Possible Impacts of Supreme Court Ruling on Arizona Medicaid Costs

During the regular legislative session, the Joint Legislative Budget Committee (JLBC) Staff projected that
implementation of the federal health care requirements would cost the state $40 million from the General
Fund in FY 2014 for half a year and $210 million in FY 2015 for a full year (see Table 1 for detail). The
United States Supreme Court ruling on the federal Affordable Care Act (ACA) could create additional state
flexibility in implementing the legislation, but its impact on these cost estimates is not yet clear.

As signed into law, the ACA required states to expand their Medicaid coverage to 133% of the Federal
Poverty Level (approximately $25,400 for a family of 3). If a state chooses not to expand, the ACA gave the
federal government the authority to remove its federal matching funds for the entire Medicaid program.
The Supreme Court struck down this authority.

While this ruling does appear to provide more state flexibility in administering the Medicaid program, it
may not change the major cost drivers of the federal legislation. Arizona could still incur significant costs in
its regular Medicaid program. In addition, the federal government will need to provide more guidance on
the ruling before the impacts are fully understood.

This report describes how the main components of the JLBC Staff’s April, 2012 ACA cost estimate would be
affected by the Supreme Court ruling.

1) Expansion of coverage from 100% of the federal poverty level (FPL) to 133%. This provision is expected
to cost the state $28 million to add 76,000 adults and children. The federal government will pay 100% of
the cost of the expanded adult coverage for the first few years while the state will pay the regular match
rate for the children.

Supreme Court effect: The state would no longer be subject to losing all its Medicaid funding if it did not
expand its population. As a result, this expansion essentially becomes a state option and the $28 million
cost is a discretionary expense.

2) Increased enroliment among eligible non-participants. The greater media attention on federal health
care and the requirements for the uninsured to acquire health insurance (or pay a penalty) is expected to
incentivize already eligible non-participants to sign up for coverage. The requirement to buy insurance will
only exist for Medicaid-eligible non-participants with incomes near the upper limit of Medicaid eligibility.
The higher awareness of the federal benefit, however, could increase enroliment throughout the Medicaid
income range.

This possible incentive factor is the single largest component of the ACA cost estimate. If ACA encourages
50% of the currently eligible non-participants to enroll, it would cost $232 million and add 133,000 new
participants.

The projected enrollment of 50% of current non-participants is highly speculative. The current reasons for
non-participation are not well understood and it is difficult to gauge exactly how often ACA will motivate
individuals to change their current behavior.

Supreme Court effect: The ruling does not directly affect this cost category. As a result, we believe it is
likely that the state would still incur at least some, if not most, of this cost. The Supreme Court ruling,
however, probably makes the forecast estimate even more speculative. If the state does not participate in
the 133% expansion, that may lead to the perception that there is less of an opportunity in Arizona for
health care coverage. This perception could thereby dampen the incentive effect on the eligible non-
participants. There is no methodology, however, for quantifying this impact.
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3) Restore childless adult coverage and a higher federal match rate. Arizona’s federal waiver requires the
state to end the childless adult enrollment freeze in January 2014 when the ACA expansion takes effect.
Until that time, the state is allowing no new childless adults to enroll in the Proposition 204 program.
Ending the enrollment freeze is projected to cost $166 million and restore coverage to 116,000 individuals
on a full year basis.

The legislation, however, requires the federal government to pay 85% of the cost of the childless adult
population (and the federal match grows in subsequent years). Since this rate is higher than the current
66% federal match, the state would lower its costs for existing participants by $(217) million.

The additional cost of $166 million from ending the enrollment freeze would be offset by the match rate
savings of $(217) million for a net savings of $(51) million.

Supreme Court effect: The impact of the Supreme Court ruling on the childless adults is not clear. Like the
133% population, the Supreme Court ruling may make the end of the childless adult enroliment freeze
optional. If the state chooses to continue the freeze, however, the federal government may not provide
the better match rate on the existing population. In that circumstance, the state would forego the $(51)
million in savings.

It is also possible that the federal government may view the expansion to 133% and the childless adult
restoration as linked to one another. We do not know if the childless adult population would receive an
enhanced federal match rate if the state foregoes the 133% expansion. The state coverage decisions for
these populations will be subject to federal approval and it may take some time before we receive clarifying
guidance from the federal government. Continued funding of Proposition 204 populations will likewise
depend on future negotiated agreements with the federal government.

4) Transferring existing KidsCare enrollees to Medicaid. The ACA shifts an estimated 6,000 KidsCare
enrollees with income of 100%-133% FPL to Traditional Care under Medicaid. This child population
currently receives a greater federal match than the regular match. It is unclear though, what rate this
population would receive under the legislation.

Supreme Court effect: The Supreme Court ruling does not affect the state’s ability to continue the KidsCare
freeze.

Summary

The impact of the Supreme Court ruling on the projected $210 million FY 2015 cost estimate is unclear.
While the state may be able to forego the costs of expanding to 133% of FPL and ending the childless adult
freeze, the state would also forego the better federal match rate for the existing childless adult population.
Since the Supreme Court ruling left the overall structure of federal health care in place, the state would
likely still face the additional costs of higher participation by the eligible non-participant population. There
are numerous other provisions in the legislation that were upheld by the court ruling, such as primary care
rate increases and changes to income calculation methodology, which may generate additional impacts.

As part of the enacted state budget, the associated 3 year cost estimates assumed that any savings from
federal health care requirements up to $42 million would be redirected to pay for Department of Economic
Security (DES) federal fund backfill costs in FY 2014 and FY 2015. Those costs were paid from a one-time
funding source in FY 2013.
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Table 1

JLBC FY 15 ACA Estimates Summary (April 2012)

Total

217,334,404

Category Population Total Cost Federal Cost State Cost
Population Increases
Adult Expansion 100-133% FPL 50,400 $ 358,773,742 S 358,773,742 -
Child Expansion 100-133% FPL 26,000 72,302,333 44,566,969 $ 27,735,365
Eligible Non-Participants 0-100% FPL 133,300 606,886,783 374,083,447 232,803,336
Childless Adult Return 0-100% FPL 116,000 977,709,442 811,280,171 166,429,271
Total 325,700 2,015,672,300 1,588,704,328 426,967,972
Population Shifts
KidsCare to Traditional 6,000 - - -
Childless Adults Still Enrolled 120,844 - 217,334,404 (217,334,404)

(217,334,404)

Total Increase

$ 2,015,672,300 $ 1,806,038,732 S 209,633,568

Notes

70% of the newly eligible and 50% of the currently eligible non-participant populations are assumed to enroll by the
end of FY 15. The childless adult non-participants are incorporated into the childless adult retum population.

The adult expansion population receives a 100% federal match while the childless adult return and childless adults
still enrolled populations receive an enhanced federal match of 85.4%

Calculationsassume 3% inflation in FY 13, 5% in FY 14 and 5% in FY 15.

It is unclear what the prevailing match rate would be for KidsCare enrollees that are transferred to Traditional Medicaid.

Therefore this impact is not estimated.
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