Federal Health Care Legidlation

Patient Protection and Affordable Care Act (PPACA)

May 13, 2010
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Key Components of Federal Legislation

Mandates individuals buy insurance beginning in 2014

Bans insurance companies from denying coverage based on
pre-existing conditions and lifetime limits beginning
September 2010

1 Creates state exchanges for individuals to purchase insurance
and provides subsidies based on income beginning in 2014

d Mandates employers with over 50 employees provide
coverage beginning in 2014

[ Increases Medicare tax rate on wages above $200,000
(single) beginning in 2018, and taxes “cadillac” health plans
with premiums above $10,200 (individual), $27,500 (family)
beginning in 2013
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Prop 204 Maintenance of Effort

FY 2011 budget eliminated GF funding for Prop 204
beginning January 1, 2011

New federal law requires states to retain their eigibility as of
March 23, 2010

To continue qualifying for any federal Medicaid match, the
state would need to restore Prop 204 and KidsCare

SB 1043 restored Prop 204 funding contingent on the federal
government extending the ARRA enhanced FMAP an
additional 6 months

1 MOE expires for adults in December 2013, at which time the
exchange must be operational (exchanges discussed on slide 9)
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KidsCare M aintenance of Effort
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FY 2011 budget eliminated KidsCare effective June 15,
2010

SB 1043 restored the capped KidsCare program effective
June 15, 2010

PPACA alowsthe KidsCare dligibility freezeto
continue, since it was in place before March 23

KidsCare MOE expires December 2019



Two Methodsto M easur e Fiscal
| mpact of PPACA

1) How does it change existing programs?

2) How does it change state’ s March budget plan to
eliminate Prop 204 General Fund support and
KidsCare?

laLec]|




1) How Does PPACA Change
Existing Programs?

d Coststo expand traditional Medicaid from 100% to 133%
of FPL (from $22,100 for afamily of four to $29,300)

e PPACA excludes 5% of income when determining eligibility,
effectively raising eligibility to 138% of FPL ($30,500)

1 Costs of higher participation among those currently
eligible but not enrolled

 Savings from additional federal funds for Prop 204 in FY
14 exceeds new costs
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2) How Does PPACA Change
Enacted M arch Budget?

d Coststo retain Prop 204 General Fund subsidy that
FY 2011 budget eliminated January 1, 2011

1 Coststo retain KidsCare program that FY 2011
budget eliminated June 15, 2010
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General Fund Impact

1 Federal legidation saves $305 million in FY 2016 by
shifting costs of Prop 204 to federal government

d If adjusted for Prop 204 restoration, state cost is $713
million in FY 2016 (closer to $900 million in FY 2012)

$in Millions
Gross Cost to Net Savings Net Costs of
Y ear Retain Prop 204 (M OE) ¥ Better Federal Match ? Retaining Prop 204 ¥
FY 2012 $ 895 $ 0 $895
FY 2014 953 (59) 896
FY 2016 1,018 (305) 713

1/ Plus other program changes.
2/ Net savings after better federal match and expanded coverage.
3 Includes cost of re-instating capped KidsCare Program.
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Other State Impacts

d Provides Community Health Centers with an additional $11
billion from FY 2011 — FY 2015; based on population,
Arizona s share would be $38 million annually

1 Reduces Disproportionate Hospital Payments to states by
$14.1 billion, impact to Arizonais unknown at thistime

d Reguires AHCCCS to reimburse primary care providers at
100% Medicare payment ratesin 2013 and 2014

* Asof 2008, Arizonareimbursed primary care providers at
97% of Medicare payment rates

* Federal government pays 100% of increased provider rate
cost beginning January 1, 2013 through 2014
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Long-Term Impactson Health Care
|nflation Unclear

4 Increased Medicaid reimbursement may lower cost-shifting
to private plans, but impact on inflation is unclear

1 Costs may decrease as the excise tax placed on ‘ Cadillac’
health plans may cause employers to reduce benefit
packages and employees to utilize less services

1 Costs may decrease from greater use of prevention and
wellness measures, comparative effectiveness research,
augmented fraud and abuse enforcement, and administrative
simplification

d Costs may increase as relatively fixed amount of providers
have increased demand for services from estimated 34
million newly insured
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Health | nsurance Exchanges

d Exchanges consist of private and non-profit plans
where individuals and small businesses can purchase
coverage beginning 2014

1 State agency would administer exchange and provide
oversight — but not actually operate a health plan

 States may form regional exchanges

 Plans offered in the exchange must meet minimum
coverage requirements

1 Federal government will run if state does not
establish exchange
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Potential Costs of Exchanges

d State may have increased administrative coststo run
exchanges, including:
* Costs of enrollment mechanisms and €ligibility determination

* Costs of transparency regarding plan provisions, premiums, and
benefits

* Coordination between exchanges, Department of Insurance, and
AHCCCS

* (Coststo establish an office of health insurance consumer assistance
or ombudsman program

1 Federal funding available in FY 2011 through January 1,
2015 to assist states in establishing exchanges — Arizona' s
allocation unknown

1 Exchanges are required to be self-sustaining by 2015, and
may charge user fees or assessments
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State Employee Health Plan

L

Coverage for children up to their 26! birthday (SB 1043
Included this requirement)

No lifetime limitsin PPO plan
NO co-pays on preventative services
Provisions take effect September 23, 2010

U 0O 0D O

Beginning January 1, 2013, employees would be
automatically enrolled into a health plan, but could opt out.
Currently, 84% of eligible employees are enrolled.
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High-Risk Pool

o O O O O

J

Pool consists of subsidizing coverage for adults with pre-
existing conditions

State has option of operating a high-risk pool or federal
government will provide national high-risk pool

Arizonawould receive approximately $129 millionin
funding to subsidize coverage of eligible persons

Maximum cost-sharing limited to $5,950 per individual or
$11,900 per family

Effective July 1, 2010 — January 1, 2014, afterwards
INnsurance companies cannot deny coverage because of pre-
existing conditions

Arizona has decided not to run high-risk pool -- federal
government will do it in state' s place
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KidsCare

[ Beginning January 1, 2016, state would receive “supermatch”
of 99% for KidsCare (133% to 200% FPL)

O If cap and freeze continues, there are expected to be no
enrollees by 2015

4 If enrollment cap is continued, eligible children between
100% and 133% could enroll beginning January 1, 2014 in
traditional Medicaid and would receive the regular FMAP
(66%)
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