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Key Findings

Medicaid is a critical life-line for about 30 percent of the West Virginia population,
providing health care to children, parents, low-income adults, people with disabilities, low-
income seniors, and people living in nursing homes and other long-term care settings. The
2014 Medicaid expansion gave West Virginia the opportunity to reduce the number of
hard-working West Virginians who had no insurance through their jobs and had no
affordable health insurance options. Medicaid gives financial security to both lower-
income families and to many middle-class families with a family member who is disabled or
needs long-term care.

This report examines the potential impact of the most current proposal to change the way
the federal government partners with states to pay for the Medicaid program. For the past
50 years, Medicaid has been funded through a structure that matches state spending with
federal dollars at different matching rates based on the economic conditions in a state. If
state spending on Medicaid rises for any reason, then the federal dollars also increase.



Congress is now considering a radical change to this traditional uncapped matching
financing structure that would put into place a restricted funding mechanism that sets a
limit on federal dollars that will be spent on Medicaid regardless of how much the state
spends or how demands on the program might increase. There are two basic variations - a
block grant or a per capita cap mechanism - both reduce the federal financial responsibility
for the Medicaid program and shifts costs to state Medicaid budgets.

The most recent proposal in Congress to change the Medicaid program is contained in the
March House Republican health bill to repeal and replace the Affordable Care Act, the
American Health Care Act. The House Republican health bill was passed by the House
committees of jurisdiction, but was not brought to the House floor for a vote. It is unclear if
this bill will be brought up again. It is also possible that the Medicaid changes in the bill will
re-surface during the federal 2018 budget process or attached to other “must-pass” federal
legislation (including the Children’s Health Insurance Program - CHIP - reauthorization).

In this report we look at the estimates prepared by several national entities that project the
impact of the House Republican health bill. We also present our own estimates on lost
federal Medicaid dollars developed by the West Virginia Center on Budget and Policy
(WVCBP) with assistance from the West Virginia Department of Health and Human
Resources Medicaid budget analysts.

Developing these estimates is complicated by the two-tiered approach to reducing federal
Medicaid spending in the House Republican health bill. First, the bill cuts federal spending
on the Affordable Care Act’s optional state Medicaid expansion by phasing out the higher
federal match rate states can now receive for this population. Second, the bill places the
entire Medicaid program (including the expansion population) under a per capita cap
limited funding mechanism.

Further complicating the estimation of impact is the timing of these changes and the
assumptions about how fast the expansion population lower match is phased in. And
finally, the availability of actual Medicaid spending data from West Virginia was a factor in
the WVCBP analysis.

Regardless of the variations in methodology inherent in any estimated future projections of
impact, it is clear that the impact of proposed changes to the Medicaid program being
debated in Congress will be severely damaging to West Virginia - putting real lives at risk
of physical and financial harm, driving the state budget deeper into the red, and setting
back the state economy.



Congressional Budget Office Analysis of the National Impact of the House Republican
Health Bill —the American Health Care Act

The Congressional Budget Office (CBO), the official nonpartisan entity that determines any
proposed bill’'s impact on the federal budget and other critical impacts, has released an
analysis of the House Republican health bill. The CBO estimates that by effectively ending
the Medicaid expansion and converting Medicaid to a per capita, the original bill would have
cut federal Medicaid funding by $880 billion over the next ten years and reduce Medicaid
enrollment by 14 million people in 2026. CBO does not provide state-level estimates.

Key estimates of the impacts of the two tiers of federal Medicaid funding cuts proposed by
the House Republican health bill on West Virginia are summarized below. While the
estimate vary due to methodology and assumptions, all illustrate the severity of the impact
on West Virginia of the proposed changes under debate in Congress.

1) Urban Institute Estimates of the Total Federal Medicaid Funding Cuts

The Urban Institute’s March 2017 report (LINK TO REPORT -
http://www.urban.org/research /publication/impact-capita-caps-federal-and-state-
medicaid-spending

combined the impact of both phasing out of the higher match for the expansion
population and the overall impact of the Medicaid per capita cap funding mechanism.
Urban assumes states will continue to cover the entire Medicaid expansion population
with the lower match rates after the shift to a per capita cap funding structure. They also
assumed that the entire expansion population would have phased into the lower
matching rate.

e The Urban Institute estimated that nationally, if states continue to spend on the
Medicaid program at current levels, total federal spending would fall by $457
billion, or 9.8 percent, from 2019 to 2028 under the House Republican bill.

o Almost 57 percent of the reduction in federal spending is attributable to the
proposal’s phase out of the higher matching rate for ACA Medicaid expansion
population;

o 32 percent of the reduction is attributable to the use of 2016 as the base year
for calculating the per capita caps; and,

o 11 percent is attributable to limiting per-enrollee spending growth to M-CPI.

o Thus, a large majority of the reduced federal spending under the AHCA will
come at the expense of states that expanded Medicaid under the ACA.
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e The Urban Institute estimated, using this distribution of the reduction in federal
dollars to allocate the cuts across states, that federal dollars for the West Virginia
Medicaid program would lose $4 billion in federal funds or 9.8% over ten
years - 2019 to 2028.

2) West Virginia Center on Budget and Policy (WVCBP) Estimates of the Federal
Medicaid Funding Cuts broken down by a) Changes to Expansion Match, and b) Per
Capita Caps Funding Mechanism

WVCBP developed estimates working with the West Virginia Department of Health and
Human Services. WVCBP looked first at the lower matching rate for the Medicaid
expansion population and used a range to reflect how fast the lower match might phase
in. The lower estimate of federal cuts range reflects that 75 percent of the expansion
population would be at the lower match under the phase-down rules in the House
Republican health bill.

WVCBP then looked at the impact of the House Republican health bill’s per capita cap
funding mechanism assuming, similar to the Urban Institute, that the current enrollment
numbers and distribution across enrollment categories remained stable.

The discussion section of this report provides more information about the methodology
and assumptions used by the West Virginia Center on Budget and Policy.

e WVCBP estimates that the changes to the funding of the Medicaid expansion
alone, if implemented would put the state at risk of needing at least $135 to
$180 million more state dollars in 2017 to sustain the existing Medicaid
coverage for the expansion population.

e This spending is also under the “per capita caps” limit in the House
Republican health bill, so the impact to West Virginia may be much greater
if medical costs for the expansion population grows faster than the limited
allowable growth index.

e Ifthe House Republican bill’s Medicaid per capita cap growth index had been
in place, West Virginia would have lost $478 million in federal payments
between federal fiscal year 2016 and 2017.



e The gap between real spending growth in Medicaid and the allowable limited
growth index in the bill will compound over time; the size of the cut to federal
Medicaid dollars will grow larger and larger each year.

¢ Uncontrollable bumps up in Medicaid medical costs - for example created by
our current opioid addiction crisis or the aging of the West Virginia
population - also will increase the funding gap.

3) Manatt Estimates of the Impact of the Changes to Medicaid Expansion Match Only

Manatt Consulting projected the impact of only the phase-out of the higher Medicaid
federal matching rate for coverage of Medicaid enrollees with incomes up to 138 percent of
the federal poverty level. (LINK TO REPORT - https://www.manatt.com/Insights/White-
Papers/2017/Changes-to-Medicaid-Expansion-in-the-American-Heal

Under the proposal in the House Republican health bill, West Virginia would continue to
receive 90 percent federal funding for the individuals enrolled in Medicaid on December
31, 2019 until they have a break in coverage for more than 30 days. If West Virginia wanted
to cover new enrollees or grandfathered adults who churn off and back onto Medicaid, we
would need to do so at the lower regular federal Medicaid matching rate (projected to by
73.83 for federal fiscal year 2019).

To estimate the churn rate, Manatt used the Congressional Budget Office assumptions that
less than one-third of grandfathered enrollees remain in Medicaid by the end of 2022, and
that less than 5 percent remain by the end of 2024. These assumptions are consistent with
recent state experience with churn rates of low-income adults, particularly when taking
into account other changes proposed that would require more frequent renewals of
coverage for expansion adults.

e In 2019, a projected 180,000 individuals would be enrolled in the Medicaid
expansion.
o By 2020, 46,000 would not be covered by the 90% federal match rate.
o By 2022,137,000 would not be covered by the 90% federal match rate.
o By 2026,177,000 would not be covered by the 90% federal match rate.

e West Virginia would see a decrease in federal funding that grows over time.
o By 2020, if West Virginia only maintained coverage for grandfathered
enrollees. Federal Medicaid funds flowing into West Virginia would decrease
by $337 million or a 10.1% decrease in all Medicaid funds.
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o By 2022, the decrease would rise to $1,006 million or a 27.4% of all federal
Medicaid funds.

o By 2026, the decrease would rise to $1,529 million or a 34.9% of all federal
Medicaid funds.

4) Center on American Progress Estimates of the Impact on Medicaid Coverage in
West Virginia

The Center for American Progress (CAP) released conservative estimates of the impact of
the federal dollars cut from the Medicaid program by building on the national estimates
from the Congressional Budget Office and distributing that loss across the states. (LINK TO
REPORT -
https://www.americanprogress.org/issues/healthcare/news/2017/03/17 /428601 /cover
age-losses-congressional-district-house-aca-repeal-bill/

The CBO projects that a total 14 million fewer people would have Medicaid coverage by
2026 under the House bill: 5 million fewer would be covered by additional Medicaid
expansion in new states, and 9 million fewer would have Medicaid coverage in current
expansion states and among pre-ACA eligibility groups in all states.

It is difficult to predict the impact on coverage as the state will have to determine how to
best cope with the federal funding loss with hard choices to make about not only eligibility
income levels and other restrictive enrollment requirements, but also on reducing benefits,
increasing premiums and copayments (which in turn can reduce enrollment or prevent
enrollees from getting needed health services), and provider reimbursement cuts. To
predict a loss of coverage, CAP used the pattern of predicted impact in the CBO report and
their projections of impact on enrollment.

The CAP report includes tables that break-down the impact on Medicaid coverage by West
Virginia’s three congressional districts.

e West Virginia would cover 84,100 fewer people in their Medicaid program by 2026
than under current law (with the Affordable Care Act in place).
o 22,900 fewer children
o 8,000 fewer disabled people
o 6,800 fewer elderly
o The Medicaid expansion population - even if West Virginia continued the
expansion at the lower matching rate - would cover 40,800 fewer people

5) Commonwealth Fund Estimate of Impact on Economy and Jobs in West Virginia

The Commonwealth Fund contracted with the Milken Institute School of Public
Health at George Washington University tomodel the impact of the loss of federal
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dollars flowing into WestVirginia’s economy and budget from a full repeal of the
Medicaid expansion. LINK TO REPORT -
http://www.commonwealthfund.org/publications/issue-
briefs/2017/jan/repealing-federal-health-reform

e If West Virginia fully repealed the Medicaid expansion (in reaction to the
lower expansion federal matching rate and the impact of per capita caps),
the state would lose business activity and jobs in the state.

o 10,600 jobs in West Virginia would be lost in 2019

o 4,700 of the total jobs lost would be in the health care sector

o 56 percent or 5,900 of the jobs lost would be in sectors other than
health care.

Discussion

The higher federal Medicaid matching rate in the Affordable Care Act for states that opt to
expand Medicaid to all individuals up to 138 percent of the federal poverty level ($16,400
annual income for one person; $27,800 for a family of three) gave states a realistic financial
viable path forward to cover more lower income uninsured people. It is built on the
foundation of the current long-standing Medicaid federal matching financing mechanism
that has protected West Virginia from both medical cost inflation and unexpected cost
increases. The matching dollars approach has given our state real flexibility so that our
state can design our program’s eligibility levels, benefits, and provider reimbursement
levels. It has allowed West Virginia to respond to our current opioid addiction crisis and to
cope with the aging of our population.

By reneging on both the promise of extra federal financial help for the expansion
population, and the traditional federal financing mechanism that has been in place for 50
years in the Medicaid program, the House Republican health care bill will lock West
Virginia in financial straight-jacket - unable to improve care or provide West Virginias with
new break-through treatments that save medical costs in the long-term.

Under changes to the funding of the Medicaid expansion and a per capita cap restricted
funding scheme on the entire Medicaid program, West Virginia will be forced to make
dramatic cuts to the program which could leave the most needy West Virginians uninsured
and/or without critical health care services, and our rural hospitals and providers
struggling to survive financially.


http://www.commonwealthfund.org/publications/issue-briefs/2017/jan/repealing-federal-health-reform
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The Medicaid Expansion Reduced Federal Match

What the House Republican health bill does:

The March House Republican bill proposes to phase-in an end to the enhanced federal
match for new enrollment in the ACA’s Medicaid expansion. The bill will allow states to
freeze enrollment under the Medicaid expansion as of December 31, 2019 and deny
coverage to any new enrollee as well as deny coverage to anyone trying to re-enroll after a
one-month break in coverage for any reason. State could continue to receive the enhanced
90 percent federal matching dollars (the federal government pays 90 percent of the total
cost) for West Virginians that stayed continuously as long as they do not experience a gap
in coverage of more than one month going forward. If West Virginia wanted to continue to
provide coverage to people who experienced a gap in coverage, the state would receive less
federal dollars (the traditional federal matching rate for West Virginia - projected to be
73.83 in federal fiscal year 2019) and have to find significantly more state funding.

Why the House Republican health bill results in cuts to federal dollars for the
Medicaid expansion:

The large majority of enrollees under the Medicaid expansion would likely experience a
gap off the program after two years. Medicaid (and all insurance) is characterized by
movement in and out of coverage, called “churn.” Changes in people’s lives such as a
change in income by a raise or lay-off, marriage, divorce, seasonal work, etc. can trigger
changes in eligibility for Medicaid. The eligibility threshold for an individual (about
$16,400) means even a small change can impact eligibility.

A national survey by the Commonwealth Fund found that in 2016, 31 million adults
reported a gap in insurance coverage and one quarter had been enrolled in Medicaid before
the gap. Of the Medicaid enrollees, 46 percent had a gap coverage in the past year, and 73
percent had gap in coverage in the last two year. Half of those with a gap in Medicaid
coverage lost coverage because they were no longer income eligible.l

Thus, within just a few years, the majority of Medicaid expansion enrollees would be under
the regular Medicaid matching rate. For West Virginia, the loss of the 90/10 match on even
75 percent of the Medicaid expansion population would create a Medicaid funding gap the
state could not easily fill with state dollars. Further, the expansion population would be
included in the per capita caps funding limits described below.



What is a sense of the magnitude of the potential federal cuts to West Virginia’s
Medicaid expansion:

To provide a sense of the magnitude of the impact of the House bill’s funding changes to the
Medicaid expansion, the West Virginia Center on Budget and Policy looked at the West
Virginia Department of Health and Human Resources projections that for state fiscal year
2021 (July 2020 through July 2021), the first full fiscal year for the enhanced 90 percent
federal match for the Medicaid expansion population under the ACA. Under current law,
West Virginia will need $97 million in state funds. For this same year, under the traditional
reduced matching rate, the state would need $277 million. Thus, West Virginia is at risk of
needing at least an additional $180 million per year under the House Republican bill. If 25
percent do not experience a funding gap over the next several years, the amount is reduced
accordingly to $135 million per year.

Impact of federal cuts on jobs:

Medicaid has a direct, positive impact on the health sector of the state economy; they
pay for health care goods and services and support health-related jobs in the state. In
West Virginia, health care services are one of the few sectors that is growing and
adding jobs to the state economy.

New federal dollars also trigger successive rounds of earnings and purchases as
they continue to circulate through the economy beyond the health sector. These
new federal dollars have a strong positive impact creating income and jobs for
individuals not directly associated with health care. For example, health care
employees spend part of their salaries on new cars, which adds to the income of
employees of auto dealerships, enabling them to spend part of their salaries on
washing machines, which enables appliance store employees to spend additional
money on groceries, and so on. This ripple effect of spending is called the
“economic multiplier effect.” The specific economic conditions and the magnitude
of thisimpact in each state are captured in input-output macro-economic models.

The Milken Institute School of Public Health at George Washington University
modeled the impact of the loss of federal dollars flowing into WestVirginia’s
economy and budget from a full repeal of the Medicaid expansion. Under a full
repeal, 10,600 in West Virginia would be lost; more than half - 56 percent of the
new jobs were in sectors other than health care.?

Restricted Federal Medicaid Funding Mechanism:
Per Capita Caps
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The Federal-State Medicaid Match Today

Authorized by Title XIX of the Social Security Act, Medicaid was signed into law in 1965
alongside Medicare. From the beginning, Medicaid has been a state-federal partnership
program with shared control and shared financing.

West Virginia and other states design and run their own Medicaid programs with minimal
federal guidance. West Virginia has a great deal of flexibility to cover different benefits or
alter the mix of services, to pay different reimbursement levels, and to use different
payment systems (for example, using a fee-for-service approach or managed care contracts
or a combination of the two). State Medicaid also have the flexibility to innovate with cost-
containment strategies such as prescription drug formularies or through delivery system
reforms that lower costs and improve quality of care.

While West Virginia must cover several specific groups of people - low-income children,
pregnant women, and certain seniors and people with disabilities - we also have flexibility
to provide coverage to other adults and to set higher eligibility levels for seniors and
people with disabilities. Beginning in 2014, the Affordable Care Act provided West Virginia
the option to expand Medicaid eligibility to individuals under age 65 in families with
incomes below 138 percent of the Federal Poverty Level (FPL) and the state took
advantage of the opportunity.

Since 1965, the federal government has been a reliable partner paying an established share
of the cost of the West Virginia Medicaid programs. The federal government “matches” each
state’s spending, paying between 50 and 100 percent of costs. If Medicaid spending in
West Virginia goes up - due an increase in the demand for services or because new
treatments arise- the federal matching dollars also increase.

Administrative costs are generally matched at 50 percent; medical services are matched at
a higher rate based on a Federal Medical Assistance Percentage (FMAP). By statute, the
FMAP is based on state per capita income. The lower a state’s per capita income, the higher
the state’s FMAP. FMAPs vary from a floor of 50 percent to a ceiling of 74 percent. (There
are a few exceptions to the FMAP formula for certain services and populations.)

Because West Virginia is a very poor state, the federal fiscal year 2017 (October 2016 -
September 2017) federal matching rate is 71.80 percent; only Mississippi has a higher
matching rate. For every dollar that West Virginia spends on Medicaid services, the federal
government provides $2.55.

Under the ACA, in 2018 West Virginia’s federal matching rate will increase to 73.24 percent
and it is projected to increase to 73.83 percent by 2019 - reflecting the continuing
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economic downturn that we face in our state. The increase would mean that West Virginia
will receive about $40 million additional federal dollars in 2018 to sustain our current
Medicaid program. With the state facing large state budget gaps in 2018, this is welcome
financial help, albeit it signals that our state is growing poorer.

The FMAP financing structure has remained unchanged throughout the history of the
Medicaid program. Any temporary adjustments to the FMAP formula have increased not
decreased the dollars going to states. On two separate occasions, FMAPs were temporarily
increased by Congress to provide fiscal relief to states during economic downturns. After
hurricane Katrina, Congress increased the Louisiana FMAP.

In fact, even when other programs were on the chopping block in Congress in the past,
Medicaid funding has not been altered or cut. The federal budget sequestration process
put into law in 2011 as part of the Budget Control Act - a set of automatic spending cuts
that occur if Congress cannot identify and agree to specific spending cut targets - excluded
cuts to Medicaid even though Medicare and Social Security were placed within the scope of
automatic cuts to spending.

What the House Republican health bill does:

The House Republican health plan cancels the historic state-federal financial partnership
that allows states to share with the federal government increases in Medicaid costs.
Instead, the House bill uses Medicaid per capita caps to place a ceiling on how much the
federal government would provide to a state for each Medicaid enrollee, and thus to limit
federal spending overall. States would still get an extra federal payment for each enrollee
who is added to the program, but the amount would be limited to a preset amount per
person. The House bill sets different caps for different categories of enrollees. Spending on
elderly people and people with disabilities accounts for about two-thirds of total Medicaid
spending so in order to reduce federal spending, these groups must be included in any cap
scheme. After the federal dollars are calculated by eligibility group, the sum of these
amounts is the allocation of federal funds to the state for a given year. While funding is
calculated by group, once the state receives its total reduced federal funding overall, the
money can be shifted between groups and cuts can be made to any group.

A revised House Republican amended bill, that was put forth by the House Rules
Committee but not voted on by the committees of jurisdiction, gave states the option to
accept a block grant for children and adults who are not senior or people with disabilities
or both. While the details are unclear, this appears to be even less money for the states.
And unlike a per capita cap, a block grant does not take into account growth in the numbers
of people eligible for Medicaid. Thus, West Virginia would not only be responsible for
increased medical costs per enrollee, the state’s federal funding would not increase to keep
pace with increases in enrollment (for example, due to a recession or a flood). And if West
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Virginia did opt into the block grant option, the state would be locked into the block grant
for ten years.

Under this amended version of the House Republican bill, states would be enticed to opt for
a block grant for children and adults - and have even more potential cuts in federal dollars
over time- in two ways. First, while the federal block grant is restricted federal support,
states would have been able to pull down the federal dollars by spending less state dollars.
States would have been allowed to draw down the block grant funds using the higher
Children’s Health Insurance Program matching rate. So the total dollars are the same, but
states can spend less than in traditional Medicaid to pull down the limited grant. In essence,
this means West Virginia may use up the federal block grant faster. By spending down the
block grant faster, the state would deepen the cuts in federal and state spending over time.

Second, in exchange for accepting a ten-year block grant, the revised House bill provided
states with blanket permission to significantly cut the benefits offered to children and
adults. For example, states would no longer have to cover the comprehensive pediatric
benefit that federal law now requires called EPSDT (Early Periodic Screening, Diagnosis,
and Treatment). This important benefit provides low-income children, particularly those
with complex health problems, the screening and treatment necessary to manage and
improve their health. Under the revised House Republican health, not only could states
completely cut more services completely, even basic hospital and prescription drug
coverage could have been limited in amount, duration of coverage, and the scope of the
coverage.

Under the block grant option, states also could charge unlimited premiums, deductibles,
and co-payments. There is significant, consistent evidence that premiums decrease
enrollment of eligible low-income people, and increased out-of-pocket costs often mean
that low-income enrollees do not get the health care services they need.

Finally, under the block grant option states could establish enrollment caps or waiting lists
that deny coverage to children and adults. Under current law, all eligible individuals must
be enrolled. This allows a state legislature to avoid making an unpopular cut to eligibility
formally, but has the same result by placing people in indefinite limbo without coverage.

Why the House Republican health bill will cut federal dollars for the entire Medicaid
program:

The House bill sets the caps based on West Virginia average costs per enrollee by category
in 2016 and the cap amounts would not be allowed to grow enough to keep up with
changes in demands for services or medical inflation.
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The House bill is designed to reduce federal spending over time; this is accomplished by
increasing the 2016 base year amount at annual rate that is slower than the historical rate
of growth of overall medical inflation: the Consumer Price Index Medical (CPI-M) rate of
growth. This growth rate or index only captures consumers’ spending on out-of-pocket
costs and does not capture the spending by public or private insurers.

Under the House Republican health bill, real costs (based on average Medicaid costs per
enrollee nationally) are expected to rise by about 0.2 percentage points faster each year
than the state’s capped amounts under the CPI medical allowable limited growth rate. Over
time, the federal funding gap would grow greater relative to Medicaid costs, shifting more
and more costs to West Virginia.3

The revised House bill made a modest adjustment to the per capita cap growth index for
seniors and people with disabilities - making it CPI-M plus 1 percentage point. This higher
growth rate does not start until 2020, does not change the 2016 base year, and did little, if
anything at all, to close the funding gap created by the per capita cap over time.

Further, for West Virginia, this small growth index change is still inadequate to keep pace
with our real cost growth in the state’s Medicaid program, and it does not take into account
the aging of our West Virginia population.

While the per capita cap growth rate for seniors and people with disabilities would be
higher than the growth rate of children and adults (starting in 2020), as federal funding for
children and adults shrinks and is more inadequate more rapidly, seniors and people with
disabilities would still be subject to the eligibility and benefits cuts resulting from the
overall inadequacy of the federal funding across all groups. To be clear, under the per
capita cap structure in the House Republican bill, West Virginia will receive an overall
amount of federal Medicaid funding that is the sum of the dollars of each population’s per
capita cap and actual enrollment in the eligibility group. The state then can reach the
overall cap by cuts to any eligibility group and is not tied to spending a certain amount per
group. As the funding gap grows over time, West Virginia will need to cut their entire
Medicaid program to make up the federal funding shortfalls regardless of how much each
population’s per capita caps is contributing to the total shortfalls.

Not only does the growth index lag behind expected inflation for medical services in the
Medicaid program, West Virginia will have to pay the full cost of any services that exceed
the cap due to unanticipated growth in health care costs or demographic changes not taken
into account by the per capita cap financing approach.

Medicaid costs per enrollee are lower than those of private insurance after adjusting for
differences in health status, due to lower administrative costs and lower payment rates to
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providers.* However, the growth rate for Medicaid spending is still higher than the growth
index in the House bill or the revised bill.

What is a sense of the magnitude of the potential federal cuts to West Virginia under
Medicaid per capita caps:

At this point, it is very hard to estimate the total federal dollars that will be cut in West
Virginia under Medicaid per capita caps. In fact, there is no 2016 state data currently
reported to the Centers for Medicaid and Medicare Services on per capita expenditures by
the five enrollment groups in the House bill. This necessitated a complicated multiple step
process to set the per capita caps by enrollment category. The exact formula is as follows:

Per enrollee caps for five enrollment groups - elderly, blind and disabled, children,
expansion adults, and other adults - are based on federal fiscal year 2016 expenditures
(excluding administrative costs, Disproportionate Share Hospital payments, Medicare
cost-sharing, and certain categories of individuals, including CHIP, those receiving
services through the Indian Health Services, those eligible for Breast and Cervical
Cancer Services, and partial-benefit enrollee) divided by the full-year equivalent
enrollees in each category and trended forward to 2019 by medial CPI. The target
expenditure in 2020 are calculated on the 2019 per enrollee group (adjusted for non-
DSH supplemental payments) and increased by medical CPI plus 1 percent point
multiplied by the number of enrollees in each group. In 2021 and beyond, per enrollee
federal dollar caps will be based on the prior year amount increased by CPI medical.

In addition, as described below, unexpected cost increases due to health epidemics, new
treatments, demographic changes, etc. can grow the funding gap that West Virginia will
experience under a locked in per capita cap funding formula.

With these caveats, the West Virginia Center on Budget and Policy extrapolated a sense of
the magnitude of what the House Republican bill’s per capita caps might mean for West
Virginia.

The total federal dollars that were paid to West Virginia for federal fiscal year 2016 was
$2,962 million. This includes an estimated $2,833 million in medical costs and $75 million
in administrative costs (generally matched at 50 percent).> The federal matching rate for
the cost the Medicaid expansion population was 100 percent in federal fiscal year 2016.

For state fiscal year 2017 - the total West Virginia Medicaid budget is projected to be
$4,547 million. Of that, $3,551 million is expected to come from federal matching dollars
under current law.¢ This is an increase of $589 million - a 19.89 percent increase in federal
dollars over 2016- even with the reduced expansion federal matching rate (from 100
percent to 95 percent).
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Yet the index in the House Republican bill will grow much slower than the real increase
West Virginia saw in federal Medicaid matching payments between 2016 and 2017. The
CPI medical growth rate for calendar year 2016 was only 3.75 percent.” This isa 16.14
percentage point difference.

If the House Republican bill’'s Medicaid per capita cap growth index had been in place, and
West Virginia’s enrollment numbers and the distribution across enrollment categories
remained stable, West Virginia would have lost $478 million in federal payments between
federal fiscal year 2016 and 2017.

If West Virginia placed children and adults under a block grant under the revised bill’s
block grant option, the state would face even larger federal Medicaid cuts.

While the actual size of the cuts each year are hard to estimate (and variations in
methodology and assumptions give a range of potential federal cuts), it is clear that West
Virginia will experience a federal funding gap under the House Republican bill’s per capita
caps limited federal funding approach. This gap will compound each year and will leave
West Virginia with an enormous shift of Medicaid costs from the federal to the state budget
and quickly leave a large federal funding gap that the state will need to shoulder.

Several other factors described below may make the impact even more severe for West
Virginia.

1) Funding Formulas Built on State Averages Harm West Virginia More than Other
States

Medicaid spending per low-income state resident varies by a factor of 5.4 to 1.8 This
variation means that some states would be winners and some would be losers under per
capita caps. This “leveling” of funding could magnify the harm to West Virginia compared
to other states.

The House Republican bill sets per capita cap federal spending limits based on state
average expenditures per enrollee by category - seniors, people with disabilities, adults,
non-disabled children, etc. While per capita caps take into account the enrollment mix of a
state, it leaves West Virginia at a disadvantage. For example, West Virginia’s costs per
person with disability are low compared to the national average and compared to states
like Ohio, Maryland, and New York.?

Thus, per capita caps will be a fiscal straight-jacket that will forever lock West Virginia into
lower spending levels on people with disabilities. Per capita caps end the flexibility West
Virginia has under current law to do more in the future for people with disabilities - the
kinds of things other states are already doing such as more help for people to live in
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community settings, providing help to transition to employment and increased earnings,
and higher reimbursements to the providers that serve people with disabilities.

In addition, by locking in a spending base that is low, the state cannot adapt to future
changes in the health status of the enrollees in a given category (for example a growing
percent of enrollees with multiple health problems or substance abuse) and the resulting
level of services needed (for example more aggressive care coordination).

2) Uncontrollable Factors in West Virginia Will Make Medicaid Restricted Funding
Proposals Even More Harmful

One of the hallmarks of the Medicaid program has been its ability to respond to
unpredictable and uncontrollable situations in a state that increase health care needs. The
state and the federal government together have shared the responsibility of meeting the
increased costs in these circumstances. Under the House bill, West Virginia will be on its
own to shoulder these increased costs. West Virginia will be responsible for all costs due to
an epidemic, a new treatment, or higher costs as adult Medicaid enrollees’ age and have
much greater medical needs. The West Virginia population over all is aging faster than in
most states.

An example of how factors can drive up average costs per enrollee - even across categories
of enrollees is the current opioid addiction crisis - with rural areas in our state being
overwhelmed by this health crisis.

e Anew Centers for Disease Control and Prevention study shows the rate of fatal drug
overdoses has more than doubled since 1999. Those between 55 and 64 years of
age were the hardest hit. Rates increased for both males and females and increased
across all age groups. The overall number of opioid overuse deaths quadrupled
from 1999 - 2015, and in 2015 opioids killed more than 33,000 people — higher
than ever before. The 2015 rate for fatal drug overdoses is higher than deaths from
suicides (13.4 deaths per 100,000) car accidents (11.1 deaths per 100,000) and
firearms.

e The four states with the highest age-adjusted drug overdose death rates were West
Virginia (41.5 per 100,000), New Hampshire (34.3), Kentucky (29.9), and Ohio
(29.9)10

e West Virginia filled more opioid prescriptions than there are people in the state
with 1,049 opioid prescriptions per 1,000 West Virginians.11

e West Virginia had the highest drug overdose mortality rate in the nation in 2015:
41.5 deaths per 100,000 people.12

The State Health Reform Assistance Network (a program of the Robert Wood Johnson
Foundation) has called Medicaid “the states’ most powerful tool to combat the opioid


https://www.cdc.gov/nchs/data/databriefs/db273.pdf
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crisis” and found that 1.2 million people with substance use disorders have gained access
to treatment. Medicaid is the most significant source of coverage and funding for substance
use prevention and treatment.

West Virginia’s Ability to Shoulder the Shift of Financial
Responsibility to the States

It is clear that West Virginia cannot shoulder additional Medicaid costs that the
federal government might shift to the states through the Republican House bill.

West Virginia faces large overall budget gaps in fiscal year 2018 and beyond due to the
erosion of the state’s tax base from tax cuts enacted between 2007 and 2015 and the state’s
weak energy sector, which has led to lower severance tax collections. In addition to energy
industry trends, the state is losing population and becoming grayer, with fewer workers in
the labor force to support the state’s tax base.

On the spending side of the state budget, Medicaid and the state public employee’s health
insurance program (PEIA) are key areas of growth. The overall Medicaid budget has
increased by 22 percent since 2012 while the overall state budget decreased by 1 percent.
The Medicaid program (state and federal dollars) is about 29 percent of the total state
budget.

West Virginia funds its state share of the Medicaid budget from several sources, including
multiple line items in the Department of Health and Human Resources under the General
Revenue Fund, Lottery Funds, the Health Care Provider Taxes, the Medical Services Trust
Fund, and other sources of funding. The state’s share of funding for Medicaid has increased
steadily in recent years. Between 2012 and 2016, funding for Medicaid increased by 22
percent, while the overall state base budget has actually decreased by 1 percent over that
time period.

West Virginia’s health care provider assessments generate about 20 percent of the state
matching funds for the Medicaid program.13 Health care provider assessment revenue has
remained relatively flat. 14 The Medical Services Trust Fund was created to preserve
certain dedicated revenues in order to stabilize Medicaid and provide funding for future
federally mandated population groups; it has been largely depleted since the Medicaid
expansion in 2014.15 As a result, over the past several years West Virginia has relied
heavily on one-time appropriations from surplus accounts and the Rainy Day Fund to fund
Medicaid. Since 2012, more than $857 million has been appropriated from these one-time
sources.
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The recent reliance on one-time appropriations to fund the state share of the Medicaid
budget underlies a significant problem for the program. Since 2012, nearly 19 percent of
the state’s funding for Medicaid has come from previous year’s surpluses and supplemental
appropriations, the Medical Services Trust Fund, or the Rainy Day Fund. West Virginia
cannot continue to tap the Rainy Day Fund. The fiscal health of the state, and this reserve
fund, is key to the state’s ability to borrow money at a good interest rate. In fact, the state
has already had its bond rating lowered once in 2016 due to the projected loss of coal and
gas severance tax revenues and by the depletion of our Rainy Day Fund.16

As one-time sources of funding are exhausted, the Medicaid program has grown more
reliant on the General Revenue Fund for support. While the overall state Medicaid budget
has increased by 22 percent since 2012, state General Revenue funding for Medicaid has
increased by 68 percent. The share of General Revenue funds used for Medicaid has
increased from 8.3 percent in 2012 to 12.7 percent in 2017, putting strain on other areas of
the budget. Since 2012, state funding for higher education is down 9.2 percent, funding for
the Department of Commerce is down 15.7 percent, and education funding, aside from the
school aid formula, is down 20.4 percent.

In state fiscal year 2018, the state Medicaid budget is estimated to need an additional $100
million in state dollars over Medicaid spending in 2017 (even taking into account the FMAP
increase that will provide about $40 million in additional federal funds). This increase is
driven by rising health care costs that impact all sectors of the health industry - inflation
that is driven by increases in price and utilization that are not unique to Medicaid. Itis
unclear at this time how the state will find the dollars to fund the current Medicaid state
share. A further Medicaid funding gap due to reduced federal support would be financially
overwhelming to the state.

Conclusion

Proposals to fundamentally change how the Medicaid expansion is funded as well as to
alter the entire programs from a state-federal financial partnership with matching federal
funds to a restricted per capita caps or block grant funding mechanisms will dramatically
reduce the federal dollars that will support the West Virginia Medicaid program.

The West Virginia state budget cannot shoulder this huge shift of financial responsibility
from the federal government to the states.

Without the ability to replace lost federal dollars with state dollars, Medicaid restricted
funding proposals will force West Virginia to make cuts that leave West Virginians
uninsured or unable to afford care. West Virginia may have to cut who is eligible for
Medicaid and the services they receive. Recognizing the negative impact on state budgets,
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the Medicaid restricted funding proposals also include new rules that undermine existing
protections for Medicaid enrollees who do remain on the program. These new rules - if
West Virginia must use them - could mean many enrollees will be unable to afford
necessary care due to higher premiums, deductibles and copays coupled with raised total out-
of-pocket spending requirements. Further, West Virginia will have to consider elimination of
critical covered benefits in our state Medicaid program. With a dramatic loss of federal
dollars, West Virginia will have no other choice but to make these kinds of draconian
cuts that will negatively impact a third of the state’s population. The bottom line is that
more West Virginians will be uninsured or underinsured and at serious physical and
financial risk of serious hardship.
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