
HOUSE BILL NO. 1441
Section 3 of 2001 House Bill No. 1441 directs the

Legislative Council to conduct a study of the coordina-
tion of the Healthy Steps and Medicaid programs,
including the feasibility and desirability of seeking a
federal waiver to allow the Healthy Steps program to
provide family health insurance coverage through
employer-sponsored insurance policies.

ADULT COVERAGE THROUGH
THE STATE CHILDREN'S HEALTH

INSURANCE PROGRAM
The state children’s health insurance program

(CHIP) allows states to design and receive federal
funding for programs to provide health insurance
coverage for low-income children under age 19 who are
not eligible for Medicaid.  States have broad flexibility in
the design of their CHIP.  However, states are generally
prohibited from using CHIP funds to cover adults,
except for adult coverage provided through a demon-
stration program implemented pursuant to a Section
1115 demonstration waiver.

FAMILY COVERAGE WAIVERS -
SECTION 2105

States may request a family coverage waiver from
the Centers for Medicaid and Medicare Services,
formerly the Health Care Financing Administration,
pursuant to Section 2105(c)(3) of Title XXI of the Social
Security Act.  Section 2105 provides that federal funds
may be paid to a state for the purchase of family
coverage under an employer-sponsored group health
plan if the purchase of the family coverage is no
more than the cost of enrolling only the children
in the CHIP plan.  The North Dakota Department of
Human Services has indicated that even though a
Section 2105 family coverage waiver allows CHIP funds
to be used for adult coverage, in order to implement a
demonstration project to provide such coverage, a
Section 1115 demonstration waiver must be obtained.

DEMONSTRATION WAIVERS -
SECTION 1115

Section 1115 of Title XI of the Social Security Act
was enacted by Congress in 1962 to allow the Depart-
ment of Health and Human Services to waive certain
requirements and authorize demonstration projects for
Medicaid.  More recently, Section 1115 has been used

to authorize waivers for CHIP.  Section 1115 waivers
are used by states to develop research and demonstra-
tion projects that provide innovative methods to promote
the objectives of a program.  The waivers allow states
to receive federal matching funds for projects that would
not otherwise qualify for federal participation or would
qualify at a lower federal matching rate.  As of
September 25, 2001, five states (Minnesota, New
Jersey, New Mexico, Rhode Island, and Wisconsin)
have received approval for Section 1115 CHIP demon-
stration projects; seven states (California, Indiana,
Maryland, Minnesota, New Mexico, Ohio, and Oregon)
have Section 1115 CHIP demonstration proposals
pending approval by the Centers for Medicaid and Medi-
care Services.

Guidelines issued by the Centers for Medicaid and
Medicare Services in a July 2000 letter to state health
officials provide that in order to qualify for a
Section 1115 demonstration project, a state must:
� Operate its CHIP program for at least one year.
� Submit all required enrollment reports and

evaluations.
� Offer its program statewide.
� Have open enrollment with no waiting lists.
� Provide coverage for children up to age 19 with

family incomes up to at least 200 percent of the
federal poverty level.

� Cover lower income individuals in the group
targeted by the waiver before covering the higher
income individuals in the group.  A state may
not cover any population group at a higher
federal poverty level than the level for targeted
low-income children.

� Demonstrate that its application and redetermi-
nation process for CHIP and Medicaid promotes
enrollment and retention of eligible children.

The July 2000 letter also provides that for demon-
stration projects that seek to cover populations other
than targeted low-income children, the state must show
that it has adopted at least three of the following five
policies and procedures in its CHIP and Medicaid
programs:
� Use a joint, mail-in application and a common

application procedure for CHIP and Medicaid
(e.g., the same verification and interview
requirements).

� Eliminate asset tests for eligibility
determination.

� Provide continuous 12-month eligibility.
� Offer presumptive eligibility for children.
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� Have simplified coverage renewal procedures
that allow the establishment of continuing eligi-
bility via mail and, if the state operates a sepa-
rate CHIP program, provide for seamless
transitions between Medicaid and CHIP when a
child’s eligibility status changes.

A Section 1115 demonstration waiver project must
contain specific objectives and must include a testing
component to determine if the objectives are met.  If a
state meets the above criteria and receives approval for
a Section 1115 demonstration waiver, coverage can be
extended to new population groups, such as parents of
eligible children or pregnant women.  Several states
have used Section 1115 demonstration waivers to
provide adult and family coverage through a premium
assistance program for employer-sponsored insurance.
Information regarding the plans implemented in four of
those states is provided below.

Massachusetts
MassHealth, the Massachusetts combined Medi-

caid 1115 demonstration and CHIP program, was
implemented in 1998 and provides health care coverage
either directly or by providing assistance in the
purchase of private coverage, such as employer-
sponsored health insurance.  The goal of the project is
to increase health insurance coverage while curbing the
growth of disproportionate share hospital and uncom-
pensated care pool expenses.  

The MassHealth plan includes various programs to
provide coverage options based on the characteristics
and income of the recipient, including the MassHealth
family assistance program which provides benefits to
children and adults.  Eligible children are those with
gross family income between 150 and 200 percent of
the federal poverty level.  Eligible children receive
premium assistance toward qualifying employer-
sponsored health insurance, when available.  If the
family does not have access to qualifying employer-
sponsored health insurance, children receive services
through the MassHealth managed care plan.  Adults
who work for participating employers and have family
incomes at or below 200 percent of the federal poverty
level qualify for premium assistance payments through
the MassHealth family assistance program.  The state
also provides an insurance partnership payment to the
participating employer to assist in the cost of providing
health insurance to low-income employees.  The
employer-sponsored insurance must meet a basic
benefit level, and the employer must pay at least 50
percent of the cost of the premium.         

New Jersey
New Jersey received approval in January 2001 for an

1115 waiver demonstration project.  New Jersey’s CHIP
demonstration project, called NJ FamilyCare, covers
uninsured parents and pregnant women with gross
income under 200 percent of the federal poverty level.
As part of the demonstration project, premium assis-
tance is provided for parents with incomes between 134
and 200 percent of the federal poverty level, if employer-
sponsored insurance is available and cost-effective
(i.e., the cost of family coverage is less than the cost of
adding the children to CHIP).  The NJ FamilyCare
premium assistance program has the following require-
ments and features:
� The employer must contribute at least

50 percent of the premium cost. 
� The cost to the state must be no more than the

cost of enrolling the children in the CHIP plan.
� There is a required six-month waiting period,

during which time the children may not have
had employer-sponsored coverage.

� If the employer-sponsored coverage does not
meet benchmark coverage standards, the state
provides wraparound coverage on a fee-for-
service basis.  

� Payments for the premium are made directly to
the employee.

The objectives of the 1115 demonstration project are
to demonstrate that:
� Providing family coverage will facilitate the

enrollment of uninsured children, will improve
the health status of covered children and their
families, and will complement welfare reform
activities.

� Providing coverage to pregnant women with
family incomes up to 200 percent of the federal
poverty level will protect the health status of the
fetus. 

Rhode Island
Rhode Island received approval in January 2001 for

an 1115 demonstration waiver project.  The demonstra-
tion project includes establishment of the Rite Share
program, which subsidizes the costs of enrolling
Medicaid-eligible families, pregnant women, and chil-
dren under the age of 19 in employer-sponsored health
insurance.  Enrollment began on a pilot basis in
February 2001, and full implementation began in April
2001.  

The goals of the Rite Share premium assistance
program are to:
� Improve the health status of Rhode Islanders by

improving access to and the quality of health
care.

� Reduce the rate of uninsurance in Rhode Island
by maximizing access to affordable health
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insurance through the use of both private and
public funds.

� Serve as a pilot project for developing a
combined Medicaid and CHIP premium assis-
tance program.

Rite Share participants receive health care services
through the provisions of their employer-sponsored
health plans.  Benefits must be substantially similar to
those provided by Rite Care, the state’s Medicaid
managed care demonstration project.  The state pays
the employee’s share of the insurance premium directly
to the employer.  The state also pays the deductibles,
copayments, and other cost-sharing obligations for
Medicaid-covered services.  Services not provided
through the employer-sponsored insurance are covered
under Medicaid on a fee-for-service basis.  The state’s
Rite Care and Rite Share plans cover the following
groups:
� Uninsured pregnant women under 250 percent

of the federal poverty level.
� Children up to age 19 below 250 percent of the

federal poverty level.
� Uninsured parents of enrolled children under

age 19 with incomes up to 185 percent of the
federal poverty level.

Wisconsin
Wisconsin received approval in January 2001 for an

1115 demonstration waiver project.  The Wisconsin
combined CHIP and Medicaid demonstration project,
known as Badger Care, provides coverage for parents
and children with family incomes up to 185 percent of
the federal poverty level.  Parents can qualify for subsi-
dies to enroll in employer-sponsored insurance, even if
the cost-effectiveness test is not met.  The state will
receive the CHIP enhanced federal matching rate for
the costs of enrolling both the parents and the children
if the cost-effectiveness test is met.  If the cost-
effectiveness test is not met, the state will receive the
regular Medicaid matching rate and the family will be
covered through the state’s Medicaid buy in program.
Once a family is enrolled, eligibility is retained until the
family income reaches 200 percent of the federal
poverty level.  

Families enrolled in employer-sponsored insurance
receive Medicaid wraparound coverage for services not
included in the employer’s plan.  Families with income
above 150 percent of the federal poverty level pay a
premium equal to 3 percent of family income.  The
employer must pay at least 60 percent of the premium

amount.  Applicants who have had access to employer-
sponsored insurance during the past 18 months and
work for an employer that pays 80 percent or more of
the premium are not eligible to participate.

HEALTH INSURANCE FLEXIBILITY
AND ACCOUNTABILITY INITIATIVE

In August 2001, the Centers for Medicaid and Medi-
care Services released guidelines relating to the Health
Insurance Flexibility and Accountability (HIFA)
initiative.  This initiative encourages state Section 1115
waiver demonstration projects to increase the number
of individuals with health insurance.  The initiative
encourages statewide projects that coordinate private
and public health insurance coverage and target Medi-
caid and CHIP resources to populations below 200
percent of the federal poverty level.  The goals of the
HIFA initiative are listed by the Centers for Medicaid
and Medicare Services as follows:
� To encourage innovation in the use of Medicaid

and CHIP funds to increase health insurance
coverage for low-income individuals.

� To give states the programmatic flexibility
required to increase private health insurance
coverage options.

� To simplify the 1115 waiver application process
by providing clear guidance and data templates.

� To increase accountability in the state and
federal partnership by ensuring that Medicaid
and CHIP funds are effectively being used to
increase health insurance coverage, including
private health insurance coverage options.

� To give priority review to state proposals that
meet the general guidelines of the HIFA
initiative.

The Centers for Medicaid and Medicare Services
has provided a template for state proposals; proposals
submitted based on the template model are to receive
priority review.  The initiative allows expansion of a
state’s Medicaid or CHIP.  Medicaid proposals must be
budget-neutral, meaning they cannot increase federal
costs.  Children’s health insurance program proposals
must be allocation-neutral, meaning they can increase
a state’s use of current CHIP allocations but cannot
result in the receipt of additional redistributed amounts.
Initial waivers will be granted for a five-year period, with
three-year extensions available.  The HIFA initiative
offers states the increased programmatic flexibility of a
Section 1115 waiver through a simplified application
and approval process.
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