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TT
he State Coverage Initiative’s (SCI) annual 

State of the States report summarizes state 

activities to expand health coverage through-

out the past year. It also takes into account the 

environment and context within which states are working.

This 2005 report is, unfortunately, not much different 

from that of last year. Times are still diffi cult for states 

and for coverage in general. No progress has been made 

to address the uninsured in a comprehensive way at the 

national level, and the numbers keep on rising. But, the 

silver lining is that state leaders continue to be creative in 

fi nding new opportunities to expand coverage.

While some state budgets are beginning to rebound, 

health care costs are a growing portion of state budgets 

and many state policymakers feel they are unsustain-

able. States leaders recognize that their ability to fully 

address the problem of the uninsured is dependent on 

a federal partnership. There does not appear to be con-

sensus on a comprehensive national solution to address 

the uninsured.

As our cover image conveys, states keep fi nding their 

own way. We are continually impressed by the creativity 

and persistence of state policymakers to keep access to 

health care on the agenda and expand health insurance 

coverage. State of the States: Finding Their Own Way 

summarizes strategies states are implementing or con-

sidering and their early experiences. Many state policy-

makers are working toward a clear goal of increasing 

insurance coverage. However, they are going about it in 

many different ways — some focusing on public expan-

sions and others looking at market-based strategies. 

While some states are working to strengthen the safety 

net, others are simply waiting for the policy window to 

open.   

SCI remains committed to supporting states in their 

coverage expansion efforts. As we begin 2006, we are 

happy to share our new and improved coverage matrix 

on our Web site — statecoverage.net. With more state-

specifi c coverage information than ever before, this is 

just one of the many tools we are developing to assist 

policymakers as they seek to expand coverage. We also 

continue to provide hands-on assistance to help states 

create approaches to expand coverage by tailoring our 

approach based on the context of each state’s unique fi s-

cal and political environment.

We are honored to work with states across the country 

that are willing to act to address the important issue of 

health insurance coverage. We look forward to helping 

states fi nd their way in 2006. 

 

Director, State Coverage Initiatives

FOREWORD
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In addition, more than half of the growth in the number 

of uninsured from 2000 to 2004 was in the South. This 

region experienced the greatest increase in population, 

including a large growth of its low-income population, 

and a signifi cant decrease in employer coverage rates.3 

The cost of health insurance coverage is a likely driver 

of some of the decline in insurance coverage, with the 

average cost of a family health insurance policy growing 

to nearly $11,000—a rate nearly three times faster than 

wages. In 2005, three out of fi ve employers (60 percent) 

offered coverage, down signifi cantly from 69 percent 

in 2000, with most losses in small companies. Among 

employers with 200 or more workers, 98 percent offer 

health coverage, whereas only 59 percent of companies 

with 3 – 199 workers offer coverage.4    

Over the past few years, the increase in uninsurance has 

been primarily among young adults, whites, and native-

born Americans, demonstrating that uninsurance is 

not exclusively affecting racial and ethnic minorities or 

non-citizens, as some previously thought.5 

The situation looks even worse when taking into ac-

count a 2005 study by The Commonwealth Fund, which 

found that nearly 16 million Americans are underin-

sured, meaning their insurance did not adequately 

protect them from catastrophic health care expenses.6  

Underinsured adults are almost as likely to go without 

necessary medical care or to take on medical debt as 

those who are uninsured. In April 2005, President Bush 

signed the Bankruptcy Abuse Prevention and Consum-

er Protection Act, otherwise referred to as the Bank-

ruptcy Reform Act. Although the Act was not developed 

to directly address the medical bankruptcy issue, there 

has been concern regarding whether the new regula-

tions will exacerbate the growing number of individuals 

reporting medical debt. 

All these statistics matter because they attest to the 

health of our nation. There is a well-documented con-

nection between insurance coverage and access to care 

and health: The uninsured are more likely to go without 

needed care and have poorer health outcomes than 

those with insurance.7 There is a cost to the nation as a 

whole for failing to address the number of uninsured—

at least $35 billion in uncompensated care is absorbed 

by providers and ultimately results in higher costs for 

those with insurance.8  
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quality of care provided by health plans, hospitals, and 

nursing homes. Minnesota has created a comprehen-

sive Web site that provides cost and quality informa-

tion as well as other consumer information on buying 

health insurance and managing chronic health condi-

tions. Several states including California, Iowa, 

Massachusetts, Rhode Island, Utah, and Wisconsin 

have been working to develop pay-for-performance 

mechanisms within their Medicaid programs.

MEDICAID ENROLLMENT AND ELIGIBILITY
States have been aggressive in containing costs in 

the Medicaid program because it accounts for a grow-

ing portion of their budgets. In addition to address-

ing the growth in health care costs that all payers are 

experiencing, public programs must also deal with 

increases in enrollment. States continue to focus on 

cost-containment strategies that encourage more 

cost-effective use of services, but have also had to rely 

on more traditional strategies that reduce eligibility, 

cut benefi ts, or reduce payments to providers.   

A study assessing state Medicaid program changes found 

that eight states made eligibility changes in FY 2005, 

a sharp reduction from 2004. For the most part, these 

states reduced or eliminated optional benefi ts (e.g., adult 

dental services or pharmacy benefi ts). Some cuts were 

quite signifi cant, with the largest occurring in Tennessee. 

A few states, including Washington and Texas, were able 

to restore eligibility and benefi t changes from prior years.20 

(For more on Medicaid program changes, see p. 28.) 

PRESCRIPTION DRUG COVERAGE
States also continue to focus on changing the design of 

pharmacy benefi ts to encourage more cost-effective utiliza-

tion. Activities include requiring more drugs to have prior 

authorization, implementing or expanding preferred drug 

lists, and using more supplemental rebate mechanisms. 

Many states have also sought membership in multi-state 

purchasing pools to access larger supplemental rebates. 

DISEASE MANAGEMENT
In general, states and other payers are focusing cost-

containment efforts on high-cost populations—such 

as those with chronic conditions—recognizing that if 

their utilization is left unchecked, health care spending 

will not decrease. Employers have been at the forefront 

demanding better information on the cost and quality of 

services as well as pushing health plans to incorporate 

disease management (DM) into their care model. 

As such, state efforts to implement DM programs have 

expanded.21 At least 25 states have implemented DM 

programs for their Medicaid populations.22 These pro-

grams focus on the chronically ill and use an integrated 

approach to improve health outcomes and reduce 

health care costs.

Although many operational challenges remain and the 

results of early experiences from states with DM pro-

grams show some promise, it is still too early to make 

defi nitive conclusions on the impact of these programs.23  

States still hope that DM programs can help them to use 

scarce Medicaid dollars more effectively and enable them 

to maintain—or even expand—coverage. 

Wellness Programs Encourage Employees 
to Take Care of Themselves
Another emerging cost-containment strategy gaining momen-
tum from states and local communities is wellness programs. 
These programs are primarily based at the employer level with 
some states adopting insurance legislation to allow insurers 
to discount premiums if the employer integrates the wellness 
program into the health insurance benefi t. 

Some states and local entities are experimenting with new 
programs for their public employees. In King County, Wash., 
employees and partners are encouraged to participate in 
health improvement programs through benefi t design incen-
tives with the goals of improving the health status of county 
employees and reducing the rate of increase in health care 
costs through positive personal behavior changes. Employees 
can receive reduced out-of-pocket expenses if they complete a 
wellness assessment and participate in health improvement 
programs. This program focuses on reducing health care 
costs in general, translating into lower premiums due to a 
better risk experience for the group. 

STATE    STATESOF
THE
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Since the establishment of Health Savings Accounts (HSAs) 
in late 2003, consumer-directed care has been the focus of 
new benefi t design efforts. HSAs and their predecessors, 
Health Reimbursement Arrangements (HRAs), are the 
cornerstone of consumer-directed health plans (CDHPs). 
Although consumer-directed care can take many forms, the 
common characteristics are a high-deductible health plan 
(HDHP) combined with an account (personal or employer-
owned) that can be drawn down to cover eligible health care 
services before the deductible has been met.24  

There are several types of consumer-directed accounts, 
but the two most common are HRAs and HSAs. HRAs are 
owned and funded solely by employers. HSAs, in contrast, 
are owned by the individual and offer special tax treatment 
for account contributions, but can be funded by the employ-
er and the employee. The goal of these consumer-directed 
products is to encourage consumers to be more cost-con-
scious and prudent purchasers of health care services.

TAKE-UP RATES FOR CDHP
The Kaiser Family Foundation/HRET 2005 Employer Health 
Benefi ts annual survey found growing enrollment and inter-
est in consumer-directed health plans, but only a small per-
centage of insured individuals actually get coverage through 
a consumer-directed product. Approximately 2 percent (1.6 
million) of all covered workers are enrolled in HRA/HDHP 
products and another 1.2 percent (810,000) covered work-
ers have chosen HSA/HDHP arrangements.25 A previous 
study found that about one-third of those purchasing HSAs 
through the individual market were previously uninsured 
and approximately a quarter of those in the small group 
market were previously uninsured.26    

Of all fi rms that offer health benefi ts, approximately 20 
percent in 2005 offered a high-deductible health plan to 
workers. Employers are also expressing increasing interest 
in these coverage models, with 22 percent reporting they are 
somewhat likely to offer a HRA/HDHP and 4 percent are 
very likely. The numbers are similar for an HSA/HDHP 
(25 percent somewhat likely and 2 percent very likely).27  

State policymakers have an interest in consumer-directed 
care as a possible new benefi t design that could be afford-
able enough to encourage the previously uninsured to 

buy coverage. For these products to be perceived as hav-
ing value, they not only have to offer a lower premium but 
must also provide meaningful benefi ts. Whether or not the 
addition of a personal account to an HDHP can change the 
uninsured’s perception of value remains to be seen.

Several states have passed legislation that conforms their 
insurance laws to allow high-deductible health products that 
meet federal guidelines. Other states have gone further to 
encourage the purchase of HSAs by making contributions 
to these accounts tax-deductible under state income tax law. 
Seven states that tax income maintain taxation on HSA con-
tributions and 34 states have given HSA contributions special 
tax treatment. Some state leaders have looked to incorporate 
CDHP principles and increase enrollee responsibility and risk 
into existing programs such as public coverage and high-risk 
pools. Currently, 11 states have added an HSA/HDHP option 
to their high-risk pool, and several states have submitted 
Medicaid waiver concept papers that include consumer-
directed benefi t designs.28 (For more information on Medicaid 
and consumer direction, please see p. 29.)   

State leaders are often divided on CDHPs. On one hand, 
these products may reduce the uninsured and provide 
choice to consumers. However, if CDHP products are of-
fered alongside more traditional preferred provider organi-
zation (PPO) products, and younger and healthier workers 
select the CDHP option, CDHPs may disrupt markets by 
segmenting existing risk pools. According to Mary Eliza-
beth Senkewicz, senior health policy and legislative advisor 
for the National Association of Insurance Commissioners, 
“Adverse selection is always a concern of state regulators 
and, if these products lead to risk segmentation, those 
effects will need to be mitigated.” She also noted concern 
about whether consumers will understand the complex 
relationship between services purchased using health sav-
ings accounts and whether those services will count toward 
the individual’s deductible.

Increasing health care costs have driven much of the interest 
in consumer-directed health care, but evidence is still mixed 
on whether the models can reduce the overall growth of 
health care costs, especially for the high-cost users of health 
care and those with chronic disease.

Consumer-Directed Care: An Avenue for Change?
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Ohio and Oklahoma: Two Contrasting Experiences with Economic Recovery
The beginnings of economic recovery experienced by many states in FY 2005 have completely bypassed others. With a hard-hit 

manufacturing economy and an unemployment rate stuck at 6 percent, Ohio must now contend with deep budget cuts across 

the board. The Medicaid program alone will need to reduce expenditures by $2.4 billion over the next two years. Changes in the 

state’s once generous reimbursement to nursing homes will produce nearly half of these savings, but the remainder must come 

from benefi t and eligibility cuts that will result in a loss of coverage for 25,000 adults. Implementation of the Medicare prescription 

drug benefi t has posed added hardship, amounting to $57 million in budgeted expenditures that could have been used to restore 

benefi t or eligibility cuts. 

“We are concerned about our ability to continue using Medicaid to expand coverage for the uninsured,” says former Ohio Medicaid 

Director Barbara Edwards.44 The state is particularly worried about growth in its aged and non-aged disabled populations. 

Expenditures for these populations are further straining the state’s Medicaid budget. While Ohio’s dually eligible population is 

relatively small (6.6 percent), it accounts for a large portion (22 percent) of Medicaid spending. “Growing expenditures for 

our dually eligible population will further constrain Ohio’s fl exibility to use the state’s Medicaid program to meet the needs of 

the uninsured,” says Edwards.

Oklahoma is fortunate enough to have strengthening revenues, and is already pursuing strategies for expanding their Medicaid

programs to address the needs of the uninsured. The state’s revenues have been buoyed by soaring oil and natural gas prices; 

as a result, the state’s Medicaid program is better off than many. For now, the state has been able to avoid cutting services to 

Medicaid recipients while trying to ensure the program runs as effi ciently as possible. The state is also implementing several 

1115 waivers to expand coverage to the working uninsured. 

“In this country, Medicaid is a primary driver for affecting change to health care to the general public,” says Charles Brodt of 

the Oklahoma Health Care Authority. “We’re in the waiver business and hope to improve health care delivery to non-traditional 

Medicaid populations.” 

STATE    STATESOF
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The Massachusetts House and Senate fi nished their 

formal sessions with each passing a different health 

care bill. The two chambers have begun their work 

to reconcile the differences between the bills. At the 

time of writing this article, the House and Senate have 

named three members to the conference committee 

and they have begun their work.

The House version combines a “pay or play” proposal 

with an individual mandate to achieve universal coverage.  

The bill would impose a 5 percent payroll tax on employ-

ers, with 11 – 99 employees and a 7 percent payroll tax 

on those employing 100 or more employees. Businesses 

that currently offer coverage would receive a credit for 

the amount they currently spend on health insurance 

and/or health care for their employees. All Massachusetts 

residents would be required to purchase health insurance 

if they could afford it. The legislation states that those 

individuals that cannot fi nd affordable products will not 

be penalized. However, the proposal states that, starting in 

2007, residents in the state will have to confi rm health in-

surance coverage by reporting on state income tax forms.  

The Department of Revenue will enforce this provision 

and penalize those that can afford to pay a premium. To 

fi ll the gap between Medicaid and employer-sponsored 

coverage, the House would create a subsidized health in-

surance product. In addition, the House version proposes 

a Medicaid expansion for all adults up to 100 percent FPL, 

for children from 200 to 300 percent FPL, and for parents 

from 150 to 200 percent FPL.  

The Senate version aims to insure one-half of the state’s 

uninsured in the next two years, and does not include ei-

ther a payroll tax or an individual mandate. The legislation 

would expand Medicaid eligibility for children from 200 

to 300 percent FPL, parents from 150 to 200 percent FPL 

and documented immigrants. In addition, the Senate bill 

looks to increase enrollment in the Insurance Partnership 

Program, a premium assistance program that provides 

subsidies to small employers and their workers. Changes 

to this program include expanding eligibility from 200 to 

300 percent FPL, increasing the allowable fi rm size from 

50 to 75, and increasing the subsidies to employers.   

EMPLOYER MANDATES
Legislators in 12 states introduced “pay or play” bills in 

2005, requiring employers to pay for or provide health 

insurance to their workers. Hawaii is still the only 

state with an employer mandate in effect and their law 

preceded the federal Employee Retirement Income 

Security Act (ERISA) requirements, which many see as 

an obstacle to implementation of these types of bills. 

In 2003, California came close to an employer mandate 

with the passage of S.B. 2—the Health Insurance Act 

of 2003. The legislation would have required business-

es with more than 50 employees to pay a fi xed fee for 

workers and those that offered insurance would receive 

a credit against the fee.47 However, the mandate was 

rejected by California voters in 2004.   

The Maryland Legislature took a new approach to an 

employer mandate with the passage of the Fair Share 

Health Care Fund in 2005. The legislation was vetoed by 

Governor Robert Ehrlich (R), but the legislature will con-

sider a veto over-ride in January 2006.  The proposal would 

have required private sector fi rms that employ 10,000 or 

more to spend at least 8 percent of their payroll on health 

care. A lower threshold applied to non-profi ts. As a practi-

cal matter, only one company—Wal-Mart—did not meet 

the requirement. 

Other states addressed the growing problem of fewer em-

ployers covering their workers by publishing information 

on the employers with a large percentage of workers or 

their dependents who are uninsured or covered by public 

programs. The Connecticut Offi ce of Legislative Research 

published a January 2005 analysis of Husky A and B 

(Connecticut’s SCHIP program) enrollment and employer 

data, fi nding that 25 employers account for 13 percent of 

the working recipients enrolled in the program. 

PURCHASING POWER
States continued to look to strategies that use their pur-

chasing power or the consolidated power of small groups 

to purchase health care. Kansas Governor Kathleen 

Sebelius (D) signed legislation creating a new state agency 

called the Kansas Health Care Authority. By July 2006 the 

new Authority will take over management of several Kan-
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sas health programs, including Medicaid, SCHIP, state 

pharmacy programs, the state employee’s health benefi t 

program, workers’ compensation, MediKan (a program for 

the uninsured), and the Kansas Business Health Partner-

ship (a not-for-profi t entity created to develop and market 

a low-cost health plan to small businesses). The Kansas 

Business Health Policy Committee, which oversees the 

Partnership, will develop a health insurance product for 

small businesses (less than 50 employees) and whose em-

ployees are low-wage (less than 200 percent FPL), includ-

ing funding for a pilot subsidy.   

Minnesota’s Smart-Buy Alliance, established in November 

2004, combines six state agencies and several private sector 

and labor groups to agree on a uniform set of principles 

with the goal of reducing health care costs and improving 

quality outcomes by promoting evidence-based medicine, 

rewarding “best in class” providers, and reducing inap-

propriate or unnecessary care. The Smart-Buy Alliance 

purchases health care for approximately two-thirds of 

Minnesotans. 

Montana passed the Small Business Health Care Afford-

ability Act, allowing small businesses in Montana to join a 

purchasing pool to obtain health insurance. The program 

provides tax credits to small businesses that are currently 

offering health insurance and will provide premium as-

sistance for small employers that begin to offer insurance 

through the State Health Insurance Purchasing Pool or a 

qualifi ed association plan. 

HEALTHY NEW YORK: A MODEL PROGRAM 
FOR OTHER STATES
Several states looked to Healthy New York (Healthy NY) as 

a model for improving access to insurance for small busi-

nesses, the self-employed, and low-wage workers. Healthy 

NY is a state-subsidized reinsurance mechanism that 

reimburses health plans for 90 percent of claims paid be-

tween $5,000 and $75,000 on behalf of a member in a cal-

endar year. All health maintenance organizations (HMOs) 

are required to offer a Healthy NY product. Established 

in 2001, enrollment in Healthy NY has recently taken off, 

with more than 100,000 active enrollees as of  October 

2005, and averaged more than 7,000 new enrollees per 

month in 2005. Approximately 57 percent of enrollees are 

working individuals, 18 percent are sole proprietors, and 

25 percent are enrolled through small employer groups. 

Several states with Health Resources and Services Ad-

ministration (HRSA) state planning grants have actively 

considered a version of the Healthy NY program for their 

states, and both Delaware and the District of Columbia 

had legislative initiatives proposed that would have created 

similar programs in their states. 

FUNDING INITIATIVES
States continue to face the challenge of fi nding fund-

ing for coverage initiatives. States have tried to leverage 

employer funding and Medicaid fi nancing as much as 

possible and others have looked to dedicated funding 

sources such as tobacco taxes. 

Pennsylvania found new sources of funding through 

a partnership between their Blue Cross plans and the 

state’s adultBasic program, which provides insurance 

coverage to uninsured adults with incomes below 200 

percent FPL. In 2004, adultBasic’s waiting list had grown 

to more than 100,000 due to limited state funding.  

In February 2005, Pennsylvania Governor Edward G. 

Rendell (D) announced an agreement with the state’s four 

Blue Cross/Blue Shield plans for an ongoing annual com-

mitment of funds for Annual Community Health Rein-

vestment (ACHR). Overall, this represents a commitment 

of nearly $1 billion over the life of the agreement. In its 

fi rst year, more than $85 million of the nearly $150 million 

in committed ACHR funds was used to enroll uninsured 

individuals on the waiting list for the adultBasic program. 

The remainder was committed to other health care-re-

lated services in the community. The Blues plans agreed 

that a certain percentage of their premiums, based on a 

formula, will go toward providing health care for low-in-

come Pennsylvanians. For the next six years, 60 percent of 

those funds will be dedicated to providing health insurance 

through state-approved programs for both low-income and 

uninsured persons through programs like adult Basic. (For 

more on not-for-profi t insurers, see p. 40.)

LIMITED BENEFITS
States continued to look to previously tried strategies to 

expand coverage. Georgia and Kentucky passed legisla-

tion in 2005 to attempt to make coverage more affordable 

by allowing carriers to develop new products without 

many of the state mandated benefi ts. Prior state experi-
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ence suggests that removing mandates from the benefi t 

package alone does not generate the cost savings neces-

sary to encourage employers to begin to offer coverage 

or for uninsured individuals to afford coverage; however, 

the continued rise in health care costs may begin to make 

these products more attractive.48 Texas is one state that has 

positive enrollment experience in limited-benefi t plans, 

with more than 17,000 enrolled in the new Consumer 

Choice plans; however, the plans’ affordability may be a 

result of higher cost sharing allowed by these new plans. 

IMPLEMENTING COVERAGE PROGRAMS
Maine
Enrollment in Maine’s DirigoChoice program began in 

January 2005. A new insurance product created to im-

prove health insurance coverage in the state, DirigoChoice 

is one component of a broad health reform strategy 

that also includes new cost-containment strategies 

and state-wide quality improvement programs.  

DirigoChoice is a new health insurance option available to 

small businesses, the self-employed, and eligible individu-

als without access to employer-sponsored insurance that 

offers discounts on monthly payments and reductions 

in deductible and out-of-pocket costs on a sliding scale 

to enrollees with incomes below 300 percent FPL. The 

plan is offered through a partnership between the state 

and Anthem Blue Cross Blue Shield of Maine. Since the 

start of the program, DirigoChoice had served over 8,600 

members. This includes more than 750 small businesses. 

Almost half of DirigoChoice members are in the small 

group market, while 30 percent are sole proprietors, and 

22 percent are individuals.

Funding for DirigoChoice comprises employer contribu-

tions, individual contributions, and state general and 

federal Medicaid matching funds (pursuant to a CMS-ap-

proved managed care contract) for those individuals who 

are eligible. After the initial year of the program, funding 

for premium discounts will be generated through a legis-

latively required Savings Offset Payment. 

Determining the amount of the Savings Offset Payment 

has proven to be one of the challenges of the program. 

As required by the law, the Dirigo Health Agency fi led 

estimates with the Insurance Superintendent that the 

reforms had resulted in savings of $110.6 million. After a 

review of the Agency’s estimates and consideration of dif-

ferent estimates from stakeholders, the Maine Insurance 

Superintendent announced that the program had accrued 

$43.7 million in savings in its fi rst year ($33.7 million 

from voluntary measures implemented by hospitals, $2.7 

million from averted bad debt and charity care, and $7.3 

million from the provider fee initiative).  

Noting the importance of a transparency in the review of 

savings, Trish Riley, director of the Governor’s Offi ce of 

Health Policy and Finance, said, “Health care fi nance is 

complicated, and reasonable people can disagree—and 

did disagree—about exactly how much has been saved. 

In any such review, differences are discovered and 

expected by this extensive public review and determina-

tion of the Superintendent allows us to move forward 

with real savings.”

After this independent review by the Insurance Superin-

tendent, the Dirigo Health Board voted to assess the to-

tal value of the certifi ed savings of $43.7 million. The as-

sessment will allow the program to serve nearly 23,500 

people and lift the waiting list for individuals and sole 

proprietors in 2006. Even with the externally reviewed 

savings, payers are still challenging the determination 

of savings. In late November, the Maine Association of 

Health Plans fi led suit in the state court asking for an 

injunction against the assessment.49 

Oklahoma
On September 30, 2005, the Oklahoma Health Care Au-

thority (OHCA) received federal approval for the Oklaho-

ma Employer/Employee Partnership for Insurance Cover-

age (O-EPIC). O-EPIC is a Health Insurance Flexibility 

and Accountability (HIFA) demonstration initiative waiver 

that proposes to cover an additional 50,000 residents in 

the state with incomes at or below 185 percent FPL. O-

EPIC began enrollment at the beginning of November; 

in the fi rst three days, the enrollment offi ce received 103 

employer applications, signaling interest in the program. 

The O-EPIC program initially will be available for work-

ers and spouses with household incomes at or below 185 
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percent FPL who work in fi rms with 25 or fewer workers, 

including those that currently offer coverage. Unemployed 

individuals seeking work will also be eligible. Participating 

employers will be required to pay 25 percent of the cost of 

total premiums. Employees will be responsible for up to 

15 percent, and the state and federal governments will pay 

whatever is not covered by the employer/employee contribu-

tions. The program will also include a “safety-net” option for 

eligible workers and spouses whose employers are unable or 

unwilling to participate. These individuals will be permitted 

to directly buy an insurance product offered by the state. The 

state is devoting approximately $50 million per year to the 

initiative, which will be generated through a new tobacco tax 

that took effect on January 1, 2005.

New Mexico
In July 2005, New Mexico implemented the State Cov-

erage Insurance (NMSCI) program, a public/private 

partnership resulting in the creation of a new employer-

sponsored insurance program. The state contracts with 

managed care organizations to provide the product. This 

program was developed in part with grant funding from 

The Robert Wood Johnson Foundation’s State Coverage 

Initiatives program.

New Mexico initially received approval for their HIFA 

waiver in 2002. Working through implementation chal-

lenges—information system issues, changes in benefi t 

package, and most important, funding—the program 

began enrolling benefi ciaries in July 2005. As of Novem-

ber 2005, the program covered 2,300 people and had 800 

pending applications—exceeding enrollment expectations. 

The program expects to cover 10,000 individuals in the 

fi rst year of the program.

New Mexico’s program is available to low-income, unin-

sured, working adults with family income below 200 percent 

FPL. An individual may enroll through their employer or as 

a self-employed individual. The premium is paid through 

contributions from the employer and employee in combina-

tion with state and federal funds. The self-employed must 

pay the employer as well as the employee portion of the 

premium. The benefi t package is a comprehensive health 

care benefi t with a total benefi t maximum. The NMSCI plan 

features cost-sharing designed to ensure that low-income 

participants would have access to care. 

NMSCI is part of a much larger strategy that New 

Mexico is focused on to address the uninsured. In March 

2005, Governor Bill Richardson (D) signed four pieces of 

legislation, which, alongside the NMSCI program, will 

promote and increase access to coverage. The legislative 

initiatives include expanding the existing Health Insur-

ance Alliance, an entity that brings together a group of 

independent health insurers to offer reduced cost health 

plans to companies with 50 or fewer eligible employees. 

The Small Employer Insurance Program (SEIP) will pro-

vide options for small employers (50 or fewer employees) 

to voluntarily buy into a pool. Gov. Richardson also ap-

proved legislation allowing 19 – 25 year olds to continue 
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West Virginia
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228 applications 
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Enrollment Updates
(November 2005)
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Figure 10: New State Coverage Programs Implemented in 2005
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on their parents’ coverage and requiring insurers to of-

fer insurance to part-time employees. The state hopes 

that an additional 21,000 New Mexicans will be insured 

through these programs.

West Virginia
In mid-March of 2004, West Virginia, also a SCI 

grantee, passed key legislation (S.B. 143) intended to 

help uninsured small businesses provide coverage for 

their employees. The new law created a private/public 

partnership between the West Virginia Public Employ-

ees Insurance Agency (PEIA) and insurance compa-

nies that choose to offer the plan. The design of the 

Small Business Plan includes both primary care and 

major medical coverage at a cost that is 20–25 percent 

lower than the market rates. The state hopes that it will 

expand the number of covered working persons and 

their families at no cost or risk to the state.

The West Virginia Small Business Plan builds on the 

purchasing power of large groups by allowing small 

businesses access to the buying power of the PEIA.  

It allows participating carriers to access PEIA’s reim-

bursement rates, enabling the new small business cov-

erage cost to be reduced signifi cantly. PEIA is the larg-

est self-insured plan in the state, providing insurance 

to public employees in state agencies, state universities 

and colleges, as well as county boards of education.    

Program enrollment began in January 2005 and as 

of November 2005, more than 650 individuals 

were enrolled, representing 134 businesses. Current 

state efforts are focused on marketing the plan to 

small businesses. More recent policy initiatives in 

West Virginia have focused on improving access 

to affordable insurance in the individual market. 

The state established the WVAccess high-risk 

pool in 2005 and policymakers are currently develop-

ing an initiative similar to the Small Business Plan for 

uninsured individuals.

MEDICAID REFORMS
In FY 2004, Medicaid spending surpassed education as 

the largest item in state general funds budgets. With pro-

jected growth of 8.8 percent in 2005, Medicaid is likely to 

outpace state revenue growth. Additionally, in many states 

Medicaid is now covering a growing number of the work-

ing uninsured. States continued their cost-containment 

efforts (see Figure 9 on p. 20), but also increasingly looked 

to more comprehensive reforms to address the grow-

ing Medicaid cost crisis. At least 16 states initiated major 

Medicaid reform plans in 2005. Some of the common 

elements in many reform packages are the redesign of the 

Medicaid benefi ts, cost-sharing changes, efforts to encour-

age patient responsibility, and coordination of safety-net 

funding into coverage programs. 

Tennessee
One of the biggest changes to a state Medicaid program in 

2005 was in Tennessee. After months of negotiations, Ten-

nessee was granted a waiver amendment on March 24, 

2005, to end coverage of adults in the expanded eligibility 

categories—that is, uninsured and uninsurable adults. 

TennCare continues to cover approximately 119,000 non-

Medicaid-eligible children. After a long legal battle, the 

state fi nally began disenrolling members in June. Approxi-

mately 320,000 individuals are being disenrolled. Begin-

ning with the 1994 creation of TennCare, the program has 

gained national attention as a far-reaching effort to expand 

coverage and it will certainly continue to be in the national 

spotlight as different groups assess the impact of the 

program changes. 

Florida
Florida is moving ahead with plans to redesign their Med-

icaid program. In mid-October, the state received federal 

approval to require Medicaid participants in two coun-

ties (Broward and Duval) to choose between a variety of 

managed care plans and benefi t packages. Managed care 

plans will receive risk-adjusted payments and will be able 

to develop different, but actuarially equivalent, benefi ts. A 

“Choice Counselor” will advise benefi ciaries in choosing 
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a plan. In each plan, there will be a comprehensive care 

component in which the insurer assumes the risk, and a 

catastrophic care component, in which risk is shared by 

the insurer and the state. The state will establish an overall 

maximum benefi t for all recipients except children under 

age 21 and pregnant women. Benefi ciaries may “opt out” 

of a Medicaid-approved plan and use their allocation to 

purchase insurance through their employer. Benefi ciaries 

will also be given an Enhanced Benefi ts Account, in which 

the state will deposit funds to reward healthy behaviors, 

such as weight management, smoking cessation, and 

diabetes management. These funds could be used for 

health-care related expenses.  

Initially, the Florida program will be mandatory for 

Temporary Assistance for Needy Families (TANF) and 

Aged and Disabled eligibility groups. Current income 

and asset limits for enrollment will apply. The program 

will be phased in by county, beginning with Broward 

(Ft. Lauderdale) and Duval (Jacksonville). The state 

will establish a low-income pool to provide direct pay-

ments to safety-net providers to subsidize care to the 

uninsured. Growth in state Medicaid expenditures 

will be tied to growth in state revenues rather than 

historic growth in Medicaid, thereby both constrain-

ing the growth of the Medicaid budget and making it 

more predictable.50 The demonstration still requires the 

formal approval of the Florida Legislature before it may 

be implemented. 

CONSUMER DIRECTION IN MEDICAID
There is a growing trend in some states to try to expand 

benefi ciary choice and encourage patient responsibility in 

the Medicaid program by looking to consumer-directed 

benefi t designs. Like Florida’s Enhanced Benefi t Account, 

West Virginia, South Carolina, and Kentucky all have 

proposals that include some type of personal account. 

In general, these accounts are designed to encourage 

Medicaid enrollees to use preventive services and make 

healthy lifestyle decisions. Kentucky’s KyHealth Choices, 

submitted to CMS in November 2005, calls for creation of 

“Get Healthy Accounts.”51 Get Healthy Accounts will allow 

individual members who have specifi c targeted diseases 

to earn funds by participating in certain healthy practices 

as identifi ed by the Commonwealth. Such activities may 

include annual exams or disease management protocols. 

The individuals may then access the accounts to purchase 

additional health care services, assist with cost-sharing 

requirements, or purchase gym memberships, smoking 

cessation programs, or other traditionally non-covered 

services under Kentucky Medicaid.

MEDICAID FUNDING
Iowa and Massachusetts received approval to modify their 

safety net funding. In exchange for giving up $66 million 

in Inter-Governmental Transfers, Iowa received a waiver 

to provide a limited set of Medicaid benefi ts to adults ages 

19 – 64 up to 200 percent FPL, using a limited-benefi t 

package and a limited provider network. Under the Mas-

sachusetts’ MassHealth waiver extension, a Safety Net Care 

Pool will be established using a combination of demonstra-

tion savings, in addition to the Commonwealth’s Medicaid 

Disproportionate Share Hospital (DSH) allotment, to pay 

for subsidies toward health insurance for low-income 

residents not eligible for Medicaid.  

Louisiana is still awaiting approval for their HIFA waiver, 

submitted to CMS in July 2005, which pools DSH allot-

ments to expand insurance coverage and provide greater 

access to primary health care services for uninsured indi-

viduals under 200 percent FPL.

The Vermont Agency of Human Services accepted a 

capped federal contribution to their Medicaid program 

under their waiver, “The Global Commitment to Health,” 

approved in September 2005. In exchange for accepting 

the capped federal payment, with a 9 percent infl ationary 

trend adjustment, Vermont will have increased program 

fl exibility, the authority to alter pieces of the benefi t pack-

age, the ability to increased participant cost sharing, and 

fl exibility to implement new cost-control strategies. 

Vermont will manage its Medicaid program within a fi ve-

year, $4.7 billion budget and the state will be fi nancially at 

risk to keep expenditures below this target. The Vermont 

Offi ce of Health Care Access will convert into a statewide 

public managed care organization and has the authority to 

use any additional funds to reduce the uninsured rate. 

STATE    STATESOF
THE
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The growing interest in local initiatives to improve access to 
health care is fueled by the erosion of employer-sponsored 
benefi ts, and the lack of a comprehensive strategy to address 
the uninsured. In 2005, several states looked to community 
coverage strategies as a major part of their efforts to ameliorate 
the ever-present dilemma of the uninsured. 

The health care “pressure cooker” has reinvigorated local 
efforts and brought together coalitions of city and county 
offi cials, hospital and physician leaders, philanthropists, and 
community activists to help their uninsured and low-income 
neighbors. Vondie Woodbury, director of the Muskegon Com-
munity Health Project, is a fi rm believer in this strategy. Her or-
ganization developed the Access Project in Muskegon, Mich., 
which is considered one of the pioneer community programs 
(see p. 31). “We have achieved 100 percent access. Anybody 
who needs to go to the doctor, we can get them there,” says 
Woodbury. “You don’t have to wait for Congress to act. You can 
engage the community and go about the business of what you 
think health care ought to be for your friends and neighbors.” 

Communities have long played a role in developing health 
care initiatives at the local level and these efforts are an 
important part of the safety net. Steeply rising health care 
costs and the diminishing ability to spread the charity care 
burden, however, are forcing safety net providers to stretch 
limited dollars farther than ever. Woodbury and other col-
leagues have been working with members of Congress to 
introduce legislation to allow states to more easily adopt 
three-share models like Muskegon’s.

Realizing the potential for change at the local level, several 
national foundations and the federal Health Resources 
and Services Administration (HRSA) have provided grants 
and technical assistance to support local access to care 
projects. The Robert Wood Johnson Foundation’s Commu-
nities In Charge Program, the W.K. Kellogg Foundation’s 
Community Voices Program, and HRSA’s Healthy Com-
munity Access Program (HCAP) were designed to help 
promote and spread innovations at the local level. Even 
the HRSA State Planning Grant (SPG) program, which is 
designed to support statewide coverage efforts, has found 
that, for many states, progress on expanding coverage may 
rest with community initiatives. 

Models for local initiatives vary considerably depending on 
geography, the nature of the local community, the resourc-
es at hand, and the entrepreneurial leaders who start and 
sustain them. Each targets a specifi c slice of the uninsured 

population, offers a particular set of benefi ts, and pieces 
together available funding from public and private sources. 
Each has also identifi ed its priority, such as improving 
access to insurance coverage, or increasing access to care 
and strengthening the health care safety net. 

Some of the common models seen in local 
coverage programs include:

Individual insurance coverage programs. For those 
not enrolled in employer-sponsored or other group 
insurance plans, and not otherwise eligible for public 
programs like Medicaid and SCHIP, individual coverage 
programs seek to provide basic benefi ts to individuals 
or families who cannot afford insurance on their own. 
The Health Flex program in Florida allows limited-ben-
efi t plans to be sold by insurers, health maintenance 
organizations, provider-sponsored organizations, and 
public or private community-based organizations. 
Several of the providers in the Health Flex plans are 
safety net providers who are organizing access to their 
services in a coverage model.

Multi-share employer-based insurance programs. 
Building on private group coverage, “three-share” pro-
grams seek to split the premium cost between the em-
ployer, employee, and subsidy partner(s), which can be a 
local government, state government, or private founda-
tion. Muskegon County, Mich., has served as the model 
for many other community three-share initiatives.  

“Managed care” safety net programs. Providing an ex-
plicit medical home and actively tracking and managing 
the care of indigent patients is a way to help improve 
patient care and stretch limited uncompensated care 
dollars as far as possible. The approach is usually gen-
erated by public or private safety net hospitals that want 
to help control and improve the utilization of charity 
care. Community Health Works program in Macon, Ga., 
provides case management for uninsured individuals 
with high-risk medical conditions. 

Donated or discounted care programs. Provider volun-
teerism is the cornerstone of these programs that orga-
nize a signifi cant volume of free or reduced-cost care. 
In several counties in Maine, the CarePartners program 
uses a donated care model and provides access to com-
prehensive health care services, care management, and 
low-cost or free pharmaceuticals.     

Communities Address Coverage Gap

30
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Sustaining funding is a signifi cant hurdle for all of these 
models, despite the fact that communities have tapped 
a variety of funding sources. These range from property 
tax revenues, local foundations, or donated services 
from providers, to partnering with the state Medicaid 
program to identify Medicaid matching funds through 
disproportionate share hospital (DSH) funds, Inter-
Governmental Transfers (IGTs), or Certifi ed Public 
Expenditures (CPEs).52 

STATE INVOLVEMENT IN COMMUNITY PROGRAMS
Georgia and Illinois were among nine other states to 
be awarded the fi rst round of HRSA SPG Pilot Project 
funding. These two states used their statewide grant 
to support and develop coverage programs at the local 
level. Illinois worked on expanding three-share programs 
in three counties while Georgia brought together four 
diverse communities to help them build capacity to move 
forward on a plan, guide them through understanding 
the options available, as well as help them ascertain 
what questions must be asked at the forefront of the 
process. They are not the only states thinking about local 
initiatives, however. Oregon, which has been a leader in 
statewide strategies to address the uninsured, is looking 
to community coverage initiatives as part of their 2006 
HRSA Pilot Project Planning grant. 

“In recent years it has become apparent that there is a 
need to consider both state- and community-level ap-
proaches to improving access. We want to learn how best 
to support communities as they play an integral part in 
addressing the gaps in coverage,” says Jeaneane Smith, 
deputy administrator in the Offi ce of Oregon Health 
Policy and Research. “We are hopeful that these commu-
nities’ experience in reforming their delivery systems and 
maximizing fi nances will provide for broader community-
level expansion across the state.”    

Louisiana, though facing the aftermath of the devastat-
ing Hurricanes Katrina and Rita, is not retreating from its 
plan to allow communities to develop and fi nance Med-
icaid expansions at the local level. In August 2005 (prior 
to Hurricane Katrina), Louisiana submitted a Health 
Insurance Flexibility and Accountability (HIFA) waiver. 
While it is unclear how this waiver will play out as it has 
not received approval from the Centers for Medicare and 
Medicaid Services (CMS), community programs have 
taken on new importance as the state rebuilds the health 
care system.

LESSONS LEARNED
Community efforts to improve health care are not new; in 
fact, they offer a rich history for policymakers to draw on 
for the development of new community coverage efforts. 
While the prior experiences of diverse local initiatives have 
shown that they can be an important part of the safety net 
for the uninsured, few have demonstrated long-term ability 
to expand coverage on their own. This is true, in large part, 
because of the diffi culty in reaching and signing up individu-
als or employers who have often gone without insurance, or 
sustaining long-term and suffi cient funding streams to lower 
the cost of health care enough to encourage take-up.  

Perhaps one of the most important lessons so far is that the 
investment in developing relationships among critical stake-
holders, particularly state and local offi cials, is essential to 
implement complex health programs. Local initiatives pres-
ent important opportunities for states to consider as they 
determine their state strategies for covering the uninsured.

Access Health: Muskegon County, MI 53

u Access Health is known as a “three-share plan”: Employers, 
employees, and the community each pay about one-third of the 
cost of the program. 

u The community share is subsidized by federal DSH funds. 

Eligible employers: 
u Employers are eligible if they have not offered health insurance 

for at least 12 months.
u Open to employers with a median wage of workers below 

$11.50/hour. 
u Employees must work at least 15.5 hours per week over a 

13-week period before they are eligible. 
u Employees and dependents must be uninsured and not 

eligible for public programs. 

Benefi ts package: 
u Inpatient and outpatient services
u Primary and preventive care services
u Emergency room care
u Prescription drugs 
u Health care services are provided only within Muskegon County

Experience to date: 
u Access Health began in 1999 and by the end of 2004 served more than 

420 employers and 1,150 employees and dependents. 
u The program has been able to keep costs low. In 2003, the employee’s 

share was $46 per month and the community share was $62.

STATE    STATESOF
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There is a reason why states have been referred to as laboratories for innovation: States have continued to experiment and try new mod-

els to expand coverage. Many states have focused on strategies that build on the existing employer-sponsored insurance market to cover 

lower income groups, build existing public coverage programs to cover higher income groups or new populations, or link the public and 

the private sectors. 
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The State Coverage Initiative’s Web site provides a wealth of information through the coverage matrix. This research tool organizes available 

information on specifi c strategies states have used to expand or sustain insurance coverage. The matrix provides real-time information 

on state approaches to expanding coverage, descriptions of strategies, research sources, specifi c information on state’s coverage environ-

ments, and available information on all known strategies employed by each state.  

Access the coverage matrix at www.statecoverage.net/matrix. 
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Wellness Programs Encourage Employers to Take Care of 

Themselves

Another emerging cost-containment strategy gaining 

momentum from states and local communities is well-

ness programs. These programs are primarily based at 

the employer level with some states adopting insurance 

legislation to allow insurers to discount premiums if the 

employer integrates the wellness program into the health 

insurance benefi t. 

Some states and local entities are experimenting with 

new programs for their public employees. In King 

County, Wash., employees and partners are encouraged 

to participate in health improvement programs through 

benefi t design incentives with the goals of improving the 

health status of county employees and reducing the rate 

of increase in health care costs through positive personal 

behavior changes. Employees can receive reduced out-of-

pocket expenses if they complete a wellness assessment 

and participate in health improvement programs. This 

program focuses on reducing health care costs in general, 

translating into lower premiums due to a better risk expe-

rience for the group. 
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u Prescription Drugs: $3.8 billion savings

The bill increases transparency of prescription drug 

pricing by establishing a new, upper payment limit for 

multiple source drugs, mandating that states collect 

rebates on physician prescribed drugs, and including 

authorized generic drugs in calculating the average 

manufacturer’s price (AMP).

u Asset Transfers: $2.5 billion savings

The bill reduces Medicaid spending by increasing penal-

ties on individuals who improperly transfer assets to 

qualify for Medicaid long-term care, increasing the look-

back period, changing the countable income formula, 

and making those who own more than $500,000 (or up to 

$750,000 at state option) in housing equity ineligible for 

Medicaid long-term care services.

u Katrina Relief

The federal government will reimburse the states, at 100 

percent matching rate, for costs associated with Medic-

aid and SCHIP Katrina evacuees. The enhanced match-

ing rate will sunset in May 2006. To further assist states 

affected by Hurricane Katrina, the Secretary of Health 

and Human Services was provided $2 billion to pay for 

the non-federal share of expenditures, and the states 

were provided with grant money for high-risk pools.

u State Children’s Health Insurance Program (SCHIP)

The conference agreement provided $283 million in 

SCHIP funds to states that overspend their allotment 

in FY 2006. The fi nal conference committee report does 

not allow CMS to approve additional waivers to states to 

cover childless adults with unspent SCHIP funds. For 

all states, redistributed SCHIP funds will be limited to 

providing coverage to children.  

u Medicaid Transformation Grants 

Up to $150 million in both FY 2007 and 2008 is avail-

able for grants to states to improve the effectiveness 

and effi ciency in providing medical assistance. There is 

no requirement that the state provide matching funds 

for these grants.  

SCHIP REAUTHORIZATION
With the authorization of the SCHIP program to occur 

in 2007, states have raised concerns regarding how the 

program should be structured and identifi ed ways to 

improve and reform the program. Although cited as 

a possible model for Medicaid reform, SCHIP’s 

capped fi nancing system has been the subject of 

debate. Concerns have been raised over inequities 

and misallocations resulting from funding based on 

a pre-set formula rather than funding that responds 

to program needs. Still SCHIP is a popular program 

in Washington and in state capitals, covering over 

4 million children.55  

In many states there has been a mismatch between the 

state’s funding needs and the level of available federal 

funds. Some states have ended up with more SCHIP 

funds than they spent while other states lacked the nec-

essary funds to keep pace with the program costs and 

enrollment growth. In 2004, 36 states spent more than 

their federal SCHIP allotment.56 

In 2004, the National Academy for State Health Policy 

convened an advisory group of 10 state SCHIP di-

rectors to identify and discuss their major concerns 

related to reauthorization. A report was produced out-

lining the major areas that the directors recommended 

should be addressed during reauthorization in order to 

further advance the SCHIP program’s goal of reduc-

ing the number of uninsured children in low-income 

families.57 For example, many would like the federal 

statute to be revised to give states with separate SCHIP 

programs more fl exibility. In particular, these states 

would like to be able to provide additional coverage in 

certain circumstances, have enrollment fl exibility, and 

the ability to enroll certain excluded populations. 

ANNUAL FEDERAL SPENDING BILLS
At the time this report went to print, Congress had 

yet to approve the fi nal conference agreement on the 

annual health care spending bill (Labor-Health and 

Human Services Appropriations). However, the fate of 

grant programs that states rely on for coverage-related 

planning activities was largely known.  
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u HRSA State Planning Grant (SPG) program: Af-

ter six years of funding state planning efforts on the 

uninsured, no funds were included in either House or 

Senate budgets.  The SPG grants have been an impor-

tant resource to states and U.S. territories looking to 

develop strategies to improve insurance coverage in 

their states. Grantees received funding to collect new 

state-specifi c data and study health insurance trends in 

order to develop coverage options for their uninsured. 

The last round of grants was awarded at the end of fed-

eral fi scal year 2005 and those states will complete their 

work over the next two years. (For more on the SPG 

program, see p. 43.)

u HRSA Healthy Communities Access Program 

(HCAP): The Labor-HHS conference report eliminated the 

Healthy Communities Access Program program. Estab-

lished in 2002, the Healthy Communities Access Program 

was modeled after the Community Access Program 

(CAP), which had been operating as a demonstration grant 

program since the 2000 fi scal year. Over $400 million has 

been invested to develop and strengthen community-based 

collaborations since the program began.

Beyond the budgetary challenges lawmakers in Wash-

ington faced in 2005, in the coming years they will have 

to confront the reauthorization of the SCHIP program 

and determine on-going federal appropriations for pro-

grams that states rely on for coverage-related activities.

STATE    STATESOF
THE

The National Governors Association (NGA) established a 
Medicaid working group in 2004 to report on both short-
term and long-term recommendations for the restructuring 
of Medicaid. NGA Chairman Virginia Gov. Mark Warner (D) 
and Vice-Chair Arkansas Gov. Mike Huckabee (R) testifi ed 
before the Senate Finance Committee in June 2005 to pres-
ent the workgroup’s specifi c recommendations for short-
term Medicaid reforms.

The long-term vision is to preserve the current structure for 
the most vulnerable groups such as the dual eligibles, the 
disabled, and the very poor.  For low-income, but relatively 
healthy individuals, Medicaid should be transformed into 
an insurance product that looks more like SCHIP.

The recommendations by the NGA working group included:

u  Reforming Medicaid long-term care policy with regard  
to how assets are counted.

u Creating greater transparency for prescription drug 
pricing, and greater ability for states to negotiate the 
best price with the pharmaceutical industry. 

u Allowing greater fl exibility for benefi t packages and 
cost-sharing.  

❍ A state could establish co-payments, premiums, or 
deductibles and make those cost-sharing provisions 
enforceable. No more than 5 percent of family income 
could be spent on cost-sharing. For higher income 

families (> 150 percent FPL), a 7.5 percent cost sharing 
cap could be applied. 

❍  Allow states to develop alternative benefi t packages 
based on the SCHIP model. This proposal would 
move beyond the traditional distinction between 
“mandatory” and “optional” populations and would 
include fl exibility to set benefi t limits and cost-sharing 
amounts, allow employer buy-in programs, eliminate 
retroactive eligibility periods, and establish different 
benefi t packages for different populations in different 
parts of the state. 

u Improve and streamline the waiver process.

❍ Allow states automatic renewal of waivers after 
fi ve years.

❍ For commonly approved waivers (1915b, c, PACE), 
allow the states to use state plan amendments.

❍ Revise budget neutrality and create a new 
“superwaiver” structure.

u  Congressional constraint for the federal court’s ability
to supersede state and local governments from manag-
ing their Medicaid programs.

u  Design regulatory and legislative fi xes to ensure that all 
states receive fi scal relief from the Medicare Moderniza-
tion Act and the “clawback” provision.

Governors Address Medicaid Reform
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The Medicare Prescription Drug, Improvement, and Moderniza-
tion Act of 2003 (MMA), which established the Medicare Part D 
pharmacy benefi t, represents the most signifi cant change to the 
Medicare program since its inception in 1965. Medicare Part D 
will provide drug coverage for many individuals who previously 
had none. Offi cially launched on January 1, 2006, it has also 
created a number of implementation and coordination chal-
lenges for the states, beginning with the need to understand its 
complexities and communicate them to benefi ciaries.

Many government offi cials are touting the new drug coverage as 
a landmark improvement to Medicare, highlighting the broad 
array of choices available to seniors. November 15, 2005, marked 
the beginning of the open enrollment period for Part D. However, 
for most Medicare recipients, navigating the plethora of options 
and deciding whether Part D is right for them has proven to be 
more diffi cult than anticipated. 

“There are just a lot of different options—and options within op-
tions—that make it complicated for the average benefi ciary,” said 
Jack Hoadley, a research professor at the Health Policy Institute 
at Georgetown University.58 

While the administration and many congressional leaders 
promoted the roll-out of the new benefi t, others have called for 
changes in the benefi t or endorsed delays in implementation. 

CHALLENGES TO STATES 
As of January 1, 2006, states no longer receive federal matching 
funds through the Medicaid program to provide prescription 
drugs to the dual-eligible population (i.e., individuals covered by 
both Medicare and Medicaid).59 The MMA requires state Medic-
aid programs to determine eligibility for new groups of low-in-
come Medicare benefi ciaries and contribute to the cost of federal 
prescription drug coverage for these dual eligibles. 

Instead of relying on Medicaid “wrap around” (i.e., help paying 
for all or a part of) for prescription drugs not included in the 
general Medicare benefi t, the dual eligibles must select a new 
Medicare Prescription Drug Plan (PDP), since the Medicaid 
program can no longer provide this group prescription drug 
coverage. As of January 2006, the states have had to transition 
more than 7 million dual-eligible individuals to a new PDP. 

In 2003, states spent approximately $15 billion on prescription 
drugs (50 percent of all state prescription drug costs) for dual 
eligibles.60 With many Medicaid programs focused on pharmacy 
management, moving this benefi t to Medicare will affect states’ 
cost-containment strategies. Further, Medicaid agencies will no 
longer have access to the pharmacy data that are critical to coor-
dinating care and carrying out many of the disease management 
activities previously undertaken by states.

Many states are concerned that the new Medicare drug benefi t 
will increase the dual eligible caseload given these new MMA 

requirements. And a signifi cant number of new individuals ap-
plying for Medicaid coverage because of the increased benefi ts 
offered by Part D—known as the woodwork effect— could further 
exacerbate state budget woes.

In addition, the law has implications for states that currently have 
state pharmacy assistance programs (SPAPs) for low-income 
elderly. For states that had already established SPAPs for seniors 
prior to the passage of Part D, work has focused on re-confi gur-
ing their programs to coordinate with the new Part D benefi t. 
SPAPs can “wrap around” the Part D premiums, deductibles, 
and cost-sharing in and out of the “doughnut hole” (a coverage 
gap between $2,250 and $5,100 per year, where the consumer 
must pay for prescription drugs entirely out-of-pocket). This also 
applies to off-formulary drugs or out of network pharmacies not 
covered by the plan. Unlike other payers, if an SPAP elects to help 
Medicare recipients pay for drugs when the Part D doughnut hole 
is in effect, the state’s contribution can be counted toward true 
out-of-pocket costs, which helps benefi ciaries reach the Medicare 
catastrophic coverage sooner. 

STATES SEEK SOLUTIONS
Despite the very real problems and concerns of states as the new 
Medicare prescription drug benefi t is implemented, many are 
responding to these changes and challenges in innovative ways. 
According to Kimberley Fox, senior policy analyst at the Muskie 
School of Public Service at the University of Southern Maine, the 

Glossary of Terms 
Clawback – A monthly payment made by each state 
to the federal government to help fund the Medicare 
Part D benefi t.

Doughnut Hole – A gap in prescription drug coverage 
under Medicare Part D wherein enrollees are covered 
for up to $2,250 of spending, then are on their own 
until they reach $5,100.

Dual Eligibles – Benefi ciaries who qualify for both 
Medicare and Medicaid.

Woodwork Effect – An increased number of new benefi -
ciaries who come on to a program because of a change 
in program rules (the addition of prescription drugs) 
for the target population.

Wrap Around – Medicare and Medicaid jointly pay for 
individuals who are dually eligible for both programs. 
Medicare serves as the primary payer, and Medicaid 
“wraps around” that coverage to provide additional 
benefi ts and pays most or all Medicare co-payments.

States Struggle with Implementation of Medicare Part D
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strategic challenge for states is to make their dollars go as far as 
possible and to reconfi gure benefi ts to make sure that SPAP ben-
efi ciaries maintain the coverage they had with minimal burden. 

In surveying SPAP directors, Fox found that the vast majority 
of states are mandating that SPAP enrollees enroll in Part D 
and apply for the low-income subsidies to be eligible for state 
assistance. A few states have also attempted to simplify the 
process for benefi ciaries by collecting information to apply for 
the low-income subsidy on their behalf and/or by facilitating their 
enrollment into Part D plans that are best suited to their existing 
drug needs. Only a handful of states have eliminated their SPAPs 
altogether and most of these did so because Medicare offered a 
better benefi t to their enrollees. 

Prior to the establishment of Medicare prescription drug 
coverage, several states had received Pharmacy Plus waivers 
from the Centers for Medicare and Medicaid Services (CMS), 
which allowed them to receive federal matching funds for their 
pharmacy programs. Wisconsin had a Pharmacy Plus waiver, 
called SeniorCare, and is currently the only state to date that has 
received a waiver to continue their SeniorCare program alongside 
Medicare Part D. Under the waiver, through June 2007, current 
SeniorCare enrollees will have a choice between SeniorCare and 
Medicare PDPs and can switch programs without incurring a 
fi nancial penalty. 

State offi cials also have faced the challenge of education, out-
reach, and enrollment for specifi c populations eligible for the 
low-income subsidy.61 The subsidy is available to two subgroups: 
a full subsidy is available with those individuals with incomes up 
to 135 percent FPL. A partial subsidy is available for those with 
incomes from 136 percent up to 150 percent FPL.62 Local Social 
Security Administration offi ces and CMS have undertaken large-
scale education and outreach programs that include mailings 
to Medicare benefi ciaries, Web-based products, and outreach 
handbooks. State Medicaid agencies will also take low-income 
subsidy applications.

THE CLAWBACK PROVISION
As part of the new benefi t, the states are required to submit 
monthly payments to the federal government called the phased-
down state contribution or “clawback.” The clawback opens 
a new chapter in federalism, as states will now be partially 
responsible for funding Medicare. Clawback payments are the 
single largest transfer of state dollars to the federal government, 
surpassing Medicare Part A and B premiums.63  

Each state received notice in the fall of 2005 detailing their 
respective clawback payments, which will be deposited into the 
Medicare Part D Trust Fund. These payments will partially fi nance 
the low-income subsidy. Although the clawback payments will 
affect states differently, depending on their budget and spend-
ing, all states will face immediate budget challenges as a result 
of this new provision. Consequently, the clawback formula has 
provoked considerable debate among the states as the fi rst pay-
ment date approaches. It already faces several legal and political 
challenges. Some states are openly resisting the payment both 

on the grounds that the formula is unfair and that the payment is 
unconstitutional.  

Kentucky Attorney General Greg Stumbo (D) became the fi rst to 
challenge the clawback provision when he fi led suit with the U.S. 
Supreme Court in October 2005. Stumbo criticized the clawback 
on a number of grounds, citing the formula as unfair and inaccu-
rate in refl ecting savings. He also accused the clawback of being 
an unconstitutional tax that violates states’ rights. Kentucky will 
owe CMS approximately $7 million per month and approximately 
$88 million in 2006.64 

“It is my job to protect taxpayers from unlawful demands on their 
money,” Stumbo said. “Never before has the federal government 
made such a bold and, I believe, unconstitutional, attack on 
Kentucky’s right to control the spending of its own tax money.” 

Texas Governor Rick Perry (R) used his line-item veto on the 
Texas clawback appropriation, estimated at $444 million. He also 
objected on the same grounds as Kentucky’s Stumbo. Gover-
nor Perry expressed doubt that the federal government could 
do a more cost-effective job of providing prescription drugs 
than Texas. Citing rising Medicare prescription drug plan cost 
projections, he argued that the state of Texas had an excellent 
record of controlling the cost of prescription drugs. At the time of 
publication, the veto still stands, and Texas has not authorized a 
clawback appropriation.  

New Hampshire has also taken action. In a companion to the 
state budget, the legislature specifi es that “no payments shall 
be made to the federal Medicare program unless a court has 
determined that the provisions are constitutional.”65 The state 
deposited its clawback payments into the rainy day fund, and 
payments will require additional legislative action.  

Throughout 2006, states will be forced to confront these 
challenges and fi nd solutions to maintain coverage while 
working within their already limited budgets.
 

The Nuts and Bolts of the New Part D Benefi t
u Medicare-eligible individuals voluntarily enrolled in private 

prescription drug plans (PDPs).

u  Enrollment began in November 2005.  

u Coverage effective January 1, 2006.

u Enrollees pay a monthly premium, a $250 deductible, co-payments, 
and coinsurance.

u The plan has a coverage gap—referred to as the “doughnut hole”
—between $2,250 and $5,100 per year, where the consumer 
must pay for prescription drugs entirely out of pocket. 

u Individual drug plans may vary as long as they are actuarially 
equivalent to the benchmark. 

u A low-income subsidy is available to those that qualify to help 
pay premiums and cost-sharing before and during the coverage gap. 

STATE    STATESOF
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The extent to which not-for-profi t health insurers and health 
systems reinvest in the communities they serve is an emerg-
ing issue for states. Non-profi t providers and health insur-
ance plans are expected to provide benefi ts to their com-
munity in return for being exempt from most taxes. In 2004, 
many lawsuits were challenging non-profi t hospitals on their 
provision of charity care. Active discussions on community 
benefi t obligation have occurred more at the local level than 
at the state level. However, in 2005, this issue fell under the 
scrutiny of state offi cials. The emphasis of these discussions 
changed focus from mainly being directed toward providers 
to now looking at plans as well.  

The level and the impact of community benefi t activities 
remains largely undocumented.66  Several states—Con-
necticut, Maryland, Massachusetts, and Minnesota—have 
requirements for hospitals and managed care plans to 
report on the extent of their community benefi t activities. 
In Connecticut, the results of this reporting effort found 
that hospitals were extensively involved in providing free 
or subsidized health services. The same survey, however, 
found that Connecticut hospitals rarely subsidized health 
insurance premiums to make them more affordable for 
local residents.67 In addition, managed care plans in Con-
necticut appeared to have few community benefi t activities. 
In fact, the plans viewed the concept with skepticism, and 
resisted the state’s reporting requirements.

Across the nation, several states are grappling on the 
role of not-for-profi t insurers not only in terms of their 
charitable contributions but also the tendency to maintain 
extremely high reserve funds. During the summer of 2005, 
lawmakers in Michigan were looking at the $2.2 billion 
surplus of non-profi t health insurer Blue Cross Blue Shield 
of Michigan as a source to fi nancially sustain state health 
care programs in light of the state’s budget crisis. Sen-
ate Appropriations Chairwoman Shirley Johnson (R-Troy) 
stated that she would consider introducing legislation to 

revoke the tax-exempt and non-profi t status of Michigan’s 
largest health insurer if it did not voluntarily contribute 
funds to the state.68 Although no action has yet been 
taken, the issue is still under consideration. 

Washington state also is considering whether health insurer 
surpluses should be regulated. “Regulators look at carriers’ 
surplus to be certain it’s suffi cient to protect policyholders 
and the market,” said Insurance Commissioner Mike Kreidler. 
“There currently is no standard that determines how much 
surplus is excessive. Given today’s climate where carriers are 
experiencing record profi ts, yet health insurance premiums 
continue to rise faster than the rate of infl ation, we need to 
ask, how much is too much? Excess surplus is an emerging 
issue which I believe deserves a closer look and is one of my 
top policy priorities for 2006.”

In Pennsylvania, the state’s four not-for-profi t Blue Cross and 
Blue Shield plans came under investigation for having accu-
mulated capital surpluses that stakeholder groups considered 
excessive. An analysis of the plans’ activities noted, however, 
that there is no “right” amount of accumulated surplus for 
health insurers. In 2005, the Pennsylvania Insurance Com-
missioner moved to defi ne acceptable levels of surplus capital 
for the four Blues plans. 

On February 7, Pennsylvania Governor Edward Rendell (D) 
signed the agreement with Blue Cross Blue Shield (BCBS) 
that states that the four BCBS insurance plans in Pennsylva-
nia will spend approximately $1 billion in surplus funds, repre-
senting more than 1 percent of their premium revenues, over 
six years on different health programs in the state. This new 
Annual Community Health Reinvestment fund will donate 
$85 million in 2005 alone, allowing approximately 29,000 
new state residents on the wait list to enroll in the adultBa-
sic program, a state-funded program available to residents 
between the ages of 19 and 64 who have not had health care 
coverage for more than 90 days and who have incomes at or 
below 100 percent FPL. 

Pennsylvania is the fi rst state to initiate and successfully 
negotiate such a program with health insurers. Clearly, the 
Community Health Reinvestment fund is unique and may 
have the potential to be replicated in other states and provide 
them with the needed revenues to preserve necessary and 
critically needed health care programs.  

Taking a Closer Look at Not-For-Profi t Health Insurers

“There currently is no standard that determines 
how much surplus is excessive. Given today’s 
climate where carriers are experiencing record 
profi ts, yet health insurance premiums continue 
to rise faster than the rate of infl ation, we need to 
ask, how much is too much?”

- Mike Kreidler, Washington State Insurance Commissioner

40



41

CoverTheUninsuredWeek.org

T he Robert Wood Johnson Foundation (RWJF) held its third “Cover the Uninsured Week” May 1 – 8, 
2005. This national effort mobilized a broad range of stakeholders including business owners, educa-
tors, students, hospital staff, and faith leaders united on behalf of America’s 45 million uninsured to 

send a message that health care coverage for all must be a priority. Former Presidents Carter and Ford once 
again served as Honorary Co-Chairs for the week.  

“Cover the Uninsured Week” events included news conferences, health and enrollment fairs, seminars for 
small business owners, campus seminars, and interfaith activities. RWJF President and CEO, Risa Lavizzo-
Mourey, described the week as “the largest non-partisan, community mobilization ever to secure affordable 
health care coverage for every man, woman, and child in America.”
  
A total of 2,240 events were held in communities across the country. In Albany, N.Y., medical students marched 
from Albany Medical College to the New York State Capital steps using a 60-foot banner to advocate for the 
uninsured. In Lansing, Mich., the Access to Care Community Coalition and Rep. Rich Brown invited Michigan 
representatives and senators to discuss covering the uninsured in Michigan. Legislators met with medical care 
access agencies in their respective districts and heard presentations describing models that are working to cover 
the uninsured.  In West Monroe, La., a low- to moderate-income working-class neighborhood was targeted for 
door-to-door LaCHIP outreach led by Rep. Mike Walsworth. A central location was set up to provide personal 
assistance with application completion. 

Local press events kicked off the week on Monday, May 2. These events announced the communities’ partici-
pation in the week and highlighted local events. News stories generated from the events are estimated to have 
reached more than 400 million people.  

Seminars for small-business owners highlighted the challenges this group of employers is facing in providing 
coverage. RWJF, in collaboration with the Healthcare Leadership Council, prepared free resource guides to 
provide small-business owners with important information about coverage, including the various plan op-
tions, tax incentives for providing coverage, and tools to help estimate the cost of providing coverage.

Senators Bill Frist (R-Tenn.) and Harry Reid (D-Nev.) showed their bipartisan support for the week by 
issuing a joint letter to their colleagues on Capitol Hill. They urged fellow lawmakers to get involved in the 
Week by entering statements into the Congressional Record, distributing press releases about the issue of the 
uninsured, and authoring op-eds in their states’ newspapers.

Cover the Uninsured Week 2006 will be held May 1–7.
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One of the ways SCI supports state policy leaders is through 
direct grants for coverage-related activities. With funding 
from The Robert Wood Johnson Foundation, the SCI program 
provides fi nancial support to states as they examine coverage 
expansion strategies and implement expansion programs. 
Maine, New Mexico, and West Virginia—all SCI grantees 
—recently implemented new coverage programs. In addition, 
SCI awarded four new grants in 2005.

SCI GRANTEES MOVE FORWARD
Maine
Maine was awarded an SCI grant in 2003 to assist with the 
implementation of the Dirigo Health Reform Act, a statewide 
health system reform that addresses cost, quality, and access 
with the goal of establishing universal coverage within six 
years. The plan is designed to ensure sustainable long-term 
reform through a comprehensive approach. Dirigo engages 
stakeholders and the state to rationalize the health care 
system, ensure appropriate incentives, and build a stronger 
health care system that serves all Mainers. The program 
began as a voluntary effort, recognizing that additional 
actions may be required as the program is implemented. 
Maine used SCI grant funds to help design the DirigoChoice 
benefi t packages, sliding scale discount program, and the 
“savings offset payment.” 

New Mexico
In 2001, New Mexico received an SCI grant to develop a 
unique public/private partnership. The funding was used 
for several different pieces of the program, including waiver 
design and submission, designing the benefi t package and 
actuarial work, and implementing the program and outreach 
activities. 

In July 2005, the state implemented this program, called the 
New Mexico State Coverage Insurance (NMSCI). NMSCI 
is a premium-assistance program that combines premium 
payments from the employees and employers, as well as state 
and federal funds to create a commercial benefi t package 
delivered through managed care organizations. The program 
is available to adults who earn less than 200 percent of the 
federal poverty level and are not eligible for existing public 
coverage programs. 

West Virginia
In mid-March of 2004, West Virginia passed key legislation 
intended to help uninsured small businesses provide cover-
age for their employees. The new law created a public/private 
partnership between the West Virginia Public Employees In-
surance Agency (PEIA) and insurance companies that choose 
to offer the plan. West Virginia’s Small Business Plan allows 

participating carriers to access PEIA’s reimbursement rates, 
enabling the new small business coverage cost to be reduced 
signifi cantly. The program started on January 1, 2005.

The design of the Small Business Plan includes coverage in 
both primary care and major medical at a cost that is 20–25 
percent lower than the retail rates. The state hopes that it will 
expand of the number of covered working persons and their 
families at no cost or risk to the state. 

HRSA STATE PLANNING GRANTS
The federal Health Resources and Services Administration 
(HRSA), through its State Planning Grants (SPG) program, 
has annually awarded grants to states and territories to 
develop plans for providing access to affordable health insur-
ance coverage to all their citizens. Since 2000, 47 states, the 
District of Columbia, and four territories have received grants.

Starting in 2004, the SPG funding was expanded to include 
pilot project planning grants. These grants provide funds to 
states that have already developed policy options through 
SPG funds and are looking to further refi ne and plan for 
implementation. 

2005 SCI Grantees
In 2005, SCI awarded four new policy planning grants: 

Arizona plans to use these funds to develop strategies to en-
courage employers to enroll in the Arizona Healthcare Group 
program. The grant will help develop an operational framework 
to link uninsured working individuals and families of small 
employers in two counties (Yuma and Cochise).
 
Illinois’ grant will support the development of a partner-
ship between the Illinois Department of Commerce and 
Economic Opportunity, the Chicagoland Chamber of 
Commerce, and an insurance carrier to create a low-cost 
product for small employers.

Washington’s grant focuses on the development of a Small 
Business Assist initiative, slated to begin in January 2007. 
The program may include a purchasing pool and premium 
assistance. The grant will fund necessary actuarial, economic, 
budget, and legal analysis and modeling of benefi t design, 
fi nancing and funding, and risk management work groups. 

Washington, D.C.’s grant will support actuarial analysis of a risk 
transfer concept in the “Equal Access to Health Insurance Act,” 
a proposal that creates a purchasing pool that builds on the al-
ready existing size and stability of the District’s public employees.

Grants Continue to Help Fund State Coverage Activities
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In September 2005, HRSA awarded a planning grant to 
Alaska and the fi nal round of pilot project planning grants. 
Funding for the program was eliminated in the Federal 
FY 2006 budget. Pilot projects in these states and territo-
ries cover a range of activities:

American Samoa will implement a unique community-based 
pilot planning process utilizing traditional leaders to develop 
community-specifi c plans for coverage and integrate the 
regional plans to a territory-wide plan.

Idaho will evaluate and expand coverage via the premium 
assistance program, the Access to Health Insurance program. 
In addition, Idaho will strengthen participation of county 
providers in planning and designing the County Medical Care 
pilot, a primary care program for uninsured adults. Finally, 
Idaho will use the grant funds to develop a plan for expanding 
coverage to low-income, uninsured women based on Healthy 
Mothers, Healthy Babies—a family planning expansion.

Maine will utilize the pilot to further refi ne and improve 
the Dirigo Health Reform. The grant will allow the state to 
increase employer participation in DirigoChoice by testing 
changes in the benefi t package, subsidy, and a new marketing 
program. In addition, Maine will undertake new cost-contain-
ment strategies.

Missouri will use the data collection activities and consensus 
building strategies from the original SPG and model several 
employer-based coverage options specifi cally using the pur-
chasing power of state employees.

New Mexico will work with the Governor’s Insure New 
Mexico Council to develop new coverage options based on 
the employer system blending public and private programs; 
evaluate the new State Coverage Insurance program; and 
implement the new Small Employers Insurance Program.

Oregon will be carefully assessing a sustainable approach to 
covering more children and non-categorical adults in existing 
public programs. The program will be looking to maximize 
enrollment of children eligible in both public and private 
coverage, and later expand this effort to adults. The state will 
also provide planning and technical assistance to two com-
mitted communities working on community-level expansions 
by reforming their delivery systems and maximizing fi nances. 
Lastly, Oregon will review and improve Oregon’s Population 
Survey (OPS) to ensure its reliability and validity as a tool for 
monitoring health insurance status in the state.

Rhode Island will design and implement a new private, lower 
cost insurance product that will be attractive to small employ-
ers, employees, and the self-employed that will coordinate 
with the existing market, RIte Care, and RIte Share.

Tennessee will develop a comprehensive plan for the imple-
mentation of a pilot project for the uninsured called “Cover 
Tennessee.” The project will seek to make insurance afford-
able for small employers, their employees, and individuals 
through the development of creative reinsurance arrange-
ments with health insurers.

Texas’ pilot grant focuses on how to provide a lower cost 
insurance product for small business. The program will be 
conducted in conjunction with the Greater Houston Partner-
ship Public Health Care Task Force.

Washington will design a Small Business Assistance program. 
The focus of the program is a small employer purchasing 
pool; a component of the program is premium assistance to 
help low-income families buy into employer coverage.

Wisconsin will research and develop a plan to expand Badger-
Care to children (under the age of 21) to 300 percent FPL, and 
to develop a BadgerCare health insurance premium payment 
model for children above 300 percent FPL.

LOOKING BACK ON SPG
The SPG program has been an important resource for 
states to build the capacity to collect, analyze, and inter-
pret critical state-level data on the uninsured. Through this 
process, there has been a greater understanding among 
policymakers about the need for state data and inadequa-
cy of current federal data sources.

With new state-specifi c information, all participating states 
convened stakeholders and used data to initiate a process to 
prioritize strategies and populations served, and develop solu-
tions. The new state-level data gave state policymakers new 
information to appropriately target resources. The downturn 
in the economy affected many states’ efforts to act on these 
fi ndings. Still, despite severe budget constraints, some states 
were able to move forward on expansions and others are pre-
paring options to move forward as their state budget recovers. 
Some initiatives that states are currently pursuing under the 
Pilot Planning Grants include the use of reinsurance mecha-
nisms, the development of purchasing pools, expansion of 
coverage through premium assistance programs, and the 
development of community-based private-public partnerships 
to expand coverage to low-wage employees.

The SPG program created opportunities for states to learn 
from one another. This program provided states with essen-
tial resources to begin a process that can sustain itself over 
time and continue to engage and educate stakeholders to 
work together to address the problem of the uninsured. It has 
re-energized states to again serve as laboratories for testing 
strategies to expand coverage and given them the tools to 
ready themselves for when the policy window opens.   
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STATE OF THE STATES
Finding Alternate Routes

T
he saying “all health care is local” not

only reflects the importance of local

infrastructure in the delivery of health

care, but also a growing trend: communities

coming together to more effectively finance and

deliver care to the uninsured. With little com-

prehensive action at the federal level in the past

few years, the problem of the uninsured has

been pushed to the front line, compelling states

and communities to work together to find and

implement solutions.  

States have always been recognized as laborato-

ries for innovation, particularly with regard to

Medicaid and the State Children’s Health

Insurance Program (SCHIP). This nexus of 

innovation, however, may hold further potential

when communities are part of the equation.

Committed communities are capable of leverag-

ing significant dollars (including state-level invest-

ments), brokering public/private partnerships,

institutionalizing coalitions, responding to local

needs, accessing local resources, and building

and sustaining new safety net infrastructures. 

The organizations and individuals involved in

the Communities in Charge (CIC) program, a

Robert Wood Johnson Foundation-sponsored

initiative, have learned first-hand the complexi-

ties of developing sustainable community pro-

grams. CIC began in 2000 to assist broad-

based, community coalitions in designing and

implementing sustainable health care delivery

systems to improve access for low-income,

uninsured individuals.  Financial and technical

assistance was provided through grants to sup-

port community models that demonstrated

fresh approaches to the organization and financ-

ing of local care delivery. These communities

developed models applying various strategies

including managed care, promotion of preven-

tion and early intervention, and integration of a

full continuum of health care services. 

The 12 communities “graduated” from the pro-

gram in 2004 with valuable experience and

new knowledge of critical concepts that are fun-

damental to state-local collaboration. Although

the idea of states and communities working

together is not a new one, recent experience

highlighted by the CIC program and other local

initiatives exemplifies the value of coalescing

local and state infrastructure. 

Fostering Stronger Relationships 
Education and Dialogue

Louisiana Department of Health and Hospitals

Opportunities that foster greater dialogue

between states and communities can provide

necessary information to move initiatives for-

State and Community Collaboration: 
Lessons from the Communities in Charge
Program and Other Local Initiatives
by Isabel Friedenzohn and Terry Stoller

Although the idea of states 

and communities working

together is not a new one,

recent experience highlighted 

by the Communities in Charge

program and other local 

initiatives exemplifies the 

value of coalescing local 

and state infrastructure. 
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Many states are interested in reinsur-
ance as a strategy to maintain or
increase health insurance cover-

age. SCI’s October 2004 Issue Brief, The
Role of Reinsurance in State Efforts to Expand
Coverage, concluded that reinsurance pro-
grams must be built carefully in order to
achieve this goal.1 This In Focus is designed
as a supplemental technical guide for state
policymakers who are interested in using
reinsurance to expand or maintain health
insurance.

1. How can reinsurance reduce premiums?
Reinsurance can reduce premiums by reduc-
ing the volatility of an insurer’s loss experi-
ence and, therefore, the amount that an
insurer would hold to cover unforeseen high
medical costs. To understand how this affects
premiums, it is helpful to examine the vari-
ous components of a premium. Premiums
are generally divided between what is needed
to cover medical costs (including required
reserves) and everything else, such as admin-
istrative costs, excess reserves, surplus (or
unobligated funds), and profit. In 2003,
“everything else” accounted for 13.6 percent
of the average premium.2

The incentive to hold excess reserves reflects
insurers’ risk-averse behavior and uncertainty

about the health status and short-term med-
ical costs of their insured populations. In
addition, insurers may hold greater surplus
to help finance potential losses (over the
medical underwriting cycle), although they
also may draw down surplus to finance unex-
pectedly high costs in the current year.3

Insurers face uncertainty in forecasting the
costs of their current risk pool and may hold
excess reserves if they have reason to expect
unusually high claims. They may also build
greater surplus in order to have extra funds
available for this reason. 

Reinsurance can reduce premium levels by
spreading risk more broadly among insurers.
If no one insurer is at risk for very high
claims, each may feel less need to build high
reserves and surplus into premiums. In addi-
tion, if the state is the reinsurer and assumes
some or all of the reinsured risk, premiums
may be reduced even further.

By either spreading risk or assuming risk,
reinsurance reduces risk-averse insurers’
needs to price premiums with high reserve
and surplus targets in mind. The end goal is
for insurers to lower premiums by reducing
the excess reserves and surplus that they
build into premiums.
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