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State Children’s Health Insurance Program (SCHIP):
A Brief Overview

Summary

The Balanced Budget Act of 1997 (BBA 97; P.L. 105-33) established the State
Children’ s Health Insurance Program (SCHIP) under anew Title XXI of the Social
Security Act. In general, this program alows states to cover targeted low-income
children with no health insurance in families with income that is above Medicaid
eligibility levels. As of 2004, the upper income eligibility limit under SCHIP had
reached as high as 350% of the federal poverty level, or FPL (in one state).

Under SCHIP, states may enroll targeted low-income children in Medicaid,
create a new separate state program, or devise a combination of both approaches.
States choosing the Medicaid option must provide all mandatory benefits and all
optional servicescovered under thestate plan, and must follow thenominal Medicaid
cost-sharing rules. Ingeneral, separate state programsmust follow certain coverage
and benefit optionsoutlinedin SCHIPlaw. While some cost-sharing provisionsvary
by family income, the total annual aggregate cost-sharing (including premiums,
copayments, and other similar charges) for any family may not exceed 5% of total
incomein ayear. Preventive services are exempt from cost-sharing.

Nearly $40 billion has been appropriated for SCHIP for FY 1998 through
FY2007. Annua alotments among the states are determined by a formulathat is
based on a combination of the number of low-income children and low-income
uninsured children in the state, and includes a cost factor that representsthe average
health service industry wages in the state compared to the national average. Like
Medicaid, SCHIP is afederal-state matching program. While the Medicaid federal
medical assistance percentage (FMAP) ranged from 50% to 76% in FY 2006, the
enhanced SCHIP FMAP ranged from 65% to 83.2% across states.

All 50 states, the District of Columbia, and five territories have SCHIP
programsin operation. Asof June 2006, 17 use M edicaid expansions, 18 use separate
state programs, and 21 use a combination approach. Since initial enrollment in
FY 1998, many states have amended their original SCHIP plans. For example,
approved amendments and waivers expand eligibility, define new copayment
standards, and/or modify benefit packages.

Approximately 6.2 million children were enrolled in SCHIP during FY 2004.
In addition, eight states reported enrolling about 646,000 adults in SCHIP through
program waivers. Spendingwasslow intheearly yearsof SCHIP dueat least in part
to lower than expected enrollment. But that trend changed in more recent years and
hasled some statesto exhaust their federal SCHIPfunds. The Deficit Reduction Act
of 2005 (DRA; P.L. 109-171) provided a new appropriation of $283 million to
addressanticipated FY 2006 shortfallsin federal SCHIPfunding. The Congressional
Research Service (CRS) SCHIP Projection Model projects that four states will till
experience shortfallsin FY 2006, totaling $2.75 million. Thismodel projectsthat 18
states will experience shortfalls in FY2007. SCHIP reauthorization and financing
issues are likely to be addressed by Congressin this fiscal year or in FY 2007.
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State Children’s Health Insurance Program
(SCHIP): A Brief Overview

The Balanced Budget Act of 1997 (BBA 97; P.L. 105-33) established the State
Children’ s Health Insurance Program (SCHIP) under anew Title X X1 of the Social
Security Act. The program offersfederal matching fundsto states and territoriesto
provide health insurance to certain low-income children.

Eligibility

In general, Title XXI defines atargeted low-income child as one who is under
the age of 19 years with no health insurance, and who would not have been eligible
for Medicaid under the rulesin effect in the state on March 31, 1997. States can set
the upper income level for targeted low-income children up to 200% of the federal
poverty level (FPL),! or if the applicable Medicaid income level for childrenisat or
above 200% FPL prior to SCHIP, the upper incomelimit may be raised an additional
50 percentage points above that level.

Within these general rules, states may provide medical assistanceto qualifying
children in two basic ways. They may cover such children under their Medicaid
programs and/or they may create a separate SCHIP program for this purpose. (More
details on available benefits under each approach are described in the next section.)
When states provide Medicaid coverage to targeted low-income children, Medicaid
rulestypically apply. When states provide coverageto targeted |ow-income children
through separate SCHIP programs, Title XXI rulestypically apply. Inboth cases, the
federal share of program costs comes from federal SCHIP appropriations (also
described in further detail below).

Title X X1 doesnot establish anindividual entitlement to benefits. Instead, Title
XXI entitles states with approved state SCHIP plans to pre-determined federal
allotments based on a distribution formula set in the law (explained further below).
However, targeted low-income children covered under Medicaid are entitled to the
benefits offered under that program asdictated by Medicaid law. No suchindividual
entitlement exists for targeted low-income children covered in separate SCHIP
programs.

States may cover targeted |ow-income children by expanding their Medicaid
programsin thefollowing ways. (1) by establishing anew optional eigibility group

! In 2006, the poverty guideline in the 48 contiguous states and the District of Columbiais
$20,000 for afamily of four. (“Annua Update of the HHS Poverty Guidelines,” 71 Federal
Register 3848, Jan. 24, 2006.)
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for such children as authorized in Title XXI, and/or (2) by liberalizing the financial
rules’ for any of several existing Medicaid igibility categories.

Many states have chosen to cover targeted low-income children under existing
Medicaid eligibility pathways, especially Medicaid' s poverty-related child groups,
rather than by establishing the Title XX | optional coverage group.® Such a strategy
reduces the administrative burden of creating and implementing a new coverage
group.*

States may also provide coverage to targeted low-income children by creating
aseparate SCHIP program. States define the group of targeted low-income children
who may enroll in separate SCHIP programs. Title XXI alows states to use the
following factors in determining eligibility: geography (e.g., sub-state areas or
statewide), age (e.g., subgroups under 19), income, resources, residency, disability
status (so long as any standard relating to that status does not restrict eligibility),
access to or coverage under other health insurance (to establish whether such
access/coverage precludes SCHIP dligibility), and duration of SCHIP enrollment.

As of FY 2004, the upper income eligibility limit under SCHIP had reached
350% of the FPL (see Table1).> Twenty-five statesand the District of Columbiahad
established upper income limits at 200% FPL. Another 13 states exceeded 200%
FPL. Theremaining 12 states set maximum income levels below 200% FPL.°

2 Under Medicaid law, Section 1902(r)(2) authority may be used to liberalize income and
resource methodologies for a number of groups, including, for example, poverty-related
children (i.e., those under age 6 in familieswith income up to 133% FPL and those between
ages 6 and 18 in families with income up to 100% FPL). That same authority can be used
toliberalizefinancial rulesfor SCHIP purposes. Family coverageisprovided under Section
1931. Thissection hasits own provisions for liberalizing income and resource standards.

3 Personal communicationwith Judy Rhoades, Centersfor Medicareand Medicaid Services,
June 5, 2003.

“ Becauseindividuals can have other health insurance and still be covered by Medicaid, this
approach also allows states to bring into Medicaid otherwise ineligible higher-income
children regardless of their other health insurance status. Under thisstrategy, for example,
states can provide Medicaid benefitsto additional children whose existing health insurance
is limited (sometimes referred to as under-insured). When states liberalize the financia
rules for existing Medicaid eligibility groups, the federal share of the costs for services
provided to the subset without other health insurance — the targeted low-income children
— ispaidfor out of SCHIP funds (described in further detail below). The federal share of
the costsfor services delivered to the remaining children with other health insuranceispaid
for by Medicaid.

® For determining income eligibility for SCHIP and Medicaid, some states apply “income
disregards.” These are specified dollar amounts subtracted from gross income to compute
net income, which isthen compared to the applicableincomecriterion. Such disregardsmay
increase the effective income level above the stated standard.

¢ States may apply resource, or asset, tests in determining financial eligibility, but are not
required to do so. In stateswith aresource test, individuals must have resources for which
the dollar value is less than a specified standard amount in order to qualify for coverage.

(continued...)
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Benefits

As noted above, when designing their SCHIP programs, states may cover
targeted low-income children under their Medicaid program, create a new separate
SCHIP program, or devise a combination of both approaches. Under limited
circumstances, states have the option to purchase a health benefits plan that is
provided by a community-based health delivery system (e.g., federally funded
community health centersor hospital sthat recei ve supplemental paymentsfor serving
adisproportionate share of Medicaid or other |ow-income popul ations) or to purchase
family coverage under a group health plan.

States that offer Medicaid coverage to targeted low-income children must
providethefull range of mandatory Medicaid benefits, aswell asall optional services
specified in their state Medicaid plans. As an aternative to providing all of the
mandatory and selected optional benefits under traditional Medicaid, DRA gives
states the option to enrol | state-specified groupsin new benchmark and benchmark-
equivaent benefit plans. These plans are nearly identical to the benefit packages
offered through separate SCHIP programs (described below). For any child under
age 19 in one of the major mandatory and optional Medicaid €eligibility groups,
including targeted low-income children, the benefits available through the Early and
Periodic Screening, Diagnostic, and Treatment (EPSDT) Program must be provided.
Under EPSDT, children receivewell-child care, immunizations, and other screening
services, aswell asmedical care necessary to correct or ameliorateidentified defects,
illnesses, or conditions, including optional services states may not otherwise cover
in their Medicaid programs.

States that choose to create separate SCHIP programs may elect any of three
benefit options: (1) a benchmark benefit package, (2) benchmark equivalent
coverage, or (3) any other heath benefits plan that the Secretary of Health and
Human Services determines will provide appropriate coverage to the targeted
population of uninsured children.”

A benchmark benefit package is one of the following three plans: (1) the
standard Blue Cross/Blue Shield preferred provider option plan offered under the
Federal Employees Health Benefits Program (FEHBP), (2) the health coverage that
isoffered and generally avail able to state employeesin the stateinvol ved, and (3) the
health coveragethat isoffered by aheal th mai ntenance organi zation (HM O) with the
largest commercial (non-Medicaid) enrollment in the state involved.

Benchmark-equivalent coverageisdefined as apackage of benefitsthat hasthe
same actuarial value as one of the benchmark benefit packages. A state choosing to

& (...continued)

States determine what items constitute countabl e resources and the dollar value assigned to
those countable resources. Assets may include, for example, cars, savings accounts, real
estate, trust funds, tax credits, etc.

" When the law establishing SCHIP was enacted, existing state programs in Florida, New
York, and Pennsylvania were designated as meeting the minimum benefit requirements
under SCHIP (i.e., these programs were grandfathered into SCHIP).



CRSA4

provide benchmark-equivalent coverage must cover each of the benefitsinthe®basic
benefits category.” The benefits in the basic benefits category are inpatient and
outpatient hospital services, physicians' surgical and medical services, lab and x-ray
services, and well-baby and well-child care, including age-appropriate
immunizations. Benchmark-equivalent coverage must also include at least 75% of
the actuarial value of coverage under the benchmark plan for each of the benefitsin
the “additional service category.” These additional services include prescription
drugs, mental health services, vision services, and hearing services. States are
encouraged to cover other categories of service not listed above. Abortions may not
be covered, except in the case of apregnancy resulting from rape or incest, or when
an abortion is necessary to save the mother’slife.

Cost-Sharing

Cost-sharing refers to the out-of-pocket payments made by beneficiaries of a
health insurance plan. Cost-sharing may include, for example, monthly premiums,
enrollment fees, deductibles, copayments, coinsurance and other similar charges.

Federa law permits states to impose cost-sharing for some beneficiaries and
some services under SCHIP. States that cover targeted low-income children under
Medicaid must follow the nomina cost-sharing rules of the Medicaid program.
Under these rules, the majority of such children are exempt. Children who are 18
years of age and enrolled in Medicaid expansions under SCHIP may be subject to
service-related cost-sharing (e.g., copayments) at state option.

DRA provides states with anew option for premiums and service-related cost-
sharing that may be applied to targeted |ow-income children under SCHIP Medicaid
expansion programs. For children in families with income between 100%-150%
FPL, no premiums may be imposed; however, service-related cost-sharing may be
applied to up to 10% of the cost of the item or service rendered. For children in
familieswith incomeabove 150% FPL, premiumsareallowed (no limit isspecified),
and service-related cost-sharing may be applied to up to 20% of the cost of theitem
or servicerendered. For all individuals, thetotal aggregate amount of all cost-sharing
cannot exceed 5% of family income (on aquarterly or monthly basis as specified by
the state). Preventive service for children is exempt from DRA cost-sharing. The
nominal Medicaid cost-sharing amounts in regulation will be indexed by medical
care inflation (increased) over time. Special rules apply to cost-sharing for
prescription drugs, and for emergency room copayments for non-emergency care.
DRA also allows states to condition continuing Medicaid eligibility on the payment
of premiums. Providers may also be allowed to deny carefor failureto pay service-
related cost-sharing.

If a state implements SCHIP through a separate state program, premiums or
enrollment fees for program participation may be imposed, but the maximum
allowable amount is dependent on family income. For all families with incomes
under 150% FPL and enrolled in separate state programs, premiums may not exceed
the amounts set forth in federal Medicaid regulations. Additionally, these families
may be charged service-related cost-sharing, but such cost-sharing islimited to (1)
nominal amounts defined in federal Medicaid regulations for the subgroup with
income below 100% FPL, and (2) dlightly higher amounts defined in SCHIP
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regulations for families with income between 100%-150% FPL. For afamily with
income above 150% FPL , cost-sharing may beimposed in any amount, provided that
cost-sharing for higher-income children is not less than cost-sharing for lower-
income children.

Under SCHIPlaw, thetotal annual aggregate cost-sharing (including premiums,
deductibles, copayments, and any other charges) for all childreninany SCHIPfamily
may not exceed 5% of total family income for the year. In addition, states are
required to inform families of these limits and provide a mechanism for familiesto
stop paying once the cost-sharing limits have been reached.

Preventive services are exempt from cost-sharing for al SCHIP families
regardiess of income. The Centers for Medicare and Medicaid Services (CMYS)
defines preventive services to include the following: all healthy newborn inpatient
physician visits, including routine screening (inpatient and outpatient); routine
physical examinations; laboratory tests; immunizations and related office visits; and
routine preventive and diagnostic dental services (for example, oral examinations,
prophylaxis and topical fluoride applications, sealants, and x-rays).

Financing

Federal financing of SCHIP includesthree major components:. (1) total federa
appropriationsand the distribution of thosefundsamong the statesand territories, (2)
reallocation of unspent federal funds, and (3) other factorsaffecting federal financing
including the federal matching rate and caps on administrative expenses.

Federal Appropriations and Distribution Among the States and
Territories. BBA 97 appropriated atotal of $39.7 billion for SCHIP for FY 1998-
FY2007.2 The funding level by fisca year varies across time. The total annual
appropriation for each of FY 1998-FY 2001 was alittle more than $4.2 billion. This
annual total dropped to alittle under $3.2 billion in FY2002-FY2004. Then the
appropriation rose to about $4.1 billion for FY 2005 and FY 2006, with a further
increase to roughly $5.0 billion in FY2007. The drop in funding for FY2002-
FY 2004, sometimes referred to as the “SCHIP dip,” was written into SCHIP's
authorizing legislation due to budgetary constraints applicable at the time the
legislation was drafted.

Allotment of funds among the statesisdetermined by aformulasetinlaw. This
formula is based on a combination of the number of low-income children and
uninsured low-income children in the state, and includes acost factor that represents
averagewagesinthestates’ health serviceindustry compared to thenational average.

8 From the original appropriated amounts specified in BBA 97, the law set aside 0.25% of
SCHIPfundsfor fiveterritories (Puerto Rico, Guam, Virgin Islands, American Samoa, and
the Northern Mariana Islands). Later, funds were added to the total annual appropriation
and earmarked for the territoriesfor each year beginningin FY 1999. For FY 1998-FY 2002
only, $60 million annually was set aside for special diabetes grants.
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Annual allotmentsarebasically separate, sequential funding accounts. For each
state and territory, the account for a given fiscal year is made available at the
beginning of that year, and remains available for up to three years. For example,
FY 2004 alotments are available until the end of FY2006. Typicaly, SCHIP
payments are taken out of the earliest active account. Oncethat fiscal year allotment
isfully expended, and the next year’ sallotment becomesavailable (active), statescan
begin to access the next fiscal year’s allotment, and so forth.

Reallocation of Unspent Federal Funds. At the end of the applicable
three-year period of availability, unspent all otmentsare subject to reall ocation among
the states. The rulesregarding reallocation vary by fiscal year. Generally, the year-
specific rules divide states into two groups for the purpose of reallocation:

o those states that fully exhaust the applicable origina allotment by
thethree-year deadline, called redistribution states (shownin Table
2 by fiscal year), and

o thosestatesthat did not exhaust the applicable origina alotment by
the three-year deadline, called retention states.

(Territoriesaretreated differently; seethe” Legislative History” section at the end of
this report for more details.)

In the first reallocation legidation for FY1998 and FY 1999 (P.L. 106-554),
redistribution states (12 in FY 1998 and 13 in FY 1999) were given access to unspent
fundsfrom other statesequal to their excess spending abovetheir original alotments
during the applicable three-year period. After a set-aside of 1.05% of the total
unspent funds for territories that fully exhausted their original allotments (all five),
the remaining unused funds were divided among the retention statesin proportion to
their contribution to the total pool of unspent funds. In contrast, under the second
reallocation legidlation for FY 2000 and FY 2001 (P.L. 108-74), adifferent rule was
used. A set-aside of 1.05% of the total unspent funds was made for territories that
fully exhausted their original alotments (again, al five). Then, retention states kept
one-half of their unused funds. The remaining unspent funds were then distributed
among redistribution states (14 for FY 2000 and 19 for FY 2001) in proportiontotheir
contribution to the total pool of excess spending.®

Because no law was enacted specifying otherwise, the reallocation process
followed BBA 97 requirements for unspent FY 2002 funds. Under thislaw, unspent
allotmentsare subject to redistribution among only those statesthat fully expend their
allotmentsby the applicablethree-year deadline, by amethod to be determined by the
Secretary of Health and Human Services. States that were projected to exhaust all
of their available federal SCHIP accounts in FY 2005, based on their estimated

° Finally, P.L. 108-74 also permits certain states to spend their available balances from
FY 1998-FY 2001 (up to a maximum of 20% of those original allotments) for services
delivered to Medicaid beneficiaries under age 19 who are not otherwise eligible for SCHIP
and have family income that exceeds 150% of the FPL. Subsequently, P.L. 108-127
modified the definition of a state that qualifies to make such expenditures. In addition, the
Deficit Reduction Act of 2005 (P.L. 109-171) continued this authority with respect to
FY 2004 and FY 2005 funds. Seethe “Legidative History” section below for details.
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FY 2005 expenditures, received accessto FY 2002 redistribution money equal to that
estimated shortfall. Thesix “shortfall states” were Arizona, Minnesota, Mississippi,
Nebraska, New Jersey, and Rhodelsland. Theremaining balanceof unspent FY 2002
funds was then divided among a total of 28 redistribution states, including the six
shortfall states, based on each such state’ s percentage of the total excess spending
above the FY 2002 allotments during the three-year period of availability of these
funds.’® Also according to BBA 97, reallocation pots expire at the end of one year.
In the case of reallocated FY 2002 funds, the expiration date was the end of FY 2005.

For FY 2006, the Secretary was required to distribute both unspent FY 2003
original alotments and the new appropriation of $283 million to cover shortfals
provided by the Deficit Reduction Act of 2005 (DRA; P.L. 109-171)." First, the
Secretary of HHS distributed the DRA funds to the eight states that covered only
children and were expected to experience shortfallsin FY 2006. (DRA prohibitsthe
use of these funds for non-pregnant adults; coverage for pregnant women is
considered to be coverage of children). These eight states are lowa, Maryland,
M assachusetts, Mississippi, Missouri, Nebraska, North Carolina, and South Dakota.
These DRA funds entirely eliminated the expected FY 2006 shortfall among these
eight states. The remaining DRA funds were then distributed to the four additional
shortfall statesthat al so cover adultsintheir SCHIP programs— Illinois, Minnesota,
New Jersey, and Rhode Island — ensuring that the amount of DRA funds to these
statesdid not exceed projected spending on children. Thesefour shortfall statesalso
received all of the unspent FY 2003 funds, which were not limited to covering the
costsof SCHIPbenefitsfor childrenonly. After thesereallocations, thefour shortfall
states that cover adults are still projected to have a shortfall of about $2.75 million
in FY2006. Thisdeficitisdueto the 1.05% set-aside from the $283 millionin DRA
funds earmarked for the territories that was not accounted for in determining the
total appropriation necessary tofully cover al anticipated shortfallsin FY 2006. Both
the reallocated unspent FY 2003 funds and the DRA funds are available only during
FY 2006.

Access to reallocated funds (i.e., redistributed and retained funds from prior
years) has added another layer of complexity to SCHIP financing. During FY 2006,
all states have access to original allotments from FY 2004, FY 2005, and FY 2006.
Sel ected states al so have accessto reall ocated FY 2003 funds and newly appropriated
DRA funds (described above). Generaly, when multiple accounts are available
simultaneously, expenditures are applied against reallocated and origina allotments
in chronological order from earliest to most recent. However, in regulations, CMS
has allowed redistribution statesonly (i.e., states with excess spending that qualified
them for redistribution of unspent funds from other states) the option of defining the

10 All five territories also exceeded their FY 2002 original allotments by the three-year
deadline. Aswith prior redistributions(seethe“ LegislativeHistory” sectionbelow for more
details), 1.05% of all unspent FY 2002 fundswas set asidefor theterritories. Each received
an amount equal to its origina alotment for FY2002 divided by the sum of FY 2002
allotments among the territories.

" For amore detailed description of the distribution of unspent FY 2003 original allotments
and the DRA funds, see by CRS Report RL32807, SCHIP Financing: Funding Projections
and State Redistribution Issues, by C. Peterson.
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order for applying expenditures against available redistribution accounts. That is, to
optimizethe use of funds, such states were given the flexibility to decide whether to
use redistributed funds before or after other available funds/accounts. Once a
specific order is chosen for agiven set of open accounts, such states are not allowed
to change that order (until a new redistribution account is added to the set).

Other Factors Affecting Federal Financing. Like Medicaid, SCHIPis
a federal-state matching program. For each dollar of state spending, the federal
government makesamatching payment drawn from SCHIP accounts. A state’ sshare
of program spending for Medicaid is equal to 100% minus the federal medical
assistance percentage (FMAP). The enhanced SCHIP FMAP is equal to a state's
Medicaid FMAP increased by the number of percentage pointsthat is equal to 30%
multiplied by the number of percentage points by which the FMAP is less than
100%. For example, in stateswith aMedicaid FMAP of 60%, the enhanced FMAP
equals the Medicaid FMAP increased by 12 percentage points (60% + [30%
multiplied by 40 percentage points] = 72%.) Inthisexample, the state shareis100%
- 72% = 28%.

Compared with the Medicaid FMAP, which ranges from 50% to 76% in
FY 2006, the enhanced FMAP for SCHIP ranges from 65% to 83.2%. All SCHIP
assistance for targeted low-income children, including coverage provided under
Medicaid, is €ligible for the enhanced FMAP. The Medicaid FMAP and the
enhanced SCHIP FMAP are subject to a ceiling of 83% and 85%, respectively.

Thereisalimit on federal spending for SCHIP administrative expenses, which
include activities such as data collection and reporting, as well as outreach and
education. For federal matching purposes, a10% cap appliesto state administrative
expenses. This cap is tied to the dollar amount that a state draws down from its
annual allotment to cover benefitsunder SCHIP, as opposed to 10% of astate’ stotal
annual alotment. In other words, no more than 10% of the federal fundsthat a state
drawsdownfor SCHIP benefit expenditures can be used for administrative expenses.

General Program Characteristics

All 50 dtates, the District of Columbia, and five territories have SCHIP
programs in operation. As of June 2006, 17 use Medicaid expansions, 18 use
separate state programs, and 21 use a combination approach. Three states received
authority under the Balanced Budget Act of 1997 to operate previously existing
comprehensive state-based plans as their separate SCHIP program. Among other
types of separate SCHIP programs, data from June 2003 indicate that most of the
benchmark and benchmark-equivalent plansare based on the state employees’ health
plan, and most secretary-approved plans are modeled after Medicaid.

12 The federal medical assistance percentage (FMAP) and the enhanced federal medical
assistance percentage (enhanced FMAP) are calculated and published annually by the
Secretary of DHHS. FMAP is a measure of the per capita income in each state, squared,
compared to that of the nation as awhole. Thisformulais designed to provide a higher
FMAP to states with lower per capitaincome.
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SCHIP programs across states are evolving rapidly, as evidenced by the
numerous changes states have made to their original state plans over time. As of
June 2006, 263 amendmentsto original state plans had been approved and 13 more
werein review.® Most states have multiple anendments. The content of the plan
amendments varies among states. For example, some states use amendments to
extend coverage beyond income levels defined in their original state plans. Others
definenew copayment standardsfor program participants. Still othersmodify benefit
packages.

In addition to the amendment process, states that want to make changesto their
SCHIP programs that go beyond what the law will allow may do so through what is
called a Section 1115 waiver (named for the section of the Social Security Act that
definesthe circumstances under which such waiversmay be granted). The Secretary
of Health and Human Services may waive certain statutory requirements for
conducting research and demonstration projects under SCHIP that allow states to
adapt their programsto specific needs. On August 4, 2001, the Bush Administration
announced the Health Insurance Flexibility and Accountability (HIFA)
Demonstration Initiative. Using Section 1115 waiver authority, this initiative is
designed to encourage states to extend Medicaid and SCHIP to the uninsured, with
aparticular emphasi son statewide approachesthat maximizeprivate heathinsurance
coverage options and target populations with income below 200% FPL.

Asof March 2006, 15 states had approved SCHIP Section 1115 waivers.** Four
additional Section 1115 waiver proposals (three for new waivers and one for an
amendment to an existing waiver) were under review at that time. Eleven states
(Arizona, Arkansas, California, Colorado, Idaho, Illinois, Michigan, New Jersey,
New Mexico, Oregon, and Virginia) have approved HIFA demonstrations. In 12
states with approved waivers (Arizona, California,™ Colorado, Idaho, Illinois,
Minnesota, New Jersey, New Mexico, Oregon, Rhode Island, Virginia, and
Wisconsin), SCHIP coverage is expanded to include one or more categories of
adults'® with children, typically parents of Medicaid/SCHIP children, caretaker
relatives, legal guardians, and/or pregnant women. Four states (Arizona, Michigan,
New Mexico, and Oregon) also cover childless adults under their waivers. The

¥ The source for this information can be found at [http://www.cms.hhs.gov/
L owCostHealthinsFamChild/downl oads/ SCHIPStatePlanActivityM ap.pdf].

14 The 15 states are Alaska, Arizona, Arkansas, California, Colorado, Idaho, Illinois,
Michigan, Minnesota, New Jersey, New Mexico, Oregon, Rhode Island, Virginia, and
Wisconsin. Thisinformationistakenfromthefollowingsource: [http://www.cms.hhs.gov/
L owCostHeal thinsFamChild/downl oads/ Section1115ReportA pprovedUnderReview.pdf].
Theremay beother combined Medicaid/SCHIPwaiversthat alsoimplement policiessimilar
to those described in this section. Such waivers are not represented in this discussion.

5 Cdlifornia has not yet implemented its parental expansion.

16 States have the option to purchase family coverage under a group health plan or health
insurance coverage that may cover adultsaslong asit is cost-effective to do so (relative to
the amount paid for comparable coverage for the children only), and it must not substitute
for health insurance that would otherwise be provided to the children. For states seeking
greater flexibility both in selecting which adultsto cover and in the benefit package offered
to those adults, awaiver isrequired.
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Deficit Reduction Act of 2005 (DRA) prohibits new waivers that would use SCHIP
funds to provide coverage to non-pregnant, childless adults (see the “Legidative
History” section below for more details).

In addition to expanding coverage to new populations under waivers, some
states have used this authority for other purposes. For example, two states (Alaska
and New Mexico) require periods of no insurance prior to enrollment under their
waivers.’” New Mexico al so modified its cost-sharing rulesfor targeted low-income
children under its Medicaid program. Seven states (Arkansas, Colorado, Idaho,
[llinois, New Mexico, Oregon, and Virginia) offer premium assistance programsfor
employer-sponsored insurance under waiver authority. New Y ork’s demonstration
provided temporary disaster relief in New Y ork City dueto the events of September
11, 2001. Finally, Ohio received approval to implement an annual enrollment fee
and to give 12 months of continuous €eligibility for certain targeted low-income
children in its Medicaid program.®

Trends in Enrollment and Expenditures

Early enrollment estimates indicated that nearly 1 million children (982,000)
were enrolled in SCHIP under 43 operational state programs as of December 1998.%°
Nearly two million children (1,979,450) were enrolled in SCHIP during FY 1999
under 53 operational state programs.?® Thelatest official numbers show that SCHIP
enrollment reached atotal of nearly 6.2 million children in FY 2004 (see Table 1).
Of this total, amost 4.4 million were covered in separate state programs, and 1.8
million were targeted |ow-income children under Medicaid.

Although total SCHIP enrollment has steadily increased over time at the
national level, somestateshave occasionally experienced year-to-year declinesinthe
number of children covered. For example, between FY 2003 and FY 2004,%* annual
SCHIP enrollment in 12 states fell. Seven of these states”? had single-digit

1 SCHIP separate state programs have the authority of impose waiting periods without
seeking special approval, and many do so. In general, for Medicaid expansions under
SCHIP, all Medicaid rulesapply. Thus, when stateswith SCHIP Medicaid expansions such
as Alaska and New Mexico want to implement other rules (e.g., establish waiting periods
before enrollment, implement enrollment fees, etc.), awaiver is required.

18 Due to a variety of budget and resource constraints, in May 2002, Ohio decided not to
implement its waiver.

9 U.S. Hedth Care Financing Administration, A Preliminary Estimate of the Children’s
Health Insurance Program Aggregate Enrollment Numbers Through Dec. 31, 1998
(background only), Apr. 20, 1999.

% U.S. Hedlth Care Financing Administration, The Sate Children’s Health Insurance
Program, Annual Enrollment Report, Oct. 1, 1998-Sept. 30, 1999 (no date).

2 For detailed state-by-state FY 2003 and FY 2004 SCHIP enrollment data for children and
adults, see [http://www.cms.hhs.gov/National SCHIPPolicy/SCHIPER/list.asp].

2 Maine -1.0%; Wisconsin -1.1%, Kansas -2.9%:; Arizona-3.1%:; Alaska-4.2%: Florida -
5.3%; and New Y ork -7.8%.
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percentage declines, while five states”® had double-digit percentage reductions in
enrollment.

Eight states also reported enrollment of about 646,000 adults in SCHIP in
FY 2004 (see Table 1), up from nearly 484,000 in FY 2003. Six of these states had
increases in adult enrollment between these two fiscal years, while two (Minnesota
and New Jersey) had a decline.®* Finally, in FY 2004, adult enrollment exceeded
child enrollment in four states (Arizona, Michigan, Minnesota, and Wisconsin).

Expenditures under SCHIP have been the subject of much debate and
controversy amost since the program’ sinception. Despite the fact that most states
began enrolling childrenin SCHIPinlate 1997 or 1998 (see Table 1), new programs
always take time to get off the ground and participation rates in the early years of
SCHIP rose more slowly than expected. As a consequence, spending was slow to
ramp up too, as evidenced by the fact that a minority of states (12 to 19, depending
on the year) fully expended their origina FY1998-FY 2001 allotments by the
applicable three-year deadlines (see Table 2). It was not until FY 2005, when the
redistribution of unspent FY 2002 funds took place, that more than half of the states
(28) succeeded in qualifying for a portion of these unused funds because they spent
all their own FY 2002 allotments within the three-year period of availability. Even
more states, atotal of 40, exhausted their FY 2003 allotments by the end of FY 2006.
But only selected shortfall states actually received the unspent FY 2003 funds, as
described above.

Table 3 provides a historical snapshot of SCHIP funding and expenditures for
FY 1998-FY 2005. A total of $30.5 hillion of the total federal SCHIP appropriation
of nearly $40 billion was made available to states and territories during this period.
By the end of FY2005, nearly 77% ($23.4 hillion) of these funds was spent.
However, an additional $1.4 billion available to 11 states actually expired by the
closeof FY 2005; these expired fundswere comprised of unspent FY 1998 to FY 2002
reallocated monies. The column displaying net funds gained or lost through the
reallocation process indicates that 31 states forfeited more funds to redistribution
than they received. California (-$1.5 billion) and Texas (-$808 million) had the
largest absolute net losses, while New Y ork ($1.8 billion)® and New Jersey ($531
million) had the largest absolute net gains.

Table 4 displays available SCHIP funds and estimated expenditures for the
current fiscal year, FY2006. During FY 2006, several SCHIP accounts are active,
including the following:

% Texas-10.4%; Maryland -14.3%; South Carolina-16.7%; Nevada-18.4%; and Nebraska
-26.8%.

2 |n one additional state, Colorado covered 1,423 adults under SCHIP in FY 2003, but did
not report adult enrollment datato CMS for FY 2004.

% Even though New York gained access to a lot of additional federal dollars through
reallocations during this period, $951 million in SCHIP funds for this state still expired by
the end of FY 2005.
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e reallocated FY 2003 funds and the new DRA appropriation of $283
million to cover shortfals, available only in FY 2006, and

e origina alotments for FY2004, FY2005, and FY2006, each
available for athree-year period.

Only 11 states forfeited unspent FY 2003 funds. As noted previously, only 12
of the 40 redistribution states (plus the five territories) received additional funds
through the reallocation of unspent FY 2003 funds and/or the DRA appropriation.
After thesedistributions, four shortfall states (specifically those covering adultsunder
SCHIP) are still projected to have a continuing shortfall of about $2.75 million in
FY2006. This deficit is due to the 1.05% set-aside for the territories that was not
accounted for in determining the total appropriation necessary to fully cover all
anticipated shortfallsin FY 2006. Of the$10.1 billion availablethisfiscal year, states
estimate they will spend nearly $6 billion during FY 2006.

Forthcoming SCHIP Issues

As with previous Congresses, the main SCHIP policy issue facing the 109"
Congressisfederal financing— specifically, dealing with insufficient unspent funds
to prevent state shortfalls as well as identifying the best method for allocating
original allotments among states. Inthe early years of SCHIP, the majority of states
had not used available SCHIP allotments within applicable time frames, and these
unspent funds were on the verge of expiring (to be returned to the Treasury). These
states wanted continued access to their unspent funds, perhaps to support program
expansions, but the law established in the Balanced Budget Act of 1997 (BBA 97)
required that such fundsberedistributed among only those statesthat fully exhausted
their own allotments (12 to 19 states, depending on the fiscal year). In response,
Congress passed reallocation legislation that tried to strike a balance between
rewarding fast-spending states with additional funds, while giving slow-spending
states continued access to a portion of their unused funds.

The BBA 97 rule applies to the redistribution of unspent SCHIP funds for
FY 2002 allotments forward. The Administration reallocated roughly $643 million
in unspent FY 2002 funds among 28 states that had exhausted their own FY 2002
allotments, six of which had projected shortfalsin FY 2005. For FY 2006, unspent
FY 2003 alotments and a new appropriation under DRA were distributed among 12
shortfall states only. While this distribution was intended to cover the shortfalls
among these states, a shortfall of $2.75 million remained due to a set-aside in the
DRA appropriation for the territories.

The 109" Congress continues to face a shrinking pool of unspent funds to be
reallocated among the states. With each passing year, more states have been ableto
spend their full allotments, leaving less and less funds to meet growing state
financing needs. States’ projected need for federal SCHIP fundsfor FY 2007 points
to alikely shortfall in 18 states.® In response, states may choose to cut back their

% CRS has devel oped amodel for projecting states’ need for federal SCHIP funds based on
current law assumptions. Resultsfromthisanalysisarediscussedin CRSReport RL 32807,
(continued...)
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programs through reducing the number of beneficiaries, limiting benefits, lowering
provider reimbursement rates, etc. However, itisimportant to notethat when SCHIP
was created under BBA 97, Congress intended for this program to be a capped
federal grant to states, not anindividual, open-ended entitlement; and SCHIPremains
so today.

In addition, Congress will also be faced with reauthorizing SCHIP either this
fiscal year or in FY2007, when the current period of authorization ends. Such
reauthorization may further define the core populations to be served under SCHIP
(i.e., children versus parents/caretaker relatives versus other adults), which may be
incorporated in new criteria for distributing federal funds — both reallocation of
unspent funds and new original allotments — among states into the future.

SCHIP Legislative History

Below isasummary of major SCHIP changes enacted in public laws beginning with
the legidlation authorizing the program in 1997:

Balanced Budget Act of 1997 (BBA 97), P.L. 105-33:

1. Creation of SCHIP. — Under BBA 97, the State Children’s Health Insurance
Program was established, effective August 5, 1997. A number of provisions
specified eligibility criteria; coverage requirements for health insurance; federal
allotments and the state allocation formula; payments to states and the enhanced
FMAPformula; theprocessfor submission, approval and amendment of state SCHIP
plans; strategic objectives and performance goals, and plan administration; annual
reportsand eval uations; optionsfor expanding coverage of children under Medicaid,;
and diabetes grant programs.

District of Columbia Appropriations Act of 1998, P.L. 105-100:

1. Increased Appropriation. Thislaw increased the FY 1998 SCHIP appropriation
from $4.275 billion to $4.295 billion.

Omnibus Consolidated and Emergency Supplemental Appropriation Act, FY 1999,
P.L. 105-277:

1. Increased Appropriationfor Territories. For FY 1999, an additional appropriation
of $32 million for the territories was provided, bringing the FY1999 total
appropriation to $4.307 billion.

2. Change in Allotment Formula Affecting Some Native American Children. For
FY 1998 and FY 1999, the law changed the annual state allotment formula by
stipulating that children with access to health care funded by the Indian Health

% (...continued)
SCHIP Financing: Funding Projections and State Redistribution Issues, by Chris L.
Peterson.
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Service and no other health insurance would be counted as uninsured (rather than as
insured as required under the previously existing law).

The Medicare, Medicaid and SCHIP Balanced Budget Refinement Act of 1999
(BBRA 99), incorporated by reference in the Consolidated Appropriations Act for
Fiscal Year 2000, P.L. 106-113:

1. Sabilizingthe SCHIP Allotment Formula. Annual federal allotmentsto each state
are determined in part by states' success in covering previously uninsured low-
income children under SCHIP. Under prior law, the more successful a state wasin
enrolling childrenin SCHIP, especially early inthe program, the greater the potential
reduction in subsequent annual allotments. To limit the amount a state’ s allocation
canfluctuatefrom oneyear to the next, BBRA 99 modified the allotment distribution
formula and established new floors and ceilings.

2. Targeted, Increased Allotments. Additional allotments for the commonwealths
and territories were provided for FY 2000-FY 2007.

3. Improved Data Collection. The law provided new funding for the collection of
data to produce reliable, annual state-level estimates of the number of uninsured
children. Thesedatachangeswill improveresearch and evaluation efforts. They will
also affect state-specific counts of the number of low-income children and the
number of such childrenwho are uninsured that feed into theformulathat determines
annual state-specific allotments from federal SCHIP appropriations.

4. Federal Evaluation. New funding was also provided for afederal evaluation? to
identify effective outreach and enrollment practices for both SCHIP and Medicaid,
barriers to enrollment, and factors influencing beneficiary drop-out.

5. Additional Reports and a Clearinghouse. The law also required (a) an inspector
general audit® and GAO report on enrollment of Medicaid-eligible children in
SCHIP,” (b) states to report annually the number of deliveries to pregnant women
and the number of infantswho receive services under the Maternal and Child Health
Services Block Grant or who are entitled to SCHIP benefits, and (c) the Secretary of
Health and Human Services to establish a clearinghouse for the consolidation and
coordination of all federal databases and reports regarding children’s health.

2 Implementation of the Sate Children’s Health Insurance Program: Momentum is
Increasing After aModest Start, First Annual Report, Cambridge, MA: MathematicaPolicy
Research, Inc., Jan. 2001. For additional reports describing results from other components
of thenational eval uation of SCHIP, goto[http://aspe.os.dhhs.gov/heal th/schi p/background.
htm].

% The OIG hasissued two audit reports: Department of Health and Human Services, Office
of Inspector General, State Children’s Health Insurance Program: Assessment of State
Evaluations Reports, OEI-05-00-00240, Feb. 2001, and Department of Health and Human
Services, Office of Inspector General, Sate Children's Health Insurance Program:
Ensuring Medicaid Eligibles are not Enrolled in SCHIP, OEI-05-00-00241, Feb. 2001.

2 U.S. General Accounting Office, Children’s Health Insurance: Inspector General
Reviews Should Be Expanded to Further Inform the Congress, GAO-02-512, Mar. 2002.
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Agriculture Risk Protection Act of 2000, P.L. 106-224:

1. Information Sharing. This law alows schools operating federally subsidized
school meal programs to take a more active role in identifying children eligible for,
and enrolling such childrenin, theMedicaid and SCHIP programs. It permitsschools
to shareincomeand other rel evant information coll ected when determining eligibility
for free and reduced-price school mealswith state Medicaid and SCHIP agencies, as
long asthereisawritten agreement that limits use of theinformation and parentsare
notified and given a chance to “opt out.”

2. Demonstration Project. Thelaw also establishes a demonstration project in one
state in which administrative funds under the Special Supplemental Nutrition
Program for Women, Infants and Children (WIC) may be used to help identify
children eligiblefor, and enroll such childrenin, the Medicaid and SCHIP programs.

Children’s Health Act of 2000, P.L. 106-310:

1. Rights of Institutionalized Children. The law requires that genera hospitals,
nursing facilities, intermediate care facility and other health care facilities receiving
federal funds, including SCHIP, protect therightsof each resident, including theright
to be free from physical or mental abuse, corporal punishment, and any restraints or
involuntary seclusions imposed for the purposes of discipline or convenience.
Restraintsand seclusion may beimposed in such facilitiesonly to ensurethe physical
safety of the resident, a staff member or others. Additional requirements govern
reporting of resident deaths, promul gation of regul ationsregarding staff training, and
enforcement.

2. Children’s Rights in Community-Based Settings. The law also includes
requirements for protecting the rights of residents of certain non-medical,
community-based facilities for children and adol escents, when that facility receives
funding under thisact or under Medicaid. (Existing regulationsdo not clarify if and
how theserightsapply to such facilitiesfunded by SCHIP.) For suchindividualsand
facilities, restraints and seclusion may only be imposed in emergency circumstances
and only to ensure the physical safety of the resident, a staff member or others, and
less restrictive interventions have been determined to be ineffective. Additional
requirements govern reporting of resident deaths, promulgation of regulations
regarding staff training, and enforcement.

Medicare, Medicaid and SCHIP Benefits Improvement and Protection Act of 2000
(BIPA), incorporated by reference into the Consolidated Appropriations Act 2001,
P.L. 106-554:

1. Special Redistribution Rules for Unspent FY1998 and FY1999 Allotments. For
each of these years separately, a pool of unspent funds is created from the unused
allotment amounts of those states that did not fully expend their original alotments
within the applicable three-year time frame. From this pool, 1.05% is set aside for
theterritoriesthat fully exhaust their original allotments. Each suchterritory receives
a percentage of the available 1.05% pool equal to that territory’s original allotment
divided by the sum of original allotmentsfor suchterritories. Thenthestatesthat did
fully expend their original alotments within the three-year deadline receive access
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to redistributed funds from the remaining pool equal to the amount by which their
three-year spending exceedstheir original allotments.* Theremaining statesthat did
not use all their original allotments for the year retain access to a portion of the
remaining funds in the pool, equal to the ratio of such a state’s unspent original
allotment to the total amount of unspent fundsfor that fiscal year. Theselatter states
are permitted to use up to 10% of their retained FY 1998 fundsfor outreach activities.
This allowance is over and above spending for such activities under the general
administrative cap described above. The deadlinefor spending all redistributed and
retained funds from FY 1998 and FY 1999 is September 30, 2002, although this date
was extended by P.L. 108-74 as described below. (See the text for additional
information on redistribution of unspent SCHIP funds.)

2. Presumptive Eligibility. Under Medicaid presumptive eligibility rules, states are
allowed to temporarily enroll children whose family income appears to be below
Medicaid income standards, until afinal formal determination of igibility ismade.
BIPA clarified states authority to conduct presumptiveeligibility determinations, as
defined in Medicaid law, under separate (non-Medicaid) SCHIP programs.

3. Authority to Pay SCHIP Medicaid Expansion CostsfromTitle XXI Appropriation.
Under prior law, states' allotments under SCHIP paid only the federal share of costs
associ ated with separate (non-Medicaid) SCHIP programs. Thefedera shareof costs
associated with covering targeted |ow-income children under Medicaid was paid for
by Medicaid. State SCHIP allotments were reduced by the amounts paid by
Medicaid for such costs. BIPA authorized the payment of the costs of targeted |ow-
income children under Medicaid, and the costs of benefits provided during periods
of presumptive eligibility, from the SCHIP appropriation rather than the Medicaid
appropriation, and asaconforming amendment, eliminated therequirement that state
SCHIP allotments be reduced by these (former) Medicaid payments. Also, for
FY1998-FY2000 only, BIPA authorized the transfer of unexpended SCHIP
appropriationsto the Medicaid appropriation account for the purpose of reimbursing
payments made on behalf of targeted low-income children under Medicaid.

Public Health Security and Bioterrorism Preparedness and Response Act of 2002,
P.L. 107-188:

1. Waiver of Provider Requirements and Medicare+ Choice Payment Limits. The
law authorizes the Secretary to temporarily waive conditions of participation and
other certification requirements for any entity that furnishes health care items or
servicesto Medicare, Medicaid, or SCHIP beneficiariesin an emergency areaduring
a declared disaster or public health emergency. During such an emergency, the
Secretary may waive: (&) participation, state licensing (as long as an equivalent
license from another state is held and there is no exclusion from practicing in that
state or any state in the emergency area), and pre-approva requirements for
physicians and other practitioners; (b) sanctionsfor failing to meet requirementsfor
emergency transfers between hospitals; (c) sanctionsfor physician self-referral; and
(d) limitations on payments for health care and services furnished to individuals

% For example, if a state’'s FY 1998 allotment was $10 million, and the state's FY 1998,
FY 1999 and FY 2000 spending totaled $12 million, the state would receive access to a
redistribution of $2 million.
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enrolled in Medicaret+Choice (M+C) planswhen services are provided outside the
plan. To the extent possible, the Secretary must ensure that M+C enrollees do not
pay more than would have been required had they received care within their plan
network.

2. Notificationto Congress. Thelaw alsorequiresthe Secretary to provide Congress
with certification and written notice at |east two days prior to exercising thiswaiver
authority. It also provides for this waiver authority to continue for 60 days, and
permits the Secretary to extend the waiver period.

3. Evaluation. The Secretary isfurther required, within one year after the end of the
emergency, to provide Congress with an evauation of this approach and
recommendations for improvements under this waiver authority.

Health Care Safety Net Amendments of 2002, P.L. 107-251:

1. Study of Migrant Farm Workers. This law requires the Secretary to conduct a
study of the problems experienced by farm workers and their families under
Medicaid and SCHIP, specificaly, barriersto enrollment, and lack of portability of
Medicaid and SCHIP coverage for farm workers eligible in one state who move to
other states on aperiodic basis. The Secretary must also identify possible strategies
to increase enrollment and access to benefits for these families. Strategies to be
examined must include (@) use of interstate compacts to establish portability and
reciprocity, (b) multi-state demonstration projects, (c) use of current law flexibility
for coverage of residents and out-of-state coverage, (d) devel opment of programs of
national migrant family coverage, (e) use of incentives to private coverage
alternatives, and (f) other solutions as deemed appropriate. In conducting the study,
the Secretary must consult with several groups. The Secretary must submit a report
on this study to the President and Congress in October 2003. This report shall
address findings and conclusions and provide recommendations for appropriate
legislative and administrative action.

State Children’ s Health Insurance Program Allotments Extension Act, P.L. 108-74:

1. Extension of Available SCHIP Reallocated Funds from FY1998 and FY1999.
Thislaw extends the availability of FY 1998 and FY 1999 reallocated funds through
the end of FY 2004 (rather than the end of FY 2002).

2. Revision of Methods for Reallocation of Unspent FY2000 and FY2001, and
Extension of the Availability of Such Funds. Thelaw also establishes a new method
for reallocating unspent funds from FY 2000 and FY 2001 allotments. For each of
these years separately, apool of unspent fundsis created from the unused allotment
amounts of those statesthat did not fully expend their original allotmentswithin the
applicablethree-year timeframe. Fromthispool, 1.05% isset asidefor theterritories
that fully exhaust their original allotments. Each such territory receivesapercentage
of theavailable 1.05% pool equal to that territory’ soriginal allotment divided by the
sum of original allotments for such territories. For each year separately, each state
that does not spend itsfull original allotment by the three-year deadline retains 50%
of its unspent funds. Then the remaining pool is allocated to each state that fully
expends (exceeds) its origina allotment by the three-year deadline. The
redistribution amount for each such state is based on the proportion of its excess
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spending relative to the total amount of excess spending for all such states.
Reallocated fundsfor FY 2000 and FY 2001 are avail able until theend of FY 2004 and
FY 2005, respectively.

3. Authority for Qualifying Statesto Use Certain Fundsfor Medicaid Expenditures.
For specific expenditures occurring after August 15, 2003, the law permits certain
statesto apply federal SCHIP fundstoward the coverage of certain children enrolled
in regular Medicaid (not a SCHIP Medicaid expansion). Specifically, qualifying
states may spend their avail able balances from FY 1998-FY 2001 (up to a maximum
of 20% of those original allotments) for servicesdelivered to Medicaid beneficiaries
under age 19 who are not otherwise eligible for SCHIP and have family income that
exceeds 150% of the FPL. For such services, thesefederal SCHIP funds can be used
to pay the difference between the SCHIP enhanced federal matching rate and the
regular Medicaid federa matching rate the state receives for these children.
Qualifying states include those that on or after April 15, 1997 had an income
eligibility standard of at least 185% of the FPL for at |east one category of children,
other thaninfants. (Other qualifications apply to states with statewide waiversunder
Section 1115 of the Social Security Act.) Under this law, the qualifying states
included Connecticut, Minnesota, New Hampshire, Tennessee, Vermont,
Washington, and Wisconsin. (See below for changes to this section of this law.)

Technical Corrections with Respect to the Definition of Qualifying State, P.L. 108-
127:

1. Change in the Income Standard and Applicable Dates. Thislaw modified P.L.
108-74 by changing the income eligibility standard affecting some qualifying states
from 185% to 184% of the FPL. It also modified applicable dates with respect to
certain states with Section 1115 waivers that covered children in families with
income of at least 185% of the FPL. The effect of these changes was to add four
states (i.e., Hawaii, Maryland, New Mexico, and Rhode Island) to the set of
qualifying states, thus alowing them to also use certain funds for Medicaid
expenditures (see above description for P.L. 108-74).

Deficit Reduction Act of 2005, P.L. 109-171:

1. Additional allotments to eliminate FY2006 funding shortfalls. This law
appropriated $283 million for shortfall states and territoriesin FY 2006. A shortfall
state was defined as a state that the Secretary estimated would have expendituresin
FY 2006 that exceed the sum of all available SCHIP funds in that year (i.e,
reallocated unspent FY 2003 funds, balances remaining from FY 2004 and FY 2005
original alotments, and FY 2006 original alotments), based on the most recent
SCHIP data as of December 31, 2005. From the new FY 2006 appropriation, after a
1.05% set-asidefor theterritories, each FY 2006 shortfall state received an allotment
intended to cover its projected shortfall. On October 1, 2006, any remaining unspent
additional allotments revert to the Treasury. The additional FY 2006 appropriation
isrestricted to paymentsfor benefits provided to targeted low-income children only.

2. Prohibition against covering non-pregnant, childless adults with SCHIP funds.
The Secretary of HHS is prohibited from approving new 1115 waivers, on or after
October 1, 2005, that would use SCHIP funds to provide coverage to non-pregnant,
childlessadults. The Secretary may continueto approve projectsthat expand SCHIP
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to caretaker relatives of Medicaid- or SCHIP-eligible children, and to pregnant
adults. Existing waivers that use SCHIP funds to cover non-pregnant, childless
adults (including extensions, amendments, and renewals of such waivers) that were
approved before enactment of DRA are allowed to continue.

3. Continued authority for qualifying statesto use SCHIP fundsfor certain Medicaid
expenditures. The law allows qualifying states to use any available FY 2001,
FY 2004, and FY 2005 SCHIPfunds(i.e., original allotmentsand/or reallocated funds,
as applicable) for coverage of certain children enrolled in regular Medicaid (not an
SCHIP Medicaid expansion) for such Medicaid payments made on or after October
1, 2005, up to the 20% allowance. Seethe discussion of P.L. 108-74 and P.L. 108-
127 for more details.
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Table 1. SCHIP Enrollment Data for the 50 States and the

District of Columbia for FY2004

SCHIP FY 2004 enrollment (number of Aec\J/g:ts
Date upper children ever enrolled during year) enrolled in
State enrollment e;rgcigm?y Separate SCHI P.
began ?)angrl_ o)l e'\)"(sg:]?o‘:] child health|  Total demgﬂfti;agtlons
program FY 2004
Alabama (S) 2/1/98 200% 79,407 79,407
Alaska (M) 3/1/99 175% 21,966 21,966
Arizona (S) 11/1/98 200% 87,681 87,681 113,490
Arkansas? (M) 10/1/98 200% 799 799
California (C) 3/1/98 250% 152,041 883,711 1,035,752
Colorado® (S 4/22/98 185% 57,244 57,244 NR
Connecticut (S) 7/1/98 300% 21,438 21,438
Delaware (C) 2/1/99 200% 181 10,069 10,250
District of Columbia
(M) 10/1/98 200% 6,093 6,093
Florida (C) 4/1/98 200% 2,031 417,676 419,707
Georgia (S) 11/1/98 235% 280,083 280,083
Hawaii (M) 7/1/00 200% 19,237 19,237
Idaho (M) 10/1/97 185% 17,879 1,175 19,054
[llinais (C) 1/5/98 200% 95,522 138,505 234,027 120,152
Indiana (C) 10/1/97 200% 55,187 25,511 80,698
lowa (C) 7/1/98 200% 14,996 26,640 41,636
Kansas (S) 1/1/99 200% 44,350 44,350
Kentucky (C) 7/1/98 200% 60,496 34,004 94,500
Louisiana (M) 11/1/98 200% 105,580 105,580
Maine (C) 7/1/98 200% 20,204 8,967 29,171
Maryland (C) 7/1/98 300% 101,664 9,824 111,488
M assachusetts (C) 10/1/97 200% 119,377 47,131 166,508
Michigan (C) 5/1/98 200% 31,427 56,136 87,563 132,590
Minnesota (C) 10/1/98 280% 110 4674 4784 39,571
M ississippi (S) 7/1/98 200% 82,900 82,900
Missouri (M) 9/1/98 300% 176,014 176,014
Montana (S) 1/1/99 150% 15,281 15,281
Nebraska (M) 5/1/98 185% 33,314 33,314
Nevada (S) 10/1/98 200% 38,519 38,519
New Hampshire (C) 5/1/98 300% 598 10,371 10,969
New Jersey (C) 3/1/98 350% 39,870 87,374 127,244 88,826
New Mexico (M) 3/31/99 235% 20,804 20,804
New York (C) 4/15/98 250% 136476 690,135 826,611
North Carolina (S) 10/1/98 200% 174,434 174,434
North Dakota (C) 10/1/98 140% 1,845 3,292 5,137
Ohio (M) 1/1/98 200%| 220,190 220,190
Oklahoma (M) 12/1/97 185% 100,761 100,761
Oregon () 7/1/98 185% 46,720 46,720 4,294
Pennsylvania (S) 5/28/98 200% 177,415 177,415
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SCHIP FY 2004 enrollment (number of Ae(\j/g:ts
Date upper children ever enrolled during year) enrolled in
State enrollment ellingcigm?y Separate SCHIP
LG ?(t)zngg[o)l e'\)"(sg:f;“o?] child health|  Total daﬂgﬂﬁ;agnons
program FY 2004
Rhode Island (C) 10/1/97 250% 24,089 1,484 25,573 23,327
South Carolina (M) 10/1/97 185% 75,597 75,597
South Dakota (C) 7/1/98 200% 10,338 3,059 13,397
Tennessee® (M) 10/1/97
Texas (9 7/1/98 200% 650,856 650,856
Utah (S 8/3/98 200% 38,693 38,693
Vermont (S 10/1/98 300% 6,693 6,693
Virginia (C) 10/22/98 200% 41,651 57,918 99,569
Washington (S) 2/1/00 250% 17,002 17,002
West Virginia (S) 7/1/98 200% 36,906 36,906
Wisconsin (M) 4/1/99 185% 67,893 67,893 123,999
Wyoming (S) 12/1/99 185% 5,525 5,525
Total — — | 1,773,431) 4,379,602 6,153,033 646,159

Sour ce: Dataon date enrollment beganisfrom the Centersfor Medicare and Medicaid Services, The
Sate Children’s Health Insurance Program, Annual Enrollment Report Federal Fiscal Year 2001:
October 1, 2000-September 30, 2001, Feb. 6, 2002. The SCHIP upper income eligibility standards
are taken from Table 1 in Beneath the Surface: Barriers Threaten to Sow Progress on Expanding
Health Coverage of Families and Children, by Donna Ross and Laura Cox, The Kaiser Commission
on Medicaid and the Uninsured, Oct. 2004. The state-reported SCHIP enrollment figures are taken
from Centers for Medicare and Medicaid Services, Revised FY2004 Number of Children Ever
Enrolled in SCHIP by Program Type, May 23, 2005. For states with combination programs, the
“total” column shows the sum of the unduplicated number of children ever enrolled in the SCHIP
Medicaid expansion program during the year and the unduplicated number of children ever enrolled
in the separate SCHIP program during the year. Because a child may be enrolled in both programs
during the year, there may be some double counting of children enrolled in these states. SCHIP
enrollment figures for the territories are not available.

Notes: S— Separate child health programs; M — Medicaid expansion programs; C— Combination
programs. NR — Indicatesthat state has not reported dataviathe SCHIP Statistical Enrollment Data
System (SEDS). FPL = poverty level.

a. Arkansas did not report enrollment data for its SCHIP Medicaid expansion in the SEDS database
for FY2004. Under its comprehensive Medicaid Section 1115 waiver, this state uses a
combination of Medicaid and SCHIP funds to cover uninsured children through age 18 in
families with income up to 200% FPL. Waiver documents indicate that 77,246 children were
enrolled in this demonstration as of January 2004.

b. Colorado reported in aletter that due to anew system they were only able to provide accurate data
for 10.5 months for FY 2004.

¢. Tennessee used SCHIP fundsto expand its existing comprehensive Medicaid Section 1115 waiver
program. Under the state’'s SCHIP Medicaid expansion, Tennessee began enrolling childrenin
October 1997 through FY 2002. In that year, enrollment reached 10,216. Eligibility for this
Medicaid expansion program was limited to older children in families with income up to 100%
FPL. Asof October 1, 2002, all such children had to be covered under regular Medicaid, that
is, they wereno longer eligiblefor SCHIP coverage. Thus, Tennesseehasno SCHIP enrolIment
subsequent to FY 2002.
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Table 2. States Qualifying for Redistribution of Unspent
FY1998-FY2003 Original Allotments

Exhausted | Exhausted Exhausted | Exhausted | Exhausted | Exhausted
State FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003

allotment | allotment | allotment | allotment | allotment | allotment

by FY2001 | by FY 2002 | by FY2003 | by FY 2004 | by FY 2005 | by FY 2006
Alabama Yes Yes
Alaska Yes Yes Yes Yes Yes Yes
Arizona Yes Yes Yes
Arkansas Yes
California Yes
Colorado Yes
DC Yes
Florida Yes Yes Yes
Georgia Yes Yes Yes
Hawaii Yes
Illinois Yes Yes
Indiana Yes Yes Yes
lowa Yes Yes
Kansas Yes Yes Yes Yes
Kentucky Yes Yes Yes Yes Yes Yes
Louisiana Yes Yes
Maine Yes Yes Yes Yes Yes Yes
Maryland Yes Yes Yes Yes Yes Yes
M assachusetts Yes Yes Yes Yes Yes Yes
Michigan Yes Yes
Minnesota Yes Yes Yes Yes
M ississippi Yes Yes Yes Yes
Missouri Yes Yes Yes Yes
M ontana Yes Yes
Nebraska Yes Yes Yes
New Jer sey Yes Yes Yes Yes Yes
New York Yes Yes Yes Yes Yes Yes
North Carolina Yes Yes Yes Yes Yes
North Dakota Yes
Ohio Yes Yes
Oklahoma Yes
Pennsylvania Yes Yes Yes
Rhode | dand Yes Yes Yes Yes Yes Yes
South Carolina Yes Yes Yes Yes
South Dakota Yes Yes Yes
Utah Yes
Virginia Yes
West Virginia Yes Yes Yes Yes
Wisconsin Yes Yes Yes Yes Yes
Wyoming Yes
us 12 13 14 19 28 40

Source: Congressional Research Service (CRS) analysis of data from the Centers for Medicare and

Medicaid Services.

Note: All reallocated (redistributed and retained) fundsfor FY 1998-FY 2000 were available through
FY2004. All reallocated fundsfor FY 2001 and FY 2002 were available through FY 2005. Although
40 statesqualified for the redistribution of other states' unspent FY 2003 original allotments, only four
states (those that are facing shortfalls of federal SCHIP fundsin FY 2006 and that cover adultsin their
SCHIP programs — lIllinois, Minnesota, New Jersey and Rhode Island) received these funds.
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Table 3. Status of FY1998-FY2005 Federal SCHIP Funds,
by State and Territory
(millions of dollars)

_ Amount of
oy | S| patingoren | et soup | @9
e original reallocation of through the end reallocated
SCHIP |:_Y1998-FY2002 of FY 2005 SCHIP funds
allotments | original allotments® through theend
of FY 2005
Alabama $541.1] ($72.9) $378.3
Alaska $61.0 $97.5 $134.3 $8.6
Arizona $856.1] $25.0 $856.6
Arkansas $357.5 ($134.0) $130.5 $11.2
California $5,454.4 (%$1,454.9) $3,009.3
Colorado $349.9 ($54.9) $193.0
Connecticut $263.3 ($82.9) $109.5
Delaware $69.7] ($25.0) $23.5
DC $78.5 ($24.3) $37.7
Florida $1,780.4 $49.6 $1,426.5
Georgia $952.9 ($36.9) $835.4
Hawaii $80.7 ($23.9) $38.1
Idaho $141.5 (%$20.3) $83.3
lllinois $1,087.1] ($228.0) $818.2
Indiana $492.1 $66.6 $439.0
lowa $221.8 ($10.8) $190.8
Kansas $219.3 $31.6 $201.7
Kentucky $381.4 $239.9 $429.4 $98.5
Louisiana $637.1 ($127.3) $423.2
Maine $94.0 $49.7 $115.8 $5.9
Maryland $383.3 $389.9 $684.9 $8.1
M assachusetts $386.5 $216.5 $501.9 $31.3
Michigan $798.0 ($152.6) $521.3
Minnesota $255.5 $39.4 $273.9
M ississippi $386.4 $80.8 $450.9
Missouri $411.8 $41.2 $415.9
Montana $96.5 ($5.2) $70.0
Nebraska $125.9 $0.1 $125.4
Nevada $252.1 ($59.2) $117.5
New $80.3 ($30.0) $28.6
Hampshire
New Jer sey $660.0 $530.6 $1,140.9
New M exico $374.1] ($144.3) $88.9 $33.1
New York $2,067.0 $1,788.2 $2,417.5 $951.1
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_ Amount of
oy | | atingoren | et soup | @9
TS original reallocation of through the end reallocated
SCHIP |:_Y1998-FY2002 of FY 2005 SCHIP funds
allotments | original allotments® through theend
of FY 2005
North Caroalina $710.5 $165.1 $765.2
North Dakota $44.9 ($7.5) $28.4
Ohio $955.4 ($14.2) $804.7
Oklahoma $509.0 ($170.7) $255.3
Oregon $335.7 ($112.0) $134.9
Pennsylvania $934.4 ($33.1) $705.5
Rhode Island $71.7 $114.3 $185.9
South Carolina $451.1 $144.0 $359.1 $152.2
South Dakota $58.9 ($1.0) $50.4
Tennessee $549.7 ($189.1) $68.0 $97.3
Texas $3,469.5 ($808.1) $1,856.8
Utah $209.3 ($11.4) $146.1
Vermont $31.9 ($6.2) $16.8
Virginia $525.4 ($133.6) $286.2
Washington $414.1] ($142.3) $109.8 $11.5
West Virginia $167.8 $24.7 $150.9
Wisconsin $354.8 $141.5 $437.2
Wyoming $51.7 ($18.7) $22.0
Puerto Rico $261.0 $90.9 $299.3
Guam $10.0 $3.5 $13.5
Virgin Isands $7.4 $2.6 $8.6
American $3.4 $1.2 $6.2
Samoa
N. Mariana $3.1 $1.1 $8.3
Islands
Total $30,528 $0 $23,431 $1,409

Source: Congressional Research Service (CRS) analysis of data from the Centers for Medicare and

Medicaid Services.

Note: Data are not additive across columns. For example, origina alotments for FY 2004 and
FY 2005 remain available to states beyond FY 2005, while other accounts have closed or expired.

a. These reallocations were first active in FY 2001-FY 2005, respectively.
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by State and Territory
(millions of dollars)

Net funds
gained
Available (forfeited)
(F)\r(izg(i)ggl b?:?)?r?&c reaTIhorc?e;i?c?n of e i
FY 2004 and FY 2003 "
allotments| " =000 e FY 2006 " estimate
allotments | allotments plus
DRA
appropriation?®
Alabama $64.2 $90.0 $154.1 $95.0
Alaska $9.1 $15.6 $24.7 $23.8
Arizona $107.4 $24.5 $131.9 $110.5
Arkansas $43.8 $81.8 $125.6 $47.2
California $646.7, $990.2 $1,636.9 $1,147.0
Colorado $58.0 $102.1 $160.0 $51.4
Connecticut $34.5 $64.5 ($6.4) $99.1 $18.7
Delaware $9.0 $16.9 ($4.3) $25.9 $7.1
DC $9.6 $16.6 $26.1 $8.2
Florida $249.3 $403.5 $652.9 $374.9
Georgia $129.5 $80.6 $210.1 $201.6
Hawaii $12.4 $18.7 $31.1 $13.6
Idaho $20.6 $37.7 ($0.2) $58.3 $26.7
[llinois $169.2 $40.9 $117.5 $327.6 $328.5
Indiana $73.0 $119.7 $192.7 $81.4
lowa $27.0 $20.2 $6.1 $53.3 $53.3
Kansas $27.5 $49.1 $76.6 $50.4
K entucky $57.8 $93.3 $151.1 $78.1
Louisiana $77.1] $86.6 $163.8 $135.2
Maine $11.9 $21.9 $33.9 $24.0
Maryland $48.7 $80.3 $13.7 $142.7 $142.7
M assachusetts $59.4 $69.8 $21.9 $151.1 $151.1
Michigan $117.2 $124.2 $241.4 $176.7
Minnesota $39.4 $21.0 $20.1 $80.4 $80.6
Mississippi $49.9 $16.3 $73.6 $139.8 $139.8
Missouri $56.3 $37.1 $8.0 $101.3 $101.3
M ontana $12.6 $21.3 $33.8 $15.9
Nebraska $16.8 $0.6 $15.7 $33.2 $33.2
Nevada $41.9 $71.6 ($3.9) $113.4 $28.2
New Hampshire $9.2 $17.3 ($4.5) $26.5 $8.6
New Jer sey $89.5 $49.8 $105.6 $244.8 $245.7
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Net funds
gained
Available (forfeited)
(F)\r(izg(i)ggl b?:zr;(]:ec reaTIhorcii?:n of e i
FY 2004 and FY 2003 "
allotments| " =000 e FY 2006 " estimate
allotments | allotments plus
DRA
appropriation?®
New Mexico $42.2 $74.9 ($32.8) $117.1 $34.2
New York $272.5 $486.6 $759.1 $395.0
North Carolina $110.3 $110.3 $2.8 $223.4 $223.4
North Dakota $6.3 $9.0 $15.4 $14.3
Ohio $124.6 $136.5 $261.1 $179.1
Oklahoma $57.4 $83.1 $140.4 $69.8
Oregon $46.9 $85.3 ($3.5) $132.2 $21.9
Pennsylvania $134.1 $195.9 $330.0 $151.7
Rhode Island $9.8 $0.2 $66.1 $76.1 $76.8
South Carolina $55.5 $83.7 $139.3 $59.1
South Dakota $7.8 $7.5 $0.5 $15.9 $15.9
Tennessee $80.4 $136.9 ($58.4) $217.3 $3.6
Texas $454.7, $780.8 ($23.8) $1,235.6 $365.5
Utah $32.2 $51.8 $34.0 $38.2
Vermont $4.8 $8.7 ($0.2) $13.5 $2.8
Virginia $72.3 $105.6 $177.9 $96.4
Washington $64.7, $115.0 ($35.5) $179.7 $38.5
West Virginia $23.3 $41.6 $64.9 $37.3
Wisconsin $55.8 $59.1 $114.9 $96.3
Wyoming $5.9 $11.1 $16.9 $6.7
Puerto Rico $39.0 $52.6 $4.4 $95.9 $41.9
Guam $1.5 $0.0 $0.2 $1.7 $2.0
Virgin Islands $1.1] $1.4 $0.1 $2.6 $1.5
American Samoa $0.5 $0.0 $0.1 $0.6 $0.7
N. Mariana ldands $0.5 $0.0 $0.1 $0.5 $1.4
National total $4,082.4]  $5521.1 $2830( $10,059.9  $5974.4

Source: Congressional Research Service (CRS) analysis of data from the Centers for Medicare and

Medicaid Services.

a. Redistributed FY 2003 funds and the Deficit Reduction Act of 2005 (DRA) appropriation of $283
million for SCHIP are active only during FY2006. States with blank cells in this column
exhausted their FY 2003 allotments by the three-year deadline and did not face shortfalls in
FY2006. Inprior realocations, all such states received aportion of unspent fundsavailablefor
redistribution. The unspent FY 2003 funds went only to states expected to have shortfallsin

FY 2006.

b. This column shows the sum of only the positive numbers in the previous three columns. In the
third column, the negative numbersin parentheses refer to amounts unspent and forfeited at the
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end of FY 2005, and thus were no longer available to these states at the beginning of FY 2006.
For states with negative values in the third column, this column is equal to the sum of the first
and second columns.

c. Datareported by statesto CMS as of December 2005.



