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CPTION 3:  KIDS FI RST COVERAGE

| npl enentation Start: January 1, 1995
Phase-in: By Popul ation, Beginning with Children
Uni versal Coverage Achieved by: January 1, 2000

SUMVARY

Thi s proposal phases in universal coverage, mnimzes the financial
burden of the programat the outset, and covers the nost vul nerabl e
of our citizens--children--as quickly as possible. Under this
approach, health care reformis phased in by popul ation, beginning
with children. Qher populations are phased in as foll ows:

Enpl oyer G oups: July, 1997
| ndi vi dual s: January, 1998
Medi cai d:  January, 2000

States may be granted a grace period under certain circunstances.

This proposal is designed in two parts which wll be inplenented
si mul t aneousl y:

|. The quick coverage of children--"Kids First"; and,

1. the devel opnent of structures for transitioning to the
new system and the phasing in of certain population
gr oups.

Part |, Kids First is really a precursor to the new system It is
intended to be freestanding and admnistratively sinple, wth
States given broad flexibility in its design so that it can be
easily folded into existing/future programstructures. The Feder al
governnent, States, and the private sector will play a role inits
i npl enent ati on and fi nanci ng.

Part 11 of this proposal involves the devel opnent of purchasing

cooperative (PC structures and the actual phase-in of all other
popul ati on groups within the PC system
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PART | - KIDS FI RST
Stage 1 - Kids First: Al enployers not covering children will be
mandated to do so by January 1995.
PROGRAM STRUCTURE

The Federal government, States, and the private sector will play a
role inits inplenentation.

. The Federal government wll finance the subsidization of the
program (including subsidies for individuals and enployers),
t echni cal assi st ance to States and State program

adm ni strati on. Additionally, the standard benefit package
wll be community rated and established at the Federal |evel;
children's coverage will be Federally nmandated on States and

enpl oyers.
. States wll have the full responsibility for program
i npl enent ati on and admni strati on, I ncl udi ng t he

admnistration of subsidies, regulation, oversight etc.
States will be given very broad authority to inplenent the
mandat e, and woul d not be expected to have the PC structure in
place in order to inplenent Kids First. States could use
their Medicaid program set up another plan, or allow
enpl oyers the option to "buy-in" to any structure the state
devel oped, including Medi cai d.

. Al insurance conpanies wll be required to offer the

children's standard benefit package. Al enployers will be
required to pay at |east 80%of the bench mark prem um

PROGRAM GOALS

. Provide all children with health care coverage as quickly as
possi bl e.
. Keep the approach sinple, that is, keep the admnistrative and

program denmands of enrolling children as sinple as possible.
Leave the resources of the State focused on devel opi ng PCs and
the infrastructure for the new system including various
reforns identified in Part II.
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. Provide mninumdisruption to current/future programstructure
and cover age.
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ELIG BILITY FOR KI DS FI RST

The follow ng children will be eligible for Kids First:

. Uninsured children in working famlies - Enployers wll be
responsi ble for assuring the coverage of all children either

through a private insurance plan or a plan offered by the
State.

. Uninsured children in non-working famlies - States wll be
required to cover children in non-working famlies who are
currently not eligible for Medicaid.

. Chi | dren covered by Medicaid - Children who receive Medicaid
benefits because they are categorically eligible or nedically
needy will renmain in Medicaid. For children who fall under
any other Medicaid category, states can either enroll themin
a new state plan or keep themon Medi cai d.

PROGRAM FI NANCI NG

. Several funding streans including enployers, governnent and
famlies will finance Kids First, and it will be admnistered
by St ates.

. A though States will have the option to establish PCs and to
begin phasing in Medicaid or any adult groups in advance of
the phase-in dates, no additional Federal funds wll be
available prior to the dates specified. Additionally, as

other groups are phased-in, children in Kids First will be
phased into PCs in order of parental coverage, i.e., children
recei ving coverage through parent's enployers wll be phased
in July 1997, children receiving coverage in State plans
and/or Medicaid (non-categorically eligible children) in
January 1998, and all categorically eligible children in
January 2000.

. The enployer nandate wll mrror enployer/enpl oyee premum
contribution levels present at full enrollnent; e.g., 80/20.
(Tax incentive structures will be contingent on decisions nmade
by the Coverage G oups.)

. Subsidies will be available for both the enpl oyee and enpl oyer

portion of the premumand wll be Federally financed. (See
subsi dy di scussion.)
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States will be held to a maintenance of effort for their
current children's prograns; e.g., Medi cai d, crippl ed
children's prograns, other child health prograns, etc..

PROGRAM ADM NI STRATI ON

States wll have full admnistrative responsibility for
i npl enent ati on, operation and oversight of the program

States will be given maximumflexibility to design and devel op
a program that neets the needs and conplenents the
exi sting/future designs of their State health care program

States wll have the flexibility to fold children into
exi sting Medicaid prograns or to devel op ot her plans/PGCs.

States coul d:

- Develop a State plan for the enrollnment of children. A
State could opt to allow enployers to "buy-in" to the
State plan.

- Ube the Mdicaid program or a subset of the
admnistrative functions used to operate the Medicaid
program e.g., the fiscal agent. Also, States could
allow the enpl oyers to "buy-in" to Medicaid.

- Gontract with health plans, such as HMXs, to serve the
children and allow enployers to "buy-in" to the State
program Conversely, enployers could be allowed to
contract directly with the sane plans which the State
may have certified to serve children.

- Use the purchasing cooperative or simlar structure if
avai | abl e.

- Require state insurance commssioners to oversee the
operation of state plans and private plans to assure
conpr ehensi ve coverage and access to the newy defined
Kids First standard beneifts package.

States nmay be granted a grace period for the phase-in of
children under certain circunstances, e.g., if States can
denonstrate that their PC structure will be in place wthin
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six months, they nmay be allowed to delay the phase-in of Kids
First.
. By July 1997, States wll be required to develop fully
est abl i shed PGCs.
Rational e
. This approach gives States naxinmum flexibility to
design their prograns to meet State needs. It
allows States which are ready for full PC

inpl enentation to proceed, while not penalizing
States needing additional tine and resources to
devel op PGCs.

Requiring States to upgrade health benefits offered
by private plans to the standard benefit package

level wll assure that famly coverage, currently
provi ded by the enployers, will nore |ikely be kept
together before the enployer the nandate. Thi s

wll help facilitate an easier phase-in to PGCs.

Studies have shown that when famly plans are
split, parents tend to opt for plans that wll
assure continuous coverage for their children.
Aven this, it is assuned that nmarket forces wll
keep down the cost of health plans. That is, plans
wll have incentives to lower prices, wth the
assunption that they will attract parents, who tend
to be young and heal thy, later.

ons

Despite the stated goal of sinplicity, the program

would still require substantial effort on the part
of States with the possibility of limted returns,
i.e., any structures developed, which are not

consistent with the PC structure, wll not have a
long term pay off and nay be very costly to
devel op.

States have i ndi cat ed t hat nmany of t he
admnistrative structures necessary for full
inplenmentation of health care reform wll be
required in the developnent of Kids First. They
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believe that this wll be admnistratively

bur densome and cost|y.

Sone States have shown a preference for a phase-in

approach not predicated on the enrollnment of

popul ati on groups.

. V& are exploring admnistratively sinple
alternatives to nonitor plan operation, to
provide oversight of plan financing and to
define data and systens requirenents for

program i npl enment at i on.
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BENEFI T COVERACE

1.

St andar di zed Benefit Package

In January 1995, all children 0-18 years of age wll be
covered by a standardi zed benefit package as defined by
t he Benefits WWrkgroup.

Enpl oyers currently covering children wll be required
to bring their coverage package for children up to the
standard benefit package.

Rati onal e

. Many plans currently covering |owincome famlies
are very mninmal, often offering little nore than
catastrophic coverage. Requiring plans to upgrade
their coverage to the standard benefit package
woul d inprove coverage for children--plans wll be
required to do so wunder the enployer nandate,
anyway. Additionally, insurers may be very wlling
to offer the children's standard benefit package,
wth the goal of attracting adults to select them
during Part 11 of this phase-in approach.

Consi der ati ons

. Kids First requires that enpl oyers already covering
children bring their plans up to levels specified
in the children's standard benefit package. Under
this approach, enployers nmay drop adult coverage if
they are required to provide a richer children's
benefit--famly coverage nay be adversely affected.

. Mechanisns to nonitor these changes in enployer
benefit packages need to be expl ored.

. Data requirenments for the devel opnment of comunity
rating of children's benefit packages need to be
expl or ed.

It may be difficult for enployers to renegotiate
contracts wth insurers to bring their children's
benefit package up to the nandated standard benefit
package.
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. Federal law wll require that any entity offering
insurance to offer the standard benefits package.

. The standard benefit package will be community rated.

. Medicaid services not covered in the standard benefit
package; (e.g., long-term care, transportation, etc.)

will not be included in Kids First--even if the State
elects to use Medicaid as the vehicle to cover currently
uni nsured chil dren.

Rational e

. The standard benefit package is likely to be rich
enough to provide services conparable to those in
the EPSDT Program (e.g., imunization, well-child
visits, screening, other preventative services,
etc.).

. States have generally elected not to include |ong-

term care services in their State-funded uninsured
children's prograns (e.g., Mnnesota Care). These
decisions were nade to curb costs and with the
expectation that children wll not use many |ong-
termcare services anyway.

2. Suppl enental Coverage and Long-Term Care - These
benefits have been addressed by the Benefits and the
Long Term Care Qoups and are not available in Kids

First. However, the phase-in of these services wll
begin in 1997 when the full enployer nmandate 1is
i npl enment ed.

Rational e

. The decision to exclude supplenental coverage and

long-termcare benefits fromK ds First was nmade on
the basis of admnistrative sinplicity and cost.

Consi der ati ons

. If States elect to use the standard benefit package
to cover children, traditionally eligible for
Medicaid by poverty-level groups, these children
nmay receive a less rich benefit package than they
woul d have recei ved under Medi cai d.
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3.

SUBSI

Mental Health - Addressed by Mental Health QG oup.

D ES

Subsidies will be federally financed.

Lowinconme working famlies and enployers will be eligible for

subsi di es to cover premum costs.

Deducti bl es would be waived, however, coinsurance woul d be
al | oned.

Subsidies will be determned using a Federal formula on a
national basis and States will use either the current welfare
system or a new agency to determne individual and enpl oyer
eligibility.

Total famly out-of-pocket expenditures for coverage under
Kids First would be capped at 2 percent of total famly
I ncone.

Subsidies for individuals will be determned on the basis of
famly incone (asset and resource tests currently used in
Medicaid will not be applied).

[ MPLI CATIONS CF TH S APPROACH AND ADDI TI ONAL CPTI ONS ARE BEI NG

EXPLCRED. |

Rational e

. Sever al approaches were considered regarding
enpl oyer and individual subsidies. However, not
offering subsidies to enployers could have a
negative economc inpact on States and snall
enpl oyers.

. Not offering subsidies to individuals could
adversely affect lowinconme famlies covered by
Kids First.

. Cfering enployers subsidies may prevent them from

attenpting to offset the cost of of fering
children's coverage by |aying-off |owwage workers,
not hiring additional enployees or not hiring
enpl oyees with children, etc.
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. V¢ continue to explore enployer and individual
subsi dy approaches which would be admnistratively
si npl e and encourage econom ¢ devel opnent .

Consi der ati ons

. Argunents  agai nst the provision of enpl oyer
subsidies in Kids First include the concern that
enpl oyers not covering chil dren wll be

preferentially treated over those who al ready do.

. Subsidy prograns are difficult to admnister.
States have indicated that regardl ess of how nuch
flexibility they are given to inplenent a subsidy
program it wll be admnistratively difficult
under the short tine-lines. Concerns are also
raised that changes will need to be made once the
subsequent stages of this phase-in are inplenented.

MEDI CAlI D | NTERFACE W TH KI DS FI RST

. Until the Medicaid program is phased in conpletely,
legislation will be developed to provide States wth
additional flexibility to admnister the Mdicaid
program so that it nmay conplement Kids First and the
smooth transition to the PC and managed conpetition
structure.

1. Services (Long-TermCare, etc.)

. To the extent that an enployer nandate enrolls
otherwise Mdicaid-eligible children into private
plans or these children are enrolled in a State
Kids First, these children would likely |ose the
conprehensive benefits they now receive under

Medicaid; e.g., early and periodic screening,
di agnosis, and treatnent. Requiring enployers to
cover these  services nay be  prohibitively
expensi ve.

2. Q oups ( Spend- Down, Institutionalized Ki ds,

Medi care/ Medi caid Dual Higible)

. Enrolling Medicaid-eligible children into the new
system first or through enpl oyer-provided coverage
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could negatively inpact the Medicaid eligibility of
their parents because, presunably, their children
woul d not be counted as part of the standard filing
unit.

. To alleviate these types of eligibility issues,
States should be given the flexibility to devel op
new eligibility policies that would facilitate the
inpl enentation of Kids First and the subsequent
devel oprrent of t he PC nmanaged conpetition
structure.

3. State M ntenance of Effort

. The Kids First option could allow States to fold
Medicaid children into a State children's program
If so, then the State's contribution into the PC
system if based on Mdicaid spending during or
after this transfer had taken place, would reduce
the State's maintenance of effort paynents.
Adjusting for this lowered Medicaid enrollnment in
the maintenance of effort calculation could be
admni stratively conpl ex.

. Gonversely, if lowincone children are enrolled
first into Medicaid, as an easy way to provide them
subsi di zed care in the short-term this could also
conplicate the naintenance of effort standard by
inflating State Medicaid spending. The extent of
this difficulty depends on the base year for
det erm ni ng nai nt enance of effort.

PART 11 - PHASE IN OF OTHER PCPULATI ON GROUPS
Stage One: I nvestnent and Preparation
Duration: 2 years and 7 nonths (43 nonths)

Start Date: January 1, 1994
Conpl etion: July 1, 1996

The foll ow ng processes are undertaken simltaneously.
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Federal Rul e- Maki ng

. Interimfinal rules will be promul gat ed.

. A lead agency is established or designated to review and
respond to public comrent.

Mbdel State Legislation and Rul es

. The Jlead agency wll develop nodels of enabling
l egislation and regul ation for States.

Feder al | y- Supported Techni cal Assistance for States

. Planning grants are provided to States to develop their
i nternal capacity.

. Technical assistance is Federally supported to provide
expertise to the States.

. Key inplenentation tasks are conducted Federally to
relieve the States of admnistrative burdens.

. The devel opnent of supporting information systens is
undert aken.

Federal Investnent in Rural and Under served Areas

To develop capacity in rural and underserved areas, targeted
investnents will be nmade during the transitional period.

. | nvestnent funds are provided to build capacity and
pronote the devel opment of community-based heath plans
where they do not currently exist.

. Provider-workforce initiatives are undertaken to train
physi ci ans for underserved areas.

SystemReformInitiative

In order to relieve the current health care crisis, national
refornrs are imediately wundertaken in the followng

cat egori es:
1. | nsurance reforns
2. Mal practice reforns
3. Short-termcost controls
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4. Admni strative sinplification
5. Preenption of State anti-nanaged care | ans
6

ERRSA Reform to allow states to nandate enpl oyer

cover age

State Requirenents

During this period, States wll pass enabling |egislation
using the Federally established nodel. Follow ng the passage,
States wll submt a plan describing the operation
pur chasi ng cooper atives whi ch neet "mnimum  Federal
requi rements.” The Department of Health and Human Services
(HHS), or another designated Federal entity, wll have one
nonth to acknow edge the States' adherence to m ni num Federal

requi rements or return the plan for anendment.

Stage Two: Last M nute Things
Duration: QOne Year
Start Date: July 1996
Conpl etion Date: July 1997

Est abl i shnent of Purchasi ng Cooperatives (PCs)

Wth Federal "approval,"” States wll establish purchasing

cooperatives, conduct negotiations with health plans,

begin enrolling all eligible persons into health plans or fee-

for-service plans offered through purchasing cooperati ves.

Federal funding to establish PCs will become avail able on July
1996 to States, contingent upon Federal approval of their
pl ans. (As a stronger incentive, we could opt to provide

Federal funding for PCs before July 1996.)

QG her Reforns

In addition, the investnent and "other reforns" wll
cont i nued.

Stage Three: Enployer Mandate
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Duration: States will have the tinme between the passage of
Federal legislation and date-certain to phase in the enpl oyer
nmandat e.

Conpl etion Date: July 1, 1997

Cover age Through the PCs

O July 1, 1997, all enployers will be required to purchase
health plans for their enpl oyees through PGCs.

Chil dren receiving coverage through parent's enployers wll be
phased in with their parents.

Federal subsidies to eligible individuals and firns wll

becone avail abl e t hrough nechani sns determned by the States.
Stage Four: Individual Mandate

Duration: States will have the tinme between the passage of

Federal legislation and date-certain to phase in the

i ndi vi dual nandat e.

Conpl etion Date: January 1, 1998

Qover age Through the Purchasi ng Cooperati ves

By January 1, 1998, States wll assure cov erage of self-
i nsured and unenpl oyed i ndi vi dual s through the PCs.

Children receiving coverage through a State plan and/or
Medicaid (non-categorically eligible) will be phased in wth
their parents.

Ve are exploring the option of bringing in early retirees with
benefits at this time.

Federal subsidies will become available on date-certain to
qual i fyi ng sel f-insured unenpl oyed i ndi vi dual s.

QG her Reforns

VWr kmen's Conpensation Reformw ll be required by January 1,
1998.

Prelimnary Staff Wrking Paper for Illustative Purposes Only



DRAFT - FCR GFH A AL USE O\LY 37

Stage Five: Medicaid
Duration: States will have the tine between the passage of
Federal legislation and date-certain to phase in individuals
recei ving acute Medicaid benefits.

Conpl etion Date: January 1, 2000

Cover age Through the PCs

. By January 1, 2000 States wll assure coverage to
individuals (under 65) receiving Mdicaid benefits
through PCs for acute care services. Non acute-care
services wll be left in tact wth Mdicaid as a
resi dual program

. Chil dren recei vi ng cover age t hr ough Medi cai d
(categorically eligible) wll be phased in for acute
care services.

Aftermath: States Failure to Inplenent Mandates

As of January 1, 2000 Federal tax credits for the purchase of
health insurance wll only apply in those States which have
est abl i shed uni versal coverage through PCs.

The National Health Board (NHB) will be required to nonitor the
State inplenmentation of each nandates and wll be given the
authority to grant grace periods based on States' efforts toward
i npl enent at i on.

If States fail to conply wth various nandates and have not
denonstrated sufficient efforts toward inplenentation, then the
Secretary of HHS or the N\B will have the authority to establish a
Federal health care program in that State. The nature of the
substitute systemw |l not be specified in legislation to give the
Secretary or NFB sufficient flexibility to create a workabl e system
at the time within the constitutional constraints.

It is believed that such Federal prograns will not becone necessary
for the follow ng reasons:

1. Provision of nedical security to all State residents;
2. cost control;
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Q her

3. States nust inplenment the new system to receive
financial assistance which will result in the renoval of
great financial burden for states;

4. relief fromshort-termcost controls; and

5. other funds or initiatives are tied to inplenmentati on.

Transi ti onal |ssues

| nt eragency Task Force

In the transition period, the Wite House w Il announce the
establishment of an interagency task force and |ead agencies
to performFederal functions related to inpl enentation.

The National Health Board (NHB)

The interagency task force established by the Wite House will
assune the functions of the NMB until it becomes operational .
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