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Children’s Health Insurance Program
ISSUE
Implementation of a federal initiative to expand health care coverage to low-income uninsured
children.
AFFECTED AGENCIES
Department of Human Services (DHS), Division of Medical Services
Department of Commerce, Insurance Division
Iowa Department of Public Health
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Chapter 249A, Code of Iowa
Public Law 105-33, Social Security Act, Title XXI, the State Children’s Health Insurance
Program (SCHIP)
CURRENT SITUATION
One significant provision of the federal Balanced Budget Act of 1997 (HR 2015) is the
creation of the State Children’s Health Insurance Program (SCHIP). The SCHIP is created
under Title XXI of the Social Security Act. The stated purpose of the Program in the
Balanced Budget Act is:
The purpose of this title is to provide funds to States to enable them to initiate and expand the
provision of child health assistance to uninsured, low-income children in an effective and
efficient manner that is coordinated with other sources of health benefits coverage for children.
Such assistance shall be provided primarily for obtaining health benefits coverage through—
1. obtaining coverage that meets the requirements of section 2103, or
2. providing benefits under the State’s Medicaid plan under Title XIX, or
3. a combination of both.

Uninsured Children In Iowa
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There are many estimates of the number of uninsured children in Iowa and in other states. Iowa’s
allotment of federal funds is based on the Health Care Financing Administration (HCFA) estimate of
67,000 uninsured children in Iowa. Data estimates evaluated by the Iowa Healthy Kids Task Force
were reported in the Iowa Healthy Kids Report to the Governor and the General Assembly in
February 1997. The Report cited a range of 50,000 to 173,420 uninsured children in the State. A
copy of the Iowa Statistics portion of the Report is included in Appendix 1. Additional estimates
provided by the Bureau of Census and calculated by the Children’s Defense Fund in October 1997
are detailed in Appendix 2. When comparing estimates of uninsured children, it is important to
compare assumptions of the estimates as well, including the length of time the child is uninsured, if
the estimate is applying the national average of uninsured children to a state’s child population, or if
it includes income groups eligible for Medical Assistance or above 200% of the federal poverty level
(FPL), which are not included in the SCHIP population. The following pie chart indicates the
numbers of uninsured children by poverty level, concluding that an estimated 54,000 children could
receive primary and preventive health care through this Program while an additional 28,000
uninsured children would remain ineligible for the SCHIP because family incomes exceed 200.0%
of the FPL.
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Figure 1
Uninsured Children in Iowa
(FPL = Federal Poverty Level)
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200% FPL
34.1%

28,000 children
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200% FPL
65.9%

Source: Department of Human Services

SERVICES COVERED
Two types of coverage are provided in the Act, basic and optional services. Details of services
covered by the two categories are included in the following table:
Figure 2

Basic Services

Optional Services

•

Inpatient and outpatient hospital services.

•

Prescription drugs coverage.

•

Physicians’ surgical and medical services.

•

Mental health services.

•

Laboratory and x-ray services.

•

Vision and/or Hearing services.

•

Well-baby and well-child care, including ageappropriate immunizations.

•

Other services as determined by the
individual states.

States have three primary options in determining the type of program to establish.
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•

A plan comparable to the Blue Cross/Blue Shield plan available to federal employees.

•

A plan comparable to the plan which State employees receive.

•

A plan approved by the Secretary of Health and Human Services.

States have significant flexibility in determining the type of program offered. Benefits do not have
to be consistent statewide. Regional variation in services is permitted.
ADMINISTRATIVE FUNDING LIMIT
A maximum of 10.0% of the federal funds expended may be used for administration, outreach
programs, and direct provision of service. Representatives from the National Conference of State
Legislatures have communicated with the Health Care Financing Administration (HCFA) in an
attempt to apply the 10.0% administrative limit to total funds expended rather than federal funds
expended on the Program. The current legislation also requires the limit be applied quarterly,
creating a potential burden due to start-up costs.
ELIGIBILITY AND COPAY
The Act provides eligibility for children with family incomes below 200.0% of the federal poverty
level. States may impose deductibles for those individuals with income greater than 150.0% of the
poverty level, but may not impose any cost sharing requirements for preventive services. Families
with incomes above 150.0% of the poverty level may have nominal deductibles or cost sharing not
to exceed 5.0% of gross family income. A schedule of allowable cost sharing under Medicaid is
provided in Appendix 3.
The SCHIP is defined in the Act as a federal entitlement, which means funds are appropriated in
advance of Congressional action for future budget years. The Act specifically prohibits an
individual entitlement to services, meaning that states have the ability to restrict coverage within the
funds available. However, if Iowa were to extend Medicaid eligibility to 200.0% of the federal
poverty level (FPL), an individual entitlement to services would be created. The enhanced match
rate of 74.6% would apply until the entire SCHIP allotment was exhausted, then the current federal
match rate of 63.7% for Medicaid would apply to additional State expenditures. States may not
cover existing Medical Assistance groups with the enhanced funding, but may choose to extend
eligibility to non-covered groups.
Prior to the adoption of the SCHIP, states had the option of expanding Medicaid coverage for
“SOBRA” (Sixth Omnibus Budget Reconciliation Act) eligibles. The SOBRA eligible individuals
originally applied to children born prior to 1990. These individuals were covered up to 133.0% of
the federal poverty level. Each year, the age category increases, so currently, the State of Iowa is
covering those individuals ages 6 through 14 up to 100.0% of the federal poverty level. The SCHIP
would permit coverage for all children up to 200.0% of the federal poverty level. The following
graphic illustrates the additional potential eligibility groups added by the SCHIP.
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Figure 3

Percent of Federal Povery Level (FPL)
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ALLOCATION OF FEDERAL FUNDS
Federal funds in the amount of $23.9 billion are allocated in Federal Fiscal Years (FFY) 1998-2002.
The Act specifies continuation of the funding stream through FY 2007. Of the entire allocation, the
Congressional Budget Office (CBO) has estimated that $3.9 billion is needed to fund:
•

$700.0 million for a new state option to provide one-year continuous Medicaid eligibility to
children.

•

$100.0 million for mandatory Medicaid coverage for certain disabled children previously eligible
for Supplemental Security Income (SSI).

•

$400.0 million for increased enrollment in the Medicaid program due to a new state option to
provide presumptive eligibility for children.

•

$2.4 billion for additional costs to Medicaid for children identified as eligible by SCHIP outreach.

•

$300.0 million for two Diabetes Grant Programs.

The remaining $20.0 billion is available to states for the SCHIP, effective October 1, 1997, upon
verification of State appropriation of matching funds and approval of a state plan detailing
implementation of the Program.
Allocation Formula
Funds for FFY 1998-2000 will be allocated to states on the proportion of low-income children that
an individual state bears in relation to the total number of low-income uninsured children
nationwide. The specific formulas for allocation are detailed in Appendix 4.
Allocation to Iowa
The FY 1998 SCHIP allotment for Iowa is $32.5 million in federal funds. Federal funds would have
to be matched at the enhanced matching rate, which is approximately 74.6%. The enhanced rate
is 10.9% higher than the standard Medicaid matching rate the State currently receives. Using the
enhanced federal match rate, the State would be required to expend an additional $11.0 million in
General Fund moneys if the State desired to fully maximize federal funds. The FY 1998 SCHIP
allotments, state matching funds, and matching rates are detailed by state in Appendix 5.
TIMEFRAME
States are eligible to receive federal funds beginning October 1, 1997. In order to receive the FFY
1998 allotment, a state must have an approved State Child Health Plan by September 30, 1998.
The U.S. Department of Health and Human Services advises that states submit plans for approval
no later than July 1, 1998, to receive FFY 1998 funding. Key factors influencing implementation
include:
•

Program Options: Determination of eligibility groups, covered benefits, and implementation
design (for example, should the existing structure of eligibility determination be expanded, or
should some other mechanism or combination of mechanisms be used for enrolling children in
the Program?) The State Children’s Health Insurance Program Task Force has considered
needs of uninsured children, several implementation options, and eligibility groups. The final
meeting of the Task Force was October 23, 1997, with recommendations to an interagency
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work group and subsequent recommendations required to be reported to the Governor by
December 1, 1997. The Task Force made the following recommendations:
Expand Medicaid to 133% of the federal poverty level for all children under the age of 19
and create a separate private health care coverage program for children up to the age of
19 who live in families with income up to 200% of the federal poverty level as allowed by
the federal legislation.
A copy of the Iowa Kids Report of the State Children’s Health Insurance Program (SCHIP) Task
Force Executive Summary is attached as Appendix 6.
•

Enacting legislation will be required, including an appropriation for the State share of expenses
(up to $11.2 million will qualify for the enhanced federal match).

•

Submission of a State Plan to the Health Care Financing Administration and approval by the
federal authorities.

•

A state may amend, in whole or in part, its State Child Health Plan at any time through the
transmittal of a plan amendment. Approval of a Plan will reserve the entire allotment for an
individual state, which may be expended over three years (amounts allotted to states for a fiscal
year are available through the second succeeding fiscal year).

ALTERNATIVES
The General Assembly may wish to consider the following options:
•

How should the Program be implemented? Should a stand-alone program be instituted by
contracting for health insurance coverage for low-income children or should Medical
Assistance eligibility be expanded. The primary benefit of expanding Medical Assistance
eligibility is the potential of grouping both the existing eligibility groups with the SCHIP
eligibility group to pool risk, which may result in reduced costs for the State. This will be of
benefit as the Medical Assistance Program moves from a fee-for-service plan to some form
of managed care. Alternatively, separating the SCHIP group from the Medical Assistance
Program may prove less costly because of the enhanced services provided to Medical
Assistance clients. The Task Force discussed the possibility of extending coverage to
133.0% of the FPL to simplify Medicaid eligibility determination and level the criteria for all
children (excluding infants currently eligible up to 185.0% of the FPL). At this point, no
estimate of the cost savings of either option is available.

•

What services beyond the required services should be offered? The SCHIP allows
changes in benefit packages that are an actuarial equivalent to one of the three primary
coverage options discussed above (i.e., the federal Blue Cross/Blue Shield plan, a State
employee plan, or a plan approved by the Secretary of Health and Human Services).

•

What level of co-pay or deductible should be required (if any)?

•

What mechanism of delivery should be utilized? Options include inclusion of SCHIP
eligibility determination in the role of the DHS field offices, contact and outreach through
local school districts, marketing by insurance companies offering an eligible benefits
package, contact with a new mother in a hospital, or through doctors’ offices and clinics.

•

Should the State expand eligibility to cover a larger number of low-income uninsured
children? If so, how much should the eligibility be expanded (up to 200.0% of federal
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poverty level receives enhanced federal matching funds). Some states, such as
Connecticut, have used income offsets to increase the number of families eligible up to
300.0% of the federal poverty level. States are given the discretion to define income level
in the State Plan, as long as the definition is applied consistently to the Medicaid Program.
•

Should parents of low-income children or families with incomes exceeding the eligibility
criteria be allowed to buy into the Program at cost? (The SCHIP specifications allow
parental coverage if proven to be cost effective.)

•

What measures should be taken to prevent “crowd-out” or the shift of coverage from some
other entity to the SCHIP? Various states have specified periods of time without insurance
coverage, varying from three months to 18 months, prior to obtaining eligibility for the
SCHIP. Several states have included specific exceptions to the required gap in coverage
(such as a change in employment without an insurance benefit or an employer action which
discontinues insurance coverage). California has included a discrimination clause,
indicating that employers must offer dependent coverage for both high- and low-income
employees or for neither group.

The General Assembly may also wish to consider a phased approach of implementation, by first
extending Medicaid eligibility to a specified level of poverty, including this in a State Plan filed with
the federal authorities, and then adding the privatization component through a subsequent
amendment to the Plan. The original approval of a State Plan will reserve Iowa’s allotment for the
subsequent two fiscal years. Under this method, it would not be required that the State appropriate
the entire $11.0 million State match in the first year of the SCHIP’s operation. A phased approach
would likewise limit the number of eligible children receiving health care coverage corresponding to
the level of State funds appropriated.
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