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Medicaid Moving Forward

Medicaid is the nation’s main public health insurance program for people with low income and the single
largest source of public health coverage in the U.S., covering nearly 70 million Americans.' States design and
administer their own Medicaid programs within federal requirements, and states and the federal government
finance the program jointly. Medicaid plays many roles in our health care system (Figure 1). Medicaid coverage
facilitates access to care for beneficiaries, covering a wide range of benefits and tightly limiting out-of-pocket
costs for care. As a major payer, Medicaid is a

core source of financing for safety-net Figure 1

hospitals and health centers that serve low- Medicaid’s Role in Our Health Care System

income communities, including many of the

Health Insurance Coverage Assistance to Medicare Long-Term Care
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uninsured. It is also the main source of 33 million children & 19 million
. . adults in low-income families; 10 million elderly and disabled 1.5 million institutional
coverage and ﬁnancmg for both nursing home 16 million elderly and persons — 21% of Medicare residents; 2.9 million

with disabilities beneficiaries community-based residents
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and community-based long-term care.
Altogether, Medicaid finances 16% of total
personal health spending in the U.S.

The Affordable Care Act (ACA) , enacted on Support for Health Care System State Capacity for Health
.. and Safety-Net Coverage
March 23, 2010, eXpanded the Medicaid 16% of national health spending; FY 2015, FMAPs range

half of long-term care spending from 50% to 73.6%

program significantly as part of a broader plan
to cover millions of uninsured Americans.?
Specifically, the ACA expanded Medicaid
eligibility to nearly all non-elderly adults with income at or below 138% of the federal poverty level (FPL) —

about $16,245 for an individual in 2015. This expansion established a new coverage pathway for millions of
uninsured adults who were previously excluded from Medicaid, beginning January 1, 2014. The law also
provided for 100% federal funding of the expansion through 2016, declining gradually to 90% in 2020 and
future years. However, the Supreme Court ruling on the ACA in June 2012 effectively made the Medicaid
expansion optional for states.

Beyond expanding Medicaid, the ACA introduced other reforms that improve the program in all states,
regardless of their Medicaid expansion decision. The law required states to simplify and modernize their
enrollment processes, and to create a coordinated eligibility and enrollment system for Medicaid, the
Children’s Health Insurance Program (CHIP), and the Marketplace, to facilitate enrollment and promote
continuity of coverage. The ACA also established an array of new authorities and funding opportunities for
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delivery system and payment reform initiatives in Medicare, Medicaid, and CHIP, designed to advance better
and more cost-effective models of care, particularly for those with high needs and costs, whose care is poorly
coordinated, leading to both serious gaps and costly redundancy. Finally, the law provided new options and
incentives to help states rebalance their Medicaid long-term care programs in favor of community-based
services and supports rather than institutional care. Collectively, these provisions have accelerated Medicaid
innovation already underway in many states. Because Medicaid covers many of the highest-need populations in
the U.S., states have unique financial and policy leverage to reform the systems of care that serve them.

Between action in many states to strengthen the Medicaid program and far-reaching ACA provisions in key
Medicaid domains, Medicaid is in a period of historic transformation. While data and analysis on the impact of
the changes underway will take time to emerge, this issue brief provides a current profile of Medicaid and
highlights developments in the program unfolding at the federal and state level. National and state-level data
on key dimensions of the Medicaid program are included in a set of tables following the brief.

Who does Medicaid cover?

Before the ACA, federal law provided federal funding for Medicaid only for specified categories of low-income
individuals: children, pregnant women, parents of dependent children, individuals with disabilities, and people
age 65 and older. States were required to cover individuals in these groups up to federal minimum income
thresholds, but also had the option to expand coverage to people at higher income levels. Importantly, prior to
the ACA low-income adults were largely excluded from Medicaid. In FY 2011, the most current year for which
national data are available, about three-quarters of all Medicaid beneficiaries were children and non-elderly,
non-disabled adults (primarily, working parents), and the elderly and younger people with disabilities
accounted for the remaining one-quarter (Figure 2).

Over the last 25 years, many states have taken

Figure 2

action to expand coverage for children. To Medicaid Enrollees and Expenditures, FY 2011
illustrate, while federal law requires states to

provide Medicaid for children up to at least 133% Disabled 15%
FPL, as of January 2015, 27 states (including DC) Elderly 9%
had expanded eligibility to at least 255% FPL
under Medicaid or CHIP, and in 19 of these states,
the eligibility cut-off was over 300% FPL.

Together, Medicaid and CHIP now cover more ) Adults 15%
Children 48%

Disabled 42%

Adults 27%

Elderly 21%

than 1in every 3 children, and the role of the

Children 21%

programs is even larger among low-income

. . Enrollees Expenditures
children and children of color. In December 2014, Total = 68 Million Total < $397.6 Billion

29.1 million children were enrolled in Medicaid

SOURCE: KCMU/Urban Institute estimates based on data from FY 2011 MSIS and CMS-64. MSIS FY 2010 data were used for FL, KS,
ME, MD, MT, NM, NJ, X, UT, OK but adjusted to 2011 spending levels.

and CHIP—the vast majority in Medicaid.>

The history of Medicaid coverage of adults is sharply different. In 2013, before the ACA Medicaid expansion
took effect, the median state Medicaid income eligibility cut-off for working parents was 61% FPL and, in most
states, non-elderly adults without dependent children (“childless adults”) were categorically ineligible for
Medicaid.* States’ income eligibility thresholds have typically been higher for the elderly and people with
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disabilities. States generally must provide Medicaid automatically to seniors and people with disabilities who

receive Supplemental Security Income (SSI) benefits, for which the federal benefit rate is 74% FPL.® States also

have the option to cover elderly individuals and people with disabilities who have more income or high medical

expenses relative to their income.® The ACA did not alter the Medicaid eligibility rules for these two groups, but
some adults with disabilities with too much income to qualify through the Medicaid disability pathway may

now qualify for Medicaid through the adult expansion group (in states that have adopted the expansion) .

In FY 2010, 14% of all Medicaid beneficiaries — 9.6 million — were “dual eligible” seniors and younger persons

with disabilities who are covered by Medicare as well. One of every five Medicare beneficiaries is a dual eligible.

Dual eligible beneficiaries are very poor and many have high health and long-term care needs. Medicaid assists

them with their Medicare premiums and cost-sharing, and covers full Medicaid benefits for a large majority of

them — most importantly, long-term services and
supports, which Medicare does not cover.

Key ACA reforms. The ACA fundamentally
reformed Medicaid by establishing eligibility for
nonelderly adults, and also by putting in place a
uniform, national minimum income eligibility
threshold of 138% FPL for nearly all individuals
under age 65. The effect of these changes was to
establish Medicaid as the coverage pathway for
low-income people in the ACA’s broader system
for covering the uninsured. As noted earlier,
although the Medicaid expansion was intended to
be national, the Supreme Court ruling essentially
made it optional for states. To date, 29 states
(including DC) have adopted the expansion and
six states are discussing it; 16 states are not
adopting the expansion at this time (Figure 3).
Between the three-month period leading up to the
first ACA open enrollment period in October
2013, and December 2014, Medicaid and CHIP
enrollment increased by more than 10.7 million
individuals in the 49 states reporting data for
both periods.’

States’ Medicaid expansion decisions have major
implications for low-income adults. Whereas the
expansion states provide Medicaid for adults up
to 138% FPL, as of January 2015, the median
Medicaid income limit for parents in the non-

Figure 3

Current Status of Medicaid Expansion Decisions

[l Adopted (29 states including DC)
[E Adoption under discussion (6 states)
D Not adopting at this time (16 states)

NOTES: “Under discussion” indicates executive activity supporting adoption of the Medicaid expansion. *AR, IA, IN, MI, PAand NH have
approved Section 1115 waivers. Coverage under the PA waiver took effect on 1/1/15, but the newly-elected governor has stated he will
transition coverage to a state plan amendment. Coverage under the IN waiver took effect on 2/1/15. Wi covers adults up to 100% FPL in
Medicaid, but did not adopt the ACA expansion.

SOURCE: “Status of State Action on the Medicaid Expansion Decision,” KFF State Health Facts, updated March 6, 2015.
http://kff.org/health-reform/state-indicator/state-activity-around. medicaid-under-the-affordable-care-act,

Figure 4

Median Medicaid/CHIP Income Eligibility Thresholds,
March 2015

mAd

the Medicai (29 states) O Not Adopting at this Time (22 states)

305%
($60,359)

215%
($42,548)

213%
($42,152)

201%
($39,777)

138%
($27,310)

138%
($16,104)

46%
($9,103)
0%
($0)

Children Pregnant Women Parents Childless Adults
NOTE: Eligibility levels are based on 2014 federal poverty levels (FPLs) for a family of three for children, pregnant women, and parents, and for
an individual for childless adults. In 2014,the FPL was $19,790 for a family of three and $11,670 for an individual. Thresholds reflect the
standard income disregard equal to five percentage points of the FPL.

SOURCE: Based on results from a national survey conducted by the Kaiser Commission on Medicaid and the Uninsured and the Georgetown

University Center for Children and Families, 2015, with additional data updates.

expansion states is just 46% FPL (about $9,200 for a family of three in 2015), and in all but one of the non-

expansion states, childless adults remain ineligible for Medicaid (Figure 4).® Because the ACA provided
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Medicaid eligibility for low-income adults, it did not provide financial assistance to purchase Marketplace
coverage for those below 100% FPL. As a result, in the states not adopting the Medicaid expansion, almost 4
million uninsured poor adults fall into a “coverage gap.™

The ACA protected the gains in children’s coverage that have been achieved over time in Medicaid and CHIP.
The national Medicaid minimum income eligibility threshold of 138% FPL applies to all children up to age 19,
and the law requires states to maintain at least the eligibility limits they had in place when the ACA was
enacted, through September 30, 2019. Also, as of 2014, states must provide Medicaid coverage for children
aging out of foster care, up to age 26. Finally, the ACA extends CHIP funding through 2015, and provides for
a 23 percentage-point increase in the federal matching rates under CHIP during the period FY 2016-2019 if the
Congress extends CHIP funding beyond 2015."°

What services does Medicaid cover?

Medicaid covers a wide range of services to meet the diverse needs of the populations it serves. Medicaid
benefits include both acute care services and a broad array of long-term services and supports that Medicare
and most private insurance plans do not cover or tightly limit. States have flexibility to charge limited
premiums and cost-sharing in Medicaid, subject to federal parameters. Premiums are generally prohibited for
beneficiaries with income below 150% FPL. Cost-sharing for people with income below 100% FPL is limited to
“nominal” amounts specified in federal regulations, with higher levels allowed for beneficiaries at higher
income levels. However, certain groups are exempt from cost-sharing, including mandatory eligible children,
pregnant women, most children and adults with disabilities, people residing in institutions, and people
receiving hospice care. In addition, certain services are exempt from cost-sharing: emergency services,
preventive services for children, pregnancy-related services, and family planning services. Total Medicaid
premiums and cost-sharing for a family cannot exceed 5% of the family’s income on a quarterly or monthly

basis.nt

States are required by federal law to cover Figure 5

speciﬁed “mandatory” services in Medicaid, and Medicaid Benefits: Mandatory and Selected Optional

they can also elect to cover many services Services

. . . Mandatory services Selected optional services

designated as “optional” (Figure 5); these v P

benefits apply to adults eligible for Medicaid . InpaFient am.i oLftpatient hospital se.r.vices; ) *  Prescription drugs
*  Physician, midwife, and nurse practitioner services; * Dental care

under pre-ACA eligibility rules. Many states s ar et uptosge ot L Pereonat e s

. . * Laboratory and x-ray services; * Home and community-based services (HCBS)

choose to cover prescription drugs (all states), - Family planning services and supplies;

* Federally qualified health center (FQHC) and rural health
: : linic (RHC) services;
dental care’ durable medlcal equlpment? and . lc:r:;cstandin;et;i‘:ltc:ienter services (added by ACA);
. .. + Nursing facility (NF) services for individuals age 21+;
personal care services. The Medicaid benefit * Home health servicos for indviduals entied to NF care
. * Tobacco cessation counseling and pharmacotherapy for

package for children, known as EPSDT (Early pregnant women (added by ACA); and
. on-emergency transportation to medical care

and Periodic Screening, Diagnosis, and

Treatment), is uniquely comprehensive, NOTE: The mandatory and optional serviceslste here apply for Medicaid beneficaries who qualfy under pre-ACA eligbilty ules.
Newly e_hgmle”aduns under the ACA Me”dslcaelg ie:p?:sm; recelavse wAe"E;za:r‘;ei Benaerill:i:acs);ar%iecsés\'\/ahnlchsumus:elsc\ude t:en ten

addressing children’s developmental as well as Eerves, an o emergency mecicl wmportatio, anprovde arty etween sy and memal e subsance e

disorder benefits.

health care needs, and includes many services

Medicaid Moving Forward 4



that are critical for children with special health care needs. Under EPSDT, children up to age 21 are entitled to
all medically necessary Medicaid services, including optional services, even if the state does not cover them for
adults.

In addition to nursing facility and home health benefits, which are mandatory long-term care services, states
also cover many optional home and community-based services (HCBS)."? HCBS include targeted case
management, personal care services, family and caregiver training and support; rehabilitative services, housing
coordination to help individuals locate and obtain community housing; and a diversity of other services.
Medicaid is the main payer for post-acute institutional and community-based long-term care in the U.S,,
financing 40% of total spending in this area.'*

Until relatively recently, federal law generally required states to provide the same benefits to all Medicaid
beneficiaries statewide. Legislation enacted in 2006 gave states limited flexibility to provide “benchmark”
benefits to some Medicaid beneficiaries based on one of three commercial insurance plans specified in the law
or a benefit package determined appropriate by the HHS Secretary. However, few states actually used the
benchmark authority. States also have authority to use Medicaid dollars to pay premiums for job-based health
insurance for Medicaid beneficiaries who are offered it, an approach known as “premium assistance.” States
must generally provide wrap-around services and cost-sharing protection to fill in any gaps between the private
coverage and Medicaid.

Key ACA reforms. Under the ACA, most adults in the new Medicaid expansion group receive “Alternative
Benefit Plans” (ABPs), which is the new term for the Medicaid benchmark options just mentioned. Medicaid
ABPs must include the same ten essential health benefit (EHB) categories that Marketplace plans under the
ACA must include. In addition, ABPs must provide parity between physical and mental health/substance use
disorder benefits, offer the full range of EHB preventive services, and cover family planning services and
supplies, FQHC and RHC services, and non-emergency medical transportation. Compared to traditional
Medicaid benefits for adults, ABPs based on commercial insurance products may provide broader coverage of
some services (e.g., behavioral health care, preventive care) and narrower coverage of other services (e.g.,
prescription drugs, long-term services).'* All but a few states have aligned their ABP with their traditional
Medicaid benefit package for adults. Certain populations must have access to all Medicaid state plan benefits,
even if they are eligible for Medicaid through the new adult expansion group. They include individuals who are
medically frail or have special medical needs, including people with disabling mental health disorders and
complex medical conditions, dual eligible beneficiaries, and specified other beneficiary groups.

Revised regulations on Medicaid premiums and cost-sharing limit copayments for those with income at or
below 100% FPL to $4 for outpatient services, $8 for non-preferred drugs and non-emergency use of the
emergency department, and $75 per inpatient admission; as before, states can charge higher cost-sharing for
beneficiaries with income above 100% FPL."® The prohibition against premiums for those at or below 150%
FPL, the exemptions mentioned earlier, and the 5% aggregate cap on premiums and cost-sharing remain in
place.
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How do Medicaid beneficiaries get care?

Most Medicaid beneficiaries obtain their care from private office-based physicians and other health
professionals. Safety-net health centers and hospitals also play a major role in serving the Medicaid population.
Thirty-nine states now contract with comprehensive managed care organizations (MCOs) to serve at least some
Medicaid beneficiaries, and nationally, over half of all Medicaid beneficiaries — primarily children and parents
— get their care through these plans (Figure 6).

Figure 6

o ) States Contracting with Comprehensive Medicaid
each enrolled Medicaid beneficiary. States are Managed Care Organizations (MCOs)

States pay the MCOs a monthly premium for

relying increasingly on MCOs, expanding As of September 2014

managed care to include higher-need Medicaid
populations, such as people with disabilities
and dual eligible beneficiaries, as well as
Medicaid expansion adults. States are also
adopting managed long-term services and
supports. Many Medicaid beneficiaries who are
not in risk-based MCOs are enrolled in Primary
Care Case Management (PCCM) programs, in P

B Contracts with MCOs (39 states including DC)
[ Does not contract with MCOs (12 states)

which states pay for care on a fee-for-service

basis but also pay contracted primary care SOURCE: KEF Mecicad Managed Care Market Tracer

providers an additional small monthly fee to coordinate care for their Medicaid patients. Both risk-based
managed care and PCCM programs can be understood, in part, as means of establishing networks of
participating providers and garnering greater access to care for Medicaid beneficiaries.

On the long-term care front, states have been working over the last several decades to rebalance their programs
by devoting more of their long-term care spending to HCBS rather than institutional care. While the majority
of Medicaid long-term care spending still goes toward institutional care, the share spent on HCBS continues to
grow. In FY 2013, HCBS accounted for 46% of total Medicaid long-term care spending, up from 32% in FY
2002.'°

Key ACA reforms. The ACA includes many investments, funding opportunities, demonstration programs,
and new authorities designed to drive health care delivery and payment system reforms in Medicaid and other
public insurance programs. These provisions have accelerated ongoing innovation in Medicaid programs,
including implementation of models like patient-centered medical homes and accountable care organizations
(ACOs) that involve a more central role for preventive and primary care, increased care coordination for
beneficiaries with complex needs, and financial incentives linked to performance. States are combining and
integrating these approaches in different ways with their underlying delivery and payment systems in
Medicaid. The ACA also provides states with expanded options and enhanced federal financing to improve
access to and delivery of Medicaid long-term services and supports, and to provide incentives to states to shift
more long-term care spending to HCBS. Nearly every state has adopted at least one of six key Medicaid LTSS
options contained in the ACA, with many states pursuing multiple options.'’
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How is access to care in Medicaid?

Medicaid beneficiaries fare much better than the uninsured on key measures of access to care, utilization,
unmet need, and financial protection. The vast majority of Medicaid beneficiaries have a usual source of care,
compared to sizeable shares of the uninsured who do not, and they are significantly more likely to see a doctor
(Figure 7). Medicaid also lowers financial

barriers to care and limits out-of-pocket costs, | Fiuer
and Medicaid beneficiaries are much less Access to Care by Health Insurance Status, 2013
likely than the uninsured to report unmet B Medicaid WESI @ Uninsured

health care needs.8 19 20

71%71%

Comparisons between Medicaid and private
insurance are also informative. Research
based on national surveys shows that both
children and adults in Medicaid have access to

and use primary and preventive care at rates

3 3 Usual Source of  Well-Child  Specialist Visit Usual Source of General Doctor Specialist Visit
comparable to their counterparts with Sou P Sou wo
employer-sponsored insurance (ESI). When Children Nonelderly Adults

. NOTES: Access measures reflect experience in past 12 months. Respondents who said usual source of care was the emergency
demographlc, health Status’ and room are not counted as hav'\ngta upsual sourcepof zare. "D'\ftferencepfrom ESt\ is statistically significant (p<.05) ! geney

SOURCE: KCMU analysis of 2014 NHIS data.

socioeconomic differences between the two
insured populations are controlled, the shares with a usual source of care are similar, as are the shares with any
office or doctor visit, and the shares with any specialist visit.?' Likewise, controlling for these differences, the
percentages of children with unmet needs for medical care, dental care, or prescription drugs due to cost are
comparable between the two insured groups (and low); among adults, rates of unmet needs due to cost are
lower for those with Medicaid, although unmet needs due to non-financial barriers, like transportation, are
higher for Medicaid adults.

Although analyses of survey data show quite robust access to care in Medicaid,*? other research highlights
important challenges and gaps. Physician participation is more limited in Medicaid than in Medicare or private
insurance.?® Physicians’ lower participation in Medicaid is often attributed to low payment rates in Medicaid,
although evidence on the impact of fees on participation is mixed.?* Low participation of psychiatrists in
Medicaid and shortages of substance abuse treatment professionals?® are a particular concern because of the
high prevalence of behavioral health conditions among Medicaid beneficiaries; for beneficiaries with physical
and behavioral health comorbidities, lack of access to behavioral health care can adversely affect management
of their physical chronic conditions as well. Dentist participation in Medicaid is also low, but children with
Medicaid are on par with privately insured children in terms of dental care (overall, use of dental care for
children falls well below recommended levels). Adult access to dental care in Medicaid is a more significant
problem. Coverage of adult dental services is optional in Medicaid and many states only cover care for pain
relief or emergency dental care for injuries, trauma, or extractions; many also impose tight dollar caps on adult
dental benefits.?

According to a 2012 report by the Government Accountability Office, 38 states reported that they experienced
challenges securing sufficient provider participation in Medicaid, with the leading reasons being overall
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provider shortages and low Medicaid payment rates.?” “Secret shopper” studies indicate more limited
availability of new patient appointments for Medicaid beneficiaries compared to privately insured people.?® As
managed care expands, provider payment rates are increasingly a matter of MCO policy rather than states’
Medicaid fee schedules and MCOs are responsible for establishing provider networks that are adequate to meet
the needs of their enrollees. State and federal enforcement of network adequacy standards is essential to ensure
that Medicaid managed care enrollees have robust access to care. Two recent reports by the HHS Office of
Inspector General highlight significant shortcomings in oversight, including limited state enforcement actions
against MCO violation of access standards and widespread inaccuracies in Medicaid provider directories.?
Finally, Medicaid beneficiaries face other barriers to access, including limited access to after-hours care and
lack of transportation.

Key ACA reforms. The ACA made a number of major investments to expand access to care in Medicaid as
enrollment in the program grows. For 2013 and 2014, the law raised Medicaid fees for most primary care
physician services to Medicare fee levels, providing full federal financing for the increase. As a result, Medicaid
fees for the affected services rose by an average of 73% overall. Study findings showing that the increase in
primary care reimbursement rates resulted in higher availability of new-patient appointments for Medicaid
enrollees provides evidence that provider payment rates can be an effective lever for expanding access.* In the
Kaiser Family Foundation’s recent 50-state survey of Medicaid directors, 15 states indicated that they planned
to extend the primary care physician fee increase in 2015, at least partially.*’

The ACA also funded a vast expansion of community health centers and the National Health Service Corps,
which supplies many of the physicians and other health professionals who staff them and provide care in
underserved areas. As a result of these investments, along with the Medicaid expansion, which gives new
revenues to health centers for many previously uninsured patients, health centers have been able to open many
new sites, provide more comprehensive primary care services, including dental care and behavioral health
services, and serve an increasing number of patients, now totaling over 21 million.

How much does Medicaid cost and how is it financed?

In FY 2013, Medicaid spending on services —
igure

totaled almost $440 billion. About two-thirds Medicaid Expenditures by Service, with DSH Payments and
of all spending was attributable to acute care Payments to Medicare, FY 2013

and more than one-quarter was associated pst 3\

Physician, Lab & X-ray
3.0%

with long-term care (Figure 8). Supplemental

Mental Health Inpatient

payments to hospitals that serve a : Homencom Nyl 13%
. . . . ICF/MR .9% Outpatient/Clinic Acute
disproportionate share of Medicaid and LongTerm <28 & ’ Care
. . , are 68.2%
uninsured patients, known as “DSH,” 28.1% Nursing Facilties o >

11.6%
accounted for 3.7% of spending, and Medicaid Ot e
spending for Medicare premiums and cost-

Payments to Medicare Payments to MCOs

sharing on behalf of dual eligible beneficiaries 3.0% 31.1%

totaled 3.4%. As mentioned earlier, almost
Total = $438.23 billion
NOTE: Excludes administrative spending, adjustments and payments to the territories.

SOURCE: Urban Institute estimates based on FY 2013 data from CMS (Form 64), prepared for the Kaiser Commission on Medicaid

services is attributable to the elderly and and the Urinsured

two-thirds of all Medicaid spending for
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persons with disabilities, who make up just one-quarter of all Medicaid enrollees. Dual eligible beneficiaries

alone account for almost 40% of all spending, driven largely by spending for long-term care. The 5% of

Medicaid beneficiaries with the highest costs drive more than half of all Medicaid spending (Figure 9). Their

high costs are attributable to their extensive needs for acute care, long-term care, or often both.

Medicaid spending is driven by multiple factors,
including the number and mix of enrollees,
medical cost inflation, utilization, and state policy
choices about benefits, provider payment rates,
and other program factors. During economic
downturns, enrollment in Medicaid grows,
increasing state Medicaid costs at the same time
that state tax revenues are declining. States under
recessionary pressures have frequently sought to
constrain Medicaid spending through actions
such as cutting provider payment rates or
reducing benefits.

Increasingly, states are undertaking more

Figure 9

Distribution of Medicaid Expenditures: Top 5% of Spenders
Account for More than Half of Total Spending

O Top 5% of Spenders
W Bottom 95% of Spenders

Total Enrollees
68.0 million

Total Expenditures
$397.6 billion

SOURCE: KCMU/Urban Institute estimates based on data from FY 2011 MSIS and CMS-64. MSIS FY 2010 data were used for FL, KS,
ME, MD, MT, NM, NJ, OK, TX, and UT, but adjusted to 2011 CMS-64.

fundamental transformation of their Medicaid payment and delivery systems both to control costs and to

improve care, particularly for high-cost populations. Over the period 2007-2013, average annual growth in

total Medicaid spending for acute care was 7.4%, but on a per-enrollee basis, spending growth was 3.1% — on

par with both growth in national health expenditures per capita and medical cost inflation, and less than

growth in private health insurance premiums per enrollee (Figure 10).3

States and the federal government share the cost
of Medicaid. The federal government matches
state Medicaid spending at least dollar for dollar
for beneficiaries eligible for Medicaid under pre-
ACA law. The federal match rate, known as the
Federal Medical Assistance Percentage, or FMAP,
varies based on relative state per capita income

according to a formula specified in federal statute.

The FMAP for FY 2015, which began October 1,
2014, ranges from the federal minimum of 50%,
to 73.6% in Mississippi, the poorest state today.*
In 2012, the most recent year for which data are
available, the federal share of total national
Medicaid spending was about 57%.3*

Figure 10

Growth in Per-Enrollee Medicaid Spending vs. Other Health
Spending Benchmarks, 2007-2013

Average Annual Growth Rate, FY 2007-2012:

4.6%

3.1% 3.1% 3.2%

Private Health Insurance Medical Care CPI

Per Enrollee

Medicaid Acute Care
Spending Per Enrollee

NHE Per Capita

NOTE: Medicaid acute care spending includes payments to managed care organizations.

SOURCE: Medicaid estimates from Urban Institute analysis of data from the Medicaid Statistical Information System (MSIS),
Medicaid Financial Management Reports (CMS Form 64), and Kaiser Commission and Health Management Associates data. NHE
and private health insurance data from Centers for Medicare & Medicaid Services Office of the Actuary, National Health Statistics
Group. Medical care CPI from the Bureau of Labor Statistics, Consumer Price Index Detail Report Tables.

Key ACA reforms. The expansion of Medicaid in the states that have implemented it, and greater

participation in Medicaid nationwide due to increased outreach and simplified eligibility and enrollment

processes, is leading, as intended, to growing enrollment in Medicaid and, in turn, to higher total Medicaid
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spending. The federal government finances the vast majority of the new costs associated with the Medicaid
expansion to adults — the federal match for newly eligible adults is 100% through 2016, and phases down
gradually to 90%. In addition, the ACA provides enhanced federal financing for investments that all states can
make, including, for example, the establishment of health home programs for Medicaid beneficiaries with
chronic conditions, options to expand HCBS, and improvements in Medicaid data systems.

All states, including those not expanding Medicaid, are seeing increased Medicaid costs because of increased
participation in Medicaid among people who are eligible under pre-ACA rules. States receive their regular
federal match for these beneficiaries. As would be expected, total Medicaid spending growth in FY 2014 and FY
2015 was much higher in the Medicaid expansion states than the non-expansion states, but state Medicaid
spending grew more slowly in the expansion states, reflecting these states’ access to the enhanced federal
matching funds.* States expanding Medicaid will pay a small share of the cost for the expansion adults
beginning in 2017, reaching a maximum of 10% in 2020. However, many of these states expect offsets or net
savings due to reduced state spending for uncompensated care and for state-funded mental health and
other programs; broader economic effects of the Medicaid expansion, such as job growth and increased
income and state tax revenues; and other impacts. States that are not expanding Medicaid are forgoing
substantial federal funding for expanded coverage of their low-income residents.

Looking Ahead

Already an integral source of coverage and access for low-income Americans, including many individuals with
complex health and long-term care needs, Medicaid’s role is growing further as the expansion to low-income
adults and other key Medicaid reforms take hold. It will be important to track and assess how the program
evolves under the ACA, and as Medicaid innovation at the state, health plan, and provider level advances and
spreads. The unprecedented transformation and experimentation now underway in Medicaid provide an
opportunity to identify successful enrollment and renewal practices, strategies to ensure access to care,
effective models of person-centered and coordinated care, and payment systems that align financial incentives
with goals for quality and cost. Progress in all these areas can further strengthen the Medicaid program and
benefit the millions of people it serves.
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