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FIRST FOCUS

MAKING CHILDREN & FAMILIES THE PRIORITY

Does Congress’ bipartisan SCHIP bill move towards a federal
government take-over of the country’s health care system?

As the battle between President Bush and Congtress persists over legislation to provide health
coverage for low-income children, the debate continues to raise serious questions about the role of
government, income eligibility requirements, and the impact of the Children’s Health Insurance
Program Reauthorization Act (CHIPRA) on private sector coverage. This issue brief tries to identify
the facts about each of these issues.

Does CHIPRA dangerously expand government’s role?

In vetoing CHIPRA earlier this month, President Bush continued to argue that the legislation was
“an incremental step” toward the “goal of government-run health care for every American.”' Others
likewise describe the legislation as a “chip off the old, socialized-medicine block.” A wide body of
research-based data confirm that these claims are inaccurate. Here are the facts:

SCHIP uses the private sector to deliver care. Most SCHIP children receive coverage
through private health plans’ and obtain care from private physicians.*

SCHIP is not a federal entitlement. Unlike Medicare and Medicaid, SCHIP is a capped
federal block grant,” without any individual entitlement.’

SCHIP benefits are modeled after the private sector, without rigid federal requirements.
Unlike Medicare and Medicaid, SCHIP has no federally-specified benefits package.” Covered
benefits are frequently modeled after standard commercial policies.”

SCHIP promotes freedom of choice. Unlike employer-based coverage, which frequently
offers workers a single insurance policy, without any coverage options,” SCHIP generally allows
families to choose from among multiple, competing private health plans.” CHIRLA would
expand those options since, for the first time, states would gain the flexibility to permit parents
to use SCHIP dollars to enroll their children in dependent coverage at work.

CHIPRA would have a trivial effect on total government health care spending. CHIPRA
would increase federal health care spending by seven-tenths of 1 percent'' — hardly a massive
expansion (Figure 1).



Figure 1. Projected federal health care spending under current law and
spending added by CHIPRA: 2008-2012
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Source: CBO, 2007; CMS, 2007.

Will CHIPRA erode employer-based coverage?
According to the President, one reason for his veto was that, under the Congressional bill, “millions
of children would move out of private health insurance and onto a government program.”" In the
words of one former White House aide, the legislation would have “huge impacts on private health
insurance markets” with “incentives for businesses to accelerate the trend of dropping private health
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coverage”” — so-called “crowd-out.”

In fact, crowd-out is combated more effectively by CHIPRA than by the current statute, '
because of two elements in the Congressional bill:

® New duties to prevent crowd-out. The current SCHIP statute does not limit states’ discretion
in this area, other than to say that each state must say what it is doing to prevent crowd-out."
Some states do nothing more than monitor whether crowd-out occurs.'® By contrast, when fully
phased in, CHIPRA requires states that exceed 300 percent of FPL to implement HHS-specified
best practices for crowd-out prevention.'”

® New tools to prevent crowd-out. Federal law now makes it difficult to use SCHIP to help
families enroll in employer-sponsored dependent coverage.” CHIPRA gives states substantial
new authority to use SCHIP dollars to pay the cost of dependent coverage at work, thus
strengthening rather than displacing employer-based, private insurance."”

Crowd-out levels under the SCHIP proposal are much lower than under earlier health
coverage proposals from the Bush Administration, including legislation supported by
members of Congress who now oppose CHIPRA. As noted by one leading conservative thinker,
some crowd-out is inevitable with “any proposal to help the uninsured.”” But crowd-out is more
modest with the SCHIP bill than earlier policies (Figure 2).

® 34 percent of the 5.8 million children newly covered under the Congtessional proposal would

otherwise have received private coverage, according to the Congressional Budget Office
(CBO).”



® The President’s budget for FY 2003 proposed health insurance tax credits to cover uninsured,
low-income families. According to the Administration’s own estimates, 61 percent of credit
beneficiaries would otherwise have had private coverage.”

® Based on CBO estimates, approximately 71 percent of Medicare beneficiaries receiving
prescription drug coverage under the Medicare Modernization Act of 2003 would have had such
coverage, even in the absence of legislation.”

Figure 2. Crowd-out under CHIPRA is substantially lower than under earlier
coverage expansion proposals
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Does the SCHIP bill focus on relatively high income children?
The President argues that the Congressional proposal “expands coverage, federal coverage up to
families earning $83,000 a year.”* Others suggest that, as a result, “government coverage of children
becomes an entitlement for all but the wealthiest of citizens.”” In fact, the SCHIP bill limits rather
than expands coverage of higher income children.

The current statute permits states to extend SCHIP to any desired income level — but most
children have low incomes. Because states must pay their share of SCHIP costs, no state has ever
reached $83,000 a year for a family of four, or 400 percent FPL. Only New Jersey exceeds 300
percent FPL, going to 350 percent.” Only New York has even proposed covering children up to the
400 percent FPL level referenced by the President. Altogether, 92 percent of SCHIP children have
incomes below 200 percent FPL.”’

For the first time, the Congressional proposal imposes statutory limits on states’ ability to
cover higher-income children above 300 percent FPL, or $62,000 for a family of four.

® Enhanced SCHIP federal matching funds are longer be available above 300 percent
FPL, except for New Jersey and New York, which the legislation “grandfathers in.” For the
other 48 states, only the lower, Medicaid matching rate is available.””

® Crowd-out prevention is required. When the bill is phased in, no state — including the two
“grandfathered” states —may receive any federal funds for children above 300 percent FPL
unless the state implements HHS-specified “best practices” to prevent SCHIP from “crowding
out” employer-based coverage, as noted above.

® Low-income children must be covered first. When phased-in, the bill forbids going above
300 percent FPL except for states that already reach or exceed very high levels of coverage for
poor and near-poor children.”



CHIPRA gives states powerful incentives to focus on low-income children. New incentive
payments are limited to children who qualified under prior law, and the largest incentives apply to
the poorest children.”

Most children reached by the bill are low income. Because of the above-described features of
the legislation, CBO found that 74 percent of children newly receiving coverage would already
qualify under current law;”' two-thirds of the states cap SCHIP eligibility at 200 percent FPL or
less.” As a result, 7 out of 10 children newly receiving coverage would have incomes at or below 200
percent of FPL,” and fully 99.5 percent would have incomes below 300 percent FPL.*

Conclusion

Both the President and his allies who oppose CHIPRA say that they support the goal of the SCHIP
program but want to avoid three problems: laying the groundwork for socialized medicine;
crowding-out private coverage; and helping high-income rather than low —income. In truth,
CHIPRA does none of these things. Moreover, CHIPRA makes these concerns a lower risk than
they are under the existing SCHIP statute. CHIPRA would strengthen this bipartisan and cost-
effective program with an impressive record of success, ensuring that low-income children do not
go without health care because their families are unable to afford coverage. The characterizations of
CHIPRA made by the legislation’s opponents are cleatly inaccurate.
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