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The main components of PPACA that
will affect state governments will not
be implemented until 2014, when
Medicaid coverage will substantially
expand in most states. Federal funds
will pay most of the resulting new
costs, but there will be modest
increases in state Medicaid spending
on adults with incomes up to 133
percent of the federal poverty level
(FPL). These state cost increases
range from $21.1 billion to $43.2
billion over the 2014-2019 period,*
with the difference depending on the
extent of beneficiary participation.
These represent increases in state
spending of 1.4 to 2.9 percent relative
to what states would spend on such
adults in the absence of reform. States
should be able to manage, since the
economy almost certainly will be
substantially stronger by 2014 and
PPACA will generate new federal
payments in other areas that will
significantly exceed the rise in state
Medicaid spending on low-income
adults. Taking into account the
provisions that affect children and
Medicaid beneficiaries above 133
percent of FPL, the CMS Actuary
projects that, through 2019, PPACA
will cut net state spending on
Medicaid and the Children’s Health
Insurance Program (CHIP) by $33
billion.? An additional $70 billion or
more in state savings could result
from shifting state and locally funded
uncompensated care into federally
matched Medicaid, as explained
below. The impact of PPACA on the
states is described below:

The health reform law would mean a small increase in state
spending on Medicaid through 2019 but would allow states to
reduce current spending in several areas.

State Medicaid Costs for Newly
Eligible Adults

Beginning in 2014, Medicaid will
cover adults with incomes up to 133
percent of FPL. For the newly
eligible, the federal government will
pay 100 percent of health care costs
between 2014 and 2016. In 2017, this
percentage will drop to 95 percent,
and continue to decline until 2010—
falling to 94 percent in 2018, 93
percent in 2019, and 90 percent in
2020 and thereafter. The states with
the largest number of new eligibles
will be those with limited coverage
today, generally in the South and
West. Medicaid enrollment increases
will be the greatest in these states, as
will increases in state and federal
spending. The federal government
will bear the overwhelming share of
new spending on the new eligibles.?

State Medicaid Costs for Currently
Eligible Individuals

If participation increases among
people who qualify for Medicaid
under current law, states will pay their
current share of the resulting costs.
The Congressional Budget Office
(CBO) expects that almost all of the
increased Medicaid coverage will
occur among the newly eligible, so
this cost is likely to be modest in most

£

Robert Wood Johnson Foundation

states. Enrollment may increase
further than expected because of
PPACA'’s individual mandate,
PPACA’s streamlining of enrollment
and retention procedures and outreach
by advocacy groups and providers.
Even with higher participation rates,
the increased cost to states will be
limited. States that will be affected the
most from increased participation
among those who are currently
eligible are those with more current
eligibles today—for example, states
like New York, Massachusetts,
Connecticut and California, which
have already expanded coverage to
parents at relatively high income
levels, in some cases above 133
percent of FPL.

Section 1115 Waiver States

Seven states have expanded coverage
to childless adults through Section
1115 waiver programs with benefit
packages that meet federal standards.
To avoid disadvantaging these states,
PPACA provides an expanded match
rate for their childless adults, which
increases over time and by 2020 is the
same as the matching rate for new
eligibles.
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State administrative costs will rise
because of increased applications and
enrollment. The federal government
pays just 50 percent of administrative
costs, but these are small relative to
medical benefits. Also, PPACA
requires states to raise Medicaid
provider payment rates to Medicare
levels in 2013 and 2014 for primary
care provided by pediatricians,
internists, and general and family
practitioners. In these two years, the
fee increase will be fully paid by the
federal government. If Congress does
not continue this funding and political
pressure forces states to retain the
higher reimbursement rates, states will
need to pay their share of these costs,
which varies for new and current
eligibles. CBO estimates that the
federal cost would amount to $8.2
billion for 2013-2017.* Costs could be
higher if states also decide to raise
fees for more services and for other
providers.

For several reasons, PPACA will
generate significant savings for states.
First, some states provide poor or
near-poor adults with entirely state-
funded health coverage, and other
states support such adults’
uncompensated care provided by local
hospitals and clinics. In either case,
federal Medicaid dollars will replace
much of this state and local spending,
generating savings. The amount states
now spend on either state-funded
health coverage or uncompensated
care is substantial. In previous work,
Hadley, Holahan and colleagues
estimated that state spending on the
uninsured in 2008 amounted to $17.2
billion.® This would obviously be a
much larger sum by 2019. Inflating
this amount by expected health care
cost growth, and assuming that states

could save just half of the cost,® state
and local governments would save
approximately $70-80 billion over the
2014-2019 period by shifting this
spending into federally matched
Medicaid, clearly exceeding the new
cost to states of the Medicaid
expansion for adults up to 133 percent
of FPL.

Second, states could also stop
covering many current Medicaid
beneficiaries who have incomes above
133 percent of FPL, such as many
high-cost medically needy
beneficiaries, and move them into
exchanges, where they would be
eligible for federal tax credits with no
state matching payments. This could
result in significant savings.

Third, states could save on CHIP,
which has a complex fate under
PPACA. States must continue
covering children eligible for
Medicaid and CHIP, but CHIP
funding is guaranteed only through
FY 2015. In many states, children
ages 6-17 with family incomes
between 100 and 133 percent of FPL
will move from CHIP to Medicaid,
where they will join younger children
who currently receive mandatory
Medicaid coverage up to 133 percent
of FPL; the matching rate states will
receive for these new Medicaid
children is uncertain. Beginning in FY
2016, states will receive a 23
percentage point increase in federal
matching rates for CHIP, up to a cap
of 100 percent. This reduces state
costs but increases the likelihood that
states will use up their allocations,
after which CHIP children can move
into the exchange and qualify for tax
credits. Overall, state financial
responsibilities for CHIP should fall
significantly, whether Congress ends
CHIP funding after 2015 and children
shift into purely federally funded
exchanges or Congress continues the

program while retaining PPACA’s
higher federal matching rates for 2016
and later years.

Fourth, PPACA helps states achieve
savings with their elderly and disabled
populations. For example, PPACA
permits greater integration of funding
and services for dual eligibles. If
efficiencies result, this should
generate savings to both federal and
state governments. PPACA also
increases states’ ability to shift seniors
and people with disabilities from
nursing homes to home- and
community-based services via a state
plan amendment rather than a waiver.
For those who are newly eligible
because of higher Medicaid income
limits, states could access PPACA’s
enhanced federal matching rate.
Finally, the CLASS Act may
modestly reduce projected Medicaid
spending for long-term care, since
long-term care insurance will prevent
some people from qualifying for
Medicaid by “spending down” their
resources on out-of-pocket nursing
home payments.

Fifth, some states may spend less on
the coverage they provide to their
employees and retirees. For example,
PPACA offers $5 billion in subsidized
reinsurance for early retirees
(including those formerly employed
by states and localities), so long as the
employers offering coverage
implement measures to reduce chronic
care costs.

Finally, states that currently cover
parents between 133 and 200 percent
of FPL can, in effect, shift these
parents to full federal funding by
implementing PPACA’s “basic health
program” option, through which states
convert PPACA’s tax credits to
funding for contracts with health plans
serving adults in this income range.
States could alternatively just end
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coverage and have these parents
purchase insurance through
exchanges, but using the basic health
program option would save these
parents premiums and cost sharing
obligations, though it may limit access
to care because provider payment
rates are likely to be lower.

In sum, states as a whole can probably
achieve savings that significantly
exceed their increased costs for low-
income Medicaid adults. However,
the precise balance between savings
and costs will vary by state.

Some states will argue that PPACA
unfairly penalizes their prior
generosity. For example, states that
previously covered low-income
parents up to relatively high income
levels will continue to receive
standard matching rates for those
parents. By contrast, parents with the
identical incomes will qualify for
substantially increased federal
matching rates in states that did not
previously offer them Medicaid.
Specifically, states with less generous
current Medicaid eligibility for
parents, generally in the South and
West, will see much larger increases
in their effective matching rates for
total Medicaid spending than will
states with broader current coverage.
Nonetheless, states that were
unusually generous with their prior
coverage of childless adults will still
come out ahead financially, as
explained above.

The CBO baseline projects federal
DSH spending of $9.9 billion in 2014
growing to $11.0 billion in 2019.
Because PPACA will expand
coverage, uncompensated care
amounts will fall, thus allowing
reductions in DSH payments of $0.5
billion in 2014, $0.6 billion in 2015,
$0.6 billion in 2016, $1.8 billion in
2017, $5 billion in 2018, $5.6 billion
in 2019 and $4 billion in 2020. The
Department of Health and Human
Services will decide how DSH
reductions are distributed so state
allotments reflect progress covering
the uninsured.

States will also benefit from the
federal tax credits that will allow
people to purchase health insurance
through exchanges. Individuals will
be eligible for subsidies that are keyed
to a benchmark plan within the state’s
health insurance exchange. Subsidies
are generous at low income levels and
phase out as incomes increase. These
subsidies will provide an amount of
federal money to each state’s
economy that is roughly comparable
to new federal payments for
Medicaid. These dollars do not go
directly to states, though they can
substitute for some current state
spending (as noted above), but will go
to insurance plans on behalf of low-
and moderate-income residents of
these states. To the extent the

subsidies increase disposable income
and permit households to shift their
spending from health care to other
goods and services, they should have
a positive effect on state economies
and tax revenues. It is expected that a
disproportionate share of these tax
credits will go to the states in the
South and West.

Clearly, health reform will not just
mean financial gain. The dollars that
finance Medicaid expansion and tax
credits ultimately come from
providers (who face lower Medicare
payments) and higher income
individuals (who face increased taxes
on payroll and unearned income).
These providers and individuals are
located in the same states that benefit
from an influx of federal dollars to
cover the previously uninsured. Thus,
while PPACA generates huge gains to
state governments as well as the
economic growth that results from
higher health care spending, the losses
to providers and the federal taxes paid
by various firms and individuals will
have somewhat offsetting effects. It
seems quite likely that the net gains to
state governments and state
economies will be greater in the South
and many Western states, and the
revenue contributions will be greater
in the Northeast and some Midwestern
states.
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