Peach Carefor Kidsin Pending Financial Crises

The Issue

In 1997, Congress, as part of the Balanced Budget Act of 1997, created Title XXI of the Social
Security Act, the State Children’s Health Insurance Program (SCHIP) to provide health care for
the growing number of uninsured children in the U.S. and appropriated annual funding levels
totaling nearly $40 billion from FY 1998-FY 2007. In Georgia, this program is PeachCare for
Kids, which began covering children in 1999, providing comprehensive coverage to uninsured
children. Currently, Georgia' s PeachCare for Kids program is facing afederal fund shortfall of
$131 million, for this year, starting in May or June, and another shortfall in 2008 of over $171
federal dollars and $171.2 in state dollars. The $131million iswhat is needed to continue
PeachCare for Kids until the beginning of the next federal fiscal year that starts in October 2007.

On December 9, Congress passed legislation on the last day of the session to partially fund the
PeachCare for Kids shortfall as a part of the sweeping tax bill, H.R.6164. It redistributed $271
million in SCHIP from 2004-2005 to the six states facing the most immediate funding holes,
including Georgia, lllinois, Maryland, Massachusetts, New Jersey and Rhode Island in the black
until May. But those states and eight others face SCHIP deficits later in fiscal year 2007.Without
this, Georgiawould have faced the discontinuation of PeachCare for Kidsin March 2007. This
federal legidlation provides atemporary fix until approximately May or June 2007. In addition,
the program’s 10 year authorization also ends in FY 2007, requiring that it be reauthorized for it
to continue at all.

Background
SCHIPisjointly financed by the Federa and State governments and administered by the States.

Within broad Federal guidelines, each State determines the design of its program eligibility,
benefits, payment levels and administrative and operating procedures. SCHIP provides a capped
amount of funds to States on amatching basisfor 10 years, Federal Fisca Y ears, FY 1998
through 2007. The federal funds are capped, nationwide with state-by-state allocations. Thus,
each state also operates under an individual cap. Under the act, federal matching funds are
available to subsidize nearly 72 percent of the benefit cost, |ess premiums, with the remaining
28% coming from the state. SCHIP is not an entitlement program. It is subject to the availability
of funds specifically appropriated for this program.

The matching rate for both Medicaid and SCHIP is determined using a formula based on states
relative per capitaincome. In aggregate, SCHIP spending was less than total allotment levelsin
the early years of the program; but, when the SCHIP programs matured and statutory-set
allotment levels dropped from $4.2 billion to $3.1 billion in 2002, spending exceeded annual
allotment levels. The SCHIP distribution formula left some states with more funds than they
could spend and other states needing additional funds to keep up with program costs and
enrollment. The provisionsin SCHIP law to “redistribute” SCHIP funds from states unable to
spend their full allotments to states that exceeded their funding allotments have created
complexity and unpredictability in program financing that have led to numerous legisative
changes to fix the formula.



States have the option of using SCHIP funds to create a separate SCHIP program, expand their
Medicaid program, or adopt a combination approach. Currently, 18 states operate separate

SCHIP programs, 11 states plus the District of Columbia expanded Medicaid, and 21 states rely
on a combination approach. Nationwide, in 2005, SCHIP covered 6 million low-income children
during the year and about 4 million at any point in time with annual costs of $7 billion (in state
and federa funds), much smaller in scope than coverage for 28 million children under Medicaid.
SCHIP builds on Medicaid to provide insurance coverage to children not eligible for Medicaid,
typically with incomes up to 200 percent of the Federal Poverty Level or $32,000 annually for a
family of threein 2006. Forty-one states cover children in families with incomes up to or above
200 % of FPL under Medicaid or SCHIP. In October 2006 the Congressional Research Service
estimated that 17 states were expecting SCHIP funding shortfallsin FY 2007 of just over $920
million, including Georgia. These shortfalls were partialy offset by legislation at the end of 2006
that would redistribute existing unspent SCHIP funds. However, further action is needed to fully
resolve the 2007 shortfalls (expected to be $716 million) and going forward more states are
expected to face shortfalls.

Rather than fund an extra $920 million to keep all the states operating at their current level,
Congress held funding steady and instead tinkered with the formulas that determine how that
money is doled out. States that didn’t spend their entire allotment of SCHIP money in 2005 will
forfeit as much as $40 million apiece, in order to shore up other states,” such as Georgia's state
efforts. The money for states that need this extra help will have some strings attached. Normally,
the federa government pays a higher matching rate for people in SCHIP than for standard
Medicaid. While most of the 4 million people in SCHIP are children, some states cover pregnant
women and parents, too. Under the new legislation, states getting extra help for SCHIP will get
the enhanced rate only for children. The federal government will use the lower Medicaid
matching rate for adultsin SCHIP. Since 1997, the percentage of low income uninsured children
fell by one-third since 1997. (From 23% to 15%)

Georgia' s Program: Eligibility and Costs

Georgia selected to operate a separate SCHIP program. As of December 2006, PeachCare for
Kids covered 273,175 children and had aFY 2007 combined federa and state budget of
$427,125,422. Georgia ranks fourth nationally in numbers of enrolled children. Georgia requires
that the children be U.S. citizens and/or certain qualified legal residents, refugees or asylums and
reside in Georgia. They must be age 18 and be underinsured or uninsured, and have family
incomes less than or equal to 235% of the federal poverty level: $39,000 for afamily of 3 and
$47,000 for afamily of 4. Georgiais one of 17 states, which allows incomes greater than 200%
of FPL for enrollment in the program. Thereis no cost for children under age 5. Currently, the
cost per person for PeachCare for Kids coverage is $10 to $35 for one child and a maximum of
$70 for two or more children living in the same househol d, depending on household income.
There are no co-payments or deductibles required for benefits. The SFY 2007 Projected total
expense for the program is $427,126,422. The available SFY 2007 federal funds are
$254,874,160 and the SFY 2007 Projected Federal Expense is $312,687,294 for a projected state
fiscal year fund deficit of $57,813,134 and Fiscal Y ear Deficit of $131.2 million. For SFY 2008,
Georgia projects a state fiscal year deficit of $171.2 million and afederal deficit of $171.7.

Current Lobbying Efforts




Georgia DCH Commissioner, Dr. Rhonda Medows, has been to Washington, D.C. on several
occasions to meet with members of the U.S. House and Senate to lobby on behalf of the
PeachCare for Kids program U.S. Senators Saxby Chambliss and Johnny |sakson,
Representatives John Barrow, Charlie Norwood and Nathan Deal have been advocates for this
program. R.S. Rep. David Scott recently sent aletter to the U.S. House Speaker, Nancy Pelos
and the Minority Leader urging them to extend the funding. DCH has asked PeachCare
participants to help in averting the shortfall by contacting their Congressman as well as
Georgia stwo U.S. Senators and encouraging them to support SCHIP |egidlation this month,
when the 110" Congress convened. The AMA and AAP support expanding the program to cover
all eligible children, but recognize financing will be an issue. MAG does not have an officia
policy supporting PeachCare, however supported earlier legislation which would have used the
program to broaden Medicaid.

State Alternative Efforts Possible

Congress can correct the problem and members of the Georgia Congressional delegation believe
that they will. If unsuccessful, DCH will investigate several options for the program, such as
reducing the services of the program or shifting some of the kids on to Medicaid. There are other
stopgap measures such as the state funding the full program cost with state dollars temporarily
which may require a quick change to the state PeachCare law, then later after Congress acts,
Georgia could be reimbursed for the federal share. Secondly, the state could leverage federal
Medicaid dollars temporarily at the Medicaid match rate to continue coverage for children in
PeachCare, which would also require a quick change in state law, and the state might later be
reimbursed at the higher PeachCare rate | ater.




