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All 50 states offer subsidized
health insurance to low-income
individuals through public pro-
grams such as the State Children’s
Health Insurance Program
(SCHIP), Medicaid, and other
state-designed programs.  These
programs provide premium subsi-
dies to children and families with
incomes below a given threshold,
often on a sliding-scale basis.  A
less common approach, which has
been taken by the five states fea-
tured in this Issue Brief, is to fur-
ther expand coverage by making
higher-income families eligible for
unsubsidized insurance through
the same programs.

These eligibility expansions are referred to
as full-cost buy-ins, or FCBIs.  Although
they have extended coverage to only a lim-
ited number of children and families to
date, FCBIs provide another vehicle for
states to expand coverage.  Unlike subsi-
dized programs, FCBIs have no upper
income threshold; they target families with
incomes above state limits for subsidized
coverage.  These families often do not have

access to employer-sponsored coverage and
cannot afford the premiums charged in the
individual market.  

The FCBIs currently in operation pri-
marily target children, and several states
are considering adding FCBIs onto their
SCHIP programs.  Two states (Minnesota
and Washington) enabled adults as well as
children to purchase coverage at full cost
through public programs, but their FCBIs
are now closed (see Table 1).  Except in the
case of Washington, enrollment in the
FCBI component of a state expansion has
typically been less than 5 percent of total
program enrollment.  

Through administrative efficiencies
and the purchasing power generated from
pooling with subsidized programs, FCBIs
can offer some families a lower-cost cover-
age option than what is available in the
private market.  However, the main objec-
tive of these programs is not to constrain
the price of insurance, but to provide fami-
lies with another vehicle for obtaining cov-
erage, especially in cases where employer-
based coverage is not available.  

This Issue Brief describes the experi-
ence of five states that have developed
FCBIs — Connecticut, Florida, Minnesota,
New York, and Washington — and out-
lines the major program design issues
involved in establishing a full-cost buy-in
option.

Design Issues
In developing full-cost buy-in programs,
states have sought to ease the transition

between public and private coverage.
When the eligibility status of a subsidized
enrollee changes, due to an increase in
income, for example, employer coverage is
often unavailable.  FCBIs provide enrollees
with a coverage option outside of the indi-
vidual insurance market.  

The people targeted by public pro-
grams typically cannot afford private insur-
ance.  However, as public programs expand
eligibility up the income scale, the state’s
coverage product enters into competition
with products on the private market.
Families at higher incomes may face a
choice about whether to purchase private
coverage or join an FCBI.  Their decision
depends largely on the cost of the coverage
(including premiums and other cost-shar-
ing), the benefits offered by the plans, and
the restrictions – if any – on enrollment.
States can use program design features to
ensure that implementing an FCBI does
not provoke an exodus of covered individu-
als from the private market.  In addition,
states need to ensure that their FCBI will
not attract a disproportionately unhealthy
population and result in premium increases
from adverse selection.   

Because states do not receive federal
funding to operate FCBIs, they have
greater flexibility in designing these pro-
grams than they do for Medicaid and
SCHIP. Which design features are appro-
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STATE MINNESOTA WASHINGTON FLORIDA NEW YORK CONNECTICUT

Program Title        MinnesotaCare Basic Health Healthy Kids Child Health HUSKY
Plan Plus

Program Type Medicaid State-only Originally Originally State-designed
program program state-only state-only SCHIP
implemented program, now program, now program
under 1115 waiver SCHIP SCHIP

Target Program Children;   Other Children; Children 5 Children Children
parents      adults adults and up

FCBI starts at 275%        175% 200% 200% 250% 300%
(share of FPL)

Peak FCBI 1,000 25,000 5,000 9,000 200
enrollment

1

FCBI as % of 2 percent 20 percent 3 percent 2 percent 3 percent
all enrollment

Implemented 1992 1996 1992 1991 1998

FCBI status Repealed in 1998 Discontinued Active Active Active
in 2000

priate varies by state, according to policy
goals, income limits for subsidized cover-
age, and the structure of the private insur-
ance market.  In general, FCBIs targeting
children may cause less competition with
the private market than do those that
include adults, owing to the absence of pri-
vate insurance products for children only. 

Benefits Package
Some states have benefit limitations in
place in their public programs that help
limit adverse selection.  For example, the
MinnesotaCare benefit package includes a
$10,000 inpatient benefit cap for adults.

2

When the state’s FCBI was still in opera-
tion, this benefit limit applied to both the
subsidized and unsubsidized components
of the program, and this deterred enroll-
ment in the FCBI by less healthy individu-

als.  Similarly, HUSKY Plus, Connecticut’s
supplemental coverage option for children
with intensive physical or behavioral health
needs, is available only to children in the
state’s subsidized HUSKY program.  The
exclusion of FCBI enrollees from this com-
ponent of the benefits package was
designed to reduce the likelihood of
adverse selection.

3

By contrast, Basic Health Plan’s FCBI
offered a range of maternity, prescription
drug, and mental health benefits that were
not available in comparably priced private
insurance policies, thereby reducing incen-
tives for higher-cost individuals to pur-
chase private insurance in the individual
market.  Many individuals moved into
unsubsidized BHP coverage for short
stints, particularly to take advantage of
maternity and hospital benefits.

4
This

surge in enrollment among individuals
needing specific services drove up premi-
ums and made the FCBI less affordable.

5

Pre-existing Conditions
Exclusions
FCBI programs can establish pre-existing
conditions exclusions to deter adverse
selection.  In an attempt to preserve access
to coverage as private insurance market
reforms were weakened, Washington
reduced Basic Health Plan’s waiting period
for pre-existing condition exclusions from
twelve to three months.  This shift gave
high-cost individuals better access to the
program and made it easier for them to
leave the private market in favor of the
FCBI.

6
A longer waiting period can help

prevent individuals from enrolling in
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Table 1
Characteristics of Five Full-Cost Buy-In Programs



FCBIs only when they need care.
However, states with FCBIs have not 
pursued this design feature to date, proba-
bly because imposing look-back and wait-
ing periods for children would provoke
strong public opposition and require states
to build a new component into their 
eligibility determination process.

Premiums
Because FCBIs are unsubsidized, they can-
not ensure affordability for all applicants.
Connecticut officials see HUSKY’s FCBI
primarily as a conduit between uninsured
children and private health plans that pro-
vides an additional coverage option.  The
state has not tried to influence the 
premium.

7

But FCBIs do offer states an existing
administrative structure to determine eligi-
bility and complete enrollment.  These
efficiencies can create savings that result in
lower premiums for enrollees.  New York’s
Child Health Plus program, for example,
created an economy of scale by using the
administrative framework already in place
for its 500,000 subsidized enrollees; this
allowed the state to process unsubsidized
enrollees at marginal administrative costs.
New York advertises to FCBI enrollees that
the “full premium...is probably much less
than you would pay for other private insur-
ance.”

8

While using administrative efficien-
cies to create savings may be successful,
attempting to cap an FCBI’s premium
could backfire.  When Washington first
implemented an FCBI in 1996, the premi-
um in the unsubsidized component of
Basic Health Plan was capped at 105 per-
cent of the subsidized program’s premium.
Insurers, who were required to participate
in the FCBI or forgo existing business in
the subsidized program, began to incur
losses on FCBI enrollees but could not
increase their premiums.  The resulting
conflict between the state and insurers led
to removal of the premium cap, followed
by annual premium increases of more than
60 percent in 1998 and 1999, and an even-
tual insurer walk-out on the FCBI.

9

Copayments
States have more flexibility in setting
copayments for FCBI enrollees than they
do for subsidized SCHIP and Medicaid
enrollees.  Connecticut has used this flexi-
bility to establish higher copayment
requirements on a range of outpatient ser-
vices and prescription drugs for FCBI
enrollees in HUSKY.  While cost-sharing,
including copayments, cannot exceed
$1,250 per family per year for children in
the subsidized program, HUSKY imposes
no such limits for children in the FCBI.

13

According to state officials, the goal of
eliminating copayment limits is to avoid
making the program more attractive than
insurance purchased in the private market,
particularly for enrollees who are likely to
use many services.

14
By contrast, some

states do not implement different copay-
ment schedules for FCBI enrollees.  These
include New York, which currently
requires no copayments,

15
and Florida,

which requires minimal copayments for
mental-health outpatient services and
unauthorized use of emergency services.

16

Contracting with Insurers
Insurers can be powerful opponents or
strategic allies to states in their efforts to
expand coverage.  Basic Health Plan’s ini-

tial policy of mandatory participation in
the FCBI at a capped premium alienated
health plans, which had been partners in
the subsidized program since its imple-
mentation, and forced plans to choose
between bidding on a new and untested
program or giving up existing business.
Insurers lobbied successfully to remove the
state’s bidding requirements,

17
and ulti-

mately walked away from the FCBI.  A less
adversarial approach, based on negotiations
and consultations between policymakers
and health plans on goals and key policy
decisions, will likely prove more effective. 

Maintaining a partnership with insur-
ers does not preclude states from using
their purchasing power to leverage favor-
able premiums for FCBI enrollees.  New
York, Connecticut, and Florida require par-
ticipating insurers to serve both subsidized
SCHIP and FCBI enrollees.  States can
help negotiate affordable rates for their
FCBI enrollees by setting premiums that
reflect the average costs of the larger and
potentially more stable SCHIP risk pool
(comprised of both subsidized and unsubsi-
dized enrollees).  Ensuring that participat-
ing health plans serve many more subsi-
dized than unsubsidized enrollees can also
reduce the impact of FCBI enrollees on
each plan’s profit margins.  As long as
FCBIs do not force insurers to take finan-
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Keeping FCBIs Separate from
High-Risk Pools
Ensuring that an FCBI does not perform the function of a high-risk pool is impor-
tant to its stability and longevity.  This can be achieved either by directly pro-
hibiting migration from a high-risk pool to an FCBI or by blunting the incentives
to migrate.  When Basic Health Plan imposed a premium cap on its FCBI and
reduced its waiting period for pre-existing conditions, many Washington residents
dropped their high-risk pool coverage and enrolled in the FCBI.  The high-risk
pool took on no new members between 1996 and 1999, and enrollment dropped
from over 10,000 to about 1,000.10 The FCBI became the state’s de facto high-risk
pool and eventually saw a premium spiral as a result of adverse selection.  At one
point, the FCBI had about 25 times the enrollment of the state high-risk pool, 
and this level of high-cost enrollees proved unsustainable.11 By contrast,
MinnesotaCare’s inpatient benefit limits deterred high-cost adults from enrolling
and the state high-risk pool was stable.  Enrollment in MinnesotaCare’s FCBI
peaked at about one-tenth of the high-risk pool’s.12 These experiences indicate 
that measures to prevent migration from a high-risk pool can protect the viability
of an FCBI.

Continued on page 4



cial losses or lose volume in the private
market, states can effectively use their
negotiating power to facilitate insurer 
participation.

Crowd-Out
Public insurance expansions, particularly
under SCHIP, have addressed crowd-out in
the past.  However, FCBIs that target
higher-income enrollees may increase con-
cern about substitution for private cover-
age.  Current evidence from active FCBIs
indicates no substantial crowd-out, regard-
less of whether programs choose to require
minimum spells without insurance for new
enrollees.  Nevertheless, crowd-out war-
rants immediate attention from policymak-
ers because it can provoke opposition from
insurers and undermine political support
for FCBIs.  In Minnesota, concerns about
crowd-out helped frame the policy debate
on the design of MinnesotaCare and con-
tributed to the eventual repeal of the pro-
gram’s FCBI.

18

Connecticut policymakers have paid
considerable attention to crowd-out.
HUSKY requires new enrollees to have
completed a six-month waiting period and
audits 20 percent of enrollee applications
by contacting the benefit managers of par-
ents’ employers.  Although the state has
recently secured federal approval to extend
HUSKY’s waiting period to a full year,
state officials have determined that current
requirements are effective in preventing
crowd-out, and have no plans to increase
the waiting period.

19

Florida’s Healthy Kids and New
York’s Child Health Plus impose no wait-
ing period on enrollees.  According to a
recent Healthy Kids program evaluation,
crowd-out appears to be minimal and is no
more likely to occur in the FCBI than in
the subsidized program.

20
Nevertheless,

attempts to expand an FCBI to younger
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children
21

have raised fears of crowd-out,
and policymakers have delayed expansion
until crowd-out is studied further.

22
Child

Health Plus has not experienced significant
crowd-out to date, in either the subsidized
program or the FCBI, according to an
ongoing quarterly analysis of prior insur-
ance coverage among new enrollees.

23

However, New York officials stress the
importance of a continued focus on this
issue. 

Conclusion
FCBIs give states an opportunity to expand
coverage without using public funds, but
they are not a panacea.  Their role is to
increase access to insurance for families
with incomes too high to qualify for subsi-
dized public programs, but who may not
have access to employer-based coverage and
who cannot afford the premiums charged
in the individual market.  When public
programs become larger and more estab-
lished, administrative efficiencies and pur-
chasing power can help make coverage
through a full-cost buy-in program more
affordable than that purchased in the pri-
vate market.  But these affordability gains
are secondary to increased access, and
insurers may decline to participate in
FCBIs if premiums are insufficient.  The
challenge for states is to design and imple-
ment FCBIs that provide the maximum
possible benefit to the public without
undermining the private insurance 
market. �
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