half my practice is pediatrics. We provide well 
care, which includes vaccines, screening for tuberculosis, and screening for any 
developmental problems, in addition to the physical exams and teaching that we 
do. We also provide care for children with acute sicknesses like ear infections 
and other upper respiratory conditions. We are able to keep children who do not 
need to be there out of emergency rooms, and we are able to develop the kinds of 
relationships that allow for self-care of minor problems. 

Our clinic has a medical social worker as part of our team. She and most of our 
staff are bilingual in English and Spanish. We can address mental health issues 
and behavioral health issues in a less harried manner. The 15-minute doctor's 
appointment is not usually optimal, so the access to a medical social worker 
improves our ability to address these issues. The medical social worker also 
serves as a resource and link to a whole host of other challenges that our patients 
and their families face that are not resolvable within the medical model, such as 
school or work-related problems. 

I consider myself fortunate to work for an entity that provides access to the 
medically under- or uninsured. It is important to note that the experience of 
uninsured Hispanics living in Travis County is very different from the experience 
of those in Hays or Williamson County where there are very few resources, public 
or private, available to care for the uninsured. 97 

The Current Safety Net 

The current safety net strains society as a whole. Increasing the number of people with 
health insurance would benefit many. Counties and public hospitals have the 
responsibility under Texas state law to serve the medically indigent.98 Disproportionate 
Share Hospital Programs add money to hospitals that provide a disproportionate amount 
of health care to the medically indigent and Medicaid-eligible populations. The program, 
which is part of Medicaid, provides some relief for uncompensated care, but does not 
cover all of the costs. Graduate Medical Education funding provides teaching hospitals 
with some supplemental funds to help with the costs of training students and supplements 
the many Medicaid and Medicare patients such hospitals receive. 99 The uninsured also 
receive care at private nonprofit hospitals and clinics, private for-profit hospitals, state 
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facilities, free clinics, local health departments, private doctors, rural health clinic~ 
special facilities, and federally qualified community and migrant health centers. 

At Texas Community Health Centers, average total Medicaid spending for each health 
center Medicaid patient is $2,202. Texas community health centers had 358,743 patient 
encounters last year. Of those, 76,681 were Medicaid encounters; 22,969 migrant and 
seasonal farmworkers were treated at the centers last year as were 20, 784 homeless. Of 
the total number served, 286,044 were minorities and 204,505 were uninsured. Seventy
two percent of the patients at community health centers in Texas were Hispanic.100 

Texas' health centers receive federal primary care grant funding. 

All of these resources are strained by the number of uninsured in the state. Some of the 
benefits of reducing the uninsured rate are illustrated in Table 12.7. 

Table 12.7. Benefits to Reducing Uninsured Rate 

Stakeholder Benefits of Solving the Problem 

Uninsured Access to preventive care and less financial strain if illness 
occurs 

Health Care System Reduced indigent care costs and budgetary sbortfulls; less need 
for hospital districts to raise tax rates 

Consumers/Public Fewer premium and tax increases to cover unpaid care for the 
uninsured 

Communities Overall improved public health and money to focus on preventive 
and primary care; Reduced indigent care costs. 

Health Care Providers Fewer charity patients and cases caused by untreated conditions 

Source: Texas Institute for Health Policy Research. "The Uninsured in Texas," Policy Brief: Health Policy 

Forum, Austin, Texas, September 29, 2000, p. 4. 

Importance and Options 

Why this Issue is Critical in Texas 

There are two reasons why this issue is pertinent and problematic for the state of Texas. 
One, obviously, is the monetary cost of health care for the uninsured. When an uninsured 
individual seeks medical attention, it is often through the emergency room. This is 
because it is difficult for the uninsured to receive access to care outside of the ER It is 
also due to the fact that many uninsured individuals delay seeking medical attention until 
a problem becomes critical. The result is that emergency rooms become overcrowded 
and patients are forced to wait long periods of time for care. The estimated am01mt 
Texas spent on unco~rnsated care (not exclusively emergency room care) in FY 1998 
was $4,718,081,000. 10 
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That amount is comprised of $198 million of federal funding sources, $989 million from 
state agencies, and $3.5 billion from local sources ("local" includes spending by local 
governments, charity care by providers and others, and other sources of revenue to 
individual institutions). (See Figure 12.1.) Breaking these numbers down further shows 
us that, for example, Texas Department of Health hospitals' and university teaching 
hospitals' spending accounted for $223 million of spending on the uninsured. 
Physicians' charity accounted for $914 million. Accounting for the largest percentage of 
the $4.7 billion was $1.6 billion (30 percent) spent by hospital districts and other local 
hospitals. Commenting on this large, local expenditure on the uninsured, Jose Camacho, 
Executive Director of the Texas Association of Community Health Centers said, 
"Basically, instead of paying for insurance with taxes we are already paying, we're 
shifting the burden to the local property tax payer."102 

Figure 12.1. Texas Spending on the Uninsured, 
FY 1998 

4% 

Method of Financing 

ra Federal Funds 
D State Funds 
•Local Funds 

Adapted from: Texas Comptroller of Public Accounts, Texas Estimated Health Care Spending on the 

Uninsured. Online. Available: http://www.window.state.tx.us/uninsure. Accessed: November 28, 2000. 

The second reason is that a large and growing part of the Texas workforce is Hispanic. In 
order to maintain a healthy economy, it is important to maintain a healthy and reliable 
workforce. 

Policy Options 

There are three main subgroups within the Hispanic population in the state of Texas that 
need to be considered when weighing different policy options that would improve the 
overall rate of insurance coverage among Hispanics. These subgroups are immigrants, 
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children, and low-wage workers. If an effort is made to reduce the high rate of 
uninsurance in any of these categories, the overall rate of Hispanics in Texas with health 
insurance will improve significantly. 

The following actions could improve health insurance among these groups and improve 
the rate among the Hispanic population and Texas' population as a whole: 

• Simplify Medicaid so it is as easy to enroll and stay enrolled in the program as it is in 
SCRIP. 1bis includes eliminating the assets test and face-to-face interview, and 
including continuous eligibility for a twelve-month period and presumptive eligibility 
for the time it talces to process the application. It also includes redoing the 
application, requiring less documentation, and allowing mail-in applications. 

• Work with community-based organizations to improve outreach efforts for Medicaid. 
(The CBOs are currently only contracted to work with the SCRIP program.) 

• Make legal immigrant pregnant women who entered the United States after August 
22, 1996, eligible for SCRIP and Medicaid, as has already been done for children. 

• Work with the INS to inform the Hispanic community that the use of SCHIP and 
Medicaid coverage will have no bearing on other family members' immigration 
status. 

• Make all outreach materials and services available in Spanish. 

• Focus on additional outreach efforts to address this particular population group. 

• Utilize the Medicaid Expansion rule that allows parents of children on Medicaid to 
also receive Medicaid insurance. 

• Provide public subsidies to help with the insurance premiums for employees and their 
dependents. 

• Enforce laws that are currently in place that do not allow insurance carriers to deny 
coverage to small employers. 

• Encourage the employers who offer health insurance to communicate more 
effectively with their employees about their options within the insurance plan (taking 
into special consideration employees with a language/cultural barrier). 

Conclusions 

Hispanics in the United States are often of a lower socioeconomic class than most other 
racial/ethnic groups. Hispanics have a lower average level of education, and tend to end 
up in low-skilled, lower-paying jobs. As stated previously, 61 percent of Hispanics in 
Texas are poor or near poor. If the immigration of Mexicans and other Latin Americans 
to Texas continues at the same rate as in the past ten years, the overall socioeconomic 
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status of Hispanic Texans will not improve. This leads to Hispanics being more likely 
than other groups to be without health insurance. 

Lack of health insurance is a problem for all populations in the state of Texas. However, 
it clearly affects Hispanics to a much greater extent than non-Hispanic whites or other 
minorities. While much of the problem has to do with low rates of employer-sponsored 
insurance, as well as very stringent eligibility requirements for Medicaid and other public 
insurance, it goes beyond that. In low-wage jobs, non-Hispanic whites still receive health 
insurance at a higher rate than Hispanics. Any attempt to reduce the number of people 
without health insurance in the state of Texas will need to focus much of its effort on the 
Hispanic population. There currently are 6.3 million Hispanics in Texas, a number that is 
projected to more than double by the year 2030. Though Hispanics are a significant part 
of the state's culture, workforce, and consumer population, they are disproportionate 
users of emergency rooms and community clinics. Increasing the level of health 
insurance among Hispanics would facilitate their access to care, reduce their high usage 
of emergency rooms for nonurgent care, reduce local taxes citizens pay for emergency 
room use, improve the overall health of Hispanics, and improve the productivity of the 
Texas workforce. In short, improving the rate of health insurance among Hispanics will 
have a positive effect on all of Texas. 

Note: Anna Schecter contributed to the initial research and writing of this report. 
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Appendix A. Fiscal Note for BB 825 

LEGISLATIVE BUDGET BOARD 
Austin, Texas 

FISCAL NOTE, 77th Regular Session 

March 6, 2001 

TO: Honorable Patricia Gray, Chair, House Committee on Public 
Health 

FROM: John Keel, Director, Legislative Budget Board 

IN RE: HB825 by Gray (Relating to continuous eligibility of 
children for medical assistance.), As Introduced 

*********************************************************************** 
* 
** 
** 
** 
** 
** 
** 

* 

Estimated Two-year Net Impact to General Revenue Related Funds for 
HB825, As Introduced: negative impact of $(249,538,131) through 
the biennium ending August 31, 2003. 

The bill would make no appropriation but could provide the legal 
basis for an appropriation of funds to implement the provisions of 
the bill. 

************************************************************************ 

General Revenue-Related Funds, Five-Year Impact: 

**************************************************** 
* Fiscal Year Probable Net Positive/(Negative) * 
* Impact to General Revenue Related Funds * 
* * 
* 2002 $(104,553,004) * 
* 2003 (144,985,127) * 
* 2004 (151,163,627) * 
* 2005 (157, 619, 967) * 
* 2006 (164,385,287) * 
**************************************************** 
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All Funds, Five-Year Impact: 

*********************************************************************** 
*Fiscal 
* Year 
* 
* 
* 
* 
* 

Probable Probable Probable Probable 
Savings/ Savings/ Savings/ Savings/ 

(Cost) from (Cost) from (Cost) from (Cost) from 
GR Match GR Match Federal Federal 

for 
Medicaid 

0758 

for 
Medicaid 

0758 

Funds -
Federal 

0555 

Funds -
Federal 

0555 

Change in 
Number of 

DHS 
Employees 

from FY 2001 

* 
* 
* 
* 
* 
* 
* 

* 2002 $7, 111, 754 $7 t 111, 754 (461.0) * 
* 
* 

$(111,664, 
758) 

$ (168, 899, 
960) 

* 

* 2003 9,964,839 9,964,839 (646. 0) * 
* 
* 

(154,949, 
966) 

(233, 201, 
251) * 

* 2004 10,428,400 10,428,400 (676.0) * 
* 
* 
* 2005 
* 
* 
* 2006 
* 
* 

(161,592, 
027) 

(168,537, 
354) 

(175,816, 
895) 

10,917,387 

11,431,608 

(243, 096, 
245) 

(253,544, 
675) 

(264, 495, 
890) 

10,917,387 (708.0) 

11,431,608 (741. 0) 

*********************************************************************** 

Fiscal Analysis 

The bill would provide continuous eligibility for 12 months for a child 
under the age of 19, with recertification performed either annually or 
before the child's 19th birthday. The bill would take effect September 
1, 2001, requiring that rules for continuous eligibility be adopted by 
the appropriate state Medicaid agency by October 1, 2001. 

Methodology 

* 
* 
* 
* 
* 
* 
* 
* 

The policy change would impact the Department of Health (TDH), the 
Department of Human Services (OHS), and the Employees Retirement System 
(ERS) . It is assumed that funding would be realigned among state 
agencies as needed, with implementation occurring January 2002. No 
costs related to automation are assumed. Medicaid services provided by 
TOH would include premiums (weighted for fee for service and managed 
care),prescriptions, dental, physician, hospital, laboratory and other 
services. Client costs would remain at the estimated FY 2001 level, with 
no adjustment for inflation or change in service utilization. (Average 
costs do vary according to the mixture of client risk groups.) The 
federal share of total client services expenses would be 60.20% in FY 
2002, 60.08% in FY 2003, and 60.07% in subsequent years. Annual 
savings/costs per eligibility-related FTE at DHS would total 
approximately $30,850. Of this amount, 19% is for employee benefits 
funded at ERS. The federal share of FTE expenses would be 50% of the 
total. 

238 



It is assumed that clients would receive an additional 3.82 months of 
coverage, increasing recipient months per month by 170,179 in FY 2002, 
238,451 in FY 2003, 249,544 in FY 2004, 261,245 in FY 2005, and 273,550 
in FY 2006. Monthly client services costs would range from $137.39 in 
FY 2002 to $134.14 in FY 2006. Replacing the current 6 month review 
with an annual review would result in an FTE reduction totaling 461.0 in 
FY 2002, 646.0 in FY 2003, 676.0 in FY 2004, 708.0 in FY 2005, and 741.0 
in FY 2006. 

Local Government Impact 

No significant fiscal implication to units of local government is 
anticipated. 

Source Agencies: 

LBB Staff: 

529 Health and Human Services Commission, 324 
Texas Department of Human Services, 501 Texas 
Department of Health 
JK, HD, PP, SW 
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Appendix B. Fiscal Note for HB 826 

LEGISLATIVE BUDGET BOARD 
Austin, Texas 

FISCAL NOTE, 77th Regular Session 

March 6, 2001 

TO: Honorable Patricia Gray, Chair, House Cormnittee on Public 
Health 

FROM: John Keel, Director, Legislative Budget Board 

IN RE: HB826 by Gray (Relating to consideration of assets and 
resources for purposes of determining eligibility of 
children for Medicaid.), As Introduced 

************************************************************************ 
* 
** 

** 
** 

** 
** 

** 
* 

Estimated Two-year Net Impact to General Revenue Related Funds for 
HB826, As Introduced: negative impact of $(97,168,414) through 
the biennium ending August 31, 2003. 

The bill would make no appropriation but could provide the legal 
basis for an appropriation of funds to implement the provisions of 
the bill. 

*********************************************************** ********* **** 

General Revenue-Related Funds, Five-Year Impact: 

**************************************************** 
* Fiscal Year Probable Net Positive/(Negative) * 
* Impact to General Revenue Related Funds * 
* * 
* 2002 $(40,603,307) * 
* 2003 (56,565,107) * 
* 2004 (56, 590, 411) * 
* 2005 (56, 590, 411) * 
* 2006 (56, 590, 411) * 
**************************************************** 
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All Funds, Five-Year Impact: 

************************************************************************ 
*Fiscal Probable Probable Change in Number of 
* Year Savings/(Cost) from Savings/(Cost) from DHS Employees from 
** GR Match for Federal Funds - FY 2001 
** Medicaid Federal 
** 0758 0555 
** 
** 2002 $(40,603,307) $(18,702,238) 249.0 
** 2003 (56,565,107) (26,182,582) 335.7 
** 2004 (56, 590, 411) (26,157,278) 335.7 
** 2005 (56, 590, 411) (26,157,278) 335.7 
** 2006 (56, 590, 411) (26,157,278) 335.7 
*********************************************************************** 

Fiscal Analysis 

The bill would exclude the assets and resources of a person younger than 
19 years of age, and those of the person's parents or other caretaker, 
for purposes of determining Medicaid eligibility. The bill would take 
effect September 1, 2001. 

Methodology 

The policy change would impact the Department of Health (TDH), the 
Department of Human Services (DHS), the Employees Retirement System 
(ERS), and the Health and Human Services Commission (HHSC), which 
operates SCHIP. It is assumed that funding would be realigned among 
state 
agencies as needed, with implementation occurring January 2002. No 
costs related to automation are assumed. Medicaid services provided by 
TDH would include premiums (weighted for fee for service and managed 
care),prescriptions, dental, physician, hospital, laboratory and other 
services. Client costs would remain at the estimated FY 2001 level, 
with no adjustment for inflation or change in service utilization. 
(Average costs do vary according to the mixture of client risk groups.) 
The federal share of total client services expenses would be 60.20% in 
FY 2002, 60.08% in FY 2003, and 60.07% in subsequent years. Annual 
savings/costs per eligibility-related FTE at OHS would total 
approximately $30,850. Of this amount, 19% is for employee benefits 
funded at ERS. The federal share of FTE expenses would be 50% of the 
total. 

242 



Thirty-two percent of SCHIP enrollees are within Medicaid income limits. 
It is assumed that 32% of SCHIP clients funded in Senate Bill l/House 
Bill 1, As Introduced, would be shifted to Medicaid, increasing Medicaid 
recipient months per month by 104,114 in FY 2002, and 138,819 in 
subsequent years. A net cost increase would result from a fuller benefit 
package and a less favorable federal match in Medicaid. Monthly client 
services costs would total $136.55 in FY 2002 and $131.53 in subsequent 
years for Medicaid, compared to $108.58 each year for SCHIP. The federal 
match for Medicaid is noted above, compared to 72.14% in FY 2002, and 
72.05% in subsequent years for SCHIP. Additionally, it is assumed that 
32% of potential SCHIP enrollees above levels funded in Senate Bill 
l/House Bill 1, As Introduced, would enroll in Medicaid, resulting in a 
new cost to the state. Medicaid recipient months per month would 
increase by 10,063 in FY 2002, and 21,500 in subsequent years. The 
increase in Medicaid cases would be partially off set by a reduction in 
application processing time, resulting in a net FTE increase totaling 
249.0 in FY 2002 and 335.7 in subsequent years. 

Local Government Impact 

No significant fiscal implication to units of local government is 
anticipated. 

Source Agencies: 

LBB Staff: 

529 Health and Human Services Commission, 324 
Texas Department of Human Services, 501 Texas 
Department of Health 
JK, HD, PP, SW 
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Appendix C. Fiscal Note for HB 827 

LEGISLATIVE BUDGET BOARD 
Austin, Texas 

FISCAL NOTE, 77th Regular Session 

March 6, 2001 

TO: Honorable Patricia Gray, Chair, House Conunittee on Public 
Health 

FROM: John Keel, Director, Legislative Budget Board 

IN RE: HB827 by Gray (Relating to simplifying the application 
and eligibility determination process for medical 
assistance provided to children.), As Introduced 

************************************************************************ 
** 
** 
** 
** 
** 
** 
** 

Estimated Two-year Net Impact to General Revenue Related Funds for 
HB827, As Introduced: negative impact of $(74,992,474) through 
the biennium ending August 31, 2003. 

The bill would make no appropriation but could provide the legal 
basis for an appropriation of funds to implement the provisions of 
the bill. 

** 
************************************************************************ 

General Revenue-Related Funds, Five-Year Impact: 

**************************************************** 
* Fiscal Year Probable Net Positive/(Negative) * 
* Impact to General Revenue Related Funds * 
* * 
* 2002 $(17,320,107) * 
* 2003 (57,672,367) * 
* 2004 (73,704,134) * 
* 2005 (79, 880, 568) * 
* 2006 (82, 722, 097) * 
**************************************************** 
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All Funds, Five-Year Impact: 

*********************************************************************** 
*Fiscal 
* Year 
* 
* 
* 
* 
* 

Probable Probable Probable Probable 
Savings/ Savings/ Savings/ Savings/ 

(Cost) from (Cost) from (Cost) from (Cost) from 
GR Match GR Match Federal Federal 

for for Funds - Funds -
Medicaid Medicaid Federal Federal 

0758 0758 0555 0555 

Change in 
Number of 

OHS 
Employees 

from FY 2001 

* 
* 
* 
* 
* 
* 
* 

* 2002 $4,072,106 $4,072,106 (184.0) * 
* $21,392,213) 
* 2003 
* (63,378,110) 
* 2004 
* (79, 675, 311) 
* 

$31,724,103) 
5,705,743 

(94,510,865) 
5,971,177 

(118, 948, 816) 

* 
5,705,743 (257.0) * 

* 
5,971,177 (270.0) * 

* 
* 

* 2005 6,251,166 
(128,618,922) 

6,251,166 (282.0) * 
* (86, 131, 734) 
* 
* 2006 6,545,602 6,545,602 (296. 0) 

* (89,267,699) (133, 291, 576) 
* 
*********************************************************************** 

Fiscal Analysis 

The bill would modify the Medicaid application and recertification 
processes for children under the age of 19 to make them comparable to 
those of the Children's Health Insurance Program (CHIP). Specific 
changes include: eliminating the face-to-face interview at application 
(Section 1 (e}} and recertification (Section 2 (e}); and simplifying 
documentation and verification (Section 2 (d)). The bill would take 
effect September 1, 2001. 

Methodology 

General Assumptions 

* 
* 
* 
* 
* 

Both policy changes would impact the Department of Health (TOH}, the 
Department of Human Services (OHS), and the Employees Retirement System 
(ERS) . It is assumed that funding would be realigned among state 
agencies as needed, with implementation occurring January 2002. No 
costs related to automation are assumed. Medicaid services provided by 
TOH would include premiums (weighted for fee for service and managed 
care},prescriptions, dental, physician, hospital, laboratory and other 
services. Client costs would remain at the estimated FY 2001 level, with 
no adjustment for inflation or change in service utilization. (Average 
costs do vary according to the mixture of client risk groups.) The 
federal share of total client services expenses would be 60.20% in FY 
2002, 60.08% in FY 2003, and 60.07% in subsequent years. To account for 
potential overlap in clients, estimates for Eliminating the Face-to-Face 
Interview and Simplifying Documentation and Verification have been 
reduced by 10%. Annual savings/costs per eligibility-related FTE at OHS 
would total approximately $30,850. Of this amount, 19% is for employee 
benefits funded at ERS. The federal share of FTE expenses would be 50% 
of the total. 
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Eliminating the Face-to-Face Interview 
Recipient months per month would increase by 9,176 in FY 2002, 27,734 in 
FY 2003, 34,695 in FY 2004, 37,254 in FY 2005, and 38,193 in FY 2006. 
Monthly client services costs would total $138.67 each fiscal year. A 
reduction in application processing time would result in a net FTE 
reduction totaling 263.7 in FY 2002, 369.9 in FY 2003, 387.0 in FY 2004, 
405.0 in FY 2005, and 424.8 in FY 2006. 

Simplifying Documentation and Verification 
Recipient months per month would increase by 20,617 in FY 2002, 63,202 
in FY 2003, 80,357 in FY 2004, 87,339 in FY 2005, and 91,216 in FY 2006. 
Monthly client services costs would range from $142.99 in FY 2002 to 
$141.64 in FY 2006. An increase in the number of eligible cases would 
offset a reduction in application processing time, resulting in a net 
FTE increase totaling 80.1 in FY 2002, 112.5 in FY 2003, 117.0 in FY 
2004, 123.3 in FY 2005, and 128.7 in FY 2006. 

Local Government Impact 

No significant fiscal implication to units of local government is 
anticipated. 

Source Agencies: 

LBB Staff: 

529 Health and Human Services Commission, 304 
Comptroller of Public Accounts, 324 Texas 
Department of Human Services, 501 Texas Department 
of Health 
JK, HD, PP, SW 
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Appendix D. Fiscal Note for HB 828 

LEGISLATIVE BUDGET BOARD 
Austin, Texas 

FISCAL NOTE, 77th Regular Session 

March 6, 2001 

TO: Honorable Patricia Gray, Chair, House Committee on Public 
Health 

FROM: John Keel, Director, Legislative Budget Board 

IN RE: HB828 by Gray {Relating to application and eligibility 
for Medicaid.), As Introduced 

************************************************************************ 
** 
** 
** 
** 
** 
** 
** 
** 

Estimated Two-year Net Impact to General Revenue Related Funds for 
HB828, As Introduced: negative impact of $(172,160,888) through 
the biennium ending August 31, 2003. 

The bill would make no appropriation but could provide the legal 
basis for an appropriation of funds to implement the provisions of 
the bill. 

************************************************************************ 

General Revenue-Related Funds, Five-Year Impact: 

**************************************************** 
* Fiscal Year Probable Net Positive/{Negative) * 
* Impact to General Revenue Related Funds * 
* * 
* 2002 $(57,923,414) * 
* 2003 (114,237,474) * 
* 2004 (130, 294, 545) * 
* 2005 (136, 470, 979) * 
* 2006 (139,312,508) * 
**************************************************** 
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All Funds, Five-Year Impact: 

*********************************************************************** 
*Fiscal 
* Year 

* 
* 
* 
* 
* 
* 2002 

* 
* 

Probable Probable Probable Probable 
Savings/ Savings/ Savings/ Savings/ 

(Cost) from (Cost) from (Cost) from (Cost) from 
GR Match GR Match Federal Federal 

for 
Medicaid 

0758 

$(61,995,520) 

for 
Medicaid 

0758 

Funds -
Federal 

0555 

Funds -
Federal 

0555 
$4,072,106 $4,072,106 

$(50,426,341) 

Change in 
Number of 

OHS 
Employees 

from FY 2001 

65.0 

* 

* 
* 
* 
* 
* 
* 
* 
* 
* 

* 2003 5,705,743 5,705,743 78.0 * 
* (119,943,217) {120,693,447) * 
* * 
* 2004 5,971,177 5,971,177 66.0 * 
* {136, 265, 722) {145,106,094) * 
* * 
* 2005 6,251,166 6,251,166 54.0 * 
* {142, 722, 145) {154,776,200) * 
* * 
* 2006 6,545,602 

{159,448,854) 
6,545,602 40.0 * 

* {145, 858, llO) 

* 
*********************************************************************** 

Fiscal Analysis 

The bill would modify the Medicaid application and recertification 
processes for children under the age of 19 to make them comparable to 
those of the Children's Health Insurance Program {CHIP). Specific 
changes include: eliminating the face-to-face interview at application 
{Section 1 {e)) and recertification {Section 2 {e)); simplifying 
documentation and verification {Section 2 {d)); and excluding a 
child's/family's assets and resources {Section 3). The bill would take 
effect September 1, 2001. 

Methodology 

General Assumptions 

* 
* 

Policy changes would impact the Department of Health {TOH), the 
Department of Human Services (DHS), and the Employees Retirement System 
(ERS). Excluding a Child's/Family's Assets and Resources would also 
impact the Health and Human Services Commission {HHSC), which operates 
CHIP. It is assumed that funding would be realigned among state 
agencies as needed, with implementation occurring January 2002. No 
costs related to automation are assumed. Medicaid services provided by 
TOH would include premiums (weighted for fee for service and managed 
care),prescriptions, dental, physician, hospital, laboratory and other 
services. Client costs would remain at the estimated FY 2001 level, with 
no adjustment for inflation or change in service utilization. {Average 
costs do vary according to the mixture of client risk groups.) The 
federal share of total client services expenses would be 60.20% in FY 
2002, 60.08% in FY 2003, and 60.07% in subsequent years. To account for 
potential overlap in clients, estimates for Eliminating the Face-to-Face 
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Interview and Simplifying Documentation and Verification have been 
reduced by 10%. Annual savings/costs per eligibility-related FTE at OHS 
would total approximately $30,850. Of this amount, 19% is for employee 
benefits funded at ERS. The federal share of FTE expenses would be 50% 
of the total. 

Eliminating the Face-to-Face Interview 
Recipient months per month would increase by 9,176 in FY 2002, 27,734 in 
FY 2003, 34,695 in FY 2004, 37,254 in FY 2005, and 38,193 in FY 2006. 
Monthly client services costs would total $138.67 each fiscal year. A 
reduction in application processing time would result in a net FTE 
reduction totaling 263.7 in FY 2002, 369.9 in FY 2003, 387.0 in FY 2004, 
405.0 in FY 2005, and 424.8 in FY 2006. 

Simplifying Documentation and Verification 
Recipient months per month would increase by 20,617 in FY 2002, 63,202 
in FY 2003, 80,357 in FY 2004, 87,339 in FY 2005, and 91,216 in FY 2006. 
Monthly client services costs would range from $142.99 in FY 2002 to 
$141.64 in FY 2006. An increase in the number of eligible cases would 
offset a reduction in application processing time, resulting in a net 
FTE increase totaling 80.1 in FY 2002, 112.5 in FY 2003, 117.0 in FY 
2004,123.3 in FY 2005, and 128.7 in FY 2006. 

Excluding a Child's/Family's Assets and Resources 
Thirty-two percent of SCHIP enrollees are within Medicaid income limits. 
It is assumed that 32% of SCHIP clients funded in Senate Bill 1/House 
Bill 1, As Introduced, would be shifted to Medicaid, increasing Medicaid 
recipient months per month by 104,114 in FY 2002, and 138,819 in 
subsequent years. A net cost increase would result from a fuller benefit 
package and a less favorable federal match in Medicaid. Monthly client 
services costs would total $136.55 in FY 2002 and $131.53 in subsequent 
years for Medicaid, compared to $108.58 each year for SCHIP. The federal 
match for Medicaid is noted above, compared to 72.14% in FY 2002, and 
72.05% in subsequent years for SCHIP. Additionally, it is assumed that 
32% of potential SCHIP enrollees above levels funded in Senate Bill 
l/House Bill 1, As Introduced, would enroll in Medicaid, resulting in a 
new cost to the state. Medicaid recipient months per month would 
increase by 10,063 in FY 2002, and 21,500 in subsequent years. The 
increase in Medicaid cases would be partially offset by a reduction in 
application processing time, resulting in a net FTE increase totaling 
249.0 in FY 2002 and 335.7 in subsequent years. 

Local Government Impact 

No significant fiscal implication to units of local government is 
anticipated. 

Source Agencies: 

LBB Staff: 

529 Health and Human Services Commission,304 
Comptroller of Public Accounts, 324 Texas 
Department of Human Services, 501 Texas Department 
of Health 
JK, HD, PP, SW 
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Appendix E. Children's Health Insurance Program Budgeted 
and Expended Funds as of February 1, 2001 

(Includes expenditures for both CHIP and legal immigrants costs) 

Expended Budgeted FY 2000/ Total Requested FY 2002/ 
FY 2000 FY 2001 2001 Totals FY 2002 FY 2003 2003 Totals 

BENEFITS 

Health Plans $9,169,914 $242,385,948 $251,555,862 $517,252,251 $573,390,977 $1,090,643,228 

Dental Plan 1,379,405 36,449,173 37,828,578 72,077,056 78,181,204 150,258,260 

Immunizations 64,772 14,938,910 15,003,682 29,539,777 32,041,477 61,581,254 

Total Benefits $10,614,091 $293,774,031 $304,388,122 $618,869,084 $683,613,658 $1,302,482, 7 42 

ADMINISTRATION 

Outreach 

~dvertisina $1,488,970 $7,417,062 $8,906,032 $4,000,000 $4,000,000 $8,000,000 
Community Based 
Organizations 1,629,757 4,781,587 6,411,344 6,500,000 6,500,000 13,000,000 

Other Outreach 80,032 160,027 240,059 

Outreach Total $3,198,759 $12,358,676 $15,557,435 $10,500,000 $10,500,000 $21,000,000 

Other Administrative Costs 
lrhird Party 
~dministrator of 
applications/ 
enrollment files $5,903,017 $23,566,289 $29,469,306 $23,359,724 $22,322,280 $45,682,004 
Agency Internal 
~dministration 
'TOH and HHSC)* 192,076 1,965,422 2,157 498 2,104,331 2,104,331 4,208,662 

Quality Assurance - 250,000 250,000 500,000 750,000 1,250,000 

Other Admin Total $6095,093 $25 781 711 $31,876,804 $25,964,055 $25, 176,611 $51, 140,666 

Total 
Administration $9,293,852 $38, 140,387 $47,434,239 $36,464,055 $35,676,611 $72, 140,666 

TOTAL BENEFITS 
AND $19,907,943 $331,914,418 $351,822,361 $655,333, 139 $719,290,269 $1,37 4,623,408 

ADMINISTRATION 
Source: Telephone interview by Andy Fouche with Marla Young, Budget Analyst, Health and Human 

Services Commission, Office of Budget Analysis, Austin, Texas, March 5, 200 I. 

*Note: TDH internal administration costs for FY 2000 are not included in the figure above. 
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Appendix F. Expansion using Section 1931 in California 

California implemented CalWORK.S, California Work Opportunity and Responsibility to 
Kids, in January 1998 using an interim plan as they finalized Section 1931 (b ). DHS 
implemented the plan in September 1998, in a letter instructing all counties of the new 
implementation and eligibility process. 1 

Two parts of Section 1931 exist in California. All families who receive CalWORKs 
receive Medi-CAL, California's version of Medicaid, under "cash-based" Section 
1931(b). Families who are eligible for CalWORK.s but choose not to apply are eligible 
for Medi-CAL under Section 1931 (b )-Only. Those applying for the Section 1931 (b )
Only option are obligated to meet residency, age, deprivation, and family requirements 
along with the income and property requirements set by the state. 2 

Families who are taken off of CalWORK.s because they have reached their time limits 
can still qualify to receive 1931(b)-Only coverage. Medi-CAL has adapted the precedent 
under Section 1931 to utilize the more liberal law when former AFDC benefits and 
current CalWORK.s benefits conflict. CalWORKs has left AFDC incomes in California 
virtually unchanged. 3 

One of the challenges of the creation of the Section 1931 (b) program in California is the 
significant increase in the workload of the eligibility workers. The program created a 
backlog of cases during the period when state eligibility employees learned the new rules 
in Section 193l(b).4 

Section 1931 (b) has also allowed California to extend its transitional Medicaid program. 
Families are eligible for the Transitional Medi-CAL (TMC) if they have been on cash
assistance and/or 1931 (b) only for three of the last six months. This is an improvement 
over the previous statute that only provided benefits for those who had received cash 
assistance in three of the last six months. 5 This updated option allows families who 
decline welfare assistance an opportunity to receive health insurance benefits. In sum, it 
is important to note that a state like California with demographics similar to those of 
Texas has been able to implement a version of 1931 that is not completely streamlined, 
but does offer Medicaid benefits to a larger portion of the population than that covered 
under basic federal coverage. 

1 Medi-Cal Policy Institute, Section 193l(b) Medi-Ca/. Online. Available: http://www.medi
cal.org/publications/viewpub.cfm?itemID=735. Accessed: November 7, 2000. 
2 Ibid. 
3 Ibid., pp. 1-2 
4 Ibid., p. 2 

s Ibid. 
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Appendix G. Expansion through an 1115 Waiver in Wisconsin 

BadgerCare is Wisconsin's Medicaid expansion and SCHIP program that provides 
coverage to low-income families. Phase I was implemented on April l, 1999, through a 
Medicaid expansion that utilized Title XXI funds to provide coverage to children 15-18 
years old. Phase II was implemented July 1, 1999, using a Medicaid Section 1115(a) 
waiver and provides coverage to children up to 18 not covered by Medicaid and their 
parents or caretakers up to 185 percent of FPL. Parents are covered using Title XIX 
funds and children are covered using Title XXI funds. 1 

Wisconsin was quite strategic in the enactment of its BadgerCare program. The program 
is run through a Section 1115 waiver instead of Section 1931. A similar program could 
have been enacted through 1931, but the 1115 waiver allowed the state to impose 
premiums on individuals who earn more than 150 percent of the FPL.2 For example, 
families with incomes above 150 percent of FPL pay a premium, which at the most is 3 
percent of their incomes. The waiver also enables the state to limit the eligibility of those 
in this income range who have access to affordable employer-based insurance. 

The state has also implemented a premium assistance program under Title XXI, which 
enables it to receive the enhanced federal match to cover families when it is cost-effective 
to do so. When it is not cost-effective under Title XXI, the state attempts to enroll 
families in the HIPP program using the Title XIX cost-effectiveness test.3 

A final point of interest in BadgerCare is the built-in safety net for the state. If the state 
feels that expenditures for the program are getting too large, BadgerCare can decrease its 
expansion efforts by decreasing the required poverty level for benefits. If they do utilize 
this option, it would affect only future enrollees; families already enrolled in BadgerCare 
would continue to receive benefits regardless of whether they meet the new standard.4 

1 Jeremy Alberga, Wisconsin's BadgerCare Program Offers Innovative Approach for Family Coverage 

(Washington, D.C.: Academy for Health Systems Research and Health Policy, January 2001), p. 7. 

2 Jocelyn Guyer and Cindy Mann, A New Opportunity to Provide Health Care Coverage for New York's 

Low-Income Families (Washington, D.C.: The Commonwealth Fund, 1999), p. 13. 

3 Alberga, Wisconsin's BadgerCare Program Offers Innovative Approach for Family Coverage, p. 4. 

4 Guyer and Mann, A New Opportunity to Provide Health Care Coverage for New York's Low-Income 

Families, p. 13. 
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Appendix H. Examples of Individual State 
Premium Assistance Programs 

Section 1906 The Health Insurance Premium Program in Iowa 

Iowa has been operating a premium assistance program under Section 1906 of the Social 
Security Act since 1991. Every Medicaid enrollee is screened for eligibility in the Health 
Insurance Premium Payment (HIPP) program. In addition to the information gathered 
from the applicant and employer, the HIPP unit is responsible for obtaining further 
information regarding the benefits and cost of the employer-based plan. This information 
is used in a benefit-by-benefit comparison of the cost of buying into an employer-based 
plan versus purchasing the same services through Medicaid. A computer program 
performs the cost-effectiveness assessment to determine if buying private coverage is 
cost-effective, and ifit is then both the applicant and the employer are notified and the 
employee will be enrolled in the employer's health insurance under the HIPP program. 

In Iowa, HIPP beneficiaries receive subsidies directly from the state. The subsidy checks 
are issued for the same period during which the deductions from the employees' 
paychecks are taken. Thus, the subsidy checks are sent five to seven days before the 
deductions will be made to insure that enrollees do not have to wait before receiving their 
reimbursements. 

Cases are reviewed once a year, and employers and employees are asked whether there 
have been any changes to the company health plan or contribution policy. There have 
been a few incidences where employees have dropped employer coverage, failed to 
inform the state, and continued to collect subsidy checks for a few months. However, 
this is infrequent. 

A Combination Medicaid and SCHIP Premium Assistance Program in 
Massachusetts 

To purchase employer-sponsored coverage under the MassHealth Family Assistance 
Program, Massachusetts uses a combination of Medicaid and SCRIP funding. 
Massachusetts has essentially created two premium subsidy programs that operate 
concurrently. One program has been implemented using a Medicaid Section 1115 waiver 
and the other program has been implemented using SCRIP. The Medicaid funds are used 
to insure families who already have health insurance while the SCRIP funds are used to 
cover those who do not have any health insurance. Coverage for children who do not 
meet SCRIP criteria is provided under the 1115 waiver or state-only funds. 1 

To implement the premium assistance program, officials must determine ifthe applicant 
has access to employer-based coverage. The MassHealth program screens all applicants 
with incomes between 150 and 200 percent of the FPL for the availability of employer
based income by either asking the beneficiary for information or through an automated 
data match. If employer-based insurance is offered, the state contacts the employer to 
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obtain information regarding the employer's health plan including the employer's 
contribution, the benefits offered by the plan, and the cost of the premium. A follow-up 
letter is then sent to the employer explaining the Massachusetts Family Assistance 
Program. All information regarding the employer-based health insurance is entered into 
a database and analyzed to determine whether the health care coverage adheres to the 
following requirements: 

• The employer must contribute at least 50 percent of the cost of family coverage. 

• It must be no more costly to buy into the employer-based plan than it would be to 
cover the individual under the regular MassHealth program. 

• The plan must meet the SCIDP benchmark benefit requirement (the benchmark in 
Massachusetts is the largest commercial HMO in the state). 

During this investigation period, which typically lasts 60 days, children, but not their 
parents, can get coverage through a temporary fee-for-service arrangement. 

The MassHealth Family Assistance Program employs two methods of paying subsidies. 
The state can either makes direct payments to the family or the state can employ 
intermediaries to remit subsidies to employers. 

Providers must bill the state directly for any cost-sharing fees that they cannot collect 
directly from participants. For example, when a beneficiary receives services like well
child or well-baby visits for which they are not required to participate in any cost sharing, 
the beneficiary can present a billing form to the provider with instructions to bill the state. 
In order to make this process operate as smoothly as possible, the state trains providers 
about the cost-sharing process. 

While most employers in Massachusetts have been cooperative and have provided 
information in a timely manner, only a relatively small number of employers participate 
in the program and only approximately 7,000 people have been covered through the 
program over its first two years. Additionally, the majority of the people covered by the 
state's premium assistance program have been covered using Medicaid funds because the 
administrative difficulty of providing coverage using SCRIP dollars has been too great.2 

1 Hearne, Jean, and Laura Tollen, MassHealth Family Assistance Program: A Case Study of an Emp/oyer

Based Insurance Subsidy Program (April 1999). Online. Available: http://www.ihps.org/6-99Tol.htm. 

Accessed: January 20, 2001. 

2 Karl Polzer, Using SCHJP to Subsidize Employment-Based Coverage: How Far Can This Strategy Go? 

(Washington, D.C.: National Health Policy Forum, The George Washington University, June 2000), p. 7. 
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Appendix I. General Small Group Rating Process 

Step 1 = !Starting Yalu~ 
x 

Area Factor 
Reflects the general cost level of the area, the differences in medical practices by 
region, the specialization and intensity of services and the amount of competition in the 
area. 

x 
Age Factor 

Re ects that, on avera e, health status deteriorates as one a es. 
x 

Gender Factor 
Females incur greater medical costs than males at younger ages, particularly during 
childbearing years. The variance in cost diminish with age until male cost begin to 
exceed female cost in the late 50 's to earlv 60 's. 

x 
Industry Factor (limited to 15%) 

People working in some industries exhibit higher medical claims costs than other 
industries. This is primarily due to the working conditions, the type and lifestyles of 
people attracted to a particular industry, and the prevalence of accidents in the 
industrv. Article 26.33(c). 

x 
Group Size Factor (limited to 20%*) 

Appropriate for two reasons: 
(1) As group size increases, the per-insured expenses required to issue and service the 
business decreases. This allows for a lower rate, and 
(2) Individuals and small groups tend to select against an insurer when purchasing 
medical coverage. The purchaser generally knows the need for insurance for each 
employee in very small groups and can select coverage in line with individual needs. 
As group size increases, this selection becomes more difficult and to the extent it 
occurs, is spread over a larger base. 

*If group size is used, the highest factor associated with a group size classification 
may not exceed the lowest rate factor associated with group size classification by more 
than 20%. 28 TAC 26.11 'd and in the dra Ian e at Article 26.33 'd . 

x 
Plan Design Factor 

Reflects factors such as benefits provided, deductible and coinsurance amounts, and 
the dewee qf manaJ!ed care. 

+ 
Administrative Costs 

Base Premium Rate 
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Step2 = !Base Premium Rate (from Step Ij 
+ 

Risk Load 
Reflects the risk characteristics of the group. Risk characteristics are defined as 
health status related factors, duration of coverage or similar characteristics related to 
health status or experience of a small employer group or any member of a small 
em lo er ou . Article 26.32(c). 

Adapted from: Texas Department of Insurance, "Small Group Rating Process," Austin, Texas, December 
2000 (draft). 
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Appendix J. Medical Savings Accounts as of November 2000 

One alternative to the shortage of small employers offering reasonable health insurance 
options is to offer medical savings accounts (MSAs). Although they have existed for 
several years, the Health Insurance Portability and Accountability Act of 1996 created the 
current tax-favored medical savings account, which established a tax-free, individual 
account set up solely for medical expenses, giving consumers more say in their own 
medical treatment than the traditional preferred provider or health maintenance 
organization. 

Medical savings accounts consist of two parts-a high-deductible, catastrophic insurance 
plan purchased by the employer and an account specifically set aside for medical 
expenses to which the employee or employer, but not both, contributes a premium. This 
account is completely tax-exempt, reserved only for medical expenses, and lasts 
indefinitely. 

In order to meet the requirements that the medical savings account receive favorable tax 
treatment, the high-deductible health insurance plan must meet certain standards. The 
minimum annual deductible must be $1,500 for employee-only coverage and $3,000 for a 
family plan. The maximum annual deductible is $2,250 for employee-only and $4,500 
for family coverage. The maximum out-of-pocket expenses allowed are $3,000 for 
employee-only and $5,550 for family. 1 

The maximum amount that an employer can contribute to the accounts is also regulated. 
An employer can contribute up to 65 percent of the high deductible to an individual's 
account and up to 75 percent to a family's account.2 This money, whether paid by the 
employee or employer, is tax-exempt and stays in the account until it is needed to cover a 
deductible. It will be used to pay the deductibles until the pre-determined amount is 
reached, at which point the insurance company is liable for any additional expenses each 
year. 

A simplified example is as follows: an individual has a medical savings account with a 
deductible of $1 ,500 and the MSA has accumulated $2,000. If the individual incurs 
$5,000 in health costs, the individual is liable for the $1,500 deductible and the health 
plan is liable for the additional expenses of $3,500. The MSA balance is reduced to $500. 
The catastrophic plan must cover the cost of any medical procedures for the rest of the 
year because the individual has already spent the maximum for the year. 

The four-year demonstration medical savings account project set up in 1996 put a cap of 
750,000on new medical savings accounts that may be created. As of November 2000, 
there have been less than 100,000 accounts created.3 The lack of participation to date 
makes the full effects of the legislation hard to assess. 
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1 Internal Revenue Service, Understanding MSAs, Publication 969, Medical Savings Accounts. Online. 

http://www.irs.ustreas.gov/plain/forms _pubs/pubs/p9690 l .htin. Accessed: October 22, 2000. 

2 Physicians Who Care, A Brief Summary of Medical Savings Accounts. Online. Available: 

https://www.msapage.org/mssaguide.htinl. Accessed: October 22, 2000. 

3 Reuters Health, Bill Would Expand Medical Savings Accounts (September 12, 2000). Online. Available: 

http://thriveonline.oxygen.com/news/2000Sepl2/45.htinl. Accessed: November 11, 2000. 
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Appendix K. Examples of States' Risk Pool Programs 

Minnesota 

Minnesota has had a risk pool longer than any other state in the U.S. The Minnesota 
Comprehensive Health Association (MCHA) is a nonprofit corporation established by the 
Minnesota State Legislature in 1976 and regulated by the Minnesota Department of 
Commerce. Like other state pools it offers individual health insurance policies to 
residents of the state who have been rejected for insurance in the private market due to 
preexisting health conditions. MCHA policies exclude coverage for preexisting 
conditions for the first six months, but there are ways to get this waived. 

Health insurance policies issued by MCHA are priced between 101 percent and 125 
percent of the average private market individual policy. The State of Minnesota does not 
provide any financial support. Premiums paid by those enrolled in MCHA pay for part, 
but not all, ofMCHA's insurance claims and administrative costs. The remainder of 
MCHA's insurance claims and administrative costs are paid for by assessments made to 
Minnesota's commercial health care insurance carriers, HMOs, Blue Cross and Blue 
Shield of Minnesota, and other organizations. 

Health insurers are assessed for net losses in proportion to share of total health insurance 
premium received in the state during the year. Originally, the Health Care Access Fund 
(HCAF) was funded by a 2 percent tax on hospital and provider charges. A 1997 
amendment to the law reduced the health care provider tax to 1.5 percent for calendar 
years 1998 and 1999. While hospitals and providers pay the tax, it is passed to 
purchasers in the form of increased charges. Self-insured employers must pay the tax, 
and therefore contribute indirectly to the HCAF. Most of the Access Fund's resources go 
to fund the Minnesota Care low-income health care subsidy program. Currently there are 
26,000 participants in HCAF, 0.0055 percent of the total population of Minnesota. 

Source: Minnesota Attorney General's Office, Minnesota Health Care Consumer Connection. Online. 

Available: http://www.ag.state.mn.us/consumer/health/MMHC_gov.htm. Accessed: February 12, 2001. 

Oregon 

The Oregon Medical Insurance Pool (OMIP) was established by the 1987 Oregon 
Legislature to provide medical insurance coverage for all Oregonians who are unable to 
obtain medical insurance because of health conditions. OMIP issued its first policy in 
July 1990. It also provides health benefit portability coverage to Oregonians who have 
exhausted COBRA benefits and have no other portability options available to them. 

One of four states including California, Minnesota, Oklahoma and Oregon to have 
premium caps set at no more than 125 percent of average on their risk pool premiums. 
The state legislature expanded the subsidized insurance coverage available to low 
income, uninsured people above Medicaid. While the program's primary purpose is to 
provide subsidies to assist the low income uninsured, it employs a subsidy system using 
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the private insurance system that is also used to subsidiz.e coverage through the state risk 
pool. The plan provides subsidies at different percentages, based on the applicant's 
income, from Medicaid up to 170 percent of the federal poverty level. Currently there 
are 6,500 participants in OMIP, 0.00196 percent of the total population of Oregon. 

Source: Oregon Department of Consumer and Business Services, Oregon Medical Insurance Pool. 

Online. Available: http://www.cbs.state.or.us/extemal/omipl"mdex.html Accessed: February 12, 2001. 

Tennessee 

During the 1990s Tennessee made several significant changes in its risk pool and now 
has one of the most unique methods of insuring its citiz.ens. Until 1990, pool association 
members were assessed for net losses in proportion to their share of total health insurance 
premiums received in the state during that year. This is similar to the current method in 
Texas except that the assessments were granted as a tax offset up to $3 million. In 1990 
the assessments were changed so that that insurers were assessed based on their share of 
the number of participants in their program as compared to the total number in the state. 
During this period no tax credit was allowed and association membership was expanded 
to included HMOs and PPOs. In 1992 Tennessee reverted to assesfilng based on net 
losses, but in 1994 Tennessee passed legislation creating the TennCare program. Its risk 
pool program was phased out as of June 30, 1995. 

Currently in Tennessee individuals with preexisting health conditions and rejected 
applicants now have access to coverage through TennCare and pay premiums at a sliding 
scale rate similar to others in the Medicaid and low income population. T ennCare 
extends health care coverage beyond the Medicaid population to some 400,000 
previously uninsured low-income workers, and to the high-risk, medically uninsurable. 
The high-risk, uninsurable people and families in TennCare pay premiums on the same, 
sliding scale based on income as the other categories of the T ennCare population. 

Premiums for the uninsured range from $0 for people at the federal poverty level or 
below, and are scaled up according to income. Premiums for the uninsurable population 
are similarly scaled, with the top two categories being for people between 400 and 749 
percent of poverty and for 750 percent of poverty and above. At the highest income 
levels, individuals pay the full cost of the insurance coverage without a state subsidy. 
Premium costs are still lower compare to most other special state high-risk programs. 
Pooling federal, state and local expenditures for indigent care finances TennCare's plan. 

Source: Tennessee Bureau ofTennCare, Tennessee's TennCare Program. Online. Available: 

http://www.state.tn.u.s/health/tenncare. Accessed: February 12, 2001. 
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California 

California has the second-largest risk pool in the U.S., only surpassed by Minnesota. As 
of June 1999 California had 21 ,429 participants in its high-risk pool compared to 4,929 
participants in Texas. Currently 0.000647 percent of the citizens of California participate 
in its high-risk pool. As a result of the high demand for risk-pool services in California 
and limited resources, there is a waiting list for participation that can last anywhere from 
three to six months. 

Established in 1991, the plan is funded through subscriber contributions and the Major 
Risk Medical Insurance Fund directly by the State of California. The California Major 
Risk Medical Insurance Program (MRMIP) is an innovative program developed to 
provide health insurance for Californians who are unable to obtain coverage on the open 
market. Services in the program will be delivered through contracts with health 
insurance providers. Californians who qualify for the program participate in the payment 
for the cost of their coverage by paying premiums on their own behalf. The program is 
funded by $40 million from tobacco tax funds. California is one of only five states who 
fund their pool with funds from general revenues, income tax revenues, or tobacco tax 
revenues. 

Source: California Managed Risk Medical Insurance Board, Major Risk Medical Insurance Program. 

Online. Available: http://www.mrmib.ca.gov/MRMIBIMRMIP.html. Accessed: February 12, 2001. 
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Appendix L. Eligibility and Preexisting Conditions 
for Texas Health Pool Coverage 

An individual is eligible for Health Pool coverage if under age 65 and has been for at 
least 30 days and remains a legal resident of Texas and a United States citizen, and ifthe 
individual provides the Health Pool's administrator evidence of one of the following: 

I. Notice of rejection or refusal by an insurance company to issue substantially similar 
individual health insurance due to health reasons; 

2. A certification from an agent or salaried representative of an Insurance Company, on 
the Pool's Agent Certification form, that states the agent or representative is unable to 
obtain substantially similar individual Health insurance for You with any state
licensed Insurance Company, which the agent or representative represents, because 
You will be declined for coverage, as a result of Your medical condition, under the 
underwriting guidelines of the Insurance Company. 

3. Either an offer (by an insurer or HMO) to issue or an in-force substantially similar 
individual health insurance policy that excludes a medical condition or conditions; 

4. Either an offer (by an insurer or HMO) to issue or an in-force substantially similar 
individual health insurance policy at a premium rate greater than the current Health 
Pool rate; 

5. The individual has been diagnosed with one of the Qualifying Medical /Health 
Conditions. An individual is also eligible (for Health Pool coverage) IF under age 65, 
remains a legal resident of Texas, and IF the individual has maintained health 
insurance coverage for the 18 months preceding application for coverage to the 
Health Pool, with no gap in coverage of greater than 63 days, provided the last health 
insurance was through an employer sponsored plan, church plan, or government plan. 
(United States citizenship is not required for this eligibility category only.) 

Dependents are also eligible for Health Pool coverage. If the eligible individual is a 
child, family members of the child who have been for at least 30 days and remain legal 
residents of Texas and United States citizens and who reside with the child are also 
eligible for Health Pool coverage. 

An individual is not eligible for Health Pool coverage if: 

I. The individual has other health coverage in effect on the date health pool coverage 
would otherwise be effective; 

2. The individual is eligible for other health coverage (including a self-funded plan) or is 
eligible for continuation of coverage under state or federal law: 
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a. Unless the continuation of coverage has been maintained for the period of 
time necessary to satisfy any preexisting condition limitation period for health 
pool coverage; 

b. Unless an employer group plan, church plan or government coverage limits 
coverage for an individual by medical condition or excludes an individual 
(this should rarely happen, particularly in employer plans,) considering the 
HIP AA changes which do not permit exclusion of individuals or 
discrimination based on health status); 

c. Unless the coverage is an individual plan that has rates higher than the current 
health pool rates or the individual plan excludes coverage of a medical 
condition; 

3. The individual has terminated health pool coverage within 12 months prior to 
application for health pool coverage, unless there's a good faith reason for such 
termination; 

4. The individual is confined to county jail or is in prison; 

5. The individual has had prior health pool coverage terminated for nonpayment of 
premiums or fraud; 

6. The individual has received $1,000,000 in benefits from the health pool; 

7. The individual will have premiums paid or reimbursed by or under a government 
sponsored program or government agency or by a health care provider. 

Preexisting Condition Exclusions/Limitations 

Preexisting condition means a disease or condition for which medical advice, care or 
treatment was recommended or received during the six months before an insured person's 
effective date of coverage. Preexisting condition includes a preexisting pregnancy or a 
complication of a preexisting pregnancy, whether the complication occurs before or after 
the effective date of coverage. Preexisting condition does not include genetic 
information in the absence of a diagnosis of the condition related to the genetic 
information. 

During the first 12 months following the effective date of health pool coverage, the 
policy does not pay benefits for any charges or expenses for any preexisting condition (as 
defined above.) 

The preexisting condition limitation does not apply if an individual was continuously 
covered for an aggregate period of 12 months under creditable coverage that was in effect 
up to a date not more than 63 days before the individual's effective date of coverage 
through the health pool (excluding any waiting period under the prior health coverage) 

270 



provided that the individual's application for coverage through the health pool was made 
no later than 63 days following termination of the prior health coverage. 

The preexisting condition limitation will not apply to an insured person who has been 
continuously covered, since birth, adoption or your suit for adoption of the insured 
perso~ by creditable coverage which was in effect up to a date not more than 63 days 
before the insured person's effective date under this policy, excluding any waiting period, 
provided that application for coverage under this policy for the insured person is made no 
later than 63 days following the termination of such creditable coverage. 

In determining whether a preexisting condition limitation applies, credit is given for the 
time an individual was covered under any prior creditable coverage (including any 
waiting period for such coverage) that was in effect at any time during the 12 months 
before the effective date of health pool coverage. 

Note: For purposes of determining the preexisting condition clause and its applicability 
to persons covered through the health pool, the health pool will provide credit for 
preexisting condition exclusion periods served under prior (substantially similar) health 
coverage (including individual health coverage). 

Source: Texas Health Insurance Risk Pool, Eligibility. Online. Available: http://www.txhealthpool.com/ 

eligibil.html. Accessed: February 12, 2001. 
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Appendix M. Premium Rate Tables 

1. Select the plan you want: Plan I ($500 Deductible), Plan II ($1,000 Deductible), or 
Plan III ($2,500 Deductible). 

2. The rate charts are separated into tobacco-user and non-tobacco-user categories. You 

may choose the non-tobacco-user category only if you have not used any tobacco product 
within the last 12 months. 

3. Find the age bracket that contains your current age in the appropriate table. (For 
example, age 42 would be found in the "40-44" age bracket.) 

4. Look for your ZIP code and note the corresponding area (Areas 1-6). Only the first 

three numbers of your ZIP code are used in this table. 

5. Find your rate on the appropriate chart below. For example, a 42-year-old male non

tobacco-user whose ZIP code begins with 786 would be located in area 2. His monthly 

premium would be $251 for Plan I or $199 for Plan II or $135 for Plan III. 

6. If paying monthly, multiply the monthly premium by 2 and submit that amount with 

your application. (Future payments will automatically be withdrawn and will equal the 
monthly premium.) If paying quarterly, multiply the monthly premium by 3. For semi
annual payments, multiply the monthly premium by 6. For annual payments, multiply 

the monthly premium by 12. Submit the premium payment with your application. 

Area 1: Zip Codes - 765 

Area 2: Zip Codes - 756, 766, 767, 769, 781, 785, 786, 787, 788, 790, 796, 797, 798 

Area 3: Zip Codes - 754, 755, 757, 758, 759, 763, 764, 768, 778, 779, 780, 782, 783, 
789, 791, 792, 793, 795, 799 

Area 4: Zip Codes - 750, 751, 753, 760, 761, 762, 784, 794 

Area 5: Zip Codes - 752, 773, 774, 775, 776, 777 

Area 6: Zip Codes - 770, 772 
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Area 1 Monthly Rates 

Plan I Monthly Rates Plan II Monthly Rates Plan ID Monthly Rates 
($500 Deductible) ($1000 Deductible) ($2500 Deductible) 

Age Non-Tobacco Tobacco Non-Tobacco Tobacco Non-Tobacco Tobacco 

Male Female Male Female Male Female Male Female Male Female Male Female 

~-18 $113 $113 $147 $147 $91 $91 $118 $118 $62 $62 $79 $79 

19-24 132 170 171 222 105 134 137 17t 72 92 93 12(] 

t25-29 168 265 218 344 133 209 172 272 9(] 142 118 185 

t30-34 180 271 234 352 142 215 186 279 97 146 126 19(] 

t35-39 204 286 265 372 161 226 211 295 11(] 154 143 200 

~0-44 23(] 31C 30(] 403 187 24t 243 32(] 127 168 16t 218 

~5-49 284 343 368 445 224 271 292 353 153 184 ·~ 24C 

150-54 357 39t 464 514 283 314 361 408 192 214 25(] 27'J 

155-59 491 505 639 65(] 39(] 40C 501 52(] 26(] 272 345 354 

KJ0-64 662 634 861 824 524 503 682 653 357 342 464 445 

Area 2 Monthly Rates 

Plan I Monthly Rates Plan II Monthly Rates Plan ID Monthly Rates 
(5500 Deductible) ($1000 Deductible) ($2500 Deductible) 

Age Non-Tobacco Tobacco Non-Tobacco Tobacco Non-Tobacco Tobacco 

Male Female Male Female Male Female Male Female Male Female Male Female 

P-18 $120 $12(] $15(] $15(] $91 $97 $125 $125 $6(i $6t $84 $84 

19-24 14(] 181 182 23(] 112 142 146 187 77 98 ~ 128 

t25-29 179 282 232 36(] 141 222 183 289 9(] 151 125 191 

t30-34 191 288 249 374 151 22S 198 297 103 155 134 202 

t35-39 217 304 282 39(] 171 240 224 314 111 164 152 213 

~0-44 251 33(] 325 429 199 262 258 34(] 135 179 177 232 

~5-49 302 365 391 473 238 288 310 375 163 19(] 212 255 

150-54 380 421 493 541 301 334 390 434 204 228 26(] 295 

155-59 522 531 679 698 415 425 539 553 283 289 367 37(] 

KJ0-64 704 674 915 876 551 535 725 694 38(] 364 493 473 
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Area 3 Monthly Rates 

Plan I Monthly Rates Plan II Monthly Rates Plan ID Monthly Rates 
($500 Deductible) ($1000 Deductible) ($2500 Deductible) 

Age Non-Tobacco Tobacco Non-Tobacco Tobacco Non-Tobacco Tobacco 

Male Female Male Female Male Female Male Female Male Female Male Female 

0-18 $129 $129 $167 $16') $104 $104 $134 $134 $71 $71 $90 $90 

19-24 15(] 194 195 253 120 153 15(] 201 82 105 106 137 
125-29 191 302 248 392 152 238 196 310 103 162 134 211 

l30-34 205 309 267 401 162 245 212 318 111 16<i 144 216 

l35-39 232 326 302 424 183 257 24(] 336 125 175 163 228 

ft0-44 269 353 349 459 213 280 27? 365 145 191 189 248 

ft5-49 324 391 419 507 255 309 333 402 174 21(] 22? 273 

150-54 40') 451 529 586 322 358 418 465 219 244 285 316 

155-59 55S 575 728 747 444 456 578 592 303 31(] 393 403 

~0-64 754 722 981 939 59? 573 777 744 407 39(] 529 50') 

Area 4 Monthly Rates 

Plan I Monthly Rates Plan II Monthly Rates Plan III Monthly Rates 
($500 Deductible) ($1000 Deductible) ($2500 Deductible) 

Age Non-Tobacco Tobacco Non-Tobacco Tobacco Non-Tobacco Tobacco 

Male Female Male Female Male Female Male Female Male Female Male Female 

0-18 $140 $14(] $182 $182 $113 $113 $146 $146 $77 $7'J $98 $98 

19-24 164 211 212 275 130 166 170 218 89 114 115 149 

125-29 208 329 270 427 165 259 213 33') 112 176 146 229 

l30-34 223 336 290 437 176 26') 231 346 12(] 181 156 236 

l35-39 253 355 329 461 200 28(] 262 366 13<i 191 177 248 

140-44 293 385 380 500 232 305 301 39') 158 208 206 27(] 

145-49 352 425 457 552 278 336 362 438 190 228 24') 298 

50-54 443 491 576 638 351 39(] 455 506 238 265 31(] 344 

155-59 609 62~ 793 814 484 496 629 645 330 337 428 439 

60-64 821 786 1,068 1,022 650 624 846 81C 443 424 57<i 552 
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Area 5 Monthly Rates 

Plan I Monthly Rates Plan II Monthly Rates Plan III Monthly Rates 
($500 Deductible) ($1000 Deductible) ($2500 Deductible) 

Age Non-Tobacco Tobacco Non-Tobacco Tobacco Non-Tobacco Tobacco 

Male Female Male Female Male Female Male Female Male Female Male Female 

K>-18 $149 $149 $194 $194 $12() $12() $155 $155 $82 $82 $104 $104 

19-24 174 224 225 292 138 176 18() 232 95 121 122 158 
25-29 221 34S 287 453 175 275 226 358 118 187 155 244 
30-34 237 351 308 463 187 283 245 367 128 192 16~ 25() 

35-39 269 377 349 49() 212 298 278 388 145 203 188 263 
40-44 311 408 403 531 246 324 320 421 167 221 219 287 
45-49 374 452 484 58() 295 357 384 465 201 242 262 316 

50-54 47() 521 611 677 373 413 483 537 253 282 329 365 
55-59 646 665 841 864 513 527 661 685 35() 358 454 46f 

60-64 871 835 1,133 1,085 69() 662 898 86() 47() 45C 611 58f 

Area 6 Monthly Rates 

Plan I Monthly Rates Plan II Monthly Rates Plan III Monthly Rates 
($500 Deductible) ($1000 Deductible) ($2500 Deductible) 

Age Non-Tobacco Tobacco Non-Tobacco Tobacco Non-Tobacco Tobacco 

Male Female Male Female Male Female Male Female Male Female Male Female 

0-18 $16() $16() $208 $208 $129 $129 $161 $167 $88 $8~ $112 $112 

19-24 187 241 242 315 149 19() 194 25() 102 13() 132 17() 

25-29 238 376 309 488 189 29() 244 386 128 201 161 262 

30-34 255 384 332 499 201 305 264 396 138 207 179 269 

35-39 289 405 37() 527 228 32() 299 418 156 218 203 284 

40-44 335 439 434 571 265 349 345 454 18() 238 235 309 

45-49 403 486 522 631 318 384 414 50() 217 261 282 34() 

50-54 506 561 658 729 401 445 52() 578 272 303 354 393 

55-59 696 716 906 93() 553 567 719 737 377 386 489 502 

60-64 939 89S 1,221 1,168 743 713 967 926 506 485 658 631 

Source: Texas Health Insurance Risk Pool, Premium Rates for Health Pool Coverage. Online. Available: 

http://www.txhealthpool.com/rates.html. Accessed: February 12, 2001. 
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Appendix N. Other States' Financing Methods 

The following is a summary of the methods states use to finance their risk plan. 

Alaska: Alaska Comprehensive Health Insurance Association 

The plan is funded through subscriber premiums and assessments to association 
members. Assessments are made in proportion to the percentage of total health insurance 
premiums each member writes in the state. 

Arkansas: Arkansas Comprehensive Health Insurance Plan 

Insurers are assessed for net losses in proportion to their share of total health insurance 
premiums received in the state during the year. 

California: California Major Medical Risk Program 

The plan is funded through subscriber contributions and the Major Risk Medical 
Insurance Fund. $40 million is deposited annually in the fund from the State Cigarette 
and Tobacco Products Surtax Fund. 

Colorado: Colorado Uninsurable Health Insurance Plan 

As of 1993, the Colorado Uninsurable Health Insurance Plan (CUHIP) began receiving 
payments from the Business Association Unclaimed Property Fund, a fund that includes 
unclaimed wages, utility deposits, and gift certificates. In 1995, proceeds from insurance 
policies where no beneficiary can be located also began going to CUHIP. 

Connecticut: Connecticut Health Reinsurance Association 

Carriers are assessed for plan losses based on their share of health insurance direct claim 
volume in the state. 

Florida: Florida Comprehensive Health Association 

From 1983 through 1989, insurers were assessed for pool losses, however the 
assessments were allowed as a tax credit offset. The credit could be applied toward 
premium taxes and income taxes payable to the state at a rate of20 percent credit per 
year, over a five-year period. This offset was repealed in 1989. Since 1992, the total 
assessment to a member does not exceed 1 percent of the insurer's health insurance 
premium earned in the state during the calendar year preceding the year the assessments 
are levied. 

Illinois: Illinois Comprehensive Insurance Plan 

Illinois directly pays the cost of its risk plan from the state's General Revenue funds. The 
state placed a cap on the number of eligibles able to participate in the plan, thereby 
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controlling the amount of money contributed to the program. Since 1989, the cap bas 
been raised four times. In 1997, the plan also began serving as an acceptable alternative 
mechanism for the individual market to meet HIP AA requirements. The HIP AA-CHIP 
program is funded by an assessment of all health insurers, and there is no enrollment 
limitation for these federally eligible individuals. 

Indiana: Indiana Comprehensive Health Insurance Association 

Assessments are for net losses in proportion to the share of total health insurance 
premiums received in the state during the year. These assessments are offset against 
income taxes or premium taxes in the year of the assessment or following years. Insurers 
may also include in premium rates an amount to recoup assessments. 

Iowa: Iowa Comprehensive Health Association 

Association members are assessed for losses in excess of those covered through 
premiums and the Health Insurance Trust Fund. Assessments are offset against premium 
taxes or other state taxes. Offsets are granted at the rate of 20 percent per year over five 
years. 

Kansas: Kansas Uninsurable Health Insurance Plan 

Insures may be assessed to recoup net losses. Only 80 percent of assessments may be 
offset against premium taxes, and no credit was allowed during the first four years of 
operation of the plan. The commissioner was authoriz.ed to borrow up to $500,000 per 
year for those four years to fund the plan's implementation and initial operations. 

Louisiana: Louisiana Health Insurance Association 

Louisiana funding is through the state's General Revenue funds. In addition each patient 
admitted to a hospital for treatment (other than psychiatric care or alcohol or substance 
abuse) is assessed a service charge of $2 per day for inpatient admissions and $1 for 
outpatient procedures. Those covered by; the state employees group benefits program, a 
program subsidiz.ed directly by the federal government, or an insolvent insurer are 
exempt from the service charge. This service charge has been challenged and found to be 
pre-empted by ERISA exemptions. AS a result, legislation bas been passes to provide 
that if the insurance arrangement does not pay the service charge, it may be collected 
from the patient. 

Minnesota: Minnesota Comprehensive Health Association 

Health insurers are assessed for net losses in proportion to share of total health insurance 
premium received in the state during the year. Each assessment is based on the ratio of 
the contributing member's total amount of accident and health insurance premium 
received from or on behalf of Minnesota residents, divided by the total cost of accident 
and health insurance premium received by all ~iation contributing members from or 
on behalf of Minnesota residents, as determined by the commissioner of commerce for 
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the state of Minnesota. The 1997 legislature appropriated $15 million per year for the 
next two years to offset MCHA's losses. The funding will come from the State "Health 
Care Access Fund" which is funded by a 1.5% tax on hospital and provider charges in the 
state. Because self-insured employers must pay the 1.5% tax, they will now indirectly 
contribute to MCHA funding. 

Mississippi: Mississippi Comprehensive Health Insurance Risk Pool Association 

Mississippi uses an assessment to insurers. 

Missouri: Missouri Health Insurance Pool 

Insurers conducting health insurance business within the state will be assessed for losses 
of the plan according to the volume of business conducted within the state. These 
assessments will be offset through a tax credit against premium taxes paid. 

Montana: Montana Comprehensive Health Association 

Licensed carriers are assessed for net losses in proportion to share of total health 
insurance premiums received in the state during the year. Assessments are offset against 
premium taxes in the year of assessment. 

Nebraska: Nebraska Comprehensive Health Insurance Pool 

Association members are assessed for net losses in proportion to share of total health 
insurance premiums received in the state during the year. Assessments are offset against 
premium taxes in year of assessment or following years. 

New Mexico: New Mexico Comprehensive Health Insurance Pool 

The proportion of participation of each member in the pool shall be determined annually 
by the board based on annual statements and other reports deemed necessary by the board 
and filed with the member. Any deficit incurred by the pool shall be recouped by 
assessments apportioned among the members of the pool pursuant to the assessment 
formula, provided the assessment for any pool member shall be allowed as a 30 percent 
credit on the premium tax return for that member. 

North Dakota: Comprehensive Health Association of North Dakota 

Association members doing more than $100,000 in accident and health insurance 
business within the state are assessed for net losses of the pool. These members are 
allowed a direct offset against premium taxes in year of assessment. 

Oklahoma: Oklahoma Health Insurance High Risk Pool 

Association members are assessed for net losses in proportion to their share of the total 
health insurance premiums received in the state during the year. Assessments are offset 
against premium taxes in the year of assessment or following years. 
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Oregon: Oregon Medical Insurance Pool 

Insured premiums; assessment of reinsurers and insurers; expenditure limitation 

South Carolina: South Carolina Health Insurance Pool 

Insurer members are assessed for net losses in proportion to share of total health 
insurance premiums written in the state during the preceding calendar year. Assessments 
are offset against premium or income truces in year of assessment of following years. If 
the offset exceeds $5 million in any one year, premiums of the plan must be raised to 
assure that the offset does not exceed $5 million in the following year. 

Tennessee: TCHIP TennCare 

Financed by pooling current federal, state, and local expenditures for indigent health care. 

Utah: Utah Comprehensive Health Insurance Pool 

Utah Senate Bill 60 of 1997 requires an adjustment to the pool premium rate each July 
1st. The increase is based on the average increase of the small employer rates for the five 
largest insurance companies that provide health plans to small employers. State 
Comprehensive Health Insurance Pool Enterprise Fund; Legislature appropriations. 

Washington: Washington State Health Insurance Pool 

Association members are assessed for net losses in proportion to share of total health 
insurance premiums received in the state during the year. Assessments are offset against 
premium truces in year of assessment or following years. 

Wisconsin: Wisconsin Health Insurance Risk Sharing Plan 

Association members are assessed for net losses in proportion to share of total health 
insurance premiums received in the state during the year; legislature appropriations. 

Wyoming: Wyoming Health Insurance Pool 

Association members are assessed for plan losses based on their share of health insurance 
premium volume in the state. Also to be assessed are any self-insurers not governed by 
ERISA law. The state will grant a credit against any premium true owed to the state 
toward the assessment paid. However, the total credit allowed by all members cannot 
exceed $1 ,625,000 in any one year. 

Source: Communicating for Agriculture and NASCHIP, Comprehensive Health Insurance/or High-Risk 

Individuals: A State-by-State Analysis, Fourteenth Edition. Bruce Abbe, Ed. (Fergus Falls, MN: 

Communicating for Agriculture and the Self-Employed, 2000). 
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