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SCHIP REAUTHORIZATION: CONGRESS CAN HELP CALIFORNIA PROVIDE HEALTH
COVERAGE T0 MORE CHILDREN

c alifornia makes health coverage accessible to millions of children through the Healthy Families and Medi-Cal Programs
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using state and federal funds. Healthy Families currently provides low-cost health coverage to approximately 800,000

children, thereby reducing the number of children who would otherwise be uninsured. Congress has included a pledge in its

budget plan to substantially increase the federal funding that supports Healthy Families over the next five years. This new

funding, along with additional tools to help states enroll more children, would help sustain the current Healthy Families Program

and cover more uninsured children.

What Is SCHIP?

Congress established the State Children’s Health Insurance
Program (SCHIP) in 1997 to support state efforts to expand health
coverage to uninsured children (Table 1). Congress targeted
SCHIP to children whose family incomes were relatively low, but
above limits for Medicaid (Medi-Cal in California). However, while
the federal government provides unlimited funding to match
eligible Medicaid spending, the total amount of funds available
for SCHIP was set for 10 years in the 1997 law. This means that
the level of federal support has not responded to the actual level
of program needs. The current funding for SCHIP will expire on
September 30, 2007.

The federal government determines each state’s share of SCHIP
funding based on a formula. The formula includes each state’s
share of the nation’s low-income children — whether or not

they are insured — as well as each state’s share of uninsured
low-income children. However, state funding allocations do not
necessarily respond to program need, since they do not reflect
actual program enroliment or costs and because the data used in
the formula are several years old.

States generally have three years to spend their annual SCHIP
allocations, which are called allotments. If a state does not fully

spend its SCHIP allotment within the required period, it may have
to return any unspent funds to the federal government. California,
for example, has returned approximately $1.5 billion in unspent
SCHIP funds to the federal government since the program began.’
Thus, states have limited ability to count on unused funds from
prior years to support program growth.

Recognizing the fundamental connection between SCHIP and
Medicaid, federal law allowed states to use SCHIP dollars to
expand their current Medicaid program, to create new programs,
or both. California’s Healthy Families Program is separate from
Medi-Cal — different departments oversee the programs — but
California also uses SCHIP dollars to support some improvements
to Medi-Cal. For example, California has used SCHIP dollars to
support children enrolled in Medi-Cal as a result of waiving the
“assets test” for children in the program.2 California also uses

a relatively small share of SCHIP funds for programs not directly
tied to Medi-Cal or Healthy Families (see box).

What Is Healthy Families?

Healthy Families provides comprehensive health coverage
to children whose family incomes are somewhat above the
maximum level for Medi-Cal.
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Table 1: SCHIP Milestones in California

Congress creates the State Children’s Health Insurance Program (SCHIP) through the Balanced Budget Act of 1997,

August 1997 authorizing approximately $40 billion of funding over 10 years.

October 1997 Califorr_lia creates the Healthy Families Program to use SCHIP and state funds to provide health coverage to children with
family incomes at or below 200 percent of the federal poverty level (FPL).

July 1998 California begins enrolling children in Healthy Families.

July 1999 California increases the Healthy Families income eligibility limit to 250 percent of the FPL.

September 2000 California approves the use of SCHIP funds to cover parents of children eligible for Healthy Families. Despite federal

approval, the expansion is not implemented due to a lack of state funds.

FFY 2000 through California returns a total of $1.5 billion in SCHIP funds to the federal government because it did not spend them within
FFY 2004 required timelines.

For the first time, California spends more in SCHIP funds than it receives, filling the gap with unused funds from prior

FFY 2003 years. This trend continues until the present.
FFY 2006 California begins using SCHIP funds to support children’s health coverage through county-based programs and prenatal
care.

FFY 2007 California projects spending over $300 million more in SCHIP funds than it receives.

gggt;;mber 80, SCHIP funding expires absent Congressional action.
Healthy Families E||g|h|||ty private insurance.* For example, one study found that the cost of

private coverage averaged $1,004 per child in the US in 2001.°

Healthy Families covers children who: In comparison, combined state and federal Healthy Families

spending was $973 per child in 2001-02, reflecting the state’s
ability to keep costs low by negotiating with the health plans that
provide Healthy Families coverage.®

e Are under the age of 19;

e Have family incomes below 250 percent of the federal poverty
level (FPL), equivalent to $42,925 for a family of three in 2007;

¢ Are not eligible for Medi-Cal;

¢ Have not had job-based health coverage for the previous three Healthy Famlhes Fmancmg

months; and Healthy Families is jointly funded by the state and federal
* Meet citizenship or immigration requirements. governments. The federal government pays about two-thirds
of the program’s costs, although the amount of funds available
Healthy Families Benefits annually is limited. Families with children enrolled in the program
also pay monthly premiums of $4 to $15 per child, up to a
Healthy Families provides benefits similar to those provided maximum of $45 per family. Families also pay copayments for
under the health benefit plan for state employees. These include many services, up to a maximum of $250 per year.
physician services, inpatient and outpatient hospital care, . . . .
prescription drugs, lab tests and x-rays, mental health services, Healthy Families Builds on Foundation of Medi-Cal

dental care, and vision care. However, Healthy Families benefits
are not as comprehensive as those provided by Medi-Cal and do
not, for instance, include Early and Periodic Screening, Diagnostic,
and Treatment (EPSDT) services.3

Medi-Cal, which was created several decades before Healthy
Families, is the primary provider of health coverage for low-
income families and children. In addition, Medi-Cal covers
seniors and persons with disabilities. Healthy Families covers
children with somewhat higher incomes than allowed under
Medi-Cal, although the income level at which children are no

Healthy Families Costs

Healthy Families provides cost-effective health coverage. The longer eligible for Medi-Cal depends on a child’s age.” Nationally,
cost of Covering children under Heaithy Families is somewhat research SuggeStS that children el|g|b|e for SCHIP programs, such
lower than the cost of private insurance, despite research as Healthy Fam”ies, are in better health and have fewer chronic
suggesting that children eligible for Healthy Families and similar health conditions than children enrolled in Medicaid.®

state programs are in poorer health than those covered by



other activities, as detailed below.

enrollment of these children in Healthy Families.

regulations released in 2002.10

How Does California Use Its SCHIP Dollars?

California uses its federal SCHIP dollars primarily to support coverage for children enrolled in Healthy Families. However, SCHIP
funds also support certain expansions and changes to Medi-Cal that were enacted when California created Healthy Families.
These changes include waiving the assets test for children applying for Medi-Cal and providing temporary coverage for children
whose incomes are too high for Medi-Cal while they enroll in Healthy Families.® The Managed Risk Medical Insurance Board
(MRMIB) projects that approximately four out of every five SCHIP dollars (78.1 percent) spent in federal fiscal year (FFY) 2007
will support children enrolled in Healthy Families and related Medi-Cal changes. The remainder of the SCHIP dollars support

In 2003, California began the Child Health and Disability Prevention (CHDP) “gateway” program, also called presumptive
eligibility. Under this program, children who see a CHDP provider and appear to meet eligibility requirements are enrolled
in Medi-Cal or Healthy Families for two months. Approximately 7.2 percent of SCHIP dollars spent in FFY 2007 will support

California uses SCHIP funds for two additional purposes. SCHIP funds help support health coverage for children with incomes
between 250 percent and 300 percent of the federal poverty level enrolled in county-based programs. In FFY 2007, California
will spend approximately $2 million to cover these children. In addition, California uses SCHIP funds to support certain prenatal
services provided under the Medi-Cal and Access for Infants and Mothers (AIM) Programs. Approximately 14.5 percent

of SCHIP dollars spent in FFY 2007 will support these services, which became eligible for federal matching funds under

The Medi-Cal Program covers substantially more people and has
a much larger budget than Healthy Families. More than 3 million
children receive health coverage through Medi-Cal, over four
times the number of children who are covered by Healthy Families
(Figure 1). Since Healthy Families began, enroliment of children
in Medi-Cal has also grown by more than 600,000. The 2006-07
Budget provides $13.8 billion in state funds for Medi-Cal, many
times the $368 million allocated for Healthy Families. Higher
Medi-Cal spending also reflects the fact that the cost per person
is higher than that of Healthy Families, since Medi-Cal covers
individuals with serious health conditions, such as seniors and
persons with disabilities, in addition to children.!

Healthy Families Has Reduced the Number of
Uninsured Children

Enrollment Is High and Growing

Enrollment in Healthy Families grew steadily during the first
several years, increasing by more than 100,000 children each
year through March 2003 (Figure 2). Enrollment growth declined
between March 2004 and March 2006, and then increased again
in 2007. The number of children enrolled in Healthy Families in
March 2007 was 800,532.

Healthy Families has helped reduce the number of low-income
uninsured children, despite a shrinking share — and number — of
Californians who receive job-based health coverage. Between
2000 and 2005, the share of children with family incomes below
250 percent of the FPL who were covered by Medi-Cal or Healthy
Families jumped by 7.2 percentage points, from 37.3 percent

to 44.5 percent (Figure 3). This increase more than offset the
decrease in the share of low-income children covered by job-
based health coverage. As a result, the share of California’s
low-income children with any health coverage increased by

2.3 percentage points. On the other hand, adults with similar
incomes — who are not eligible for Healthy Families coverage —
experienced a decline in health coverage between 2000 and
2005, despite a somewhat smaller decline in job-based coverage.

These trends suggest that Healthy Families plays two important
roles for low-income children. First, it covers uninsured children.
Second, it helps buffer the impact of declining job-based

health coverage on these children.'2 Moreover, the impact of
Healthy Families and Medi-Cal together was more powerful for
low-income children than Medi-Cal alone was for low-income
adults. Increased enroliment in Medi-Cal and Healthy Families

by low-income children more than offset their loss of job-based
health coverage, while the enroliment increase in Medi-Cal by
low-income adults only offset half the loss of job-based coverage.
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Figure 1: Children's Health Coverage Gains Have Come from Both Medi-Cal and Healthy Families
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Figure 2: Healthy Families Program Covers More Than 800,000 Children
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Figure 3: SCHIP Has Helped Boost Health Coverage for Low-Income Children
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In future years, additional children who are currently insured may
become newly eligible for Healthy Families if the erosion of job-
based coverage continues.

Healthy Families Has Improved Children’s Lives

Studies document the importance of health coverage to children’s
well-being and life outcomes.'3 Children with health coverage
are more likely to have better health outcomes than those without.
Children with a regular source of care are more likely to receive
cost-effective, preventive services, such as immunizations, that
lead to better health outcomes.™ Uninsured children, on the other
hand, are more likely to lack a regular source of care and to have
unmet needs for medical and dental care.'® Better health status
can improve educational outcomes, thereby resulting in higher
wages and improved economic well-being later in life.

A recent study documents the improvements in children’s health
outcomes resulting from Healthy Families coverage.'® In addition,
a state evaluation found that for children in the poorest health,
school attendance and performance improved after enroliment

in Healthy Families. In particular, the ability of these children to
pay attention in class and keep up with school activities improved
significantly after enroliment in Healthy Families.!”

Healthy Families Has Not Covered All Eligible Children

Despite the success of Healthy Families, California continues to
have a substantial number of uninsured children. Historically,

a greater share of children has lacked coverage in California

than in the US as a whole (Figure 4). The share of uninsured
children declined both in California and in the US as a whole
between 2000 and 2004, although the decline was much larger in
California.'®

One reason that California has a high rate of uninsured children
is that not all children are enrolled in programs for which they
are eligible. For example, approximately 200,000 children

were eligible for, but not enrolled in, Healthy Families in 2005.1°
Thus, California could further decrease the number of uninsured
children by enrolling additional children in Healthy Families.

California Has Dutspent Its Annual SCHIP
Allotment for Several Years

When Healthy Families began, the amount of SCHIP funds
available exceeded the amount spent by California (Figure 5).
In fact, California received the largest SCHIP allotments in FFY
1998 and FFY 1999, when Healthy Families expenditures were
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Figure 4: A Larger Share of California’s Children Lack Health Coverage
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low, since the program was just starting up. Between FFY 1999
and FFY 2005, expenditures of federal SCHIP funds rose by
approximately $100 million per year. Since California spent less
than it received each year through FFY 2002, the state amassed
large amounts of unused funds. However, due to the time
limitation for spending SCHIP funds, California was not able to
retain all of its unused funds.

Since FFY 2003, California’s SCHIP expenditures have exceeded
each year’s federal allotment. The state has relied on unused
federal funds from prior years to bridge the gap between SCHIP
expenditures and annual allotments. However, the MRMIB
estimates that California will nearly exhaust all of its unused
SCHIP funds in FFY 2007.

Federal SCHIP funding has not responded to California’s actual
need. First, California received the highest level of SCHIP funding
when it had the lowest need. Four years later, SCHIP funding
dropped to help meet federal deficit reduction goals, despite
steady program growth.2° Finally, although SCHIP funding
increased in FFY 2007, the increase was far less than necessary
to keep pace with enrollment and increases in the cost of health
care.

Galifornia Faces a Multi-Billion Dollar SCHIP
Shortfall in the Next Five Years

California may face an SCHIP shortfall totaling $2 billion to $3
billion over the next five years if Congress does not increase
funding levels and program growth continues at low to moderate
rates (Table 2). The shortfall would occur because California

has nearly exhausted its unused federal SCHIP funds from prior
years, and the state’s current allotment of $791 million is far
from adequate to support future needs of the program as it is
currently structured. These estimates are conservative, because
they assume that many eligible children would not enroll in the
program, and that the income limit would remain at 250 percent
of the FPL, rather than being raised to 300 percent of the FPL, as
the Governor and legislative leaders propose.

A recent study estimates that California needs an additional $4.2
billion in SCHIP funds over five years to cover nearly all children

eligible for Healthy Families, including uninsured children who
are not currently enrolled.2! In addition, raising the Healthy
Families income limit from 250 percent to 300 percent of the FPL,
as the Governor and legislative leaders have proposed, would
require an additional $500 million in federal funds over the same
period. Finally, California would need an additional $200 million

if Congress allows states to use federal funds to cover legal
immigrant children who have been in the country for less than
five years; states cannot currently use federal funds to provide
health coverage to these children.

How Can Congress Help California Expand
Coverage to Uninsured Children?

The current funding for SCHIP will expire on September 30, 2007
absent Congressional action. In addition, the state Legislature is
considering proposals that would substantially expand coverage
to uninsured Californians, including expansions of Medi-Cal and
Healthy Families. Thus, California’s congressional delegation can
use the reauthorization of SCHIP to ensure sufficient funding for
Healthy Families, as well as to help achieve the goal of covering
all children.

Federal funding should keep pace with program needs and
help cover additional children. Congress has made a pledge to
increase funding for children’s health coverage by $50 billion over
five years. Congress made this pledge through a “reserve fund”
in its budget plan. Congress should follow through on its pledge
by finding the necessary resources when it writes the legislation
to reauthorize SCHIP. The amount of funds currently allocated in
the reserve fund would help support Healthy Families, as well as
efforts to expand coverage.

Without additional federal funds, California faces a multi-billion
dollar five-year SCHIP shortfall. If Congress does not provide
additional funding, California will face difficult decisions. For
example, California could stop enrolling children, reduce Healthy
Families benefits, or freeze payments to health plans that provide
Healthy Families coverage. The shortfall could result in more than
700,000 California children losing health coverage in FFY 2012.
Since California faces projected annual state budget shortfalls of

Table 2: California Faces Potential Five-Year SCHIP Shortfall of $2 Billion to $3 Billion (Dollars in Millions)

Program Growth 2008 2009 2010 2011 2012 Total

Very Low $116 $383 $442 $504 $568 $2,013
Low $142 $440 $532 $631 $738 $2,484
Moderate $169 $498 $627 $768 $924 $2,986

Note: Assumes no increase in federal SCHIP funds from FFY 2007. Annual growth rates are 5.0% (very low), 7.5% (low), and 10.0% (moderate).

Source: CBP analysis of Managed Risk Medical Insurance Board data



over $3 billion through 2010-11, it will have limited resources to
replace federal funds with additional state dollars.2?

Gongress could cover more immigrant children. Federal

law prevents states from covering legal immigrant children and
pregnant women during their first five years in the US with federal
Medicaid and SCHIP funds. California covers such children
through Medi-Cal and Healthy Families using state funds. For
example, California provides Healthy Families coverage to over
15,000 recent immigrant children and pays the entire cost of
covering these children with state funds. Allowing states to use
federal funds to help cover these children would free up state
funds to cover additional children.

Congress could support state efforts to enroll eligible
children. Approximately 200,000 uninsured children are already
eligible for Healthy Families, and an additional 250,000 are
eligible for Medi-Cal. Congress can increase federal support to
enroll more eligible children. For example, increasing the federal
match rate for Medi-Cal could help offset the cost of enrolling
additional children. The federal government currently pays 50
cents of every dollar spent on Medi-Cal services, but it pays 65
cents of every dollar spent on Healthy Families.

Congress could also support efforts to enroll and retain eligible
children by modifying a mandate contained in the Deficit
Reduction Act of 2005 that requires states to document the
citizenship and identity of citizens enrolled in or applying for
Medicaid. State SCHIP directors argue that this requirement has
been an obstacle to reaching eligible children, and some states
have reported substantial enrollment declines after implementing
the requirement.23 Congress could lessen the burden on states
and help enroll citizen children by making the documentation
requirement a state option.

Congress should continue state flexibility to set income
eligibility levels. Current SCHIP rules allow states to set income

limits that reflect the cost of living in their state. The President
has proposed to discourage states from covering children in
families with incomes above 200 percent of the FPL by reducing
how much SCHIP would pay for these children. This proposal
would have a disproportionate impact on California, which has
among the highest housing costs in the US.24 In contrast, the
Governor and legislative leaders have proposed to expand Healthy
Families coverage to children with incomes up to 300 percent of
the FPL.

Congress should protect and strengthen Medicaid. Medicaid
is the primary public program that provides health coverage to
low-income individuals, including individuals with much higher
health costs than children enrolled in Healthy Families. Research
suggests that Medicaid is much less costly than private coverage,
and Medi-Cal is the least costly Medicaid program per enrollee
in the country, suggesting that reducing federal Medicaid funding
would likely place individuals at risk of losing needed health care
services.?5 Funding increases for SCHIP should not come at the
expense of reduced support for Medicaid, which covers many
more people, including many with serious health conditions.

Conclusion

Renewal of SCHIP funding provides an opportunity for Congress
to support state efforts to provide health coverage to low-income
children and make further progress toward covering all children.
SCHIP funds support low-cost health coverage for approximately
800,000 California children and have helped reduce the number
of uninsured children. Congress took a positive step forward
when it pledged to substantially increase funding for children’s
health coverage. However, Congress must follow through on that
pledge when it reauthorizes SCHIP funding.

David Carroll prepared this Budget Brief. The California Budget Project (CBP) was founded in 1994 to provide Californians with a source of timely, objective, and

accessible expertise on state fiscal and economic policy issues. The CBP engages in independent fiscal and policy analysis and public education with the goal of

improving public policies affecting the economic and social well-being of low- and middle-income Californians. General operating support for the CBP is provided

by foundation grants, individual donations, and subscriptions. Please visit the CBP'’s website at www.cbp.org.
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and any necessary health services to correct or ameliorate health conditions that are identified during screenings.
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