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This memo summarizes some of the strategies used by states to finance their share of the cost of recent expansions in coverage. In some instances, the memo includes a description of states with proposals still under consideration (rather than adopted) if they include a new and different financing mechanism. The memo is based upon legislative analyses, communication with state advocates, and news accounts. Questions and comments should be directed to Martha Heberlein at meh88@georgetown.edu. 

Overview:

Most commonly, states turn to their general revenue funds when seeking to finance an expansion in coverage. This review also indicates that significant numbers of states continue to rely on tobacco tax increases and, less frequently, taxes on alcohol and soda. We also see a number of states imposing charges on health care providers (e.g., surcharge on claims or premiums). Far less commonly, states rely on private foundations (but only for discrete, modest projects), their tobacco settlement funds (usually already dedicated to other purposes), charges imposed on employers that fail to cover employees, and penalties imposed on individuals who fail to comply with a coverage mandate. Finally, some states essentially punt, noting that they’ll identify an appropriate revenue source in future years as needed or they phase in their expansions, perhaps in the hopes that the necessary revenues will appear when the economy again becomes stronger.  

Colorado:

Earlier this spring, Colorado adopted a budget bill that includes an expansion of CHP+ (the state’s SCHIP program) from 205 percent to 225 percent FPL. General revenue funds also were allocated to provide medical homes to approximately 100,000 Medicaid and CHP+ children, to simplify the application process, and for additional outreach.  In addition, the Colorado Health Foundation is providing funding to assist the state in streamlining its Medicaid and CHP+ application processes. (At this time, it appears that the Foundation’s contributions will be matched with federal Medicaid and/or SCHIP dollars). The legislation authorizing the expansion in Colorado also permits a further expansion to 250 percent FPL if funds are available in the future.
   

Iowa: 

Iowa passed legislation that aims to provide coverage for all of Iowa's children by 2010, including an expansion of hawk-i (Iowa's SCHIP program) to 300 percent of the FPL, 12 months continuous eligibility in Medicaid, and other measures that aim to eliminate enrollment barriers. The state will use general revenue funding for its hawk-i expansion and funding has been appropriated through fiscal year 2011.

Kansas:
Beginning in 2009, children with family income under 225 percent FPL will be eligible for HealthWave (SCHIP in Kansas) coverage and in 2010, eligibility will increase to 250 percent FPL. The source of state funds for the expansion has not yet been identified; it will be determined in next year’s legislative session and will depend in part on the state’s projected revenues. (Note that the Kansas Health Policy Authority proposed increasing the tax on a pack of cigarettes by 50-cents for other health reform legislation, but its proposal was not acted upon). The expansion in Kansas will only go forward if additional federal funds are available.

Maine:

In 2003, the state passed a comprehensive health reform effort, Dirigo Health, designed to provide affordable and quality care to all Maine residents by 2009. To meet Dirigo’s roughly $50 million annual operating budget, a recently signed bill replaces a savings offset payment targeting insurers with a 1.8 percent surcharge on paid claims. It also imposes tax increases on beer, wine, and soda at the distributor level and taps surplus funds from the Fund for a Healthy Maine, the state’s tobacco settlement money. Specifically, the tax on beer will increase from 25 cents to 54 cents a gallon; a 30-cents-a-gallon tax on wine will go up to 65 cents; and soda will be taxed at 42 cents a gallon, with simple syrup taxed at $4 a gallon.
  

Massachusetts:

The Massachusetts health reform initiative is financed in part through an existing $320 million in assessments on hospitals and covered lives, federal waiver payments of $605 million, and $154 million in federal matching funds for the MassHealth (the state’s Medicaid program) expansions. It also includes an employer assessment of $295 per worker if a firm with more than 11 employees does not provide health coverage, as well as a “Free Rider Surcharge” on employers whose employees are found to be using the state’s uncompensated care pool. In addition, the state allocated $300 million in general funds for the program in 2007. However, as costs have risen due to larger-than-expected enrollment, lawmakers recently passed a dollar-a-pack increase in the state's cigarette tax to help cover the expense.
 

Minnesota:

Minnesota uses its “Health Care Access Fund” (HCAF) to finance MinnesotaCare, the state’s Medicaid program. Established by the state’s legislature in 1992, HCAF is now being tapped to finance a number of the recently adopted measures in the state’s health reform effort. The fund is one of the state’s 32 special revenue funds and has four primary sources of revenue: (1) a 2 percent tax on physicians, hospitals and other health care providers; (2) a 1 percent gross premium tax; (3) premiums from enrollees; (4) and federal matching dollars.
  

New Jersey:

New Jersey recently adopted legislation to increase the income eligibility level for parents from 133 percent to 200 percent FPL in NJ FamilyCare (SCHIP in the state); to create a mandate that uninsured children obtain coverage, either private or public, within one year of the bill's enactment; and to launch a new outreach initiative. The bill is the first phase of a comprehensive health care reform package and is expected to cost close to $29 million, some of which will be covered by federal and state funds that are already allocated for health care, but are not being used.  The state has allocated some additional general revenue dollars for the expansion, but Governor Corzine (D) acknowledges that more funding may be needed.  He has said that it may come from budget surpluses, more efficient government operations and, potentially, a decline in need for uncompensated hospital care.

New York:

In 2007, the state expanded SCHIP (Child Health Plus in New York) for children with family income from 250 percent to 400 percent of the FPL. New York also enacted policies and funding to simplify the Medicaid and SCHIP application and renewal processes including administrative income verification, presumptive eligibility, and increasing outreach to eligible children. Due to the August 17th CMS directive, New York must rely entirely on its own funds for its expansion above 250 percent FPL. It will use general revenue funds and some of the new revenue that will be raised by a recent increase in the state’s cigarette tax from $150 per pack to $2.75 per pack.
 

Pennsylvania:

Although not yet signed into law, the Pennsylvania House has passed a bill that would provide subsidized coverage to uninsured adults with incomes up to 200 percent FPL through the state’s adultBasic program. Democrats have outlined a number of financing options, including transfers from existing programs, federal funds, payments from individuals and employers, as well as part of a $500 million state fund that helps doctors pay their malpractice insurance costs. However, the plan would require additional funds and the House might consider an increase on the cigarette tax and new taxes on cigars and smokeless tobacco. Senate Republicans have proposed a more limited expansion, which would be financed through an existing 25-cent-per-pack cigarette tax and surcharges paid by motorists who have been cited for moving violations.
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