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egardless of whether health reforms are enacted at the federal level, states will continue to play a significant role in financing health insurance coverage initiatives in the coming
years. Financing health coverage initiatives will be challenging for
states. Current federal stimulus money is helping states deal with
an increase in Medicaid enrollment, but much of this money is
temporary, and some economists predict that state budget gaps in
fiscal year (FY) 2012 are likely to rival those facing states before
the adoption of the stimulus legislation. 1
States rely on a patchwork of sources to finance health coverage.2 This paper categorizes states’ financing strategies into three
levels. The first level is the most widely used and substantial
funding source — Medicaid, including both Medicaid eligibility
expansions and Medicaid waivers. The second category includes
those financing strategies outside of Medicaid that are also important, widely used, and relatively substantial in some states. The
third group of financing strategies is not as widely used, less substantial, or nonrecurring.
Which strategy or strategies a state uses may depend on the
comprehensiveness of their coverage initiative. For instance, some
expansions may be done simply by increasing Medicaid income
eligibility levels; others may be done by covering new services or
populations through Medicaid waivers. These two strategies are
critical for all states because they allow states to share costs with
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the federal government. States also may use other financing strategies such as provider taxes or tobacco taxes.
For states that are attempting universal coverage, each relies
on a variety of financing strategies, but in each instance Medicaid
has been important to these expansions and new sources of funding were required. The experiences of two states that are attempting universal coverage — Massachusetts and Vermont — suggest
that a state as large as New York cannot realistically achieve universal coverage without relying more heavily on federal Medicaid
revenue, lowering the growth rate of health costs, redirecting existing funds, generating new revenues, and using multiple revenue streams such as provider taxes, insurer taxes, sin taxes, and
possibly employer contributions.3
The paper does not offer particular recommendations for
policymakers, but identifies numerous options that could produce
several billion dollars in new revenues and savings from current
expenditures. Such options include enacting new taxes dedicated
to health coverage, building on current revenue streams, implementing administrative efficiencies, and better managing
high-cost medical cases. The study concludes that most potential
revenue streams may not be robust enough on their own to finance universal coverage. However, if the state were to
incrementally increase revenues, significantly reduce the rate of
health care cost growth, and draw upon multiple sources, it may
be able to finance universal coverage in a sustainable way. The paper also concludes that the process that New York uses to determine sources for financing coverage initiatives will also be
important to success.

I.

Federal Financing Through Medicaid and SCHIP

Medicaid plays a central role in financing state health insurance coverage initiatives. It constitutes one of the largest parts of
state budgets and generates billions of dollars in federal matching
funds for states. This section briefly reviews the ways in which
states draw upon this central source of financing for coverage initiatives.
A. Regular Medicaid/SCHIP Match
Financing for Medicaid is split between federal and state (and
sometimes local) governments. The amount that states contribute
varies. At least 12 states paid the maximum state share of
Medicaid (50 percent) in FY 2008, but those with lower average
per capita incomes paid less.4 The federal contributions to
Medicaid’s sister program, the State Children’s Health Insurance
Program (SCHIP),5 for children with slightly higher incomes than
those who qualify for Medicaid, are even higher. 6
One way states leverage additional federal dollars for health
insurance coverage initiatives is by increasing eligibility levels for
regular Medicaid and SCHIP or by covering more optional
Medicaid and SCHIP services. For instance, about half of states
Rockefeller Institute
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have raised income eligibility levels for Medicaid from the federally required minimum of 133 percent of poverty for children ages
0-5 to over 200 percent of the federal poverty level (FPL).7 Under
separate SCHIP programs, at least 16 states have eligibility levels
above 200 percent FPL.8 States have also added optional services
to the Medicaid program such as personal care or dental care.
Adding services and increasing income eligibility levels under
Medicaid and SCHIP allows states to leverage significant federal
dollars for coverage initiatives and has been a major financing
strategy for many states for years. Even though Medicaid and
SCHIP serve as critical funding sources for every state, they are
income-based programs and so far they have not been used as the
sole means for achieving universal coverage. 9
B. Medicaid Waivers
States also may secure federal funding through Medicaid by
negotiating a waiver. A waiver, which must be approved by the
federal government and requires that changes under the waiver
are budget neutral, essentially allows states more flexibility in administering their Medicaid program. States use three types of
Medicaid waivers: 1115 waivers, which are used for researching
and demonstrating new ways of delivering care; 1915(b) waivers,
which allow states to limit individuals’ choice of providers or implement managed care; and 1915(c) waivers that allow states to
provide long-term care services to persons in the home or community.
To provide coverage to new populations, states have most often used the 1115 Medicaid research and demonstration waiver
because it provides them administrative and budgeting flexibility.
For example, Vermont’s 1115 “Global Commitment” waiver uses
savings from administrative efficiencies achieved through combining several previous waivers, having the state operate as a
managed care organization, and supporting employer sponsored
premium assistance to expand coverage for families otherwise ineligible for Medicaid. In its efforts to achieve universal coverage,
Massachusetts was able to negotiate flexibility around the
waiver’s “budget neutrality” cap.10 Other states also have been
able to modify how Medicaid dollars are matched by the federal
government in ways that shift a greater burden of cost sharing
from the states to the federal government. 11 Flexibility through
Medicaid waivers has been important for states to generate extra
revenues for more comprehensive coverage initiatives, as well as
for increasing coverage incrementally for a subset of the
population.

II. Core Sources of State Funds for
Health Coverage Expansions
In order to finance the state share of Medicaid, states generate
matching funds from a handful of key sources. This section reviews three of the primary sources other than Medicaid that are
Rockefeller Institute
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used by states. These sources are sizeable, used by a majority of
states, and are reliable and continuous sources of funding. The financing sources also may be earmarked for health coverage initiatives other than Medicaid.
A. Broad-Based Taxes
Broad-based taxes are widespread and contribute to states’
general fund revenues, which are then used as a state’s Medicaid
match. Broad-based taxes can include everything from personal
income taxes, corporate income taxes, or sales taxes. Many
broad-based taxes go into states’ general fund revenues and can
then be used to fund the state’s share of Medicaid expenses.
Broad-based taxes can yield greater revenues than other financing
mechanisms through only slight increases in the tax rate.
There are disadvantages to using broad-based taxes as a revenue source for health coverage initiatives. Some taxes may be regressive, creating unequal burdens on low-income populations. In
addition not all broad-based taxes are robust during economic
downturns, they may not keep pace with the growth in health
care costs, and there may be negative impacts from the tax on
business competitiveness and wages.

Broad-based taxes
can yield greater
revenues than other
financing
mechanisms through
only slight increases
in the tax rate.

Rockefeller Institute

B. Health Care Industry Specific
Taxes and Assessments
Provider taxes may include taxes on hospitals, specific types
of providers, or medical services. Approximately 43 states have
some kind of provider tax, and 30 states taxed more than one category of providers.12 Provider taxes have been used to leverage
federal Medicaid matching funds, although recent changes to federal regulations have limited the use of these payments in certain
instances.13
Assessments on health insurers tend to be based on a percent
of the claims paid by the insurer or third-party administrator or
on a percent of gross revenues. New York uses a “covered lives
assessment,” which essentially is a tax on individual and family
health insurance policies issued in the state. Part of the revenue
from the assessment is used to fund graduate medical education
(GME).14 Maine funds its Dirigo-subsidized insurance product
through an assessment on insurers that is determined annually
based on demonstrated cost savings resulting from reforms, up to
a maximum cap of 4 percent. Many states place assessments on
health insurers, then use revenues from the assessment to subsidize insurance for persons in the state’s high-risk pool.15
One of the advantages of revenue generated from health industry taxes is that it tends to reflect the health care growth rate
and keep pace with actual cost, as opposed to general revenue
growth, which generally does not keep pace with the growth of
health costs. This makes revenues from taxes on health care providers more robust and sustainable over time and a more predictable revenue source for health coverage initiatives.
Page 7
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The downside of taxing the health industry is that it may
cause providers to pass the cost of the tax on to purchasers, which
then makes insurance less affordable, resulting in more uninsured. Taxing insurers may have a similar impact. Another drawback of this revenue source is that some groups may be exempt
from certain taxes, thus limiting revenues and creating an unlevel
playing field for in-state insurers.
C. Sin Taxes
Another widespread source for state health coverage initiatives is targeted taxes on products that are considered unhealthy
or “sinful” such as cigarettes, alcohol, or soft drinks. The Tax
Foundation indicates that nearly all states tax at least one of these
items, although there are large disparities in the tax amounts. 16 In
addition, it is not clear if and how much of the revenues generated
from these taxes go toward coverage initiatives. The National
Conference of State Legislatures (NCSL) reports that “health, welfare and human services programs are the recipients of earmarked
state taxes in 34 states. The largest source of dedicated revenue for
this program area is from tobacco taxes (23 states), followed by alcoholic beverage taxes (13 states).” 17 Even though a fair amount of
sin taxes are earmarked, it is unclear how many are specifically
targeted at coverage initiatives. Further research found at least
two examples of states where sin taxes were earmarked for coverage — Indiana and New Mexico. Indiana proposed a tax on
non-nutritive beverages, with money going to fund a long-term
care continuum administered by Medicaid. New Mexico proposed
a tax on soft drinks and would have used the revenue to create the
Soft Drink Medicaid Fund.18
Some previous attempts by states to generate revenue from sin
taxes have been met with resistance. For example, in 2008, Maine
passed legislation to tax beverages such as soft drinks, wine, and
malt liquor to help fund the state subsidized DirigoChoice insurance plan. Shortly after the legislation passed, those opposed to
the tax collected enough signatures to initiate a referendum on the
ballot to repeal the tax. In November 2008, the referendum passed
and the tax was rescinded. In 2008, Governor David Paterson of
New York proposed a tax on sugared beverages such as nondiet
soda but later withdrew this proposal in part because of widespread public opposition.19 In addition to the difficulty of passing
sin taxes, another drawback is that they may decrease over time
because the tax may deter consumption. And, as with many other
taxes, they do not keep pace with the cost of health care growth.

III. Less Sustainable, Less Widespread,
and Nonrecurring Funding Sources
Beyond Medicaid and the primary sources of general fund
Medicaid matching revenues, there are other health coverage financing options for states. Most of these sources of financing,
however, are not widespread. They also may be nonrecurring or
Rockefeller Institute
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less sustainable than some of the financing strategies outlined in
the first two sections of this paper. This may make them more appropriate as one part of a multi-pronged solution for financing
universal coverage or as the sole source for an incremental initiative, such as one that provides subsidies for privately purchased
insurance or incrementally expands Medicaid eligibility levels.
A. Employer Contributions
The provision of health insurance by employers is voluntary in
all states except Hawaii, so states are limited in how much they can
encourage employers to offer health insurance.20 Two states that
have recently successfully leveraged employer contributions for financing health coverage are Vermont and Massachusetts.21 Employers above a specific size in these states that do not provide
health insurance must pay a yearly fee of $365 and $295 dollars per
employee, respectively. That money is placed in a common pool
and used to support subsidies for low-income uninsured residents
to purchase insurance. Other states, such as California, also have
examined ways to leverage employer contributions. The state proposed a 1.0 to 6.5 percent health care contribution fee for employers
that did not provide health coverage. Had the measure passed, the
fee would have been dependent on the size of the employer.22
Employer contributions have been a relatively important
source for financing comprehensive coverage initiatives in Vermont and Massachusetts. They are important not because of their
size but because they are a new source of financing and they help
create a sense of shared responsibility for financing.
One of the drawbacks of using employer contributions for coverage initiatives is that very few states have used employer contributions. In fact, the legality of this method of financing as used in
Massachusetts and Vermont has not been in existence very long
and may face legal challenges. Employer contributions also may
place an additional financial burden on certain businesses.
B. Utilizing Savings
Another way for states to finance coverage initiatives is to use
savings in their health care programs for coverage initiatives. If
they do so within their Medicaid program, it may require securing
a waiver. Utilizing savings to expand coverage under a Medicaid
waiver may be a preferable financing option for some states because it does not require any new funding; however, it is difficult
to do and may require initial investments to create the efficiencies.
One example of a state that attempted to use savings to finance coverage initiatives without seeking a Medicaid waiver is
Maine, through a mechanism known as the savings offset payment (SOP). The state proposed an assessment on insurance carriers and third-party administrators of up to 4 percent of the total
value of all annual health claims. The assessment was contingent
on the agency demonstrating that health systems savings derived
from the Dirigo law reforms were equal to or greater than the
Rockefeller Institute
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amount of the assessment, so that this new cost to the insurance
industry would not result in a corresponding markup of insured
payers’ premiums.23 Health plans were expected to recoup the
cost by reducing payments to providers commensurate with the
cost savings.
Maine experienced some difficulty with administering and implementing the SOP.24 The strategy depended on enrolling a substantial number of uninsured people. When enrollment fell short
of expectations, fewer savings resulted from reductions in charity
care. Additionally, while the courts have upheld the state’s right
to count savings attributable to all Dirigo Health initiatives for the
SOP, controversies and litigation over this funding mechanism
have continued. Savings were not always realized in a short
enough timeframe, resulting in cash-flow problems. The difficulties faced by Maine in implementing the SOP have not deterred
other states from trying this financing approach. Minnesota, for
instance, passed legislation in 2007 to reduce health costs and use
savings for various health care initiatives. 25
C. Tobacco Settlement Funds
During the 2001 fiscal downturn, many states relied on tobacco lawsuit settlement funds for coverage initiatives (or simply
to maintain coverage levels). The tobacco settlement funds came
at a time when many states were experiencing revenue shortfalls.
The timing of the funds was helpful in preventing cuts in health
coverage.
Some states, such as Oklahoma and New Mexico, invested the
tobacco settlement money in trust funds. 26 Other states securitized
the funds to fill budget gaps that might have otherwise resulted in
cuts in coverage for public health insurance program enrollees.
New York, for instance, securitized nearly $4 billion of tobacco
settlement funds to plug two years of budget gaps, helping to
avoid cuts in coverage programs.27 Some of the money was placed
in what is known as the Health Care Restructuring Act (HCRA)
fund. This fund has several other revenue sources and part of it is
used to provide coverage through programs such as Family
Health Plus (FHP) and Healthy New York. 28
Unfortunately, for states that securitized tobacco settlement
funds, they lost the opportunity to invest this money in an interest
bearing trust as a longer-term means to fund coverage initiatives.
States that invested the tobacco settlement money to create trust
funds have been able to use them as a funding source for health programs.
D. Conversion Funds
In many states, nonprofit insurers that have converted to
for-profit status are required to use a percent of their conversion
proceeds to pay back the tax benefit they previously received in
ways that meet their charitable mission. 29 Typically, conversion
funds are used to establish charitable foundations, which, in turn,
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may fund state coverage initiatives or research that informs coverage initiatives. Foundations that were formed from conversion
funds have been helpful in supporting the planning and research
associated with state coverage initiatives. In New York, for example, the New York State Health Foundation, which was established from conversion proceeds, has funded extensive research
on issues that have helped inform decisions regarding health insurance coverage options.
Conversions can be controversial because certain groups believe health insurance should be a charitable venture as opposed
to a profitable one. This can make conversions difficult to implement. Conversions also may be subject to statutory limitations regarding the use of the funds and may not directly fund coverage
expansions.
E.

Lottery/Gambling Funds

Typically, funding from state lotteries or casinos is not robust
enough to finance large-scale coverage initiatives. The funding
also is not directly tied to health care and may be difficult to shift
from other sources, such as education, which traditionally receives funds from sources like state lotteries. However, part of the
universal coverage plan that Governor Schwarzenegger proposed
in 2007 was to be funded by lottery funds. The governor’s plan estimated $2 billion in revenues if the state leased the state lottery
program to a private firm.30
Other states, such as Pennsylvania, use a lottery fund to help
pay for prescription drug programs that benefit seniors. 31 In 2008,
Massachusetts Governor Deval Patrick proposed using revenues
from casinos as a possible source for health initiatives, although
whether and how much funding might be used for coverage initiatives was not clearly indicated. 32 Other states, such as New Jersey, have used casino revenue for incremental or targeted
coverage initiatives like providing prescription drug assistance
programs, but, in general, this financing method does not seem to
be widely used.33

IV. A Closer Look at the Financing Strategies
for a Select Number of States
A. Financing Incremental Coverage Strategies
For political, financial, or other reasons, it may only be possible for some states to increase coverage incrementally especially if
state revenues are lower, as they currently are in many states. This
section provides brief examples of three states’ financing strategies for incremental coverage initiatives, (i.e., those that cover a
small or targeted portion of the population). Incremental coverage
expansions can be done relatively easily by states by increasing
Medicaid eligibility levels in Medicaid or SCHIP. Indeed, two of
the three incremental coverage initiatives reviewed in this section
used Medicaid eligibility expansions. But not all incremental
Rockefeller Institute
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strategies rely on Medicaid expansions. The other incremental
strategy reviewed in this section shows how a state used a tobacco
tax increase to generate funds to subsidize purchase of employerbased insurance.
i.

Oklahoma34

An example of a state that increased coverage incrementally is
Oklahoma. It began a program in 2002 that provides premium
subsidies for health insurance coverage sponsored by small businesses. The program, Employer/Employee Partnership for Insurance Coverage (O-EPIC), requires that employers pay 25 percent
of the premium, employees pay 15 percent (or less), and the
state-financed O-EPIC pays the remainder. 35 The state caps how
much an employee must contribute in total. The program is financed through a revolving fund that earns interest on money
from a state tobacco tax. In 2004, residents voted to increase funding for the program by raising the state’s cigarette tax to 55 cents
per pack. The program has been sustainable so far because tax
revenues for the fund were collected before the program was fully
up and running. Early implementation of the financing allowed
the program to build a reserve. However, demand for the program has been growing and the fund is diminishing as more people enroll. As a result, program enrollment may have to be capped
at 16,000, leaving nearly 40,000 people on a waiting list. 36
ii.

Funding for the HIP
program came from
$50 million in
disproportionate
share hospital (DSH)
payments and
through a 44 cent per
pack tax on cigarettes.

Indiana

In 2007, Indiana enacted the Healthy Indiana Plan (HIP),
which is a Medicaid waiver that gives the state the flexibility to
use federal funds to expand public insurance eligibility to low-income uninsured parents and childless adults who are not eligible
for Medicaid.37 The HIP plan required a federal waiver that allowed the state to use federal funds to cover childless adults and
to implement a health savings account feature. Funding for the
program came from $50 million in disproportionate share hospital
(DSH) payments and through a 44 cent per pack tax on cigarettes.
The money is allocated to a special fund that maintains reserves. 38
Currently, there are no plans to expand the program. 39
iii

Colorado

In 2008, a state commission charged with examining health reform options for Colorado, including improving insurance coverage, developed a series of recommendations that included
incremental ways to achieve universal coverage. The state implemented one of these recommendations, expanding SCHIP eligibility from 205 percent of the FPL to 225 percent in March 2009. 40 To
help finance program expansion, hospitals in the state have
agreed to pay a per-patient fee, which currently is estimated to
provide insurance coverage for an additional 200,000 residents. 41
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B. Financing Comprehensive Coverage Initiatives
A small number of states have attempted to achieve universal
health coverage. The financing strategies of two of those states —
Massachusetts and Vermont — are reviewed in this section. In
both states, a variety of sources of financing were required but
Medicaid waivers and Medicaid eligibility expansions were central to both states’ initiatives. In addition, both states had to draw
upon new sources of financing, including employer contributions.
i.

Vermont42

In 2006, Vermont implemented a series of reforms to increase
access to affordable health care. One part of the reforms created a
subsidized insurance plan called the Catamount Plan. The reform
also established an employer premium assistance program.
In 2010, the Catamount Plan is projected to cost $60.6 million.
Financing the program involves multiple funding sources (see
Figure 1). The state established the Catamount Health Fund (converted from its existing Health Care Trust Fund) as the source of
funding for the state’s share for the Catamount Health and Employer-Sponsored Insurance (ESI) premium assistance programs. 43
The biggest source of funding for these reforms came from the
federal government through
the state’s Medicaid 1115
Figure 1: Sources of Revenue for Catamount Health, 2010
Global Commitment to Health
(Total Revenues = $60.6 million)
waiver.
Some of the financing was
augmented by a previous
waiver the state had received
in 2005, which provided the
state with financial and programmatic flexibility to provide more effective services,
expand coverage, and foster innovation by focusing on health
outcomes. The waiver consolidated funding for most of the
state’s Medicaid programs that
previously had been under
separate waivers. It also converted the state’s Medicaid
agency to a public managed
care organization, thereby alSource: Analysis by Ken Thorpe
lowing
it
to
invest
in
services
not
otherwise
covered by Medicaid,
and the Joint Fiscal Office (JFO) for
as well as pursue innovative reimbursement models.
the Vermont Legislature.
Other revenue includes a portion (17.5 percent) of the state’s
80 cent increase in the cigarette tax, an employer health care premium contribution, Catamount premium assistance amounts paid
by individuals to the state, and other revenues established by the
General Assembly.44
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An employer contribution is made by employers that do not
offer health insurance or whose employees are ineligible or do not
enroll in health insurance and have no other coverage. The employer payment provision requires qualifying employers to pay
an assessment of $365 per full time employee, indexed annually to
Catamount premium growth.45 Actual revenues produced by the
phased-in assessments on employers have been lower than expected, but enrollment and savings achieved from higher income
groups (above 150 percent FPL) enrolled in the program have exceeded estimates.46
ii.

Massachusetts47

Massachusetts’ comprehensive health reform effort, which has
received significant publicity for its early success in achieving
near universal coverage, is financed by several sources — most
notably, federal dollars (see Figure 2). Without the redirection of
existing federal dollars that the state was under threat of losing,
reforms may not have been possible. In FY 2008, more than half of
the state’s estimated $1.7 billion annual budget for health reform
was funded by the federal government ($981 million), much of
which was redirected funds.
Federal funds were redirected
Figure 2: Revenue Sources for Massachusetts Health Reform, FY 2008
from two sources: disproportionate share dollars that had
helped support the Massachusetts Uncompensated Care
Pool (UCP), and supplemental
managed care organization
(MCO) and hospital payments
provided to two safety net institutions in the state. 48
These funds were redirected in part due to pressure
from the federal government.49 When the state’s
1115 waiver was up for renewal in 2005, the Centers for
Medicare and Medicaid Services (CMS) predicated that
renewal on the fact that all
MCO payments be based on
Source: Raymond, A., The 2006
actuarially
sound
rates.
State
leaders
persuaded CMS to allow the
Massachusetts Health Care Restate to keep the federal dollars associated with these payments
form Law: Progress and Challenges After One Year of
($385 million in 2005) by committing to use the money to expand
Implementation: Boston, MA, May
health insurance for previously uninsured low-income individu2007. Based on 2008 budget recals.50 CMS also agreed to provide federal matching funds for a
ommendations as filed on 2/28/07.
number of previously state-only funded programs called such as
home care services, universal immunization, and mental health
programs.51
Under a waiver renewal approved in December 2008, the state
negotiated greater flexibility around the budget neutrality cap.
Rockefeller Institute
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The new waiver established a three-year aggregate cap, compared
to the annual cap of the previous waiver. The cap increased by
$4.3 billion overall and by $1 billion for the Safety Net Care Pool
(SNCP) over the prior three-year period. The higher caps were
achieved by redefining what was included in the “without
waiver” spending base to include increases in provider payments
and certain members of Commonwealth Care and MassHealth
who could have been categorically eligible for Medicaid without
the waiver. Spending for these groups also is no longer counted
against the waiver’s SNCP cap.52
While the majority of financing for Massachusetts’ coverage
program comes from federal Medicaid funds, the remaining
amount comes from a variety of sources, including cost offsets
from consumer premiums and cost-sharing contributions, employer contributions for new employees covered as a result of the
individual mandate, and tax penalties on both individuals (as a
result of the individual mandate, which was a penalty of $219 in
2007 and $912 in 2008) and businesses (through a “Fair Share”
contribution of $295 per uninsured FTE per year). The Fair Share
contribution represents the cost of free care used by employees of
noncontributing employers. The program also includes a $125
million contribution from the general fund for the first three
years, $25 million of which was allocated for start-up of the new
Connector Authority in the first three years. 53
Enrollment in Mass Health in the first year exceeded the total
number of estimated uninsured, and the actual budget was $625
million. To adjust for these increases, the state raised the tobacco
tax by $1 per pack, which was expected to raise $174 million in
new funding. In addition, the state passed a supplemental appropriations bill in July 2008 to provide $89 million in additional
funding from one-time assessments and fees levied on health
plans and providers. Cost-sharing for Commonwealth Care enrollees with incomes above 150 percent FPL had been increased as
a result of second year increases in plan premiums. The increased
assessment on health plans and providers was seen as a way to
distribute the burden of unexpected higher program costs equally
among providers and employers.54
The financial sustainability of the program over time continues to be a question. After the mid-year supplemental appropriation, Commonwealth Care enrollment slowed, thus relieving
some of the cost pressures on the program. In the short-term, the
increased availability of federal dollars under the state’s new
waiver has allowed the state to avoid any major cutbacks to Commonwealth Care and has even expanded the program to $869 million under the governor’s proposed FY 2009 budget.

V. The Case of New York
In 2006 and 2007 New York was among a handful of states
considering ways to achieve universal coverage. This section reviews the status of New York’s efforts, its current financing
Rockefeller Institute
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sources, challenges, and potential options for financing. It does
not advocate for any particular source of financing, but reviews
possible options and, in some cases, estimates potential revenues.
It concludes that regardless of which funding sources are used,
multiple sources are likely to be necessary for any large-scale coverage initiative. It also concludes that the processes that are used
to determine financing will be important, as will the need for
more administrative efficiencies and cost growth reductions.
A. Background Regarding Current Coverage Initiatives
In 2007, New York State’s commissioner of health and the insurance superintendent were charged with collecting information
to help the state develop a plan to achieve universal coverage. The
“Partnership for Coverage,” a group of health care experts appointed by the governor and legislature and overseen by the commissioner and superintendent, are helping these efforts. The
partnership was tasked with holding public hearings around the
state to develop options for achieving universal coverage. The
partnership released its initial findings from the public hearings in
a 2008 report, which outlined four possible ways to achieve universal coverage.55 The state then contracted with the Urban Institute, a nonpartisan think tank, to model the four coverage plans.
As this paper was being written, the modeling of the four proposals had yet to be released.
B. Current Financing
Since the Partnership for Coverage was first convened, revenues in New York have plunged relative to projections, while expenditures have continued to rise at a rate well above inflation. The
budget that was finalized in early April closed an estimated budget
gap of over $16 billion dollars that had been projected for the fiscal
year that began on April 1, 2009.56 The budget includes funding for
major existing public and private coverage initiatives such as the
state’s part of the Medicaid match, Child Health Plus, Family
Health Plus, Healthy New York, and the Indigent Care Pool.57
Total health care spending by New York State in 2009-2010
will be approximately $49.2 billion. Federal contributions will be
approximately $29.2 billion. State-funded Medicaid spending is
expected to total $13.4 billion. Of the state share, approximately
$8.3 billion is general fund money and the remaining amount (a
little over $5 billion) is from the HCRA and other sources. Unlike
many states, New York splits the cost of Medicaid with its counties. Of the Medicaid that is funded by state and local governments, counties contribute approximately 29 percent and the state
contributes approximately 71 percent. Local share funding for
Medicaid is therefore likely to be around $6.6 billion. 58
Financing for most coverage initiatives outside of Medicaid comes from what is known as the Health Care Reform Act (HCRA)
fund, which was first implemented in 1996. HCRA, which totals
about $5 billion, is financed from various sources. The 2009-2010
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Figure 3: Medicaid and Related Health Care Spending in New York
Sources of Revenue, FY 2009-2010; Total Revenues = $49.2 billion

budget shows that the largest
amount comes from surcharges
and an assessment on hospital
revenues ($2.24 billion), a “covered lives” assessment on purchasers of insurance products
($1.17 million), cigarette tax revenues ($884 million), conversion
proceeds ($95 million), a 1 percent hospital assessment ($306
million), taxes on for-profit
HMOs ($131 million), and all
other ($273 million).59
C.

Source: New York Division of the
Budget. Note: State and local share
amounts are affected by the temporary increase in the FMAP allocation under the American Recovery
and Reinvestment Act.

Challenges in New York

New York will face many
challenges in financing universal coverage: the economy is
weak; revenues from sources
such as conversion funds cannot be realized quickly, as there typically is a lag between legislative approval and the ability of the insurer to go to market; and
savings from investments in information technology, primary, or
outpatient care also take time to accrue. And as Maine’s experience demonstrates, avoided costs and/or savings can be difficult
to quantify or capture; new sources of revenue, such as a soda tax,
previously have been met with resistance.
Helping to alleviate New York State’s revenue shortfall is several billion dollars in additional federal funding through a temporary FMAP increase under the stimulus legislation. The federal
government may help New York by providing a federal match for
public insurance program enrollees in Child Health Plus with incomes between 250 percent and 400 percent FPL, and the state is
hoping to eventually use savings from an 1115 managed care
waiver to cover new populations.
Even if the state can generate new revenues for more coverage
initiatives, sustaining revenues adequate to pay for growing costs
may be even more challenging. Massachusetts already has analysts predicting that the state will not be able to sustain its universal coverage initiative in five to ten years without significant cost
controls and the state has a commission to reform reimbursement
as part of an effort to control cost growth. 60
D. Options for New York
Discussions about the best financing sources for universal coverage initiatives in New York will depend partly on the estimated
cost of the four coverage proposals currently being modeled by
the Urban Institute. There are reasonable arguments for and
against every potential financing option. For example, if additional federal aid is obtainable, it may require the state to give up
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some flexibility in designing programs funded with such aid.
Raising taxes (or fees or “assessments”) may have undesirable impacts on employers and individual purchasers of health insurance. Finding savings in the state’s existing health care
expenditures may mean reduced services for some recipients and
fewer jobs in some sectors of the health care industry.
In examining ways to finance a large-scale coverage initiative
in New York, several observations and potential options emerge.
i.

The experiences of
Massachusetts,
Vermont, and other
states suggest that
New York cannot
realistically achieve
universal coverage
without significant
new revenues and
that federal funding
can be a major source
of support.

Rockefeller Institute

Federal Financing and Medicaid Waiver Negotiations

The experiences of Massachusetts, Vermont, and other states
suggest that New York cannot realistically achieve universal coverage without significant new revenues and that federal funding
can be a major source of support. New York, like other states, already relies heavily on federal Medicaid matching funds. New
York State will spend an estimated $20 billion of its own-source
revenue (not counting federal funds) on Medicaid and other
health programs this year. In addition to covering basic health services, the Medicaid program pays for an array of services and
populations such as special education, services for persons with
mental retardation or developmental disabilities, children in foster care, and alcohol and substance abuse services. 61
If New York chooses to maximize federal matching dollars
further it could seek to qualify other populations or programs,
such as Family Health Plus or FHP buy-in for a federal match. 62
And to the extent that the federal stimulus funds are not already
committed, they potentially could go toward planning or start-up
costs for further coverage expansions, as was done in Maine in
2003 when additional federal dollars were made available to
states. However, such funds would not be available on an ongoing basis.
The state also could seek flexibility in how the waiver cap and
other expenses are negotiated. Massachusetts was able to leverage
approximately $1 billion in additional federal dollars over the
prior waiver by negotiating a three-year aggregate cap, modifying
what was counted as “off-waiver” projected expenses, and excluding expenditures for people otherwise eligible for Medicaid
from counting toward the cap. By counting certain expenditures
as “off-waiver,” such expenditures were not subject to the usual
Medicaid budget neutrality requirements.
From the federal government’s perspective, the cap on aggregate spending was a key element of the Massachusetts plan.
Policymakers in New York may wish to consider whether agreeing to some upper limit on Medicaid expenditures could be worth
negotiating as part of a potential waiver proposal that would also
include an ongoing, significant increase in federal assistance. Such
a step would, in turn, require identifying ways to limit future
growth in costs.
As previously outlined in this paper, Vermont’s waiver gave
the state unprecedented control to consolidate funding for most of
the state’s Medicaid programs, as well as to act as a public
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managed care organization, thereby allowing it to invest in services not otherwise covered by Medicaid and pursue innovative
reimbursement models. New York could explore whether similar
flexibility might be provided by the federal government during its
own waiver negotiations.
ii.

Using Savings and Redirecting Funds
Under a Medicaid Waiver

New York also can use the flexibility of the Medicaid waiver
process to generate and use savings for coverage initiatives. Currently, New York’s 1115 Medicaid waiver, the Federal-State
Health Reform Partnership (F-SHRP), which was most recently
negotiated with the federal government in 2006 and expires in
2011, is investing up to $1.5 billion in reform initiatives. The state
is required to generate $3 billion in gross Medicaid savings ($1.5
billion federal) over the five-year demonstration period. 63 New
York could generate more savings under this waiver by continuing to better manage chronic diseases for persons enrolled in
Medicaid, showing gains in population health improvement, or
shifting consumers to lower-cost providers, as is being done in
Minnesota and Vermont. 64
The state should continue to seek ways to lower costs by focusing on high-cost patients. As reported in a United Hospital
Fund publication, “the 4.5 million beneficiaries who did not use
long-term care services in FFY [federal fiscal year] 2004 collectively accounted for $16 billion in Medicaid spending. The top 1
percent (numbering about 45,000) accounted for 20 percent of
spending ($3 billion), at a per capita average of $71,000.” 65 Pilot
programs in seven New York health care organizations, aimed at
reshaping patient care and reducing costs, produced some striking results. For example, patients in a pilot program at Bellevue
Hospital Center recorded a 67 percent reduction in emergency department visits and 45 percent fewer inpatient admissions. If the
state could successfully curb even 10 percent of expenditures for
these high-cost patients through such strategies as avoiding hospitalizations, the savings could be $300 million or more annually.
(Such steps would likely improve patient care dramatically, as
well.) Under current federal reimbursement rules, such savings
would be split between Washington, DC, and the state, with New
York City and the 57 counties. State officials could consider seeking federal approval of new waiver rules that would allow the
state and its localities to reap a higher proportion of such projected savings, given that Washington would benefit as well.
New York State also has the potential to realize more savings
through the waiver process by streamlining administration of the
Medicaid program. As it stands now, “more than a dozen state
entities, 57 counties and the City of New York, and private contractors all play roles in the administration of Medicaid.” 66 Efforts
are underway to reorganize Medicaid administration, but savings
from such actions could be clearly documented so money could be
directed toward coverage initiatives.
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The Citizens Budget Commission (CBC) estimated in 1995 that
nearly $3.1 billion could be saved from streamlined administration
of Medicaid and social services programs.67 CBC noted, for example, that a more centralized process could improve recovery of payments from the estates of long-term care recipients. Such recoveries
have become more frequent in recent years, but are still relatively
uncommon. The Rockefeller Institute’s Health Policy Research Center reported recently that counties across the state vary significantly
in the proportion of Medicaid long-term care applications they
deny because of asset transfers.68 Such variations may suggest the
potential for significant programmatic savings if Medicaid were administered consistently throughout New York. While the CBC report covered major programs outside Medicaid, and some of its
recommendations have been implemented over the past decade,
centralizing certain administrative duties under Medicaid would
likely produce savings. The state will spend more than $1.1 billion
on Medicaid administration this fiscal year, according to the
2009-10 Executive Budget. Such costs are split almost evenly between the state’s General Fund and federal aid. Achieving administrative efficiencies of 15 percent, for example, would save the state
more than $75 million and produce similar savings for the federal
government that New York officials might seek to convert, at least
in part, to additional savings for the state.
In addition to examining ways to use funds created through
efficiencies, the state also could use the waiver process to redirect
portions of other spending, such as graduate medical education or
disproportionate hospital share payments, and receive a new federal match for coverage initiatives. More effective management of
such a large portion of the budget could free up substantial resources for expansion of health coverage. One example of a redirection of funds included moving $141.3 million in graduate
medical education funding to provide more resources for indigent
care.69
In FY 2009 New York will receive over $1.6 billion in federal
disproportionate share hospital allotments. 70 This figure is 14 percent of all DSH funds nationally.71 In 2006, the Urban Institute estimated that $3.5 billion in government funding was transferred to
uninsured care providers in New York. Some of these payments
helped offset Medicaid underpayments while most of the remaining amount helped pay for uncompensated care. 72 Instead of retroactively reimbursing for uncompensated (and presumably less
well managed care), the state could use some of these dollars to
cover more uninsured.
Challenges for New York include successfully addressing the
politics of shifting dollars from one area to another, effectively
quantifying these savings, and realizing them in a timely manner.
In seeking additional federal matching dollars, the state should
evaluate whether it has the fiscal capacity to finance the state
share of Medicaid. It also might keep in mind that not all federal
administrations will be supportive of such expansions or
Page 20

www.rockinst.org

Health Policy Research Center

State Financing for Health Coverage Initiatives: Observations and Options

negotiations, and that waivers will be subject to renegotiation and
therefore potential changes.
iii.

Broad-Based Taxes

This paper does not examine in-depth the possibility of increasing the state’s broad-based taxes — those on personal income, sales and use of goods and services, and corporate income
— to pay for expanded health coverage. Such broad tax increases,
when enacted, are generally intended to provide revenue for a
range of public services, including existing health programs and
public education. State leaders are well aware of such revenue options and make choices, as part of each year’s budget deliberations, whether to change the structure of broad-based taxes.
As part of the current debate in Washington over health care
reform, some observers have suggested including in taxable income the cost of employer-paid contributions for health insurance
and long-term care insurance. Such contributions are currently excluded from federal taxable income and, because New York’s income-tax structure follows the federal system for most purposes
of defining taxable income, from New York tax as well. The
state-level exclusion reduces New York taxpayer liability by an estimated $3.7 billion this year, according to the New York State Department of Taxation and Finance. 73 Outright elimination of the
existing federal exclusion would be highly controversial and is
speculative at this point. However, if Congress revises federal law
in this area, New York policymakers may wish to consider conforming to any such change as one means of generating new revenue for health-insurance coverage.
Governor Paterson and the legislature agreed to create a new
broad-based tax this year in the form of a payroll tax on employers within the 12-county Metropolitan Commuter Transportation
District that will be used to expand services for the Metropolitan
Transportation Authority. This payroll tax of 34 cents on every
$100 of payroll is expected to generate $1.53 billion annually. 74
Supporters of the payroll tax for downstate transportation argued
that it would support services that provide broad benefits to the
region. Advocates of more widespread health-insurance coverage
might make similar arguments. Opponents of the new tax criticize
it as potentially harmful to the regional economy, where overall
tax burdens are already relatively high. Recommendations for
funding streams for coverage initiatives in California included a
small payroll tax as one of several sources of revenue. It was
thought that a payroll tax would be a more stable funding source
if there were fluctuations in other revenue sources. 75, 76
iv.

Provider Taxes

Taxes on the health care industry are another substantial
source of revenue for funding coverage initiatives. In New York,
taxes on insurers include a covered lives assessment or charge for
each individual policyholder. The 2009-10 enacted budget reflects
$920 million in assessments placed upon state insurers, as well as
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the extension of the covered lives assessment to insurers headquartered out-of-state ($5 million).77
A review of provider taxes by the National Conference of State
Legislatures (NCSL) indicates that New York taxes a number of different types of providers and that in some instances, the taxes are
higher than other states.78 Specific revenues from providers for fiscal years 2008-09 and 2009-10 in New York are shown in Table 1.
Hospitals assessments, which are the largest source of funding
for HCRA, will increase in the coming
Table 1. Overview of Revenues from Provider Taxes and Assessments in NYS
year, as will taxes on
2008-09
2009-10
Change
($ millions)
($ millions)
($ millions)
Provider Assessments - Base Collections:
insurers.79 Like some
HCRA Surcharges on Hospitals/Clinics*
$2,054
$2,143
$89
other states, New
HCRA Covered Lives Assessment (CLA)*
$925
$920
-$5
York has previously
HCRA 1% Hospital Assessment*
$294
$306
$11
Nursing Home 6% Assessment*
$548
$548
$0
turned to taxes on
Sub Total Base Collections
$3,821
$3,917
$95
health providers and
health insurers to
Enacted Deficit Reduction Plan (DRP) / Budget Proposals:
DRP: Increase HCRA Covered Lives Assessment
$120
$120
$0
provide new reveDRP: Shift HCRA Healthy NY / HMO Direct Pay to 332 Ins. Assessment
$178
$222
$44
nue. In April 2009,
Expand HCRA Covered Lives Assessment to Out of State Insurers
$0
$5
$5
Colorado instituted a
Increase HCRA Surcharges to 9.63%
$0
$99
$99
hospital provider fee
Re-establish Hospital Assessment @ 0.35%
$0
$124
$124
Re-establish Home Care Assessment @ 0.35%
$0
$14
$14
to increase Medicaid
Sub Total Enacted DRP / Budget Collections
$298
$584
$287
eligibility levels for
parents and single
Total Collections
$4,119
$4,501
$382
* Source: New York State Division of the Budget. *2008-09 amount reflects actual collections per Office of the State Comptroller.
adults, children and
pregnant women,
and others.80 In Massachusetts, the state enacted mid-year one-time
assessment increases on hospitals and insurers to help with a funding shortfall resulting from higher than expected enrollment in the
program.81 In New York, .05 percent average increase could produce
as much as $225 million in new revenues.
Taxes on the health care industry are a robust source of revenue because they keep pace with cost growth in health care. But
the question for New York policymakers is how much higher the
state can raise these taxes. If the tax increases raise the cost of care
too much, the revenue gains may be negatively offset by the number of persons who can no longer afford coverage. Various studies
have shown that increases in the cost of health insurance may
drive increases in the number of uninsured. Careful examination
of the link between provider taxes and the cost of health insurance
would help to inform decisions on this issue.
v.

Sin Taxes

New York could revisit the possibility of instituting a soda tax
or sin taxes, such as those on tobacco and alcohol products. Although the recent resistance to the state’s proposed tax on nondiet
soda and the defeat of a similar measure in Maine are not positive
harbingers that such a tax would be successful in the future, there
are at least a dozen other states that have targeted sales taxes on
items such as soda, candy, or sweetened beverages. 82 New York
might examine more closely how these states define the products
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being taxed, tax rates, whether there was public opposition, and
the ability of such sources to generate revenue for coverage.
Tobacco taxes have been a substantial source of revenue for
New York. The state raised the tobacco tax in 2008 to $2.75 per
pack, the highest in the nation. 83 In New York City and certain
other jurisdictions, locally imposed levies add substantially to the
tax. The state tobacco tax generated $973 million in 2008. 84 An additional 1 percent increase in the tobacco tax, for example, could
generate approximately $9.7 million in new revenue. However, it
is not clear how much higher the state can raise these taxes before
taxable consumption drops to the point where the revenue generated is less than what it would be with no tax increase. 85
One study that examined the effect of taxes on consumption
and revenues concluded taxes typically raise revenues. 86 The
study also found that the proportionate reduction in demand for
alcohol after introduction of a tax was smaller than the proportionate size of the tax revenue increase, because consumers
respond slowly to price hikes.
New York’s taxes on spirits, wine, and beer were $6.44, $.19,
and $.11 per gallon, respectively, as of January 1, 2009.87 Compared
to New York, taxes on spirits were at least twice as high in states
like Oregon, Washington, and Virginia.88 (On the other hand, states
such as California, Connecticut, and Maryland impose some alcoholic-beverage taxes that are lower than those in New York.) If
New York raised alcohol taxes by, for example 5 percent, it could
generate approximately $10.3 million in new revenues.89
The enacted 2009-10 state budget increases alcoholic beverage
taxes on wine and beer, generating an estimated $14 million in
new revenue.90 At least a dozen states have considered
stand-alone alcohol tax increases. 91 Proposals in New York’s executive budget, but not in the enacted budget — including a proposal to allow the sale of wine in grocery stores that was rejected
by the legislature — would have generated a further revenue increase of more than $100 million. However, such taxes would
have likely gone to general revenues rather than earmarked for
state coverage initiatives.
In addition, had the governor’s proposed 18 percent “soda
tax” passed it would have generated an additional $404 million in
revenue. If the public were willing to support a tax in the future if
it was earmarked for universal coverage, the governor or legislature could consider reintroducing the tax.
The state also might consider generating revenue for health
coverage by collecting taxes on cigarettes sold on Native American reservations to non-Native Americans. Projections about the
amount of revenue that could be generated from this source range
from $70 million to $400 million in revenues. 92
vi.

Employer Contributions

In Massachusetts and Vermont, employer contributions in the
form of fees have been small but have been important to the concept of sharing responsibility for financing. New approaches that
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promote employer-based health care, such as Section 125 plans or
health savings accounts, or an individual mandate to obtain coverage could also be considered as a means for bolstering employer
coverage and avoiding the need for public health coverage or
additional public financing.
The individual mandate in Massachusetts was significant in
assuring that individuals accessed employer-sponsored coverage.
In fact, the business community estimated that as much as $750
million in employer contributions was generated for their share of
the premiums once individuals signed up for employer-sponsored
insurance.93 Such a strategy is unlikely to be robust enough to offset the total costs for financing universal coverage but it could
help alleviate the need for new government revenues.

VI. Conclusion
Most of the potential revenue streams discussed in this paper,
if implemented on their own may not be robust enough to finance
universal coverage, suggesting that states will either have to move
incrementally with coverage initiatives, significantly reduce the
rate of health care cost growth, or draw upon multiple sources in
attempting to finance universal coverage. However, the report
identifies several potential revenue sources that could make financing for universal coverage in New York possible. The state
also could take advantage of a timely opportunity to secure federal funds for coverage initiatives through the Health Resources
Services Administration.
Even if New York is able to secure funds, the experience of
Massachusetts suggests that New York should implement strategies that lower costs. Massachusetts is experiencing difficulty sustaining financing for its universal coverage program and has
established a commission that is examining ways to control cost
growth.94 The commission is expected to recommend changes to
the way doctors and hospitals are reimbursed. New York is already engaged in reimbursement reforms, and continuing these
reforms could potentially lower future costs and the need for revenue.
Beyond the question of what revenue sources to draw upon,
the process that New York uses to determine sources for financing
coverage initiatives will also be important. A shared approach to
financing that involves contributions from several different
groups, and a process that is iterative and allows for public input,
may be viewed as more equitable. An approach of shared responsibility for financing was important to initial success in Massachusetts and could be important for other states as they seek ways to
finance coverage initiatives.95
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