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In the next few months, the House will likely consider legislation to reauthorize the State Children’s Health Insurance Program (SCHIP).  This brief outlines the program’s history and examines current proposals and issues in the context of reauthorization.
Background:
SCHIP was established by Congress with passage of the Balanced Budget Act of 1997, which authorized $40 billion for the program through FY 2007, apportioning specific amounts for each year.  Under the program, a federal block grant is awarded to states to provide health insurance to children from families with income above Medicaid eligibility levels.   From the total annual appropriation, every state is allotted a block of funding for the year (its “original allotment”), based on a statutory formula established in the original legislation.  
States are given three years to spend each year’s original allotment, and at the end of the three-year period, any unused funds are redistributed to states that have exhausted their allotment.  This has created an incentive for states to spend their allotment, since “shortfalls” are typically addressed through the redistribution process or through an additional federal appropriation.  In 2001, only 12 states exhausted their allotment; however, in 2006, 40 states used all available funds.  In that same time period, unused state funds dropped from $2 billion to only $170 million.
  SCHIP spending has significantly increased as states have chosen to cover pregnant women, childless adults, and children from families with incomes of more than 200 percent of poverty.  From 2002 to 2005, the redistribution process and leftover amounts from previous years’ balances were sufficient enough to address shortfalls.  However, in 2006, Congress stepped in and appropriated an additional $283 million to cover the funding shortfall created by increased SCHIP spending, and $393 million was recently awarded to address the expected FY 2007 shortfall.  The funding was attached to the Emergency Supplemental, intended to fund the Global War on Terror.
Reauthorization:
The debate over reauthorization will likely focus on several areas, including: 1) the total annual federal appropriation for the program; 2) the formula for providing each state with their original allotment; 3) state flexibility regarding eligibility and enrollment requirements; and 4) the benefit package provided to enrollees.
1)  Annual Federal Allotment:  As previously noted, SCHIP was authorized at $40 billion over a ten year period through FY 2007, with actual annual appropriations ranging from $3.1 billion to $5 billion.  However, in the last two years, Congress has appropriated additional funds for the program to address shortfalls due to increased spending.  In FY 2007, Congress provided $5.0 billion for the program.  However, spending for the year is projected to exceed this level.  As such, it is likely that the Democrat Majority will seek to significantly increase the program’s overall authorization level.  In fact, several SCHIP proposals would increase the annual authorization to anywhere from $7.5 billion to $15 billion—a 50% to 300% increase over previous authorizations.  Increased authorization levels would likely be linked to a general expansion of the program, which could include covering additional children and adults or providing even more benefits to enrollees.  
2)  Funding Formula:  The annual original allotment to states is calculated by taking into account several factors, including the number of children in the state targeted to receive the benefit and the cost of providing coverage.  The number of children included in the formula is generated from the number of low-income children (200% of poverty and below, and under the age of 19) without health insurance and the number of all low-income children (such as those with private coverage).  It is likely that discussions regarding the original allotment will focus on the accuracy of information considered in the formula (total low-income children, etc), the weight of each individual factor, the need or lack thereof for allotment ceiling and floors, and the method for determining each state’s health care costs.  Other ideas for adjusting the allotment formula include rewarding states that are fiscally responsible with their funds and provide coverage to only the truly poor.
  

3)  Eligibility Expansion:  SCHIP was designed to target uninsured children from families with an income at or below 200% of poverty.  The law allows states with Medicaid eligibility levels nearing the 200% mark, to extend coverage to those at 50% above Medicaid eligibility.  According to the Heritage Foundation, 15 states have expanded coverage to children exceeding 200% of poverty, nine of which have set eligibility at 300% or above.  In addition, 15 states have used the federal waiver process to provide coverage to adults—a service not intended to be offered through the State Children’s Health Insurance Program.  Twelve states provide coverage to parents of SCHIP enrollees, seven cover childless adults, and seven provide coverage to pregnant mothers.
  Some reauthorization proposals recommend giving states flexibility to cover other “non-traditional individuals” such as older children under Medicaid and legal immigrants in either SCHIP or Medicaid.  In addition, most proposals being discussed by the Majority would expand eligibility to anywhere from 300% to 400% of poverty.  The current poverty level for a family of four is $20,650.
  Increasing eligibility to suggested levels would result in providing SCHIP coverage to children from families with annual income between $61,950 and $82,600.  Under this scenario, it would be possible for a family to qualify for SCHIP coverage and also be subject to the Alternative Minimum Tax (AMT), a tax imposed on higher-income individuals to ensure they pay a minimum level of federal taxes. 

4)  Benefit Package:  Under the current system, states are given extensive flexibility to establish their SCHIP program.  States can choose to operate SCHIP as an extension of Medicaid, set up a separate program, or create a combination of the two.  Those states using an extension of Medicaid are required to comply with Medicaid rules and provide Medicaid benefits.  States operating separate programs can provide various types of coverage packages outlined in statute or approved by the Department of Health and Human Services.  In addition, states with a separate program can implement cost-sharing requirements—although very few states have taken advantage of this option.  Recent SCHIP proposals have suggested expanding required coverage of certain services, such as dental services, periodic screening, diagnostic, and treatment services, and rural health clinic services, and it is likely proponents will push to considerably broaden the scope of mandated coverage for the growing pool of enrollees. 

Cost:
The FY 2008 Budget Resolution assumes the baseline level of SCHIP funding, which is $25 billion over the FY 2008-FY 2012 period.  In addition, the budget provides for a deficit neutral reserve fund for additional SCHIP spending—this “fund” in the budget is essentially a statement of policy that the Majority would like to provide for additional SCHIP spending of up to $50 billion, with the requirement that it be paid for by either tax increases or decreases in other spending, in order to comply with House PAYGO rules.  As such, any SCHIP legislation exceeding the $5 billion annual baseline assumption, would need to include offsets for the amount over the baseline, by either a decrease in spending elsewhere, a tax increase, or some combination of the two.
In order to expand the SCHIP program to the extent proposed in various initiatives, it is likely that any legislation considered in the House would exceed the $5 billion annual funding level assumed in the baseline.  Reports indicate that the Democrat Majority may pay for spending increases by imposing a federal cigarette tax, reducing reimbursement rates to health care plans under the Medicare Advantage program (MA), or reductions in Medicare payments to various healthcare providers.  Some conservatives may be concerned that increasing taxes and discouraging free market approaches to providing Medicare to seniors are not appropriate offsets to pay for a sizable expansion of SCHIP.

The last time Congress approved a federal cigarette tax was in the Balanced Budget Act of 1997, which provided for a phased in-increase: from $0.24 to $0.34 per pack on January 1, 2000, and from $0.34 to $0.39 per pack on January 1, 2002.  Increasing this tax to 79 cents would generate $31 billion over five years.  Cuts to the Medicare Advantage program are also likely in order to reach the $50 billion offset mark.  MA provides seniors with the option to receive their Medicare coverage through a private health plan, and over 8 million beneficiaries (19%) receive coverage through this program.  Current law provides incentives for MA to offer benefits in rural areas which traditionally have been served only by regular Medicare.  These incentives offset the challenges associated with providing services to rural populations.  However, CBO has estimated that eliminate this incentive payment would save $64.8 billion over five years.  Opponents of this reduction contend that such a reduction might lead to private plans withdrawing from the MA program due to increased costs, funneling more seniors into traditional Medicare.
Conclusion:
SCHIP was designed to be a limited block grant to states, and was not created as an entitlement (such as Medicaid), which is automatically funded every year, with or without congressional approval.  Reauthorization efforts to increase authorization levels and expand eligibility to middle class families, as well as to adults, would significantly increase the program’s scope, cost, and mission.  Continued growth of SCHIP is likely to change the program to increasingly mirror an entitlement program, with limited fiscal accountability.  In addition, expanding SCHIP will generate a substantial shift away from the private health insurance market, by encouraging more and more children (and adults) to obtain health care coverage from the federal government.  According to CBO, this phenomena is already occurring, “…the increase in public coverage [SCHIP] has been partially offset by a reduction in private coverage. …some parents who otherwise would have enrolled their children in private coverage may prefer instead to switch their coverage to SCHIP” (emphasis added).  As a result of this movement away from the private market system and the incredible cost to the taxpayer, some conservatives may have serious concerns with various expansion efforts.
For additional reading on SCHIP reauthorization, please see these resources:

Heritage Foundation Backgrounder: Fixing SCHIP and Expanding Children’s Health Care Coverage:  http://www.heritage.org/Research/HealthCare/bg2029.cfm. 

CBO: The State Children’s Health Insurance Program:  http://www.cbo.gov/ftpdocs/80xx/doc8092/05-10-SCHIP.pdf.  
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