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About The Lewin Group

The Lewin Group is a health care and human services policy research and management
consulting firm. We have over 25 years of experience in estimating the impact of major health
reform proposals. The Lewin Group is committed to providing independent, objective and non-
partisan analyses of policy options. In keeping with our tradition of objectivity, The Lewin
Group is not an advocate for or against any legislation. The Lewin Group is part of Ingenix, Inc.,
which is a wholly owned subsidiary of the UnitedHealth Group. To assure the independence of
its work, The Lewin Group has editorial control over all of its work products.
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Executive Summary

The Affordable Care Act of 2010 (ACA, or the Act) requires most Americans to have health
insurance.! To assure access to affordable coverage, the Act expands the Medicaid program to
cover all adults living below 133 percent of the federal poverty level (FPL), including non-aged
childless adults who generally are not eligible for the current Medicaid program. The Act also
provides a new premium subsidy program for people living below 400 percent of the FPL
($88,000 for a family of four).

In this study, we focus on the impact of health reform on state spending for Medicaid and the
Children’s Health Insurance Program (CHIP). This includes the impact of several key
provisions of the Act including;:

e The cost of covering newly-eligible adults;

e Increases in enrollment among currently eligible people;

e Enrollment reductions due to increased employer coverage under the Act;

e New prescription drug rebates for Medicaid Managed Care Organization (MCO) plans;
e Other increases in rebates;

e The increase in federal matching funds for states that already cover adults to at least 100
percent of the FPL (the federal matching percentage is increased to 90 percent for
childless adults in these states by 2020); and

e Reductions in federal disproportionate share hospital (DSH) payments of $14.1 billion
nationally over the 2014 through 2019 period.

We estimate that the number of people enrolled in Medicaid or CHIP will increase by 17.4
million people by 2019 under the ACA. The Act will increase Medicaid spending by $421.3
billion over the 2014 through 2019 period, of which states would pay $17.4 billion (i.e., 4.1
percent of total new spending). For states, this is an average increase in spending of 1.1 percent
over this period. However, the impact will vary across states, ranging from a spending increase
of 7.8 percent in Alabama to an actual reduction in state spending of 10.7 percent in Arizona
(Figure ES-1).

We estimate that state Medicaid spending would be reduced under the Act in Arizona,
Delaware, Hawaii, New York, Massachusetts, and Vermont. All of these states see little new
enrollment because they already cover most childless adults living below 133 percent of the
FPL. These states also benefit from an increase in the federal match under the Act for the
childless adults they already cover (reaching 90 percent by 2020, the same percentage that states
that do not currently cover this group will receive for this expansion population in 2020). By
contrast, states that currently have only limited coverage for adults - such as Alabama and
Mississippi - will tend to see the largest percentage increases in state government spending.

1 The bill exempts certain individuals from the requirement to have insurance including undocumented
immigrants, people who do not have enough income to be able to file taxes, and people who would
find that the cost of insurance exceeds 8 percent of income.

”“Lmoup' X

523136



Figure ES-1
Percent Change in State Medicaid Spending for 2014 through 2019 by State

Alabama 7.8%
South Carolina 7.0%
Louisiana 6.7%
Mississippi 6.0%
New Hampshire 5.6%
West Virginia 5.6%
Utah 4.3%
Missouri 4.2%
Nevada 4.2%
Colorado 4.0%
Texas 4.0%
Kentucky 4.0%
Arkansas 3.7%
Tennessee 3.7%
Montana 3.6%
North Carolina 3.5%
Idaho 3.4%
Georgia 3.3%
Ohio 3.1%
Indiana 3.1%
Oregon 3.1%
Michigan 3.0%
Connecticut 2.9%
Illinois 2.8%
District of Columbia 2.7%
Nebraska 2.7%
Florida 2.6%
lowa 2.5%
South Dakota 2.5%
North Dakota 2.5%
Oklahoma 2.4%

New Jersey 2.3%
Wyoming 2.2%
California 2.2%

Kansas 2.1%

Washington 2.0%

Maine 1.9%
Alaska 1.6%
Virginia 1.5%
Wisconsin 1.3%

Rhode Island 1.1%

Maryland 0.7%

Pennsylvania 0.6%

New Mexico 0.4%
Minnesota 0.4%
Massachusetts -3.4%
Hawaii -3.4%
Vermont -4.3%
Delaware -4.7%
New York -5.3%

Arizona  -10.7%
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States with large Medicaid managed care programs will also benefit substantially from the new
rebates required for prescription drugs provided in managed care organizations. These include
states with substantial enrollment in managed care plans such as Arizona, Pennsylvania, and
California. This is especially true for Arizona, which currently enrolls all of their covered
population in managed care plans.

This analysis covers only the Medicaid impacts of health reform and does not provide state
level analyses of other elements of the Act that will have significant impacts on state and local
government costs under the bill. For example, as employers, state and local governments that
do not cover all of their full-time employees are required to pay a significant new penalty.
Significant changes in employer coverage and spending will affect state tax revenues, in
addition to having direct effects on the health system.

The Act will have a major impact on uncompensated care and safety net programs.
Uncompensated care could be reduced by up to two-thirds as 30 million or more people become
insured nationwide. Public hospitals and clinics would see increased revenues from newly
insured patients that will now be covered by Medicaid or privately insured patients. Payer mix
will change significantly for all types of providers now serving the uninsured. Expected
increases in health services utilization for newly insured people also raise questions about the
adequacy of physician supply in many areas.

All estimates of the impact of health reform are dependent upon key assumptions concerning
the strength of the economy and the ways in which employers, consumers, insurers, and
providers respond to elements of the Act. For example, in this analysis we relied upon economic
projections developed by the Congressional Budget Office (CBO) at the national level. However,
the recession and the recovery will be very different across states, with different cost
implications for state governments.

The Lewin Group data and models of the heath care system provide impact analyses at both the
state and county levels. We have used the model to develop estimates of changes in coverage
and spending for several state governments. We are also using these data to evaluate the impact
of the ACA on individual counties and metropolitan areas. In particular, the models can be
used to estimate the effects of reform under various assumptions and alternative economic
scenarios that are specific to individual state health systems and economies.

In addition to these services, the models can be used to evaluate options for reducing the cost of
state Medicaid and CHIP programs within the maintenance of effort requirements of the Act.
For example, states have the option of using alternative “benchmark” benefits packages rather
than the Medicaid benefit. Also, states that now have adult income eligibility levels above 133
percent of the FPL have the option of reducing eligibility to 133 percent of the FPL. We have
also assisted several states in identifying ways of minimizing costs and maximizing federal
matching funds. Any or all of these alternatives could impact the findings presented in this

paper.
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Introduction

The Affordable Care Act of 2010 (ACA) requires most Americans to have health insurance.2 To
assure access to affordable coverage, the Act expands the Medicaid program to cover all adults
living below 133 percent of the federal poverty level (FPL), including both parents and non-
aged childless adults. The Act also provides a new premium subsidy program for people living
below 400 percent of the FPL ($88,000 for a family of four).

In this study, we focus on the impact of health reform on state spending for Medicaid and the
Children’s Health Insurance Program (CHIP). This primarily includes the cost of covering
newly-eligible adults and increases in enrollment among currently eligible people. It also
includes changes in prescription drug rebates under the Act and increases in federal matching
funds for state that already cover childless adults. States will also see a reduction in federal
disproportionate share hospital (DSH) payments under the Act as the number of uninsured is
reduced.

Our analysis differs from prior state-level estimates of Medicaid impacts in that we look at more
than just the cost of expanded eligibility under the program. We include estimates of the effects
of the drug rebate provisions and the reductions in DSH payments under the Act. We also
present estimates that reflect changes in access to employer coverage under the Act and the
impact this will have on Medicaid and CHIP enrollment. We do not, however, include the
effects of the temporary increase in reimbursement rates for primary care providers required
under the bill. This should have little impact on state spending because the federal government
will pay the full cost of these payment increases.3

We present our analysis in the following sections:

e Current Medicaid and CHIP eligibility;

e Changes in Medicaid and CHIP eligibility under the Act;

e Changes in Medicaid and CHIP spending under health reform;
e Net impact of reform on state Medicaid spending; and

e Understanding health reform at the state level.
A. Current Medicaid and CHIP Eligibility

Eligibility for the existing Medicaid and the Children’s Health Insurance Program (CHIP) varies
substantially across states. Under current law, children are typically eligible for either Medicaid

2 The ACA exempts certain individuals from the requirement to have insurance including
undocumented immigrants, people who do not have enough income to be able to file taxes, and
people who would find that the cost of insurance exceeds 8 percent of income.

3 The Act requires states to increase provider reimbursement rates for primary care providers to 100
percent of Medicare payment levels for similar services for 2013 and 2014, after which, states are
permitted to return to lower payment rates for these services. The federal government will pay the full
amount of the cost for increasing these payment rates.
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or the CHIP program:s if their family income is less than 200 percent of the FPL, although many
states have raised the eligibility level to 300 percent or more of the FPL. Pregnant women are
typically eligible through 150 percent of the FPL.

Custodial parents are typically eligible for Medicaid if their income is below an average of
about 50 percent of the FPL, although this varies widely by state. For example, the income
eligibility level for parents varies from 17 percent of the FPL in Arkansas to 206 percent of the
FPL in Maine. Also, in all but seven states, non-disabled adults without custodial
responsibilities for children (i.e., childless adults) are not eligible at any level of income (Figure
1).4

The federal government currently matches state spending for Medicaid and CHIP according to
a Federal Medical Assistance Percentage (FMAP). Federal matching rates vary across states
based upon differences in state per capita personal income levels and other factors. Although
the federal contribution varies by state, the federal government currently pays for about 57
percent of the Medicaid program and about 71 percent of the CHIP program.

Figure 1: Medicaid and CHIP Eligibility for a “Typical State” Under Current Law ¥
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a/ Figures are roughly based upon average income eligibility levels across states by eligibility group.
Source: Program data from the Centers for Medicare and Medicaid Services.

In Figure 2 we present state-level projections of enrollment and spending under the existing
Medicaid and CHIP programs without health reform for each state over the 2014 through 2019
period.” These are the first six years that eligibility expansions under the health reform
legislation will apply. These estimates are based upon enrollment and expenditure data for
Medicaid and CHIP for 2008 and 2009, which we projected through 2019 based upon

¢ Childless adults are defined to include people age 19 to 64 who are not qualified as disabled and who
do not have custodial responsibilities for children.
5 The March 2010 CBO projections of enrollment and spending without the ACA reflect that without the
ACA, federal funding for CHIP is authorized through 2013 only.
The /_\ ®
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enrollment and spending trends assumed by the Congressional Budget Office (CBO) in their
March 2010 baseline budget assumptions.

The CBO develops a baseline projection of average monthly enrollment and spending which
includes enrollment and spending projections for Medicaid and CHIP for the next ten years. In
their March 2010 baseline projections, CBO projects that average monthly enrollment in
Medicaid and CHIP would reach 63.6 million people in 2010 (57.6 million Medicaid and 6.0
million CHIP). CBO projects that without the ACA, enrollment would have declined to 60.2
million people by 2014 based on their assumption that the economy will improve after 2010,
thus reducing enrollment. After 2014, the CBO assumes a return to historical growth rates, with
steady enrollment growth through 2019, when enrollment will reach 62.4 million people.

We need to adjust these figures to limit our analysis to only those qualifying for full coverage
under Medicaid. The CBO estimates include all people receiving benefits under Medicaid and
CHIP including those with only partial coverage, such as people receiving family planning
services only and Medicare recipients for whom Medicaid pays only the Medicare Part B
premium. When we exclude those with only partial coverage, we estimate total enrollment in
Medicaid and CHIP would have reached 54.7 million in 2019 without health reform.¢ Based on
CBO projections, total spending without health reform would be about $3.6 trillion over the
2014 through 2019 period. The state share of spending over this period would be $1.5 trillion
with the federal government paying $2.0 trillion.

¢ Our enrollment estimates are based upon enrollment for December 2009 as compiled by Health
Management Associates for the Kaiser Commission on Medicaid and the Uninsured. The Kaiser
numbers have been standardized to comparable definitions of enrollment, which excludes people
receiving partial benefits, such as family planning or Medicare Part B payments only. We did not use
enrollment data for 2010 because the programs are expected to reach a peak level of enrollment during
2010 due to the recession and will start to fall in 2011. Our judgment was that the 2009 data are more
indicative of enrollment in the years of recovery following 2010.
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B. Changes in Medicaid and CHIP Eligibility under the Act

Effective January 1, 2014, the Act requires states to cover all adults under age 65 with incomes
up to 133 percent of the FPL ($14,404 single; $19,378 married couples), including parents with
children and non-aged individuals without custodial responsibilities for children (Figure 3). The
federal government will pay 100 percent of the cost of this expansion for adults through 2016.
Starting in 2017, the percentage of costs paid by the federal government for these adults will
phase down to 90 percent by 2020, leaving states to pay the remaining 10 percent.

Figure 3: Number of People Affected by Expansions in Publicly Subsidized Coverage under the Act

400% 1"~ TT

Premium Subsidies
23.6 Million

200,000

% SN
s .9 M1ll1§

Aged Pregnant Infants Children 1to 5 Children Aged 6  Parents Disabled Noncustodial
Women to 182/ Adults

Currently Eligible

. > , I
M Medicaid [] CHIP New Parents [_| Premium Subsidies Other Adults [] Newly Enrolled

a/ Children age 6 through 8 must be covered up to 133 percent of the FPL under Reform

Source: The Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

States are required to maintain existing Medicaid eligibility levels until the new premium
subsidies become available in 2014. At that time, states that already cover adults above 133
percent of the FPL are permitted to reduce these eligibility levels to 133 percent of the FPL.
These individuals would be eligible for the premium and cost-sharing subsidies available
through the newly established exchanges. States must also cover children between 100 percent
and 133 percent of the FPL under Medicaid rather than under the CHIP program.

States are also required to maintain their CHIP programs through 2019. Federal CHIP funds are
authorized through 2015 only, although many states will draw down their allotment of CHIP
funding after 2016. Beginning in 2016, the match rate for CHIP is increased by 23 percentage
points, up to a maximum of 100 percent, to permit states to draw down their federal CHIP
funds more quickly. When a state’s federal CHIP funds are exhausted, the matching rate for
these children reverts to the regular Medicaid matching rate.

" EWINGROUP" &

523136



We estimate that these changes will result in a net increase in Medicaid enrollment of about 17.4
million people by 2019. These include 2.5 million newly eligible parents and 12.9 million newly
eligible childless adults. This also includes a net increase in enrollment of 2.0 million people
among currently eligible but not enrolled groups. In addition, we estimate that about 23.6
million people will receive premium subsidies through the exchange. Figure 4 presents our
estimates of changes in enrollment for the 50 states and the District of Columbia.

These estimates also reflect changes in the availability of employer coverage as a result of the
Act. For example, the Act provides a small employer tax credit to encourage employers to offer
coverage. The Act also creates a penalty of up to $2,000 per worker for firms that do not offer
insurance to their workers. On the other hand, many firms are likely to discontinue their
coverage once subsidized coverage becomes available to their workers.

In an earlier Lewin Group analysis of the health reform bill, we estimated that up to 14 million
people would acquire employer coverage nationally, largely as a result of newly created
employer plans.” This includes about 1.6 million people shifting from Medicaid to private
insurance (Figure 4). However, we also estimated that 17 million people would lose employer
coverage in cases where employers choose to discontinue their plans. This would result in about
3.7 million people who now have employer coverage shifting to Medicaid nationwide.

Methods: Estimation of Eligibility and Enrollment

We estimated the impact of these coverage expansions using the March Current
Population Survey (CPS) data for 2007 through 2009. These data provide the
detailed health coverage information required to estimate the number of people
potentially eligible for Medicaid and CHIP under current law and under the
expansions for people in each of the 50 states and the District of Columbia.

We used the Lewin Group Health Benefits Simulation Model (HBSM) to estimate
eligibility using the income eligibility rules used in each state. We incorporate a
correction for underreporting of Medicaid enrollment in surveys such as the CPS
for each individual state. We projected coverage to future years based upon the
March 2010 baseline projections developed by the Congressional Budget Office,
which assume an improved economy by 2014.

We simulated the decision for newly eligible people to enroll in the program
based upon a multivariate model of enrollment in the existing program which
reflects differences in enrollment by age, income, employment status, and
demographic characteristics. The simulation results in average enrollment of
about 75 percent of newly eligible uninsured people and 39 percent for newly
eligible people who have access to employer health insurance. HBSM simulates
eligibility on a month-by-month basis to capture part-year eligibility for the
program.

7 “Patient Protection and Affordable Care Act (PPACA): Long Term Costs for Government, Employer,
Families and Providers,” Staff Working Paper # 11, June 8, 2010.
http:/ /www .lewin.com/ content/ publications/LewinGroupAnalysis-
PatientProtectionand AffordableCareAct2010.pdf
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C. Changes in Medicaid and CHIP Spending under Health Reform

Total spending under the Medicaid and CHIP programs will increase by $421.3 billion over the
2014 through 2019 period under the Act (see Attachinent A). This is roughly a 12 percent
increase in total program spending of $3.6 trillion over this period without health reform. The
federal share of spending would increase by $403.9 billion (19.1 percent) over this period, while
state Medicaid spending would increase by $17.4 billion (1.1 percent).

Figure 5: Summary of Changes in Spending for States and the Federal Government for Medicaid and
CHIP: 2014-2019 (billions)
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Source: The Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

These estimates include the cost of increased enrollment in Medicaid and three other major
features of the Act. These include the increase in Medicaid enrollment, the increase in
prescription drug rebates under the ACA, and a scheduled reduction in Federal
Disproportionate Share Hospital (DSH) payments of $14.1 billion. It also reflects increased
federal matching funds for states that already cover childless adults under an 1115 Medicaid
Waiver.

1. Expanded Enrollment

Most of the increase in spending for both the federal and state governments would be attributed
to the expansion in eligibility and other enrollment shifts under the Act. As discussed above, we
estimate that Medicaid enrollment will increase by 17.4 million people under the act by 2019.
Total spending for these people would be $452.9 billion over the 2014 through 2019 period, with
the federal government paying $423.2 billion, which does not include the effect of other
provisions affecting spending such as the changes in drug rebates. States would pay $29.7
billion of the costs for these newly enrolled people, which is about 6.6 percent of total spending
under the Medicaid expansion.
//"___.--""'-~\
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The 17.4 million newly enrolled people include 2.5 million newly eligible parents and 12.9
million newly eligible childless adults. We also project an increase in enrollment among
currently eligible but not enrolled children and adults. This includes 1.5 million children under
Medicaid or CHIP and about 2.1 million parents of children now enrolled in Medicaid. This
would be partly offset by a shift of 1.6 million current enrollees to private insurance in cases
where employers decide to start offering insurance in response to the small employer tax credit
and the penalties for non-insuring employers.

Methods: Enrollment for Currently Eligible Children and Parents

We assume that currently eligible but not enrolled children will be enrolled as
a newly eligible parent becomes covered under Medicaid. Also, we assume that
eligible families will enroll in instances where the parent loses employer
coverage because their employer decides to discontinue their health plan
(discussed above). We also simulated a small increase in enrollment due to the
penalty for Medicaid eligible people with income high enough to be required to
pay taxes.

The 17.4 million person increase in Medicaid and CHIP enrollment represents a 31.8 percent
increase in program enrollment nationwide. All states except Massachusetts would experience
increased enrollment ranging from 2.9 percent in Vermont to 62.1 percent in Montana (Figure 4
above). Enrollment increases will be less than 6 percent in states that already cover childless
adults to the FPL or higher income levels such as New York, Delaware, and Vermont.

Enrollment in Massachusetts actually declines by 1.8 percent, which reflects the state’s existing
program to cover the uninsured. Massachusetts already has a coverage mandate and has
expanded eligibility for parents and childless adults under Medicaid, resulting in only a small
increase in enrollment due to the ACA eligibility expansions. At the same time, we estimate that
about 43,000 Massachusetts Medicaid and CHIP recipients will become covered by an employer
plan under the Act, in response to the small group tax credit and the penalty for not offering
coverage. This results in a net reduction in enrollment of 23,100 people in 2019.

2. State Spending for Medicaid

As discussed above, we estimate that state Medicaid spending will increase by $17.4 billion
nationwide. Figure 6 presents our estimates of the impact the program will have on state
Medicaid spending including changes due to increased drug rebates, changes in federal DSH
payments, and changes in federal matching rates for states that already cover childless adults
through 100 percent of the FPL under an 1115 Medicaid Waiver.

We show that the state share of Medicaid spending would increase over the 2014 through 2019
period for all states except Delaware, New York, Hawaii, Massachusetts, Vermont, and Arizona.
These states do not experience an increase in state costs because they have already extended
eligibility to parents and childless adults and generally benefit from the increased federal match
for the childless adults they now cover.
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Our estimate of the effect of health reform in Arizona is complicated by the fact that just prior to
the ACA, Arizona eliminated its CHIP program beginning June 15, 2010, and its adult coverage
expansion (proposition 204) beginning January 1, 2011. Under the maintenance of effort (MOE)
provisions of the ACA, the state must maintain its current Medicaid and CHIP programs as of
March 23, 2010. This means that the state must reinstate these programs to continue to qualify
for federal Medicaid funding. Arguably, the net cost of the ACA for Arizona should include the
cost of reinstating this coverage due to the ACA MOE provisions. This would more than offset
the savings we present in Figure 6 for Arizona, resulting in a substantial net increase in
estimated spending.?

3. Prescription Drug Rebates

States will save $8.3 billion over the 2014 through 2019 period from increased prescription drug
rebates under the Act. Under current law, drug manufacturers are required to pay rebates to
Medicaid for drugs provided under the fee-for-service Medicaid program. In addition, many
states negotiate “supplemental” rebates with drug manufacturers.

The ACA requires manufacturers to begin paying rebates on drugs provided through Medicaid
managed care organizations (MCOs).® For brand name drugs, the minimum rebate is increased
from 15.1 percent of average manufacturer price (AMP) to 23.1 percent of AMP. Rebates for
generic drugs are increased from 11.0 percent of AMP to 13.0 percent of AMP. It also changes
how the additional inflationary rebate on line extensions of a brand name drug is calculated.

In addition, the Act requires that the amounts “attributable” to these increased rebates be
passed on (offset) to the Federal government. In a recent letter to State Medicaid Directors
(SMDL#10-019), issued September 28, 2010, CMS provided guidance that this offset would
apply only to rebate dollars that are collected above and beyond what would have been
received under the previous rebate formulas.

Methods: Modeling the Prescription Drug Rebate Provisions of the ACA

To estimate the impact of the drug rebate provisions in ACA, we estimated state-level
pharmacy expenditures under fee-for-service (FFS) and Medicaid managed care using
Medicaid Statistical Information System (MSIS) data. For Medicaid FFS expenditures,
we estimated a net increase in pharmacy costs of approximately 1.5 percent due to a
decrease in supplemental rebates. For Medicaid MCO expenditures, we estimated
savings of approximately 30 percent as MCO utilization will now have access to the
large Federally-mandated rebates. These impacts will be shared by the states and the
Federal government. In addition, we estimated that the Federal government will save
an additional 4 percent due to increased rebate levels mandated by the ACA.

8 The Joint Legislative Budget Committee (JLBC) of the Arizona state legislature estimated that if the
cost of reinstating these programs is included, the coverage provisions of the Act will actually increase
by $6.7 billion over the 2011 through 2019 period. See: “ Analysis of the Cost of Federal Health Care
Legislation,” JLBC report, March 30, 2010.

° This will only affect plans where prescription drugs are included in the MCO capitation. Medicaid
already receives rebates for prescription drugs provided as a “carve out” from the MCO plan.
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We estimate that about half of all states will see net savings as a result of these changes in drug
rebate policy. Savings will be particularly large for states that currently have a large portion of
their covered population enrolled in MCOs with the drug expense included in the capitation
amount (i.e., state where a pharmacy “carve in” model is used), where the drug manufacturers
must start to pay a rebate. These include Arizona, California, and Pennsylvania.

However, in response to these increases in required rebates, drug manufacturers are expected to
be less willing to provide supplemental rebates to states. Consequently, we estimate that when
these reductions in supplemental rebates are included, about half of the states will experience a
net reduction in rebates.

4. Disproportionate Share Hospital Payments (DSH)

The ACA will reduce payments to states under the Disproportionate Share Hospital (DSH)
program. Under the DSH program, the federal government makes payments to states that are
intended to provide additional funds for hospitals treating a disproportionate share of the
Medicaid and uninsured populations. However, several states have used some or all of these
funds to pay for an expansion in eligibility and coverage under a Medicaid 1115 Waiver
program. The Congressional Budget Office (CBO) estimates that payments will be $8.1 billion in
2010 (excluding amounts added under the economic recovery legislation), rising to $10.5 billion
by 2019.10

The Act specifies that total federal DSH payments will be reduced by $14.1 billion over the 2014
through 2019 period, reflecting the expected reduction in the number of uninsured under the
ACA. Reductions will be as follows:

e $0.5 billion in 2014
e $0.6 billion in 2015
e $0.6 billion in 2016
e $1.8 billion in 2017
e $5.0 billion in 2018
e $5.6 billion in 2019
e $4.0 billion in 2020

The Act does not specify the amount of the reductions by state, but directs the Secretary to
develop a methodology subject to several guidelines specified in the legislation. The
methodology must:

e Impose the largest percentage reductions on states with the largest projected percentage
reductions of uninsured or those that do not target funds to hospitals with high volumes
of Medicaid recipients or uncompensated care;

10 “Spending and Enrollment Data for CBO’s March 2010 Baseline: Medicaid”, Congressional Budget
Office, http:/ /www.cbo.gov/ftpdocs/115xx/doc11521/ CHIP.pdf
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e Take into account the extent to which the DSH allotment is included in the budget
neutrality calculation for an expansion in coverage under an 1115 Waiver; and

e Impose a smaller percentage reduction on the 16 states designated as “low-DSH” states.

For illustrative purposes, we estimated the amount of the DSH reduction for each state using an
algorithm that meets the general requirements specified in the legislation. We assumed the DSH
reductions would not apply to the portion of DSH used to fund 1115 Waiver expansions. We
assumed that the percentage reduction in DSH is in proportion to the percentage of the
population without insurance. We also assumed that the DSH reductions are reduced by 50
percent for low-DSH states and that the amounts are then adjusted to the amount of the DSH
reduction required under the Act. These estimates should be treated as illustrative only because
the algorithm developed by the Secretary is likely to differ from our assumed specifications.

We present our illustrative estimates of these DSH reductions by state in Figure 6 above. DSH
payments would be reduced by about $1.2 billion in California, $1.8 billion in New York, and
$1.2 billion in Pennsylvania. However, six states would see a reduction in DSH of less than
$10.0 million over the 2014 through 2019 period, primarily because they currently receive little
DSH funding.

5. Increased Match for Childless Adults in Expansion States

As discussed above, the federal matching percentage is increased for states that already cover
all adults to at least 100 percent of the FPL under an 1115 Waiver. These are called “expansion
states” and include: Arizona, Delaware, Hawaii, Massachusetts, Maine, New York, and
Vermont. The Act would gradually increase the federal matching percentage for non-custodial
adults from the current state matching percentage (typically 50 percent) to 90 percent between
2014 and 2019. Thus, by 2020, the federal matching percentage will be 90 percent for all non-
custodial adults in all states, including those now covering some portion of this group.

Although consistently defined data for these populations are difficult to obtain, we developed
estimates of the amount of spending attributed to these groups from published studies of
coverage for childless adults. We estimate that this provision will reduce state spending for
Medicaid by $18.1 billion over the 2014 through 2019 period (Figure 6 above). State savings from
this provision will be $13.4 billion in New York, $3.0 billion in Arizona, and $941 million in
Massachusetts.!!

11 The Joint Legislative Budget Committee (JLBC) of the Arizona state legislature has estimated that the
change in FMAP for childless adults will reduce state spending by $3.6 billion over this same period,
compared with our estimate of $3.0 billion. See: Analysis of the Cost of Federal Health Care
Legislation,” JLBC report, March 30, 2010.
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Methods: Estimating Impact of Increased Federal Match for Childless Adults

Our estimates of the impact of increasing the federal matching rate for childless adults in based upon
enrollment data and spending figures from several sources. Because enrollment and cost data generally
are not reported separately for non-custodial adults, we relied on prior studies of the impact of covering
childless adults under Medicaid. For this reason, the actual figures may differ from those presented here.

Average Cost in

State Childless Adults 2010 Total Cost (millions)
Arizona *®/ 212,941 $7,361 $1,560
Delawaze e 21,307 $5,240 S111
Hawaii ¢/ 11,550 $4,792 $54
Massachusetts ¢ 68,200 $4,750 $324
Maine ®¢/ 13,594 $4,872 $66
New York 25¢ 782,638 $5,904 $4,621
Vermont "/ 18,142 $4,016 $73

a/ “Expanding Medicaid to Low-income Childless Adults under Health Reform: Key Lessons from State Experiences,”
Kaiser Commission on Medicaid and the Uninsured, July 2010.

b/ “Covering Low-income Childless Adults in Medicaid: Experiences from Selected States,” Center for Health Care
Strategies, Inc. August 2010.

¢/ “Medicaid Enrollment in 50 States,” The Kaiser Commission on Medicaid and the Uninsured, September 2009.

d/ Per-capita costs for adults adjusted to 2010, Kaiser Commission, State Health Facts.

e/ Lewin Group estimate using the Current Population Survey data for data Hawaii in 2008-2010.

f/ MassHealth Essential Program, Governors Budget FY2011,
http://www.mass.gov/bb/h1/fy11h1/brec_11/act_11/ho40001405.htm; and
http://www.massmedicaid.org/~/media/MMPI/Files/2009_04_30%20masshealth%20enrollment%20by%20plan%20type
.pdf :

g/ “Enrolling Childless Adults in Medicaid: Lessons from the New York Experience and opportunities in Health Reform,”
Medicaid Institute at United Hospital Fund, October 2010. )

h/ Overview of Health Care Programs, “Medicaid Budget Document, state fiscal year 2010”, Office of Vermont Health
Access. Lewin Group allocation of enrollees to childless adults category using CPS data for Vermont.

D. Net Impact of Reform on State Spending

As discussed above, state Medicaid spending will increase by $17.4 billion over the 2014
through 2019 period under the ACA, which is an average increase of about 1.1 percent over that
period. However, the impact of health reform on Medicaid and CHIP spending varies from an
increase of 7.8 percent in Alabama, which has the nation’s second lowest eligibility level for
parents (24 percent of FPL), to actual savings of 10.7 percent in Arizona (Figure 7).

In general, states that have covered parents and childless adults to higher income levels (e.g.,
100 percent of the FPL) tend to do better than states that currently have only very limited
eligibility for non-aged adults. Also, states with large Medicaid managed care programs will
tend to see substantial increases in rebates under the managed care drug rebate provisions of
the Act, such as Arizona, California, and Pennsylvania.

Medicaid spending would actually be reduced under the Act in six states including Arizona,
Delaware, Hawaii, New York, Massachusetts, and Vermont. All six of these states already cover
a substantial portion of adults below 133 percent of the FPL. In particular, Arizona’s program
(under MOE coverage levels) covers both parents and adults to 200 percent of the FPL and,
therefore, benefits from the increased matching rate for this group under the Act. Arizona also
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sees substantial savings from the managed care rebates because most of the Arizona Medicaid
population is covered under managed care.

The Act includes another provision that could result in savings to states. Under the Act, states
with eligibility levels above 133 percent of the FPL for parents and/or childless adults are
permitted to reduce their income eligibility levels to the minimum level of 133 percent of the
FPL. This could affect 417,600 people in twelve states (Figure 7). State spending for Medicaid
would be reduced by $3.8 billion over the 2014 through 2019 period if all states exercised this
option.

A summary of the changes in Medicaid spending for states and the federal government by state
is presented in Attachment A.

E. Understanding Reform at the State Level

The estimates presented here are dependent upon key assumptions concerning the strength of
the economy and the ways in which employers, consumers, insurers, and providers respond to
elements of the Act. We relied upon economic projections developed by the Congressional
Budget Office (CBO) at the national level. These assumptions predict a decline in Medicaid
enrollment after 2010 with enrollment growth returning to historical growth rates after 2014.
We also used CBO assumptions on per-capita benefits cost growth of about 3 percent. However,
the recession and the recovery are likely to differ across states with different cost implications
for state governments. '

Our estimates are also sensitive to assumptions about how the program will be implemented
and the ways in which employers, health plans, and consumers respond to the Act. In general,
we rely upon economic studies of historical enrollment for eligible people and we assume little
net change in the number of people with employer coverage. All of these assumptions are
somewhat speculative and may differ from actual behavior.22 It will be important to show the
range of impacts the Act will have under alternative assumptions. These include:

e TParticipation rate for newly eligible people;

e Take-up among currently eligible but not enrolled;

e Enrollment and spending under alternative assumptions on the number of employers
offering/ discontinuing coverage;

e The impact of alternative economic assumptions; and

e The rules ultimately adopted for setting the reductions in DSH funding by state.

12 For a discussion of methods used to model the Act see: “Patient Protection and Affordable Care Act (PPACA):
Long Term Costs for Governments, Employers, Families and Providers,” The Lewin Group, June 8, 2010;
http:/ /www.lewin.com/ content/ publications/LewinGroupAnalysis-
PatientProtectionand AffordableCareAct2010.pdf
The //”’———---\\ ® 20
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Figure 7: Potential Savings From State Option to Discontinue Medicaid Coverage for Adults over 133
Percent of the Federal Poverty Level: 2014-2019 ¥

Required Changes in

State Savings

Net Change in

Spending for States %UJJ:?:LV From Spending
Under the ACbA}«: 2014- Aaluilits Qe Eliminating Assuming
2019 133% of Coverage for Coyerage fqr
Percent FPL in 2014 Adults over th’l.S (:T:roup is
Amount Change in (thousands) 133% of FPL: Eliminated:
(millions) State o/ 2014-2019 2014-2019
Spending (millions) ¢ (millions)
Alabama $1,104 7.8% 0.0 S0 $1,104
Alaska $73 1.6% 0.0 S0 1§73
Arizona -$2,974 -10.7% 0.0 S0 -$2,974
Arkansas $379 3.7% 0.0 S0 $379
California $4,839 2.2% 0.0 S0 $4,839
Colorado $719 4.0% 0.0 S0 $719
Connecticut §707 2.9% -20.8 -$211 $497
Delaware -$276 -4.7% 0.0 S0 -$276
District of Columbia $126 2.7% -4.7 -$37 $89
Florida $1,900 2.6% 0.0 S0 $1,900
Georgia $963 3.3% 0.0 S0 $963
Hawaii -$142 -2.4% 0.0 S0 -$142
Idaho $142 3.4% 0.0 S0 $142
Illinois $1,838 2.8% -73.3 -5684 $1,154
Indiana $696 3.1% -7.0 -$74 $622
lowa $287 2.5% -0.4 -S6 $281
Kansas $207 2.1% 0.0 S0 $207
Kentucky $604 4.0% 0.0 S0 $604
Louisiana $1,457 6.7% 0.0 S0 $1,457
Maine $161 1.9% -12.8 -$125 $36
Maryland $223 0.7% 0.0 S0 $223
Massachusetts -$2,068 -3.4% 0.0 SO -$2,068
Michigan $1,172 3.0% 0.0 S0 $1,172
Minnesota $140 0.4% -37.6 -$373 -$233
Mississippi $638 6.0% 0.0 S0 $638
Missouri $1,133 4.2% 0.0 S0 $1,133
Montana $101 3.6% 0.0 N $101
Nebraska $189 2.7% 0.0 S0 $189
Nevada $306 4.2% 0.0 S0 $306
New Hampshire $377 5.6% 0.0 S0 $377
New Jersey $1,275 2.3% -46.4 -$403 $872
New Mexico $45 0.4% 0.0 S0 $45
New York -$11,226 -5.3% -167.1 -$1,384 -$12,610
North Carolina $1,382 3.5% 0.0 S0 $1,382
North Dakota $55 2.5% 0.0 S0 $55
Ohio $1,599 3.1% 0.0 S0 $1,599
Oklahoma $338 2.4% 0.0 S0 $338
Oregon $403 3.1% 0.0 S0 $403
Pennsylvania $464 0.6% 0.0 S0 $464
e~
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Figure 7: Potential Savings From State Option to Discontinue Medicaid Coverage for Adults over 133
Percent of the Federal Poverty Level: 2014-2019 ¥ (continued)

Required Changes in Currently Stat::::':‘/mgs Ne; Cehna dr;ie e
Spending for States Under Covered Eliminatin AP ming
the ACA: 2014-2019 ¥ Adults over g o
133% of Coverage for Coyerage fqr
Percent FPL in 2014 Adults over thl.S (.Sroup is
Amount Change in (thousands) 133% of FPL: Eliminated:
(millions) State o 2014-2019 2014-2019
Spending (millions) ¢ (millions)
Rhode Island $113 1.1% -8.9 -$94 $19
South Carolina $995 7.0% 0.0 S0 $995
South Dakota $68 2.5% 0.0 S0 $68
Tennessee $969 3.7% 0.0 S0 $969
Texas $4,022 4.0% 0.0 S0 $4,022
Utah $209 4.3% 0.0 S0 $209
Vermont -$184 -4.3% -5.3 -$79 -$263
Virginia $461 1.5% 0.0 S0 $461
Washington $679 2.0% 0.0 S0 $679
West Virginia $360 5.6% 0.0 S0 $360
Wisconsin $286 1.3% -33.2 -$307 -$21
Wyoming $61 2.2% 0.0 S0 $61
Total $17,395 1.1% -417.6 -$3,777 $13,618

a/ Beginning in 2014, states that cover adults above 133 percent of the FPL have the option of
discontinuing this coverage, leaving these individuals eligible for coverage in the exchange, where

premium subsidies are available.

b/ Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

¢/ Estimated from the CPS survey data on incomes for people reporting Medicaid coverage by state.
Estimates are based upon a month-by-month simulation of eligibility using the state’s income eligibility
rules, which enables us to identify beneficiaries with incomes between 133 percent of the FPL and the
state’s upper income eligibility level.

d/ Estimated savings are based upon MEPS data on spending for people with similar characteristics.
Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

This analysis covers only the Medicaid impacts of health reform and does not provide state
level analyses of other elements of the Act that will have significant impacts on State and Local
government costs under the bill. These effects on state government and the state health care
system include:

e Asemployers, state and local governments that do not cover all of their full-time
employees are required to pay a significant new penalty;

e Changes in employer coverage and spending will affect state tax revenues, in addition to
direct effects on the health system;

e Uncompensated care could be reduced by up to two-thirds as 30 million or more people
become insured nationwide;

e Public hospitals and clinics would see increased revenues from newly insured patients
that will now be covered by Medicaid or privately insured patients;
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e Payer mix will change significantly for all types of providers now serving the uninsured;
and

e Expected increases in health services utilization for newly insured people raise questions
about the adequacy of physician supply in many areas.

The Lewin Group data and models of the heath care system provide a platform for simulating
these effects at both the state and county levels. In particular, the models can be used to
estimate the effects of reform under various assumptions and alternative economic scenarios
that are specific to individual state health systems and economies.

In addition to these services, we can evaluate options for reducing the cost of state Medicaid
and CHIP programs within the maintenance of effort requirements of the Act. For example,
states have the option of using alternative “benchmark” benefits packages rather than the
Medicaid benefit. Also, states that now have adult income eligibility levels above 133 percent of
the FPL have the option of reducing eligibility to 133 percent of the FPL. We have also assisted
several states in identifying ways of minimizing costs and maximizing federal matching funds.
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