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How States Stand to Gain or Lose
Federal Funds by Opting In or Out
of the Medicaid Expansion

SHERRY (GLIED AND STEPHANIE MaA

Abstract: Following the Supreme Court’s decision in 2012, state officials are now decid-
ing whether to expand their Medicaid programs under the Affordable Care Act. While the
states’ costs of participating in the Medicaid expansion have been at the forefront of this
discussion, the expansion has much larger implications for the flow of federal funds going
to the states. This issue brief examines how participating in the Medicaid expansion will
affect the movement of federal funds to each state. States that choose to participate in the
expansion will experience a more positive net flow of federal funds than will states that
choose not to participate. In addition to providing valuable health insurance benefits to
low-income state residents, and steady sources of financing to state health care providers,
the Medicaid expansion will be an important source of new federal funds for states.
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OVERVIEW
A key provision of the Affordable Care Act is the expansion of the Medicaid
program to residents with incomes at or below 138 percent of the federal poverty
level ($15,856 for an individual and $32,499 for a family of four). The federal
government will pay most of the costs of financing the Medicaid expansion, ini-
tially covering 100 percent of Medicaid costs for newly eligible enrollees. It will
continue to cover those costs through 2016, and will then phase down its support.
However, by 2020, the federal government will still pay 90 percent of the costs.'
In 2012, the Supreme Court ruled to allow states to choose whether to
participate in the expansion. Many of the states declining to participate have
pointed to a potential negative impact on their budgets, although research has
shown that the costs to states of expanding Medicaid average less than 1 percent
of state budgets.?
In this brief, we look at these outlays of federal funds in three differ-
ent ways. First, we compare the expected flow of Medicaid expansion-related

federal funds in 2022 (the year to which the Urban Institute projected Medicaid .
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enroilment and spending under the law) {0 payments to
state governments through federal highway subsidies
and payments to state businesses through defense pro-
curement contracts. Second, we compare the Medicaid
payments to taxes raised by the federal government to
fund the program. Like a substantial share of highway
funds® and all funding for defense procurement con-
tracts, federal funds that pay for state Medicaid pro-
grams are raised through federal general revenue col-
lection. These revenues are raised from taxes paid by
residents in all the states, whether or not they benefit
from a specific federal spending program. Third, we
compare the state’s share of the cost of the Medicaid
expansion in 2022—ihe match needed to draw these
federal finds—to state expenditures that aim to draw
private investments to states.

We find that the Medicaid expansion will be a
relatively large source of federal revenue to state enter-
prises. The value of new federal funds flowing annu-
ally to states that choose to participate in the Medicaid
expansion in 2022 will be, on average, about 2.35
times as great as expected federal highway funds going
to state governments in that year and over one-quarter
as large as expected defense procurement contracts
to states.

No state would experience a positive flow of
funds by choosing to reject the Medicaid expansion.
Because the federal share of the Medicaid expansion is
so much greater than the state share, taxpayers in non-
participating states will nonetheless bear a significant
share of the overall cost of the expansion through fed-
eral tax payments—and not enjoy any of the benefits.

Most states’ budget costs of expanding
Medicaid each year will be, on average, less than one-
sixth the amount they pay fo attract private businesses.
In only four states, the costs of the Medicaid expansion
in 2022 will be greater than the average amounts the
states pay out annually to attract private funds.

States’ decisions whether or not to expand
Medicaid will have profound effects on their residents.
State government officials should examine the incre-
mental impact of the expansion on state budgets and
the implications of the flow of federal money to
their states.
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BACKGROUND

In its 2012 decision, the Supreme Court gave state
governments flexibility to decide whether to participate
in the Affordable Care Act Medicaid expansions.* In
making these decisions, states have largely focused

on the implications of the expansion on state budgets.
However, the flow of federal dollars to states related to
the expansion is substantially greater than states’ costs.

The Affordable Care Act’s Medicaid
Expansion

The Affordable Care Act includes a substantial expan-
sion of eligibility for Medicaid. Beginning in January
2014, all documented residents under 65 years of age
with incomes below 138 percent of the federal poverty
level and who live in states choosing to participate in
the expansion will be eligible for Medicaid.’

In states that do not participate in the expan-
sion, analysts anticipate that some people already eligi-
ble for Medicaid who have not participated in the past
will enroll. The federal government will fund a share of
Medicaid costs for these participants who meet eligi-
bility levels that predate the Affordable Care Act. The
share is determined by states’ current federal medical
assistance percentages (FMAP), which range from 50
percent in Connecticut and New Jersey to 73 percent in
Mississippi.® In states that choose to participate in the
Medicaid expansion, Medicaid eligibility will expand
to cover more people. Between 2014 and 2016, the fed-
eral govermment will pay 100 percent of the Medicaid
costs for these newly eligible enrollees, declining to 90
percent by 2020.7 In addition, the Affordable Care Act
provides an enhanced federal matching rate to states
that significantly expanded their Medicaid programs
under waivers prior to the Affordable Care Act.®

State Options for Financing Medicaid
Programs

States have used many strategies to fund their shares
of the Medicaid program: transferring financing of
existing state programs to Medicaid, for example,
by including state-financed mental health clinics

as Medicaid providers, or by raising funds through
income taxes, sales taxes, tobacco taxes, corporate
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taxes, or health care provider taxes.’ Some states have
used other sources, including funds obtained through
the conversion of nonprofit insurers or hospitals to for-
profit entities.'® Because hospitals expect to see their
uncompensated care costs decrease considerably if the
expansion is implemented,"" hospitals in some states
have offered to accept new taxes in exchange for their
states’ participation in the Medicaid expansion.'?

How Federal Funds Move to States

Most federal government programs disperse funds to
residents, businesses, and governments in the states, for
example, through the purchase of services from state
businesses, the provision of social security benefits to
retirees, or through federal matching grants for social
service provision. The Medicaid expansion offers states
an opportunity to draw new federal funds by choos-
ing to participate in the program. Highway funds pay
1ocal road contractors and generate jobs and benefits
for local residents, and defense procurement funds pay
local businesses and generate local jobs. Similarly, new
Medicaid expansion funds will pay local heaith care
providers and generate jobs and health insurance ben-
efits for residents.

Like state highway or defense procurement
funds, federal funds that will be used to pay for the
state Medicaid program expansions will be raised
through federal revenue collection. Revenues are
routinely collected from taxes paid by residents in all
the states, including states that do not participate in a
particular federal spending program. They are raised
through income taxes (71%), corporate taxes (15%),
and estate, gift, and excise taxes (14%).” Social insur-
ance tax payments (mainly for Medicare and Social
Security) cannot be used to fund Medicaid.

Overall, the Congressional Budget Office has
estimated that the Affordable Care Act will reduce
the federal deficit by $143 billion between 2010 and
2019."* Savings in some programs, such as reductions
in payments to Medicare managed care plans, and new
revenue collections in others, such as new taxes on tan-
ning salons, will more than cover the costs of the new

subsidies available for people purchasing coverage
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in the marketplaces and the Medicaid expansions.
However, these savings and new revenue sources
will not be formally earmarked for the subsidies
and expansions.

There is substantial research that estimates the
impact of federal revenue collections and disburse-
ments at the state level.”> Since most federal general
revenues—income and corporate taxes—are collected
through a progressive tax system {i.e., people with
higher income pay more faxes), it is no surprise that
the professional literature consistently finds that states
with higher-income populations pay more in federal
taxes than they receive in federal disbursements.'® In
the United States, the income tax system levies higher
rates on those who earn more income, generating
higher levels of federal tax payments in rich states.
Federal spending follows a different pattern, based
largely on state industrial and demographic composi-
tion. States with more defense industry suppliers and
those with a higher share of agriculture tend to receive
more net federal funding.”

FINDINGS

Federal Funds Going to States for
Medicaid Expansion
States that choose to participate in the Medicaid expan-
sion will gain considerable new federal funds. Exhibit 1
compares the additional expected federal funds that
will go to states that participate in the Medicaid expan-
sion in 2022 with the estimated amount of federal high-
way funds going to states and the estimated amount of
federal defense procurement contracts going to states.

In all but eight states, the new federal funds
that states receive from participating in the Medicaid
expansion will exceed federal highway funds. On aver-
age, in 2022, states will receive about 2.35 times as
much in new federal funds from participating in the.
Medicaid expansion than from the federal highway
program.

Annual defense procurement contracts are
expected to considerably exceed the total federal dis-
bursements associated with the Medicaid expansion



in 2022. On average, the Medicaid expansion in 2022
will draw slightly more than one-quarter as much fed-
eral funding to states as defense contracts will. In eight
states, however, the Medicaid expansion is expected
to draw more federal funding to the state than procure-
ment contracts do.

Federal Funds Moving In and Out of States
Like other federal programs, including a portion of
highway spending and all of defense procurement
spending, funds used to pay for the Medicaid expan-
sion will be drawn from federal general revenues. To
assess the effect of the Medicaid participation decision
on federal funds moving into and out of each state,

we compare the flow of federal funds to states with

the states” sources of general revenue (i.e., tax dollars)
required to pay for the Medicaid expansion costs.

Exhibit 2 shows the distribution of federal
funds across states in 2022. For each state, the exhibit
shows the share of general tax revenue collected from
the state and the federal funds going to the state—
assuming that the state does not participate in the
Medicaid expansion, but every other state does. In
every case, choosing not to participate in the expansion
generates a net loss of federal funds. Cotumn 1 shows
the share of general tax revenue that is likely to be col-
lected from the state in this scenario. Column 2 shows
the net loss of federal funding when states choose not
to participate in the expansion.

As of November 2013, 20 states have decided
to opt out of the Medicaid expansion.'® By choosing
not to participate, Texas, for example, will forgo an
estimated $9.58 billion in federal funding in 2022.
Taking into account federal taxes paid by Texas resi-
dents, the net cost to taxpayers in the state in 2022 will
be more than $9.2 billion. Similarly, Florida’s decision
to not participate will cost its taxpayers more than $5
billion in 2022. In Georgia, the state will forgo $4.9
billion in federal funding without the expansion of
Medicaid, and in turn, $2.8 billion will flow out of the
state in 2022. In other states, the costs of not participat-
ing will be lower. In South Dakota and Wyoming, for
instance, taxpayers will face a net cost of $224 million
and $166 million in 2022, respectively.
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Paying for Medicaid After 2020
Initially, states can participate in the Medicaid expan-
sion without contributing new funding. After 2020,
however, states will be required to pay 10 percent of
the cost of coverage for the expansion population.

One way to look at these state payments is
to compare them with other efforts to attract invest-
menis 1o the state. In Exhibit 3, we compare the states’
costs with average annual state expenditures to attract
private businesses, such as tax breaks provided to com-
panies. On average, the states’ costs in 2022 will be
less than one-sixth the amount they pay out annually to
attract private businesses.

POLICY IMPLICATIONS AND CONCLUSION
If adopted by all states, the Medicaid expansion is
expected to provide health insurance to as many as
21.3 million Americans by 2022, improving their
access to care and financial protection.” For states, this
expansion in coverage will mean reductions in state
uncompensated care costs and in spending for some
state programs. It will also mean substantial changes in
federal funding.

States often seek fo increase their share of fed-
eral funds, lobbying for military bases, procurement
contracts, and highway funds. Federal funding pro-
vides direct benefits and bolsters local economies. The
opportunity to participate in the Medicaid expansion
has potentially important benefits to states. In most
states, for example, the increase in federal funding in
2022 from participating in the Medicaid expansion is
roughly equivalent to one-quarter of the total value
of federal procurements for that year and more than
twice as much as all federal funding for highways.” In
most cases, the investment to attract this federal fund-
ing is modest. For example, the gain in federal [unds
in Louisiana from participating in Medicaid is nearly
twice as large as annual federal defense procurement
spending in the state.”' Even states that do not value
the health and health system benefits of expanding
Medicaid may value the expansion as a source of funds
that benefits the state economy.

54
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METHODOLGGY

This study combines data on the expenditures anticipated under the Medicaid expansion with information on
the composition of federal revenues, on other federal expenditures, and on other state expenditures. We drew
estimates of state and federal spending on Medicaid under alternative Affordable Care Act scenarios from J ohn
Holahan et al.’s report, The Cost and Coverage Implications of the Affordable Care Act Medicaid Expansion:
National and State-by-State Analysis.* That report uses the Urban Institute’s Health Insurance Policy Simulation
Model (HIPSM) and Congressional Budget Office estimates to project the costs of Medicaid expansion at the
federal and state level. Urban Institute projected Medicaid enrollment and spending under the law in the year
2022.

.
-

We obtained data on federal highway spending from the Federal Highway Authority, U.S. Department of
Transportation, Obligation of Federal Funds Administered by the Federal Highway Administration during Fiscal

: Year 2011, Table FA-4B.> Highway funds are drawn from earmarked taxes contributed to the highway trust :

fund, but since 2005, a portion of funding for the trust fund has been drawn from general revenues. We obtained
data on defense procurement contracts in fiscal year 2010 from Census Bureau, U.S. Department of Commerce,
Consolidated Federal Funds Report, FY 2010, Table 5. We updated these figures to 2022 dollars using the
Consumer Price Index from the Congressional Budget Office Economic and Budget Outlook 2012-2022.

The main source used to estimate the sources of federal general revenue collections was the Internal

Revenue Service’s “Gross Collections, by Type of Tax and State, Fiscal Year 2011.”° The IRS 2011 reports rail-

4 1.8 Social Security Administration, Office of Retirement and Disability Policy, Ammal Statistical Supplement, 2012, “Old Age,

road retirement and unemployment taxes separately, but combines “income tax not withheid” with SECA tax
and combines “income tax withheld” with FICA tax. We adjust these figures using data from the 2010 Social
Security Administration’s Statistics of Old Age, Survivors, and Disability Insurance, which provides estimates
on payroll tax payments by state.® Finally, we omit corporate tax payments from our calculation of the state
share of federal general revenue receipts, because corporate tax payments are assigned to the state of corporate
incorporation (often Delaware) and need not reflect the states of residence of the corporation’s shareholders.
For each of the data sets, we then calculated state shares of total federal general revenue collections (Exhibit 2,
Column 1). Note that these calculations are all based on the distribution of federal revenues in 2010-2011. The
flow of funds across states varies with changes in tax rates. Thus, the American Taxpayer Relief Act of 2012,
which made changes to federal tax rates that will change the distribution of revenues raised, mainly by increas-
ing marginal tax rates for the highest earners, will tend to raise tax revenue collections from those higher-income

states that already pay a larger share of federal revenues.®

3 J. Holahan, M. Buetigens, C. Carroll et al., The Cost and Coverage Implications of the ACA Medicaid Expansion: National and State-
by-State Analysis (Washington, D.C.: Kaiser Commission on Medicaid and the Uninsured, Nov. 2012).

b 11.S. Government Accountability Office, Highway Trust Fund: All States Received More Funding Than They Contributed in Highway
Taxes from 2005 to 2009 (Washington, D.C.: GAO, Sept. 2011). :

¢ Internal Revenue Service, “Gross Collections, by Type of Tax and State, Fiscal Year 20117 (Washington, D.C.: IRS, 2011}, available
at hizp/fwirwirs. goviuae/SO1-Tax-Siats-Gross-Collections,-by-Type- S Tax-and-State,-Fiscal-Yoar-TR 8-Data-Book-Table-5.

Survivors, and Disability Insurance” (Washington, D.C.: $5A), Tables 4.310 and 4.B12.
¢ (. Dubay, Federal Tax Burdens and Expenditures by State (Washington, D.C.: Tax Foundation, March 2006).

.......
............................................................................................................
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..................................................................................................................

METHODOLOGY {CoNTINUED)

: In order to determine the effect on the flow of federal funds of a state opting out of the Medicaid expan-
sion, we calculated projected federal Medicaid spending in each state and federal Medicaid-related taxes paid
by each state in this scenario. We obtained projected federal Medicaid spending in each state from the Holahan
et al. report. We computed federal taxes paid by each state under the assumption that only that state opted out
of expansion. To do this, we subtracted the increase in federal Medicaid spending anticipated in that state if

it expanded coverage from the aggregate change in federal spending assuming all states participated in the
expansion. We then multiplied the resulting adjusted aggregate federal cost by the state’s share of U.S. general
revenue to obtain the total federal taxes paid by that state if it alone chose not to participate in the expansion.
We obtained data on state incentive payments to private businesses from the New York Times Govemment
Incentives Database. We adjusted the figures to 2022 dollars using the Consumer Price Index from the
Congressional Budget Office Economic and Budget Outlook 2012-2022.

srent e ey

£ New York Times, “Cnited States of Subsidies: A Series Examining Business Incentives and Their Impact on Jobs and Local Economies,”
2012, available at hitp://www.aytimes.comvinteractive/Z01 271 2/0 Ves/government-incentives.Jami? =0,

.
..................................................................................................................
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Exhibit 1. Federal Funds Associated with Medicaid Expansion, Compared with Federal Highway Transportation Funds
and Federal Defense Procurement Contracts, by State, 2022 (in $ millions)

....................................................................................................................

Federal Funds Associated Federal Highway Federal Defense
with Medicaid Expansion Transportation Funds Procurement Contracts

----------------------------------------------------------------------------------------------------

Newada e
New Hampshi
New Jersey

NewYork ..
North Carolina

Souih Carlina
South Dakota

=111 SO OO OTE. 1 o SR OPRR DT 2 SRR
Wyoming .

Mote: Federa! highway funds and defense procurement contracts updated to 2022 dollars using the Consumer Price Index from the Congressional Budget Office Economic aad Budget Outlook 2012-2022.
Sources: Federal funds associated with Medicaid expansion from J. Holahan, M. Bugtigens, C. Carroll et al., The Cost and Coverage Implications af the ACA Medicald Expansion: National and State-
by-State Analysis (Washingron, D.C.: Kaiser Commission on Madicaid and the Uninsured, Nov. 2012), Table 8; highway spending from Federal Highway Administration, “Obligation of Federal Funds
Administered by the Federal Highway Administraticn During Fiscal Year 2011” (Washington, D.C.; .S, Department of Transpertation, Oct 2012), Table FA-4B, awailable at bt e fvea. dot. govy
nolicyinformation/ statistivs/ 2011 /adb.ofm; defense procurement contracts from LS. Census Bareau, Conselidated Federal Funds Report for Fiscal Year 2010: State and County Areas (Washington,
D.C.: US. Department of Commerce, Sept. 2011), Table 5.

................................................................
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Exhibit 2. Net Flows of Federal Funds if a State Chooses Not to Participate in the Medicaid Expansion,
Assuming All Other States Participate, 2022

O K ettt e
N GaIOINE e et T
Oklahoma

Montana

Pennsyhvania _
RROOE SlaIE s e e

Medicaid who newly enroll,
Sources: Data on state Madicaid expansion from The Commonweaith Fund: Rt/ / www.commenweaithfund.org/ Meps-and-Data/ Medicald-Expansion-Map. aspi, personal incame tax shares of gereral

revenue calculated from internal Revenue Service, “Gross Collections, by Type of Tax and State, Fiscal Year 2011" {Washington, D.G. IRS, 2011), available at bitp:/ /wwwirs.gov/ ung/ STH-Fax-ats-Gross-

Coitections,-by-Type-of-Taxanc-State Fiscal-Yenr BS-Data Bock-Tabie-5.
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Exhibit 3. States’ Costs for Medicaid Expansion Compared with
Spending to Attract Private Business, 2022 (in $millions)

------------------ [ T T N N e N R L I I I R

State States’ Share of Medicaid State Incentive Payments to
Attract Private Business

Arkansas
Lalifornia
Lolorado

Connecticut

Indiana
lowa

Kentweky e

Louisiana
Maine

[New Hampshire ...
New Jers

NEWYOTK e
North Carolina

Notes: Figures in database adjusted to 2022 dollars using the Consumer Price Index from the Congressional Budget Office Economic and Budget
Outlook 2012-2022. States with negative dollar amounts in Column 1 have previously expanded eligibility for their Medicaid pragrams ptior to the
enaciment of the Affordable Care Act. These states will get enhanced matches on the expansion popuiaticns; thus, their total spending will fall.
Sources: State expenditures from L Holahan, M. Buettgens, C. Carroll et al., The Cost and Coverage implications of the ACA Medicaid Expansion:
National and State-by-State Aralysis (Washington, D.C.: Kaiser Commission on Medicaid and the Urinsuired, Nov, 2012); state ircentives from New
York Times, “United States of Subsidies: A Series Examining Business Incentives and Their Impact on Jobs and Locat Esonomies,’ 2012, available at
htep:/ Aawwrytinses.comy interactive/ 201 2/ 13/ 01 /us/ govemment-incentives. itayf?_r=3.
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introduction

Kansas will soon decide whether it will expand its Medicaid program, KanCare, the
publicly funded health insurance program for low-income residents. Under the Patient
Protection and Affordable Care Act (ACA, sometimes known as Obamacare), states may decide
whether to expand eligibility for their Medicaid programs to non-elderly adults whose family
incomes are less than 133 percent of the federal poverty line (an annual income of about $31,000
for a family of four in 2013). To avoid creating undue financial burdens for states, the federal
government will pay 100 percent of the medical costs of serving the newly eligible from 2014 to
2016, but its share will phase down to 90 percent for 2020 and the years thereafter.! The original
intent of the ACA was that all states undertake this expansion, but the Supreme Court’s decision
in National Federation of Independent Businesses v. Sebelius established that states effectively
had the option of whether to expand Medicaid eligibility. States may decide whether and when to
implement an expansion, but, if it is adopted, Medicaid eligibility must rise to the 133 percent
level.

The purpose of this report is to offer a balanced and comprehensive view of the
economic, employment and budgetary effects of the decision of whether or not to expand

! States that had already expanded Medicaid coverage will have an enhanced matching rate for childless adults,
eventually reaching 90 percent by 2020 and beyond.

This is an independent analysis of the economic impact of a Medicaid expansion, conducted by
researchers at Regional Economic Models, Inc. (REMI) and the George Washington University
(GW). This report was prepared for the Kansas Hospital Association and funded by the
American Hospital Association. All opinions and conclusions in this report are those of the
authors and do not represent institutional views of REMI, GW, the American Hospital
Association or the Kansas Hospital Association.
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Medicaid in Kansas. In considering whether to adopt the Medicaid expansion, a state must
consider the budgetary and economic consequences of its decision, as well as the health
consequences. In the normal course of consideration, a state office prepares a budget estimate of
the cost to the state of adopting a new policy. While the budget estimates that are usually
prepared are important, they often fail to provide a comprehensive view of the effects because
they are focused solely on the direct costs that must be borne by the state.

This report offers a more comprehensive view of the total effect of a Medicaid expansion
by also looking at the effect on:

o The level of additional federal funds that will be earned in Kansas due to the Medicaid
expansion,

» Kansas’ economic activity (that is, the gross state product),

» Employment levels in Kansas,

¢ State tax revenues that would increase due to higher economic activity, and

¢ Other budgetary savings, such as savings in other health care costs that may occur if
Medicaid covers more low-income patients.

It is important to note that this report focuses on the effects of Kansas’ decision to
implement a Medicaid expansion, not the impact of the overall federal health law. Under the
Supreme Court decision, other changes required by the ACA, such as the establishment of health
insurance exchanges, increases in Medicaid primary care payment rates, or changes in how
income is counted in Medicaid, will ocour regardiess of whether a state expands Medicaid or not.
This report examines only the additional consequences of expanding Medicaid and assumes the
other changes will take place as specified in the federal law.

Kansas” Medicaid Program

Currently, Kansas® Medicaid program serves adults with dependent children (i.e., non-
elderly parents) who have family incomes below the standards used for the cash assistance
program (TANF) offered by state’s Department for Children and Families (DCF). The standard
varies by family size, where in the state the family lives, and whether additional people live in
the home. According to state eligibility documents, a typical family of four qualified in 2012 if
its countable income is less than $471 per month.?> Including disregarded income, the eligibility
standard is about 32 percent of the federal poverty level, or roughly $7,540 in annual income for
a family of four in 2013. Only adult caregivers such as parents and guardians are eligible;

% Kansas Department of Health and Environment. KanCare/Medicaid eligibility guidelines for parents/caregivers
(updated October 5, 2012). Retrieved February 12, 2013, from http://www.kdheks.gov/hef/medical assistance/

apply_for assistance hitml.
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Kansas does not provide coverage to childless adults under age 65 unless they qualify because of
a disability.

Kansas shares the expense of providing Medicaid coverage with the federal government.
Today, Kansas’ is responsible for 43.5% of most Medicaid spending in the state, and the federal
government covers the remaining percentage.” The ACA substantially increased the federal
matching rates for persons who are newly eligible through the Medicaid expansions, which will
reduce state costs for this population. From 2014 to 2016, the federal government will fund 100
percent of spending for this population. This enhanced federal match declines to 95 percent in
2017, 94 percent in 2018, 93 percent in 2019, and 90 percent in 2020 and thereafter.

Estimates by the non-partisan Urban Institute indicate that implementation of the
Medicaid expansion will increase the number of people in Kansas covered by Medicaid by
169,000 people by 2022.° These results are similar to those recently released by the Kansas
Department of Health and Environment which estimated that an expansion would increase
Medicaid enrollment by about 157,000 by 2022.° The Urban Institute projects that an additional
53,000 people who are eligible under today’s eligibility rules but not currently enrolled will
subsequently sign up due to the publicity and outreach related to health reform; sometimes
people call this a “woodwork” effect. Kansas will have to pay the regular matching rate
(currently 43.5%) for any Medicaid-covered services obtained by these individuals. Our
estimates account for this woodwork effect, but it is worth noting that there will be a woodwork
effect regardless of whether Kansas tmplements a Medicaid expansion or not. There will be
substantial publicity and outreach because of the creation of the Health Insurance Exchange and
other aspects of the ACA, and individuals with incomes in the Medicaid range should be referred
to the Medicaid agency even if they initially applied for the Health Insurance Exchange. The
woodwork effect would be somewhat smaller if Kansas does not expand Medicaid, as outreach
efforts would likely focus on higher income populations eligible for the Health Insurance

Exchange.

If Kansas does not expand Medicaid to 133 percent of poverty, some residents with
incomes between 100 and 133 percent of poverty may instead get health insurance through the
Health Insurance Exchange. These individuals likely will be fewer in number than those who
enroll in Medicaid because the Exchanges will require greater contributions from recipients to
enroll and to receive health care. Our analyses account for the fact that some in the 100 to 133

3 The 43.5% matching rate applies to expenditures from October 2012 through September 2013.

* Holahan, J., Buettgens, M., Carroll, C. and Dorn, S. “The Cost and Coverage Implications of the ACA Medicaid
Expansion: National and State-by-State Analysis.” Kaiser Commission on Medicaid and the Uninsured. Nov. 2012.

® Kansas Department of Health and Environment. Analysis of Affordable Care Act Impact to Kansas
Medicaid/CHIP Program, Feb. 13, 2013. Report by Aon Hewitt.
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percent of poverty bracket will instead enroll in Health Insurance Exchanges if Medicaid is not
expanded. Barring changes to the eligibility standards for the Exchanges set forth in the ACA,
childless adults with family incomes below 100 percent of poverty ($23,550 for a family of four
in 2013), but above the eligibility level for Kansas’ Medicaid program ($7,540 for a family of
four in 2013), will not be eligible for either the Exchange or for Medicaid.

Methods

The underlying purpose of this report is to illustrate the broad economic and employment
consequences of a Medicaid expansion in Kansas. It is fundamental to understand that a
Medicaid expansion has very broad economic impact, beyond the state budgetary costs. Since
most of the increased costs will be borne by the federal government, there will be a substantial
inflow of federal funds to Kansas, although some will also be paid by the state government.
These funds will initially be paid to health care providers, such as hospitals, clinics, pharmacies
and health insurance plans, as health care payments for Medicaid services. That represents the
initial flow of funds. Next, the health care providers distribute these funds as salaries to health
care staff, payments for other goods and services (such as the costs of rent, equipment, medical
supplies, and other goods and services), and as state and local tax payments. This represents the
secondary flow of funds. Finally, these funds flow into the broader state economy as workers
and businesses use their income to pay for general goods and services, such as mortgages or rent,
utility bills, food bills, transportation and educational services. In turn, the real estate, grocery
and other firms distribute these funds as salaries to their employees and to buy other goods and
services. Thus, the Medicaid funds trickle through the broader state economy and the total
economic impact ends up being larger than the initial amount of Medicaid payments, since the
money is recycled through many layers of the state economy. Economists sometimes refer to
this phenomenon as the “multiplier effect,” although the REMI model uses a more sophisticated
approach.

Researchers from the George Washington University (GW) estimated the additional state
and federal Medicaid expenditures (or savings) resulting from Medicaid expansion, based on
recent estimates published by the Kaiser Commission on Medicaid and the Uninsured, based on
the non-partisan Urban Institute’s Health Insurance Policy Simulation Model.® The GW experts
allocated these estimated expenditures among four health care sectors used in the fiscal and
economic effects model, described below. The allocations rely on information from several
sources, including state Medicaid expenditure data from the Centers on Medicare and Medicaid
Services, Medicaid spending and enrollment projections from the Congressional Budget Office,

® Holahan ct al., Nov. 2012
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and publicly available reports and projections from the Kansas Department of Health and
Environment, its contractors, and other Kansas-based analysts.

Using these inputs, experts at Regional Economic Models, Inc. (REMI) used a structural
macroeconomic model to quantify the impact of the ACA on the broader Kansas economy, with
and without the Medicaid expansion. Using its Tax-PI software, REMI simulated the statewide
net fiscal and economic effects of expansion, and assessed the net effect of the changes in
healthcare spending along with the direct costs to the state from additional enrollees, while
considering the federal contribution both in the short and longer term. REMI’s models have
been used in thousands of national and regional economic studies, including studies of health
care reform and health care issues around the United States. More information about the Tax-PI
model is available in a technical appendix to this report.

The model used in this analysis covers the state of Kansas and includes 70 industry
sectors, three of which pertain most closely to the health care industry data used in this analysis.
The three health care sectors used in the model are outlined below with definitions from the U.S.
Census Bureau’s North American Industry Classification System along with one consumption
category:

Ambulatory Health Care Services: Establishments in this sector provide health
care services directly or indirectly to ambulatory patients and do not usually provide inpatient
services. Health practitioners in this sector provide outpatient services, with the facilities and
equipment not usually being the most significant part of the production process.

Hospitals: This sector provides medical, diagnostic, and treatment services that
include physician, nursing, and other health services to inpatients and the specialized
accommodation services required by inpatients. Hospitals may also provide outpatient services
as a secondary activity. Establishments in the hospitals sector provide inpatient health services,
many of which can only be provided using the specialized facilities and equipment that form a
significant and integral part of the production process.

Nursing and Ressidential {are Facilities: Industries in the Nursing and
Residential Care Facilities subsector provide residential care combined with either nursing,
supervisory, or other types of care as required by the residents. In this subsector, the facilities are
a significant part of the production process and the care provided is a mix of health and social
services with the health services being largely some level of nursing services.

Spending on Pharmaceuficais: Pharmaceutical costs fall into two broad areas:
distribution and manufacturing costs. Distribution costs include the retail, wholesale and
transportation related costs, which are primarily local in nature. Pharmaceutical manufacturing
often occurs in another state. REMI assumes that a portion of manufacturing costs may remain

Page |5



in the state, based on estimates of state manufacturing for pharmaceuticais obtained from other
REMI models.

State Government Spending: This analysis does not include the state’s share of
funding for the Medicaid expansion. Given the balanced budget requirement, any additional
dollar spent on Medicaid must come from somewhere else in the state. Revenue can come from
economic growth, reallocation from other spending, new revenue sources, and cost savings in
other health care programs. The net result of all these spending changes is likely to be negligible
and thus it 1s excluded from this simulation.

Table 1 shows a summary of the estimated annual federal Medicaid expenditures by
sector associated with the incremental federal funds received for a Medicaid expansion. These
represent the “inputs” to the Tax-PI model. (We do not include the state funds on the assumption
that the state would have used these funds on an alternative expenditure which would also have a
multiplier impact, whereas the federal funds represent new money that would not otherwise be
available to the state.)

Tabile 11 inputs to Tex-Pt Rounded {milllons of nomine! dollars)

Detail 2014 2015 2016 2017 2018 2019 2020
Ambulatory health care services 5160 | $189 | $215 | $220 | $238 | §255 | §275
Hospitals $84 | $93 | 5104 | $106 | 5114 | $122 5132
Nursing and residential care facilities S40 | $42 ) s44 | 842 | S42 | S42 | $43
Pharmaceutical and other medical products | $50 | $58 | $65| $67 | $72| $78| 584
Adjustment for manufacturing costs =627 1 -$31| -$35: -536 | -39 | -542 | -545
Adjustment for in-state manufacturing 52 53 53 $3 S3 S4 S4

Total increase in federal funding 4334 | $382 | 5428 | 5435 | 5466 | $498 | 5533

The REMI model treats the input data as demand variables for the health care sectors.
The demand variable induces increased growth of those industries, which simulates the efiect of
expanding government spending on health care. We note that only a portion of the health care
expenditures result in increased output by state firms. For example, some patients, particularly
those living near state borders, may receive care in an out-of-state facility. The most populous
region in Kansas is the northeastern part of the state, along the border with Missouri, with many
providers in the greater Kansas City area. Consequently, not all of the new Medicaid spending
will be in-state. The regional purchase coefficient estimates the amount of demand satistied
locally. (Of course, in turn, if a bordering state expands Medicaid, Kansas health care providers
would have increased revenue. But since this report focuses only on Kansas policies we
effectively assume that no bordering states expand Medicaid. In this respect, these estimates
may be a conservative representation of increased demand by Kansas health care providers.)
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Tabila 2: Regional Purchase Coeficlents - Averages 2014 - 2020

Category Average
Ambulatory health care services 81%
Hospitals 74%
Nursing and residential care facilities 90%

Tabis B Extimated Demand for Health Services in-State and Out-of-State, 2054-2020 {8 miliions)

Industry Total In-State Inputs _Funds Qut-of-State

Ambulatory health care services $1,265 5287

Hospitals 5556 5197

Nursing and residential care facilities 5266 529
Resulis

Any expansion of Medicaid will have economic impacts. This section estimates the
inputs and results, and describes the cause and effect relationship between them. The results
reflect the projected economic growth created by the ACA and its expansion of Medicaid
coverage in Kansas. These outputs include an array of economic and demographic indicators
including total state employment, gross state product, personal income, and total revenues. All
following amounts are in nominal (i.e. not inflation adjusted) dollars.

State and Federal Expenditures for Expansion

QOur estimates differ somewhat from other estimates currently available to the public,
although they fall comfortably within the range of projections.” All estimates—others and ours—
are approximate since it is impossible to know in advance exactly what the condition will be of
the state’s economy, how many people will participate or how high medical costs will be in the
future. However, our projections provide a general sense of the overall magnitude and direction
of expected economic and budgetary impacts. We compared our estimates of state costs with
those produced by other orgamizations, such as the Kansas Department of Health and
Environment, The Lewin Group and the Kansas Legislative Rescarch Department. The
estimates we have used are broadly comparable to most of the other estimates. For example, the
Department of Health and Environment estimated that the state Medicaid cost associated with an

" A compilation of estimates from various sources by the Kansas Legislative Research Department is available at
hetp:/Awwe ki ore/docoments/20 13/feb/08/summary-cost-estimates-medicaid-expansion/. The Kansas Department
of Health and Environment, Analysis of Affordable Care Impact to Kansas Medicaid/CHIP Program (by consulting
firm Aon Hewitt) on February 13, 2013.
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expansion would be $421 million from 2014 to 2022. Our estimate is slightly higher, $525
million from 2014 to 2022, but these estimates are comparable given the uncertainties of any
long-term budgetary projections.

Total Change in Employment and Earnings

One of the most obvious ways that the economy affects people’s lives is through creation
of new jobs. The additional spending made necessary by expanding Medicaid will lead to
millions of dollars of new money going into the health care industries noted above. Most
beneficial to Kansas is the commitment of the federal government to cover 100% of the cost
through 2016. The small reduction in the federal money coming into Kansas explains the small
decrease in employment gains in 2017 and the steady increase thereafter. Figure 1 shows the
expected change in employment resulting from the increase in demand for health care and the
ripple effects and these changes. The net increase in overall state employment will be between
3,500 and 4,000 jobs. While the majority of these jobs will be in the health care sector, a
substantial share will occur in other economic sectors, reflecting the broad multiplier effect of
the Medicaid expansion on many sectors of the state economy. For example, to the extent that
health care facilities need to expand to serve the newly covered patients, there will be real estate
and construction costs that will boost employment in those sectors as well.

Figure 1: Changes in Employment Levels Due to Medicaid Expansion
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Each of the jobs shown in Figure 1 will come with a paycheck. Those paychecks together
form Total Farnings by Place of Work, which is the sum of wages, benefits, and proprietors’
income paid to employees working in Kansas. These earnings form the basis of Personal Income
and increased consumption in the state. As such, they are of primary importance in driving
changes in income and sales tax revenues. Figure 2 shows the cumulative change in earnings
paid to those employed in Kansas.

Figure 2: Cumulative Farnings (2014-2020) imiliions of nominal 8}

Nursing and i
residential care 'y
facilities, $136

Total Economic Activity

Because there is some leakage out of the state when using the demand variable, it is not a
fair assessment of the results to equate the input amounts with the direct, local impacts. If we do
this, we are underestimating the effect each dollar of local spending has had on the local
economy. For example, we estimate that about 25 percent of the inputs in the hospital sector will
be received by out-of-state hospitals. Therefore, it is unreasonable to use the full value of
spending in the Hospital sector as the increase in revenues going to in-state hospitals.

There are two concepts commonly used to quantify economic growth: output and gross
state product. Output is the same as revenues so every time a transaction is completed where
money is exchanged output increases whether it is a business-to-business sale or one to the
household consumer. As a result of the Medicaid expansion, output in Kansas is expected to
increase by an average of $507 million per year for a cumulative increase of $3.55 billion from

2014 through 2020.
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Gross State Product (GSP) is a subset of output and is the total new value created within
Kansas. GSP can be thought of as all net new economic activity or output minus the goods and
serves used as inputs to production. Which transactions are counted is the key difference
between GSP and output: where output counts every transaction, GSP only counts the final
transaction. As a result of the Medicaid expansion, GSP in Kansas is expected to increase by an
average of $319 million per year for a cumulative increase of $2.24 billion from 2014 through
2020.

When choosing between the two concepts output is most appropriate when referring to
changes in business activity, as it shows the total amount of new revenues received by all
businesses in the state. However, when referring to new growth or value created in the state’s
economy, GSP is the best measure to use.

Figure 2: Contributions to Gress State Product by industry and Other Tolals Due to #edicald
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facilities
% Gross State Product 5249 5287 $319 5320 5336 $353 $371
i Total Output $396 $457 $508 5510 $534 $559 5586

Stais Tax Revenue Changes

The economic growth created by expanding Medicaid will create more revenue for the
state. A simple way to understand where these revenues come from is to use the output growth
shown in Figure 3 as an example. Each of these dollars means greater income for businesses
which means more corporate income tax revenue for the state. This example can easily be

Page | 10

N v R



expanded to understand how economic growth supports greater general tax revenues. Table 4
shows state revenues gained from economic growth.

Table 4: Change In State Revenues {millions of nominal 5}

Category 2014 2015 2016 2017 2018 2019 2020 Total

| Total Revenues ! $6.1 | $13.5 | $15.9 | $17.4 | $185 | $19.9 [ $21.3 | $112.5 |

Other State Savings

The expansion of Medicaid eligibility has the potential to reduce other state or local
expenditures for health care. Two prominent examples are state mental health expenditures and
other state Medicaid-related eligibility categories including; MediKan, the state-funded health
insurance program for general assistance enrollees waiting for disability determinations, and the
medically needy for families component of Medicaid. Enrollees from both of these existing
programs would be eligible for the Medicaid expansion instead.

Table 5 below provides a rough estimate of the value of state-funded community mental
health expenditures® that might be instead covered by a Medicaid expansion. We assume that by
2016, one-third of those expenditures could be averted because the mental health patients could
be served under Medicaid, and that savings ramp up gradually in 2014 and 2015. We aiso
assume that MediKan and medically needy eligibility would no longer be needed because these
adults could be served by the Medicaid expansions instead.”

Tabis 5: Potential Offsetiing Heaith Care Savings If Medicald is Expanded {millions of nominal 8}

Category 2014 2015 2016 2017 2018 2019 2020 Jotal

Community Mental Health | $10.5 | $22.8 | $37.0 | $40.0 | $43.3 | $46.8 | $50.7 | $251.1

MediKan & Medically Needy
For Families $7.8 681 |584 [58.8 [59.1 [S8.5 {599 [S61.5

Total Offsetting Savings $18.3 | $30.9 | $45.4 | $48.8 | $52.4 | $56.3 | $60.5 | $312.7

® Data for state community mental health funding for years 2005 to 2010 came from the National Association of
State Mental Health Directors Research Institute and were projected, assuming growth rates comparable to historical
levels. This excludes funding for psychiatric hospitals, prevention, research, training and administration costs.
Medicaid can cover the costs of ambulatory mental health services, but not inpatient psychiatric costs for adults.

® Data are based on FY 2012 Medicaid expenditures reported by the state Medicaid agency for MediKan and
medically needy for families. We projected these expenditures assuming 4% annual growth.
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It is likely that other savings are possible, such as costs of other miscellancous state
health programs or prison-related care, but we do not have a reasonable basis for providing
estimates at this time. We note that such savings may not be possible if there are other needs for
these services that are not now being met. For example, it is plausible that there are additional
mental health needs that are not now being met by state funds; if a Medicaid expansion reduced
the need for some current funding, these funds might instead be used to address other behavioral
health needs.

Net State Cosis

Table 6 summarizes overall net state costs for the Medicaid expanston. Again, we note
that these costs are the incremental costs associated with expanding Medicaid vs. not expanding
Medicaid. The state will have to cover ongoing Medicaid expenditures and other ACA-related
changes regardless of the decision to expand Medicaid cligibility or not. These estimates suggest
that the combination of new state revenues and offsetting savings could actually lead to
substantial state savings in 2014 to 2016 and would be essentially almost budget neutral from
2017 to 2020, saving about $89 million from 2014 to 2020. While the state will incur small state
costs in the years 2017 to 2020, it is worth remembering that the federal government will provide
about $1.9 billion in matching funds in those years, far outweighing the modest state costs.

Tahle &: Net State Government Costs of @ Medicaid Expansion {in millions of nominal 5}

Kansas Fiscal Impacts

2017 $68.4 $17.4 $48.8 {$2.2)

$343.2 $1125 $312.7 $82.0
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Conclusion

Expanding KanCare to non-elderly adults with family incomes up to 133 percent of the
federal poverty level will provide considerable economic benefits to Kansans on top of providing
health insurance coverage for more than one hundred thousand Kansans. Our estimates of the
enrollment increases and state costs are similar to, but not exactly the same as the estimates of
the Kansas Department of Health and Environment; projections of future iropacts always have
some uncertainty. This analysis shows that expansion will increase direct Medicaid costs to the
state, particularly after 2016 when the federal support for the expansion population begins to
decrcase. However, the state investments also enable the state to draw down billions of dollars in
additional federal funding that will support jobs and maintain the state’s health care
infrastructure. The increases in employment and economic activity will occur both within the
health care sector as well as in other sectors of the state economy. While Medicaid costs will
increase, the state will realize additional state tax revenues that should offset a portion of the
higher Medicaid costs. In addition, there are other potential offsetting state health care savings
that could further reduce overall state costs, so there would be a net savings to the state’s budget.
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__ Results In-Brief

In the 24 states that have not expanded Medicaid, 6.7 million residents are projected to remain uninsured in
2016 as a result. These states are foregoing $423.6 billion in federal Medicaid funds from 2013 to 2022, which will lessen eco-
nomic activity and job growth. Hospitals in these 24 states are also slated to lose a $167.8 billion (31 percent) boost in Medicaid
funding that was originally intended to offset major cuts to their Medicare and Medicaid reimbursement.

A review of state-level fiscal studies found comprehensive analyses from 16 diverse states. Each analysis concluded
that expansion helps state budgets. State savings and new state revenues exceeded increased state Medicaid expenses, with
the federal government paying a high share of expansion costs. Even if future lawmakers reduce federal Medicaid spending,
high federal matching rates are likely to remain at the ACA's enhanced rates, given historic patterns. Facing bipartisan guber-
natorial opposition, Congress lowered the federal share of Medicaid spending just once since 1980, while cutting Medicaid
eligibility, services, and provider payments more than 100 times. Medicaid expansion thus offers significant state-level fiscal and
economic benefits, along with increased health coverage.
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2 Timely Anaivsis of immediate Health Policy Issues

introduction

Twenty-four states have not expanded
Medicaid eligibility to adults with incomes
at or below 138 percent of the federal
poverty level (FPL), as permitted by the
Patient Protection and Affordable Care
Act (ACA)." Here, we describe some
coverage, fiscal, and macroeconomic
implications of this choice, including pre-
vious results from the Health Insurance
Policy Simulation Model. We also sum-
marize state-specific fiscal analyses and
examine the high federal matching rates
on which those analyses rely.

The estimates we present generally are
projections. They accordingly involve
inherent uncertainty. However, the effects
on states not expanding Medicaid are al-
ready being seen, even at this early date:

+ Coverage. Between Sepiember 2013
and June 2014, the proportion of
nonelderly uninsured adults in non-ex-
pansion states fell from 20.0 to 18.3
percent, compared to a drop from 16.2
to 10.1 percent in states that expanded
Medicaid. Put differently, the number
of uninsured declined by 9 percent in
nonexpanding states and 38 percent in
states that expanded Medicaid.?2 The
proportion of America’s uninsured liv-
ing in nonexpanding states rose from
49.7 percent in September 2013 to
60.8 percent in June 20142

+ Hospital finances. First-quarter,
2014 earnings reports from several
interstate hospital chains described
major differences between states that
expanded Medicaid—where hospital
finances improved as uncompensat-
ed care fell and Medicaid revenue
rose, both by significant amounts
—and nonexpanding states, where
hospital finances worsened, with
uncompensated care and self-pay
patient caseloads rising and Medicaid
revenue falling.*

Loverage

In the 24 states that have not expanded
Medicaid, 6.7 million residents are project-
ed to be uninsured in 2016 unless their
states expand eligibility (table 2).° They
will be ineligible for tax credits in health

insurance marketplaces for two reasons:
maost have incomes below 100 percent
FPL, the minimum income threshold for
general tax credit eligibility in nonexpand-
ing states; but some have incomes slightly
above that level and are disqualified be-
cause of employer-sponsored insurance
the ACA classifies as afiordable. Cow-
erage that firms offer to employees and
their dependents is deemed affordable if
worker-only insurance costs 9.5 percent
of family income or less.

State Economiss

The 24 nonexpanding states have rejected
federal Medicaid funds projected to equal

$42.9 billion in 2016, which would have
increased such states’ federal Medicaid
receipts by 30.3 percent. To claim those
resources, states would need to spend
$0.3 billion ($221 million), representing a
0.3 percent increase over state Medicaid
costs without expansion. Each additional
state dollar would thus yield an exira
$147.42 in federal funds.®

From 2013 to 2022, these states would
forgo an estimated $423.6 billion in feder-
al Medicaid funding, representing a 26.9
percent increase above federal Medicaid
dollars received without expansion. The
required state contribution is $31.6 billion,
raising projected state Medicaid spend-

Figure 1. Increase in Federal and State Medicaid
Spending That Would Result From Expansion: 2016 and
2013-2022 {States Not Currently Expanding Eligibiiity)

i 30.3%

0.3%
$0.3 billion

T

& Federal Spending

¥ State Spending

26.9%

3.3%

2013-2022

Source: Health Insurance Policy Simuiationr Mode! 2012.

Note: The figure shows how fotal Medicaid spending would change compared with spending under
the ACA, without expansion. The figure does not include state savings or revenues resuffing from
expansion. States included in the figure had not expanded eligibility as of July 2014. They include
Indiana, Pennsylvania, and Utah, which have pending waiver proposals o expand efigibility.
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mely Analysls of immediate Health Policy Issues

ing by 3.3 percent. Each new staie dollar
would accordingly draw down $13.41 in
additional federal funds over this 10-year
time peried (figure 1).

The Council of Economic Advisers (CEA)
recently concluded that expanding
Medicaid under the ACA boosts state eco-
nomic growth and employment, primarily
by bringing in significant new federal fund-
ing to buy additional health care within
the state. According to CEA's estimates,
Medicaid expansion would add, in non-
expanding states, 78,600 jobs in 2014,
172,400 jobs in 2015, and 98,200 jobs in
2016.7 CEA expects the economy fo return
to full employment by 2017, after which
CEA does not anticipate continued em-
ployment gains from Medicaid expansion,
“because an increase in labor demand in
one secior will mostly tend to reallocate
workers away from other sectors.” Many
state-level analysts appear to assume
less than full employment and project that
Medicaid expansion would continue to
boost job growth well beyond 2017.8

Ordinarily, health coverage expansions
have litile effect on net economic activity,
because the increased growth triggered
by additional health care spending is off-
set by economic shrinkage caused by
paying for that spending. In this case,
however, federal law rather than state
decisions determine the ACA’s financing
mechanisms. The only question within
state policymakers’ control is whether to
counter the adverse economic effects of
those mechanisms by bringing in federal
Medicaid dollars to buy additional health
care. Adding these federal dollars to
a state's economy while leaving the
ACA's funding sources unchanged can
generate economic growth and em-
ployment, as found by both CEA and
state-level analysts.

To place state policy choices in per-
spective, the 24 states not expanding
Medicaid spent an estimated $44.9
billion on tax reductions and other sub-
sidies to attract private business during
the most recent single year for which
data are available.® Nonexpansion
states thus spend on these business in-
centives more than 14 times the $3.16
billion average annual amount that
would be required to finance Medicaid
expansion during 2013-2022 (table 1).

Table 1. Cost to Expand Medicaid Compared with Siate
incentive Payments fo Aftract Private Business {Miiiions)
{States Not Currently Expanding Eligibiiily)

Pennsylvania
© South Garolina 1

South Dakota

Virginia

* Wisonsin
Wyoming

Sources: Hofahan, Buetigens, et al., July 2013; New York Times, December 2012, cited In Glied
and Ma 2013.

Notes: Listed states had not expanded eligibility as of July 2014. They inciude Indiana, Pennsyivania,
and Utah, which have pending waiver proposals to expand eligibility. Some states are shown with
state Medicaid savings, indicated by placing numbers in parentheses, based on the assumed
continuation of pre-ACA Medicaid eligibility for adulfs. Incentive payments to alfract private business
include tax reductions, granis, loans, lpan guarantees, free services, and other subsidies. Totals may
not add because of rounding.
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Hospilals

The combination of increased private
and Medicaid coverage is expected to
yield hospital revenue that offsets the
ACA's 322 hillion in Medicaid cuts to
disproportionate share hospital payments,
$34 billion in Medicare disproportionate
share hospital cuts, and $2680 biliion in
Medicare fee-for-service cuts during
2013-2022." In nonexpansion states,
hospitals will pay the full cost of the ACA's
funding mechanisms. However, they
will receive only part of the increased
revenue for the newly insured that
was included inh the ACA's original
design, before the Supreme Court made
Medicaid expansion optional for states.

The 24 states that have not expanded
Medicaid are projected to cost their
hospitals an estimated $15.9 hillien in
Medicaid revenue for 2016 and $167.8
billion for 2013-2022 (table 2). These
sums would have raised hospitals’ Med-
icaid payments by 32.3 percent and 30.7
percent, respectively.

Medicaid expansion increases hospital
costs by increasing utilization. In addition,
expansion modestly lowers hospitals’
privaie insurance revenue, mainly by rais-
ing the lower bound of financial eligibility
for marketplace subsidies from 100 to
138 percent FPL. However, these fwo
factors are significantly cutwsighed by
the increased Medicaid revenue resulfing
from expansion.”

Siznte Budgsls

In many states, both private- and
public-sector organizations have an-
alyzed the fiscal impact of Medicaid
expansion. Comprehensive assessments
considered effects in four categories:™

1. increased state costs because of
new enrollees. Expanded eligibility
increases enrollment among people
who qualify within pre-ACA eligibility
categories, for whom states pay their
standard share of Medicaid costs. This
is sometimes called the “welcome
mat” or “woodwark” effect. Beginning
in 2017, states that expand coverage
also pay a small percentage of cosis
for newly eligible adults.

Tabie 2. Projected consequences of Stafes
Not Expanding Medicaid

Georgia 572 $3.4 $33.7 $1.2 $12.8

Indiana

Louisiana

North Carolina $1.1 $11.3
ottt $04$41
Pennsylvania $1.0 $10.6
SouthDakota 34 80 $0.1 $0.8
Tennessee e $07 ...... $77
lTexas $34.3
Utah i :. | 831
Virginia $6.2
Wyorming $0.4

. Total o 6,740 .. 842,
Sources: Buetlgens, et al. May 2014, Holahan, Buetfgens, et al., July 2013; Dorn, Bueltgens, et al,
March 2013.

Notes: Lisied states had not expanded eligibility as of July 2014. They include Indiana, Pennsylvania,
and Utah, which have pending waiver proposals fo expand eligibifity. Totals may nof add because
of rounding.
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2. State Medicaid savings. With ex-
pansion, some pre-ACA coverage
qualifies for a higher federal medical
assistance percentage (FMAP). For
example, in a siate with standard
FMAP at the national average of 57
percent, suppose a Medicaid appli-
cation is submitted by an adult with
income helow 138 percent of FPL who
is eventually found to have a disability
that qualifies him for Medicaid under
pre-ACA rules. Such determinations
typically take months to obtain. At that
point, Medicaid retroactively covers
care furnished while the application
was pending.’* If the state does not
expand eligibility, it gets 57 percent
FMAP for services provided before
the disability determination. By con-
frast, if the state expands eligibility,
the applicant is immediately classified
as a newly eligible adult, and the state
receives 100 percent FMAP for care
provided before the disability determi-
nation, eliminating the state share of
those costs.™

3. Non-Medicaid savings. For example,
states generally fund mental health
treatment for poor, uninsured adults.
A state expanding eligibility can place
mosti of these adults on Medicaid and
shift many (but not all) of their mental
health care costs to Medicaid, with
the federal government taking over
significant financial responsibilities
from the state.

4. Increased revenue. Expansion rais-
es state and local general revenue
to the extent that increased federal
Medicaid funding boosts economic
activity. Also, many states tax provid-
er or insurer revenue, which can rise
with expansion.’®

To illustrate, economic consulting firms
commissioned by a consortium of Penn-
sylvania foundations ceoncluded that, on
balance, Medicaid expansion would help
that state’s budget by $5.1 billion during
2013-2022. Analysts reached the following
conclusions about the four, above-listed
categories of state fiscal effects:"”

» Expansion would increase state
Medicaid costs by $2.8 billion during

2013-2022, including $0.3 billion
in “welcome mat® or "woodwork®
expenses;

= State Medicaid costs for medically
needy coverage and certain services
for women would decline by $390
million, due to higher FMAP paid for
affected beneficiaries,;

« Pennsylvania would save 3%4.0 bil-
lion on non-Medicaid costs, including
a pre-ACA health insurance program
for childless adults, state mental heaith
and substance abuse services, inpa-
tient care for state prisoners, and state
uncempensated care payments; and

« State personal and corporate income
tax, sales tax, and insurance gross
receipts tax revenue would increase
by $3.6 billion,

After an intensive search, we found 57
fiscal analyses from 35 states estimat-
ing the impact of Medicaid expansion.
For 16 states, we found comprehensive
studies, like the Pennsylvania analysis,
that included effects in all four catego-
ries. Each of those 16 comprehensive
analyses found that expansion would
help overall state budgets.”® Given the
ACA's very high FMAP for low-income
adults, state-level savings and revenue
exceeded increased siate costs in every
case, over whatever multi-year period
was studied.®

The costs, savings, and revenues that
resuli from expansion are highly con-
text-specific, so a future comprehensive
analysis in a different state might reach
a different result. But that would be sur-
prising, given the unanimous findings
thus far in these 16 diverse states—Cal-
ifornia, Colorado, Kansas, Kentucky,
Maryland, Michigan, Misscuri, Montana,
New Hampshire, New Mexico, Ohio,
Cregon, Pennsylvania, Texas, Virginia,
and Utah—as well as conclusions from
other heterogeneous states like Indiana,
Mississippi, New York, South Carolina,
and Wyoming that expansion would
help each state’s overall budget, based
on partial rather than full analyses of
potential fiscal gains.?® To illustrate the
latter analyses:

What is the Resuif of States Nof Expanding Medicald?

» Researchers from the Universities of
Alabama and South Carolina found
that, in 2014-2020, increased general
revenue resulting from expansion
would exceed the state cost of
expansion by $935 million, $848
million and $9 million for Alabama,
Mississippi, and South Caroling,
respectively—creating state budget
gains even without considering
possible state savings from enhanced
FMAP or reduced spending on non-
Medicaid programs;?! and

+ The Wyoming Department of Health
found that savings resuliing from
enhanced FMAP and reduced
spending on non-Medicaid programs
would exceed increased state costs
from higher Medicaid enrollment by
$126.8 million, yielding overall state
fiscal gains without considering any
revenues resulting from expansion.%

Federzl Matohing Paymenis

Some state officials worry that Congress
may not sustain the high FMAP ACA pro-
vides for expansion, on which the above
favorable fiscal analyses rely.?® These
officials helieve the federal government
must someday focus on deficit reduction
and, when it does, they fear it will have
little choice but to cut ACA's unusually
high FMAP for low-income adults.

Such fears can seem reasonable un-
fil one delves into Medicaid’s current
budget situation and past budget his-
tory. The federal Medicaid budget
contains many other places to cut. For
2015, the Congressional Budget Office
(CBO) estimates the federal government
will spend $330 billion on Medicaid,? of
which $42 billion results from the ACA's
coverage expansion.?® Within the latter
amount, enhanced FMAP accounts for
less than $21 billion,?® or 6.4 percent of
all federal Medicaid spending for 2015
(21/330=6.4%). Throughout all of 2015-
2024, enhanced FMAP for expansion
is projected to consume less than 7.4
percent of federal Medicaid spending
(table 3).%7

Historically, Congress has cut almost
any other part of Medicaid before low-




& Timely Analysis of immediate Health Policy Issues
[ e

Table 3. increased Federal Maiching Funds for Newly Eligible Aduits as a Percenfage
of Tolal Federal Medicaid Spending, 2015-2027

Source: CBO April 2014.%8

Notes: FMAP is federal medicel assistance percentage. CHIPis Children’s Health Insurance Program. Enhanced FMAP costs estimated by CBO are necessarily
below the amounts shown here as upper bounds, which are calculated based on the following assumptions: {1) All increased federal Medicaid/CHIP spending
projected by CBO to resulf from the ACA is for newly efigible aduits, the only group qualifying for esnhanced FMAF; and (2) CBO’s projection assumed thaf the
only states implementing the Medicaid expansion: (&) receive the legal minimum 50 percent for standard FMAP, so increased FMARP for expansion consumes
as much of the projection as possible, and standard FMAP consumes as little of the projection as possibla; and (b) receive full increased FMAR, not the reduced
increase o FMAF provided to stafes that expanded eligibilify for poor adults before 2019. CBO estimates are through 2024. We extrapolated eslimates for later
years by assuming a continuation of 6 percent annual increases fo Medicaid costs.

ering the federal share of Medicaid costs, eliminating benefits, raising consumer recent budget bills actually raised the fed-
largely due to bipartisan gubernatorial charges, cutting eligibility, reducing pro-  eral Medicaid share, even while making
resistance. Since 1980, 11 federal laws vider payments, etc.?® Only once—in other federal Medicaid cuts.'

have made more than 100 different cuts 1981—did Congress lower the federal

to reduce projected Medicaid spending by share of Medicaid spending.®® More

What is the Resuit of States Not Expanding



The states that did not expand Medicaid left nearly 7 million uninsured residents without help. While the number of uninsured in
other states fell by 38 percent since September 2013, nonexpanding states experienced a decline of just 9 percent.

If they expand Medicaid, nonexpanding states would obtain mere than $400 billion in federal funding over ten years, creating
172,400 jobs during 2015, according to the Council of Economic Advisers. Their hospitals would receive $168 billion in new
revenue, offsetting the ACA's cuts to Medicare and Medicaid reimbursement. Every comprehensive state-level budget analysis
of which we know found that expansion helps state budgets, because it generates state savings and additional revenues that
exceed increased Medicaid costs. The current structure and past history of federal Medicaid spending show that, when federal
leaders tum to deficit reduction, they will almost certainly seek and find other ways to cut Medicald without fowering the federal
share of Medicaid spending below the ACA’s statutory level.

In nonexpanding states, officials face the challenge of securing expansion’s praciical henefits for their constituents without viclating
lawmakers' core principles. States have thus made creative expansion proposals that incorporate privatization, personal respon-
sibility, and commercial-style benefits. Federal agencies receiving such proposals then face the challenge of accommodating
state leaders’ philosophical commitments without setting precedents that could endanger what federal officials view as Medicaid’s
essential features. Low-income Americans’ access to care now depends on these diverse leaders working together effectively.

The views expressed are those of the authors and should not be attributed to the Robert Wood Johnson Foundation or
the Urban Institute, its trustees, or its funders.
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Notes

1 We include a state in this category if, as of July 2014, the state had not implernented ¢ New York Times, “United States of Subsidies: A Series Examining Business

Medicaid expansion. We therefore include Indiana, Pennsylvaniz, and Utah,
notwithstanding those states” pending waiver proposals to expand eligibility.

Among uninsured adults with incomes at or below 138 percent FPL, states that
expanded Medicaid saw uninsurance rates fall by 13.7 percentage points; non-
expansion states did net experience a statistically significant decline. Sharon K,
Long, Genevieve M. Kenney, Stephen Zuckerman, Douglas Wissoker, Adele
Shartzer, Michael Karpman, Nathaniel Anderson, and Katherine Hempstead.
Taking Stock at Mid-Year: Health Insurance Coverage under the ACA as of June
2014, July 29, 2015, Washmgton DC: Urban Institute and Robert Wood Johnson
Foundation, bitp:// ~vearhtml. See also
Sommers, BD, T Musco, K Fmegn]d MZ Gunja, A Burke, AM McDaowell. “Health
Reform and Cha.nges m Health Insurance Coverage in 2014.” New Englond Journal
of Medicine, July 23, 2014, DOL 10 1056/NEMsr1406753. To gimilar effect
regarding adults with incomes below poverty, see Collins, SR, PW Rasmussen,
and MM. Doty. Gaining Ground: Americans’ Health Insurance Coverage and
Access tv Care After the Affordable Care Act’s First Open Enrollment Period, July
2014, New York, NY: The Commonwealth Fund, hiip/www.commonwealthfimd,
org/~media/files/publications/issue-brieff2014/iul/1 760 collins _gaining ground

tracking_survey pdf

Adele Shartzer, Genevieve M. Kenney, Sharon K. Tong, Katherine Hempstead, and
Douglas Wissoker. Who Are the Remaining Uninsured as of June 20147 July 29,
2015, Washington, DC: Urban Institute and Robert Wood Joknson Foundation, kg
hirms urban orefhriefs who-are-the-remainino-uninsured-as-of~june~2014 htrol

See, e.g., Tenet Healthcare Corporaton, “Tenet: Q1 *14,” May 5, 2014, bttp:/fwww,
tenethealth.comiInvestors/Documents/Eamings/(Q1%202014%205LIDES 2014
QLD 16 to FINALY2GS 5 2014 pdf, Community Health Systems, Inc., “First
Quarter 2014 Financial and Operating Results Conference Call,” May 7, 2014;
Hospita! Corporation of American, “First Quarter 2014 Earnings Conference Call,”
Aprit 29, 2014. The [atter calls are summarized at Mjllma.n J. “Hospitals see blue-
red divide early into Obamaca.re s coverage expa.ns:on Washmgfon Post Wonkblog,
May 12, 2014, htgu/h hi p/2014/05/127
hos, 1%&!s-see-biue-red—diwdu-wri -info-ghamacares-voverage-expansion/. See also
Center for Health Information and Data Analytics. fmpact of Medicaid Expension
on Hospital Volumes, June 2014, Denver, CO; Colorado Hospital Association.
The latter analysis compared data from 463 hospitals in 15 expanding and 15
nonexpanding states, concluding as follows:

* “The Medicaid proportion of patient volume at hospitals in states that expanded
Medicaid increased substantially in the first quarter of 2014, At the same time,
the proportion of self-pay and overall charity care declined in expansion-
state hospitals.... The Medicaid proportion of total charges increased over
three percentage points to 18,8 percent in 2014 from 15.3 percent in 2013,
representing a 29 percent growth in the volume of Medicaid charges. When
compared to the first quarter of 2013, there was a 30 percent drop in average
charity care per hospital across expansion states, to $1.¢ million from $2.8
million. Similarly, tota! self-pay charges declined 25 percent in expansion
states, bringing its proportion of total charges down to 3.1 percent from 4.7
percent,”

« “Medicaid, self~pay and charity care showed no change outside normal variation
for hospitals in non-expansion states in 2014.”

Buettgens M, Kenney GM, and Recht H. Eligibility for Assistance ard Projected
Changes in Coverage Under the ACA: Variation Across States, May 2014 Update.
‘Washington, D.C.. Urban Institute and Robert Wood Johnson Foundation, 2014.
http/fwww, re/url.cfm?iD=413129.

Holahan J, Buettgens M and Dorn 8. The Cost of Not Expanding Medicaid.

Washington, D.C.. Urban Institute, 2013, bttp:/kaiserfamilvfoundation files.
wordprass.com/2013/07/8457-the-cost-of-not-expanding-medicaidd ndf.

Coungil of Economic Advisers. Missed Opportunities: The Consequences
of State Decisions Not 1o Expand Medicaid, Jaly 2014, Washington, DC:
hetpSrwww whitehouse. govi/sites/default/files/docs/missed_opportunities

medicaid 0pdi

See, e.g, Missourt Office of Administration, Division of Budget & Planning.
Medicaid Restructuring Budget background. February 2013, Springfield, MO,
attp fwww mobudeet org/files/Medicaid_Expansion_Save MO _Maoney.pdf,
Custer WS. The Economic Impact of Medicaid Expansion in Georgia February 2013,
Atlantz, GA: Instituteof HealthAdministration, J. Mack RobinsonCollege of Business,
Georgia State University, 2013. For a comprehensive list of state macroeconomic
analyses as of November 2013, sce Kaiser Commission on Medicaid and the
Uninsured, The Role of Medicaid in State Economies and the ACA, November 2013,
hnnq ’:’kgl§e;’tamﬂyfoundatmn f]es word ress. comﬁO] F11/8522-the-role-ol:

=
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B

Incentives and Their Impact on Jobs and Local Economies,” December 1, 2012,
bttp: e nvtimes com/interactive/2012/12/01 Jus/government-incentives. html?

=0, In no state was the year in question more recent than 2012. This article is cited
in Glied 5 and § Ma. How States Stand fo Gain or Lose Federal Funds by Opting
In or OQut of the Medicaid Expansion, New York: The Commonwealth Fund, 2013,
o www.commonwsal thfind org/~/ medlafﬁiem’ ublications/issue-briet/2013/

The date for which information about incentive payments is available varies
by state and program. For example, the New York Times describes California
as making at least $4.17 billion per year in incentive payments. All quantified
payments are estimated for FY 2012 except $38.9 million in sales and use tax
exemptions for clean technology manufacturing, estimated for calendar year 2011;
$36.4 million for employment training services, estimated for FY 2009; and $211
million for the alternative and renewable fuel and vehicle technology program
(involving cash grants, loans, or loan guarantees), estimated for calendar year
2010. The latter three incentive programs combined represent Iess than 7 percent
of the state’s quantified incentive payments as estimated by the New York Times,
with the rest coming in FY 2012. Additional unquantified incentive payments are
listed for pre-2012 time periods. Story, L, T Fehr andDWatkms “Callfomta, New
York Times, December 1, 2012, http:/ A

us/sovernment-incentives htmi? =i&.

Dorn §, Buetigens M, Holahan J and Carroll C. The Financial Benefit to Hospitals
fmm Sra!e Expam”tan of Medmmd Waslungton, DC Urban Institute, 2013

mm—ﬁtate-Exnansmn of Meéscmd gd

Dora, Buettgens, Holahan, Carroll; Domn, S, B Garrett, J Holahan. Redistribution
Una’er the ACA is Moa'est in Scope. Washington, D.C.: Urban Institute, 2014
cdPDF/A13023-Redistribution-Under-the-AC A-is-

Modest-m: -chpg ng

Expansion will also affect administrative costs. Some will riss—for example, more
applications and renewals will need to be processed. Others will fall—for example,
states with pre-ACA medically needy, “spend-down™ coverage will carry out
fewer labor-intensive spend-down determinations, because some former “spend-
downers” will qualify as newly eligible adults. We are not aware of any state-level
analysis that has analyzed administrative costs in a cormprehensive way, taking into
account specific factors like these, which are described in Holahan, Buettgens and
Dorn, The Cost of Not Expanding Medicaid.

Coverage extends refroactively to care provided up to three months before the date
of application.

After 2016, the state will start paying some of those costs, with its share rising to
10 percent in 2020 and beyond—still substantially less than the 43 percent it must
finance if it does not expand eligibility.

‘When the Medicaid program pays state taxes or fees on providers or insurers, the
state share of Medicaid payments is a “wash” fiscally—that is, the state Medicaid
program pays the state revenue office—but the federal share is a transfer from the
federal Treasury to the state, With expanded eligibility, most new Medicaid dollars
are federal.

Pennsylvania Economy League, Inc., and Econsult Sohutions, Inc. The Economic
And Fiscal Impact Of Medicaid Expansion In Pennsybvamia. April 2013,
Harrisburg, PA: PA Health Funders Collaborative, http-//econommyleague org/files!

PEL MEDICAID EXPANSION REPORT FINAT pdf
For Colorado, Marytand, Michigan, New Mexico, Oregon, and Virgima, see Domn 3,

Holahan, Carroll C, et al. Medicaid Fxpansion Under the ACA: How States Analyze
the Fiscal and Economic Trade-Offs. Washington, D.C..: Urban Institute, 2013. hitn.// /i
i A f

wwwurban org/UploadedPDF/412840-Med:

In addition, comprehensive analyses were conducted analyzing state fiscal effects

in California, Ohio, Kansas, Kentucky, Missouri, Montana, New Hampshire,

Pennsylvania, Texas, and Utak. For links to studies of the latter states, see the

supplement to this paper, avallable at bip:fwww urban, ongloadedPDFﬂ%lBi%-
i e cpandi .

Many (but not ail) of these analyses find that, by the end of the estimated multi-
year periods, when the federal share of costs for newly eligibie adults falls to 50
percent, increased costs exceed, by a small amount, the combination of savings
and revenues resulting from expansion. However, none of the estimates that we
found considered state savings, which are likely to be significant, allowed by
CM35’s guidance permitting states to claim enhanced FMAP for health care costs
provided for certain adults with disabilities at or below 138 percent FPL, including
for services provided while such adults are awaiting their disabifity determinations.
CMS. “Medicaid and the Affordable Care Act: FMAP Final Rule Frequently Asked

What is the Resuff of States Not Exparrdmc‘ Medca#d’>
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Questions.™ August 29, 2013, http:/wwiw rmedicaid gov/Medicaid-CHIP-Program;
Informarien/By-Topics/Financine-and-Reimbursement/Downloads/FMAP-FAQS,
pdf. On the other hand, if CEA’s analysis of the impact of future labor markets
on Medicaid expansion’s macroeconomic effects is correct, revenue gains from
Medicaid expansion may fall below projected levels, in some states.

The studies that considered only some of the above categories of state budget
gains reached mixed conclusions. While most such studies found expansion had
a negative overall impact, in 10 states analysts found net state budget gains even
without considering all potential categories of state fiscal benefits. In addition to
Minnresota and New York, (Dom, Holahan, Carroll, et al., Medicaid Expansion
Under the ACAY those states were Alabama, Indiana, Louisiana {under a scenario
that did not increase provider reimbursement), Mississippi, South Carolina,
Tennessee, Wisconsin (in one of several analyses), and Wyoming. For links to
the latter studies, as well as the more numerous state-level analyses that failed to
consider all categories of potential state fiscal gains and concluded that Medicaid
expansion would harm state budgets, see the on-line supplement to this paper,
available at htp/f IploadedPDF/413192-Whai-is-the-Resuli-of-

—Not-Ex|

The estimates for Alabama and Mississippi are for the “intermediate take-up
scenario,” Becker DJ and MA Morrisey. An Economic Evaluation of Medicaid
Expansion In Alabama under the Affordable Care Act. Department of Health
Care Organization and Policy, School of Public Health, University of Alabama
at Birmingham. 2012, http:/ aww.soph. Afaeultv/mmerrisev/Becker-
Morrisey%205tudy%200§%20Alabama%2 (Medicaid%20Expansion%620201 2,
pdf: Becker DI and MA Morrisey. An Economic Andalysis of the State and
Local Impact of Medicaid Expansion in Mississippi. Department of Health
Care Orgznization ard Policy, School of Public Health, University of Alabama
at Birmingham. 2013. For the South Carolina estimates, see Von Nessen, J.
Medicaid Expansion in South Carolina. The Economic Impact of the Affordable
Care Act. December 2013, Columbia, SC: Moore School of Business, University
of South Carolina, prepared for the South Carolina Hospital Association,
http://wwnw, scha, org/files/documents/medicaid_expansion_in_sc_report.pdf. Note
that if CEA is correct and labor market slack completely disappears, Medicaid
expansion may ot yield the economic growth forecast by these state-level
analysts, leading to less general revenue growth than anticipated.

Wyoming Department of Health, The Optional Expansion of Medicaid in
Wyoming: Costs, Offsets, and Considerations for Decision-Makers. Cheyenne,
WA November 2012, attp:// lth wyo.gov/Media aspxtmedigld=13186

See, for example, New York Times Editorial Board, “A Health Care Showdown in
Virginia,” New York Times, May 10, 2014, h JSAwarw nvtimes com/2014/65/1 1/
inion/sundayv/a-health-care-showd in-virginia html; Howell WJ and Cox
K, “Medicaid Expansion: Promises on Future Costs Don’t Ring True,” Richmond
Times-Dispaich, February 2, 2014, hitp:/# i ispateh. comy/opinion/their-
inion/colurnnists-blogs/ guest-colurpaists’howell-and
rornises-on-future-cosis-don/article_0285136h-9652-5a52-9524-2e01014d4afe.
html; Associated Press, “Kansas Legislature Extends Ban on Medicaid
Expansion,” Modern Healthcare, April 5, 2014, http://www.modembhesltheare,
comyarticle’ ANEO/304059933; Miller D, “Medicaid—To Expand or
Not to Expand?” Capitol Ideas: Council of State Governmenis E-Newsletter,
May/June 2014, http/www.csg.org/pybs/ca itolideas/enews/issuel 08 1 aspx;
Shorman J, “Shouting Protestors Shut Down Senate, Some Arrested,” Springfield
News-Leader, May 7, 2014, hiipi/fveww.news-leader com/story/new, Aocal/
/201 4/35/06/shouting-protestors-: /876

CBO. Detail of Spending and Enrollment for Medicaid for CBO's April 2014
Baseline. April 2014, Washington, DC, hitp:/www, cho gov/sites/default/files/
chofiles/attachments/44204-2014-04-Medicaid pdf.

CBO. Updated Estimates of the Effects of the Insurance Coverage Provisions of
the Affordable Care Act, April 2014, April 2014. Washington, DC, httn:{/www.cho.
ovisites/defanlifles/chofiles/attachments/43231-ACA Estimates.pdf.

That estimate is based on the following assumptions:, all of which assume the
maximum possible proportion of federal Medicaid funding devoted to increased
FMAP: (1) All increased federal Medicaid/CHIP spending projected by CBO to
result from the ACA is for newly eligible adults, the only group qualifying for
elevated FMAP; and (2) that CBO projection of increased spending assumed
that the only states implementing the Medicaid expansion: (a) receive the legal
minimum 50 percent for standard FMAP, so increased FMAP for expansion
comsumes as much of the projection as possible, and standard FMAP consumes
as littie of the projection as possible; and {b) receive full increased TMAP, not the
reduced increase to FMAP provided to states, such as New York, that expanded
eligibility for poor parents and childless adults before 2019,

That percentage will decline in the future as CBO’s 10-year “scoring window” moves
forward to include additional years with 90 percent FMAP and fewer years with
100 percent FMAP: That is why, as shown by table 3, the percentage of total federal
Medicaid spending consumed by enhanced FMAP drops from an upper bound of 7.4
percent in 2015-2024 to an upper bound of 7.2 percent in 2018-2027.
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Congressional Budget Office (CBO). Updated Estimates of the Effects of the
Insurance Coverage Provisions of the Affordable Care Act, April 2014. April 2014,
Washington, IDC, hitp:/fenww.cho.gov/sites/defauléfiles/chofiles/attachments/43231-
ACA_Estimates.pdf. CBO. Detail of Spending and Enrollment for Medicaid for
CBO'% April 3014 Baseline. April 2014. Washington, DC, http.// .gov/sites!
defaule/files/chofiles/agachments/44204-2014-04-Medicaid.pdf.

Omnibus Reconciliation Act of 1080 (P.L. 96-499), Omnibus Budget Reconciliation
Act of 1981 (PL. 97-35), Tax Equity and Fiscal Responsibility Act of 1982 (P.L.
97-248), Consolidated Omnibus Budget Reconciliation Act of 1985 (PL. 99-272),
Ommnibus Budget Reconciliation Act of 1986 (PL. 99-309), Omnibus Budget
Reconciliation Act of 1987 (P.L. 100-203), Omnibus Budget Reconciliaiion Act of
1950 (PL. 101-508), Omnibus Budget Reconciliation Act of 1993 (PL. 103-66),
Personal Responsibility and Work Opportunity Reconciliation Act of 1996 (PL.
104-193), Balanced Budget Act of 1997 (PL. 105-33} , Deficit Reduction Act of
2005 {PL. 109-171).

Omnibus Budget Reconciliation Act of 1981 (PL. 97-35). At that time, Medicaid’s
contribution to state budgets (hence governors” motivation to resist cuts) was a third
of current levels. In 1981, state generat fund expenditures totated $145.0 billion,
and the federal govemnment spent $16.9 billion on Medicaid—the equivalent of 12
percent of state general fund dellars. By 2012, those two amounts rose to $666.8
billion and $237.9 billion, respectively. Federal Medicaid dollars thus equaled 36
percent of state general fund expenditures. See Center on Medieare and Medicaid
Services. “National Health Expenditures by Type of Service and Source of Funds,
CY 19602012 hitp://www.cms.gov/Resegrch-Statistics-Diata-and-Sy. /
tatistics-Trends-and-Re, fati
zip: National Governors Association Office of Research and Development and
National Association of State Budget Officers. Fiscal Survey of the States: 1981-
1982, Washington D.C.: National Governors Association Office of Research and
Development and National Association of State Budget Officers, 1982, hifp./
www nasho org/sites/defaultifiles/ndf/fs1 981-1982. PDF;  National ~ Govemors
Association Office of Research and Development and National Association of
State Budget Officers. The Fiscal Survey of States: Fall 2013. Washington, D.C.:
National Governors Association Office of Research and Development and Nationat
Association of State Budget Officers, 2013, http://www nasbo.org/si /defanlt’

files/NASBOY20Fall%202¢13%20F scal%208urveyy420of%205tates pdf.

For example, the two most recent budget reconciliation bills that made Medicaid
cuts were the Balanced Budget Act of 1957 (BBA} and the Deficit Reduction Act of
2005 (DRA). The BBA eliminated the need for federal waivers before states could
force Medicaid beneficiaries into closed-pattel managed care plans; repealed the
so-called “Boren Amendment,” thereby letting states cut payments to hospitals and
nursing homes; cut payments o federally qualified health centers, pediatricians,
and obstetricians; cut payments %o providers serving Medicare Savings Program
beneficiaries; and limited states’ use of disproportionate share hospital payments
and provider donations and taxes. At the same time, the BBA raised FMAP for
Alasks and the District of Columbia and increased the dollar ceiling on FMAP
claimable by U.S, territories. Several years later, the DRA cut Medicaid payments
for prescription drugs; cut Medicaid eligibility for long-term care; required states
to take specified anti-fraud measures; increased private insurers’ third-party
liability payments to Medicaid; let states raise beneficiaries’ premiums and co-
payments; let states cut benefits for adults; limited states’ use of managed care
taxes, ended coverage of certain case management services for children; made it
harder for applicants to prove U.S. citizenship; capped emergency payments to out-
of-netwark providers for managed care enrollegs; and terminated states” authority
to grant new CHIP waivers to cover childless, nonpregnant adults. At the same
time, the DRA raised FMAP for Alaska, Louisiana, and the District of Columbia
and increased the dollar cap on FIMAP for U.S. territories. Other examples of
increased FMAP include enhanced FMAP to provide state Medicaid programs
with fiscal relief in 2003 and 2009, neither of which was accompanied by Medicaid
cuts; an elevated federal match rate for covering children through CHIP, enacted
as part of the BBA in 1997, that exceeded the federal maich rate available through
previcus Medicaid coverage expansions for childien; and sdll higher maich rates
for covering newly eligible adulis enacted through the ACA in 2010.
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