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This week, the House will likely consider H.R. 3162, legislation to reauthorize and expand the State Children’s Health Insurance Program (SCHIP), provide Medicare payments for physicians, and substantially hinder Medicare Advantage plans, with several tax increases designed to partially offset the bill’s costs.  

Would H.R. 3162 violate PAYGO?

Yes.  H.R. 3162 provides $27.5 billion over five years and $132.6 billion over ten years in new mandatory spending.  This new spending is only partially offset by tax increases ─ $28.9 billion over five years and $59.7 billion over ten years.  As a result, the bill reduces the deficit (in part with a budget gimmick pertaining to physician reimbursements) over five years, but increases the deficit over ten years—by $72.9 billion over years.  Therefore, H.R. 3162 is subject to a PAYGO point of order under the Rules of the House, unless further modified.

Would H.R. 3162 turn SCHIP into a permanent entitlement?

Yes.  SCHIP was designed to be a limited block grant to states, and was not created as an entitlement (such as Medicaid), which is automatically funded every year, with or without congressional approval.  However, H.R. 3162 would allow states to receive funding based on their costs associated with providing coverage consistent with their own eligibility requirements.  As such, states could provide coverage to higher-income families and adults without being subject to a limit on federal funding.  In addition, the bill contains no sunset date, as the original SCHIP legislation provided, meaning these mandatory increases will be on auto-pilot in the future.

Would H.R. 3162 raid the Medicare Trust Fund?


Yes.  H.R. 3162 creates a sizable new mandatory program that creates a “Center for Comparative Effectiveness Research” at Health and Human Services that would conduct research on health care services and procedures.  The Center would be financed through transfers from the Medicare Trust Funds for fiscal years 2008-2010.  Beginning in fiscal year 2011, funding would continue to flow from the Medicare Trust Funds, but it would be supplemented by a new tax on healthcare insurance policies.  The bill would also draw down substantial funds from the Medicare Trust Funds over time, $300 million over the first three fiscal years and up to $90 million each fiscal year thereafter.  Medicare Part A is financed by payroll taxes, and according to the nonpartisan Medicare Trustees, it is scheduled for bankruptcy in 2019—thus committing its resources for additional research will further expedite its bankruptcy.  

Does H.R. 3162 raise taxes?

Yes.  H.R. 3162 increases the cigarette tax by 45 cents per pack and increases the tax on large cigars from 39 to 45 cents.  Some conservatives may be concerned that the bill increases taxes on low-income individuals in order to pay for the expansion of SCHIP, which is designed to assist low-income families.  In addition, this revenue source is constantly declining as fewer and fewer individuals begin to smoke, since placing a tax on cigarettes will likely deter sales, leading some to question the efficacy of the offset.  According a study by the Heritage Foundation, “To produce the revenues that Congress needs to fund SCHIP expansion through such a tax would require 22.4 million new smokers by 2017.”  In addition, the legislation includes a new, broad tax on most health insurance policies. 

Does H.R. 3162 hamper Medicare Advantage plans?
Yes.  H.R. 3162 reduces payments to Medicare Advantage (MA).  According to CBO, this provision saves $50.4 billion over five years and $157.1 billion over ten years.  Almost 20% of seniors (over 8 million) in the Medicare program receive their Medicare benefits through private health plans under the MA program.  Since MA plans provide on average $1,000 more in benefits to participants than traditional Medicare, reducing MA payments will likely discourage many private plans from participating in the program, perhaps eliminating the private Medicare option in many areas and for many individuals.  As such, seniors could either lose their current health care provider and insurance or be subject to increased costs and decreased services.  According to CBO, there are 8 million enrollees on MA, and under the bill, there would only be 5.5. million by 2012. 
Will H.R. 3162 decrease private insurance participations in the market?
Yes.  Expanding SCHIP will generate a substantial shift away from the private health insurance market, by encouraging more and more children (and adults) to obtain health care coverage from the federal government.  According to CBO, this phenomena is already occurring, “… the increase in public coverage [SCHIP] has been partially offset by a reduction in private coverage … some parents who otherwise would have enrolled their children in private coverage may prefer instead to switch their coverage to SCHIP” (emphasis added).  
Would H.R. 3162 expand eligibility for SCHIP?

Yes.  H.R. 3162 would allow states to cover “children” up to 25 years of age (up from age 19).  In addition, H.R. 3162 recommends giving states flexibility to cover other “non-traditional individuals” such as older children under Medicaid, childless adults, and legal immigrants, who have traditionally not been eligible for Medicaid or SCHIP, except in some states with federal waivers.  Also, H.R. 3162 places no income cap on SCHIP eligibility, allowing each state to establish their own eligibility standards.  For example, this could allow children from families 400% above the poverty line to be covered by SCHIP ($82,600).  And, states could expand coverage for increasingly more well-off beneficiaries if they chose—and would have every incentive to do so, since their total allotment would increase.  
Does H.R. 3162 require an asset test in determining eligibility?

No.  In fact, H.R. 3162 would provide “bonus payments” or additional funding, to states that do not subject individuals to an assets test in determining SCHIP eligibility.  Under such a scenario, a family could hold assets in excess of $1 million (a house, a car, etc), yet still qualify for SCHIP if their income level met their state’s income requirements—and a state would be rewarded for this with additional federal funding.
Would H.R. 3162 encourage additional SCHIP spending?

Yes.  In the past, a state would receive a set amount of funding each year.  However, H.R. 3162 provides an escalating allotment that increases as the state expands coverage and increases enrollment—even to individuals outside the scope of the program’s original intent—children.
Does H.R. 3162 include offsets to fully pay for the expansion of SCHIP and other spending provisions?
No.  The bill relies on reductions to Medicare and tax increases to pay for its SCHIP expansion.  However, these reductions would only partially pay for such costs.  Specifically, the bill reduces over $157 billion from the Medicare Advantage program and generates $53 billion in revenue from the tobacco tax increase.  In addition, the bill creates a new tax on most healthcare insurance policies (which still has not been fully vetted by the Joint Committee on Taxation) that will likely result in rising costs in the private health insurance market.

Would H.R. 3162 require documentation of citizenship?
No.  The bill retroactively repeals citizenship documentation requirements that were implemented in the Deficit Reduction Act of 2005 and fails to require enrollees to provide documentation of citizenship to receive benefits under this bill. 
Does H.R. 3162 reauthorize Title V Abstinence Education programs?
No.  Although H.R. 3162 provides for a two year extension of Transitional Medical Assistance (TMA), a program that has historically been extended along with the Title V Abstinence Education Program, it does not tie TMA reauthorization with Title V Abstinence Education.  By extending TMA for two years in SCHIP (through FY 2009) without Title V abstinence grants, the Democrat Leadership is signaling that they have no intention of reauthorizing abstinence beyond the current September 30th expiration, thus letting the abstinence grant program expire (and leaving abstinence programs across the country with no funding for the 2007 school year and beyond).
Does H.R. 3162 affect Medicaid and SCHIP family planning provisions?

Yes.  H.R. 3162 allows states to extend family planning services and supplies to non-pregnant women up to the level of eligibility that the state has for pregnant women covered under SCHIP or Medicaid.  The legislation would also provide that states no longer need a waiver to provide family planning services to a larger population of enrollees at the increased Medicaid reimbursement rate.  The bill would also prohibit the enrollment of these women in Medicaid unless the coverage includes medical assistance for family planning services—in effect mandating coverage of these services, even to individuals who may not actually need or want them.  
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